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Key differences
in analyzing Bank
Financial Statements

Balance sheet
analysis

}

Ol

Commercial and
investment bank
differences

xky ‘*@‘
=]

Credit quality
analysis

Income
statement analysis

B

Regulatory ratio
analysis
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Non-Financial Company
vs Bank Balance Sheets
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NON-FINANCIAL
COMPANIES

4 )

BANKS

FINANCIALEDGE!

NON-FINANCIAL
COMPANIES
ASSETS
Produce
economic value e Cash / Marketable

: Securities
Physical /
financial
sources used Receivables
to run the
business

@ Inventory

What the
company
OWNS L) reac

., o
---------------------------------------

...........................................

LIABILITIES

: O Payables
: O Accrued Expenses
: O Loans / Notes Payable

............................................

.............................................

............................................

Represent future
cash outflows

What the
company OWES

0 Split between:

Liabilities from
operational activities

Liabilities from
debt financing

FINANCIALEDGE!
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NON-FINANCIAL
COMPANIES

How to run the business
day-to-day?

( Operational decisions )

How to finance those
operations?

Deciding between
how much debt and
equity financing to use

FINANCIALEDGE!
NON-FINANCIAL
COMPANIES BANKS
( N\
. J
FINANCIALEDGE!
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BANKS

ASSETS : LIABILITIES :
: :t ) : r———é-oO Deposits
- ©) Loans : 1 :
f : & . : :
1 : : :
1 : : 1 : O Loans | Notes Payable
IE cash/ 5 L !
i : Cash Equivalents / : O S S S -
: : X Marketable Securities : : Sethessasatresessdrasaraciaserasbasavantases .
1 : : :
1 H 2
P : ! EQUITY
1 :‘. .: 1 o
L] ..llllllllllllllllllllllllllllllllllll“. 1 R e ".
. 1 ]
L Bank earns interest @ | Bank pays interest
(income) from customers (expense) to deposit-holders
FINANCIAL EDGE!
BANKS
ASSETS LIABILITIES . Financing is
: : : : oﬁ fundamental to the
iy : j=&e [ ) Deposits : operations of the bank
= 60 Loans H 1 - :
H : : 1 :
1 : O Loans [ Notes Payable
I : Cash / : | :
1 : Cash Equivalents / : I esssssssssssssasssssnnnssannnnsanns o
: E Marketable Securities E I emseessmesnsnnnnnnnn s .
- - I . -
1 : H 1 - H
: : : : EQUITY : Bank’s deposit
L e D s sn s aeaees o~ financing only
‘QI represents what
| Bank earns interest @ I Bank pays interest the bank potentially
(income) from customers (expense) to deposit-holders owes to its customers
FINANCIAL EDGE!
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——

Income statement

)
{ Banking Financial Analysis }

Interest is a key
operational
expense

Gross and
operating profit
margin aren't
applicable

Non-Financial Company Analysis

{ . 1\ \
1 Operation of ] f Financin ]

| thebusiness 1} 9 i
A N N !\ y!
|\ J

Enterprise .
(operational) level Eguiis7 JEnEl

FINANCIALEDGE!

——

\'W is done at the equity level

)
C Banking Financial Analysis ) Non-Financial Company Analysis
l’ ------- .------\— & -\‘ { . \ I \I
1 Operation of FINaheln 1 1 Operation of h FinonEin H
| thebusiness 9 i . the business 1! 9 1
N e N J N e RS J
N AN J
O S O S Y,
i B g \Mostfinancial analysis :

Enterprise
(operational) level

..................................................................
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Bank Financial Analysis

FINANCIALEDGE!

=

Not all banks are the same in terms of services that they offer

FINANCIALEDGE!
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2,

COMMERCIAL BANKING

VS ék/i

INVESTMENT BANKING

E;.?..

4

The differences between the operations
will impact how the financial statements
of these banks will look

FINANCIALEDGE!
- . .
i Qr VS
=122 :
COMMERCIAL BANKING . INVESTMENT BANKING

FUNDAMENTAL BUSINESS MODELS

........................................................

Provide advisory services
(M&A activity, or financial structuring) :

........................................................

.........................................................

Earn profit by:

Profit from the interest margin

: Capital raising
: (Both debt and equity)

........................................................

........................................................

Difference between interest earned and interest paid

........................................................

FINANCIALEDGE!
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}
o}

[:) VS

2

D 1, o

=Kk=4 - g
COMMERCIAL BANKING INVESTMENT BANKING
REVENUE PROFILE

A: Revenue driven by deal

Relatively stable revenue /*\\ and transaction volumes

0 e

Aligned to the performance
of financial markets

.............................................................................................

FINANCIALEDGE!

}

19 VS I

=122 il

COMMERCIAL BANKING INVESTMENT BANKING
COSTS
&l° g (XX
W i 'H ("]
Substantial Can suffer from
infrastructure costs significant credit losses Staff costs
Cyptomer service From defaulting loans Senior/experienced individuals

- providing tailored advice
Regulatory compliance

requirements

Technology related staff costs
Up-to-date technology to
support digital banking
FINANCIALEDGE!
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)

VS 16

1

COMMERCIAL BANKING INVESTMENT BANKING
ADDITIONAL SOURCES OF INCOME

o .

Fee income to support the netinterestincome

.......................................................................

Cash management services

Foreign exchange for companies
Private

Treasury Settlement

. . and wealth .

Credit card or mortgage fees for retail customers management services and custody
FINANCIALEDGE"

Income Statement: Key
Performance Measures

FINANCIALEDGE!
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Key performance measure for banks is:

—
11

( Net interest margin )

CALCULATION ~ Measures:
. Net interest income Bank’s efficiency at generating
H H income from its loan portfolio
S QT e e e e —
- Average .': Incorporates the direct costs
: . N : iated with financing the loans
: interest-bearing assets  : apsecd
" FINANCIALEDGE!
I
[E—
Key performance measure for banks is:
( Net interest margin )
-~
CALCULATION
Net interestincome O---<
f— Y aammmEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEE N )
— Can be calculated either before

o Averade " or after the allowance for

N 9 : credit losses expense for the year

:  interest-bearing assets

............................................. L

FINANCIALEDGE!
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~
BALANCE
SHEET
3 A 3 Hold regulat ital 4
- ] ee— - old regulatory capita -
INTEREST-BEARING ASSETS Smeenenannnnes I I I 3 to cover the risk of — a
5 ! losses from these assets e
“ _l .:
7
FINANCIALEDGE!
Allows analysts to determine how these have changed over time
DRIVERS
3
o
OF—3
illl COMMERCIAL BANK FEES
T FINANCIALEDGE!
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Example disclosures
on hon-interest income

(140)

TP EETTTT eIy

T

operating profit [ income before tax

Contributing 1lbn out of the
17.4bn profit before tax

Over 60% of the profit before tax

FINANCIALEDGE!
NONINTEREST INCOME NET INTEREST INCOME
($ in millions) (Taxable-equivalent basis; $ in millions)
Full Year Full Year Percent Full Year  Full Year
2024 2023 Change 2024 2023 Change
Components of net interest income
1 1
Cardrevenue S1.679  ($1,630 0 Income on earning assets $ 31789 $30,144 $ 1,645
Corporate payment products revenue 173 759 18 Expense on interest-bearing liabilities 15380 12,617 2,763
Merchant processing services 1,714 1,659 33 Net interest income $ 16,409 S 17,527 $(1,118)
Trust and investment management fees 2,660 2,459 8.2
Service charges 1,253 1,306 4.1)
Commercial products revenue 1,523 1,372 11.0
Mortgage banking revenue 627 570 10.0
Investment products fees 330 279 18.3
Securities gains (losses), net (154) 27) nm
Other L R T .
Total before balance sheet optimization 11,046 10,757 27 ° e

Balance sheet optimization nm q om q g
Total noninterest income 40 Significant contribution to overall

P X

FINANCIALEDGE!
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NONINTEREST INCOME

($ in millions)
Full Year Full Year Percent
2024 2023 Change
Card revenue $1,679  $1,630
Corporate payment products revenue 773 759
Merchant processing services 1,714 1,659
LI ® Trust and investment management fees 2,660 2,459
E Service charges 1,253 1,306
H [ Commercial products revenue 1,523 1,372
E Mortgage banking revenue 627 570
. Investment products fees 330 279 X
E Securities gains (losses), net (154) 27) nm
: Other 641 750 (14.5)
E Total before balance sheet optimization 11,046 10,757 27
H Balance sheet optimization — (140) nm
E Total noninterest income $11,046  $10,617 4.0
: Bank has been able to grow
- it's non-interestincome by 4%

NET INTEREST INCOME
(Taxable-equivalent basis; $ in millions)

Full Year  Full Year
2024 2023 Change
Components of net interest income
Income on earning assets $ 31789 $ 30,144 $ 1645
Expense on interest-bearing liabilities 15,380 12,617 2,763
Net interest income $ 16409 $ 17,527 $(1,118)

TRUST AND INVESTMENT
MANAGEMENT FEES

ASSETS UNDER
MANAGEMENT

Change in assets Cash management

under management
Foreign exchange

Liquidity products

FINANCIALEDGE!

Income Statement: Key
Performance Measures

FINANCIALEDGE!
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g S
¢ \
7 \
1 \
1 W :
s
]
\ \ J
\ /
(N 4
o R

COST-INCOME RATIO

EARNINGS PER SHARE GROWTH

P ~
e S
¢ \
7 \
1 \
1 1
1 I
\ I
\ 7
\ /
(N 4
o R

DIVIDEND PER SHARE GROWTH

FINANCIALEDGE!

COST-INCOME RATIO

CALCULATION

Total recurring
operating expenses

EARNINGS PER SHARE GROWTH

COST-INCOME RATIO

Efficiency ratio or expense ratio

DIVIDEND PER SHARE GROWTH

Net interest margin
+

Non-interest income

FINANCIALEDGE!
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,’.\\
/ %
p. /Y
l\ é@v ]
A ,/
Sm=
COST-INCOME RATIO EARNINGS PER SHARE GROWTH DIVIDEND PER SHARE GROWTH
vGrlabI'e co‘sts e ' :"........i ............. . quaging operating
— (excludlng interest o Net interest expenses is o ke
B 0B expense)are B 4 margin P y
S typically low ' eerrennerereennrans driver of overall profit

( Cost income ratio is most often analyzed on a recurring (or adjusted) basis >

Key non-recurring expenses:

Regulatory and Unexpected
legal settlements loan losses
FINANCIALEDGE!
Vs [ S
; N
STma
l\ é@v ]
\ U
Seo _,/
COST-INCOME RATIO EARNINGS PER SHARE GROWTH DIVIDEND PER SHARE GROWTH
i Management’s ability to control key recurring expenses
FINANCIALEDGE!
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,’.\

Y
=
» 7’

4

~—=’

-
(o]

\

N

COST-INCOME RATIO EARNINGS PER SHARE GROWTH DIVIDEND PER SHARE GROWTH

ala "I ...... \

( Cost Income Ratio ) — (Efficiency Rutio) —

4

Bank is operating on a less efficient basis

FINANCIALEDGE!
/.‘\‘
I/" '\\
1Dy |
\ o Y,
\~ s
COST-INCOME RATIO EARNINGS PER SHARE GROWTH DIVIDEND PER SHARE GROWTH
GROWTHIN
EARNINGS PER SHARE
i Provide insight into the quality of earnings that the bank produces
Volatile EPS growth More stable growth in EPS
e i
=-e’ Diversified income sources
The bank’s performance :
is heavily influenced by /@i More predictable future growth
financial markets ; ul
FINANCIALEDGE!
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s~ . '~o

4 \
/4 ' 1
Q0

\ ’

\\\_ —’,

COST-INCOME RATIO EARNINGS PER SHARE GROWTH DIVIDEND PER SHARE GROWTH
DIVIDEND PER SHARE GROWTH
; Banks are typically Limited high return investment
mature businesses opportunities that would need funding
Pay out a significant proportion
of their profits as dividends
FINANCIALEDGE!

s~ . '\\

4 \
/4 ' 1
Q0

\ ’

\\\_ —’,

COST-INCOME RATIO EARNINGS PER SHARE GROWTH DIVIDEND PER SHARE GROWTH
2 .
L CYCTTITTI T Pension funds
SO
DIVIDEND PER
SHARE GROWTH

Whether a bank is performing well

The bank’s share price will react to
changes in its dividend growth

FINANCIALEDGE!
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,‘.'\\
/ \
/4 ' 1
Q0
\
\\\_—’,I
COST-INCOME RATIO EARNINGS PER SHARE GROWTH DIVIDEND PER SHARE GROWTH
A
Regulators ﬁ
L] L]
( COVID Pandemic ) 3
Introduced various caps To address the prolonged
or restrictions on banks economic uncertainty
dividend payments and fears of liquidity stress
FINANCIALEDGE!

Income Statement:
Cleaning Net Income

FINANCIALEDGE!
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How do we calculate recurring
(or cleaned or adjusted) netincome?

Non-recurring expenses ) L3¢
(or deduct non-recurring income, if any) a

Company's core
operating profit
generated from
its core products -

Non-core items

Non-controlled items

FINANCIALEDGE!
pr— Non-recurring
— 3 expenses
-
[—
Cleaned
netincome
-—
-
[ Non-controlled ] -°
(—]
Non-core Netincome
: All continuing income, regardless of core or control, is assessed in netincome
Only non-recurring items are cleaned
FINANCIALEDGE!
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Non-recurring
expenses

ﬁ 2 Bank specific : General
Ll non-recurring items : non-recurring items

Reorganization or

Loan losses (beyand restructuring costs

the normal expected losses)
IT / infrastructure improvement costs
Regulatory fines
M&A related costs

Gains / losses from changes to accounting :
treatment of assets (US GAAP only) : Litigation or legal costs
: and goodwill impairments

FINANCIALEDGE!

Reported reg:::i-n Cleaned
figures item 9 figures
Interest income 500.0 500.0
Interest expense (400.0) (400.0)
Net interest income 100.0 100.0
Non-interest income 70.0 70.0
Operating expenses 120.0 120.0
Add back non-recurring item e---»| Regulatory fines (20.0) 20.0 0.0
Profit before tax 30.0 50.0
Tax impact of non-recurring item (IS YN (7.0) (4.0) (1.0)
Net income 23.0 16.0 39.0
20.0 *20%
i D 20% marginal CALCULATE CLEANED NET INCOME
profit beforetax Loicte A O .
1 Extra expense of 4 50.0 - 1.0 = 39.0
FINANCIALEDGE!
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Non-

ngported recurring c!eclned
igures item figures

Interest income 500.0 500.0
Interest expense (400.0) (400.0)
Net interest income 100.0 100.0
Non-interest income 70.0 70.0
Operating expenses 120.0 120.0
Regulatory fines (20.0) 20.0 0.0
Profit before tax 30.0 50.0
Tax (7.0) (4.0) (1.0)
Net income 23.0 16.0 39.0

Post-tax non-recurring item:

o .

................................................

FINANCIALEDGE!

Balance Sheet -
Key Performance Measures

FINANCIALEDGE!
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Key bank balance sheet performance metrics,
which take the balance sheet into account

5 @

RETURN ON
TANGIBLE EQUITY

RETURN ON ASSETS RETURN ON EQUITY

None of these measures are the best individually for analyzing the performance of the bank

All tell a slightly different story of how well the bank is doing at generating returns

FINANCIALEDGE!

RETURN ON ASSETS

Used to measure the performance
of the operations of the business

Doesn't reflect the

performance of the EBIT
operations of a bank, as Total assets
both are calculated before EBITDA
interestis deducted

CALCULATION
T s e, ,
NOLEBIT [ EBITDA el ® Recurring netincome i

-----------------------------------------------------------

e nan s EEErEEEEaannnnnnaa A anann S % FINANCIALEDGE!

R R R X RN N LI
©000000000000000000000000000000000000000000000°
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RETURN ON ASSETS
5 —— 5
: S :
Return on assets for bank’s tends to
: be relatively low, typically under 1% :
: ( ; , - ) :
: S Factors that drive a bank’s Return on Assets (ROA): ) :
: B ) :
E Returns from nosi‘ﬁg:ﬁi if;(c);r:me Operational Level of E
. the loan portfolio cost discipline expected losses .
: streams .
FINANCIALEDGE!

@ RETURNONEQUITY

o
m&

Focusses on returns to equity shareholder

CALCULATION

Recurring netincome
: Average shareholders’ equity

FINANCIALEDGE!
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° RETURN ON EQUITY
A higher Return on Equity (ROE) :
E Bank is generating a N
N relatively high amount of profit N
How do banks deliver
. i i ? .
: returns for equity risk? S - ° More leverage e"é"é :
. ~ | A N
N ] :
. l'mi Significant levels : .
[ Ll | of deposits ! Lower levels of equity :
- R R N e S S ey i | NS R H in the capital structure :
: a oth ~ .
. er doe - . .
. ] . ROE is limited by minimum equity; :
S E C debt financing ) m\A lower equity raises ROE but thins :
. W, buffers and increases bankruptcy risk .
FINANCIALEDGE!
RETURN ON TANGIBLE EQUITY
: CALCULATION :
E : Recurring netincome ! ! :
: e nea s rEasrEssEassEassEassEassEassEassEasEassEEsEannEans ’ --e Shareholders’ _ A _ Intangible 1.
: P P AP S AP i i eauity Goodwll assets 1
E : Average tangible shareholders’ equity e-- : '\ ________________________________ J 5
: Yasmnsnssnssnsnnnnnan T e e I ¢ :
. H .
L P — N < P — N .
. [} —— — .
: : 11 11 :
. 1 S— S— :
. H s .
. ! Better comparability between banks .
° A (§omsac .........: i 1 .
K — :Tangible:equity is more closely .
: JLIE aligned with a bank'’s regulatory capital .
M A bank that has grown through .
: acquisitions will have much higher M
. levels of goodwill and intangible assets :
FINANCIALEDGE! §
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RETURN ON TANGIBLE EQUITY

Bank valuation multiples

[ )
A

i
iR

Price to tangible book value

FINANCIALEDGE!

Balance Sheet -
Key Composition Measures

FINANCIALEDGE!

© 2026 Financial Edge Training 26



FINANCIALEDGE!

Bank’s returns may have come from:

Liabilities

LOANTO LOAN TO TOTAL DEPOSITS TO TOTAL
DEPOSIT RATIO ASSETS RATIO FUNDING RATIO
FINANCIALEDGE!

............................................

...........................................

............................................

Ratio tells us how:

( Bank's funding for loans )

>0

7Y

im; ﬁﬂ ! Howabank sgae i
¢ hasfinanced ‘0' O--

. ! its loan portfolio “ = :
Deposit Wholesale L :
financing T PP i

g
..........................................................................................................................................

FINANCIALEDGE!
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A relatively high ratio

o/ ¢m¢ Taken to be
o H more stable

Relative to its
deposit funding

% B

Bank is using more
wholesale funding

&

Bank unlikely to
choose wholesale
funding in the
first instance

FINANCIALEDGE!

A relatively high ratio

A ° Increase its level of lending activity @
£~

I I I ° Without attracting more deposit funding
I

High ratio also indicative of falling deposit levels

LR
Al
?l"lll

Deposits not as stable as assumed

g
..........................................................................................................................................

FINANCIALEDGE!
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A relatively high ratio

P — N

ille
I
Less financially stable

Greater liquidity risk Suffer further deposit outflows

More reliant on wholesale
markets for funding

g
..........................................................................................................................................

FINANCIALEDGE!

‘ot

Loans are one of the
more illiquid assets on
a bank’s balance sheet

More aggressive
lending

FINANCIALEDGE!
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.:.
wy/ = 101,
: L0 SV 2k
: COMMERCIAL BANKING ‘ INVESTMENT BANKING ’
Greater proportion of Hold a wider range
their assets as loans of financial securities
on balance sheet
[ 5
$

Higher loan to asset ratio Lower loan to asset ratio

g
------------------------------------------------------------------------------------------------------------------------------------------

FINANCIALEDGE!

g o
&) | &e
=

FUNDING
( Debt funding of the bank )
=
(o
(3]
Deposits Wholesale funding Debt securities issued

.
..........................................................................................................................................

FINANCIALEDGE!
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DEPOSITS TO TOTAL FUNDING RATIO

( Deposits )

= Greater the proportion of total funding that comes from deposits...

i

EQ

{ More stable the funding Loﬁvsaiqd?ti?:stﬁggql

g
..........................................................................................................................................

FINANCIALEDGE!

Credit Quality Analysis
(US GAAP)

FINANCIALEDGE!
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Credit quality of a How this
bank’s loan portfolio has changed
at a point in time over time

FINANCIALEDGE!
E
US GAAP IFRS
FINANCIALEDGE!
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............................................

Number of new Recoveries made on
incurred loan losses loans previously

(gross charge offs) charged off

..........................................

...........................................

Measures the level of realized credit losses
that a bank has suffered during a period

>
<
(]
-
Q
«Q
(]
-
]
-
o
[*]
Q
=}
o

Provides insights into the current
situation of the lending quality of a bank

During downturns, shows
the resilience of a loan portfolio

FINANCIALEDGE!
— A
ooo
gall
US GAAP
Non-performing loan ratio
Loans typically with over
90 days of delinquency
CALCULATION . . L
Increases in this ratio:
: Non-performing loans @ Te. .
e errmrrmrrareasrnrrnrrasrarranrnans . @ + Greater proportion
.......................................... @A ) 2iotorisoansare
: Total loans effectively in default
FINANCIALEDGE!

© 2026 Financial Edge Training

33



FINANCIALEDGE!

o k
ooo

Increase in the
allowance coverage ratio:

4

+10 2

More loans are
being issued

Issued loans have
become more risky

FINANCIALEDGE!

Credit Quality Analysis
(IFRS)

FINANCIALEDGE!
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Banks reporting
under US GAAP
typically report the
loan loss ratio

using net charge offs e
\

Banks reporting under
IFRS are not required
to disclose incurred
credit losses

’O
US GAAP IFRS

P,

Ve

s ) Can calculate the loan
\_ loss ratio also under IFRS

From the footnotes to the financial statements

ST E AN NN RN RN EEAEESEESEEAEEEEEEAESEEESEESEEEEEEEEEEEEEEE,,
o

— (USGAAP“Chargeoffs")

o

.

RILELETN
Yaununs®

.
N uEsEEEEEEEE SRS AR SR AR EEEEEEEEEEEEEEEEEEEEEEEEEEsEEEEEEEEEEEmEEns®

FINANCIALEDGE!

=
- | B

Expected credit loss charge

enmnm,
tnnas

Changesin the
expected level of
future credit losses

for existing loans

PPy TP (Y P PP PR S '< Riskiness of any
Average total loans i (s e

YusssssssssmsssssssEsssssnssssannunnnnunnannnnnnn?

enmmm,
tnnns

Further analysis is required to gain an understanding
of the level of losses that are currently being incurred

- FINANCIALEDGE!
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-----------------------------------------------

il. to thefinancial statement

Q Detailed analysis of the notes

Increases in the provision due
to changes in credit quality of the borrowers

Movements between stages

Increases in the provision for new loans

FINANCIALEDGE!

.................................................

.................................................

.................................................

Stage 2 to total loans ratio

&

Significant increase in
credit risk since issue

of the existing loan portfolio

Increasing proportion of the bank’s

® Worsening of the credit quality
o loans being at risk of default

FINANCIALEDGE!
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CALCULATION

Total loans : Greater proportion of a bank’s
............................................... loans are effectively in default

FINANCIALEDGE!

% How well current non-performing loans are

covered by the provision for future expected losses

CALCULATION Increase in the ECL coverage ratio could indicate either that: )

.................................................

4
: ECL provision : iL%@ More loans are being issued

T P ] < ,‘bg Issued loans have become more risky

!l 3 There has been a reduction in the level

of currently non-performing loans

-~ FINANCTALEDGE!
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ECL coverage ratio

Well covered for
them already

( High ECL coverage ratio )
CALCULATION (

.................................................

High NPL ratio ) Bank has lots of loans
at risk of default

T T R : < ( Low ECL with high NPL ratio )

.................................................

Potential near term losses have not been well provisioned for
Increase in impairment expenses in the future

\_ FINANCIAL EDGE!

Changes in Expected Credit Loss
Provision Footnote Analysis

FINANCIALEDGE!
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Footnote for loans and advances in the Lloyds Bank financial statements

Net effect of all of the

Note 23: Loans and advances to customers

Year ended 31 Decomber 2023 movements between
Gross carrying amount Allowance for expected credit losses. H .
Stage 1 Stage 2 s’xyu:n: PoCI Total Stagel  Stage2 s:gea PocI Total d Ifferent Stoges'
£m £m £m £m £m £m £m £m £m £m
380,991 61164 7,640 9,622 459,417 700 1808 1757 253 4518 Additional £454m has
1830 (24) (6) 18 1818 @) (1) 105 67 184 | 1. been added to the
8o || (18953)|  (30) Sl e G @ -l allowance for credit losses
(18,010)(| 18592 (582), - (s3), 21 (68), - '
(1,216 (2,507)| 3723 - (13)| (223)| 236 - i
(235) (2868) 3103 - | (260)| 402 a2 454 : Additional £814m has been added from
75 (93)| 472 | increases in expected credit losses
105 (103)| 804 8 renun
6,393 (a213) (23s3) (1,043) (1,216) 81 (85)| (862) (8)| (947)0 ===,
w @) 4w - [ [ Effect of new loans being issued ]
and old loans being paid off
(3.685) (892) (122) (743)  (5,442) (s4) (s9) (24) (34) (n)
(1.231) - (1.231) (1231) - [ Gaa)
Srmmannn Equivalent to the
ne - ne . - s | [ US GAAP “charge offs”, ]
At 31December 2023 385,294 53167 7,47 7,854 453,462 900 1,467 1137 213 3n7 Of E'I'zs'lbn ona gross bqsis
Allowance forimpairment losses (900)  (1467)  (1137) @3)  (3m) and £1.115bn on a net basis
Net carrying amount 384,394 51,700 6,010 7,641 449745
Drawn ECL coverage’ 0.2 28 15.9 27 08

Allowance for expected Due to loans being repaid

N Offset by an increase in
credit losses has that Lloyds had considered

expected losses on the remaining
loan portfolio of around £1.3bn

Already provided loans
being written off (£1.2bn)

fallen by £800m not be (£0.9bn)

FINANCIALEDGE!

Credit Quality Analysis -
Loan Categorization

FINANCIALEDGE!
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«

By By{(®

Analyzed by looking at the proportion of secured
and unsecured loans on the bank’s balance sheet

Further analysis should be carried out at a product level

FINANCIALEDGE!
O A
Creditrisk increases
as we go up the list
il
*

.0. “‘
: :
; s 9 =i =
: e w o™ :
Project finance Agriculture Commodity .
" financing .
FINANCIALEDGE' s
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SOVEREIGN DEBT (DEVELOPED MARKET)

Loans to:

Governments Municipalities State-owned entities

MARKET) FINANCIALEDGE!

SOVEREIGN DEBT
(DEVELOPED

RESIDENTIAL MORTGAGES

Relatively low loss rates

/A\ VA
= 5.
RESIDENTIAL Relatively stable Predictable
MORTGAGES collateral values borrower cash flows

FINANCIALEDGE!
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LARGE
CORPORATE

LOANS

LARGE CORPORATE LOANS

Often secured by the assets of the company

FINANCIALEDGE!
COMMERCIAL REAL ESTATE LOANS
’—--~~ ,’—-—~~
N, N
! R ﬂ < AN
(D e— 8 ; O
|
‘ e | W l ® /
\ / \ /
COMMERCIAL s S \ S
REAL ESTATE ~o ’l \\~ ”l
Lo Cash flows of the business depend on
the success of their operating activities
. 0
Value of property acting as
collateral can be more volatile Y
FINANCIALEDGE!
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’ SMALL AND MEDIUM SIZED ENTERPRISES (SME) LOANS

SMALL AND
MEDIUM SIZED
ENTERPRISES

(SME) LOANS
i Less stable cash flows i : . :
: : :  Making loans here more risky
: than larger corporates H : :
SOVEREIGN DEBT
(DEVELOPED
MARKET) FINANCIALEDGE"
* ASSET-BACKED LOANS
_—
_—
L]
ASSET-BACKED .
P
R
e—i=5
Bank has lent money only on the basis
of the value of some form of collateral
P cstonter bonlonk wheionten btttk it fontembenle seienbent mtunbentes nmbnlenty it mnlentete ~
) . : 3
: The risk around the loan is only managed through 1
1 recovering value from collateral in the event of default :
SOVEREIGN DEBT \\~ _________________________________________ _I,
(DEVELOPED
MARKET) FINANCIAL EDGE!
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UNSECURED
RETAIL LOANS

UNSECURED RETAIL LOANS

o:

! s

Low recovery rates in
the event of default

Probability of default
is highly sensitive to
the economic cycle

FINANCIALEDGE!

CREDIT
CARDS

CREDIT CARDS

May mask increases in the risk of default

FINANCIALEDGE!
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INCREASING RISK

FINANCIALEDGE!

Loans: Categorization

FINANCIALEDGE!
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2024

Commercial Loans
. e

2023

Percent] Percent N .
At December 31 (Dollars in Millions) Amount of Totall Amount of Total H Up 1.5% from H
Commercial ! 353%t036.7%
Commercial $ 135254 356 %|S 127,676 342% L.
Lease financin 4,230 1.1 4,205 1.1
[ Total commercial 139,484 36.7 131,881 353 |
Commercial Real Estate Real Estate
Commercial mortgages 38,619 10.2 41,934 1.2 D oo e,
Construction and development 10,240 27 11,521 3.1 Down by 1.4%
[ Total commercial real estate 48,859 12.9 53,455 143 | : from14.3%t012.9% :
Residential Mortgages YasssssEsssEEEEEEEEEEEEEEE »*
Residential mortgages 112,806 29.7 108,605 29.0
Home equity loans, first liens 6,007 1.6 6,925 1.9 0 0
Total residential mortgages 118,813 31.3 115,530 30.9 ]
- o .,
g::::t::;&:l 30,350 8.0 28,560 76 E Up from 30.9% E
Retail leasing 4,040 10 4,135 1.1 , to 31.3% .
Home equity and second mortgages 13,565 3.6 13,056 35 SapEEEEEEyEEEEEEmEEEEEEEES *
Revolving credit 3,747 1.0 3,668 1.0
Installment 14,373 3.8 13,889 3.7
Automobile 6,601 1.7 9,661 2.6
I Total other retail 42 32_6 11.1 44,409 119 | :" Down from ..'.
Total loans $ 379,832 100.0 %|$ 373,835 1(5/1] H E
B s

Size of the loan book has increased by just over 1.5% in total

This bank is becoming less willing to lend to more credit risky borrowers

11.9% to M.1%

YasnsmsssssnssssEsnERnEnnEnS

FINANCIALEDGE!
At December 31 90 days or more past due and nonperforming loans 2024 2023
( Commercial 55 % 37% |
[ Commercial real estate 1.70 1.46 ]
Residential mortgages@ 30 .25
Credit card 1.43 1.31
| Other retail 50 46
Total loans 69 % 57 %
4 -
( Residential mortgages J
( Commercial real estate )
( Commercial J
( Credit card )
[ Other retail J
FINANCIALEDGE!
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Key Regulatory ratios

FINANCIALEDGE!

Qj\.;l

Analysis of how key regulatory ratios compare
to the minimum regulatory requirements

FINANCIALEDGE!
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b Leverage Ratio
Adequacy Ratios 9
¥ Liquidity Net Stable
E$ Coverage Ratio Funding Ratio
FINANCIALEDGE!
Capital
@ Adequacy Ratios

* .
Capas®

Compare a form of regulatory capital to the bank’s risk weighted assets (RWAs)

CALCULATION

-----------------------------------------

! Risk weighted assets (RWAs) : PRSI SR : —
" . * ( Operational activities )
Designed to protect
Depositors
Creditors
Wider financial eco-system
FINANCIALEDGE!
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*

sumE,

*

T oA Capital
@ Adequacy Ratios

* *
...-“

Compare a form of regulatory capital to the bank’s risk weighted assets (RWAs)

Common Equity Tier

D ( Total Tier1

Common equity and retained
earnings less goodwill and
other intangibles

Includes additional
tier Tinstruments such as
contingent convertible bonds

Likelihood the bank can absorb losses and continue operating

Total Capital

Adds in tier 2 capital,
which includes, for example
subordinated debt

FINANCIALEDGE!

-------

The higher the
riskiness of a
bank’s assets

Capital
@ Adequacy Ratios

* *
...-“

NG

Risk weighted assets

e
. "o

The higher the
regulatory capital
that needs to be held

Ensure that the bank
is better placed to
survive given the
higher risk of default

FINANCIALEDGE!
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*

i Capital
‘@,5 Adequacy Ratios

sumE,

*

NG

Risk weighted assets

Bank’s minimum requirement

4
a Size of the bank
v
v
v v Number of buffers that local

regulators can implement

FINANCIALEDGE!

ol

Capital i ‘
Adequacy Ratios Leverage Ratio @

¥ Liquidity Net Stable
@3 Coverage Ratio Funding Ratio

FINANCIALEDGE!
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Leverage Ratio : 5
Supplementary Leverage Ratio (SLR)

CALCULATION

--------------------------------------------------

] Total equity : ® No Gd,Jus,tment O More simple to apply
................................................. for riskiness

--------------------------------------------------

.,
-------------------------------------------------

Minimum for this ratio is 3% m Minimum for this ratio is 4%

BASEL RULES U.S. BANKS
FINANCIALEDGE!

sapital Leverage Ratio
Adequacy Ratios 9
+ Liquidity Net Stable
Eg Coverage Ratio Funding Ratio

FINANCIALEDGE!
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* Liquidity Net Stable
E$ Coverage Ratio Funding Ratio

2 i
: Introduced to address banks’ liquidity
: problems and capital shortfalls
FINANCIALEDGE"
t"‘:....'t‘ ° ° °
) Liquidity
E-‘$ Coverage Ratio
0.. ”
I
1

....................................................... S

i High quality liqui ts (HQLA) .

B0 Uy Nl ssets (AU Wholesale funding

markets closed
I . for the next 30 days
: 30 days stressed cash outflows :
Bank would have to
fund any outflows from its existing
liquid asset base for the next 30 days
FINANCIALEDGE"
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Capital
Adequacy Ratios

Liquidity
Coverage Ratio

Leverage Ratio

Net Stable
Funding Ratio

FINANCIALEDGE!

CALCULATION ket

-------------------------------------------------------

.,
------------------------------------------------------

-------------------------------------------------------

Net Stable - é b
Funding Ratio . == :

N,

Make sure that the bank has
enough funding for the next year

B«

Assets that will remain on

315 AN
the banks balance sheet for %
at least the next 12 months =
FINANCIALEDGE!
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NetStable - 2 -
Funding Ratio * s=
“41C) Ly
AN
> BANKING SHORT TERM LONG TERM
ORGANIZATIONS LIABILITIES ASSETS
A
'd \

Short term money
market dries up
Unstable funding

FINANCIALEDGE!

Net Stable é s
Funding Ratio . == :

REGULATORY REQUIREMENT

""" Available stable funding (ASF)  :
.......................................................................................................... el o e

.,
------------------------------------------------------

( Capital ratios ) ( Liquidity ratios )

Measure funding risk

Measure solvency risk

-----------------------------------------------
o .

Liquidity collapse

Solvency issue
................................................ * FINANCIALEDGE!
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www.FE.training

Please do not redistribute these materials without the
express permission of Financial Edge Training.

© 2026 Financial Edge Training

=

55





