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Bank-originated assets — background

For decades, banks have developed large and complex platforms to originate, underwrite and
manage credit assets for a diverse range of corporate borrowers. In our view, many bank-
originated assets — like Revolving Credit Facilities (RCF) and Net Asset Value (NAV) financing —
can offer appealing returns and a resilient risk-profile if compared with traditional private
credit core allocations. However, they have traditionally required the extensive origination and
operational platforms that only banks could effectively manage and have therefore not been
accessible to mainstream external institutional investors for a long time.

Comparison of bank-originated assets with traditional private credit allocations
across the rating spectrum’
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Any forecast, projection or target when provided is indicative only and is not guaranteed in any way. Past performance does
not predict future returns. Any views expressed were held at the time of preparation and are subject to change without
notice.

1. Gross IRR for comparable credit investments as per Bloomberg indexes and LCD ELLI index as of Mar-24. Returns for illustrative
purposes only



RCFs, a growing and potentially attractive private credit

vertical

RCFs are bank-originated floating rate corporate loans allowing companies to borrow, repay
and borrow again up to a set credit limit, until the facility matures. Given their provision of
committed operational liquidity, RCFs are a tool for real-economy businesses to manage their

corporate treasury and have therefore proven to be a resilient credit investment through
economic cycles.

RCFs offer a resilient credit profile tested through the cycle23
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As an asset class, RCFs are usually only partially drawn by the borrowers. The majority of the
commitment is maintained undrawn as a source of back-up liquidity which in normal market
conditions is not required. Historical evidence from the European leveraged market shows
that RCFs are generally drawn c. 20-30% in normal market conditions, with spikes to 50-60%
only evidenced in periods of economic distress*. High drawing percentages above the 20-30%
historical average tend however to last for short periods of time only, as RCFs are short term
liquidity instruments.

Any forecast, projection or target when provided is indicative only and is not guaranteed in any way. Past performance
does not predict future returns. Any views expressed were held at the time of preparation and are subject to change
without notice.

2. S&P Apr-22 Global Annual Corporate Default Rate publication. Impairments based on applying an 80% recovery rate to S&P default rate
stats from 1981-2021 by credit rating band. HY Bond based on B rated data. Institutional TLB data based on a blended BB/ B pool. RCF
strategy impairments based on losses across HSBC's existing mid-markets financial sponsors loan book across UK and France

3. Mar-23 Fitch Ratings US Leveraged Finance Restructuring Report: 2003-2022 bankruptcy dataset

4. HSBC Continental Europe sampled portfolio as at Mar-23



Historical European RCFs drawing levels have remained stable through cycles?

Sampled Continental Europe Leveraged Credit RCF Portfolio historical drawing level
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Limited drawing levels provide an additional layer of credit protection to RCF investors. This is
evidenced by higher historical recovery rates with respect to comparable funded debt
instruments in the market. At default, RCFs tend not to be entirely drawn (80% based on S&P
methodology), which results in a higher recoverable amount and reduced credit risk.

A potentially attractive feature for investors is that RCFs can generate economics on the entire
size of the facility despite only being partially drawn on average. This is because the
borrowers also pay commitment fees on the available but undrawn portion of the RCF. As a
result, there are potential benefits for RCF investors. Firstly, RCF strategies can limit the
capital called from investors to the average RCF drawings across the portfolio. Secondly,
lower capital called can result in enhanced returns for investors.

When properly underwritten and structured, in our view, sub-IG-RCF strategies can generate
returns comparable or superior to mid-market direct lending, but with larger corporate
borrowers which are often considered to represent lower credit risk given larger scale,
geographical diversification and large, strongly capitalised private equity sponsors. These
high-quality borrowers can provide diversification to traditional mid-market direct lending
strategies.

RCFs can offer a potentially attractive return with a strong risk profile5:2
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Any forecast, projection or target when provided is indicative only and is not guaranteed in any way. Past performance
does not predict future returns. Any views expressed were held at the time of preparation and are subject to change

without notice.

5. IRR for comparable credit investments as per Bloomberg indexes and LCD ELLI index as of Mar-24



Critically, RCF strategies can help investors diversify base rate risk exposure in their existing
core private credit allocations. Due to market supply/demand dynamics, RCFs capture upfront
illiquidity premium, which can enhance returns and combined with other fee components, can
also reduce exposure to base rate fluctuations.

RCFs’ returns can have lower exposure to interest rate risk than comparable strategies®
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In our view, the RCF asset class has the potential to become a large and fast-growing private
credit vertical, with ~$20BN private equity-backed corporate RCFs refinanced in Europe every
year on average. Market structure changes and an evolving bank regulatory environment are
likely to further support this trend, providing investors large, scalable and potentially attractive
deployment opportunity while supporting real economy businesses.
Sub IG RCF - a large and scalable deployment opportunity
Expected refinancing wall in sub-IG European RCFs’ (€bn)
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Any forecast, projection or target when provided is indicative only and is not guaranteed in any way. Past performance
does not predict future returns. Any views expressed were held at the time of preparation and are subject to change
without notice. While any forecast, projection or target where provided is indicative only and not guaranteed in any
way, HSBC Alternative Investments Limited accepts no liability for any failure to meet such forecast, projection or

target.

6. EUR BBB Corporate Bond, Global HY Bond and EUR TLB % split based on current yield as of Mar-23 and Euribor base rate of 3.97%
7. HSBC Asset Management estimate as at March 2024, based on upcoming maturities for TLB and HYB and relative size of RCF vs.
total secured debt (based on information from LCD and Bloomberg). Any forecast, projection or target when provided is indicative only

and is not guaranteed in any way.



Key Risks

Risk considerations: there is no assurance that a portfolio will achieve its investment objective or will work under all
market conditions. The value of investments may go down as well as up and you may not get back the amount
originally invested. Portfolios may be subject to certain additional risks, which should be considered carefully along
with their investment objectives and fees.

¢ llliquidity: an investment in alternatives is a long-term illiquid investment. By their nature, the alternatives’
investments will not generally be exchange traded. These investments will be illiquid.

¢ Long-term horizon: investors should expect to be locked-in for the full term of the investment.

¢ Technological risk exists when the technology, on the scale proposed for the project, will not perform according
to specifications or will become prematurely obsolete. The risk of technical obsolescence following completion
becomes particularly important when a project involves a state-of-the-art technology in an industry whose
technology is rapidly evolving.

¢ Economic conditions: the economic cycle and prevailing interest rates will impact the attractiveness of the
underlying investments. Economic activity and sentiment also impacts the performance of underlying companies
and will have a direct bearing on the ability of companies to keep up with interest and principal repayments.

¢ Valuation: these investments may have no or a limited liquid market, and other investments including those in
respect of loans and securities of private companies, may be based on estimates which cannot be marked to market
until sale. The valuation of the underlying investments is therefore inherently opaque.

¢ Strategy risk: : Investments into alternatives may, among other risks, be negatively affected by adverse
regulatory developments or reform, credit risk and counterparty risk. The credit market bears idiosyncratic
risks such as borrower fraud, borrower bankruptcy, prepayment risk, security enforceability risk, subordination risk
and lender liability risk.

¢ Political and economic risks: General economic conditions may affect the activities. Changes in economic
conditions, including, for example, inflation, unemployment, competition, technological developments, political
events and other factors, none of which will be within the control of the General Partner or the service providers,
can substantially and adversely affect the business and prospect investors. Due to the geographic scope of its
activities, the strategy may be vulnerable to country or regional-specific political, macroeconomic and financial
environments or circumstances.

¢ Investor’s capital at risk: Investors may lose the entirety of invested capital.



Important information

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 capital invested in the fund can increase or decrease and is not guaranteed. 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, fund manager’s skill, fund 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. Mutual fund
investments are subject to market risks, read all scheme related documents carefully.

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

¢ 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 ltaly and Spain by HSBC Global Asset Management (France), a Portfolio Management Company authorised by
the French regulatory authority AMF (no. GP99026) and through the Italian 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 Comision Nacional del Mercado de Valores (CNMV) in Spain;

¢ in Mexico by HSBC Global Asset Management (Mexico), SA de CV, Sociedad Operadora de Fondos de Inversion,
Grupo Financiero HSBC which is regulated by Comision 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 Peru
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 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);

¢ in the 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.

NOT FDIC INSURED ¢ NO BANK GUARANTEE ¢« MAY LOSE VALUE

Copyright © HSBC Global Asset Management Limited 2024. All rights reserved. No part of this publication may be
reproduced, stored in a retrieval system, or transmitted, on any form or by any means, electronic, mechanical,
photocopying, recording, or otherwise, without the prior written permission of HSBC Global Asset Management
Limited.
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