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Key Messages

« OnApril30, 2024,we published our updated risk-adjusted capital framework (RACF) methodology criteria.

« Thisupdatefollowed ourJan. 25,2024, request for comment (RFC) seeking market feedback on our proposal. We also
published a related FAQ titled

* Inresponseto the market feedback, we also published an REC process summary that provides an overview of the
written comments we received and our responses to this feedback.

 The updatedcriteriaaddressrecently implemented Basel lll framework reporting for market risk on trading activities
and the credit valuation adjustment (CVA) charge.We also revised the approach for jurisdictions that exempt some
asset classes from the regulatory CVA charge by applying a multiplier based on the average proportion of
nonexempted counterparties,unless we believe applying a bank-specific multiplier may be materialto our analysis.

« Giventhisisnota fundamentalchangeto the criteria,we anticipate thatanyratingimpactis highly unlikely.
Furthermore,the changesare targeted to a limited aspect of the criteria(marketrisk on the trading book and CVA
charge),which affect a limited number of banks currentlyreporting under the revised Basel Il framework.
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Why Now?

« Some regulatorsare starting toimplement revised Basel lll capitalrequirements.

* Therevisions enhancethe methods by which banks calculate risk-weighted assets for:
— Marketrisks on trading activities;and

— Risk of posting additional provisions due to a deterioration of creditworthiness of derivative counterparties,
absent default (CVA risk).

* Inrecentmonths,Korean,Canadian,and some Japanese banks have implemented the revised Basel Ill reporting for
these risks. Other jurisdictions will follow.

« We updatedthe criteriatoaddress the revised Basel Il regulatory calculations for marketrisk on the trading book
and CVA. There are no changes to how we take account of these risks for entities that reportunder other regulatory
reporting standards.

* Qurcriteriais not affected by the other Basel Ill reporting changes. This is because our RAC charges for other risks
are derived by multiplyingrisk exposures by our defined riskweights instead of regulatory riskweights. This contrasts
with our approach of applying a multiplier to the outcome of the regulatory calculation,which we use for market risk
on the trading book and the CVA.
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Key Updates: Market Risk In The Trading Book — Revised Basel lll Reporting
RACF Multiplier on Basel III Sensitivities-Based Standardized Approach

Basel lll Capital Requirements X Multiplier = S&P

1.6x (updatedas market
conditions warrant)

v

v

RAC capital charge

v

When the breakout of the regulatory calculation betweenthe sensitivities-based method, default risk capital requirement and the residual add-on is not available, we apply
the sensitivities-based multiplier to the balance of the regulatory charge

Entitiesthat are domiciled in Basel lll jurisdiction applying the simplified standardized approach: We applya1.2xmultiplierto the
simplified standardized approach regulatory charge.

There were no changes for entities reporting under prior approaches such as Basel 2.5.
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Key Updates: CVA- Revised Basel Ill Reporting

« Forentitiesapplying the revised Basel lll standardized or basic approachinreporting CVArisk, we apply a multiplier of
1.5x, which will be updated as market conditions warrant.

« Forentitiesapplying the fallback approach underrevised Basel lll reporting, we apply the same approach as for
banks not publishing a regulatory CVA charge.We compute the RAC CVA charge as a percentage of derivatives
receivables (asset side of the balance sheet), with multipliers calibrated on a set of representative banks
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Key Updates: When Some Asset Classes Are Exempted From Regulatory CVA

Second multiplier:to ensure a

First multiplier to fit R e

core assumptionsin
P « Basedonaverage % of

A nonexempted RAC CVA

counterpartiesfrom a large charge

. .
1.5x* for revised Basel lll sample of Banks (3.0x*): or

jurisdictions (1.3x*

SIS Bank specific multipliers

when material

* Updated as market conditions warrant

This differs from the prior approach of applyinga bank-specific multiplier, without considering the materiality of CVArisks.
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Rating Impact Highly Unlikely

« Thechangestargeta limited aspect of the RACF criteria thatonly applies to banks usingrevised Basel lll reporting.

* The calibration of the revised Basel Il reported trading and CVArisk to a one-year horizon and 99.9% VaR confidence
level is consistent with the approach we apply to Basel 2.5 and prior regulatory regimes.

« Werecognizethatupon transition tothe revised Basel lll framework, the output of the RACF criteria--the risk-
adjusted capital ratio--could materially affect a small number of banks. Nevertheless, we believe anyratingimpactis
highly unlikely because our financialinstitutionsratingmethodology considersthe RAC ratioin conjunction with the

risk position assessment, which specifically addresses factors not already capturedin the capitaland earnings
assessment.

« We similarly don'texpect any rating impact for other entitiesthatapply all or elements of the RACF criteria,such as
non-bankfinancialinstitutions,MLIs, PSFAs, prudentially regulated FMls or non-U.S. local and regional governments
owning,controlling,or guaranteeing afinancialinstitution.
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Thank You - Any Questions,
Please Feel Free To Contact Us
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Assumptions Applied In Calibrating Our Criteria Update

* Thestandardized sensitivities-based and internal modelregulatory calculations for market risk, though differentin the
application of bank-specificassumptions, are calibrated consistently for confidence levels and liquidity time horizons. This
supports our assumption that the regulatory charges are calibrated to a 97.5% expected shortfalland varied liquidity
horizons by assetand sub-assetclasses.

« Thel.6xmultiplierapplied tothe sensitivities-based method converts the regulatory confidence levels and liquidity time
horizons to the one-yearhorizon and 99.9% VaR confidence levelunderpinning our RACF criteria. Our multiplier was derived
from ouranalytical judgementbased onassessing available data from a representative sample of major banks with
meaningful trading activities. The multiplier will be updated periodically as marketconditions warrant. Our one-year liquidity
horizon assumption is supported by our belief that although some trading positions can be quickly unwound, they would
likely be replaced by new trading positions as the bank continues to take risks to supportits income-producing activities.

 Thel1xmultipliertodefaultrisk underthe Basellll standardized approachis consistentwith the Basellll assumptions of a
one-year holding period and a 99.9% confidence level. The Ix multiplier to the Basel lll standardized approach residual adad-
on risk reflects thatthe regulatory charge is anticipated to be less than 5% of the total charges.

* The1l.2xmultiplier for banks applying the Basellll simplified standardized approachrecognizesthatthe Basel calibration
is consistentwith the prior Basel standardized approach exceptforthe scalars to the calculated charge.

« Our1l.5xmultiplier for CVArisk for banks applying the revised Basellll standardized or basicapproach applies a similar
approach to the sensitivities-based method, given that the same underlying principles are applied to the regulatory
calculation.
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