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Product general procedure — equity derivatives and
structured financing

This is a supplement to the information on our MiFID order handling & execution policy.

1
(a

Purpose

This general procedure document provides information on
when, where and how best execution is delivered by UBS in-
vestment bank entities in the UK or EEA! (UBS), under UK
MIFID and EU MIFID (MiFID), when handling or executing eg-
uity derivative transactions for Professional Clients? (Clients).

This document supplements our information on our MiFID or-
der handling & execution policy (Policy Information) availa-
ble at: http://www.ubs.com/ibterms.

Capitalised terms not defined in this document shall have the
same meaning as in the Policy Information document.

Scope

This relates to UBS equity derivatives and structured financing
business (ED&SF)

The UBS equity derivatives businesses offer a range of finan-
cial instruments to Clients which includes:

(i)  OTC derivatives;

(i) industrialised and complex structured products (includ-
ing any unwind or secondary market activity);

(i)  commodity derivatives;
(iv) convertible bonds; and
(v)  bespoke corporate derivatives.

The UBS structured financing business offers a range of fi-
nancing solutions which include:

(i)  collateral switch;

(i)  total return swaps;

(iiiy  repo;

(iv) secured special purpose vehicle issued notes;
(v)  secured loans; and

(vi) letters of credit.

ED&SF will generally provide Clients with financing rates, hair-
cut or other terms on a reverse enquiry basis. Although UBS
will always strive to provide competitive prices, Clients should
be aware that these will be UBS prices and that such services
are not subject to our MiFID best execution policy.

In the context of offering services and entering into transac-
tions with Clients in the products outlined in 2(a), we have
considered all ED&SF flows against relevant criteria (as set out
in the Policy Information document) with a view to identifying
those situations where Clients may be legitimately placing re-
liance on UBS to look after their interests and thus where reg-
ulatory best execution requirements apply. We have deter-
mined that, in the context of the ED&SF businesses, charac-
terised as it is by negotiation with sophisticated counterpar-
ties who have good market visibility and often alternative
trading options available to them, although UBS will always
strive to provide competitive prices, there are few instances
where Clients should be deemed to be placing legitimate

T Information on legal entities comprising UBS investment bank entities in
the UK and EEA can be found on our website at www.ubs.com/ibterms.
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reliance on UBS and therefore regulatory best execution re-
quirements are of limited applicability.

We have, however, identified some instances where ED&SF
businesses will be executing Orders on behalf of our Clients
and therefore where those Clients may legitimately rely on
UBS to look after their interests. In such circumstances, the
delivery of those services will be subject to the best execution
requirements (Best Execution) set out by the UK and Ger-
man regulators, reflecting the provision of MiFID.

We have determined that, in the context of the ED&SF busi-
nesses detailed above, Best Execution requirements will apply
in the following situations:

(i)  ED&SF businesses execute an Order on behalf of a Cli-
ent in listed options,

(i) In the context of a negotiated transaction, one or more
elements of the price are subsequently determined by
the price of the hedge obtained by UBS.

The scope of application of the Best Execution requirements
is kept under regular review and will be revised as necessary.

When the execution of a hedge to an ED&SF product is un-
dertaken by UBS’s Cash and/or Clearing and Execution desks,
clients should refer to the respective Product General Proce-
dures for those areas which will demonstrate how they ad-
dress Best Execution requirements. Links to both documents
can be found at: www.ubs.com/ibterms.

What follows is a description of the way in which the ED&SF
businesses address their Best Execution obligations in the two
situations described above.

Orders for listed options

Where we take Orders from Clients in listed options we will,
subject to any explicit instructions from the Client, execute
that Order on the Client’s behalf in accordance with appro-
priate consideration of the Execution Factors and Execution
Criteria. Execution venue selection is determined on a case by
case basis, as instructed by the client. The execution of these
Orders is handled by ED&SF sales traders through our Ex-
change Traded Derivatives (ETD) desks’ infrastructure. For in-
formation on how UBS approaches delivery of Best Execution
to Clients in this context, please refer to the ETD Product Gen-
eral Procedures.

Where a client asks UBS for a risk price, this is a UBS price and
will not be subject to Best Execution requirements.

Transactions where the derivative price is at least par-
tially determined by execution of the UBS hedge

In certain situations, usually in the context of options sold to-
gether with a delta hedge, UBS will agree to transact with a
Client where only some of the instrument inputs are known
at the point the transaction is agreed. Specifically, the final
price paid by the Client is determined subsequently by the
outcome of where UBS has been able to execute the hedge.
In the event the Client wishes to execute the hedge through
UBS, the Client will place an Order with UBS for that hedge
position which may include specific instructions as to how it

2 UBS does not deal directly with Retail Clients and dealings with Eligible
Counterparties are not subject to regulatory best execution and order han-
dling requirements.

© UBS 2021. All rights reserved



(9)

should be executed. The following sections set out how such
Orders relating to such hedge transactions are received, han-
dled and executed by UBS.

Order receipt and capture

Orders may be received from the Client via a number of dif-
ferent routes (including electronic, email, voice, and Bloom-
berg IB chat/message).

Upon receipt of a new Order, whether electronic or IB
chat/phone/email, where appropriate, the relevant sales per-
son may have a dialogue with the Client to establish or con-
firm the Client’s desired execution strategy.

The Client can specify a number of instructions for the Order
which are recorded internally. These include limits, bench-
marks, venue, speed or execution and UBS will exercise its
discretion to deliver Best Execution within the parameters of
any such instructions.

Order handling

The key Execution Factors for any Order to which Best Execu-
tion requirements apply are price, cost, speed, likelihood of
execution, settlement, size and nature of the Order together
with any other considerations relevant to the execution of the
Order. Orders might potentially be subject to all Execution
Factors but the relative importance of each factor is deter-
mined by consideration of the Execution Criteria, which in-
clude the following contributing elements:

(i) The particular instructions from the Client;
(i) The liquidity profile of the instrument(s);
(iii)  The size of the Order;

(iv) General market environment and prevailing market
conditions;

(v)  Sales person knowledge of Client's Order handling pref-
erences.

Client instructions will be captured in the relevant order man-
agement systems (OMS) and execution management systems
(EMS).

Where the Client provides specific instructions in respect of
an Order it will be executed accordingly with the result that
the relevant and/or relevant weighting of the Execution Fac-
tors may be determined by the Client.

Some instructions may be set as ongoing default trading pref-
erences within UBS static data (e.g. capacity, crossing and
venue instruction). Other instructions will be given on an or-
der-by-order basis and recorded in the OMS (e.g. limits,
benchmarks, participation rates, and sensitivity of order).
Where default trading preferences exist, these can be
changed on individual Orders on the instruction of the Client.

UBS'’s Cash and/or Clearing and Execution desks will provide

execution strategies, when the execution of a hedge to an
ED&SF product is undertaken by the systems for the relevant
business. For the OTC and execution of the hedge, we will
follow the execution strategy as determined by the client in-
struction.

The primary Execution Factor for the purposes of satisfying
our Best Execution obligation will usually be price. However,
the relevant UBS trader will consider all pertinent Execution
Factors in light of the Execution Criteria, assessing their rela-
tive weighting in light of a wide range of elements that could
influence the outcome of the execution. The assessment of
these considerations will determine the appropriate interac-
tion with market with a view to achieving the best outcome
for the Client.

By way of example, where a Client places an Order which re-
quires a stock/underlying hedge trade that is very large, cov-
ering many days trading volume, the approach may be to

&% UBS

(h)

0

(a)

execute the hedge over the course of several days, then re-
price the derivative based on the performance of the hedge
each day until completion. In these circumstances, the ap-
proach may be to de-prioritise speed as an Execution Factor
given that liquidity on the markets may be insufficient to com-
plete the Order quickly without having an unacceptable cost
and price impact to the detriment of the Client’s interests. As
such, price and cost remain the primary Execution Factors in
such cases.

In other situations, the Order may create an FX exposure. In
such circumstances the ED&SF trader will hedge this exposure
through the UBS FX, Rates and Credit desks (as relevant). The
FX, Rates and Credit desks will then execute those hedges in
accordance with their execution procedures, subject to any
instructions provided to them by the ED&SF traders on behalf
of the Client.

For information on how FX, Rates and Credit apply Best Exe-
cution in their areas, please refer to the UBS Rates & Credit
Product General Procedures and UBS FX Product General Pro-
cedures.

UBS will accommodate all trading preferences or instructions
to the extent possible. Clients are solely responsible for in-
forming UBS of any instructions, preferences or changes
thereto.

Order routing
Generally:

(i)  Clients may specify the Execution Venue(s) and Execu-
tion Venue type(s) on which they wish to trade these
hedge transactions, and also the capacity in which they
wish to trade them. Clients can do this by setting default
preferences or on an order-by-order basis. For example,
a Client may specify all venues/no dark/primary only/in-
dividual venue exclusions or inclusions. Where a Client
instructs UBS to execute an Order on a particular venue,
UBS will not be responsible for selecting the Execution
Venue although Best Execution requirements will con-
tinue to apply in relation to all other relevant aspects of
the Order.

(i) UBS uses proprietary algorithms and proprietary smart
order routing technology where appropriate. We use di-
rect connections for all developed markets but in some
markets we may engage the services of local brokers to
assist in handling and executing Client Orders (For ex-
ample, in EMEA we currently use third party connec-
tions for the Czech Republic, Hungary, Egypt, the UAE,
Kuwait, Qatar, and Morocco). Where an Order is re-
ceived by UBS for execution in a non-UK market or non-
EU market, UBS may use an affiliate (a Connected Party)
to execute the Order. UBS may also engage the services
of Third Party Brokers to assist in handling and execut-
ing Client Orders in order to satisfy business continuity
requirements.

(i) ED&SF sales people/traders have a number of options as
to how to route an Order, subject to the Client’s instruc-
tions and the level of any discretion remaining. S/he
may:

(A)  Cross the Order with other working complemen-
tary Orders;

(B) Input the Order into the algorithmic suite via the
execution system (possibly with a limit);

(C) Use UBS risk capital via executing with the UBS
principal trading desk;

(D) Route the Order to a high touch trader for execu-
tion.

(iv)  The decision as to which option to choose will be de-
pendent upon the characteristics of the Order and

© UBS 2021. All rights reserved



Financial Instrument in question such as depth of liquid-
ity and market volatility of the underlying asset with the
desire to ensure the best opportunity to secure the op-
timum result for the Client. For example, where a Client
places priority on the speed of execution of the hedge,
they may elect to use a high touch trader, accepting the
increased costs associated with this route.

(v)  Clients should be aware that UBS is only permitted to
execute Orders in relevant Financial Instruments off a
regulated market or MTF where the Client has provided
their prior express consent. The absence of such consent
may therefore limit the options available to UBS to se-
cure the best result for the Client.

Order routing through electronic market access:

(i)  Where accessing markets electronically, our routing de-
cisions, including those processed within our algo-
rithms, are predominantly made by the UBS Smart Or-
der Router (SOR).

(i)  The decision as to which Execution Venues and price
points to target will depend on both the explicit instruc-
tions accompanying each Order and the SOR'’s pro-
grammed ‘judgment’. The primary objective of the SOR
is to achieve the best outcome for our Clients.

(iii)  Our interactions with Execution Venues are guided by
objectively observed and calculated parameters.

Monitoring

Execution arrangements: UBS regularly assesses whether
the Execution Venues and crossing networks included in our
policy information provide the best possible result for Clients
or whether adjustments are merited. Execution Venues are
formally reviewed on a monthly basis by internal manage-
ment. This evaluation includes consideration of both Execu-
tion Venues we are, and those we are currently not, con-
nected to as part of our execution arrangements.

Real time monitoring:

(i)  The UBS sales person/trader conducts real-time moni-
toring of the Order throughout its lifetime using the
EMS.

(i) Any Order on any execution channel that is executed
algorithmically will also be monitored by the algorithmic
trading desk. Our algorithmic trading desk has full visi-
bility of all algorithmic orders, on both a real-time and
historical basis.
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(iliy  Checks and controls are applied to the execution of all
Orders and include fail-safes, alerts and limits through-
out the execution infrastructure, which are designed to
ensure that UBS is interacting with the market in a man-
ner appropriate for the execution of the Order in ques-
tion. Parent and market Orders that deviate from pro-
tective limits are reviewed before they are sent for exe-
cution.

(iv)  The main validations and controls that can apply are:
(A)  Client specific notional trading limits;
(B)  Strategy specific checks;
(C) Franchise failsafe checks;
(D) Market order level circuit breakers.

Post trade monitoring: Orders to which Best Execution ob-
ligations apply are subject to post-trade monitoring. This
monitoring involves monthly best execution reviews on a de-
fined set of sample transactions. Executions which fall outside
designed tolerances are highlighted and investigated.

Client communication

Our Clients can be updated throughout the life of their Order,
specifically the sales person can provide manual updates, for
example, via Bloomberg IB chat/message or voice.

Order amendments

Clients and/or sales person can generally amend instructions
on the Order, such as limit, benchmark, participation rate and
algorithm, throughout the life of the Order. Default Client
preferences, such as those related to capacity, crossing and
venues, will not be amended without express instruction from
the Client.

Confirming execution of order

The sales person will seek to update the Client on the pro-
gress of Order execution, from partial fills (where appropriate)
to Order completion.

Assessing execution of order

Orders are monitored post-execution with respect to the
speed of execution and adherence to relevant benchmarks
(please see above for Post Trade Monitoring detail). Execu-
tions which fall outside designed tolerances are highlighted
and investigated.

UBS is able to offer execution analysis to Clients upon re-
quest.
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Disclaimer

These materials have not been prepared with regard to the specific investment objectives, financial situation or partic-
ular needs of any specific client. They are published solely for information purposes and should not to be construed as
an invitation or offer to buy or sell any securities or related financial instruments or to participate in any particular
trading strategy. No recipient should construe the contents of these materials as legal, tax, accounting, regulatory, or
other specialist or technical advice or services or investment advice or a personal recommendation. No representation
or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the infor-
mation contained herein, nor is it intended to be a complete statement or summary of the procedures or processes
that UBS may undertake or a guarantee that the services described herein comply with all applicable laws, rules and
regulations.

These materials should not be regarded by recipients as a substitute for the exercise of their own judgment. Any
statements or descriptions expressed herein are subject to change without notice and may differ or be contrary to
statements or descriptions expressed by other business areas or groups of UBS as a result of using different assump-
tions and criteria. UBS is under no obligation to update or keep current the information contained herein, and past
performance is not necessarily indicative of future results. Neither UBS nor any of its directors, officers, employees or
agents accepts any liability for any loss or damage arising out of the use of all or any part of these materials or reliance
upon the information contained herein. Additional information may be made available upon request. Clients wishing
to effect transactions should contact their local sales representative.

UBS specifically prohibits the redistribution or reproduction of these materials in whole or in part without the written
permission of UBS and UBS accepts no liability whatsoever for the actions of third parties in this respect.
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