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VP Bank Sustainability Score (VPSS)

In addition to returns and risk, sustainability is an increas-
ingly important criterion in investment decisions. Howev-
er, there is no uniform definition. This is why VP Bank has
developed a sustainability score that measures the level
of sustainability of an investment on the basis of multiple
dimensions. The aim is to have as broad a basis as possi-
ble. Investors might also use the score as an indicator for
opportunities and risks from a sustainability perspective.
And it allows a comparison between different financial
products, such as stocks, bonds or funds.

VP Bank incorporates sustainability criteria into the as-
sessment of investments. Our belief is that sustainable in-
vesting is beneficial to all investors if put into practice
properly. Numerous scientific studies' have shown a neu-
tral or positive performance effect.

While there is no uniform definition of sustainability, there
is a broad consensus that ESG factors best summarise the
criteria. Specialised rating providers determine the extent
of a enterprise's impact on the environment (E), how it be-
haves when dealing with different stakeholders (S) and
how high the quality of the corporate governance (G) is.
The VP Bank Sustainability Score (VPSS) is broad based
because sustainability is more than ESG for us. More spe-
cifically, the score consists of five sub-components:

ESG rating

ESG momentum
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3. Business practices
4. Business activity
5

Sustainable Development Goals und Impact

Each of these sub-categories is assessed based on a spe-
cially developed methodology. The VP Bank Sustainability
Score was designed in such a way that, in addition to its
obvious positive impact on sustainable economic activity,
investments with a high value also have a better long-term
risk-opportunity-ratio.
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The starting point of the VP Bank Sustainability Score is the
ESG rating by MSCI, a data provider. It is based on the
basic components environment (E), social affairs (S) and
governance (G). This classification results in a sustainability
profile of an enterprise, a state or state agency or a fund.
ESG factors show how, for example, a company is pre-
pared to deal with future risks such as climate change or
changes in society like shifting consumer habits. Factors
are varying depending on the sector and the asset class.

T Peace, Busch and Bassen (2015): ESG and financial performance; aggregated evidence from
more than 2000 empirical studies; Journal of Sustainable Finance & Investment, Volume 5, Issue 4,
p. 210-233, and Clark, Feiner and Viehs (2015): From the stockholder to the stakeholder; How sus-
tainability can drive financial performance
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Results: Our rating scale ranges from "insufficient" to "ex-
cellent".

Minimum requirement: All individual securities must have
at least a BB rating in order to qualify for our recommen-
dation lists. We exclude the lowest two rating grades with-
in the ESG Rating Methodology, B and CCC. In addition to
this minimum requirement for individual securities, we al-
so set a high standard for the portfolios of the VP Bank
Risk Optimised ESG funds.

In the case of third-party funds and ETFs, a certain mini-
mum proportion of the portfolio has to be covered by
MSCI. The proportion of securities with a B and CCC rat-
ing should be lower, but at most the same as that of the
regional benchmark. Breaching of certain levels will lead
to a reduction of the score.

4

The momentum indicator measures to what extent and in
what direction the ESG rating has changed. We reward
companies, governments or sovereign debtors that im-
prove their sustainability rating. Those who pay little or no
attention to the ESG aspects resulting in a downgrade will
be penalised. Scientific studies? have shown that invest-
ments with a positive ESG momentum tend to perform
better than the overall market. Taking the rating momen-
tum into account, preference will be given to those who
could benefit from an ESG rating premium in the future.
This leads to a better timing since many professional in-
vestors are only paying attention to ESG ratings and are
not allowed to buy shares or corporate bonds under their
statutes until the rating has been issued.

Results: Improvement or worsening of score.

Minimum requirement: None. The momentum indicator
affects the overall score positively or negatively, but does
not result in an exclusion of a recommendation.

In the case of third-party funds and ETFs, we pay attention
to the net result of the securities held with a rating im-
provement less those with a deteriorating rating.

Bribery, exploitation and child labour are examples for
business practices that are illegal or a breach of interna-
tional standards. This sub-component assesses the behav-
iour and business policy of a company. VP Bank is guided
by the three internationally recognized standards

"UN Global Compact", "United Nations Guiding Principles
for Business and Human Rights" and "International Labour

2 Giese et al, Foundations of ESG Investing (2019): How ESG Affects Equity Valuation, Risk, and Per-
formance The Journal of Portfolio Management; Volume 45
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Organization (ILO) Labour Standards", as well as the con-
troversies identified by MSCI. The latter are assessed sep-
arately, as certain aspects are not included in the ESG rat-
ing at all or to a low degree. For example, in our method-
ology, the violation of competition law investigated by the
authorities may lead to an exclusion of a security if the vio-
lation is classified as "very severe". In other cases, bonus
points are awarded for good business conduct and de-
ductions are made for "severe" controversies.

Results: Exclusion or improvement or worsening of score.

Minimum requirement: A breach of the above mentioned
international standards or a «very severe" controversy
leads to an exclusion from our stock and bond recom-
mendations. VP Bank ESG funds also exclude direct in-
vestment in such companies.?

In the case of third-party funds and ETF recommendations,
the accepted share of investments held by the fund with
breaches of international standards and «very severe" con-
troversies is very low.

For this sub-category, the business lines of a corporation
are analyzed. The main focus is on ethical criteria that are
matched against the revenue or the practices of a compa-
ny. There is a gradual approach in the VP Bank methodol-
ogy. "Critical" business areas are defined as tobacco,
gambling, thermal coal, nuclear® and controversial weap-
ons. Above a 5 % threshold these activities lead to an ex-
clusion, yet a tie to controversial weapons is enough to be
excluded. This means that a company cannot be recom-
mended to buy, because of its business activities. "Border-
line" businesses include pornography, small arms, nuclear
energy, genetically modified organisms (GMOs), oil
sands?, for-profit- prisons* and fur®. Again, a threshold of
5% of the portfolio or revenue applies, if not measurable,
the mere link to any of these issues will reduce the score.
Conventional weapons, fossil fuels* and animal welfare are
classified as "questionable" and may have a negative im-
pact on the score if the level exceeds 5% or if there is a
link. All of these areas of business are being questioned if
there is a greater focus on sustainability. Accordingly,
there is a risk that investors will exit such assets on a large
scale, which may lead to higher capital costs and lower
performance. Companies that do not operate in any of the
above mentioned areas will receive a bonus.

Results: Exclusion or improvement or worsening of score.

Minimum requirement: Companies that breach thresholds
in business areas we classify as "critical" won't be recom-
mended. VP Bank ESG funds are not allowed to invest in

3 In case of a downgrade, the adjustment will take place with the next rebalancing.
4 available on asingle title level only
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such assets.®

The portfolio of third-party funds and ETFs may only con-
tain a very small proportion of companies operating in ar-
eas considered "critical".

&

Truly sustainable companies not only operate sustainably,
but their activities also contribute to the achievement of
the UN's Sustainable Development Goals (SDGs). The
SDGs are the core of the 2030 Agenda and take into ac-
count the economic, social and environmental dimensions
of sustainable development. The SDG and Impact Score
therefore compares a company's products and activities
or dedicated impact solutions with the 17 UN develop-
ment goals and measures the extent to which they con-
tribute to or contradict the achievement of the goals. The
measurement is done separately for each of the 17 goals.
These are then combined to form the SDG and impact
score. Critical activities are defined for each goal. For the
activities, the negative impact tends to be measured on
the operational side, for example on the basis of contro-
versies that can be assigned to an SDG. For the activities,
on the other hand, both negative and positive aspects of
revenue generation are measured.

Results: Depending on the score, there is an improvement
or a worsening of the overall result.

Minimum requirements: None. The SDG and impact score
affects the overall score positively or negatively, but does
not lead to exclusion.

On a fund level, there exists an aggregated version of
each SDG and impact score.

Whether on a security, on a portfolio or on a fund level,
the sustainability assessment results in a sustainability
score (as described above). The scale ranges from -1 to
10, where -1 is "insufficient", 0 is "not covered". Scores
from 1to 10 are divided into five buckets.
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VP Bank Sustainability Score

ESG
Rating

* Analysis of the
dimensions
Environment, Social
and Governance

« Sector specific
criteria

ESG
Momentum

* Change of the
ESG-Ratings

Business
Practices

* Analysis of
business conduct
and controversy

» Compatibility with
international
standards

Business
Activity
+ Comparison of

business activities
with ethical aspects

SDG and Impact
Score

» Comparison of
company activities
with the UN
Sustainable
Development Goals

* Exposure to Impact-
Themes
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VP Bank AG Aeulestrasse 6
9490 Vaduz * Liechtenstein
T +423 2356655 - F+4232356500 - info@vpbank.com. com

VP Bank (Switzerland) AG Talstrasse 59
8001 Zurich = Switzerland
T+41442262424 + F+4144 2262524 - info.ch@vpbank.com. com

VP Bank (Luxembourg) SA 2, rue Edward Steichen - L-2540 Luxembourg
T+352404770-1 - F+352481 117 - info.lu@vpbank.com. com
VP Bank (BVI) Ltd VP Bank House = 156 Main Street = PO Box 2341

Road Town - Tortola VG1110 - British Virgin Islands
T+12844941100 + F+12844941144 - info.bvi@vpbank.com.com

VP Bank Ltd Singapore Branch 8 Marina View = #27-03 Asia Square Tower 1
Singapore 018960 - Singapore
T +65 6305 0050 - F +65 63050051 - info.sg@vpbank.com. com

Bernd Hartmann, Head of CIO-Office
Dominik Pross, Junior Investment Strategist

This document was produced by VP Bank AG (hereinafter: the Bank) and distributed by the companies of VP Bank Group.
This document does not constitute an offer or an invitation to buy or sell financial instruments. The recommendations, as-
sessments and statements it contains represent the personal opinions of the VP Bank AG analyst concerned as at the pub-
lication date stated in the document and may be changed at any time without advance notice. This document is based on
information derived from sources that are believed to be reliable. Although the utmost care has been taken in producing
this document and the assessments it contains, no warranty or guarantee can be given that its contents are entirely accurate
and complete. In particular, the information in this document may not include all relevant information regarding the finan-
cial instruments referred to herein or their issuers.

Additional important information on the risks associated with the financial instruments described in this document, on the
characteristics of VP Bank Group, on the treatment of conflicts of interest in connection with these financial instruments and
on the distribution of this document can be found at https://www.vpbank.com/legal_notice en
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