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This report does not constitute a rating action.

S&P Global Ratings is requesting comments on proposed revisions to its “Risk-Adjusted Capital
Framework Methodology," April 30, 2024. These revisions would change our treatment of post-
tax unrealized gains and losses on available-for-sale (AFS) securities and deferred tax assets
(DTAs). Along with this request for comment, we published an FAQ that answers some questions
about the proposal (see "A Closer Look Into The Proposed Changes To Our Risk-Adjusted Capital
Framework Methodology"). We also published a set of slides (see "Further Details On ‘Request
For Comment: Risk-Adjusted Capital Framework Methodology', Nov. 3, 2025) that provide more
information on the proposal.

The risk-adjusted capital framework (RACF) criteria constitute S&P Global Ratings' global
framework for evaluating the capital adequacy of banks and certain nonbank financial
institutions and financial services companies (including nonoperating holding companies of such
groups). The current criteria remain in effect until we finalize these proposed criteria.

KEY CHANGES

Our overall framework for assessing capital remains the same, but we're proposing the following
targeted changes:

Changes related to the treatment of revaluation reserves associated
with post-tax unrealized gains/losses on AFS securities

e We no longer remove the impact of revaluation reserves associated with post-tax unrealized
gains/losses on AFS securities from reported capital (Paragraph 29).

e We no longer adjust equity holdings by the net unrealized gains or losses on these securities
(Paragraph 128; Paragraph 129 will be deleted).

e We incorporate market-value movements on AFS securities in our analysis (Paragraphs 55, 159,

161, and 203).
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Changes related to the treatment of deferred tax assets (DTAs)

e When determining which DTAs can be included in capital, we now include only not-readily-
convertible DTAs in the calculation of the 10% threshold of DTAs arising from timing
differences (Paragraphs 50 and 57).

e Without changing our definitions, we updated our terminology to refer to DTAs that rely on
future profitability and DTAs that arise from timing differences (Paragraphs 49, 50 and 53).

Associated changes to Financial Institutions Rating Methodology

o We added to the non-exhaustive list of examples of situations when we may consider a one-
category adjustment up or down to the initial capital and earnings score (Paragraph 106).

IMPACT ON OUTSTANDING RATINGS

S&P Global Ratings applies its RACF methodology to about 1,000 ratings on financial institutions,
non-U.S. public-sector funding agencies, and multilateral lending institutions. Preliminary testing
indicates that the adoption of the proposed criteria would result in a very limited (fewer than 10)
number of rating actions on financial institutions, mostly downgrades and all by just one notch.
We do not anticipate any rating actions on any non-U.S. public-sector funding agencies or
multilateral lending institutions.

WHEN AND HOW TO SUBMIT COMMENTS

S&P Global Ratings is seeking feedback on the proposed criteria by Dec. 4, 2025. We encourage
interested market participants to submit their written comments to
https://disclosure.spglobal.com/ratings/en/regulatory/ratings-criteria. Comments may also be
sent to CriteriaComments@spglobal.com should participants encounter technical difficulties.

PROPOSED METHODOLOGY

The sections below include only the paragraphs where there is a proposed change.

Risk-Adjusted Capital Methodology

29. Revaluation reserves: We adjust reported capital to remove the impact of revaluation
reserves associated with deferred gains/losses related to cash flow hedges. If the revaluation
reserves are positive, we deduct them from reported equity (that is, we exclude them from
adjusted common equity [ACE] and total adjusted capital [TAC]). If the revaluation reserves are
negative, we add them back to reported equity.

49. DTAs that rely on future profitability: To calculate ACE, irrespective of whether the entity
operates in jurisdictions where Basel Ill is implemented, we deduct from reported common equity
the net DTAs that rely on future profitability for their recoverability (including tax loss carry-
forwards). We deduct net DTAs to reflect the regulatory approach that allows institutions to
offset their DTAs against their deferred tax liabilities (DTLs). In these instances, if there is a net
DTL, we make neither a deduction nor an addition to calculate ACE. When netting DTAs and DTLs,
we exclude DTLs related to goodwill, intangibles, and pensions--if any--because they're already
accounted for when adjusting for such items. We deduct the full amount of these DTAs,
irrespective of any Basel lll transitional arrangements that regulators may apply.
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50. DTAs arising from timing differences: For all institutions, the treatment of DTAs arising from
timing differences (sometimes referred to as temporary) depends on whether they're “readily
convertible” or “not readily convertible”.

57. If the amount of not-readily-convertible DTAs arising from timing differences exceeds 10% of
the intermediate ACE, we deduct from the intermediate ACE the amount of these DTAs in excess
of the 10% threshold. The amount of DTAs we consider for this calculation is net of DTLs when
the regulator allows such netting. We consider DTAs arising from timing differences as readily
convertible if they're convertible into claims against the government to be settled in the form of
liquid assets (for example, cash or government bonds) without delay when the institution incurs a
loss and we expect the government to be able and willing to deliver the liquid assets. DTAs that
can only be netted against other taxes due over time or that are only converted in the event of
liquidation are examples of DTAs we don't consider readily convertible.

53. DTAs arising from timing differences that aren't deducted from intermediate ACE to calculate
ACE are subject to the following RACF risk weights:

o 375% if we view them as not readily convertible; and
e 250% if we view them as readily convertible.

55. We aim to apply a reasonably consistent definition of ACE and TAC, but specific
circumstances or reporting differences may require additional adjustments to reported common
shareholders' equity. For example, adjustments may apply when we assess that some
transactions artificially inflate reported equity. Examples of such transactions include
unseasoned revaluation of an entity's own premises, reciprocal cross holdings, or the issuance of
capital instruments that are indirectly funded by the entity through a related party, such as a
holding company or sister company. When adjusting for unseasoned property revaluations, the
regulatory approach may guide the amount we deduct. Similarly, we could consider deducting
more than just the equity investment in unconsolidated minority investments in financial
institutions. We could do so if regulatory capital measures deducted other types of exposures to
such institutions and we considered it appropriate to reflect the full extent of potential
unexpected losses given the nature of the risks involved.

128. The RAC charges apply to the fair value of equity holdings, unless that information isn't
available, in which case we would apply risk weights to the carrying value.

169. Our RACF is not intended to capture risks such as:

e Interest rate and currency risk in the banking book, other than the market value of the AFS
securities portfolio, which could be affected by these risks;

e Volatility of pension funding;
o Funding risk;

e Reputation risk; and

e Strategic risk.

161. With the exception of the AFS securities portfolio, we've chosen not to incorporate interest
rate risk in the RACF because the methodologies of measuring asset-liability management (ALM)
risk can differ substantially across banks, depending on each bank's assumptions. Consequently,
in the absence of any standard reporting requirement, the ALM risk metrics that banks publish
tend to vary.
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2083. The investment amount that we deduct from reported equity to calculate TAC is net of the
same adjustments that we make to the group's ACE (except the deduction of minority interests).
Typically, those adjustments include netting the capital amount against goodwill and
nonservicing intangibles.

Table 2

Calculation of total adjusted capital*

Starting point: Common shareholders’ equity

Add "Minority interests: Equity”

Deduct dividends not yet distributed

Deduct revaluation reserves: deferred gains/losses related to cash-flow hedges

Deduct goodwill and nonservicing intangibles

Deduct interest-only strips

Add or deduct postretirement benefit adjustments

Add or deduct cumulative effect of credit-spread-related revaluation of liabilities

Deduct investments in insurance subsidiaries (as per paragraphs 41-43) and significant minority investments in financial
institutions

Add or deduct other equity adjustments

Deduct deferred tax assets (DTAs) that rely on future profitability

= Intermediate ACE

Deduct certain DTAs arising from timing differences (subject to threshold)

= Adjusted common equity (ACE)

Add preferred stock and hybrid capital instruments (subject to limits)

= Total adjusted capital (TAC)

*For details on each of the adjustments and measures of capital included in this table, please see the relevant sections.

Financial Institutions Rating Methodology

106. We base our analysis of the quality, management, and flexibility of capital on a number of
factors and ratios--some applicable to all types of Fls and some particular to certain types of Fls.
For all FIs, examples of factors we may consider include:

e The portion of capital that's hybrid instruments, which typically have a lower ability to absorb
losses than common equity;

e Whether other measures of capital not considered in Step 2 of our capital and earnings
assessment--such as regulatory metrics or other measures of leverage and capital--may
reflect a stronger or weaker capital position than that reflected in the capital measure in Step
2;

o The level of reserves for loan losses and whether they may add significantly more or less to the
loss-absorption ability (perhaps because of differences in accounting standards);

e The approach to capital management exercised by the entity's management, board, and
shareholders and whether the capital measure in Step 2 could change materially over a longer
period;

e The proximity of the entity's regulatory capital metrics to any regulatory requirements and how
this affects its flexibility to manage capital;
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o |f the securities' fair-value revaluation reserves in other comprehensive income incorporate
unrealized gains or losses on AFS securities that have been reclassified to held-to-maturity
(HTM), and we believe--consistent with the accounting presentation--that the issuer has the
intent and ability to hold the securities to maturity and thus not realize that unrealized
gain/loss, we may consider a positive or negative adjustment to offset the unrealized
gain/loss;

o Whether we believe there's an increased risk that significant unrealized losses on HTM
securities may be recognized to address funding, liquidity, or future earnings performance.
Metrics we may consider in assessing the potential significance of unrealized losses include
the size of the unrecognized losses relative to capital, the proportion of HTM securities relative
to total securities, the duration of the HTM securities, and tangible common equity/tangible
assets;

e Financial flexibility--the degree to which we consider that the entity could plausibly and
materially boost capital by reducing share repurchases, calling committed capital, or through
other means (such as selling substantial equity holdings) that would not significantly damage
its franchise, earnings capacity, or investor confidence;

e Double leverage to the extent that this isn't captured in the ratio used in the initial score and
when the initial score is based on the ratio of an entity owned by a nonoperating holding
company; and

e Any material constraints on the flow of loss-absorbing capital among group members.

RELATED PUBLICATIONS

Criteria to be fully superseded

e Risk-Adjusted Capital Framework Methodology

Related criteria

e Multilateral Lending Institutions And Other Supranational Institutions Ratings Methodology

e Methodology For Rating Non-U.S. Public-Sector Funding Agencies

e Financial Institutions Rating Methodology

e Principles Of Credit Ratings

A complete list of S&P Global Ratings' criteria articles can be found on
https://disclosure.spglobal.com/ratings/en/regulatory/ratings-criteria.

Other publications

e ACloser Look Into The Proposed Changes To Our Risk-Adjusted Capital Framework
Methodology, Nov. 3, 2025

e Further Details On "Request For Comment: Risk-Adjusted Capital Framework Methodology",
Nov. 3, 2025

e S&P Global Ratings Definitions

This article is proposed Criteria. Criteria are the published analytic framework for determining
Credit Ratings. Criteria include fundamental factors, analytical principles, methodologies, and /or
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key assumptions that we use in the ratings process to produce our Credit Ratings. Criteria, like
our Credit Ratings, are forward-looking in nature. Criteria are intended to help users of our Credit
Ratings understand how S&P Global Ratings analysts generally approach the analysis of Issuers
or Issues in a given sector. Criteria include those material methodological elements identified by
S&P Global Ratings as being relevant to credit analysis. However, S&P Global Ratings recognizes
that there are many unique factors / facts and circumstances that may potentially apply to the
analysis of a given Issuer or Issue. Accordingly, S&P Global Ratings Criteria is not designed to
provide an exhaustive list of all factors applied in our rating analyses. Analysts exercise analytic
judgement in the application of Criteria through the Rating Committee process to arrive at rating
determinations.
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