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Exclusion framework

1. Introduction

This document sets out Vontobel Investments’ approach to
exclusions. At Vontobel Investments, we incorporate Environ-
mental, Social, and Governance (ESG) considerations into
our investment processes to enable our clients to better
achieve their investment objectives. One of the tools we em-
ploy in this context is the use of exclusions.

As an active investment firm, we believe exclusions should be
employed as a final recourse. However, we also recognize
their relevance in achieving investment objectives and align-
ing with the sustainability ambition of our respective strate-
gies. It can help us avoid exposure to companies that may
pose financial risks or have significant negative impacts on
the environment and society. For example, we may exclude
companies at risk of holding stranded assets—assets that
have lost value due to changes in market or regulatory condi-
tions. Additionally, we may exclude companies that contribute
to adverse sustainability impacts.

To effectively implement this approach, Vontobel has estab-
lished a minimum exclusion framework structured around
three levels:

— Level 1: Universal Exclusions
These exclusions apply across all investment solu-
tions, regardless of their individual sustainability ob-
jectives.

— Level 2: Targeted Exclusions
A defined set of exclusions focusing on the most
controversial activities and sectors.

— Level 3: Advanced Exclusions
A stricter set of exclusions, including alignment with
the requirements outlined by the Paris-Aligned
Benchmark regulation, among other high standards.
This structured approach allows us to tailor our ex-
clusion approaches to the varying degrees of sus-
tainability integration across our investment solu-
tions.

Detailed information on each exclusion level is provided in Ta-
ble 1 on page 4.

The term “exclusions” refers to the exclusion of securities or other in-
struments based on specific factors attributable to the issuer or under-
lying, such as but not limited to economic activities, business prac-
tices, including compliance with certain international norms, and
standards. Employing exclusions is a screening approach. As any
screening approach, exclusions may lead to the reduction of the in-
vestment universe.
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2. Three exclusion levels

The table below provides an overview of the exclusions applied by level. Additional information on the individual exclusion categories is available in the
subsequent sections of this document.

Table 1 Three levels of Vontobel's exclusion framework*?

EXCLUSION LEVEL LEVEL 1 i LEVEL 2 i LEVEL 33

Critical controversies

International sanctions v v v

Critical ESG Events v v v

Weapons

Controversial weapons 0% 0% 0%

Nuclear weapons 0% 0%

Conventional weapons 10%

Energy

Extraction*

Thermal coal 10% 1% and/or expansion projects®

Qil sands & Arctic drilling 10% 5%

Oil 10%

Gas 50%

Carbon intensive power generation

Thermal coal 25% E° 10%

Other sources of high CO2e intensity power generation” 50%

Other controversial activities

Tobacco Production 5% 0%
Distribution 10% 10%

Adult entertainment Production 10%
Distribution 10%

Alcohol Production 10% E°
Distribution 10% €°

Gambling Operations 10% €°

Sovereign issuers

Country exclusion list i i i v

1 The percentages indicated in this table and subsequent pages reflect the threshold of a company’s revenues stemming from a certain
exclusion category (“revenue threshold”). Companies exceeding such revenue threshold are excluded, for the products falling under the
respective exclusion level, unless exceptions are specified. The revenue data typically reflects the latest available percentage of reve-
nue derived from such activity by a company.

2 %@y signalizes that exceptions can apply to this exclusion. These exceptions are detailed in the respective subsequent sections of this
document.

3 This level is aligned with the exclusions set out for the Paris Aligned Benchmarks (Article 12 EU Regulation for EU Climate Transition
Benchmarks and EU Paris-aligned Benchmarks)

4 In this context, the term « extraction » is understood as exploration, mining, extraction, refining or distribution.

5 Based on Urgewald list. More information can be found under https://www.coalexit.org/

 For companies mainly operating in emerging market companies, exceptions can apply considering ‘Just transition’ aspects. More de-
tails can be found in the subsequent sections of this document

" Defined as such if power generation has a GHG intensity of more than 100 g CO2 e/kWh

8 Our approach is guided by nuanced evaluation on a case-by-case basis rather than blanket exclusions. We understand that within
these industries, there are varying levels of social and environmental responsibility. Companies engaged in alcohol or gambling may
demonstrate responsible practices, including initiatives, policies and campaigns promoting moderation and health. Where this is not the
case, or where we are not in a position to conclude such assessment, we apply a 10% revenue threshold related to these activities.



https://www.coalexit.org/
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3. Definition related to the exclusion categories
3.1. Exclusions related to critical controversies

3.1.1. International sanctions
Vontobel has put in place policies and procedures to ensure
compliance with all relevant international sanctions provisions
of Switzerland, the United Nations, the European Union, the
United States and the United Kingdom, unless in conflict with
local applicable law.®

3.1.2. Critical ESG events
Critical controversies, and breaches of international norms
and standards (collectively ‘Critical ESG Events’) are often re-
lated to Principal Adverse Sustainability Impacts such as sig-
nificant negative impact on the environment, forced labor, or
child labor. Moreover, these instances can signal insufficient
or inefficient management of sustainability risks by a company
or a government and excessive harm to the society or the en-
vironment, which is beyond the tolerance of many of Vonto-
bel’s investors and stakeholders. Accordingly, Vontobel has a
process in place for the monitoring of these Critical ESG
Events, which applies at Group level.

More information about this process and its scope can be
found in our ESG investing and advisory policy under
www.vontobel.com/esg-library.

® The selling of securities of sanctioned issuers may be restricted,
thus divestment may be impossible for an unpredictable period of
time.

3.2. Exclusions related to weapons

3.2.1. Controversial weapons
Vontobel prohibits investments in companies that manufac-
ture and/or produce controversial weapons. In addition, Von-
tobel does not provide any investment advice on the securi-
ties of these companies to clients. Vontobel considers the
following weapon types as controversial weapons:

—  Anti-personnel mines (Ottawa Treaty (1997)),

—  Cluster munitions (Convention on Cluster Munitions
(2008)),

—  Chemical weapons (Chemical Weapons Convention
(1997)),

— Biological weapons (Biological Weapons Convention
(1975)),

—  Non-Detectable Fragments (Protocol | of the Con-
vention on Certain Conventional Weapons (1980)),

— Incendiary Weapons (Protocol Ill of the Convention
on Certain Conventional Weapons (1980)), and

— Blinding Laser weapons (Protocol IV of the Conven-
tion on Certain Conventional Weapons (1980)).

This exclusion category is part of our approach to the consid-
eration of Principal Adverse Sustainability Impacts indicators
related to social matters.

3.2.2. Nuclear weapons
Our Level 2 and 3 exclusion levels entail exclusions for nu-
clear weapons, which are based on exclusive use. Accord-
ingly, it focuses on manufacturers of warheads and missiles,
including assembly and integration; manufacturers of exclu-
sive delivery platforms; based on a 0% revenue threshold.

3.2.3. Conventional weapons
For our products applying “Level 3” exclusions, conventional
weapons and related systems and components are excluded
with a threshold of 10% revenue exposure. This includes vari-
ous types of conventional weapons used by the military
forces.


http://www.vontobel.com/esg-library
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3.3. Exclusions related to the energy sector
The energy sector encompasses the production, distribution,
and consumption of energy, vital for powering various aspects
of modern life, sustaining economic activities, powering indus-
tries, and enhancing the quality of life. From electricity gener-
ation to transportation of fuels, the energy sector plays a piv-
otal role in economic development and societal progress.
Access to reliable and affordable energy sources is crucial for
sustaining economic activities, powering industries, and en-
hancing the quality of life.

While the energy sector is essential, it also raises significant
challenges, necessitating careful consideration. These chal-
lenges include, among others:

— Aconsideration of the financial risks and opportuni-
ties associated with investments in the energy sec-
tor associated with the energy transition;

—  An assessment of the negative impacts of compa-
nies in the energy sector, e.g. air, soil and water pol-
lution, accidents and greenhouse gas emissions;

—  The necessity to apply a considerate approach, by
balancing environmental imperatives with societal
needs, thus ensuring a Just Transition.

When considering the energy sector, we differentiate between
fossil fuel energy sources and their alternatives. Fossil fuels
are known as, by far, the source of energy having the highest
negative impacts. Transitioning away from fossil fuels pre-
sents a great challenge and opportunity at the same time, as
they account for about 60% of the world’s electricity mix.1° Ac-
cordingly, our exclusion approach concentrates on fossil fuels,
namely coal, oil and gas.

These exclusions are a part of our approach in the considera-
tion of Principal Adverse Sustainability Impacts indicators re-
lated to greenhouse gas emissions.

10 Source : https://www.iea.org/data-and-statistics/data-
tools/greenhouse-gas-emissions-from-energy-data-explorer,
https://ourworldindata.org/safest-sources-of-energy

11 In this context, the term « extraction » is understood as explora-
tion, mining, extraction, refining or distribution.

12 Source: https://ourworldindata.org/safest-sources-of-energy

3.3.1. Extraction!?

Thermal coal extraction

Coal stands out as the most carbon-intensive among fossil
fuel energy source®?*3, carrying significant financial and regu-
latory risks. Consequently, it presents the greatest investment
risk while considering investments in the energy sector.
Among energy sources, coal is associated with the most sig-
nificant impact in terms of greenhouse gas emissions, acci-
dents, and air pollution. To mitigate these risks, we apply ad-
ditional exclusions to companies deriving their revenues from
coal extraction:

—  For our products falling under “Level 2”, companies
with more than 10% revenues stemming from ther-
mal coal extraction are excluded.

—  For our products falling under “Level 3", we apply
even stricter thresholds and exclude:

o  Any company that derives more than 1% of its
revenues from thermal coal extraction activi-
ties;

o Any company that has expansion plans related
to thermal coal, based on the Urgewald coal
exit list'4.

Oil and gas extraction

Oil and gas follow coal in terms of carbon intensity, air pollu-
tion and accidents.® We address exclusions related to oil and
gas extractions for our products falling under “Level 3”, by ex-
cluding any company that derives, respectively more than
10% of its revenues from oil extraction and/or 50% from gas
extraction activities.

We also recognize that within oil and gas, the impact of ol
sands and arctic drilling can be even more significant. For in-
stance, the generation of artificial heat and pressure needed
for these extraction activities requires significant quantities of
freshwater, that leads to challenges in both supply and dis-
posal management. These techniques are also frequently em-
ployed in the Arctic, a region known for its extreme environ-
mental sensitivity and status as one of the planet's most
fragile biological ecosystems. The extreme condition of this
region also increases the risk of environmental disasters.®
Accordingly, investments in companies in such activities are
excluded not only for products falling under “Level 3" (5% rev-
enue threshold), but also for products falling under “Level 2
(10% revenue threshold).

13 Source: Coal in Net Zero Transitions: Strategies for rapid, se-
cure and people-centred change, International Energy Agency,
2022.

14 Based on Urgewald list. More information can be found under
https://www.coalexit.org/

15 Source: https://ourworldindata.org/safest-sources-of-energy
16 Source: Chapter 6 of IPCC Sixth Assessment Report
https://www.ipcc.ch/report/ar6/wg3/chapter/chapter-6/



https://www.iea.org/data-and-statistics/data-tools/greenhouse-gas-emissions-from-energy-data-explorer
https://www.iea.org/data-and-statistics/data-tools/greenhouse-gas-emissions-from-energy-data-explorer
https://ourworldindata.org/safest-sources-of-energy
https://ourworldindata.org/safest-sources-of-energy
https://www.coalexit.org/
https://ourworldindata.org/safest-sources-of-energy
https://www.ipcc.ch/report/ar6/wg3/chapter/chapter-6/
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3.3.2. Carbon intensive power generation

Thermal coal power generation
We extend our exclusions to encompass carbon-intensive
power generation.

For our products falling under Level 2, we apply a 25% reve-
nue threshold, while some provisions apply for emerging mar-
kets. Recognizing the importance of facilitating a fair transition
to a low-carbon economy, particularly in emerging markets,
we adopt a nuanced approach. Companies operating in these
regions face less strict thresholds, considering the unique
challenges they encounter in shifting away from thermal coal
power generation. Companies with over 25% revenues from
thermal coal power generation may still be considered invest-
able if they present an appropriate climate transition plan or
operate in areas where alternative electricity access options
are limited.

For our products falling under Level 3, we apply stricter
thresholds and exclude any company that derives more than
10% of its revenues from thermal coal power generation activ-
ities.

Other sources of high CO2e intensity power generation
For our products falling under Level 3, we apply stricter exclu-
sion and exclude any company that derives more than 50% of
its revenues from other high CO2e intensity power generation
activities (GHG intensity of more than 100 g CO2 e/kWh).

17 Source: https://www.who.int/news-room/fact-sheets/detail/to-
bacco

3.4. Exclusion related to other activities

3.4.1. Tobacco
The World Health Organization considers tobacco consump-
tion as “one of the biggest public health threats the world has
ever faced”. The financial burdens associated with tobacco
consumption are considerable, encompassing substantial
healthcare expenses to address tobacco-induced illnesses,
alongside the depletion of human potential due to the morbid-
ity and mortality attributed to tobacco use.'” Apart from the
negative impacts on social aspects, the tobacco industry can
also present risks for investors, as it became strongly regu-
lated in respect to health impacts, advertising, labeling, distri-
bution, and product ingredients. Over the past few decades,
tobacco product manufacturers have faced lawsuits from indi-
viduals, governments, corporations, and other groups given
the link of tobacco use and cancer as well as other diseases.
More recently, vaping and other types of electronic tobacco
products are also gaining popularity, especially among ado-
lescents. Regulation around these products is also expected
to evolve, as research progresses.

Engaging with the tobacco industry is unlikely to result in sig-
nificant transformative shifts. Therefore, tobacco related activ-
ities are excluded based on pre-defined revenue thresholds.
For our financial products falling under Level 2 and 3, we ap-
ply a revenue threshold on tobacco producers of 5% (Level 2)
and 0% (Level 3) respectively, as well as a 10% revenue
threshold on distribution activities (including retail of such
products).

3.4.2. Other controversial activities: adult enter-
tainment, alcohol, gambling
We recognize that certain activities may not be compatible
with the investment objectives of our products falling under
Level 3.

Amongst other, we recognize that adult entertainment can
carry social risks. It may also encourage negative behaviors,
such as physical and/or emotional distress, and even vio-
lence, particularly against women. Accordingly, for our finan-
cial products falling under “Level 3", we exclude companies
involved in adult entertainment based on a 10% revenue
threshold (both for production and distribution activities).

Alcohol and gambling can be associated with substantial ad-
dictions, and thus, social problems. However, we understand
that within these industries, there are varying levels of social
and environmental responsibility. Accordingly, our approach is
guided by nuanced evaluation: We exclude companies in-
volved in alcohol and gambling, based on a 10% revenue
threshold (both for production and distribution for alcohol, and
operations for gambling), unless the company demonstrates
responsible practices, including initiatives, policies and cam-
paigns about moderation, health and the protection of minors.

By following this approach, we aim to ensure that investments
of our products falling under Level 3 align with their commit-
ment towards sustainability practices.


https://www.who.int/news-room/fact-sheets/detail/tobacco
https://www.who.int/news-room/fact-sheets/detail/tobacco
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3.5. Exclusions related to sovereigns
For products falling under levels 1 and 2, we adhere to inter-
national sanctions lists'®. This means that we exclude coun-
tries listed on these lists.

For products falling under level 3, our exclusion criteria extend
beyond international sanctions. We also exclude sovereign
bonds of countries that are deemed non-democratic. Non-
democratic countries are those where the political system
lacks the essential elements of democracy, such as free and
fair elections, respect for human rights, and the rule of law.
Our preferred source for evaluating the democratic status of
countries is Freedom House, a respected organization that
provides comprehensive assessments of political rights and
civil liberties worldwide.

4. Exclusions related to the application of sustainability
product labels

Financial products that carry sustainability labels typically ap-

ply additional exclusion criteria, which are detailed under the

respective label's website. Specifically, the ‘Towards Sustain-

ability’ label-details can be found on the website www.to-

wardssustainability.be.

5. Exclusions related to SVVK-ASIR for Swiss domiciled
funds
The Swiss Association for Responsible Investments (SVVK-
ASIR) is an alliance of major Swiss pension and social secu-
rity funds. While Vontobel is not a member of SVVK-ASIR, we
recognize the relevance of this institution for the Swiss mar-
ket. Accordingly, our funds domiciled in Switzerland that fall
under Level 2 or 3 include the recommendations for exclusion
provided by SVVK-ASIR. More information can be found un-
der svvk-asir.ch.

6. Exclusions related to the compliance with the “Do No
Significant Harm” principle
Financial products partially or exclusively investing in “sustain-
able investments™® must comply with the “Do No Significant
Harm” principle (at least for the sustainable investments’ por-
tion in case of partial investments). For the compliance with
this principle, we may apply additional exclusions for activities
that we consider having significant negative impacts on the
environment and/or society.

18 More information about the sanction lists we consider can be
found under 3.1.1 International sanctions (page 5).
19 In accordance with Article 2 (17) SFDR

7. Data and processes related to this exclusion frame-
work

7.1. Datasources
For the implementation of this exclusion framework, Vontobel
primarily relies on third-party data providers, such as MSCI
and Sustainalytics. The data provided by our third-party data
providers may be inaccurate and/or incomplete.?° Accordingly,
we retain the authority to conduct our own assessment on the
implication of an issuer in an exclusion category. We will ana-
lyze these instances on a case-by-case basis.

7.2. Divestment
Prior to investment, any security is being analyzed based on
the applicable exclusion levels described in this document. In
case of investment, the applicable exclusion criteria and
threshold are monitored on a continuous basis. If an issuer
does not comply anymore with these exclusion levels, Vonto-
bel will divest from such an issuer within a reasonable time
period after such breach was detected according to dedicated
policies, prevailing market conditions and in best interests of
the investors. Any stricter local requirements pursuant to the
relevant offering documents will be appropriately considered.

20 Methodological limits are described under “8. Limitations” (page
8) of this document.


http://www.towardssustainability.be/
http://www.towardssustainability.be/
https://svvk-asir.ch/de

9/10 Vontobel Investments / Exclusion framework / January 2025

8. Limitations

For certain investment universes, we acknowledge that apply-
ing an exclusion threshold may not impact potential invest-
ments significantly. A typical example is the exclusion of com-
panies involved in adult entertainment activities. We may still
have formalized it as a formal exclusion to reassure our inves-
tors that there will be no exposure to such activities for the
products falling under the corresponding exclusion levels.

Applying exclusions can lead to a reduction of the investment
universe. It may affect the investment performance of a finan-
cial product positively or negatively since the execution of the
exclusions may result in foregoing opportunities to buy certain
securities, and/or selling securities due to their ESG-related
characteristics. The fact that an activity is not explicitly men-
tioned in this exclusion framework does not mean that our in-
vestment solutions will actively seek exposure to it.

Methodological limits: In assessing the eligibility of an issuer
based on exclusion criteria and/or ESG research, there is a
dependence upon information and data from third party ESG
data providers, and from issuers, and on internal analyses,
which may be based on certain assumptions or hypothesis.
The data obtained from third-party data providers or issuers
may be incomplete, inaccurate, or unavailable and the as-
sumptions or models on which internal analysis rests may
have flaws which render the internal assessment incomplete
or inaccurate. As a result, there exists a risk of incorrectly as-
sessing a security or issuer, resulting in the incorrect inclusion
or exclusion of a security. Considering that ESG data provid-
ers may change the evaluation of issuers or instruments at
their discretion and from time to time due to ESG or other fac-
tors, updated information on the methodology used by the
current ESG data providers can be found on their websites.
There is also a risk that Vontobel may not apply the relevant
criteria of the sustainability research correctly. Vontobel does
not make any representation or warranty, express or implied,
with respect to the fairness, correctness, accuracy, reasona-
bleness or completeness of an assessment of sustainability
research and the correct execution of the ESG approaches.

21 Unless client specific provisions apply.

9. Scope of application

This exclusion framework applies to Vontobel funds adminis-
tered by Vontobel Asset Management S.A. (Luxembourg) and
Vontobel Fonds Services AG (Switzerland), unless specified
differently in their respective product disclosures.

Other financial products managed by Vontobel such as dis-
cretionary mandates, will in principle apply Level 1 exclu-
sions?!, and may subscribe to this framework upon agreement
with clients.

Certain financial products may apply additional exclusions, for
example if they hold a sustainability product label (more de-
tails are available in this document in section 4) or if additional
local regulatory requirements and/or standards apply.

The exclusions mentioned in this framework focus on all direct
investments in securities issued by corporate or sovereign is-
suers held by a fund. Other exclusions may apply for indirect
investments, such as those in target funds. More information
can be found in the respective financial product’'s documenta-
tion, e.g. in its pre-contractual disclosures, where applicable.

Our financial products may apply additional filters that lead to
further reduction of the investment universe (e.g. screening
based on an ESG rating). These are detailed in the respective
financial product’'s documentation, e.g. in its pre-contractual
disclosures, as applicable.
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