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Investing for generations
to come

UBS Climate Aware — Rules-based equity investing

At the end of this century, our planet will likely be warmer than at any other time in
human history. The impact this will have on our ecosystem, our lives and the economy
will be dramatic. The UBS Active Climate Aware Equity strategy aims to address climate
change as a systemic problem and invests in companies that will be successful in a low-
carbon economy.

The climate challenge
. The consequences of climate change can no longer
be ignored. Action is needed from both the financial
industry and investors to help combat this crisis. To
limit global warming to 2° Celsius, a vast amount of capital is
required to create a climate-smart economy. Policy is calling for:
— Annual investment of USD 3.8 trillion by2050"
— Resulting in a low-carbon economy that could potentially ;
generate USD 26 trillion in opportunities? 2oLt

Portfolios benefit from a better climate
?/; In 2019, a report from Mercer modelled a wide
+—" range of outcomes arising from different climate

scenarios. They concluded that investing in a 2°C Why UBS Equity Climate Aware strategy

scenario leads to enhanced projected returns versus 3°C or Our new, low cost solution aims at providing investors with
4°C for nearly all asset classes, regions and timeframes.> an innovative, rules-based strategy, designed to capitalize on
the long-term transition to a low GHG emissions economy and
o7 Setting a new standard invest more in companies at the heart of this transition, as well
[%[;? Climate investing has become the new normal. as those adapting their operating models.

Regulatory requirements, such as the Task Force on
Climate-related Financial Disclosures (TCFD) and the

. . _ The strategy applies positive and negative 'tilts' related to
Paris agreement, are pushing climate change to the forefront.

climate change that guides portfolio construction

What would a low-carbon economy look like?

) . Engaging directly with company's management to educate
Our investment team takes a balanced view of how our gaging y pany 9

about best practices and encourage reporting of

economy will evolve towards a low- carbon future by investing sustainability metrics

in attractively valued companies that exhibit leadership in

three categories: Incorporating sustainability in the investment process may
lower the cost of capital and limit downside risks

Climate Mitigation: Companies that are addressing climate
change in their own operations

Climate Adaptation: Companies with products and services
that provide solutions to a low-carbon future

Climate TranS|t|9n. Con.wpan.lels in Carbon-heavy industries 1 Source: https:/climatepolicyinitiative.org/publication/global-landscape-of-climate-finance-2019
that are transforming their existing business models 2 Source: https://www.wri.org/blog-series/the-26-trillion-opportunity
3 Source: Source: Mercer “Investing in a time of climate change — the sequel” 2019


https://climatepolicyinitiative.org/publication/global-landscape-of-climate-finance-2019

A strategy that tilts toward climate change

This new strategy aims to deliver returns broadly in line with the
reference index with an expected maximum tracking error of
1.00%.

A 'negative’ tilt is used to reduce the size of the investment
in companies that:
— have worse than average GHG emissions when converted
to tons of CO, equivalent
— produce energy from coal
— have reserves of coal, oil and gas

A ‘positive’ tilt is used to increase the size of the investment
in companies that:
— provide renewable energy or supporting technology
— perform in line with globally agreed climate changegoals
(the beyond 2°C scenario temperature increase limit)

This positive tilt also constitutes a differentiator with respect to
products solely relying on reducing a portfolio's carbon emission.
UBS Equity Climate Aware Strategy offers:

— Low costs

— Lower carbon intensity than benchmark

— Tilt to renewable energy

— Low tracking error and low turnover

— Not excluding entire sub-sectors

— Alignment to forward-looking carbon reduction targets

Philosophy

Our model is constructed and based on four core elements or
building blocks. By combining this multi-dimensional group of
metrics, we guide portfolio construction toward a set of
exposures aimed at reflecting the low GHG emission economy
and the beyond 2°C scenario. Our approach is innovative and
forward- looking, implementing a probabilistic framework to
capture the inherent uncertainty surrounding carbon data.

Process

Glide path probability: We build a quantitative model that
compares a company's carbon footprint trend with the required
emission reduction implied by the beyond 2°C scenario. This
approach allows us to estimate the likelihood that a company
will achieve those glide path targets.

UBS climate aware rules-based portfolio
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Qualitative overlay: we improve the estimates of our
quantitative model with a qualitative framework. We take
into account whether carbon emission is reported under
the Carbon Disclosure Program (CDP) and the company's
disclosure related to implementation of policies, objectives
and/or initiatives on carbon efficiency.

Current carbon intensity and renewable energy: We consider
information about a company's direct and indirect carbon
footprint (measured as intensity levels). In order to partially
capture the substitution of energy sources under the

beyond 2°C scenario, we incorporate information

related to both the production of renewable energy and

the delivery of technology to the sector.

Fossil fuel reserves and energy production: we allow
underweighting companies generating electricity from coal
power stations and the reduction of exposure to companies
that hold proven reserves of coal, oil or gas.

These four processes combine to form a multi-dimensional set
of metrics that guide portfolio construction toward a set of
exposures that aim to reflect the low GHG emissions economy.

Why UBS-AM?
Our quality indexing approach: research, innovation, efficient

implementation

Stability and expertise

— Over 35 years' indexing experience, around USD 480 billion AUM
(as of 31 March2021)

— Indexing portfolio managers have been at UBS for 13 years
on average

Robust, proven investment process

— Strong technology

— Close tracking and adding value

— Size advantage: not too big to face liquidity constraints on
index rebalance

Wide product range, broad client base

— 300+ funds, 200+ indices

— Clients in 30+ countries

— ETFs, pooled funds, segregated mandates: focus on customization

lan Ashment is Head of Systematic & Index Investments at

UBS Asset Management. In addition to this role, he is a member
of the UBS Asset Management Investment Management

Committee, the EMEA Management Committee and the UK
Management Committee.

"Quantitative and qualitative
factors drive construction of the
portfolio to capitalize on the
transition to a low GHG
emissions economy. "
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/® Opportunities

— A focus on climate change, aiming to provide a lower carbon

intensity than benchmark

— Highly diversified global equity strategy with focus onenergy
transition and reduced carbon exposure compared to its

benchmark

— Not excluding entire sub-sectors, instead tilting towards

renewable energy

— The strategy is aligned to forward-looking carbon reduction
targets with a focus on companies performing in line with

the globally agreed climate change goals (beyond 2°C

scenario temperature increase)

— An active voting policy at the general meetings of companies
around the world that need to adapt their business, strategy,
and corporate governance in order to reduce climate risks
and meet globally agreed climate change goals

/él Risks

— The strategy invests in equities and may therefore besubject
to high volatility

— This requires an elevated risk tolerance and capacity

— Due to market volatility, the unit price may fallbelow
the purchase price paid

— May be influenced by currency fluctuations

— May be subject to geopolitical risks

Investment guidelines

Expected maximum tracking error vs. Index
Active stock weight'

Sector and country exposure'

Industry exposure’

Maximum 1-way turnover?

BARRA style factor active exposures'
Active Beta'

Approximate number of stocks'

1.00% (typically 0.50%)

+ 0.20% carbon related groups
+ 0.075% rest of industry groups
+ 0.50%

+ 0.50% carbon related groups,
+ 0.25% rest of industry groups
10% p.a.

+0.50

+2%

Close to full replication

' Constraints related to investment guidelines at rebalance.
2Maximum turnover is indicative and assumes normal market conditions. It may not reflect the realized turnover and is not a guide to the future.



Glossary
Greenhouse gases or carbon dioxide

equivalents are generally viewed as a cause of global warming
potential relative to carbon dioxide. The six greenhouse gases
covered by the UN Kyoto Protocol are: carbon dioxide (CO,),
methane (CH,), nitrous oxide (N,O), sulfur hexafluoride (SF,)
hydrofluorocarbons (HFCs) and perfluorocarbons (PFCs). Each
gas has a global warming potential (GWP) measured as the
ratio of heat trapped by one metric tonne of the gas to that of
one tonne of CO, over a specified time period.

The UBS-AM climate aware rules-
based strategy uses indexing, quantitative and sustainability
research capabilities to construct a rules-based strategy that
applies positive and negative 'tilts' related to climate change
aspects, while aiming to deliver returns broadly in line with the
underlying global equity index.

6DS extends business as usual. Energy demand
and CO, emissions increase by 60 percent 2013 to 2050.
Average global temperatures rise by about 4°C by 2100 relative
to pre-industrial levels, and continue to rise.

4DS incorporates recent pledges by countries to limit emissions
and improve energy efficiency, thereby limiting long-term
temperature increases to 4°C and to 3°C by 2100. It will require
significant policy and technology changes compared with

the 6DS.

The beyond 2DS presents an energy system transformation
and emissions reductions up to 60 percent by 2050
(compared with 2013) to achieve at least a 50 percent chance
of limiting average global temperature increase to 2°C.
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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.

Americas

The views expressed are a general guide to the views of UBS Asset
Management as of July 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. 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.

China

The securities may not be offered or sold directly or indirectly in the
People’s Republic of China (the “PRC"). Neither this document or
information contained or incorporated by reference herein relating to the
securities, which have not been and will not be submitted to or
approved/verified by or registered with the China Securities Regulatory
Commission (“CSRC") or other relevant governmental authorities in the
PRC pursuant to relevant laws and regulations, may be supplied to the
public in the PRC or used in connection with any offer for the subscription
or sale of the Securities in the PRC. The securities may only be offered or
sold to the PRC investors that are authorized to engage in the purchase of
Securities of the type being offered or sold.

PRC investors are responsible for obtaining all relevant government
regulatory approvals/licenses, verification and/or registrations themselves,
including, but not limited to, any which may be required from the CSRC, the
State Administration of Foreign Exchange and/or the China Banking
Regulatory Commission, and complying with all relevant PRC regulations,
including, but not limited to, all relevant foreign exchange regulations and/or
foreign investment regulations.

Hong Kong

This document and its contents have not been reviewed by any regulatory
authority in Hong Kong. No person may issue any invitation, advertisement
or other document relating to the Interests whether in Hong Kong or
elsewhere, which is directed at, or the contents of which are likely to be
accessed or read by, the public in Hong Kong (except if permitted to do so
under the securities laws of Hong Kong) other than with respect to the
Interests which are or are intended to be disposed of only to persons
outside Hong Kong or only to “professional investors” within the meaning
of the Securities and Futures Ordinance (Cap. 571) and the Securities and
Futures (Professional Investor) Rules made thereunder.

Japan

This document is for informational purposes only and is not intended as an
offer or a solicitation to buy or sell any specific financial products, or to
provide any investment advisory/management services.

Korea

The securities may not be offered, sold and delivered directly or indirectly,
or offered or sold to any person for re-offering or resale, directly or
indirectly, in Korea or to any resident of Korea except pursuant to the
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applicable laws and regulations of Korea, including the Capital Market and
Financial Investment Business Act and the Foreign Exchange Transaction
Law of Korea, the presidential decrees and regulations thereunder and any
other applicable laws, regulations or rules of Korea. UBS Asset
Management has not been registered with the Financial Services
Commission of Korea for a public offering in Korea nor has it been
registered with the Financial Services Commission for distribution to non-
qualified investors in Korea.

Malaysia

This document is sent to you, at your request, merely for information
purposes only. No invitation or offer to subscribe or purchase securities is
made by UBS Asset Management as the prior approval of the Securities
Commission of Malaysia or other regulatory authorities of Malaysia have
not been obtained. No prospectus has or will be filed or registered with the
Securities Commission of Malaysia.

Singapore

This document has not been registered with the Monetary Authority of
Singapore pursuant to the exemption under Section 304 of the SFA.
Accordingly, this document may not be circulated or distributed, nor may
the Securities be offered or sold, whether directly or indirectly, to any
person in Singapore other than (i) to an institutional investor pursuant to
Section 304 of the SFA.

Taiwan

This document and its contents have not been reviewed by, delivered to or
registered with any regulatory or other relevant authority in the Republic of
China (R.0.C.). 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 the Republic of China
(R.0.C.). No representations are made with respect to the eligibility of any
recipients of this document to acquire interests in securities under the laws
of the Republic of China (R.0.C.).

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





