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A.  What s Transaction Cost Analysis (“TCA”)?

* Most financial research is devoted to asset allocation, portfolio
construction and performance attribution

* All investment models are worthless unless ideas can be captured on
actual portfolios

» For the total performance of a portfolio, the quality of the implementation
IS as important as the decision itself

* Implementation costs usually reduce portfolio returns with limited
potential to generate upside potential

» Costs can turn high-quality investments into moderately profitable
Investments or low-quality investments into unprofitable investments

* Investment managers must manage transaction costs proactively, because
lower transaction costs mean higher portfolio returns

* The aim of transaction cost analysis (TCA) is to provide a scorecard that
helps investment managers assess understand how well their decisions
have been acted on and how they can improve
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B. The investment process/trading cycle

/-

Returns

Risk budget
Risk Model
Executions

Holdings

Trades
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Asset Allocation

Portfolio Construction

Execution/ trading

Accounting/ administration

Distribution of funds across investment classes
e Equities
e Bonds
e cash,
e commodities
e derivatives
e hedge funds,
e real estate
Risk diversification
Specified Target Tate of Return
Security selection
Securities to buy/ sell in each investment class
Trade list
Implement trades
Decide trading strategy
e speed of execution
e broker
e method of execution
e choice of algorithm
Monitor trading
Trade settlement
Position monitoring
Administration etc.
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C. The trading timeline

Trading strategy
-how many shares to execute
Returns

Risk Model : - over what timeframe
Risk Budget

-how to interact with existing liquidity
- selection of broker

o Expected - type of trading (program, algo etc.}
; Trading Cost - expected market impact
Selection ol
Mode - monitor slippage

Portfolio Construction
{PMs)

Asset
Allocation (ClO)

Daysbefore | 4ol o|s| 7| 6| s|als|2lal™™ |12 |s]als|e| 788|910}
Trading initiated starts
: Trade Analytics
Pre- {Intra {Post

T

Orders to/(fills from)
brokers/exchanges




In support of

mAC E-FACE FIXerotocoL

INDUSTRY-DRIVEN MESSAGING STANDARD®

D.  Questions TCA has to answer — ClOs and PMs

Shed light on areas where the investment process can be
Improved

Assist in assessing portfolio performance and analysing
reasons for missing the targeted return
Additional metrics to identify thematic style

Shed light on “added value” of different parts of the
Investment process

As different trading strategies correspond to different risk-cost
tradeoffs, investment managers need to know the real cost of
Implementing a given trading strategy
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D. Questions TCA has to answer — traders

o Compare execution results by
— Model
— Broker
— Execution destination
— Sector
— Trader
— portfolio manager or any other grouping criteria

... against pre-defined benchmarks in real-time

* Monitor 'slippage’ by providing a snapshot of the market every time an
order is sent for execution.

« Simultaneously benchmark executed and expected fills

* Integrate broker and independent pre-trade cost estimates and post-trade
analytics
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E. Types of trading cost

Level of Ease of
Visibility calculation

Bid-Ask Spread High Easy
Market Impact Low Difficult
Opportunity Costs
- Missed Trade Medium Moderate
- Market Timing Medium Moderate
- Operational Medium Moderate

" Explicit costs Implicit costs
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F. Benchmark comparisons — implementation shortfall
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Benchmark comparisons — ‘market’ driven

e Pre-trade benchmarks

— Previous night’s close

— Opening price on the trading day

— ‘Arrival’ price (e.g. bid, ask, last, mid-market)
 Intra-day benchmarks

— Volume weighted average price

— Time weighed average price

— Participation of volume

— Average of open, high, low, close

e Post-trade benchmarks
— Trading day’s close
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G. Importance of quantitative analysis, technology

The conceptual framework of TCA is well-understood
Theory of underlying quantitative analysis is not difficult
Numerical analysis is simple arithmetic

Major challenges in the technology platform arising from data
capture/collection, organisation and storage —

— Investment decisions have to be time-stamped

— ‘Hypothetical’ portfolios have to be tracked and maintained

— Analysis has to be done in real-time
» Market data
» Trade and fill data

— Global data, often across different timezones
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H. Legal Disclaimer

This document is issued by HSBC Bank plc (*HSBC”). HSBC is authorised and regulated by the Financial Services Authority (“FSA”) and is a
member of the HSBC Group of companies (“HSBC Group”).

HSBC has based this document on information obtained from sources it believes to be reliable but which have not been independently
verified. Any charts and graphs included are from publicly available sources or proprietary data. Except in the case of fraudulent
misrepresentation, no liability is accepted whatsoever for any direct, indirect or consequential loss arising from the use of this
document. HSBC is under no obligation to keep current the information in this document. You are solely responsible for making your
own independent appraisal of and investigationsinto the products, investments and transactions referred to in this document and you
should not rely on any information in this document as constituting investment advice. Neither HSBC nor any of its affiliates are
responsible for providing you with legal, tax or other specialist advice and you should make your own arrangements in respect of this
accordingly. The issuance of and details contained in this document, which is not for public circulation, does not constitute an offer or
solicitation for, or advice that you should enter into, the purchase or sale of any security, commodity or other investment product or
investment agreement, or any other contract, agreement or structure whatsoever. This document is intended for the use of clients
who are professional clients or eligible counterparties under the rules of the FSA only and is not intended for retail clients. This
document s intended to be distributed in its entirety. Reproduction of this document, in whole or in part, or disclosure of any of its
contents, without prior consent of HSBC or any associate, is prohibited. Unless governing law permits otherwise, you must contact a
HSBC Group member in your home jurisdiction if you wish to use HSBC Group services in effecting a transaction in any investment
mentioned in this document. Nothing herein excludes or restricts any duty or liability of HSBC to a customer under the Financial
Services and Markets Act 2000 or the rules of the FSA.

This presentation is a “financial promotion” within the scope of the rules of the FSA.

HSBC Bank plc
Authorised and regulated by the Financial Services Authority
Registered in England No. 14259
Registered Office: 8 Canada Square, London, E14 5HQ, United Kingdom
Member HSBC Group
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