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Introduction 

Share class currency hedging is a practice frequently used throughout the investment management industry, as investors look to 
subscribe, redeem, and receive distributions in currencies other than the Base Currency of a fund. Neuberger Berman Investment Funds plc 
(“NBIF”) offers a range of currency hedged share classes across its sub-funds. Investors often choose Hedged Classes when investing in a 
currency other than the Base Currency of the Portfolio, particularly for fixed income funds. Investors may also choose to invest in 
Unhedged Classes for a number of reasons. 

Participants investing in the Base Currency of a portfolio do not require share class currency hedging, as there is a natural match 
between the class currency and the Base Currency. 

For the full list of share classes, please refer to the Prospectus and relevant Supplements. Capitalised terms that are used and not otherwise 
defined herein shall have the meaning ascribed to them in the prospectus of NBIF (the “Prospectus”). 

Why hedge? 

The aim of the currency hedge is to reduce the effect of fluctuations, caused by movements in currency exchange rates, between the currency of 
the Hedged Class and the Base Currency of a portfolio. 

In other words, the goal is to provide a similar return for the Hedged Class as would be obtained through an investment in a Base Currency 
share class, all other things being equal. A consequence of currency hedging is that the interest rate differential between the Hedged Class and 
the Base Currency (often known as “carry”) is included in the return of the Hedged Class. This difference would be positive if interest rates in 
the hedged currency exceed those in the Base Currency and vice versa, and it explains some of the difference in returns between the hedged 
and Base Currency share classes. However, investors should note that no currency hedge is perfect, and there is no guarantee that the return 
profile of a Hedged Class will equate to that of a Base Currency share class. 

How does the hedge work? 

Execution is carried out by the dedicated currency team of the Investment Manager, Neuberger Berman Europe Limited (“NBEL”). NBEL 
employs passive currency hedging, so does not seek to extract an economic gain for the Hedged Class from the activity. Whilst NBEL aims to 
achieve a target of 100% hedge cover ratio with a tolerance of +/- 50bps, it may be that the hedge may not always be at 100% (please see 
“Exceptions”, below). NBEL hedges most commonly on a three month rolling basis, which it believes is an effective balance between efficacy 
and transaction costs. The share class hedging process has associated transaction costs which will negatively impact the share class 
performance. 

There are four key events in the lifecycle of a currency hedged share class, during which the currency team will carry out trades to effect a 
currency hedge in line with the target. 

1. Launching  a  new  hedged  share  class

Investors buy an estimated quantity of shares (on T+0). The settlement of these proceeds in that non-Base Currency occurs three days 

later (T+3). The value is hedged by the currency team, simultaneously, using a currency swap. The swap is split into two legs:

• 1st leg (or “near leg”): converting the non-Base Currency to the Base Currency for the value date T+3, and;

• 2nd leg (or “far leg”): buying back the non-Base Currency against the Base Currency, with the value date approximately at the 
next quarter-end. Effectively, this takes the opposite direction to the first leg and hedges the investment (the difference between the 
forward rate used on the 2nd leg and the spot rate obtained on the 1st leg is the interest rate differential between the 
currencies and is the source of the interest rate difference that is included in the returns of the hedged share class). 
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2. Investor flows

Flows occur when investors subscribe and redeem shares; NBIF offers daily subscriptions and redemptions. Here, we are specifically
interested in flows to hedged share classes denominated in a non-Base Currency to ensure that the Hedge is in line with the target.
Investors buy or sell a number of shares at an estimated price (on T+0) and subscribe or redeem a fixed amount of cash. The
settlement of these proceeds in that non-Base Currency occurs three days later (T+3). The net value of the flow is hedged by the
currency team, simultaneously, which models and trades a currency swap. The value of this trade is estimated, based on the net
subscriptions/redemptions received before the 3pm dealing deadline. The swap is split into two legs:

• 1st leg (or “near leg”): converting the non-Base Currency to the Base Currency for the value date T+3, and;

• 2nd leg (or “far leg”): adjusts the hedge of the entire share class, by buying back the non-Base Currency against the Base
Currency, with the value date approximately at the next quarter-end (the difference between the forward rate used on the 2nd
leg and the spot rate obtained on the 1st leg is the interest rate differential between the currencies and is the source of the
interest rate difference that is included in the returns of the hedged share class).

Trading the near and far leg in a swap locks in the same spot rate for both, and should help to neutralize the currency impact to 
investors. 

3. Adjusting to movements in the underlying assets

On a daily basis, the currency team monitors the hedge cover ratio to check whether movements in the market price of the funds’
underlying assets (which we assume are in the Base Currency) is outside a hedged share class’s hedge cover ratio.

The currency team will adjust the hedge when a crossing of the hedge cover ratio threshold has been identified and confirmed. If the
value of the underlying assets falls, the currency team will model and execute a reduction of the forward hedge trade (far leg) and, for
an appreciation in value, an increase in the forward hedge trade (far leg). These adjustments are carried out for the for value date
approximately at the quarter end.

4. Rolling a share class

As the hedge’s maturity date approaches, usually at the end of the quarter, the current open forward contracts need to be “rolled” to
a new maturity date. The following steps are taken to ensure the roll is correctly carried out, and any profit/loss associated with the
transaction is realised.

i. 4-5 days before the maturity date the currency team will begin the process of identifying a new roll date (a business day when
the two currency markets for the Base and non-Base Currencies can settle).

ii. Model and execute a roll trade of a two-legged swap. The near leg closes the existing hedge, and the far leg opens the new
hedge, which locks in the same spot rate for both, and should help to neutralize the currency impact to investors.

iii. Herein, all trades will now have a value date consistent with the date identified in step i).

iv. As the near leg of the rolling swap trade closes out the existing hedge, a profit and loss is generated and reflected.

Considerations 

NBEL uses currency hedging as a way to reduce the effect of fluctuations in the exchange rate between currencies, but there can be no 
guarantee to the extent to which this will be successful. 

Investors are likely to see a disparity between the return profiles of a Base Currency share class, and a currency hedged share class. This 
disparity may be explained by any of the following factors: i) transaction costs, ii) the yield differential between the two currencies (known 
as “carry”), and iii) the efficacy of the execution. 

Execution is aggregated to minimise transaction costs, but these costs may fluctuate depending on the currency pair and liquidity on 
offer in the market at the time of execution. 

NBEL’s currency hedging process is subject to the risk management framework established by the Investment Manager. 

Portfolios may have underlying investments in non-Base Currency and those exposures are not necessarily hedged back to the 
Portfolio base currency. Investors will remain exposed to currency fluctuation. 
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Investors should note that the hedging strategy may vary, there are tolerance ranges within which the hedging of a share classes is 
managed, and there can be no guarantee that the hedging will be 100% effective. There are several factors which could adversely impact 
the ability to achieve the hedging objectives and result in the hedge not being perfect.  

Exceptions – Neuberger Berman Emerging Market Debt Blend Fund and Neuberger Berman Emerging Market Debt 
Blend Investment Grade Fund 

When investors choose to allocate to Emerging Markets in local currencies, they typically do so to engage with idiosyncratic risks of those 
currencies. They do not seek exposure to the systematic risk of a developed market currency other than their base currency (which they are 
selling). In other words, USD-based investors are not looking for EUR exposure from their Emerging Market Debt allocation any more than 
EUR-based investors are looking for USD exposure.  

For the Neuberger Berman Emerging Market Debt Blend Fund and the Neuberger Berman Emerging Market Debt Blend Investment Grade 
Fund, a target hedge ratio equal to the benchmark weight of USD denominated bonds is applied.  These target ratios are as follows; 

• 50% for the Neuberger Berman Emerging Market Debt Blend Fund
• 66% for the Neuberger Berman Emerging Market Debt Blend Investment Grade Fund

For further information, including an empirical survey on how hedging has historically affected investments in emerging local currency 
markets, please refer to “Staying Local” white paper produced by Neuberger Berman Group’s Emerging Markets Debt team and published in 
May 2015.  This can be found at http://www.nb.com/pages/public/en-gb/insights/staying-local.aspx 

DISCLAIMER 

This document is issued by Neuberger Berman Europe Limited, which is authorised and regulated by the Financial Conduct Authority and is registered in 
England and Wales, at Lansdowne House, 57 Berkeley Square, London, W1J 6ER and is also a Registered Investment Adviser with the Securities and 
Exchange Commission in the U.S. and regulated by the Dubai Financial Services Authority. 

Neuberger Berman Investment Funds PLC is authorised by the Central Bank of Ireland pursuant to the European Communities (Undertaking for Collective 
Investment in Transferable Securities) Regulations 2011, as amended. The information in this document does not constitute investment advice or an 
investment recommendation and is only a brief summary of certain key aspects of the fund. Investors should read the prospectus and the key investor 
information document (KIID) which are available on our website: www.nb.com/europe/literature. Investment objectives, risk information, fees and expenses 
and other important information about the fund can be found in the prospectus. 

Notice to investors in Switzerland: Neuberger Berman Investment Funds plc is established in Ireland as an investment company with variable capital 
incorporated with limited liability under Irish law, and the sub-funds are also authorised by the Swiss Financial Market Supervisory Authority FINMA for 
distribution to non-qualified investors in and from Switzerland. The Swiss representative and paying agent is BNP Paribas Securities Services, Paris, 
succursale de Zurich, Selnaustrasse 16, 8002 Zürich, Switzerland. The prospectus, the key investor information documents, the memorandum and articles of 
association and the annual and semi-annual reports are all available free of charge from the representative in Switzerland. 

This document is presented solely for information purposes and nothing herein constitutes investment, legal, accounting or tax advice, or a recommendation 
to buy, sell or hold a security. No recommendation or advice is being given as to whether any investment or strategy is suitable for a particular investor. Each 
recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of any investment, and should 
consult its own legal counsel and financial, actuarial, accounting, regulatory and tax advisers to evaluate any such investment. An investment in the fund 
involves risks, with the potential for above average risk, and is only suitable for people who are in a position to take such risks. For more information please 
read the prospectus which can be found on our website at: www.nb.com/europe/literature.  

Past performance is not a reliable indicator of current or future results. The value of investments may go down as well as up and investors may not get back 
any of the amount invested. The performance data does not take account of the commissions and costs incurred on the issue and redemption of units. The 
value of investments designated in another currency may rise and fall due to exchange rate fluctuations in respect of the relevant currencies. Adverse 
movements in currency exchange rates can result in a decrease in return and a loss of capital. Tax treatment depends on the individual circumstances of each 
investor and may be subject to change, investors are therefore recommended to seek independent tax advice. 

Investment in the fund should not constitute a substantial proportion of an investor’s portfolio and may not be appropriate for all investors. Diversification and 
asset class allocation do not guarantee profit or protect against loss. No part of this document may be reproduced in any manner without prior written 
permission of Neuberger Berman Europe Limited.   

The “Neuberger Berman” name and logo are registered service marks of Neuberger Berman Group LLC. 

©2017 Neuberger Berman Group LLC. All rights reserved. 
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