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In an uncertain macroeconomic environment, Borja Azpilicueta,
Head of Capital Solutions at HSBC Asset Management, explains how
bank-originated assets can enhance returns for institutional investors.

What is Capital Solutions and how does it provide investors with access to bank-originated assets?

The Capital Solutions (CS) team is part of HSBC Asset Management'’s Alternatives business. Capital Solutions provides
institutional and wealth clients access to proprietary deal flow originated by HSBC Bank. The business invests in scalable
asset classes where HSBC has differentiated origination and underwriting capabilities and a proven track record across
market cycles. Through an arms-length governance framework, Capital Solutions provides an additional layer of
independent asset selection, ensuring alignment of interest with investors.

Over the past 12 months, the team has developed and launched two strategies providing institutional investors with
access to proprietary alternative credit assets originated by HSBC Bank.

What Capital Solutions strategies does HSBC Asset Management offer?

The CS products launched to date include the Revolving Credit Facility (RCF) and Net Asset Value (NAV) Financing
strategies. A potential third strategy, Trade Financing, is being explored to capitalize on growing investor demand for
short-dated, investment grade quality private credit instruments, leveraging HSBC Bank's global Trade Finance platform.
The Trade Financing strategy is targeting a launch in the first quarter of 2025.

RCFs are revolving loans that provide operational liquidity to corporates. As an asset class, they have low historic default
rates and have proven to be resilient through the cycle. In the case of sub investment grade RCFs, these
are a higher-yielding alternative to traditional private credit strategies, benefitting from low exposure to interest
rate movements.

Our NAV finance strategy provides senior loans secured against the value of quality, seasoned private equity portfolios.
NAV loans are high-yielding private credit instruments, with three-to-four-year average maturities and benefiting from
downside structural protections We expect the majority of the loans to have an external Investment Grade (IG) rating. In
an environment where investment periods are likely to extend, NAV finance allows a borrower to drive portfolio growth
and value creation.

Diversification does not ensure a profit or protect against loss. Any forecast, projection or target when provided is 1
indicative only and is not guaranteed in any way



A potential third CS capability being explored is Trade Financing. HSBC Bank is one of the largest trade finance providers
in the world and we believe the asset class can provide investors with access to high quality, short-dated, investment
grade trade assets.

What makes Capital Solutions strategies an attractive asset class for institutional investors?

In short, our strategies allow Institutional investors to capture the illiquidity premium through conservatively structured
loans that can enhance yield without compromising credit quality. The strategies have also garnered significant interest
among unconstrained investors, such as large Family Offices.

RCFs have proven to be highly resilient during economic downturns with a default rate of around 20 basis points (bps),
which is notably lower compared to other credit strategies such as unitranche. This resilience can be attributed to
borrowers’ need for RCFs to support their operational liquidity such as covering salaries, taxes, and payments to suppliers.
Furthermore, RCFs are always either senior secured or super-senior.

The RCF strategy can also benefit from significant size-benefits as it invests in well-established, global businesses, most
with EBITDA larger than $200mn. This has proven to be particularly relevant for large institutional investors, as RCFs can
potentially generate returns similar or higher than core mid-market direct lending whilst also benefitting from the
additional credit protection associated with larger borrowers.

NAV financing facilities sit between the fund assets and fund investors, and benefit from priority access to cashflows
generated by the portfolio. Over 90% of private equity funds raised historically have returned all capital to its investors,
and as such, NAV lending to these funds represents a stable and potentially attractive investment opportunity. When
combined with low LTV levels and portfolio diversification and cross collateralisation, NAV financing can achieve an
external investment grade rating.

Where do these assets fit in an investor’s portfolio?

RCFs serve as a diversifier for institutional or wealth clients who are already invested in direct lending, by potentially
generating similar or better returns from broadly syndicated loans where the borrowers are usually larger scale corporates
than those targeted by unitranche strategies. RCFs can also offer lower duration than equivalent term loans. RCFs could
also provide regulatory benefits for specific pools of capital, such as insurance capital.

NAV finance could become a core private investment grade credit allocation, providing portfolio diversification vs.
existing private equity and core credit holdings. NAV finance can provide similar returns to sub-IG term loan strategies,
but in a shorter maturity and with an |G credit profile, potentially offering a premium of 300-500bps compared with other
similarly rated liquid credit instruments.

Trade finance is self-liquidating, so its maturity period is short. Its semi-liquid structure fits into strategic asset allocation
as part of a liquidity-plus or strategic liquidity allocation.

For regulated pools of capital, the combination of an investment-grade rating, short duration, and a 200bp yield, makes
the asset class potentially attractive for portfolio construction.

Which geographies have you seen the most uptake for these strategies?

We have had interest from European, Middle Eastern, and Asian investors with international allocations. Our investor
base is typically exposed to US dollar and many of them are well versed in private credit strategies. For these investors,
RCF and NAV provide diversification benefits without changing their risk profiles.
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What makes HSBC Asset Management a good provider of Capital Solutions products?

Each of the Capital Solutions strategies have launched in partnership with HSBC Bank, providing the business access to
one of the world's largest balance sheets and proprietary deal flow. Across asset classes, HSBC Bank has a historical
prudent and conservative underwriting process, resulting in a deep and high-quality client book. HSBC is one of the
leading leveraged finance houses in Europe with a demonstrable track record through the cycle. For NAV financing,
HSBC runs a leading fund finance platform with a track record of over 20 years and global origination capabilities.

HSBC Asset Management has visibility of the entire private equity ecosystem, ranging from fundraising, financing
and refinancings, giving it extensive oversight over deal flow and allowing our business to be highly selective
when investing.

The structure of HSBC Asset Management offers two additional benefits. First, the combination of our origination
agreement with HSBC Bank and an independent fiduciary and governance framework. Our senior team has more than
20, and sometimes 30 years of experience, and can provide an informed and balanced view of the market. We understand
how to triangulate risk, how the assets behave in a downturn, and how to construct a portfolio with limited exposure to
cyclical sectors.

The second benefit is that the Group has skin in the game, as an investor in the strategies. This aligns the Group interests
with those of external investors.

What is the outlook for these strategies for the rest of 2024 and beyond?

Several key trends are expected to shape the market in the coming year. While the macroeconomic landscape has started
to show signs of recovery, a level of uncertainty still needs to be factored into our investment considerations. We adopt
a heightened level of diligence, carefully considering external factors, such as potentially persistent inflation levels, supply
chain risk and shifts in consumer spending patterns. Our investment approach remains highly selective, but we have
continued to be able to deploy capital into high quality assets.

A combination of flat economic growth and still elevated interest rates may continue to put pressure on assets across
the market in the near term. Our strategies focus on investments which have proven to be resilient over the economic
cycle, as shown by lower default rates in comparison with other private credit asset classes. This resilience stems from
the downside protections these strategies offer. RCFs typically target larger, more established corporate borrowers with
diversified operations, while NAV financing benefits from being secured against a broad portfolio of underlying assets.
These protective features can help mitigate default risk, even in challenging economic conditions.

Potentially, we expect our strategies to generate attractive returns on a relative basis even in a declining interest rate
environment, which may affect returns across private credit assets. Our strategies allow lower dependency on base rates,
as is the case for the RCF strategy, or capturing the illiquidity premium, as is the case for NAV finance.

Looking ahead, businesses will continue to require capital, and often in new formats. Banks have been refocusing and
prioritizing specific asset classes and certain types of clients. This creates a valuable opportunity for managers like us
who partner with banking platforms but also work directly with sponsors and other market participants.

Diversification does not ensure a profit or protect against loss. Any forecast, projection or target when provided is 3
indicative only and is not guaranteed in any way.



For Professional Clients and intermediaries within countries and territories set out below, and for Institutional Investors
and Financial Advisors in the US. This document should not be distributed to or relied upon by Retail clients/investors.

The value of investments and the income from them can go down as well as up and investors may not get back the amount originally
invested. The performance figures contained in this document relate to past performance, which should not be seen as an indication
of future returns. Future returns will depend, inter alia, on market conditions, investment manager's skill, risk level and fees. Where
overseas investments are held the rate of currency exchange may cause the value of such investments to go down as well as up.
Investments in emerging markets are by their nature higher risk and potentially more volatile than those inherent in some established
markets. Economies in Emerging Markets generally are heavily dependent upon international trade and, accordingly, have been and
may continue to be affected adversely by trade barriers, exchange controls, managed adjustments in relative currency values and
other protectionist measures imposed or negotiated by the countries and territories with which they trade. These economies also have
been and may continue to be affected adversely by economic conditions in the countries and territories in which they trade.

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in part, for
any purpose. All non-authorised reproduction or use of this document will be the responsibility of the user and may lead to legal
proceedings. The material contained in this document is for general information purposes only and does not constitute advice or a
recommendation to buy or sell investments. Some of the statements contained in this document may be considered forward looking
statements which provide current expectations or forecasts of future events. Such forward looking statements are not guarantees of
future performance or events and involve risks and uncertainties. Actual results may differ materially from those described in such
forward-looking statements as a result of various factors. We do not undertake any obligation to update the forward-looking statements
contained herein, or to update the reasons why actual results could differ from those projected in the forward-looking statements. This
document has no contractual value and is not by any means intended as a solicitation, nor a recommendation for the purchase or sale
of any financial instrument in any jurisdiction in which such an offer is not lawful. The views and opinions expressed herein are those
of HSBC Asset Management at the time of preparation and are subject to change at any time. These views may not necessarily indicate
current portfolios' composition. Individual portfolios managed by HSBC Asset Management primarily reflect individual clients'
objectives, risk preferences, time horizon, and market liquidity. Foreign and emerging markets. Investments in foreign markets involve
risks such as currency rate fluctuations, potential differences in accounting and taxation policies, as well as possible political, economic,
and market risks. These risks are heightened for investments in emerging markets which are also subject to greater illiquidity and
volatility than developed foreign markets. This commentary is for information purposes only. It is a marketing communication and
does not constitute investment advice or a recommendation to any reader of this content to buy or sell investments nor should it be
regarded as investment research. It has not been prepared in accordance with legal requirements designed to promote the
independence of investment research and is not subject to any prohibition on dealing ahead of its dissemination. This document is not
contractually binding nor are we required to provide this to you by any legislative provision.

All data from HSBC Asset Management unless otherwise specified. Any third-party information has been obtained from sources we
believe to be reliable, but which we have not independently verified.

HSBC Asset Management is the brand name for the asset management business of HSBC Group, which includes the investment
activities that may be provided through our local regulated entities. HSBC Asset Management is a group of companies in many
countries and territories throughout the world that are engaged in investment advisory and fund management activities, which are
ultimately owned by HSBC Holdings Plc. (HSBC Group). The above communication is distributed by the following entities:

* In Argentina by HSBC Global Asset Management Argentina S.A., Sociedad Gerente de Fondos Comunes de Inversion, Agente de
administracion de productos de inversién colectiva de FCI N°1;

* In Australia, this document is issued by HSBC Bank Australia Limited ABN 48 006 434 162, AFSL 232595, for HSBC Global Asset
Management (Hong Kong) Limited ARBN 132 834 149 and HSBC Global Asset Management (UK) Limited ARBN 633 929 718.
This document is for institutional investors only and is not available for distribution to retail clients (as defined under the
Corporations Act). HSBC Global Asset Management (Hong Kong) Limited and HSBC Global Asset Management (UK) Limited are
exempt from the requirement to hold an Australian financial services license under the Corporations Act in respect of the financial
services they provide. HSBC Global Asset Management (Hong Kong) Limited is regulated by the Securities and Futures
Commission of Hong Kong under the Hong Kong laws, which differ from Australian laws. HSBC Global Asset Management (UK)
Limited is regulated by the Financial Conduct Authority of the United Kingdom and, for the avoidance of doubt, includes the



Financial Services Authority of the United Kingdom as it was previously known before 1 April 2013, under the laws of the United
Kingdom, which differ from Australian laws;

in Bermuda by HSBC Global Asset Management (Bermuda) Limited, of 37 Front Street, Hamilton, Bermuda which is licensed to
conduct investment business by the Bermuda Monetary Authority;

in Chile: Operations by HSBC's headquarters or other offices of this bank located abroad are not subject to Chilean inspections or
regulations and are not covered by warranty of the Chilean state. Further information may be obtained about the state guarantee
to deposits at your bank or on www.sbif.cl;

in Colombia: HSBC Bank USA NA has an authorized representative by the Superintendencia Financiera de Colombia (SFC)
whereby its activities conform to the General Legal Financial System. SFC has not reviewed the information provided to the
investor. This document is for the exclusive use of institutional investors in Colombia and is not for public distribution;

in Finland, Norway, Denmark and Sweden by HSBC Global Asset Management (France), a Portfolio Management Company
authorised by the French regulatory authority AMF (no. GP99026) and through the Stockholm branch of HSBC Global Asset
Management (France), regulated by the Swedish Financial Supervisory Authority (Finansinspektionen);

in France, Belgium, Netherlands, Luxembourg, Portugal, Greece by HSBC Global Asset Management (France), a Portfolio
Management Company authorised by the French regulatory authority AMF (no. GP99026);

in Germany by HSBC Global Asset Management (Deutschland) GmbH which is regulated by BaFin (German clients) respective by
the Austrian Financial Market Supervision FMA (Austrian clients);

in Hong Kong by HSBC Global Asset Management (Hong Kong) Limited, which is regulated by the Securities and Futures
Commission. This video/content has not be reviewed by the Securities and Futures Commission;

in India by HSBC Asset Management (India) Pvt Ltd. which is regulated by the Securities and Exchange Board of India;

in Italy and Spain by HSBC Global Asset Management (France), a Portfolio Management Company authorised by the French
regulatory authority AMF (no. GP99026) and through the ltalian and Spanish branches of HSBC Global Asset Management
(France), regulated respectively by Banca d'ltalia and Commissione Nazionale per le Societa e la Borsa (Consob) in Italy, and the
Comisién Nacional del Mercado de Valores (CNMV) in Spain;

in Malta by HSBC Global Asset Management (Malta) Limited which is regulated and licensed to conduct Investment Services by
the Malta Financial Services Authority under the Investment Services Act;

in Mexico by HSBC Global Asset Management (Mexico), SA de CV, Sociedad Operadora de Fondos de Inversion, Grupo Financiero
HSBC which is regulated by Comisién Nacional Bancaria y de Valores;

in the United Arab Emirates, Qatar, Bahrain & Kuwait by HSBC Global Asset Management MENA, a unit within HSBC Bank Middle
East Limited, U.A.E Branch, PO Box 66 Dubai, UAE, regulated by the Central Bank of the U.A.E. and the Securities and
Commodities Authority in the UAE under SCA license number 602004 for the purpose of this promotion and lead regulated by the
Dubai Financial Services Authority. HSBC Bank Middle East Limited is a member of the HSBC Group and HSBC Global Asset
Management MENA are marketing the relevant product only in a sub-distributing capacity on a principal-to-principal basis. HSBC
Global Asset Management MENA may not be licensed under the laws of the recipient’s country of residence and therefore may
not be subject to supervision of the local regulator in the recipient’s country of residence. One of more of the products and services
of the manufacturer may not have been approved by or registered with the local regulator and the assets may be booked outside
of the recipient’s country of residence.

in Peru: HSBC Bank USA NA has an authorized representative by the Superintendencia de Banca y Seguros in Perl whereby its
activities conform to the General Legal Financial System - Law No. 26702. Funds have not been registered before the
Superintendencia del Mercado de Valores (SMV) and are being placed by means of a private offer. SMV has not reviewed the
information provided to the investor. This document is for the exclusive use of institutional investors in Perd and is not for public
distribution;

in Singapore by HSBC Global Asset Management (Singapore) Limited, which is regulated by the Monetary Authority of Singapore.
The content in the document/video has not been reviewed by the Monetary Authority of Singapore;

in Switzerland by HSBC Global Asset Management (Switzerland) AG. This document is intended for professional investor use only.
For opting in and opting out according to FinSA, please refer to our website; if you wish to change your client categorization,
please inform us. HSBC Global Asset Management (Switzerland) AG having its registered office at Gartenstrasse 26, PO Box, CH-
8002 Zurich has a licence as an asset manager of collective investment schemes and as a representative of foreign collective
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investment schemes. Disputes regarding legal claims between the Client and HSBC Global Asset Management (Switzerland) AG
can be settled by an ombudsman in mediation proceedings. HSBC Global Asset Management (Switzerland) AG is affiliated to the
ombudsman FINOS having its registered address at Talstrasse 20, 8001 Zurich. There are general risks associated with financial
instruments, please refer to the Swiss Banking Association (“SBA") Brochure “Risks Involved in Trading in Financial Instruments”;

* in Taiwan by HSBC Global Asset Management (Taiwan) Limited which is regulated by the Financial Supervisory Commission
R.O.C. (Taiwan);

* inthe UK by HSBC Global Asset Management (UK) Limited, which is authorised and regulated by the Financial Conduct Authority;

* and in the US by HSBC Global Asset Management (USA) Inc. which is an investment adviser registered with the US Securities
and Exchange Commission.

* In Uruguay, operations by HSBC's headquarters or other offices of this bank located abroad are not subject to Uruguayan
inspections or regulations and are not covered by warranty of the Uruguayan state. Further information may be obtained about
the state guarantee to deposits at your bank or on www.bcu.gub.uy.

NOT FDIC INSURED ¢ NO BANK GUARANTEE ¢ MAY LOSE VALUE
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