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Our five divisions focus on distinct markets—and

together, they deliver unmatched breadth and depth.

S&P Global

S&P Global
Market Intelligence

Unique insights, leading data
and technology solutions.
Coverage includes
fundamental and alternative
datasets alongside expert
analysis you won't find
anywhere else.

S&P Global
Commodity Insights

Complete view of global
energy and commodities
markets. Coverage
includes oil and gas,
power, petrochemicals,
metals, agriculture and
shipping.

S&P Global
Mobility

Invaluable insights derived
from unmatched automotive
data. Coverage includes
vehicle registrations,
automotive technology and
vehicle sales globally.

S&P Global
Ratings

High-quality, objective
and independent
analytical information to
the marketplace. Brings
together expertise
across financial market
perspectives.

S&P Dow Jones
Indices

A Dtvision of S&F Global

Largest global resource for
index-based concepts, data
and research and home to
iconic financial market
indicators, such as the S&P
500® and the Dow Jones
Industrial Average®.

S&P Global

@ Sustainable1

Central source for sustainability intelligence, matching customers with products,
insights and solutions to help navigate the transition to a sustainable future.
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Basel 3.1: Strengthening the Global Banking System through Enhanced Risk-

Weighted Assets

The major weaknesses
of IRB approach
identified by Basel:

Lack of
robustness
for certain

asset classes

o
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Lack of ‘

comparability

©)

Excessive
complexity

S&P models against market shortcomings ]

/
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® Robustness of S&P models

Various qualitative risk drivers in addition to financial data
aiming at increasing robustness of the model

* Robust calibration based on proprietary S&P’s global default
database dating back to 1981

« Subject-matter credit expertise for asset classes where
statistical modelling is not possible
@ Complexity of S&P models
» Shadow-rating methodology which reduces complexity

« Simple, open-form and technology agnostic — easy to
implement in client internal system.

@ Comparability of S&P models
» Consistent rules on how to assess credit rating
+ Comparability of risk drivers with S&P rated universe



Basel 3.1: Standardized approach

Supporting role of S&P Scorecards
STANDARDISED APPROACH

Sov , PSE _ MDB , Bank , Corp , SME

s O MO MM Banks must perform due diligence to ensure that the external ratings
B | 2 2 2 2 2 appropriately reflect the creditworthiness of the counterparties.
D | g 2 2 2 2 | «If the due diligence reflects higher risk than that implied by the external
[ geows- Z Z z z z rating bucket of the exposure, the bank must assign higher risk weight.
[ ] Mt !

External ) 1 () () () °Duediligence analysis must never result in a lower risk weight vs the

Tﬁﬁ? % % % % % % external rating. (Basel, CRE 20)

allowed e B bl O 'l (B ~J L

U S&P Scorecards may play crucial role in due diligence process within Standardised Approach.

(J Even if the banks use the external ratings they are obliged to evidence that the ratings are sufficiently conservative for the
counterparties they are assessing.

J Using regulatory risk weights does not replace the need of having an independent risk assessment for internal management and
reporting purposes.
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Basel 3.1: Standardised Credit Risk Assessment Approach (SCRA)

* In jurisdictions that do not allow the use of external ratings or for unrated exposures under ECRA.

* Under SCRA, banks have to classify bank exposures into buckets (i.e., A, B and C) and assign the
corresponding risk weights. |

* Banks must perform due diligence to ensure that the ‘buckets’ assigned are appropriate and
conservative.

* To ensure consistency and comparability of banks portfolios under ECRA and SCRA, banks could use
internal credit assessment to assign risk buckets independently and transparently.

S&P SCRA Work Flow

Credit

Regulato
Assessment SCRA Grade 9 v

Capital Data
Scorecard Mapping

Final Grade
Bank, NBFI A-B-C Tty

Validation
and Broker
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What is changing with SCRA in Basel II?
Potential impact on the RWA and Capital for exposures to Banks and Securities Firms

Basel Il SA Two Options with External Ratings Basel Il SA
RATED EXPOSURE - ECRA
Option 4 Risk weight table for bank exposures
Credit assessment | AAAto | A+to A- | BBB+to | BB+to Below | Unrated External Credit Risk Assessment Approach Table 6
of Sovereign AA- BBB- B- B- External rating of counterparty AAA 10 A4 At toA- 888+ to BB~ BB+twB-  BelowB-
Risk weight under | 20% 50% 100% 100% 150% 100% “Base” rick weight 20% 30% 50% 100% 150%
Optlon 1 Risk weight for short-term exposures 20% 20% 20% 50% 150%
Option 2

UNRATED EXPOSURE - SCRA

Credit assessment | AAAto | A+toA- [ BBB+to | BB+to | Below | Unrated
of Banks AA- BBB- B- B- Risk weight table for bank exposures
Risk weight under | 20% 50% 50% 100% 150% 50% Standardised Credit Risk Assessment Approach Table 7
Option 2 Credit risk assessment of counterparty l Grade A Grade 8 Grade C I
*Base" risk weight 40% 75% 150%
Risk weight for short-term exposures 0% 50% 150%
S&P Global Permission to reprint or distribute any content from this presentation requires the prior written approval of S&P Global Market Intelligence.
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Step 1: Determining the cut off points based on “capacity”
How Scorecard is tackling some of the key hurdles of SCRA requirements:

S&P Global
Market Intelligence

Consolidated vs Stand-Alone
Analysis. Group Support

Removes Implicit Government

Support
Includes Transfer & Convertibility
Risk
MACRO BANK-SPECIFIC
FACTORS FACTORS

Economic Risk
Score
Industry Risk
Score

ANCHOR

Business Capital and Risk

Position Eamings Position

Source: S&P Global Market Inteligence, for illustrative purposes

only

Permission to reprint or distribute any content from this

Regular data updates: Quarterly,
YTD, Half-year, etc
ESG risks are embedded
Banks, Securities Firms and other
Financial Institutions
| EXTERNAL
1 SUPPORT
I
-
Support
g
Funding and i | Government 3
Liquidity g | Support g
o | T
| ALAC
1
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Step 2: Output from Scorecard to inform grades

Numeric scale Lettor-grade scale
1 aaa
15 aa+
2 aa
25 aa-
3 a+
35 a

4 a-
45 bbb+
5 bbb
55 bbb~
6 bb+
6.5 bb

7 bb~
75 b+

8 b
85 b~

9 [
95 cce
10 cce~

S&P Global
Market Intelligence

Counterparty bank has adequate capacity to
meet their financial commitments for the
projected life of the assets or exposures
and irrespective of the economic cycles
and business conditions....

Counterparty bank is subject to substantial
credit risk, such as repayment capacities
are dependent on stable or favourable
economic or business conditions.

Counterparty bank has material default risks
and limited margins of safety. For these
counterparties, adverse business,
financial, or economic conditions are
very likely to lead, or have led, to an
inability to meet their financial
commitments.

Permission to reprint or distribute any content from this presentation requires the prior written approval of S&P Global Market Intelligence.
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Step 3: Data Search - Bank’s regulatory capital vs minimum requirements and buffers

» Under which jurisdiction is the bank

i 2 Extensive Basel lll/IV Reporting Resources available in
Incorporated? @ S&P Capital IQ Pro. Sample below:

» Who is the national supervisor? Auditor Opinion Other Risk Buffer (%)

> Is the minimum regulatory Capital Pillar 1 Minimum Requirement (%) Total CET1 Requirement (%)
requirement (%) publicly disclosed?

. _ \ Pillar 2 Minimum Requirement (%) Total Tier 1 Requirement (%)

» What is the minimum regulatory capital
requirement? Capital Conservation Buffer (%) Total Capital Requirement (%)

> Doe§ the bank meet minimum capital Counter Cyclical Buffer (%) Minimum Basel Ill Leverage (%)
requirement?

> |s the buffer capital requirement (%) puinCIy Systemic Risk Buffer (%) Minimum TLAC Requirement (%)
disclosed? Leverage Ratio % Tier 2 ratio (%)

» What is the buffer capital requirement?

» Does the bank meet buffer capital
requirements?

S&P Global Permission to reprint or distribute any content from this presentation requires the prior written approval of S&P Global Market Intelligence
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Step 4: Confirm regulatory capital standing —

- - Scorez6

6> Scoez4as

. No adverse audit Adequate capeciy | 5 etantial Credn e
Reg p Zé‘;"""“"‘ er uﬁﬁ;fna::tal opinion or doubt about econamic cycles Risk Risk
il o4 going concern S ] N .
No adverse audit opinion or doubt wo
Reg cap = Minimum Reg Cap about going concem

'
Adwrrm Yoo
R <
90 concenm
No

C A : ¢

Counterparty does notdisclose or — py oo L b BT e READ  (mgne) (RRERER
meet the minimum regulatory capital SIS8 SUICH ODIROT OF GOUS o
requirement about going concern '
WA (5 Ty=20m

S&P Global
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Basel 3.1: Slotting approach - Specialised lending

Slotting models are applied to special lending exposures (Project Finance, Object Finance, etc). Banks can use internal models or
regulatory slotting models for those asset classes. If they opt for regulatory slotting models, they will need to allocate exposures to
one of 5 risk category using the internal rating grades.

Risk category BBB- or better BB+ or BB BB- or B+ B to C- Not applicable
Risk weight X% X% X% X% X%

S&P Scorecards treat similar risk drivers as the supervisory criteria. They facilitate the mapping process to individual slots.

- Although banks are expected to map their internal ratings to the supervisory categories for specialised lending using the slotting
criteria, each supervisory category broadly corresponds to a range of external credit assessments as outlined below. (Basel, CRE 20)

- Banks must demonstrate that their mapping process has resulted in an alignment of grades.

Allocation Satisfactor

S&P scorecards provide rating categories which are mechanism Strong  Good y Weak  Default
well aligned with the S&P Global Ratings and the Financial strength
methodology itself covers all the risk areas from Political andtlegal
é g environmen e 5 5 ¥
the regulatory table (on the right) and satisfy the TR SR Definitions and sub-ca}egorles provided in the
regulatory requirement. characteristic regulation
Strength of sponsor
Security package
S&P Global Permission to reprint or distribu tent from this presentation requires the prior writen approval of S&P Global Market & 14
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Regulatory Focus: Alternative Investment Funds (AIF)

ECB calls on lenders to manage growing risk from shadow banks (Reuters,
April 2025)

* Even in the face of elevated volatility, the volume of
alternative assets under management is set to grow further to
$23 trillion by 2026 from approx. $10 trillion in 2019.

* According to S&P Ratings, AlFs will be under pressure due to
uneven valuations, slowing fundraising and higher liquidity
needs. Some will likely return to debt to invest.

MACRO FACTORS & FUND - SPECIFIC External Support

Stressed Leverage
-
Risk Position Preliminary
Anchor .
)H’ e

Jurisdictional Risk

AJF Rating Methodology Support
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(BiL. $)

In a sector where transparency and illiquid assets are a
key issue, the AIF Scorecard provides an easy-to-use tool
to evaluate the creditworthiness of funds and their debt
instruments.

Key measures of AlF’s risks are: stressed leverage, risk
position, funding and liquidity, jurisdiction, track record
and performance, complexity and transparency.
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Identify ESG Credit Factors & Transmission Channels to Credit

Assessments

Environmental Social Governance
factors factors factors
»
)74 Climate Health and D Governance
transition risks safety 1 structure

Physical risks ﬁﬁ Social capital

Natural capital ﬁ}ﬁ Human capital

Waste and Other soclal
pollution factors

) P b«

Other
environmental
factors

® @B O

Source: “ESG - Environmental, Social, And Governance
Principles In Credit Ratings’ Oct 10, 2021", S&P Global
Ratings. Copyright @2021 by Standard & Poor’s Financial
Services LLC. All rights reserved

S&P Global
Market Intelligence

Risk management,

culture, and
oversight

Transparency
and reporting

Other governance
factors

m

Transmission Channels
Lower profitability
Higher cost of capital
Risk of secular substitution of
products
Increased need of CapEx
Increased reputation scrutiny
Demographic related issues
Impact of government restrictions
Lower Real estate prices
Lower household wealth
Lower asset performance
Increased cost of compliance
Increased legal costs
Decrease in access to funding

Y

Credit Assessment

Component Impact
Industry risks
Geographical risks
Competitive advantage
Management
Governance
Financial risks
Operating efficiency
Liquidity
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ESG in Credit Risk: Developments

Specific actions for corporate loan analytics and credit risk management

s |dentify mmsp  Quantify === Report

Clarify methodological approach and train credit analysts
» Define ESG relevant credit risk factors
* Introduce ESG sector materiality

* Integrate ESG more structurally and transparently in the credit assessment

Ensure consistency of definitions, data and models
* Clarify connection between credit and ESG assessments

» Shifting focus of assessments on the overall sustainability of borrowers” business models

Enhance models, data and criteria as new evidence becomes available

* Build robust and flexible methodological framework to evolve over time

S&P Global
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Proven, well performing, user
friendly, transparent,
documented, widely used and
accepted by regulators...

...entirely developed,
maintained and supported
by us, requiring minimum
client internal resources
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