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Dividends play a key role in generating the total returns of an investment portfolio.

Looking at the cumulative performance of the FTSE 100, as at the end of February 2010
dividends have contributed some two thirds of total returns since 1986. During the past
two years of market turmoil, lower earnings saw dividend stocks fall out of favour. However,
in recent months, there has been a return of investor appetite to higher-yielding equities.
This trend should continue as recovery takes hold and earnings grow.

This paper takes a look at dividend yield and dividend yield indices, to see how dividends
impact on the overall performance of equity investment portfolios. It then introduces
iShares’ range of Yield ETFs and gives some background to the various index methodologies
used. Lastly, it sets out the difference between dividend yields and distribution yields and
how iShares Yield ETFs can be used across a range of investment strategies.
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Income for stocks and
equity indices

The total return of an investment portfolio is made up of
price appreciation (or depreciation) + dividend income. When
compared to price appreciation, dividend income tends to
benefit from lower volatility, which makes it more predictable

over time.

Table 1 shows a comparison between the price index and
total return index for the FTSE 100 index. Over the last five
years, 65% of the total return index performance was due to
dividends paid by the underlying stocks.

Table 1: FTSE 100 Index performance

5 Year FTSE 100 FTSE 100 Total Performance
Performance Price Index Return Index difference
Cumulative 11.99% 34.87% 22.89%
performance
Annualised 2.29% 6.17% 3.88%
performance

Source: Bloomberg. As at 31 December 2009. Performance is calculated in GBP.

Figure 1: FTSE 100 Index performance
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Source: Bloomberg. As at 31 December 2009. Performance is calculated in GBP.

Dividend yield

The dividend yield is used to estimate the dividend payment
that will be made on either a single stock or an equity index.
Dividend yield is calculated by dividing the sum of dividends
paid over the last year by the market value of the stock/index.

There are two types of dividend yield: historical and forecast
(or estimated). As the names suggest, historical dividend yield
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is based on historical dividends, while forecast divided yield is
based on the forecast dividend payments over the coming year.

Figure 2 shows the evolution of these two measures for the
FTSE 100 Index over the past four years. As can be seen from
the graph, dividend yields rose over the course of 2008, due to
falling equity prices, but then dropped as equity prices began
to rise after March 2009.

Figure 2: Historical and forecast (estimated) dividend
yield of the FTSE 100 Index
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Source: Bloomberg. As at 29 January 2010.

When basing investment decisions on historical dividend yield,
investors run the risk of dividends being reduced or omitted in
the future. Therefore, dividend indices take into account not
only high historical dividend yields of the underlying stocks
but also dividend payout ratios which screen for companies
with sustainable dividend paying ability. More details on the
methodology of different dividend indices can be found in the
section below on dividend yield indices.

Compared to bond yields, equity dividend yields can vary
substantially over time. Dividend distributions are dependent
on a company’s earnings and its willingness to distribute these
earnings. In addition, dividend yields are also influenced by
stock price. This means that even if dividend distributions are
expected to remain unchanged, they will be impacted by equity
price volatility.
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Dividend yield indices

iShares offers a range of dividend yield ETFs based on
dividend indices. These ETFs provide all the benefits of
dividend investing, combined with the advantages of index
investing: diversification, low costs, transparency and market

representativeness.

When constructing dividend indices, several factors are
normally taken into consideration. As an example, STOXX and
Euro STOXX Select Dividend indices screen companies for
dividend per share growth and earnings per share ratios as part
of their index methodology.

Index screening for the DivDAX® concerns one-year historic
dividend yields. All the stocks included stem from the DAX®
index universe and are then screened according to liquidity,
market capitalisation and turnover parameters.

Table 2: Index methodologies

Dividend to
earnings per
share ratio

Index Name Dividend per

share growth

Historical
dividend yield

For the FTSE UK Dividend Plus Index, forecast (estimated)
dividend yields are taken into account. In particular, only stocks
with positive available forecast dividends are included in the
index. The dividend data is based on a one-year dividend per
share (DPS) forecast (excluding capital repayments and special
dividends) sourced from Markit. The dividend yields are then
calculated by dividing the forecast dividend by the underlying
stock price at the cut-off date. Table 2 shows in more detail

some of the specific index methodologies used.

Different index providers use various screening and weighting
methodologies for dividend indices. For example, MSCI High
Yield indices screen not only for zero or positive five-year DPS
growth, but also require that the dividend yield is at least 30%
higher than the relevant parent index yield. In addition, MSCI
indices are market capitalisation weighted, which differ from the
STOXX and Dow Jones indices that are dividend yield-weighted.

Forecast
(CEIC))]
dividend yield

Liquidity screening Index weighting

method

Euro STOXX® Zero or positive over | Positive, less or equal Based on net

Select Dividend the last four out of to 60% dividend yield

30 Index five years

STOXX® Zero or positive over | Positive, less or equal Based on net

Select Dividend the last four out of to 60% dividend yield

30 Index five years

STOXX® Global Zero or positive over | Positive, less or equal Based on net

Select Dividend the last four out of to 60%/80% dividend yield

100 Index five years

Dow Jones Zero or positive over | Positive, less or equal Yes, trading volume | Based on

U.S. Select the last five years to 60% criteria dividend yield

Dividend Index

Dow Jones Asia Zero or positive over | Positive, less or equal Based on

Pacific Select the last three years to 85% dividend yield

Dividend 30 Index

DivDAX® Index 15 stocks out of Yes, trading Based on free
30 DAX® Index volume, in float market

stocks with the
highest one-year
dividend yield

addition to market
capitalisation and
turnover data

capitalisation

FTSE UK Dividend
Plus Index

Positive one Yes, trading volume |Based on forecast/
year forecast criteria (estimated)
(estimated) dividend yield

dividend yield

Source: STOXX, Dow Jones, Deutsche Boerse, FTSE.
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Comparison of dividend index and  Figure 5: Historical volatility
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iShares currently offers a range of dividend yield ETFs to
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100 Euro STOXX® Select Dividend 30 Index 3.67 30
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STOXX® Global Select Dividend 100 Index 3.91 100
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Difference between dividend
yield of an index and the
distribution yield of an ETF

When estimating future ETF dividend cash flows, investors
should remember that there are two key differences between
the dividend yield of an index and the distribution yield of the
ETF that is tracking that index.

1. The historical fund distribution yield is based on the last
12 months of fund distributions and therefore is NOT
EQUAL to the future/expected fund distribution yield

2. The index dividend yield is NOT EQUAL to the fund
distribution yield

Both types of yield are calculated using a similar approach and
reflect the dividends/distributions of the index/fund over the past
12 months as a percentage of the underlying index’s market value/
fund’s NAV, as at the date shown. However, the following four
factors can affect the fund distribution yield and thus contribute to
a difference between this and the index dividend yield.

Fees — index dividend yields are not subject to fees, while fund
distributions are only paid out after consideration of management
fees and other costs, such as the total expense ratio of the fund.

Tax —indices usually assume some standard withholding tax rates,
which can be different to the withholding tax rates paid by the ETF.

Reinvestment period — there is a time difference in the
reinvestment schedule between the dividend of the index and
the distribution by the fund.

Securities Lending — stock lending revenue within the fund
will also contribute to the fund distribution value.

The first three factors increase the difference between the fund
distribution yield and the index dividend yield. However, revenue
from securities lending drives the fund distribution yield up,
bringing it closer to the index dividend yield. Indeed, for the iShares
MSCI Turkey, a fund that has historically generated significant
securities lending revenue, the fund distribution yield is likely to be
higher than the dividend yield of the MSCI Turkey Index.
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Strategies with yield ETFs

There are different strategies with yield ETFs that can benefit
investment portfolios, such as:

= Offsetting inflation

= (Creating regular inflows

= Enhancing portfolio yield

= Reducing portfolio volatility

We look at the first two of these below.

Offsetting inflation

Inflation-linked bonds, property, gold and other commodities
are all considered as investments which can offset the negative
effect of inflation. High dividend paying stocks can also be used
for this purpose. Figure 7 shows the historical relationship
between UK inflation as measured by the RPI (Retail Price
Index) and the dividend yield of the FTSE UK Dividend Plus
Index. Historically, these two parameters have moved in parallel.

Figure 7: Relationship between dividend yield
and inflation rate
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Source: Bloomberg, FTSE, UK Office for National Statistics. As at 31 December 2009.

Creation of regular inflows

Income strategies can be beneficial for different types of
investors. Below is an example of how yield ETFs can benefit an
endowment fund.

A fund manager expects regular payments to be made out of

the fund over the course of the next five years. To generate
these regular income streams he is considering yield ETFs.
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One major advantage of ETFs compared to single stock
exposure is the fact that ETFs replicate underlying indices
which in turn follow a comprehensive methodology of stock
selection depending on historic, current or forecast dividends.
Diversification is another significant advantage compared to
single stock exposure. Liquidity and the opportunity to trade
ETFs on exchange at tight spreads further benefit investors.

In addition to the regular income that the endowment fund
receives from fixed income investments, it would also need
monthly income of £100,000. Looking at several yield equity
iShares ETFs with regular income distributions the fund manager
noticed that the iShares FTSE UK Dividend Plus ETF matches his
preferred equity universe. According to the dividend calendar
and the ETF distribution table published on www.iShares.com

in the fund specific page “Dividend & Yields”, this fund has four
distributions per year and a 12 month fund distribution yield of
4.23% (as at 26 February 2010).

The fund manager uses fund historical distributions over the
last year — published on the iShares website — to estimate the
cash flows which can be generated by the ETF, assuming an
initial investment of £10,000,000 on 26 February 2010. Figure
8 provides an illustration of the cash flow analysis. Despite the
ETF’s inflows being more variable due to the seasonal nature of
dividend flows, the endowment fund manager is satisfied with
matching his cash outflows with the estimated distributions
from the ETF and implements the investment.

Figure 8: Cash flow profile
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Source: BlackRock. For illustrative purposes only.
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Other ways to get exposure to
stocks with high dividends

In addition to dividend yield indices, there are other ways to gain
exposure to companies with high dividend distributions. These
include property indices or defensive stocks (such as utilities).
Defensive stocks have traditionally delivered higher dividends than
cyclical stocks (such as technology). Figure 9 shows the historical
dividend yields of selected defensive and cyclical sector indices.

Figure 9: Dividend yield of selected sector indices
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Source: Bloomberg. Historical index dividend yield as at 26 February 2010.
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Conclusion

iShares Dividend Yield ETFs can help provide a solution for
investors who are seeking regular cash flows from their
investment portfolios. In addition, Dividend Yield ETFs can help

to offset the negative impact of inflation.

There are various yield measures which can provide investors with
an estimate of the cash inflows that can be expected from an ETF
investment. iShares provides information on the commonly-used
measures of index dividend yields and ETF distribution yields for
all European iShares ETFs. However, as dividend payments tend
to vary over time, these measures should be used for indicative
purposes only. In addition, the dividend yield depends on the price
an investor pays when purchasing an ETF.

Investing in high dividend-paying stocks via iShares ETFs makes

income investing operationally easy. Investors benefit from the
iShares advantages of low cost, transparency and ease of trading.
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Contact us

H From the UK: 0845 357 7000
B From the Netherlands: 0800 0233 466
B From Luxembourg: +31 20 560 09 33

For more information on all iShares ETFs, please visit our website on www.iShares.com. Alternatively, please call us on:

B From Switzerland: 0800 33 66 88
B From Germany and Austria: +49 (0) 89 42729 5858
B From the DIFC: +971 4 401 9182

Regulatory Information

BlackRock Advisors (UK) Limited, which is authorised and regulated by the Financial
Services Authority (‘FSA), has issued this document for access by Professional Clients
in Austria, Germany, Luxembourg, Switzerland, the Dubai International Financial Centre
(DIFC), the Netherlands and the UK only and no other person should rely upon the
information contained within it. iShares plc, iShares Il plc and iShares Ill plc (together
‘the Companies’) are open-ended investment companies with variable capital having
segregated liability between their funds organised under the laws of Ireland and
authorised by the Financial Regulator.

For investors in Austria

The funds mentioned in this document are registered for public offer in Austria. The
sales prospectuses for the Companies, complete and simplified, as well as the annual
and semi-annual reports have been published in Austria and are available free of charge
from Raiffeisen Zentralbank Osterreich AG, Am Stadtpark 9, 1030 Vienna, the Austrian
paying and information agent and are also available on the website www.ishares.com.
In respect of the Irish-domiciled funds, the Companies intend to fulfil the requirements
for treatment of all of their sub-funds as ‘white’ funds. Therefore the Companies

have an Austrian tax representative who calculates the Austrian Deemed Distributed
Income figures once a year and files an electronic tax return with the Austrian Ministry
of Finance. However, it cannot be guaranteed that the requirements will be met in

the future. The Companies reserve the right to give up the ‘white’ status and to not
undertake such tax filings.

For investors in Germany

The sales prospectus, complete and simplified, as well as the annual and semi-annual
reports are available free of charge from Dresdner Bank AG, Jurgen-Ponto-Platz 1, 60301
Frankfurt. In respect of the Irish-domiciled funds, the Companies intend to fulfil the
prerequisites for treatment of their sub-funds as so-called “transparent funds” pursuant
to §§ 2 and 4 of the German Investment Tax Act (Investmentsteuergesetz — InvStG).
However, it cannot be guaranteed that the requirements will be met. The Companies
reserve the right to give up the “transparent status” and to not undertake the necessary
publications.

For investors in Luxembourg

The Companies have been notified to the Commission de Surveillance du Secteur
Financier in Luxembourg in order to market their shares for sale to the public in
Luxembourg and the Companies are notified Undertaking in Collective Investment

for Transferable Securities (UCITS). The Companies have not been listed on the
Luxembourg Stock Exchange, investors should contact their broker for further
information. Investment is subject to the Prospectus, all documents (the main/umbrella
Prospectus, complete and simplified, the Supplement[s], the latest and any previous
annual and semi-annual reports of the Companies and the Memorandum and Articles of
Association of the Companies) will be available in the Luxembourg, free of charge, from
the offices of the Local Agent, BNP Paribas Securities Services, Luxembourg Branch 33,
rue de Gasperich Howald — Hesperange L-2085 Luxembourg or by visiting the website
on www.iShares.com.

For investors in Switzerland

The Federal Banking Commission has authorised Barclays Bank (Suisse) SA, 8-10

rue d'ltalie, case postale 3941, 1211 Genéve 3, to act as Swiss Representative and
Paying Agent of the Companies. The prospectus, complete and simplified, the Articles
of Incorporation, the latest and any previous annual and semi-annual reports of

the Companies as well as a list of purchases and sales undertaken on behalf of the
Companies are available free of charge from the Swiss representative. Before investing
please read the prospectus, complete and simplified, copies of which can be obtained
from the Swiss representative.

For investors in the Dubai International Financial Centre (DIFC)

BlackRock Advisors (UK) Limited - Dubai Branch is regulated by the Dubai Financial
Services Authority (‘DFSA). This document is directed at ‘Professional Clients’ only
within the meaning of the rules of the DFSA and no other person should rely upon the
information contained within it. None of the funds are subject to any form of regulation
or approval by the DFSA. The DFSA has no responsibility for reviewing or verifying any
Prospectus or other documents in connection with these funds. Accordingly, the DFSA
has not approved the Prospectus or any other associated documents nor taken any
steps to verify the information set out in the Prospectus, and has no responsibility for it.
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For investors in the Netherlands

The Companies have been notified to the Authority Financial Markets in the Netherlands
in order to market their shares for sale to the public in the Netherlands and the
Companies are, accordingly, investment institutions (beleggingsinstellingen) according
to Section 1:1 Dutch Financial Markets Supervision Act of Investment Institutions.

The Companies will consequently, in respect of such notification, be subject to the
Netherlands Act on the Supervision of Investment Institutions, regulations enacted
pursuant thereto and the supervision thereunder of the Authority Financial Markets. The
Companies have been admitted to listing on the stock exchange of Euronext Amsterdam
N.V. and are, consequently, subject to the regulations of Euronext Amsterdam N.V.
Copies of all documents (the main/umbrella Prospectus, complete and simplified, the
Supplement[s], the latest and any previous annual and semi-annual reports of the
Companies and the Memorandum and Articles of Association of the Companies) will

be available in the Netherlands, free of charge, from the offices of the representative in
the Netherlands, BlackRock Advisors (UK) Limited — Dutch Branch, Rembrandt Toren,
17th floor, Amstelplein 1, 1096 HA Amsterdam, Netherlands or by calling the Dutch
representative’s information request line on 0800 0233 466.

For investors in the UK

Most of the protections provided by the UK regulatory system do not apply to the
operation of the Companies, and compensation will not be available under the UK
Financial Services Compensation Scheme on its default. The Companies are recognised
schemes for the purposes of the Financial Services and Markets Act 2000. Important
information is contained in the relevant prospectus, the simplified prospectus and other
documents, copies of which can be obtained by calling 0845 357 7000, from your broker
or financial adviser, by writing to BlackRock Advisors (UK) Limited, iShares Business
Development, Murray House, 1 Royal Mint Court, London EC3N 4HH or by writing to
the Administrator: Bank of Ireland Securities Services Limited, New Century House,
International Financial Services Centre, Mayor Street Lower, Dublin 1, Ireland.

Restricted Investors

This document is not, and under no circumstances is to be construed as, an
advertisement, or any other step in furtherance of a public offering of shares in the
United States or Canada. This document is not aimed at persons who are resident in the
United States, Canada or any province or territory thereof, where the Companies are not
authorised or registered for distribution and where no prospectus for the Companies has
been filed with any securities commission or regulatory authority. The Companies may
not be acquired or owned by, or acquired with the assets of, an ERISA Plan.

Risk Warnings

Shares in the Companies may or may not be suitable for all investors. BlackRock Advisors
(UK) Limited does not guarantee the performance of the shares or funds. The price

of the investments (which may trade in limited markets) may go up or down and the
investor may not get back the amount invested. Your income is not fixed and may
fluctuate. Past performance is not a reliable indicator of future results. The value of the
investment involving exposure to foreign currencies can be affected by exchange rate
movements. We remind you that the levels and bases of, and reliefs from, taxation can
change. Affiliated companies of BlackRock Advisors (UK) Limited may make markets in
the securities mentioned in this document. Further, BlackRock Advisors (UK) Limited
and/or its affiliated companies and/or their employees from time to time may hold
shares or holdings in the underlying shares of, or options on, any security included in this
document and may as principal or agent buy or sell securities.

Index Disclaimers

‘FTSE® is a trade mark jointly owned by the London Stock Exchange plc and the Financial
Times Limited (the ‘FT") and is used by FTSE International Limited (‘FTSE’) under licence.
The FTSE UK Dividend + Index is calculated by or on behalf of FTSE International Limited
(‘FTSE’). None of the Exchange, the FT nor FTSE sponsors, endorses or promotes iShares
FTSE UK Dividend Plus nor is in any way connected to the fund or accepts any liability in
relation to its issue, operation and trading. All copyright and database rights within the index
values and constituent list vest in FTSE. BlackRock Advisors (UK) Limited has obtained full
licence from FTSE to use such copyright and database rights in the creation of this product.
‘iShares’ is a registered trademark of BlackRock Institutional Trust Company, N.A. All
other trademarks, servicemarks or registered trademarks are the property of their
respective owners. © 2010 BlackRock Advisors (UK) Limited. Registered Company No.
00796793. All rights reserved. Calls may be monitored or recorded.
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