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Who is a Custodian?

9 A custodian is a bank or other institution that holds securities on behalf of investors

1 The very basic tasks performed by a custodian include:

A Safekeeping of securities

A Accepting or rejecting traded securities

A Asset Servicing: Processing of rights, collecting principal, interest,
or dividend payments

A Cash Managementand Foreign Exchange services

Collectively, these services are called Custody Services.

— If an investor holds foreign securities, their global custodian will contract with
custodians in foreign countries to provide local custody services. These custodians
are called Sub-Custodians



Regulatory Oversight of Custodians

1 Internationally

HSBC is a highly regulated entity providing security to market infrastructures

A US SEC Rule 17F-5

A Canadian National Instrument 81-102 (NI 81-102)

A Hong Kong Mandatory Provident Fund regulations

A German Federal Financial Supervisory Authority (BaFin)
A The Markets in Financial Instruments Directive (MiFID)
A Financial Services and Market Act 2000

A Financial Conduct Authority

1 MENA Region

A SCA in UAE (mandating all investors to use custodians)
A QFMA in Qatar

A CMA in Saudi, Kuwait and Oman

A EFSAin Egypt

A JSCin Jordan

A CBB in Bahrain



Custodian Interactions

Processing cross-border /

securities trades, keeping
financial assets and servicing
the associated portfolios

Various type of funds that
want direct local access to
custodian services
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Placing orders on behalf of
international funds in

Bank \
respective local markets : _
either d_|rectly or through Regulator

regional brokers.
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MSCI, FTSE, The Association
of Global Custodians, IOSCO,
SWIFT, G30, ISSA.....
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Broker Clearing — Glossary

1 ‘NCP’ — “Non-Clearing Participant”
A trading member with the Exchange only, and not being a clearing member with the clearing house. Terminology
applicable to Hong Kong and Australia

1 ‘GCP/GCM’ — “General Clearing Participant/Member”
A clearing member with the clearing house and have ability to clear third-party trades. Terminology
applicable to Hong Kong, Australia, United Arab Emirates

1 ‘Market-side settlement’
The settlement of exchange executions in net or gross manner. The counterpart is normally the
stock exchange acting as CCP

{ ‘Street-side settlement’
Settlement of transactions between the broker and third parties be they sub-custodians or other
broker s. These may or may noside detlement a di rect |
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Broker Clearing - Overview
The Concept of Account Operator & Third Party Clearing

ACCOUNT OPERATOR A An Exchange Participant (Trading & Clearing Member) can appoint an Account
(AGENCY CLEARING) . .
Operator to clear and settle their trades on their behalf.

A The Account Operator takes up the clearing and settlement operation on behalf
of the Exchange Participant.

A Trading and settlement risk and settlement obligations remain with Exchange
Participant.

THIRD PARTY CLEARING * A" An Exchange Participant (Trading Only Member) can appoint a Clearing

Participant to clear and settle their trades on their behalf.

A The Clearing Participant takes up the clearing and settlement operation and
obligation on behalf of the Exchange Participant.



Broker Clearing - Overview
Post Execution Landscape

Proprietary
(Trading)

Chi ent. s Client
processing (Trading)

Client HSBC Clearing
(Custody)

Global/ HSBC/

Sub-Custody

Sub-Custody
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Broker Clearing — Functions

Post-Execution/ Back Office Post-Settlement/

Middle Office (Account Operator & Third Party Clearing) Value added Services

i Trade Capture i Pre-Matching & Settlement 1 Contract Notes/Trade
i Allocation i Settlement Netting Confirmations
Management i1 Allegement & Fails Management T Regulatory Reporting
T Ticketing i Asset Servicing/Corporate Actions T Accounting & Risk data
T Audit Tr_a ! 1 Reconciliations (Depot, Stock, Nostro) T Static data
generation 1 MIS & General Reporting 1 Liquidity Mar_Iagement/
I etc Balance Optimization
i Margins/Marks Management § Market Advocacy
1 etc 1 etc
1 A “Full Back Office

Outsourcing”



Account Operator — W orkflow

EXChange member (1) Market orders and execution

(3) Settlement
Instructions via
various channels

(4) Clearing and settlement
instructions

Money movement
eXChange member Net settlement/DVP/Marks

HSBC as operator for the

Stock exchange

trading system

(2) Flled trades

Central clearing

system

Exchange member’s
clearing participant account

|

I Trades to be settled or
: cleared remain with the
I exchange member

|



Third Party Clearing — W orkflow

Exchange member

(1) Market orders and execution Stock eXChange

as NCP

trading system

(5) Clearing and settlement
instructions Money (2a) Filled trades
movement Net settlement/
DVP/Mark

4) Settlement
instructions

Real-time
price feed

Central clearing
system

4_
(3a) Flled trades for processing and reconciliation

A

Trade processing
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HSBC'’s clearing
Risk monitoring < participant account
\ (3b) Filled trades for NCP’s trading activities ,
AY ’/
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HSBC as general clearing I
participant

HSBC GCP Clearing A/C

At this point, HSBC has taken I
up the obligations for NCP’s
market settlement I

HSBC system Account set

Monitor NCP : :
up per market requirement |

exposure




Roles and Clearing/Settlement Obligations- remove

AccountOperator (AO) Third Party Clearing (TPC)

Requires exchange approval Yes* Yes
Trading membership Broker Broker
Clearing membership Broker HSBC

Clearing/Settlement Obligations for

market-side settlement Broker HSBC

Counterparty to central clearinghouse &

. Broker HSBC
depository

* Market determines



Thank you — any guestions?
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Disclaimer

Issued by HSBC Bank Middle East Limited, Bahrain, PO Box 57.

Incorporated in Jersey, Channel Islands. Regulated by the Jersey Financial Services Commission. Licensed and regulated by the Central
Bank of Bahrain as a Conventional Retail Bank, in the Kingdom of Bahrain.

The information provided has not been prepared taking into account the particular investment objectives, financial situation and needs of

any particular investor. As a result, investors using this information should assess whether it is appropriate in the light of their own

individual circumstances before acting on it. The information in this document is derived from sources believed to be reliable, but which

have not beenindependently verified. However, HSBC Bank Middle East Limited makes no guarantee of its accuracy and complete ness

and is not responsible for errors of transmission of factual or analytical data, nor shall HSBC Bank Middle East Limited be liable for
damages arising out of any person’s reliance upon this donformati c
proprietary data. The opinions in this document constitute the present judgment of the issuer, which is subject to change without notice.

This document is neither an offer to sell, purchase or subscribe for any investment nor a solicitation of such an offer. This document is
intended for the use of institutional and professional customers and is not intended for the use of private customers. This d ocument is not
intended for distribution in the United States of America or to US persons. This document is intended to be distributed in its entirety. No
consideration has been given to the particular investment objectives, financial situation or particular needs of any recipient. Any
transaction wi |l be subject to HSBC Bank’s Terms of Business.



