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View from UBS Indexing

European financials dividend cancellations in Q1 2020: implications for index equity investors

In late March 2020, a number of European financial
institutions cancelled their planned dividend payments
to shareholders, on recommendations from regulators
aimed at ensuring a sound capital base and providing
support to the economy.

While the negative adjustment to the index levels was
effective on 2 April 2020, the negative adjustment to
index funds NAV depended on when the custodian
processed the dividend cancellations.

Overview

In light of the economic situation resulting from the Covid-19
pandemic, in late March 2020 European financial regulators,
including the European Banking Authority and the Bank of
England, recommended all EU lenders to cancel their planned
dividend payments and share buybacks. The step was aimed at
maintaining robust capitalisation and avoiding the triggering
of a credit crunch in Europe. On 31 March 2020, a number of
UK-listed banks, including Barclays, HSBC, Lloyds Banking
Group, Royal Bank of Scotland, and Standard Chartered,
announced the cancellation of their planned 2020 dividend
distributions to shareholders.

Index impact

The ex-dates for four of the above-listed five banks (Barclays,
HSBC, RBS, and Standard Chartered) had already taken place
in February and March 2020, as shown in Exhibit 1, and
reinvested across the relevant indices on those dates
accordingly. As a result of the announced cancelled dividend
payments, index providers adjusted the impacted indices by
reinvesting the negative amounts of the dividends for the
stocks that have already gone ex-dates. According to the FTSE
Russell and MSCI index methodology books, these
adjustments were effective on 2 April 2020.

Exhibit 1: UK-listed banks announcing dividend payment
cancellations on 31 March 2020

Performance impact: fund vs. index

While the negative adjustment to the index levels was effective
on 2 April 2020, the negative adjustment to index funds NAV
depended on when the custodian processed the dividend
cancellations. For example, in the UBS Life funds the custodian
applied the adjustment on 31 March 2020, and in the UBS
ETFs the custodian applied the adjustment on 1 April 2020.
This timing difference could impact the performance
differential between fund and index in March 2020 (and
in Q1 2020) when, other things being equal, the impacted
funds would have underperformed the index approximately by
the amount of the negative dividend adjustments, and in April
2020 (and in Q2 2020) when, other things being equal, the
impacted funds would have outperformed the index
approximately by the amount of the negative dividend
adjustments. As an illustrative example, in Exhibit 2 we show
the estimated performance impact in the UBS Life UK Equity
Tracker tracking FTSE All-Share Index. Other index equity funds
tracking indices impacted by the dividend cancellations and
experiencing timing difference between the adjustment being
applied in the fund and in the index, would likely experience
performance differentials as well.

Exhibit 2: UBS Life UK Equity Tracker vs. FTSE All-Share
Index: estimated performance impact

Day Month Quarter
Data in GBP, % 31 Mar 2020 2 Apr-2020 March 2020 Q12020
ggjitl;if%g!(ker 1.86 0.33 -15.23 -25.23
Fund
rgjngll'Share 2.17 0.03 -15.07 -25.13
Difference -0.31 0.30 -0.20 -0.13

Company Cash dividend per share Ex-date

Barclays GBP 0.06 27 Feb 2020

HSBC UsSD 0.21 27 Feb 2020

Lloyds Banking Group GBP 0.0225 16 Apr 2020

Royal Bank of Scotland GBP0.03 (regullar) 26 Mar 2020
GBP 0.05 (special)

Standard Chartered uUsD 0.20 5 Mar 2020

Source: UBS Asset Management, company data, FTSE Russell, MSCI. Data as at 2
April 2020.

Source: UBS Asset Management, FTSE Russell. Data as at 2 April 2020.

Note: Geometric difference between fund and index. Performance figures are
gross of fees. These figures refer to the past. Past performance is not a reliable
indicator of future results.



UBS Indexing experience
(data as at 31 December 2019)"

- Over 35 years' indexing experience, USD 383 billion
AUM, tracking over 150 indices.

- Over 20 years' experience in managing European index
equity with AUM of over USD 80 billion tracking
dedicated Europe equity indices.

- Big enough to benefit from economies of scale, but not
too big to face liquidity constraints when trading for
index changes.

Extensive experience and expertise in customising index
and rules-based portfolios: more than 50% of our
index equity book of business by AUM has a degree of
customisation.

Building upon the experience of the broader UBS Asset
Management: experience in all operational aspects of
implementing corporate events in clients'.portfolios.
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Source: UBS Asset Management. Data as at 31 December 2019.
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The views expressed are a general guide to the views of UBS Asset
Management as of April 2020. The information contained herein
should not be considered a recommendation to purchase or sell
securities or any particular strategy or fund. Commentary is at a macro
level and is not with reference to any investment strategy, product or
fund offered by UBS Asset Management. The information contained
herein does not constitute investment research, has not been prepared
in line with the requirements of any jurisdiction designed to promote
the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment
research. The information and opinions contained in this document
have been compiled or arrived at based upon information obtained
from sources believed to be reliable and in good faith. All such
information and opinions are subject to change without notice. Care
has been taken to ensure its accuracy but no responsibility is accepted
for any errors or omissions herein. A number of the comments in this
document are based on current expectations and are considered
“forward-looking statements". Actual future results, however, may
prove to be different from expectations. The opinions expressed are a
reflection of UBS Asset Management's best judgment at the time this
document was compiled, and any obligation to update or alter
forward-looking statements as a result of new information, future
events or otherwise is disclaimed. Furthermore, these views are not
intended to predict or guarantee the future performance of any
individual security, asset class or market generally, nor are they
intended to predict the future performance of any UBS Asset
Management account, portfolio or fund.

EMEA

The information and opinions contained in this document have been
compiled or arrived at based upon information obtained from sources
believed to be reliable and in good faith, but is not guaranteed as being
accurate, nor is it a complete statement or summary of the securities,
markets or developments referred to in the document. UBS AG and / or
other members of the UBS Group may have a position in and may
make a purchase and / or sale of any of the securities or other financial
instruments mentioned in this document.

Before investing in a product please read the latest prospectus carefully
and thoroughly. Units of UBS funds mentioned herein may not be
eligible for sale in all jurisdictions or to certain categories of investors
and may not be offered, sold or delivered in the United States. The
information mentioned herein is not intended to be construed as a
solicitation or an offer to buy or sell any securities or related financial
instruments. Past performance is not a reliable indicator of future
results. The performance shown does not take account of any
commissions and costs charged when subscribing to and redeeming
units. Commissions and costs have a negative impact on performance.
If the currency of a financial product or financial service is different
from your reference currency, the return can increase or decrease as a
result of currency fluctuations. This information pays no regard to the
specific or future investment objectives, financial or tax situation or
particular needs of any specific recipient.

The details and opinions contained in this document are provided by
UBS without any guarantee or warranty and are for the recipient's
personal use and information purposes only. This document may not be
reproduced, redistributed or republished for any purpose without the
written permission of UBS AG.
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This document does not replace portfolio and fund-specific materials.
Commentary is at a macro or strategy level and is not with reference to
any registered or other mutual fund.

This document contains statements that constitute “forward-looking
statements”, including, but not limited to, statements relating to our
future business development. While these forward-looking statements
represent our judgments and future expectations concerning the
development of our business, a number of risks, uncertainties and
other important factors could cause actual developments and results to
differ materially from our expectations.

UK
Issued in the UK by UBS Asset Management (UK) Ltd. Authorised and
regulated by the Financial Conduct Authority.

APAC

This document and its contents have not been reviewed by, delivered to
or registered with any regulatory or other relevant authority in APAC.
This document is for informational purposes and should not be
construed as an offer or invitation to the public, direct or indirect, to
buy or sell securities. This document is intended for limited distribution
and only to the extent permitted under applicable laws in your
jurisdiction. No representations are made with respect to the eligibility
of any recipients of this document to acquire interests in securities
under the laws of your jurisdiction.

Using, copying, redistributing or republishing any part of this document
without prior written permission from UBS Asset Management is
prohibited. Any statements made regarding investment performance
objectives, risk and/or return targets shall not constitute a
representation or warranty that such objectives or expectations will be
achieved or risks are fully disclosed. The information and opinions
contained in this document is based upon information obtained from
sources believed to be reliable and in good faith but no responsibility is
accepted for any misrepresentation, errors or omissions. All such
information and opinions are subject to change without notice. A
number of comments in this document are based on current
expectations and are considered “forward-looking statements”. Actual
future results may prove to be different from expectations and any
unforeseen risk or event may arise in the future. The opinions expressed
are a reflection of UBS Asset Management's judgment at the time this
document is compiled and any obligation to update or alter forward-
looking statements as a result of new information, future events, or
otherwise is disclaimed.

You are advised to exercise caution in relation to this document. The
information in this document does not constitute advice and does not
take into consideration your investment objectives, legal, financial or
tax situation or particular needs in any other respect. Investors should
be aware that past performance of investment is not necessarily
indicative of future performance. Potential for profit is accompanied by
possibility of loss. If you are in any doubt about any of the contents of
this document, you should obtain independent professional advice.

Australia
This document is provided by UBS Asset Management (Australia) Ltd,
ABN 31 003 146 290 and AFS License No. 222605.

Source for all data and charts (if not indicated otherwise): UBS Asset
Management
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