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Personal Introductions

Bank Advisory provides strategic financial advice to BNP Paribas‘ bank clients

Background in strategy consulting (Booz Allen)
COO for Barclays Investment Banking
20 years at BNP Paribas as Head of Bank Advisory

Better Banking: Understanding and Addressing the

Adrian Docherty Failures in Risk Management, Governance and

Daniel Patton

Regulation (Wiley, 2014)

7 years at BNP Paribas as part of Bank Advisory

“Better Banking by Adrian Docherty and
Frank Viort is an outstanding introduction to
the recent financial crisis. It starts from first
principles and provides many useful new
insights, delivering detailed case studies of
the banks that got into trouble as well as
critiques of past and proposed regulations. |
recommend this book to those who want to
learn the basics about banking crises and to
those looking for a fresh and sophisticated
perspective on risk taking by banks.
—Douglas W. Diamond, Merton H. Miller
Distinguished Service Professor of Finance,
University of Chicago Booth School of
Business

...and 2022 Nobel Prize in Economic
Sciences

P

k.

The views expressed in this presentation are the author’s personal views, not the views of BNP Paribas S.A.
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You Go Your Way, I'll Go Mine

Yesterday Today Tomorrow
4 DEGLOBALISATION )
+ Trade and military tensions ( WELCOME TO THE \
« Shift in global order FUTURE
+ Decline of international consensus - End of the peace dividend
\ ) * Trapped resources
* Drop in liquidity, flows
4 MODERNISATION REACTION NN ( FRAGMENTATION ) \ _J
* Decision support tools * Distrust (A GOLDEN AGE OF CPM\

» Baselll
* Risk as a discipline
K Globalisation

BNP PARIBAS

* Nostalgism, back to basics
* Misguided policies, errors
* Regulatory pendulum in excess )

-

)
(" FOCUS ONVALUE )

* Banks in the valuation doghouse
» Capital: a precious resource
* Risk constraints (or is it RWAs?)

G )

The bank for a changing world

* Economic value management
* Active not passive
* Challenging shibboleths

g )

é RISE OF NON-BANK h
FINANCE

* Have we overregulated the banks?
* Do werisk a credit crunch?
* Where does all the risk go?

g

J
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“Risk management has been regressing since the GFC”

Global Financial Crisis

1988 2004 2009 2017
Basel | Basel Il Basel Il Basel IV

‘It became increasingly evident through the 1990s that there were growing weaknesses in Basel |.
In particular, the relatively simple framework has become increasingly incompatible with the
increased scope and complexity of the banking activities of our largest banking institutions. The
crude risk-weighting mechanisms of Basel | bear little resemblance to the complex risk profiles and
risk management strategies that larger banks are capable of pursuing. The misspecification of risk
under Basel | creates inappropriate incentives and arbitrage opportunities that can
undermine supervisory objectives. And dealing with outdated and mismatched regulatory
requirements is costly to banks. In response to these issues, the Basel Committee commenced an
effort to move toward a more risk-sensitive capital regime, culminating in the publication of the Basel
Il Framework’

Testimony of John C. Dugan, Comptroller Of The Currency, before the Committee On Banking, Housing And Urban
Affairs of the United States Senate, 26 September, 2006

T

k.
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A Globalised World Needs Globalised Banking Regulations

Evolution of International Trade
Average of exports and imports (in real 2024 USD bn)

30,000
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20,000
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5,000

0
1972 1976 1980 1984 1988 1992 1996 2000 2004 2008 2012 2016 2020 2024

C‘V BNP PARIBAS The bank for a changing world

BIS was founded in 1930 to coordinate
reparations from the Treaty of Versailles

Crises in the 1970s “brought the issue of
regulatory supervision of internationally
active banks to the fore”

-

\_

A. Strengthen soundness and stability of the

international banking system
B. Diminish sources of competitive

inequality Y,

July 2025

Source: WTO, BCBS



Basel Il aimed for sophistication, judgement and discipline

Pillar 1

Minimum Capital
Requirements

Il
4 p

Essentially, all the “bottom up” risks that
are represented as RWAs

Sophisticated: Based on the statistics of a
bank’s own experience and judgement (“IRB”)

- /

i‘: BNP PARIBAS

Pillar 2

Supervisory
Review Process

-

\_

Risks not covered by RWAs: interest rate
risk, pension risk, concentration risk...

Holistic risk views: internal/supervisory
(“ICAAP” for capital, “ILAAP” for liquidity,
public stress tests)

~

j

The bank for a changing world

Pillar 3

Market Discipline

/ Full and clear disclosure \

Philosophical Underpinnings: Belief in Self-
Regulation and Free Markets

“Market discipline can contribute to a safe and
sound banking environment’

- /

July 2025



Some Policy Responses to the GFC were Misguided

Reality and “Better Banking” Perceived Wisdom and Official Solutions
N
Credit loss provisions came
“too Iitﬁe, too late” IFRS 9 and CECL
Y,
e N
Regulatory capital was
gamed by banks in their » Basel IV
internal models
. Y,
e N
SEUE rlsi:sa;?ii?:ments are » Stress Testing Regime
\ Y,
e A
Big, low risk balan_ce sheets - Leverage Ratio
are concerning
\ Y,
e A
Big banks are systemic and - Too Big to Fail and GSIB
need higher standards add-ons
. Y,
e N
Failed banks should not be - Resolution and TLAC /
bailed out MREL
. Y,
N
el it;asr::;;:::zrtels were » Buffers, new hybrids
Y,

BNP PARIBAS The bank for a changing world | July 2025



Basel IV: Designed to Override Reality

During the depths of the crisis, did some
: : : banks reduce model conservatism to boost
Modelled capital requirements led to perceived problems
reported solvency?
Issues addressed by capital floors and leverage ratios Table 1 Quantitative studies have been inconclusive.
Issue Addressed by risk- Addressed by the Regulators concluded that banks’ models
weighted capital floor leverage ratio gave inconsistent outputs
o Use of low RWAs to boost financial leverage No Yes
o Unexpectedly large losses in low-RWA portfolios No Yes
*  lack of market confidence in RWAs No Yes
— — In December 2014, Basel proposed a floor
*  RWA inconsistency and dispersion Yes Na .
L based on standardised look-ups
. ow level of models-based RWAs Yes No
*  Horizontal inequity in risk-weighted capital Yes No
Of course, the real answer is to improve
supervision of banks’ models
@ BNP PARIBAS The bank for a changing world July 2025

k.

Source: BCBS Paper 306



To be clear, Basel IV is misguided

P

i‘: BNP PARIBAS

.

Basel Il did not contribute to the GFC
(nb. US banks adopted IRB only in 2010)

J

-

Au contraire, the lack of risk-sensitive rules
did contribute (e.g. SIVs)

~

The “back to basics” mindset of Basel IV is
disturbing

The bank for a changing world

July 2025



Policy responses to the GFC were often misguided

Perceived Wisdom and Official Solutions

Reality and “Better Banking”

s

Better use of incurred loss
provisions

~

Better supervision of IRB

Wargaming

All solvency metrics should
be risk-adjusted

Have adequate capital
requirements for all

s

Resolution capital could be
less complex

Simple, moderately high
capital requirements,
cumulative AT1s

BNP PARIBAS

This is not “Minority
Report”

In fact, IRB capital
requirements were fine

Indeed, and single scenario
stress tests are little better

Low risk business models
should be encouraged

Smaller banks can be
systemic

Yes, investors should take
the losses

Yes, but requirements have

become excessive,
byzantine

Credit loss provisions came

“too little, too late”

Regulatory capital was
gamed by banks in their
internal models

Static risk assessments are
insufficient

Big, low risk balance sheets
are concerning

Big banks are systemic and
need higher standards

Failed banks should not be
bailed out

Overall capital levels were
insufficient

The bank for a changing world

3§ 3§ 3 3 3 3

IFRS 9 and CECL

Basel IV

Stress Testing Regime

Leverage Ratio

Too Big to Fail and GSIB
add-ons

Resolution and TLAC /
MREL

Buffers, new hybrids

July 2025
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Meanwhile, the world deglobalizes

Deglobalisation is beginning to show

The end of the Basel Accord? So what?

The global banking industry post-Basel
would be fragmented, disharmonious,
uncoordinated and lacking leadership

Local rather than consolidated supervision
would lead to wastefully trapped capital and

liquidity (cf. new rules for UBS)

% GDP (World) % GDP (World)
70 7
60 6

Trade
50 5
40 4
30 3
FDI
20 2
10 1
0 0

1990 2000 2015 2016 2017 2018 2019 2020 2021 2022 2023

Problems would emerge (e.g. crypto, cyber,

resolution)

,:"‘7 BNP PARIBAS The bank for a changing world

July 2025

Source: World Bank, BNP Paribas
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Basel IV was agreed to be capital neutral

Regional impact of Basel IV implementation

15%

13%

10%

5%

implementation of Basel 1V, 2024 BIS QIS
o
X

Aggregate change in minimum required capital due to full

-5%
Europe

i‘: BNP PARIBAS

-3%

Americas

-4%

Rest of World

The bank for a changing world

Basel IV was agreed to be capital neutral

overall

Basel IV was designed to impact banks with a
low risk weight density — and that is mostly

Europe

If the US were to simply implement the global
Basel IV rules, the outcome would be capital

neutral

July 2025

Source: Basel lll Monitoring Report, Basel Committee, October 2024; BNP Paribas

13



Basel IV has been slow to go live

Basel IV: Live in the EU but what about the US?

Key

Basel IV Day 1

Output Floor Phase-in

FRTB Day 1

Today

C BNP PARIBAS

-

EU has now gone live with its tweaked
version, but FRTB is delayed to 2027

~

N\
-~

J
~

Smaller jurisdictions have implemented
largely compliantly

N\
~

J
~

US will plot their own course, with a capital
neutral implementation expected

N\
~

J
~

N

Canada has indefinitely frozen the output
floor at 67.5%. UK has delayed to 2027

J

i Other jurisdictions are considering further h

dilution, reportedly to preserve a “level
playing field”

The bank for a changing world

July 2025

Source: Regulatory authorities, BIS Basel RCAP, BNP Paribas
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US Basel IV will be capital neutral

Basel IV impact on US bank capital requirements

i‘: BNP PARIBAS

Increase in large US bank capital requirements due to

Basel IV implementation

+24%

+9% /\
. +0%

Proposal

Re-proposal

Likely outcome

f The original proposal of Jul 2023 has N

significant gold-plating, resulting in a +24%
increase in capital requirements

e N

The re-proposal of Sep 2024 decreased the
impact to +9%

\ J

/We expect new proposals from Miki Bowman\
et al. in 6 months’ time... Capital-neutral and

“Basel compliant”?

- J

/ Expected revisions include: \
 Leverage Ratio (“SLR” and “eSLR")
* Tailoring for mid-size banks
* Reduced fee component for op risk

 “Driving all risk out of the banking
system is at odds with the fundamental

\ nature of the business of banking” /

The bank for a changing world | July 2025

Bowman on a fresh look at supervision and regulation, Federal Reserve, 6 June 2025; BNP Paribas

Source: US Fed NPR Jul23; US Fed Barr Re-proposal speech Sep24, Speech by Governor



Superpowers don’t follow the Basel rules

Basel lll compliance

Compliance grade for Basel lll risk-based capital requirements

Australia Compliant

Canada Compliant

China Compliant

EU Materially non-compliant
Hong Kong Compliant

Japan Compliant

Korea Compliant

Singapore Compliant

Switzerland Compliant

UK Materially non-compliant
us Largely compliant

i‘: BNP PARIBAS

Most jurisdictions are “compliant” and follow
the Basel Framework almost word for word

The superpowers (EU, UK & US) deviate from

the Basel Standards

Basel hasn’t yet done a compliance test on

Basel IV

The bank for a changing world

July 2025

Source: BIS RCAP Jurisdictional assessments: regulatory implementation consistency
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Globally, regulatory practices are already divergent

Divergent prudential regulations — the playing field is already bumpy

Danish
Compromise

Collins floor

Corporate CVA

. SCB
exemption
SME support Higher mortgage
factor risk weights

P2R, P2G, OSII

i‘: BNP PARIBAS

2 N
Basel IV floor EL Basel |V floor EL
adjustment adjustment
P2A, P2B

The bank for a changing world

Foreign
subsidiary
deduction

Risk weight floors

Larger capital
conservation
buffer

RW floors and
multiplier

IRRBB RWAs

July 2025

Source: BNP Paribas
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Capital requirements are fragmented and needlessly complex

The global buffer framework is not consistent across jurisdictions

18%

16%

14%

—
N
R

T2

N
o
X

AT1
CCyB/Systemic

GSIB/OSII

o)
X

6% CCB

Ratio Capital Requirement, % RWAs

4%

2% P1 CET1

0%
Singapore

BNP PARIBAS

T2

AT1

CCyB/Systemic
GSIB/OSII

P1 CET1

Australia

P2G/SCB

CCyB/Systemic

GSIB/OSII
GSIB/OSII

CCB

P1 CET1 P1 CET1

Canada

The bank for a changing world

T2

AT1

P2G/SCB

P2R CET1
CCyB/Systemic
GSIB/OSII

CCB

P1 CET1

Eurozone

P2G/SCB

P2R CET1

CCyB/Systemic

GSIB/OsSII

CCB

P1 CET1

July 2025

Source: Bank Financial Reporting; BNP Paribas
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While the “excessive variability” of IRB has reduced...

Model dispersion has fallen at European banks

10%

o o
% 0 OgR 000
6% G
4%

2%

Standard deviation of corporate borrower
estimated PD across European banks

0%
2014 2016

i‘: BNP PARIBAS

o,

2018

0" ~

Sop " ~ .
%OE@%

2020

2022 2024

The bank for a changing world

Each year, the EBA assesses the disparity in
credit IRB parameters across European

banks

Since 2015, the dispersion in estimated PD
for IRB credit assessments at European

banks has fallen

The fall in the standard deviation of PD
estimates has occurred across all asset

classes

July 2025

Source: EBA Report on the 2024 Credit Risk Benchmarking Exercise; BIS Reducing
excessive variability in banks’ requlatory capital ratios, A report to the G20 Nov2014
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...Basel IV will cause risk weight variation to increase

There has always been dispersion in the
For IRB banks, Basel IV leads to increased risk weight variation assessment of borrower riskiness
54%

i
% Some heterogeneity in credit risk assessment
© 41% 41% is a good thing, limiting systemic risk
£ 39% 39%
S 37%
z
© 2
5T
=8
g e For a ‘BBB’ rated corporate, the Basel IV floor
¢ gives 54% risk weight
2
2

The effect of Basel IV is to increase risk

Bank1  Bank2  Bank3 Bank1  Bank2  Bank3 weight variation, rather than decrease (which
Basel IlI . Basel IV

BNP PARIBAS The bank for a changing world July 2025

Source: BIS Basel Framework Dec 2017; BIS Reducing excessive variability in
banks’ regulatory capital ratios, A report to the G20 Nov2014; BNP Paribas
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Our simulation explores jurisdictional differences in capital ratios

The simulation is applied to four hypothetical banks

Simulated Bank Business Mix

9

Diversified

I

Focus on HY Corporates

Focus on Prime Mortgages

G

Major Bancassurer

,‘{ BNP PARIBAS

Similar amounts of corporate lending
and mortgages. Some retail, SME
and CRE. Mid-sized insurance sub

and some equity stakes. Foreign sub

Loan book dominated by high yield
corporate lending. Some retail, SME
and CRE. Some equity stakes

Loan book dominated by prime
mortgages. Modest corporate and
retail lending

Large insurance sub. Similar
amounts of corporate lending and
mortgages. Some retail

The bank for a changing world

The “level playing field” can be simulated by
taking different regulatory regimes and
applying them to hypothetical banks

Capital headroom is the focus, and it is
driven by both the changes in actual capital
ratio and changes in ratio requirements

Divergence in capital ratio stems from credit
risk weights, deductions, accounting
provisions, Basel IV floors, IRRBB

Ratio requirements diverge due to differences
in GSIB buffers, foreign subsidiary treatment
and the presence of P2R, P2G, SCB

|
|
|
1

July 2025

Source: BNP Paribas
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The diversified bank fares well under Basel, US, EU, UK, CA, less so CH, AU

A - Diversified JQ

Simulation of the “level playing field”: bank solvency under different regulatory regimes

25%
20.1%
20% 18.9%
’ 17.8% 18.2% 18.4%
150
.9
- 11.4%
7
© 10% = i
16.5% Requirements
11.5% 11.6% P2 11.5%
5% o 10.3%
.0% é
<
Q
=
0% @
Basel us EU UK CH CA AU S&P RAC g
Banking Jurisdiction §
ah BNP PARIBAS The bank for a changing world July 2025 23
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Jurisdictional differences drive the relative levelness of the “playing field”

- - - - - - - - \
Simulation of the “level playing field”: component drivers A - Diversified A
0% 0.0% -0.3%
g 1% -1.5%
® -3.0%
o4
o 2%
-4.5%
S ’ 5.3%
= 3%
o -7.09
£ -4% & -1.7%
o
o
S -5%
@©
()
T -6%
|_
& 7%
-8%
Deviations Basel us EU UK CH CA AU S&P RAC
Deductions (equity, insurance, IT) 0.0% 0.7% 21% 0.0% 0.7% 0.7% -2.7% -2.7%
Credit risk weights 0.0% -4.4% 0.3% 0.0% 0.0% 0.0% -2.1% -4.2%
Accounting provisions 0.0% -1.2% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% §
Op risk, market risk, CVA and IRRBB 0.0% 1.8% -0.1% -0.2% -0.2% 0.0% -1.6% 0.6% §
Basel IV floor 0.0% 1.0% 0.0% 0.5% 0.0% 0.3% 0.0% 1.0% qzq
()
Requirements (GSIB, P2R, SCB) 0.0% -2.5% -2.6% -3.3% -1.5% -2.5% -1.3% §
Foreign subsidiaries 0.0% 0.0% 0.0% 0.0% _ 0.0% 0.0% 0.0% ?
Total 0.0% -4.5% -0.3% -3.0% -7.0% -1.5% -7.7% -5.3%
o BNP PARIBAS The bank for a changing world | wuyeos | 24
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The second simulated bank (HY Corporate focused) fares better in the US

B — HY Corporate ﬁu

Simulation of the “level playing field”: bank solvency under different regulatory regimes

18%
15.9%
16%
13.7% TR0 13.6% s 14.1%
14% )
4.4% 12.6%
0 . (V]
24% 26%
120A) 3.60/0
10.7%
- ___0.5% Headroom
e
L 8%
O
. . 12.6% Requirements
6% 11.5% 11.6% = 11.5%
10.5% 10.3%
9.0%
4%
%]
S
2% @
Q
=
Q
0% %
Basel us EU UK CH CA AU S&P RAC §
Banking Jurisdiction n
el BNP PARIBAS The bank for a changing world July 2025 25
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Lower US risk weights for HY corporates leads to a higher ratio

Simulation of the “level playing field”: component drivers B — HY Corporate ﬁu
0% 0.0% 0.3%
2 1.2% 1.1%
©
Al 2.3% 2.1%
>
s -3.4%
_8 -2% -4.3%
£
o
S -3%
@©
3]
T
= -4%
L
O
-5%
Deviations Basel us EU UK CH CA AU S&P RAC
Deductions (equity, insurance, IT) 0.0% 0.4% 0.2% 0.0% 0.4% 0.4% -1.0% -1.0%
Credit risk weights 0.0% 1.6% 0.1% 0.0% 0.0% 0.0% -1.3% -0.1%
Accounting provisions 0.0% -0.8% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% é
Op risk, market risk, CVA and IRRBB 0.0% 0.9% -0.1% -0.1% -0.1% 0.0% -0.6% 0.0% §
Basel IV floor 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% qzlq
()
Requirements (GSIB, P2R, SCB) 0.0% -2.5% 26%  83%  -15% -2.5% 1.3% :
Foreign subsidiaries 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% ?
Total 0.0% -0.3% -2.3% -3.4% -1.2% -2.1% -4.3% -1.1%
& BNP PARIBAS The bank for a changing world | wuyeos | 26
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Methodologies aren’t homogenised, but they are compatible

Capital headroom under different regulatory regimes

16%

14%

12%

10%

8%

CET1 Headroom

6%

4%

2%

0%

i‘: BNP PARIBAS

>

A
Diversified

e

d

o W) @

Focus on HY
Corporates

i

H > B

C
Focus on

Different regimes favour different business

models

Business models and regulations coexist,

evolving together

@® Regime7

. Regime 5

A Regime 4

For a US bank, European rules may seem
more lax...

Regime 2
Regime 1

D
Prime  Major Bancassurance

Mortgages

w &

...but the same is true for a European bank

looking at US rules

|
|
|
|

The bank for a changing world

July 2025

Source: BNP Paribas
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ECL has turned into a general provision

Provisioning and credit spreads are not always in step

0.4%

0.3%

=
N
X

0.1%

=
S
X

Average Quarterly Provisions Charge for
European, US and Canadian banks

-0.1%
2020

i‘: BNP PARIBAS

The advent of expected credit loss (ECL)
provisioning was a process error

150

Expected credit loss frameworks have

distracted and soaked up a huge amount of

risk management resource

90

60

Rather than a forward looking “shock

statistical general provision

Provisions Charge (LHS) 30

Quarterly Average iTraxx Main EUR 5Y

N N YN Y

2021 2022 2023

Bank provisioning increased with corporate

CDS during Covid but not after Russia
invaded Ukraine

absorber”, the result of IFRS 9 and CECL is a}

The bank for a changing world

July 2025

Source: Bank Financial Reporting; Bloomberg;, BNP Paribas
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Provisioning moves are remarkably similar across banks

Bank provisions are becoming synchronised

0.4%

0.3%

0.2%

0.1%

Standard Deviation of normalised quarterly bank
provisions, % total loans (Europe, US, Canada)

0.0%
2020

i‘: BNP PARIBAS

2021

Bank expected credit loss provisioning had a

high degree of variation between banks
during COVID

J

As the years have progressed, the variation
between banks’ provisioning has decreased

~

J

The end state of such practices is a statistical

general provision above pre-ECL levels

2022 2023

The bank for a changing world

July 2025

Source: BNP Paribas
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Confusion on “capital” is costly

Software and AT1s make up about 25% of banks’ Tier 1 resources

% of RWAs

i‘: BNP PARIBAS

4 .

= Capitalised software can be seen as

_4

= AT1 instruments can make up 1.5pp

of Pillar 1 RWAs (and part of Pillar 2
requirements in Europe)

Due to their fixed income nature,
AT1s have a far lower cost than
common equity

Their utility is currently hampered by
the non-cumulative coupon

Without reform, abolition looms (cf.
APRA decision in Australia, BoE
Bufferati speech))

an intangible or as part of equipment

» |t is fully deducted in the UK and

Canada, partially in the EU and not
atallin the US

= A major chunk of the economic

value of software is not recognised
in the accounts

The bank for a changing world

Banks’ capital mix is dominated by the “CET1

fetish” from Basel lll (2009)

“going concern” capital (firesale valuation of

assets, loss absorption of liabilities)

International treatment is inconsistent

{ Regulation is confused about the nature of

Software treatment increasingly key
AT1s can be fixed by cum coupon, bigger rol

e

RS D/ U/ NS

July 2025

Source: Basel lll Monitoring Report March 2025, BNP Paribas
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Is banking being deregulated?

The following ideas have been termed deregulation; but do they really constitute deregulation?

Simplicity

Tailoring

ECB - simplification
without deregulation

( )

Regulatory freeze order

Exemption of more
banks from ECB
oversight

4 )
Further tailoring in the

US prudential regime
& J

4 )
Raising of threshold for
UK leverage ratio

Competition

Banking Union and
Capital Markets Union

N

US Genius Act

J

-

N\ J
4 )
Removal of ring
fencing
& J

BNP PARIBAS

N J

Promotion of neo
banks

~

The bank for a changing world

Economics over risk

Lowering of
securitisation capital
requirements

Re-introduction of SME
support factor (via P2)

N\

4 N
Exclusion of Treasuries
form US SLR
\_ J
4 N

J

July 2025

Source: BNP Paribas
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Value management = capital management = active CPM

Credit consumes the lion’s share of banks’ capital

Breakdown of Banks’ Capital Requirements (RWAs) Bank Valuations are TECOVering, in Iarge part due
to improvements in capital management

Credit portfolios are capital-intensive; active CPM
Other, 23% is now accepted as imperative for value
management; “book-and-hold” is obsolete

Best practice active CPM addresses capital
allocation, EP discipline, business strategy (e.g.
pricing) and risk transfer decisions

i BNP PARIBAS The bank for a changing world July 2025

Source: Basel Ill Monitoring Report October 2024, Basel Committee
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Active CPM for capital efficiency and risk management purposes

Active CPM - in this case, SRT - offers several benefits

Optionality

Balanced Franchise
Growth

SRT provides banks with
another tool in the capital
management toolkit

i‘: BNP PARIBAS

Efficiency Capital Velocity High Organic Growth
SRT transactions are capital The recycling of RWA SRT transactions enable a
efficient with transactions capacity, whilst maintaining bank’s credit business to
typically achieving an steady regulatory solvency, grow organically whilst
equivalent cost of equity of boosts bank profitability maintaining steady
8-10% regulatory solvency

The bank for a changing world

A sector-specific SRT
transaction frees-up sectoral
capacity for increased
lending without increasing
the economic exposure

July 2025

Source: BNP Paribas
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For some banks, SRT is strategically “core”

SRT strategy segmentation

SRT issuance programme is core to the effective
capital management of the bank

Established SRT programme; frequency of
Issuance can be regular or event-driven

Have issued at least one SRT, considering further

Dabblin : P
9 issuance and diversifying into new asset classes

Yet to issue an SRT; potentially in the process of

Exploratory developing the tool

Currently not permitted to issue SRT; supervisory
or regulatory changes may be required

Restricted

BNP PARIBAS

0%

Banks in Sweden, Denmark,
Australia, Korea, Middle East

2%

The bank for a changing world

4% 6% 8% 10% 12%
Synthetic SRT Exposure / Total Loans

14%

July 2025

Source: Bank Pillar 3 Reports; BNP Paribas
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Basel IV adaptation is under way

CAPITAL KEY

Develop a capital allocation methodology that can handle
the Basel IV misalignment between regulatory capital
requirements and underlying “economic” risk

CPM ACTIONS

Take strategic and tactical Credit Portfolio
Management actions (sell, hedge, bypass) to
improve Basel IV balance sheet efficiency

BASEL IV:
ACTION
STATIONS

BUSINESS TRIAGE

Re-appraise business segments through the
new Basel IV lens, identifying new “stars” and
new “dogs”

BUSINESS REDESIGN

Adapt business strategy, including modifying
product features to fit with new Basel IV
regulations

BNP PARIBAS The bank for a changing world July 2025

Source: BNP Paribas
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Non-bank finance is on the rise

Total Global Financial Assets, $Tn

BNP PARIBAS

500

400

30

o

20

o

10

o

o

Lending by NBFlIs has been increasing

2005

2007

2009 2011 2013 2015

The bank for a changing world

2017

2019

2021

2023

Banks

NBFI

July 2025

Global Monitoring Report on Non-Bank Financial Intermediation 2024, FSB
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Is Non-Bank Finance a Good Thing?

N
Non-bank finance gives diversification
...but where does the money come from?
Financial Instability = excessive risk x structural amplification J
4 N
Risk transfer markets can be efficient
Concentration ...or they may just be regulatory arbitrage
\_ J
Correlation 4 )
_— oy o Banks were the source of weakness in 2008
- stability i )
hock Jumps to issues ...and maybe non-bank finance next time
iltiquidity \_ /
Inter- / \
connectedness Non-banks aren’t leveraged or systemic
Amplification J ...orare they?
\_ J
“Policymakers are directly or inadvertently fuelling the rise of the asset manager _ . _
lender, the consequences of which are not known” Credit funds are committed and reliable
(FT Lex, 3 July 2024) ...enough to avoid a credit crunch?
@ BNP PARIBAS The bank for a changing world | Juy202s

.

Source: Non-bank risks, financial stability and the role of private credit — speech by

Lee Foulger, Bank of England, 29 January 2024; FT;, BNP Paribas
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Worries Over SRTs: The Dog That Didn’t Bark

European
e a Banking
Authority

How much of banks’ 16% solvency is from SRT capital relief?

Each block represents
1pp solvency (ie. 1%

RWAs) "
wa
N _J
95t percentile
Also, “investor base is well distributed
between different kinds of investors”
o BNP PARIBAS The bank for a changing world July 2025

* .

4 )

EBA finds half of banks use SRT and more
will do so. 2% of loan book used for SRTs

N\ J

Capital relief is good “for the economy, as it
enables banks to expand lending without

raising new capital”

N J

(EBA’s data do not indicate excessive reliance\
upon SRT capital relief, nor any “maturity

Source: EBA Risk Assessment Report, June 2025; BNP Paribas
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EC proposals to catalyse a new wave of risk transfer activity

securitisation rules, improving the economic

lllustration: new rules improve the economics of SRT transactions SN TR T e e

The EC has proposed loosening the }
S

12%

Typical Bank-GoE =12% For a typical corporate transaction, the cost-

of-equity relief could fall from 8% to 6%

8% 8%
o

catalyst for growth in the SRT market

for SEC-SA SRT transaction

lllustrative typical equivalent post-tax cost-of-equity

The rule changes may spur activity in
formerly non-suitable asset classes, such as
prime mortgages

6% [ The increased efficiency could act as a }

Corporate SRT Mortgage SRT
(60% RW pool) (25% RW pool)

BNP PARIBAS The bank for a changing world July 2025

Source: EC proposal to revive the EU Securitisation Framework, 17 Jun 2025; BNP

Paribas
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Banks could consider showing adjusted capital ratios, as in Australia

SILZ «
P S

*x . Australian banks have lower regulatory

capital ratios due to the presence of
Case study: CBA reports an internationally comparable capital ratio additional prudential measures

CET1 - International y Australian banks deal with such gold-plating
APRA'’s capital framework is more conservative than Basel framework by ShOWing “intemationa|” ratiOS in inVGStOI"
cert relations materials

International adjustments!

Level 2

Definition of  Risk weighting equity investments, deferred tax assets, capitalised expenses which are fully deducted from CET1
capital under APRA rules
18.8% IRREB

1.5% RWA Removal of IRREB RWA from APRA’s minimum Pillar 1 capital requirements

1.6%

Internationa
adjustments’ 6.6% Residential . . - . .
1.6% Removal of APRA's risk weight floors and multipliers (e.g. 1.4 owner-occupier, 1.7 interest-only)

The “international” capital ratios reverse out

IRB scalar Removal of APRA's scaling factor of 1.1 for all internal ratings-based (IRB) asset classes
12.2% 0.5% RBNZ rules APRA requires application of RBNZ capital rules for credit exposures in NZ including banking subsidiaries®. There co n se rvatis m to m a ke th e metri cs m o re
: are a number of differences between RBNZ and Basel including mortgages, specialised lending and farm lending
ncome
0.3% Eé:?:ggi Removal of APRA’'s multiplier of 1.5 for IPRE exposure co m pa ra b I e

0.1% APRA rules are more conservative for certain exposure types under the Foundation and Advanced IRB approaches
Dec 24 Dec 24
APRA Int'l 6.6%

With the introduction of floors, and global
o, 3. Except i respact of e bverah Seaing facor and Sandardied foor were APRAS eles mustbe sppied, e o PrUdentat 99 fragmentation’ banks may ConSider a Similar
approach to their IR

1. Methodology based on the Australian Bankin
requirements, with the finalised post-crisis Basel 11l

83
ik
g8
&
8

N 7

i BNP PARIBAS The bank for a changing world July 2025

Source: CBA Investor Presentation Dec 2024; BNP Paribas



The future: Trapped capital due to greater “solo” focus

ﬂ % UBS

Over-capitalised international subs lead to tight capital at the parent

/i/
73%
0
<
=
(e
X
ie)
©
I: 0
W ono, 24%
O 20% 7%
12%
4 ¢ 3 T B
2 & § & ¢©
g o §F § 3
< 2 2 = g
m 2 = g %)
> N 0
© 5
Foreign Subs  Domestic
Business

i‘: BNP PARIBAS

Other
deductions

1%
6% %
12.9%
6%
‘E "6‘ n o
e & 3 3
5 S = ©
= = =
° 5 & %
o ®© O
s E
a ©O
o
o

UBS AG Parent Solo

Typically, banks are supervised at a
consolidated level, regardless of the
capitalisation of the subsidiaries

5%

()

14.3%

N

Proposed changes in Switzerland treat UBS
AG parent on a solo basis with full deduction

of (overcapitalised) subsidiaries

Current

Target CET1 ratio
Group deductions
De facto min req

-

Proposals push up UBS de facto capital

requirement: could this ringfencing be a sign

of life post-Basel?

y

UBS AG capital build-up

UBS Group AG
Consolidated

The bank for a changing world

July 2025

Source: UBS Assessment of the impact of the proposed Swiss regulatory capital

measures 6 Jun 2025; UBS Pillar 3 Q1 2025; BNP Paribas
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Conclusion 1: Harmony is Nice to H:
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Harmonisation: nice, but maximising it is not essential

Harmonisation is a Trade-Off

Global consistency is
vital

We need to avoid a
regulatory race to the
bottom

A level playing field
rewards the more
efficient business

models - not the most
risky or protected ones

MORE HARMONISATION

i‘: BNP PARIBAS

Economies and markets
have differences

My banks should be

more competitive / safer

If Basel IV reduces the

Harmonisation is a noble goal — but to what
extent?

risk of a future banking

crisis, then the
competitiveness of Basel
IV banks will be better
than others

Compatibility is undoubtedly important

The harmonisation trade-off depends on
systemic risk appetite

The bank for a changing world

July 2025

Source: “Global financial centre and its regulators: what’s the strategy when everyone wants to be the top
dog?”, Bank of England, 27 Feb 2025, “Basel Ill implementation: global consistency challenges”, Eurofi,

February 2024; “A level playing field in banking”, Agustin Carstens, BIS, 21 January 2018; BNP Paribas






Balanced but Risky

The credit outlook has worsened in recent quarters

IACPM 12 Months Corporate Credit Default Outlook Index
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Credit risk outlook is “challenging”,
competition is intense, costs are sticky and
valuations are based on high expectations )

e N
Basel IV and IFRS 9:
“It is what it is” but the struggle continues

- y
e N

Active CPM increasingly “core”, more

emphasis on economic risk capital

(and Basel IV floors! &)

- y
. A
New and structural risks (e.g. crypto) to be
considered
- y
e N
“You go your way”: Management decisions
will drive performance
- J

The bank for a changing world

July 2025

Source: IACPM Q125 Credit Survey
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LEGAL NOTICE

This document is strictly confidential and is submitted to selected recipients only. It may not be copied, distributed, published or reproduced, in whole or in part, summarized, disclosed or forwarded, in any manner
whatsoever, at any time, by any recipient to any other person (including any retail investor or customer) without the prior written permission of BNPP (as defined below). The material in this document was produced by
BNP Paribas Securities Corp. or one or more of their branches, subsidiaries or affiliates (together, “BNPP”) for information purposes only. Failure to comply with this directive can result in a violation of the Securities
Act of 1933, as amended.

Although the information and opinions contained in this document have been obtained from you or public sources believed to be reliable, it has not been independently verified, and BNPP nor any of its employees,
advisors or representatives makes no representation, warranty, or undertaking, express or implied, whether such information contained in, or for omission from, this document or any other written or oral communication
transmitted to any other party is accurate or complete, and it should not be relied upon as such. There can be no assurance that any estimates, targets, or projections are attainable or will be realized. Past
performance is not a guide to future performance, and future returns are not guaranteed. A credit rating (i) is subject to downward revision, suspension or withdrawal at any time by the assigning rating organization; (ii)
does not take into account market risk or the performance-related risks of the investment; and (iii) is not a recommendation to buy, sell or hold securities. Any views expressed herein reflect the judgment of BNPP as
of the date of this document and may be subject to change, without notice, if BNPP becomes aware of any information, whether specific to a transaction or general (including changes in prevailing capital markets
conditions), which may have an impact on any such views. BNPP is not responsible for keeping any such information included herein updated and BNPP’s views also may differ from or be contrary to views expressed
by other departments and/or affiliates of BNPP.

This document is not, and should not be construed as, an offer document or an offer to sell or any solicitation of an offer to buy or sell any security or instrument or to enter into any transaction or provide any other
services, nor should it form the basis of or be relied upon in connection with any contract or commitment whatsoever or be taken as investment advice, and BNPP makes no representation as to the actual terms on
which a transaction may be entered into. BNPP shall not be obliged, by having made this document available to you, to sell, acquire, place or underwrite securities or provide other service. Any commitment by BNPP
to provide, arrange or undertake any of the aforementioned services would be subject to BNPP signing appropriate documentation, obtaining all necessary internal approvals and completing due diligence, in each case
in a manner satisfactory to BNPP. BNPP will not be responsible for the adequacy or appropriateness of this information for your purposes or any consequences resulting from the use of this document or reliance upon
any view or statement contained herein or for any omission.

BNPP, nor any of its respective officers, directors, employees or agents accepts no liability or responsibility whatsoever for any direct, indirect or consequential loss (in contract, tort or otherwise) arising from any use
of information contained in this document or any specialist advice. Accordingly, you should make your own judgment and assessment of the information contained in this document, which is not intended to be the sole
basis upon which a determination as to the advisability of any transaction contemplated herein should be made. BNPP does not provide any tax, accounting, legal, regulatory or other advice. Nothing herein shall be
construed as tax, accounting, legal, regulatory or other advice, and you should seek independent professional advice, as appropriate.

Any products mentioned herein may not be registered for public sale in a particular jurisdiction, and their availability for investment or distribution is restricted and subject to local applicable laws and regulations,
including sale only to professional or institutional investors. In relation to the securities, related derivatives, and other financial instruments and the companies, issuers, institutions, entities, and persons referred to in
this document, BNPP may (or may have in the past or may in the future), from time to time: act as manager, co-manager, underwriter of a public offering or otherwise, in the capacity of principal or agent; deal in, hold
a position, or act as market maker; provide significant advice or investment services; act as an advisor, broker, investment banker, commercial banker, or lender; solicit or perform investment banking or other services
and receive or intend to receive compensation for those services; and acquire non-public information.

As an investment bank with a wide range of activities, BNPP may face conflicts of interest, which are resolved under applicable legal provisions and internal guidelines. You should be aware, however, that BNPP may
have previously used and may in the future use the information contained herein or the analysis upon which it is based and may engage or have engaged in transactions in a manner inconsistent with the views
expressed herein, either for its own account or the account of its clients. BNPP and/or persons connected with it may effect or have effected a transaction for their own account in any investment referred to in this
document or any related investment before the material is provided to any BNPP clients. On the date of this document, BNPP, persons connected with it, and its respective directors and/or representatives and/or
employees may have a long or short position in any of the investments mentioned and may purchase and/or sell the investments at any time in the open market or otherwise, in each case either as principal or agent.
Without limiting the foregoing, in the event that you have not formally engaged BNPP as a financial advisor or otherwise, the provision of this document shall not be deemed to create any advisory relationship.

USA - BNP Paribas Securities Corp., a subsidiary of BNP Paribas, is a U.S. registered broker dealer and a member of the Financial Industry Regulatory Authority, Inc. and other principal exchanges.

Clients should contact and execute transactions through a BNP Paribas entity in their home jurisdiction unless governing laws permit otherwise.

This document does not disclose all the risks and other significant issues related to an investment in the securities, financial instruments or transactions described herein. Prior to transacting, you should ensure that
you fully understand the terms of the transaction and any applicable risks.

By accepting this document you agree to be bound by the foregoing limitations.
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