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The “de minimis” rule
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* The de minimis rule exists so that if a bond is
purchased with a small discount — Jess than 0.25%
times the stated redemption price of the bond at
maturity times the number of full years between
settlement and maturity — the “market discount”
is considered to be zero. Thus, the small amount of
discount is taxed as a capital gain.

* If the amount of discount is equal to or exceeds
this amount, then the entire discount is “market
discount.” Accrued market discount is taxed as
ordinary income if there is a gain when the bond is
sold or redeemed.

Source: Ailine Liefeld

Rising muni yields lift the supply of market discount
bonds

» Market discount bonds can arise if bonds are issued
at par or a premium and are later purchased in the
secondary market at a price that is less than par.

* Market discount, unlike original issue discount
(OID), is not treated as tax-exempt interest to the
holder because it arises as a result of market forces
(i.e., rising interest rates) not through the action of
the issuer.

Compare pretax and after-tax yields

* Market discount bonds can be favorable or
unfavorable investments depending on their after-
tax yields.

» Taxes due on discount bonds reduce the pretax yield
on the bonds to an after-tax yield.

* The after-tax yield calculations can be complex.
Thus, investors should consult with their personal
tax advisors on how this rule may have an impact on
their tax liability.

This report has been prepared by UBS Financial Services Inc. (UBS FS). Please see important disclaimers and
disclosures at the end of the document.



Education Note

This education note provides an overview of the tax
treatment of market discount on tax-exempt municipal
bonds purchased in the secondary market and includes
some examples.

Discounts and the de minimis rule

Prior to enactment of the 1993 Federal/budget tax bill, all
municipal bond “market discount” was taxed at the capital
gains tax rate. However, for bonds purchased after 30 April
1993, the “market discount” that an investor earns is taxed
at the investor’s ordinary income tax rate, except under a
de minimis exclusion. If a bond is purchased with a small
discount, (In Latin, de minimis means small) the discount is
taxed at the capital gains rate.

For tax purposes, market discount may be realized either
when a bond matures, or when a bond with accrued market
discount is sold at a gain prior to maturity. For calculation
purposes, the tax is assumed to be paid at maturity. As a
result, the impact of the tax is greater on shorter maturity
bonds.

Discounts within de minimis

If the discount on a municipal bond purchased in the
secondary market is a small discount — fess than 0.25% times
the stated redemption price of the bond at maturity times
the number of full years between settlement and maturity
—the “market discount” is considered to be zero. Thus, the
small amount of discount is taxed as a capital gain.

Discounts outside de minimis

If the discount on a municipal bond purchased in the
secondary market is equal to or exceeds the de minimis
threshold — the entire discount is considered to be market
discount and is taxed as ordinary income.

Rising muni yields lifts the supply
of market discount bonds

Market discount on a tax-exempt bond can arise if:

1. the bond is issued at par or at a premium and is later
purchased in the secondary market at a price that is less
than par or

2. the bond is issued at an original issue discount (OID),
including zero coupon bonds and is later purchased in
the secondary market at a price that is less than the
original issue price plus accrued OID through the date
of purchase. This is also known as the revised issue
price.

The risk of a bond falling outside the de minimis threshold
will depend on the characteristics of the individual bond as
well as prevailing market conditions, such as rising interest
rates or declining credit profiles. Because the loss of the de
minimis exclusion means that a subsequent holder could
face a higher tax rate on any market discount gains that they
earn, the likelihood of a bond being excluded from the de
minimis provision can affect its liquidity and trading value. In
times of sharp interest rate increases, values can fall rapidly
as the price of a bond crosses over the de minimis threshold.
In contrast, in declining interest rate environments, bond
values may benefit from the de minimis exclusion.

Calculating market discount and
after-tax yields

A municipal bond is a discount bond when it trades in the
secondary market at a price below its face value or, in the
case of original issue discounts (OID), below the revised issue
price at purchase. The de minimis rule is used to determine
if the discount is a market discount and is taxed as ordinary
income or the discount is small and is taxed as a capital gain.
The examples below assume that a 40.8% tax rate is used
for ordinary income and a 23.8% rate is used for capital
gains.

Currently, the top rate for ordinary income and capital gains
is 40.8% and 23.8%, respectively. Both rates include a 3.8%
surtax imposed on passive net investment income for top
earners. Bear in mind that lower tax rates would have less
of an impact on after-tax yield calculations than higher tax
rates.

Example 1 - A bond originally issued at par is
purchased in the secondary market at a discount
outside de minimis

A 3.00% bond maturing in 10 years is purchased in the
secondary market at USD 95.
* Coupon rate: 3.00%
* Years to maturity: 10 years
Purchase price: USD 95
* Purchase yield: 3.60%

* De minimis allowance: 10 years x USD 2.50 = USD
25.00 per USD 1,000 maturity value (USD 2.50 per
UsD 100)

* De minimis threshold: USD 100.00-USD 2.50 = USD
97.50

Is the purchase price lower than the threshold? Yes, USD
95 < USD 97.50
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» Amount of market discount lost to taxes at maturity =
USD 5 x 40.8% = USD 2.04

+ After-tax yield = 3.42%

* The pretax yield = 3.60% and the after-tax yield =
3.42%.

The lower after tax yield reflects that the entire market
discount of 5 points per bond is taxed as ordinary income
at maturity.

Example 2 - A bond originally issued at par is
purchased in the secondary market at a discount
within de minimis

The same bond from Example 1, a 3.00% bond maturing in
10 years is purchased in the secondary market at USD 98.

* Coupon rate: 3.00%

* Years to maturity: 10 years

* Purchase price: USD 98

» Purchase yield: 3.23%

* De minimis allowance: 10 years x USD 2.50 = USD
25.00 per USD 1,000 maturity value (USD 2.50 per
UsD 100)

* De minimis threshold: USD 100.00-USD 2.50 = USD
97.50

Is the purchase price lower than the threshold? No, USD 98
> USD 97.50

* Amount of discount lost to taxes at maturity = USD 2 x
23.8% = USD 0.48

» After-tax yield = 3.19%

» The pretax yield is 3.23% and the after-tax yield is
3.19%.

The lower after-tax yield reflects that the small discount is
taxed as capital gains at maturity.

Example 3 - A bond originally issued at an original
issue discount (OID) is purchased in the secondary
market at a discount outside de minimis

A 3.50% bond maturing in 20 years is purchased in the
secondary market at USD 90

» Coupon rate: 3.50%

* Years to maturity: 20

* Purchase price: USD 90.00

» Revised issue price/OID price: USD 97.884/USD 97.556

* Purchase yield/OID yield: 4.25%/3.65%

» De minimis allowance: 20 years x USD 2.50 = USD
50.00 per USD 1,000 maturity value (USD 5.00 per
UsD 100)

* De minimis threshold: USD 97.884-USD 5.00 = USD
92.884

Is the purchase price lower than the threshold? Yes, USD
90.00 < USD 92.884

* Amount of discount lost to taxes at maturity = USD
7.883 x 40.8% = USD 3.22

» After-tax yield = 4.13%

* The pretax yield = 4.25% and the after-tax yield =
4.13%.

The lower after-tax yield reflects that the entire market
discount of 7.883 points per bond is taxed as ordinary
income at maturity.

Example 4 - A bond originally issued at an original
issue discount (OID) is purchased in the secondary
market at a discount within de minimis

The same bond in Example 3 is purchased in the secondary
market at USD 94.00

» Coupon rate: 3.50%

* Years to maturity: 20

* Purchase price: USD 94.00

* Revised issue price/OID price: USD 97.884/ USD 97.556
* Purchase yield/OID yield: 3.94%/3.65%

* De minimis allowance: 20 years x USD 2.50 = USD 5.00
per USD 1,000 maturity value (USD 5.00 per USD 100)

* De minimis threshold: USD 97.884-USD 5.00 = USD
92.884

Is the purchase price lower than the threshold? No, USD
94.00 > USD 92.884

* Amount of discount lost to taxes at maturity = USD
3.883 x 23.8% = USD 0.924

» After-tax yield = 3.90%

* The pretax yield = 3.94% and the after-tax yield =
3.90%

The slightly lower after-tax yield reflects that the small
discount is taxed at a capital gains rate at maturity.
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Important note

These calculations are complex and holders who purchase bonds in the secondary market should consult with their personal
tax advisors to ensure that they have adequate information to determine how the tax treatment of municipal bonds will
have an impact on their own tax liability. The calculations above were supplied by Bloomberg analytics.

Additional information can be found through the following publications:

» Internal Revenue Service (IRS) IRS Publication 1212, Guide to Original Issue Discount (OID) Instruments

» [RS Publication 550, Investment Income and Expenses

» Municipal Securities Rulemaking Board (MSRB), About Original Issue Discount Bonds

Glossary of terms

Accrued market discount — the amount of market discount that has accrued between two dates. For tax purposes,
accrued market discount can be calculated by using the straight-line method or the constant yield method.

Accrued original issue discount (OID) — the amount of OID accrued between two dates. For tax purposes, OID accrues
on a constant yield method.

De minimis — a rule applied to determine if there is a market discount on a municipal bond purchased in the secondary
market.

Discount bonds — are bonds that are priced at less than their face value (par).

Market discount — on a bond sold below its revised issue price/compound accreted value for an OID and below par for a
non-0ID, the difference between the purchase price and the revised issue price is the market discount.

Original issue discount (OID) — is the amount of discount below par at which a bond is issued. OID may be expressed as
either a dollar price or an interest rate. OID on tax-exempt municipal bonds is treated the same as tax-exempt interest.

Revised issue price/compound accreted value — the original issue price plus accrued OID through the date of purchase.

The revised issue price is specific to a given date.

We would like to thank Derek Sherpa, Veterans Associate Program, for his research assistance in the preparation of this report.
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Appendix

Municipal bonds - Although historical default rates are very low, all municipal bonds carry credit risk, with the degree of risk largely following
the particular bond’s sector. Additionally, all municipal bonds feature valuation, return, and liquidity risk. Valuation tends to follow internal and
external factors, including the level of interest rates, bond ratings, supply factors, and media reporting. These can be difficult or impossible to
project accurately. Also, most municipal bonds are callable and/or subject to earlier-than-expected redemption, which can reduce an investor’s total
return. Because of the large number of municipal issuers and credit structures, not all bonds can be easily or quickly sold on the open market.
Disclaimer of Liability - This may contain information obtained from third parties, including ratings from credit ratings agencies such as Standard
& Poor's. Reproduction and distribution of third party content in any form is prohibited except with the prior written permission of the related third
party. Third party content providers do not guarantee the accuracy, completeness, timeliness or availability of any information, including ratings,
and are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the results obtained from the use of such
content. THIRD PARTY CONTENT PROVIDERS GIVE NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE. THIRD PARTY CONTENT PROVIDERS SHALL NOT BE LIABLE FOR ANY DIRECT,
INDIRECT, INCIDENTAL, EXEMPLARY, COMPENSATORY, PUNITIVE, SPECIAL OR CONSEQUENTIAL DAMAGES, COSTS, EXPENSES, LEGAL FEES, OR
LOSSES (INCLUDING LOST INCOME OR PROFITS AND OPPORTUNITY COSTS) IN CONNECTION WITH ANY USE OF THEIR CONTENT, INCLUDING
RATINGS. Credit ratings are statements of opinions and are not statements of fact or recommendations to purchase, hold or sell securities. They
do not address the suitability of securities or the suitability of securities for investment purposes, and should not be relied on as investment advice.
UBS does and seeks to do business with issuers covered in its research reports. As a result, investors should be aware that the firm may have a
conflict of interest that could affect the objectivity of UBS research reports.

Municipal Credit Views General Methodology Description

The following are the key steps underlying the general methodology of the framework:

1. Identify Risk Drivers: Identify broad factors that impact credit quality in a given sector (Risk Drivers). For example, the Local Government
framework utilizes three Risk Drivers; Economy & Tax Base, Financial Performance, and Long-term Liabilities whereas the Airport framework
uses Service Area and Market, Financial Performance and Leverage & Coverage.

2. Select metrics (usually ratios and growth rates) that best represent each Risk Driver (typically 3-5 metrics per Risk Driver).
3. Assign a weight to each metric representing its relative importance. The sum of all metric weights equals 100%.
4. Source relevant economic and financial data (from 3rd parties) and calculate each metric for each covered obligor in the sector.

5. Score each metric for each covered obligor on 1-5 scale (1 representing lowest risk). This involves the following: setting thresholds
corresponding to scores 1-5 based on subjective judgment informed by median value of the metric.

6. Calculate a weighted average risk score for each covered obligor using individual metric weights and scores. This weighted average score
also lies between 1 and 5.

7. Compute a final risk score for each covered obligor by making quantitative adjustments to the weighted average score (per specified criteria)
to reflect "outlier risk": a) Reward/penalty for very strong or very adverse performance on any Risk Driver, b) This typically affects a small number
of covered obligors in a sector.

8. Compare the risk score (1-5) for each covered credit to a pre-specified scale to assign a Quantitative Risk Assessment to each obligor. The
Quantitative Risk Assessment is a number from 1-5.

9. Assign a CIO Risk Category (1-5) to each obligor reflecting CIO s overall view of the obligor. The respective definitions are shown in the
next section. The CIO Risk Category is: a) based on Quantitative Risk Assessment + Qualitative factors, b) the same as the Quantitative Risk
Assessment for the vast majority of covered obligors.

10.Prepare a table of key results of the framework. For each covered obligor the table shows: a) A description on how it performed on each risk
driver, b) The Quantitative Risk Assessment, ¢) The CIO Risk Category, d) An explanation if the CIO Risk Category differs from the Quantitative
Risk Assessment.

CIO Risk Category Definitions

Category 1 (Lowest): We believe borrowers in this top tier are well-insulated from adverse credit developments in the near term. These bond
issuers are characterized by having access to sufficient financial resources to withstand recessionary pressure without degradation in credit quality,
in our view.

Category 2 (Low): These borrowers are highly regarded and exhibit excellent credit profiles but are not quite as well-positioned as those in our first
category. However, the credit risk posed by the obligors in this category remains very low.

Category 3 (Moderate): While we view the obligors classified in the prior two categories to pose the lowest credit risks, the borrowers in Category 3
should still exhibit resilience in the face of future financial stress. Credit risk remains relatively low, though not as low as those obligors in Category
1and 2.

Category 4 (High): We believe that obligors placed in this category, while possessing some desirable credit attributes (e.g., a commanding market
position or an exclusive right to provide service) also have identifiable credit challenges such as high leverage and/or low coverage that could lead
to a weaker credit profile over time and will require closer surveillance.

Category 5 (Highest): We view the obligors placed in this category to exhibit material weakness in credit quality due to adverse financial and
economic conditions or idiosyncratic risks. The debt of obligors placed in this category may not be appropriate instruments for investors with
conservative investment risk profiles.
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Terms and Abbreviations

GO: General Obligation Bond

MMD: Municipal Market Data

TEY: Taxable Equivalent Yield (tax free yield divided by 100 minus the marginal tax rate)

Rating Agencies Credit Ratings
S&P Moody's Fitch/IBCA Definition

! AAA Aaa AAA Issuers have exceptionally strong credit quality. AAA is the best credit quality.
v AA+ Aal AA+  Issuers have very strong credit quality.
2 AA Aa2 AA
t AA- Aa3 AA-
s A+ Al A+ Issuers have high credit quality.
2 A A2 A

A- A3 A-
? BBB+ Baa1l BBB+ Issuers have adequate credit quality. This is the lowest Investment Grade category.
3 BBB Baa2 BBB
e BBB- Baa3 BBB-
N BB+ Ba1 BB+ Issuers have weak credit quality. This is the highest Speculative Grade category.
5 BB Ba2 BB
n BB- Ba3 BB-
| B+ B1 B+  Issuers have very weak credit quality.
D B B2 B
e B- B3 B-
i CCC+ Caal CCC+ Issuers have extremely weak credit quality.
7 CCC Caa2 CCcC
n CCC- Caa3 CCC-
t ccC Ca CC+  Issuers have very high risk of default.
G C CcC
3 cc-
d D C DDD  Obligor failed to make payment on one or more of its financial commitments. this is the lowest quality of the Speculative Grade

category.
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UBS Chief Investment Office's ("CIO") investment views are prepared and published by the Global Wealth Management business of UBS Switzerland
AG (regulated by FINMA in Switzerland) or its affiliates ("UBS").

The investment views have been prepared in accordance with legal requirements designed to promote the independence of investment research.
Generic investment research - Risk information:

This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or other
specific product. The analysis contained herein does not constitute a personal recommendation or take into account the particular investment
objectives, investment strategies, financial situation and needs of any specific recipient. It is based on numerous assumptions. Different assumptions
could result in materially different results. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an
unrestricted basis and/or may not be eligible for sale to all investors. All information and opinions expressed in this document were obtained from
sources believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to its accuracy or completeness
(other than disclosures relating to UBS). All information and opinions as well as any forecasts, estimates and market prices indicated are current
as of the date of this report, and are subject to change without notice. Opinions expressed herein may differ or be contrary to those expressed by
other business areas or divisions of UBS as a result of using different assumptions and/or criteria.

In no circumstances may this document or any of the information (including any forecast, value, index or other calculated amount ("Values")) be
used for any of the following purposes (i) valuation or accounting purposes; (i) to determine the amounts due or payable, the price or the value of
any financial instrument or financial contract; or (iii) to measure the performance of any financial instrument including, without limitation, for the
purpose of tracking the return or performance of any Value or of defining the asset allocation of portfolio or of computing performance fees. By
receiving this document and the information you will be deemed to represent and warrant to UBS that you will not use this document or otherwise
rely on any of the information for any of the above purposes. UBS and any of its directors or employees may be entitled at any time to hold long
or short positions in investment instruments referred to herein, carry out transactions involving relevant investment instruments in the capacity of
principal or agent, or provide any other services or have officers, who serve as directors, either to/for the issuer, the investment instrument itself or
to/for any company commercially or financially affiliated to such issuers. At any time, investment decisions (including whether to buy, sell or hold
securities) made by UBS and its employees may differ from or be contrary to the opinions expressed in UBS research publications. Some investments
may not be readily realizable since the market in the securities is illiquid and therefore valuing the investment and identifying the risk to which
you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow of information contained in one or more areas
within UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading is not suitable for every investor as there is a substantial
risk of loss, and losses in excess of an initial investment may occur. Past performance of an investment is no guarantee for its future performance.
Additional information will be made available upon request. Some investments may be subject to sudden and large falls in value and on realization
you may receive back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on
the price, value or income of an investment. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel,
sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting market information.

Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide legal or tax advice and
makes no representations as to the tax treatment of assets or the investment returns thereon both in general or with reference to specific client's
circumstances and needs. We are of necessity unable to take into account the particular investment objectives, financial situation and needs of
our individual clients and we would recommend that you take financial and/or tax advice as to the implications (including tax) of investing in any
of the products mentioned herein.

This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing UBS expressly prohibits
the distribution and transfer of this material to third parties for any reason. UBS accepts no liability whatsoever for any claims or lawsuits from any
third parties arising from the use or distribution of this material. This report is for distribution only under such circumstances as may be permitted by
applicable law. For information on the ways in which CIO manages conflicts and maintains independence of its investment views and publication
offering, and research and rating methodologies, please visit www.ubs.com/research-methodology. Additional information on the relevant authors
of this publication and other CIO publication(s) referenced in this report; and copies of any past reports on this topic; are available upon request
from your client advisor.

Options and futures are not suitable for all investors, and trading in these instruments is considered risky and may be appropriate only for
sophisticated investors. Prior to buying or selling an option, and for the complete risks relating to options, you must receive a copy of "Characteristics
and Risks of Standardized Options". You may read the document at https://www.theocc.com/about/publications/character-risks.jsp or ask your
financial advisor for a copy.

Investing in structured investments involves significant risks. For a detailed discussion of the risks involved in investing in any particular structured
investment, you must read the relevant offering materials for that investment. Structured investments are unsecured obligations of a particular issuer
with returns linked to the performance of an underlying asset. Depending on the terms of the investment, investors could lose all or a substantial
portion of their investment based on the performance of the underlying asset. Investors could also lose their entire investment if the issuer becomes
insolvent. UBS does not guarantee in any way the obligations or the financial condition of any issuer or the accuracy of any financial information
provided by any issuer. Structured investments are not traditional investments and investing in a structured investment is not equivalent to investing
directly in the underlying asset. Structured investments may have limited or no liquidity, and investors should be prepared to hold their investment to
maturity. The return of structured investments may be limited by a maximum gain, participation rate or other feature. Structured investments may
include call features and, if a structured investment is called early, investors would not earn any further return and may not be able to reinvest in
similar investments with similar terms. Structured investments include costs and fees which are generally embedded in the price of the investment.
The tax treatment of a structured investment may be complex and may differ from a direct investment in the underlying asset. UBS and its employees
do not provide tax advice. Investors should consult their own tax advisor about their own tax situation before investing in any securities.
Important Information About Sustainable Investing Strategies: Sustainable investing strategies aim to consider and incorporate
environmental, social and governance (ESG) factors into investment process and portfolio construction. Strategies across geographies and styles
approach ESG analysis and incorporate the findings in a variety of ways. Incorporating ESG factors or Sustainable Investing considerations may
inhibit the portfolio manager’s ability to participate in certain investment opportunities that otherwise would be consistent with its investment
objective and other principal investment strategies. The returns on a portfolio consisting primarily of sustainable investments may be lower or
higher than portfolios where ESG factors, exclusions, or other sustainability issues are not considered by the portfolio manager, and the investment
opportunities available to such portfolios may differ. Companies may not necessarily meet high performance standards on all aspects of ESG
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or sustainable investing issues; there is also no guarantee that any company will meet expectations in connection with corporate responsibility,
sustainability, and/or impact performance.

External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External Asset Manager or
an External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset Manager or the External Financial Consultant
and is made available to their clients and/or third parties.

USA: Distributed to US persons by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland AG, UBS Europe SE, UBS
Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de C.V., UBS SuMi TRUST Wealth Management Co.,
Ltd., UBS Wealth Management Israel Ltd and UBS Menkul Degerler AS are affiliates of UBS AG. UBS Financial Services Inc. accepts responsibility
for the content of a report prepared by a non-US affiliate when it distributes reports to US persons. All transactions by a US person in
the securities mentioned in this report should be effected through a US-registered broker dealer affiliated with UBS, and not through
a non-US affiliate. The contents of this report have not been and will not be approved by any securities or investment authority in
the United States or elsewhere. UBS Financial Services Inc. is not acting as a municipal advisor to any municipal entity or obligated
person within the meaning of Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule") and the opinions or views
contained herein are not intended to be, and do not constitute, advice within the meaning of the Municipal Advisor Rule

For country information, please visit ubs.com/cio-country-disclaimer-gr or ask your client advisor for the full disclaimer.

Version A/2023. Cl082652744

© UBS 2023.The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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