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Introduction

*

Investors can choose among several instruments to gain exposure to a given index: among the
most common instruments are ETFs and Futures.

Each of those investment tools has specific characteristics which investors need to take into
account in order to make the most efficient investment suited to their needs.

Investors should be looking at — among others aspects — costs, fees, tax considerations, market
frictions, complexity, internal restrictions, counterparty and operational risk, regulatory and legal
framework.

Historically, investors have used futures due to their perceived lower costs. However, that has
changed recently due to a number of factors. Among these are increased banking regulations,
resulting higher balance sheet funding costs, and the competitive nature of the ETF market, which
led to a compression in ETF management fees.

In addition, easier operational handling of ETF positions and the tried and tested UCITS regulatory
framework has led many investors to increasingly use ETFs to replicate index positions.

The material contained herein is for information only and does not constitute legal, tax or investment advice or a recommendation to any reader of this material
to buy or sell investments. You must not, therefore, rely on the content of this document when making any investment decisions. 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 Global Asset Management (UK) Limited accepts no liability for any failure to meet such forecast, projection or target.
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ETF

Future

Collective investment scheme which
trades on exchange throughout the
trading day like listed shares

An obligation for the buyer to purchase the
underlying asset at a pre-specified future date and
price

Benefits from tried and tested UCITS
framework for European-domiciled ETF

Classified as listed derivative contract

Fully-funded (100% upfront payment)

Partial funding (margin posting requirement)

Broad range of exposures available,
from standard indices covering broad
market segments to niche indices
covering only a subset of the markets or
specialised investment styles (e.qg.
“smart beta”)

Narrow range of exposures available compared to
ETF, covering mostly blue-chip indices (e.g. S&P
500, EuroStoxx b0, etc.)

On-exchange and “over-the-counter”
(OTC)

On-exchange and OTC

Multiple layers of liquidity available
¢ Secondary market liquidity

¢ Primary market liquidity of
underlying securities

Deep liquidity available for major indices only

& Bid/ask spread at the point of
trading

¢ Brokerage commissions at the point
of trading

¢ Bid/ask spread on each roll
¢ Brokerage commissions on each roll
¢ Futures roll commissions on each roll

Transparent and predictable cost
structure

& Tracking difference between the
index and the ETF

They can be unpredictable and are made of explicit
and implicit costs

¢ Explicit cost: uncertain “roll costs” {rich/cheap)
upon expiry of contracts, driven by market
conditions, bank regulation and resulting
balance sheet funding costs

@ Implicit cost: reference funding rate vs return
on cash

¢ Open-ended structure of ETF
(minimal operational effort needed)

& Professional portfolio management

& Distributing ETF: need to re-invest
dividends

¢ Monthly or quarterly expiry of contracts

€ Investors need to “roll” expiring contracts in
order to stay invested

@ Daily margin posting / cash flow management

None (except leveraged ETF)

High, given low margin requirements

Source: HSBC Asset Management. For illustrative purposes only.




Key risks

The value of an investment in the portfolios and any income from them can go down as well as up and as with any investment you

may not receive back the amount originally invested.

4 Concentration Risk: The Fund may be concentrated in a limited number of securities, economic sectors and/or countries. As a result, it
may be more volatile and have a greater risk of loss than more broadly diversified funds

& Counterparty Risk: The possibility that the counterparty to a transaction may be unwilling or unable to meet its obligations

& Derivatives Risk: Derivatives can behave unexpectedly. The pricing and volatility of many derivatives may diverge from strictly
reflecting the pricing or volatility of their underlying reference(s), instrument or asset

& Emerging Markets Risk: Emerging markets are less established, and often more volatile, than developed markets and involve higher
risks, particularly market, liquidity and currency risks

& Exchange Rate Risk: Changes in currency exchange rates could reduce or increase investment gains or investment losses, in some
cases significantly

¢ Index Tracking Risk: To the extent that the Fund seeks to replicate index performance by holding individual securities, there is no
guarantee that its composition or performance will exactly match that of the target index at any given time (“tracking error”)

¢ Investment Fund Risk: Investing in other funds involves certain risks an investor would not face if investing in markets directly.
Governance of underlying assets can be the responsibility of third-party managers

¢ Investment Leverage Risk: Investment Leverage occurs when the economic exposure is greater than the amount invested, such as
when derivatives are used. A Fund that employs leverage may experience greater gains and/or losses due to the amplification effect
from a movement in the price of the reference source

¢ Liquidity Risk: Liquidity Risk is the risk that a Fund may encounter difficulties meeting its obligations in respect of financial liabilities
that are settled by delivering cash or other financial assets, thereby compromising existing or remaining investors

& Operational Risk: Operational risks may subject the Fund to errors affecting transactions, valuation, accounting, and financial reporting,
among other things

& Real Estate Investments Risk: Real estate and related investments can be negatively impacted by any factor that makes an area or
individual property less valuable

Important information

For Professional Clients and intermediaries within countries and territories set out below; and for Institutional Investors and
Financial Advisors in Canada and 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 and is not subject to any prohibition on dealing ahead of
its dissemination.

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
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:




4 In Argentina by HSBC Global Asset Management Argentina S.A., Sociedad Gerente de Fondos Comunes de Inversidn, Agente de
administracion de productos de inversion 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 Canada by HSBC Global Asset Management (Canada) Limited which provides its services as a dealer in all provinces of Canada
except Prince Edward Island and also provides services in Northwest Territories. HSBC Global Asset Management (Canada) Limited
provides its services as an advisor in all provinces of Canada except Prince Edward Island;

€ 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;

4 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);

4 in Hong Kong by HSBC Global Asset Management (Hong Kong) Limited, which is regulated by the Securities and Futures Commission;
¢ inIndia by HSBC Asset Management {India) Pvt Ltd. which is regulated by the Securities and Exchange Board of India;

@ InlIsrael, HSBC Bank plc {Israel Branch) is regulated by the Bank of Israel. This document is only directed in Israel to qualified investors
{under the Investment advice, Investment marketing and Investment portfolio management law-1995) of the Israeli Branch of HBEU for
their own use only and is not intended for distribution;

& inltaly 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 Inversién, Grupo Financiero
HSBC which is regulated by Comision Nacional Bancaria y de Valores;

€ inthe United Arab Emirates, Qatar, Bahrain & Kuwait by HSBC Bank Middle East Limited which are regulated by relevant local Central
Banks for the purpose of this promotion and lead regulated by the Dubai Financial Services Authority.

€ in Oman by HSBC Bank Oman S.A.O.G regulated by Central Bank of Oman and Capital Market Authority of Oman;

@ 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 Pert and is not for public distribution;

® in Singapore by HSBC Global Asset Management (Singapore) Limited, which is regulated by the Monetary Authority of Singapore;

€ in Switzerland by HSBC Global Asset Management {Switzerland) AG whose activities are regulated in Switzerland and which activities
are, where applicable, duly authorised by the Swiss Financial Market Supervisory Authority. Intended exclusively towards qualified
investors in the meaning of Art. 10 para 3, 3bis and 3ter of the Federal Collective Investment Schemes Act (CISA);

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

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

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