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There is considerable overlap between Islamic and sustainable investment
strategies

Understand the screening methodologies used to create Shariah-compliant
portfolios

Explore the role of a Shariah board in the development and oversite of our
products

A broad choice of equity, fixed income, and multi-asset options mean
numerous risk-return profiles can be created using a moderate number of
Shariah-compliant asset classes

Islamic faith-based investments are growing in popularity. On the face of it
they seem distinctly niche, but there is far more philosophical and practical
overlap with sustainable investments than most investors realise

In this article we explore the screening methodologies employed, the nature
of equivalent fixed income products, known as Sukuk, and how Shariah
compliant investment portfolios can target a number of risk-return profiles
using just a moderate number of Shariah compliant asset class.

Shariah Philosophy

Shariah compliant investments are assets that have been screened according to
a set of principles commonly associated with Shariah law. Examples of such
principles include risk sharing between parties to a financial transaction, the
limiting of unnecessary uncertainty in business or financial contracts, a
prohibition on interest (Riba) and hoarding of capital with no productive
intention, whilst at the same time there is a strong emphasis on property rights
and fair treatment of employers, employees, customers, and other stakeholders.

Very often when screening companies for Shariah compliance, the nature of the
screening has two dimensions:



1. Business activity: Ensuring the company has no significant exposure to non-permissible revenue
sources such as selling goods or services related to gambling, weapons, alcohol, tobacco, pork
products, adult entertainment, and other prohibited offerings.

2. Financial screening: This addresses the tolerance limits for prohibited (haram) interest-based
investments, interest-based debts, liquidity, and other forms of prohibited income.

Typically speaking, companies or other entities which pass these two screening methodologies are
deemed to be Shariah compliant.

When managing Shariah compliant investment products of any kind, governance and oversite by a
reputable Shariah board is crucial. At HSBC we are proud to have a well-known and respected
Shariah board that is intricately involved in the development and oversite of our Shariah compliant
investment. Whether it is monitoring the portfolio management practices and operational set-up of
our funds and platform, ensuring legal documentation is correctly reflective of investment features,
or applying the correct methodology for calculating impure incomellour Shariah board ensure our
products are created and managed in an entirely Shariah compliant way and meet AAOIFI
standards.

Shariah compliant investments should have a dividend purification system in place where the
proportion of total revenue for applicable companies that comes from non-permissible sources is
used as a guide to ring fence some of the dividend income which investors are then required to
donate to charity. At HSBC Asset Management we carry out this process on behalf of investors,
under the watch and guidance of our Shariah board, to ensure our products remain Shariah
compliant.

What are ‘Sukuk’ bonds and how do they differ from conventional fixed
income?

Sukuk are Shariah compliant equivalents to conventional fixed income securities. These securities
are typically issued by governments, corporates, supranationals and other entities to raise capital,
but despite their differences to conventional fixed income securities, the Sukuk market displays

similar dynamics to conventional fixed income markets and emerging market bonds in particular.

Sukuk bonds have a high correlation to their conventional counterparts and have low average credit
spreads. These measures are a good gauge of investor perception of interest rate and credit risk for
Sukuk versus conventional bonds. Although periods of volatility (such as the pandemic in 2020 and
the broad market sell off in 2022) briefly impacted spreads, spread differentials have continued to
tighten over the years.

But there are other distinct features of the asset class too including:
¢ A fixed maturity period and coupon as with conventional fixed income
¢ Typically, Sukuk are asset backed which has culminated in a low default rate

¢ They are assessed and rated by international rating agencies which investors use as a guideline
to assess risk/return parameters of the security

¢ Sukuk are tradable in the secondary market, depending on the structure, and they are becoming
increasingly liquid instruments given the impressive growth of the market in recent years



Conventional bonds are instruments where the issuer has an obligation to pay bondholders cash
flows in the form of interest and principal on certain specified dates. In contrast, Sukuk are based
on the ownership of a share of an asset, as well as the associated cash flows and risks. In practice,
investors are considered as part owners rather than creditors given the transfer of ownership of
certain assets. Every Sukuk bond is generally tied to a tangible asset or project.

Additionally, conventional bonds pay interest — this is not permitted by Shariah law, so the periodic
payments of Sukuk instruments are structured from the profits from the underlying assets. Sukuk
issuers ensure that funds that are raised are invested in areas that do not contradict Shariah law.
Like any other credit instrument, investors do face default risk, although as mentioned these
numbers are quite low. As of end H1 24, less than 0.25% of all issued Sukuk had defaulted.

Overall, Sukuk can be considered as Shariah compliant versions of conventional bonds, although
there are differences in the way they are structured.

Pension investors have been selecting Shariah compliant equity strategies for many years. However,
following requests from scheme members for broader choice, several providers now offer a full
suite of equity, fixed income, and multi-asset options. Rather than a traditional 60/40 equity/bond
portfolio, the scope for a much broader Shariah multi-asset approach now exists, for example:

B Sukuk Bonds (18.28%) B Global Emerging Markets Equity (5.05%)
B Global Equity (18.04%) I Europe Equity (2.13%)
All Country World Equity (17.60%) Liquidity (1.60%)
B Supranational Sukuk Bonds (12.68%) B Property (1.41%)
B US Equity (11.41%) I Japan Equity (1.09%)

Commodities (10.71%)

What is the overlap with sustainable investment products?

Sustainable investment products aim to create long-term value for investors by integrating
environment, social and governance factors into investment analysis and portfolio construction.
Islamic investment products on the other hand are aimed at ensuring products are compliant with
Shariah law. The screening process used by Shariah-compliant investment products and
sustainable investment products share many similarities, though they are guided by different
principles.

Both aim to align investments with a set of moral or ethical standards, whether derived from
religious beliefs or broader societal values, and as such, there is considerable overlap in their
approaches.

Both types of screening processes exclude companies operating in industries considered harmful
or morally questionable. These exclusions reflect a shared commitment to promoting investments
that minimize harm to society and uphold ethical conduct.



In addition, both Shariah-compliant and ethical investments tend to focus on stability and risk
reduction, with both approaches aiming to minimize exposure to speculative, high-risk ventures,
preferring companies with stable financial foundations. For instance, investments in highly
leveraged companies or speculative financial instruments are typically avoided under both
frameworks.

However, it is important to note that, unlike sustainable products, Shariah compliant investment
products do not have sustainability goals (carbon emission reductions, ESG uplift, etc.). They are
better viewed as complementary rather than substitutes.

Our range of Shariah compliant investment options enables Investors to create richer, more diverse
portfolios.

Source: HSBC Asset Management, January 2025.

This information shouldn't be considered as a recommendation to buy or sell specific investments mentioned. Shariah
investment restrictions may result in the funds performing less well than funds with similar objectives which are not
subject to these restrictions. The views expressed above were held at the time of preparation and are subject to change
without notice. The views expressed above were held at the time of preparation and are subject to change without
notice. The value of investments and any income from them can go down as well as up and investors may not get back
the amount originally invested.



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
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. This document provides a high level overview of the recent economic environment. 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 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 Indiall

& inItaly 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 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 Follow us on:
Fondos de Inversion, Grupo Financiero HSBC which is regulated by Comision Nacional Bancaria y
de Valores

Linkedin:
¢ in the United Arab Emirates, Qatar, Bahrain & Kuwait by HSBC Global Asset Management MENA, HSBC Asset Manaement
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 Website:
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 assetmanagement.hsbc.com

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 Perd 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
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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”l

& in Taiwan by HSBC Global Asset Management (Taiwan) Limited which is regulated by the Financial
Supervisory Commission R.O.C. (Taiwan)@
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investors and investors should be giving their own independent decisions. The investment
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by considering their risk and return preferences, whereas the comments and advice included
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return preferences. For this reason, making an investment decision only by relying on the
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