2025 WICPA FINANCIAL

INSTITUTIONS CONFERENCE

YOUR SOURCE FOR KEY UPDATES & INSIGHTS ON TIMELY ISSUES

HIGHLIGHTED TOPICS:

AML IN FINTECH:
COMPLIANCE & RISK
MANAGEMENT ESSENTIALS

Explore the risks of fintech
companies and their banking
partners under the Bank Secrecy
Act and anti-money laundering
regulations

OUTLOOK

/ ‘Artificial Imelligence

ECONOMIC & FINANCIAL
MARKETS OUTLOOK

ARTIFICIAL INTELLIGENCE: Gain insights into forecasts on

IMPACTS FOR COMMUNITY GDP, Fed policy, interest rates
FINANCIALINSTIFUTIONS and investment opportunities in
Review the opportunities and risks the fixed-income market

of leveraging different types of Al
in financial services

TUESDAY, MAY 13 | WICPA CPE LIVESTREAM ONLY



CONFERENCE AT A GLANCE

2025 WICPA FINANCIAL
INSTITUTIONS CONFERENCE

TUESDAY, MAY 13
WICPA CPE Livestream Only

8 -8:10 a.m.

Welcome & Opening Remarks

8:10 — 9:20 a.m.
GENERAL SESSION

Economic & Financial Markets

Outlook

9:20 — 9:30 a.m.
Break

9:30 - 10:20 a.m.
GENERAL SESSION
Navigating Current Tax
Developments & Accounting
Changes

10:20 - 10:30 a.m.
Break

10:30 - 11:20 a.m.
GENERAL SESSION
AML in Fintech: Compliance

11:20 - 11:30 a.m.
Break

11:30 a.m. - 12:20 p.m.
GENERAL SESSION
Leveraging the Changing
Regulatory Environment

12:20 - 1:10 p.m.
Lunch

1:10 - 2:10 p.m.
GENERAL SESSION
Artificial Intelligence:
Impacts for Community
Financial Institutions

2:10 - 2:20 p.m.
Break

2:20 - 3:20 p.m.
GENERAL SESSION

ALM Hot Buttons & Strategies
for Success

3:20 - 3:30 p.m.
Break

3:30 - 4:45 p.m.
GENERAL SESSION
Ethics & Decision Making

4:45 p.m.
Closing Remarks

& Risk Management Essentials

» BE SURE TO WATCH YOUR EMAIL FOR THE CONFERENCE EVALUATION TO LET US KNOW HOW THE CONFERENCE WAS! 4




2023 WICPA

GOLF OUTING

FRIDAY, SEPT. 19 - Ironwood Golf Course, Sussex

.‘ 4-PERSON SCRAMBLE
$95 per Golfer
$380 for Foursome

REGISTRATION INCLUDES
18 Holes of Golf With Cart

Practice Greens & Driving Range
Continental Breakfast & Lunch
Beverage Vouchers

Hole & Event Contests

Entry in Prize Drawings

Awards Reception & Appetizers

SCHEDULE
8:30 a.m.
Check-In & Breakfast

9:00 a.m.

Practice Greens
& Driving Range

10:00 a.m.
Shotgun Start

4:00 p.m.
Awards Reception,

<M HOLE & EVENT PRIZES
$1,000+ in Drawing Prizes
$500+ in Individual Prizes
$500+ in Team Prizes
$500 Inside the Circle Contest

Prize Drawings & Appetizers

Scan the QR code or visit wicpa.org/GolfOuting to

register.




SAVE THE DATE!

UPCOMING WICPA CONFERENCES & SPECIAL EVENTS

CONFERENCES

WICPA conferences are your source for key updates
and insights on timely issues. As a WICPA member,
you can save up to $150 on registration!

Business & Industry Spring Conference
Thursday, March 20
Brookfield Conference Center & WICPA CPE Livestream

Financial Institutions Conference
Tuesday, May 13
WICPA Office & WICPA CPE Livestream

School District Audit Conference
Thursday, May 29
WICPA CPE Livestream Only

Business & Industry Fall Conference
Tuesday, Sept. 9
Brookfield Conference Center & WICPA CPE Livestream

Not-for-Profit Accounting Conference
Tuesday, Sept. 16
WICPA Office & WICPA CPE Livestream

Tax Conference
Monday, Nov. 10 - Tuesday, Nov. 11
Brookfield Conference Center & WICPA CPE Livestream

Accounting & Auditing Conference
Thursday, Nov. 20
WICPA Office & WICPA CPE Livestream

Accounting Technology Conference
Thursday, Dec. 4
WICPA Office & WICPA CPE Livestream

SPECIAL EVENTS

WICPA special events are unique opportunities to
connect with fellow members and provide a great
way to socialize and have fun!

Member Recognition Banquet & Annual
Business Meeting

Friday, May 9

Brookfield Conference Center

New CPA Banquet
Friday, June 13
Brookfield Conference Center

Golf Outing
Friday, Sept. 19
Ironwood Golf Course

Bowling Night
Thursday, April 30, 2026
New Berlin Ale House

Conveniently attend WICPA
conferences from anywhere

with an internet connection!

wicpa.org/Livestream
wicpa.org/OnDemand

Registration opens approximately eight weeks prior. For more details about

each and to register, visit wicpa.org/conferences and wicpa.org/events.




& T e . : 'h‘_

JOIN A CONFERENCE
PLANNING COMMITTEE

2025 CONFERENCES

Participate in planning

BUSINESS &
a WICPA conference NoUSTRY F

and enjoy: CONFERENCE

® FREE registration*
) ' NOT-FOR-PRC
(a $300-$400 value!) ACCOUNTING

® Exclusive networking CONFERENCE

® Leadership skill development

® Recognition for your WICPA
involvement

® Informal CPE credit

ACCOUNTING &
* To receive free conference registration:

AUDITING
CONFERENCE

» attend one planning meeting ~ 2 hours
* select topics

» contact speakers

* introduce speakers at conferences

For more information or to join, email tammy@wicpa.org.




NS

TRACK YOUR CPE
WITH THE WICPA'S
CPE TRACKER

The CPE Tracker is an easy to use tool
created to keep track of all your CPE in
one convenient location.

e Automatically tracks WICPA formal

learning activities
e Add any non-WICPA CPE courses
e Print reports for any reporting period

To get started, visit
wicpa.org/cpetracker



8:10 — 9:20 a.m.

Economic & Financial Markets
Outlook

Jordan Jackson, Executive Director, Global Market Strategist,
J.P. Morgan Asset Management



CELEBRATING

Market Insights 20

YEARS

Guide to the
Markets®

Jordan Jackson,
Global Market Strategist

U.S. | 2Q 2025
As of April 30,2025
JPMorgan

ASSET MANAGEMENT
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We are now experiencing the highest tariff rate since the
1930’s

Average tariff rate on U.S. goods imports for consumption
Duties collected / value of total goods imports for consumption
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Source: Goldman Sachs Investment Research, United States International Trade Commission, 1.7. Morgan Asset Management. For llustrative purposes only. Estimates about which goods

are USMCA compliant come from Goldman Sachs Investment Research. Imports for consumption: goods brought into a country for direct use or sale in the domestic market. The estimate

does not consider non-tariff barriers, such as value-added taxes. Figures are based on 2024 import levels and assume no change in demand due to tariff increases. Forecasts are based on J PMor an
current data and assumptions about future economic conditions. Actual results may differ materially due to changes in economic, market, and other conditions LI

Guide to the Markets — U.S. Data are as of April 30, 2025.
ASSET MANAGEMENT




Economy

1Q25 growth was heavily impacted by the pulling forward of
purchases ahead of tariffs

Contributors to real GDP growth

Quarter-over-quarter, seasonally adjusted annualized rate

14%
2000-2024
Share of Avg. 1Q25
12% nominal GDP__ contribution _ contribution
Consumption 68% 1.7% 1.2%
10% Bus. fixed investment 13% 0.4% 1.3%
Gov't spending 19% 0.3% -0.3%
8% 7.4% Residential 4% 0.0% 0.1%
° Net exports -4% -0.1% -4.8%
Chg. in private inventories - 0.0% 2.3%
6% Real GDP 100% 2.2% -0.3%
44%
4% 3.2%
2%
0%
2%
4%
-6%

1Q21

2Q21  3Q21 4Q21 1Q22 2Q22 3Q22 4Q22 1Q23 2Q23 3Q23 4Q23 1Q24 2Q24

Source: BEA, FactSet, J.P. Morgan Asset Management.
Guide to the Markets ~ U.S. Data are as of April 30, 2025.
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Consumer and business confidence continues to wane
suggesting further softening in the economy

ISM manufacturing and services PMis Business confidence

Index value, below 50 = contraction, above 50 = expansion Index value
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UMich. consumersentiment

Average of Regional Fed
surveys, future capex
intentions*

Source: BLS, Chief Executive Group, Conference Board, Federal Reserve Bank of Chicago, Federal Reserve Bank of Dallas, Federal Reserve Bank of Kansas City,
Federal Reserve Bank of Philadelphia, Federal Reserve Bank of New York, Federal Reserve Bank of Richmond, ISM, NFIB, University of Michigan, J.P. Morgan Asset
Management. *Average includes the Chicago Fed, Philly Fed, Richmond Fed, Dallas Fed, Kansas City Fed and NY Fed manufacturing surveys of future capital
expenditures. All surveys collect capital expenditure intentions for the next 6 months besides the Chicago Fed survey, which collects capital expenditure intentions
for the next 12 months.

Guide to the Markets ~ U.S. Data are as of April 30, 2025.
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After a strong March employment report, labor markets are
poised to weaken going forward.

Civilian unemployment rate and year-over-year wage growth
Private production and non-supenisory workers, seasonally adjusted, percent

16%
Apr. 2020:14.8%
14% 50-year avg.
Unemployment rate 6.1%
Wage growth 3.9%
12%
Nov. 1982:10.8%
Oct. 2009:10.0%
10%
® | may 1975:9.0%
8% Jun. 1992:7.8% Mar. 2022:
7.0%
Jun. 2003:6.3%
6%
4%
2%
Mar. 2025:4.2%
Mar. 2025:3.9%
0%
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Source: BLS, FactSet, J.P. Morgan Asset Management. Private production and non-supervisory jobs represent just over 80% of total private nonfarm jobs.
Guide to the Markets ~ U.S. Data are as of April 30, 2025.
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Weakening growth/recession gives the administration the
green light to increase fiscal stimulus next year

The 2025 federal budget Federal deficit and net interest outlays
USD trillions % of GDP, 1973-2035, CBO Baseline Forecast
$8.0 -15%

Total spending: $7.0tn

$7.0
Non-defense disc.: $988bn
() 7
$6.0 Defens :
$859bn (12%)
-3%
dicaid: $65!

-11%

Net interestoutlays

Mg

Primary deficitor surplus

$5.0 o 3
ther mandatn:s5550 12

: o
Medicar Payroll taxes: $1,759bn (25%) o

$3.0 $1,145bn (16%) ‘73 '78 '83 '88 '93 '98 '03 '08 13 '18 '23 28 '33

$2.0 Social Federal net debt (accumulated deficits)

$1,572bn (22%) Income taxes: $2,621bn (37%) 140%

$1.0

Forecast
—

extension®

Security: % of GDP, 1940-2035, CBO Baseline Forecast, end of fiscal year

JA 2035:
extension* | 130.3%
|

Netinterest: $952bn (14%) 120%
$0.0
Total government spending Sources of financing 100% e
CBO's i i 80% i
2025 '26-27 12829 13035 i
Real GDP growth 2.2% 1.8% 1.8% 1.8% 60% H
10-year Treasury 41% 3.9% 3.9% 3.8% 40% | Forecast
inflation (CPI) 2.3% 2.4% 2.3% 2.2% |
Unemployment 42% 4.4% 4.4% 4.4% 20% ’

40 48 '56 '64 72 '80 '88 '96

Source: CBO, J.P. Morgan Asset Management; (Left) Numbers may not sum to 100% due to rounding; (Top and bottom right) BEA, Treasury Department. Estimates are from the
Congressional Budget Office (CBO) January 2025 An Update to the Budget Outlook: 2025 to 2035. “Other” spending includes, but is not limited to, health insurance subsidies, income
security and federal civilian and military retirement. Years shown are fiscal years. *Adjusted by IPMAM to include estimates from the CBO March 2025 report “Projections of Deficits and
Debt Under Alternative Scenarios for the Budget and Interest Rates” on the extension of TCIA provisions. Forecasts are not a reliable indicator of future performance. Forecasts,
projections and other forward-looking statements are based upon current beliefs and expectations. They are for illustrative purposes only and serve as an indication of what may occur
Given the inherent uncertainties and risks associated with forecasts, projections or other forward-looking statements, actual events, results or performance may differ materially from
those reflected or contemplated.

Guide to the Markets — U.S. Data are as of April 30, 2025.
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Elevated uncertainty have led equities to correct quickly via
valuations

S&P 500 Price Index
6,600
— Apr. 30,2025

6,200 Cl 2/19/2020  1/3/2022  4/30/2025 PIE (fwd.) = 20.1x

’ Index Level 1,527 1,565 3,386 4,797 5,569 5,569
5,800 P/E Ratio (fwd.) 25.2x 15.1x 19.2x 21.4x 20.1x

4 Dividend Yield 1.4% 1.9% 1.9% 1.8% 1.7%
5400 10-yr. Treasury 6.2% 4.7% 1.6% 1.6% 4.2% Jan. 3, 2022
5,000 PIE (fwd.) = 21.4x

4,797
4,600
+56%
4,200 +114%
3,800 Feb. 19,2020
PIE (fwd.) = 19.2x
3400 Oct. 12,2022
PIE (fwd.) = 15.7x
3,000 { 3,5217
2,600
2,200 Mar. 24, 2000 Oct. 9,2007 +401%
PIE (fwd.) = 25.2x PIE (fwd.) = 15.1x Mar. 23, 2020
1,800 1,527 1,565 P/E (fwd.) =13.3x
2,237
1,400 | +106% +101%
Mar. 9, 2009
. Oct. 9, 2002 ,

1,000 . PIE (fwd.) = 15.9x PIE (fwd.) = 14.1x PIE (fwd.) = 10.4x

600 741 777, 677

'97 '98 '99 '00 '01 '02 '03 '04 '05 '06 '07 '08 '09 '10 '11 '12 13 '14 '15 '16 '17 '18 '19 20 '21

Source: Compustat, FactSet, Federal Reserve, Refinitiv Datastream, Standard & Poor’s, J.P. Morgan Asset Management.

Dividend yield is calculated as consensus estimates of dividends for the next 12 months, divided by most recent price, as provided by Compustat. Forward price-to-
earnings ratio is a bottom-up calculation based on IBES estimates and FactSet estimates since January 2022. Returns are cumulative and based on S&P 500 Index
price movement only, and do not include the of dividends. Past performance is not indicative of future returns.

Guide to the Markets — U.S. Data are as of April 30, 2025.
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EPS outlook remains too rosy

S&P 500 year-over-year pro forma EPS growth S&P 500 profit margins
Annual growth broken into changes in revenue, profit margin and share count Quarterly eamings/sales
70% 14%
Share of EPS growth 2025 Avg.'01-'24 Recession
60% Margin 5.0% 3.0% 13%
Revenue 4.5% 4.1%
Share count -0.1% 0.2% 2%
50% Total EPS 9.3% 7.3% 48% .
1%

1%
40%

10%
30%
9%
20%
8%
10%
7%

0%
6%

-10% 5%

-20%

4% T T ™
‘02 '05 '08 11

Source: Compustat, FactSet, Standard & Poor’s, 1.P. Morgan Asset Management.

Historical EPS levels are based on annual pro forma earnings per share. 2025, 2026 and 2027 EPS growth are based on consensus analyst estimates for each
calendar year. Past performance is not indicative of future returns.

Guide to the Markets ~ U.S. Data are as of April 30, 2025.
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The negative effect of trade policy changes will far outweigh

any corporate tax cuts

S&P 500 sector revenue exposure S&P 500 sector profit margins
% foreign sales, 2024 Net profit margin, 1Q10 - 4Q24
70% ® Canada & Mexico 30%
60% uChina Il Range since 1Q10
® Europe )
50% 49% uRest of world O = Median
40% 37%  35% 33% 339 24% @ s
30% 29%
20% >
10%
18% 4
0%
s O Y R R C R
/@6\ & qf\& &8 & dz& & & S & &
K < < & N ¢ & &
& ° O < 12%
S&P 500 sector effective tax rates
Annual tax rates, average from 2018 - 2023
30% 6%
20%
0% —
10%
0% 6%
O P & &
(’}\0 '5@0 = boé\ Ny &
&S Qg'/’

Source: FactSet, Standard & Poor’s, J.P. Morgan Asset Management. (Bottom left) Tax rates are effective federal, state and local rates. Real estate effective tax rate
average from 2018 to 2023 is a bottoms-up calculation due to data availability limitations. (Right) Real estate receives taxation benefits by distributing most of its

profits.
Guide to the Markets ~ U.S. Data are as of April 30, 2025.
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Value has faired the sell off better

Value vs. Growth relative valuations
Rel. fwd. P/E ratio of Value vs. Growth, 1997 - present

1.2
Recessguy Growth cheap/Value
expensive
1.0
08 Apr. 30, 2025:
8 . . oo bes
Long-term avg.: 0.70
0.6
0.4 Value cheap/Growth
expensive
Forward P/E Div. yield
0.2 Long- Long-
Style Current g, ST .
Value 16.1x 14.2x 2.6% 2.6%
Growth 25.6x 21.2x 0.9% 1.4%
0.0

'97 '99 '01 '03 '05 '07 '09 11 3 '15 7 19 21 23

Source: FactSet, FTSE Russell, NBER, J.P. Morgan Asset Management.

Earnings growth
Pro forma EPS, year-over-year

80%

59% ® Value =Growth
60%
40%
18%
o 14% 15%
20% 6%,

0%
0%-1%
-20%
27%
-40%

19 20 21 22 23 24 '25F
Top 50 performing companies in the S&P 500
Number of value and growth companies, 1994 - April 2025

HValue M Growth

50
40
30

20

0
'94 '96 '98 '00 '02 '04 '06 '08 10 '12 14 '16 '18 '20 '22 24

Growth is represented by the Russell 1000 Growth Index and Value is represented by the Russell 1000 Value Index. (Left) Long-term averages are calculated

monthly since December 1997. Dividend yield s calculated as the next 12-month consensus dividend divided by most recent price. (Top Right) Earnings estimates
for 2025 are forecasts based on consensus analyst expectations. (Bottom Right) Graph was made by ranking the S&P 500 constituents by total return on a yearly

basis. On average, 23 of the top 50 performing companies are value and 27 are growth.
Guide to the Markets - U.S. Data are as of April 30, 2025.
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Small caps may continue to underperform given weakening
growth prospects

Sector composition Percent of unprofitable companies
% of index market capitalization Pro forma EPS
60%

Info. Tech. M Largecap M Small cap

50%
Financials 40%
Health Care 30%
20%
Cons. Discretionary
10%
Comm. Svcs. 0%
Tech bubble Financial crisis COVID-19 Current
Industrials Earnings growth

Pro forma EPS, year-over-year, actuals vs. consensus estimates
Cons. Staples 50%
40%
Energy La.rge cap 30%

Mid cap 37% 63%
" Small cap 41% 59% 2%
Utilities 10%
0%
Real Estate 8%
-10%
. -20%
Materials ° | M Actual @ Estimate (Jan. 1)
-30%
0% 5% 10% 15% 20% 25% 30% 35% 22 23 24 25F

Source: Compustat, FactSet, FTSE Russell, NBER, J.P. Morgan Asset Management.

The S&P 500 s used for large cap. The Russell Mid Cap is used for mid cap. The Russell 2000 is used for small cap. Data for the percent of unprofitable companies in J PMorgan
each index are from the following quarters: Tech bubble =4Q01, Financial crisis = 4Q08, COVID-19 = 1020 and Current = 4Q24. il

Guide to the Markets ~ U.S. Data are as of April 30, 2025.
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However, depressed consumer sentiment has historically
been a good time to buy

Consumer Sentiment Index and subsequent 12-month S&P 500 returns

120
Avg. subsequent 12-mo. S&P 500 returns Recession .
10 sentiment peaks +3.9% Jan. 2000: 20%
110 9 sentiment troughs +24.1% f Jan. 2004:
+4.4% )
Feb. 2020:
Aug. 1972: Mar. 1984: +13.5% ; +29.0%
100 | 82% p Jan 2097 yan.2015:-2.7%
2%
v
4120 2021:
May 1977:+1.2% 2021
90
I O R P 1. A 7 | IS L b S
A 1 84. ar.
80 wverage: 84.3 2024:
+6.8%4
Mar.2003: Apr. 2020
0 +32.8% Oct. 2005: +43.6%
+14.2%
60 Oct. 1990:+29.1%
Feb. 1975: /
50 +22.2% Nov. 2008: Aug. 2011: .
May 1980: Sentiment cycle tuming point and subsequent +22.2%  +15.4% o170y, Apr.
e 12-month S&P 500 Index return Jun. 2022:+17.6% 055.
52.2
40

'71 '73 '75 '77 '79 '81 '83 '85 '87 '89 '91 '93 '95 '97 '99 '01 '03 '05 '07 '09 '11 13 15 '17 '19 '21 '23 '25
Source: FactSet, Standard & Poor’s, University of Michigan, J.P. Morgan Asset Management.

Peak is defined as the highest index value before a series of lower lows, while a trough is defined as the lowest index value before a series of higher highs.
Subsequent 12-month S&P 500 returns are price returns only starting from the end of the month and excluding dividends. Past performance is not a reliable

indicator of current and future results.
Guide to the Markets ~ U.S. Data are as of April 30, 2025. J.P MOI'gaIl
ASSET MANAGEMENT
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The broad disinflationary trend likely to stall out in the near
term

Contributors to headline CPI inflation
Contribution to y/y % change in CPI, non-seasonally adjusted

10% Jun. 2022:9.1%

0% 50-yr.avg. Feb.2025_Mar. 2025 M B Energy W Food athome
° Headline CPI 37% 2.8% 24% W Sheiter M Core goods

8% Core CPI 37% 31% 2.8% M Dining, recreationand other svcs.
b

Headline PCE deflator 32% 25% B Auto insurance

7% Core PCE deflator 3.2% 2.8% -

6%

5%

4%

3%

2%

1%

0% ||-".| |

-1%

2%

Jan'18 Jul"18 Jan'19 Jul'19 Jan'20 Jul'20 Jan'21 Jul'21 Jan'22 Jul22 Jan'23 Jul23 Jan'24 Jul'24 Jan'25

Source: BLS, FactSet, J.P. Morgan Asset mirror the BLS on Table 7 of the CPI report. Values may not sum to headline CPI
figures due to rounding and underlying calculations. e o e cumers equivalent rent, rent of primary residence and home insurance. “Food at home” J.PMorgan
includes alcoholic beverages.
Guide to the Markets — U.S. Data are as of April 30, 2025. ASSET MANAGEMENT
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Markets now anticipate ~4 cuts this year

Federal funds rate expectations
FOMC and market expectations for the federal funds rate

8%
FOMC March 2025 forecasts
Percent
Long
7% 2025 2026 2027 o
Change in real GDP, 4Q to 4Q 17 18 18 18
Unemployment rate, 4Q 44 43 43 42
6% Headline PCE inflation, 4Qto 4Q 27 22 20 20
Core PCE inflation, 4Q to 4Q 28 22 20

5% Federal funds rate

FOMC year-end estimates
4.38%

% 3.90%
R J

*
@ Marketexpectations
4% *

FOMC long-run projection* N 3.40%
" ., 3.40%
Range of marketexpectations since Dec. ‘24 SEP 343% @ ‘@, 3.10%
% Bt
2.93% 73.09 A:3.00%

2%

1%

0% T
'93 '96 '99 '02 '05 '08 "1 14 "7 '20 23 '26  Longrun

Source: Bloomberg, FactSet, Federal Reserve, J.P. Morgan Asset Management.

Market expectations are based off of USD Overnight Index Swaps. *Long-run projections are the rates of growth, unemployment and inflation to which a policymaker expects

the economy to converge over the next five to six years in absence of further shocks and under appropriate monetary poli ecasts are not a reliable indicator of future

performance. Forecasts, projections and other forward-looking statements are based upon current beliefs and expectations. They are for illustrative purposes only and serve J PMOI' an
as an indication of what may occur. Given the inherent uncertainties and risks associated with forecasts, projections or other forwarc-looking statements, actual events, .

results or performance may differ materiall from those reflected or contemplated.

Guide to the Markets ~ U.S. Data are as of April 30, 2025. ASSET MANAGEMENT
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Bonds have proven their worth as a ballast to portfolio
returns this year

Source: Bloomberg, Factset, Federal Reserve Bank of Cleveland, Standard & Poor’s, U.S. Treasury, 1P Morgan Asset Management. Sectors shown above are provided by Bloomberg unless
otherwise noted and are represented by — U.S. Aggregate; MBS: U.S. Aggregate Securitized - MBS; ABS: JP. Morgan ABS Index; IG Corporates: U.S. Corporates; Municipals: Muni Bond;
High Yield: Corporate High Yield; Leveraged Loans: J.P. Morgan Leveraged Loan Index; TIPS: Treasury Inflation-Protected Securities; Convertibles: U.S. Convertibles Composite. Convertibles
yield is as of most recent month-end and is based on U.S. portion of Bloomberg Global Convertibles Index. Yield and return information based on bellwethers for Treasury securities. Yields
shown for TIPS are real yields. TIPS returns consider the impact that inflation could have on returns by assuming the Cleveland Fed's 1-year inflation expectation forecasts are realized.
Sector yields reflect yield-to-worst. Leveraged loan yields reflect the yield to 3Y takeout. Correlations are based on 15-years of monthly returns for all sectors. ABS returns prior to June
2012 are sourced from Bloomberg. Past performance is not indicative of future results.

Guide to the Markets — U.5. Data are as of April 30, 2025,

Yield Return Fixed income returns in different interest rate scenarios
i i Total retum, assumes a parallel shift in the yield curve
Avg. Correlation Correlation|
US.Treasuries 413012025 123112024 2025 ik 0T O S 0
2y UsT
2-Year 3.60% 4.25% 2.44% 2years 074 0.00
Y UST
5-Year 3.72% 4.38% 4.46% 5 0.94 -0.02 5y us
TIPS 170%  213%  420% 73 073 034 TIPS
10-Year 417%  4.58%  4.85% 10 1.00 -0.07 10y usT
20.8%
30-Year 466%  478%  2.99% 30 093 -0.10 30Y UST 11.4%
Sector U.S. Aggregate
U.S. Aggregate 451% 4.91% 3.18% 84 0.90 025 IG Corps
1G Corps 514%  533%  227% 104 069 047 Convertibles
Convertibles. 5.54% 6.13%  -026% - -0.03 0.86 US. HY
US. HY 7.90% 7.49% 0.98% 47 0.09 0.79 Municipals
-2.5%
Municipals 406%  374%  -1.03% 134 073 027 1.0%
MBS 1
MBS 493%  521%  335% 79 081 026 W 1% fall
ABS M No change
ABS 5.01% 5.38%  2.19% 22 042 0.23 B 1% rise "
Leveraged Loans 43,
9.6%
Leveraged Loans  9.25% 8.68% 0.41% 47 -0.22 0.62
-20% -10% 0% 10% 20% 30%
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Bond yields still look attractive

Yield-to-worst across fixed income sectors

Percent, past 10 years i
P v Core sectors <_A?<|s_’ Extended sectors

8.0% 16.0%
M 10-year range @ Current
7.0% 14.0%
6.0% 12.0%
5.0%
5.0% < S S & R | 10.0%
S1% M 45 <
N 4.8% 7.9% 7.9%
40% & 8.0%
2.9% [ 2.9% Il 2.9% R | PS
3.0% 3.5% . — il 9 T | 6.0%
6.1%
5.4%
2.0% 4.0%
1.0% 2.0%
0.0% 0.0%
US.  Municipals' IGcops MBS ~ CMBS  ABS EMD () EMD (LCL) EMCop EuroHY US.HY Leveraged
Treasuries Loans
Jleanin, a5% <% 2% 5% 2% <1% - - ° o - - -

Source: Bloomberg, FactSet, J.P. Morgan Credit Research, J.P. Morgan Asset Management.
Indices used are Bloomberg except for ABS, emerging market debt and leveraged loans: ABS: J.P. Morgan ABS Index; CMBS: Bloomberg Investment Grade CMBS Index; EMD
(USD): J.P. Morgan EMIGLOBAL Diversified Index; EMD (LCL): J.P. Morgan GBI-EM Global Diversified Index; EM Corp.: J.P. Morgan CEMBI Broad Diversified; Leveraged Loans:
JPM Leveraged Loan Index; Euro IG: Bloomberg Euro Aggregate Corporate Index; Euro HY: Bloomberg Pan-European High Yield Index. Yield-to-worst is the lowest possible
yield that can be received on a bond apart from the company defaulting and considers factors like call provisions, prepayments and other features that may affect the bonds’
cash flows. *All sectors shown are yield-to-worst except for Municipals, which s based on the tax-equivalent yield-to-worst assuming a top-income tax bracket rate of 37%
plus a Medicare tax rate of 3.8%. **Sectors shown may not exactly match all sectors represented in the Bloomberg U.S. Aggregate Index. Sector level weights are shown, and
index constituents may not match.

Guide to the Markets ~ U.S. Data are as of April 30, 2025
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Particularly, in the municipal bond market.

Muni tax-equivalent and Treasury yield curves State and local, federal and corporate debt
10% % of GDP, 1930-2024, end of fiscal year
120%

100%
9% 8.7%

Federal debt
80%
BBB Munitax-equivalent yield curve

Nonfinancial

n . o
AAA Munitax-equivalent 60% corporate debt

.,
8% yield curve

7.4% 40%

7% 20%

0%

'30 '36 '42 '48 '54 '60 '66 72 78 '84 '90 '96 '02 '08 ‘14 20
6%
State Rainy Day Fund balances

USD billions, 1988-2025, fiscal year
U.S. Treasuryyield curve

$250 20%
5%
s Rainy day fund (RDF) balances
$200 159
47% Median RDF balances (% of general 5%
4% $150 fund spending)
10%
$100
3%
$50 %
2% T T T ] 0 0%
3miy2ydy 5y 7y 10y 20y 30y '88 '90 '92 '94 '96 '98 '00 '02 '04 '06 '08 10 12 "14 16 '18 20 22 24

Source: .P. Morgan Asset Management; (Left) Bloomberg, FactSet, Federal Reserve, S&P Global; (Top right) Census Bureau, Congressional Budget Office (CBO),

Federal Reserve; (Bottom right) NASBO Fiscal Survey of States Fall 2024. Municipal tax-equivalent yields are calculated based on municipal bond curves for each

credit rating according to S&P Global and assume a top-income tax bracket rate of 37% plus a Medicare tax rate of 3.8% for a total tax rate of 40.8%. State and local

debt are based on the Census Bureau’s Annual Survey of State and Local Government Finances. A rainy day fund, also known as a budget stabilization fund or J PMorgan
reserve fund, is a collection of funds that local governments use to prepare for financial emergencies and future stability. *Estimates are sourced from NASBO's Fall 7+ -+

2024 Fiscal Survey of States. Figures for FY 2024 are preliminary while figures for FY 2025 are projected based on states’ enacted budgets.

Guide to the Markets ~ U.S. Data are as of April 30, 2025. ASSET MANAGEMENT
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Global equities have held up a bit better, especially in dollar
terms

Returns YTD 2025 2024 15-years Share of global market capitalization
Priswhing
Local USD Local USD Ann.  Beta {Ioo\;elght in the MSCI All Country World Index, USD, monthly
——U.S. =—Europe ex-UK =——EM J
Regions 60% urope ex apan 64%
U.S. (S&P 500) - -4.9 - 25.0 13.0 1.0 50%
AC World ex-U.S. 28 9.3 13.2 6.1 5.7 1.0 40%
EAFE 3.1 12.0 11.8 4.3 6.6 1.0 30%
Eurozone 8.0 18.5 10.3 3.4 6.9 12 20
8 12%
Emerging markets 25 4.4 13.7 8.1 3.4 1.0 10% 10%
o
) o% 5%
Selected Countries 87 92 97 02 07 "2 7 02
Japan 4.0 58 212 87 6.2 0.7 Revenue exposure vs. country of listing
% of total revenue derived from foreign countries
United Kingdom 5.6 12.6 9.5 75 58 1.0 100%
France 4.1 14.2 1.8 -4.6 74 1.2 o,
s0% 7%
Canada 16 5.8 23.0 127 5.8 11
Germany 133 244 184 110 75 13 60%
China 99 102 198 197 33 09 0%
Taiwan -126  -10.4 443 351 1.3 1.0
20%
India 0.4 1.8 15.7 124 6.5 0.9 :
Brazil 11.2 19.9 -114 295 -1.3 1.3 0%
UK Eurozone Japan us. EM

Source: FactSet, MSCI, Standard & Poor’s, J.P. Morgan Asset Management. (Left) All return values are MSCI Total Return Index (Gross) data. 15-year history based on

USD returns. 15-year return and beta figures are calculated using a rolling 12-month period ending with the previous month-end. Beta is for monthly returns

relative to the MSCI All Country World Index. Annualized volatility is calculated as the standard deviation of quarterly returns multiplied by the square root of four.

Chart is for illustrative purposes only. Please see disclosure page for index definitions. Past performance is not a reliable indicator of current and future results.

(Bottom right) Revenue exposure data are as of the previous quarter-end. J,P,MOI' an
Guide to the Markets — U.S. Data are as of April 30, 2025.
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Driven by positive earnings revisions and improving growth

relative to the U.S.

Global equity return decomposition*
Total return, year-to-date, USD
25%

20% 18.5%

15%

10%

5%

0%

-5%

@ Total return

-10% B Dividends
B Multiples
5% B Earnings
Bl Currency
-20%
Eurozone China Japan EM us.

Economic surprises
Citi Economic Surprises Index, 3-week moving average
60

-60
Jan 24 May 24 Sep 24 Jan 25

Earnings revisions
Year-to-date change in 2025 EPS expectations, USD
14%

10%
6%
2%

2%

-6%

Japan Eurozone EM China us.

Source: FactSet, J.P. Morgan Asset Management. (Left) Al return values are MSCI Gross Index data, except the U.S., which is the S&P 500. *Multiple expansion is

based on the forward P/E ratio, and EPS growth outlook is based on NTMA earnings estimates. Chart s for illustrative purposes only. Past performance is not
indicative of future results. (Top right) Citibank. (Bottom right) All return values are MSCI Gross Index data, except the U.S., which is the S&P 500.

Guide to the Markets - U.S. Data are as of April 30, 2025.
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U.S. performance has arguably been a “one trick” pony/one

stock story

Top 50 performing companies globally
# of companies by country of listing, MSCI All Country World Index
=EM =US.

4!
41

20
15
[

‘02 '04 '06 08 0 12 "4 "6 "8 20 22 24

a

&

S

o

S&P 500 ex-NVDA vs. international developed markets
Oct. 12, 2022 = 100, total return, USD

180

70

60

=—Japan

Europe S&P 500 ex-NVDA

90 F
Oct '22 Apr'23 Oct'23 Apr'24 Oct'24 Apr'25

Source: FactSet, MSCI, J.P. Morgan Asset Management. (Left) Graph was made by ranking all the companies in the MSCI All Country World Index by performance on
a yearly basis and determining the top 50 performers using their total return in USD. Companies are listed in no particular order. Excluding companies with a market
capitalization that does not make up at least 0.01% of the MSCI All Country World Index in the year shown. (Right) Oct. 12, 2022, was the market bottom for U.S. J PMor an

equities.
Guide to the Markets — U.S. Data are as of April 30, 2025.
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Specific international themes may be poised to continue to
outperform US growth

International thematic performance vs. U.S. growth Total shareholder yield by market
Oct. 12, 2022 = 100, total return, USD 10 years ago vs. current, previous quarter-end*

350 6%

325 ——Europe aerospace & defense

= Buyback yield = Dividend yield
o

= International DM banks 5%
300 ——Taiwan technology

——U.S. growth %
275 ——India consumer discretionary °

——Europe luxury goods
250 3%
225 v

2%
200

175 1%

150
0%
125
% o = o = o = o = o =
100 gt g% ? 8 g8 g2
3 3 ¢ 3 3 3
Oct '22 Mar 23  Aug'23 Jan '24 Jun '24 Nov'24  Apr'25 UK Europe ex-UK Japan us. EM

Source: MSCI, J.P. Morgan Asset Management. (Left) Russell. Each country/sector/industry is represented by its respective MSCl index except U.S. growth which is

represented by the Russell 1000 Growth Index. International DM banks = MSCI EAFE / Banks Index. Oct. 12, 2022, was the market bottom for U.S. equities. (Right)

Bloomberg, FTSE, Standard & Poor's. *Buyback yield for S&P 500 is as of the latest available. U.S.: S&P 500, Europe ex-UK: MSCI Europe ex-UK, UK: FTSE 100, EM:

MSCI EM, Japan: TOPIX. Net buyback yield adjusts for share issuance. Past performance is not a reliable indicator of current and future results. J PMOrgan
Guide to the Markets — U.S. Data are as of April 30, 2025. e
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The best defense against uncertainty is diversification.

2010-2024
2022 2023

Comdty.
16.1%
Cash

1.5%

Comaty.|

23.3%
Comaty.
16.8%
Yield
14.0%
Comaty.

10.4% . 4 5.4%

M
Equity
1.8% . .
Comaty. Gl b Comdty.| Comaty.

Equity
-13.3% . -4.5% . i . 77% | -31%
Comdty.| cash B comaty. | comaty. | comaty. cash |NRETS

Equity

-1.0% 0.9% % S8R -1.1% | -95% | -17.0% | -24. . . 2.2% (SS9
Source: Bloomberg, Factet, MSCI, NAREIT, Russell, Standard & Poors, J.P. Morgan Asset Management.
Large cap: S&P 500, Small cap: Russell 2000, EM Equity: MSCI EME, DM Equity: MSCI EAFE, Comaty: Bloomberg Commadity Index, High Yield: Bloomberg Global HY Indesx, Fixed Income: Bloomberg U.S.
Aggregate, REITs: NAREIT Equity REIT Index, Cash: Bloomberg 1-3m Treasury. The “Asset Allocation” portfolio assumes the following weights: 25% in the S&P 500, 10% in the Russell 2000, 15% in the
MSCI EAFE, 5% in the MSCI EME, 25% n the Bloomberg U.S. Aggregate, 5% in the Bloomberg 1-3m Treasury, 5% in the Bloomberg Global High Yield Index, 5% in the Bloomberg Commodity Index and 5% J P Mor an
in the NAREIT Equity REIT Index. Balanced portfolio assumes annual rebalancing. Annualized (Ann.) return and volatilty (Vol.) represents period from 12/31/2009 to 12/31/2024. Please see disclosure. L

3 P

page at end for index definitions. All data represents total return for stated period. The * i portfolio is for i s not indicative of future returns.

Guide to the Markets - U.S. Data are as of April 30, 2025. ASSET MANAGEMENT
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J.P. Morgan Asset Management — Index definitions

All indexes are unmanaged and an individual cannot invest directly in an index. Index returns do not
include fees or expenses.

Equities:

The Dow Jones Industrial Average is a price-weighted average of 30 aciivey traded blue-chip U.S. stocks.

The MSCH ACH (4 Country Wk ) b s fstadpsed markotcaptslzon waghind inde tha
designed to measure the equity market performance of developed and emerging mar

The MSCI EAFE Index(Europe, Australasia, Far Eastjs a free float-adjusted market napnahzzmn index that is
designed to measure the equity market performance of developed markets, excluding the US & Canad

The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to
measure equily merket performance i the global emerging markets.

The MSCI Europe Index is a free float-adjusted market capitalization index that is designed to measure
developed market equity perfomance in Europe.

The MSCI Pacific Index is a free ﬂoaladjus(ed market capitalzation index that is designed to measure equity
market performance in the Paciic

The Russell 1000 Index® measures Ihe performance of the 1,000 largest companies in the Russell 3000.

The Russell 1000 Growth Index® measures the performance of those Russell 1000 companies with higher
prce-to-book ratios and higher forecasted growth values.

The Russell 1000 Value Index® measures the performance of those Russell 1000 companies with ower price-
to-book ratios and lower forecasted growth values.

The Russell 2000 Index® measures the performance of the 2,000 smaliest companies in the Russell 3000
Index.

The Russell 2000 Growth Index® measures the performance of those Russell 2000 companies with higher
prce-to-book ratios and higher forecasted growth values.

The Russell 2000 Value Index® measures the performance of those Russell 2000 companies with ower price-
to-book ratios and lower forecasted growth values.

The Russell 3000 Index® measures the performance of the 3,000 largest U.S. companies based on total market
captalization.

The Russell Midcap Index® measures the performance of the 800 smallest companies i the Russell 1000
Index.

The Russell Midcap Growth Index @ measures the performance of those Russell Midcap companies with
higher price-to-book ratios and higher forecasted growth values. The stocks are also members of the Russell
1000 Growth index.

The Russell Midcap Value Index © measures the performance of those Russel Midcap companies with lower
price-to-book ratios and lower forecasted growth values. The stocks are also members of the Russell 1000 Value:
index.

The S&P 500 Index is widely regarded as the best single gauge of the U.S. equities market. The index includes
a representative sample of 500 leading companies in leading industries of the U.S. economy. The S&P 500
Index focuses on the large-cap segment of the market, however, since t includes a signiicant portion of the total
value of the market, it also represents the market.

Fired income:

The Bloomberg 1-3 Month U.S. Treasury Bill Index includes all pubicy issued zero-coupon US Treasury Bils that

have a remaining maturty of less than 3 months and more than 1 month, are rated investment grade, and have $250

milon or more of outstanding face value. In additon, the securiies must be denominated in U.S. doliars and must be

fixed rate and non convertiole.

The Bloomberg Global High Yield Index is a mult-currency flagship measure of the global high yield debt market,

The index.represents the union of the US High Yield, the Pan-European High Yield, and Emerging Markets (EM) Hard

Currency High Yield Indices. The high yield and emerging markets sub-components are mutualy exclusive. Unti

January 1, 2011, the index o included CMBS high yield securites

The Bloomberg Municipal Index: consists of a broad selection of investment-grade general obligation and revenue

bonds of maluties rargingfom one yearo 30 years. i a Unmansged nde represenaleof e taxerempt

bond marke

The Bloomh-rg US DolrFicating Rate Note (FRN) Index provides  messure ofthe U, dolardenorinted

floating rate note marke

The Bloomberg US Cnrpnm. Investment Grade Index is an unmanaged index consising of pubicy issued US

Corporate and specified foreign debentures and secured notes that are rated investment grade (Baa3/BBB or higher)

b atlast o alings agencies, hve allest o year ol matrty s e atlest$250 ol por st

outstanding. To qualfy, bonds must be SEC-register

The Bloomberg US High Yield Index covers the universe of fixed rate, non-investment grade debt. Eurobonds and

debt issues from countries designated as emerging markets (sovereign rating of Baa1/BBB+/BBB+ and below using

the middle of Moody's, S&P, and Fitch) are excluded, but Canadian and global bonds (SEC registered) ofssuers in
non-EMG countries are included.

The Bloomberg US Mortgage Backed Securities Index is an unmanaged index that measures the performance of

investment grade fixec-rate mortgage backed pass-hrough securiies of GNMA, FNMA and FHLMC.

The Bloomberg US TIPS Index consists of Infiation-Protection securities issued by the U.S. Treasury.

The J.P. Morgan Emerging Market Bond Global Index(EMBIjincludes U.S. dollar denominated Brady bonds,

Eurobonds, traded loans and local market debt instruments issued by sovereign and quasi-sovereign entites.

The JP. Morgan DomestcHigh Vil ndex s desned tomiror the nvesiale unvrs o he .. dolar domesic

high yield corporate debt m

The J.P. Morgan Corpome Emerglng Markets Bond Index Broad Diversified (CEMBI Broad Diversified)is an

expansion of ihe J.P. Morgan Corporate Emerging Markets Bond Index (CEMBI). The CEMBI is 2 market

capitalzation weighted index consisting of U.S. dollar denominated emerging market corporate bonds.

The J.P. Morgan Emerging Markets Bond Index Global Diversified (EMBI Global Diversified) tracks tota returns

for U.S. dolar-denominated debt nstruments issued by emerging market sovereign and quasi-sovereign enties:

Brady bonds, loans, Eurabonds. The index imis the exposure of some of the larger countres.

The J.P. Morgan GBI EM Global Diversified tracks the performance of local curtency debtissued by emerging

market govemments, whose debt s accessile by most of the intemational investor base:

The U.S. Treasury Index s a component of the U.S. Goverment index.

JPMorgan
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J.P. Morgan Asset Management — Definitions

Other asset dasses:

The Alran MLP I is  compost ofth S0 mostpromitan anary estr L Parrrsip (MLPS) ta rvies

investors with an unbiased, comprehensive benchmark fo the as

The Bloomberg Commodity Index and related sub-indices are mmpased offurs contacs anphyseal commociesand

represents twenty two separate commodtes traded on U.S. exchanges, wih the exception of auminum, nickel, a

The Cambridge Associates U.S. Global Buyout and Growth Index® s based on dzta compled from 1,768 g\ohal 1u S &ex

-US) buyout and growth equiy funds, including fuly iquidated partnerships, formed between 1986 and 2013

The CS/Tremont Hedge Fund Index is compled by Credit Suisse Tremont Index, LLC. Its an asset-weighted hedge fund

index and incudes only funds, as opposed to separale accounts. The Index uses the Credi Susse/Tremont dalabase, which

tracks over 4500 funds, and consists only of funds with a minimum of US$50 miion under management, a 12-monih track

record, and audied fnancal statements. Itis calculated and rebalanced on amonthy basis, and shown net of al performance

fees and expenses. ILs the exclusive property of Credit Suisse Tremont Index, LLC.

The HFRI Monthy indices {HFRI) ot cquly wiied peromance ndeses,ulkz by rurerous g rd mangers o o
for thei own hed I are broken down ito 4 mai straeges, each with mulipl sub stategies. Al

smgke manager HERI ndox bt e ncted e R Fond Woghed Composts, whehaccoons o ovr 200

funds fsted on the internal HFR Database.

‘The NAREIT EQUITY REIT Index is designed to provide the most comprehensive assessment of overal industy performance,

and includes al tax-qualfied real esate investment trusts (REITs) that ae lised on the NYSE, the American Stock Exchange

or the NASDAQ Natonal Market List

The NFLODCE, shrt forNCREFF Fud ndx-pen End D Cor Equi, s o dex of vsiment

Ivesimrisinemering markots can b mre cltle. Thenorma ik of vesig i forign countries ar heighiend when
investing in emerging markets. In addiion, the small size of securites markets and the low trading volume may lead to a lack of
iy, whch st creaed votty. Ak, emergng marelsmy provne adequate legal protecton for prvate or

foreign investment or privae property.
“The price of equity securiies may rise, orfall because of changes n the broad market or changes in a company's finandal
condiion, sometimes rapiy or unprediciably. These price movements may resul from factors affecing indidual companies,
sectors or industries, or the securites market as a whol, such as changes in economic or poitical condions. Equil secures
are subject fo“stock market risk’ mezning that stock prices in general may decine over shortor extended periods of ime.

quity market neutral strategies employ sophisicated quantiative techriques of analyzing price data to ascertain information
about fulure prioe movement and relaionships between securiies, select securies for purchase and sale. Equiy Market
Neulral Strategies ypically maintain characteristic net equly market exposure no greater than 10% long o short.
Global macro strategies trade a broad range of strategies in which the investment process is predicaled on movements in
underlying economic variables and the impact these have on equiy, fixed income, hard currency and commoity marets
Intermational vesing ol agredr dgre of s and nresed vty Changes b ureny exchange s
diferences in accounting and taxaton poliies outside the U.S. can rase or lower returms. Some overseas markels may otbe
as poliically and economical stable as the Unied States and other natons.
There lee that g and il succeed in imiling an investor's exposure to domestc
stock markel movements,capitlization, sector swings or other isk factors. Using long and short seling strategies may have
higher portfoio turmover rates. Short seling nvolves crta riss, incuding addtonal costs associated vith covering short
poslonsand a possbily of nimted oss o cetan st s posions

on both a historcal and current basis the resuls of 3 funds pursuing rategy,
ofwhich have performance hstores datng back o the 1970s. The NFL et o ptazabonweghad and & repoe
gross of fees. Measurement s tme-weighted.

Defintons:

Investing n aternative assets invoives higher rsks than tradtonal investments and i sutable only for sophistcated investors.
Aferaive invesimens involve greater risks than traditonal investments and should not be deemed a complete ivestment
program. They are not tax effcient and an investor should consult with hisher tax advisor prior to ivestng. Aternatie
invesiments have higher fees than tradonal investments and they may aiso be highly leveraged and engage in specuiative

Merger mploy an investment process primary focused on opportunites in equity and equiy
e ek of comparis NhER e ety engebed & crorse fansackon

Mid-capitalization investing typically carries more risk than investing in wel-established "blue-chip® companies. Historicaly,
mid-cap companies' stock has experienced a greater degree of market volatity than the average stock.
Prictoforwardsamings s  measre o he p-o-¢erings el (P)usg foreased samings. Pric o ook value
compares a stock's market value 10 s book value. Price to cash flow is a measure of e markets expeciatons of a

et nandal heath Price t dividends & e ra, of e prisof 3 sars 0 Slock exchange o e hdonds por shore
paid in the previous year, used as a measure of a company’s potental as an invesiment.

investment techniques, which can magniy the potential for or gain. The value of the fol as wel

as rise and investors may get back less than they nvested.
Bonds are subject {0 nerest rae risks. Bond prices generaly fal when iterest ates rse.
Invesimens in commodities may have greater volatlity than investments n tradlonal securites, partularly if the instruments
involve leverage. The value of commodiy-inked derivative insiruments may be affected by changes in overall market
movements, commody index volatity, changes in interest rates, o factors affecting a partcuar industry or commodiy, such
as drought, floods, weamer lvestock disease, embargoes, tarifs and international economic, poltcal and regulatory
developments. Use ofleveraged commodity-Inked derivatves creates an opportunity for increased return but, at the same
i, ceaes th possbiy f greter s
Derivatives may be risker than ofher types of investments because they may be more senstive o changes in economic o
market conditons than other types of investments and coud resul i losses that sinificantly exceed the orginal investment.
‘The use of derivatives may not be successfu, resuling in ivestment losses, and the cost of such sirategies may reduce
invesiment returns.
Distressed Restructuring Strategies employ an investment process focused on corporate fxed income nstruments, primarly
oncyporale R nsiuments o ompanes 7adng al SgGant dscouns 1o er vke at siance of oiged (e et
maturiy as a resul of ether formal bankuptcy proceeding or financil market percepion of near tem proceedings.

Jjectto a higher degree of merket rsk because of concentration i  specifc industry, sector

orgeogphica e Rel et et may be subject to isks incuuding, butnotmited o, decines in the value of real
estate, risks related {0 general and economic conditons, changes i the value of the underlying propery owned by the trust and

Gt bybartower.

Relative Value Strategies maintain posiions in which the invesiment thesis is predicaled on realzation of a valualion

discrepancy in the relatonship between muliple securites.

Smalk c.pmmnuan mvesnng typically carries more risk than investing in wel-established "blue-chip® companies since smaller

pan have a higher risk of faiure. Histrically, smalle companies' stock has experienced a greater degree of
et vobtty e avevage stock.

JPMorgan
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J.P. Morgan Asset Management — Risks & disclosures

The Market Insights program provides comprehensive data and commentary on global markets without reference to products. Designed as a tool to help clients nderstand the markets and support investment
decision-making, the program explores the implications of current econormic data and changing market conditions.

For the puposes o MIFID I, tre JPM ke Insightsand Portolonsights programs are markeing communicaonsand are notinscope fo any iFID I/ IFIR related to

Furthermore, the J.P. Morgan Asset Management Market Insights and Portolo Insights a5 have not been i P h

independence of investmentresearch, nor are they subjectto any the investment research

This d t i providedfor It onalin nature nd not designed o b taken as advis o a i strategy, plan

feamremomerpurpnsem any jurisdiction,nors ita JP. Morgan anyofits ricipate in i i
iormaton o euppor an invesiment deosionand ahould not b efed uon by you n evalatng th merts o iniesing n ay secrties o

products. In zddmnn‘ thelega, regula'my fa, credt,and accountingimplicatons anddetermin, fogeher wihthirown

is believed o b ther before making any investment. Any forecasts, figures, oplmnnsormvesnnemtechmquesand strategies

setoutare for based on cert ubject to change without prior nofice. Allinformation presented herein s considered o be accurate at the time of
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Disclaimer

The information presented during this presentation is accurate to the
best of our knowledge as of the date of this presentation. Wipfli will not
be updating the slides following this presentation, so please consider
changes to applicable laws, rules, or regulations when subsequently
referring to the information presented. This information is not fact-
specific or tailored to any particular case and should not be used as a
substitute for professional advice with respect to your unique
circumstances. Please consult your tax advisor and/or accountant.

Accounting Update

= New Accounting Standards Updates (ASUs)
Agenda = Troubled loan modification and CECL considerations
= FASB'’s Purchased Financial Assets project
Tax Update
= Tax extender items
= Tax planning in a high-interest rate environment

= State and local tax issues

= Miscellaneous updates




Accounting
Standards
Updates

ASU 2023-09

PBEs: Years
beginning after
December 15, 2024

Non-PBEs: Years
beginning after
December 15, 2025

Early adoption is
permitted

Improvements to Income Tax Disclosures
Enhances income tax disclosures by requiring:

= More detailed reconciliation of the effective tax rate to the
statutory rate with greater disaggregation required.

» Additional disaggregation of income taxes paid

» Disclosure levels vary significantly for PBE’s compared to
non-PBE’s

» Replaces the term “public entity” with “public business entity”




Improvements to Income Tax Disclosures — PBE’s

» PBE’s must include the following categories in tabular rate recon:
» State and local taxes, net
= Qualitative description of states that make up the majority of the effect
» Foreign taxes — Disaggregation for individual items over 5%
» Effect of change in tax laws
» Effect of cross-border laws — Disaggregation for individual items over 5%
» Tax credits — Disaggregation for individual items over 5%
» Change in valuation allowance

» Nontaxable or nondeductible items — Disaggregation for individual items over
5%
» Changes in unrecognized tax benefits

= 5% threshold based on multiplying pretax income by the applicable statutory
income tax rate

Improvements to Income Tax Disclosures — PBE’s

Year Endod Yoar Ended ¥ear Ended
Docombor3t, 30X2 _Docember3f, 20¥1 _Docember 31, 20%0
Amount  Percont _Amount  Percont  Amount _Parcant
U5, Fedoral Statutory Tax Rt 5 A = % 5 BB B % § CC o« %
Stata and Local Income Tazes, Notaf Foderal Incoma Tax Effect ™ o = BB o oo e
Forsign Tax Effocts
United Kingdom
Statuiory tax rate diference between Unded Kingdam and Unied States (L) {ma) (Bay (2] o) fee)
Shars-based payment awars A a 6B b cc cc
Research and development tax credits () {ma) (may {8 cc oo
Oither Ay {ma) BB ] ice) 5]
ketand
Statutory tax rate difierence botween ireland and Unted States [ ] {1 T ] 168 ey
Changes in valuation alowances (L) {ma) may (] cc o
Enacted changes in taxlaws or rates - . BB b - 2
Other A = (Bs) () cc) (]
Switzerland by ma) (BB} (b GC) (o)
Mexico an a 1] o [ oo
Other foreign junsdictons () {aa) L) (b8} cc oo
Effect of Changes in Tax Laws or Rates Enacted in the Current Period - - . GG for)
Effoct of Gross-Border Tax Laws
Giobal intangible low-axed Income an a 1] = ce o
Faregndenved intangbie income (L) {ma) [ (k) ey ioe)
Base erosion and anti-abuse tax an a 1] ta ce o
Qther an a
Tax Crodits
Research and development ax credits. - - =) (b} cc) fog)
Enesgy-related tax credits Gy qea) . - =
Oither . . L ] -
Changes in Valuasion Aliowances An = (88} (bo) GG fen)
MNontaxable or Nonoeductible items
Share based payment awards an = Bg o oo oo
Goodwil impaiment A = BB b - -
Other An = [T G oo
Changes in Unrecognized Tax Bonafits ey ) BB b €c) (oo
Other Adjustments ) = (BB} _(bm) fleie fec)
Effective Tax Ran 5 M = % 368 B % 3§ cC o %

! Stae tasees i Caifoersa and Mew York mads up the maynty (oeater than 60 peroent) of the tax efiect in tris category.




Improvements to Income Tax Disclosures — non PBE’s

= Non-PBE’s do not require a tabular presentation

» Must provide qualitative disclosure about specific categories of reconciling items and individual
jurisdictions that result in a difference between the statutory and effective tax rates.

= Example: The difference between Entity W’s effective tax rate and its statutory tax
rate is primarily attributed to tax credits, state taxes, and foreign taxes. More
specifically, the foreign tax effects of Entity W’s operations in Ireland had a
decreasing effect on its effective tax rate, while the foreign tax effects of Entity W’s
operations in France had an increasing effect on its effective tax rate. Entity W
received federal research and development tax credits, which decreased its
effective tax rate, while state taxes in California increased its effective tax rate.

Improvements to Income Tax Disclosures — (ALL)

= |[ncome Taxes Paid:

» All entities must disclose amount of income taxes paid (net of refunds received)
disaggregated by federal, state, and foreign jurisdictions

» Further disaggregation required where amount is at least 5% of total income taxes paid

= Eliminates disclosures for:

» Unrecognized tax benefits having a reasonable possibility of significantly increasing or
decreasing in next 12 months




ASU 2024-03

Years beginning
after December 15,
2026

Interim periods
beginning after
December 15, 2027

Early adoption is
permitted

Income Statement - Expense Disaggregation Disclosure
Only applies to public business entities
= Additional applicability in other industries

» Financial institutions required to present/disclose separately:
» Employee compensation
» Depreciation
» Intangible asset amortization
» Certain other expenses included in relevant expense captions

» Qualitative description of amounts remaining in relevant
expense captions that are not separately disclosed

» Disclosures around selling expenses, including a definition

Income Statement - Expense Disaggregation Disclosure

Required to be disaggregated Example “other expenses” ()

Purchases of inventory Impairment loss — intangibles
Employee compensation Impairment loss — long-lived assets
Depreciation Gain/loss on sale of long-lived assets
Intangible asset amortization Gain/loss on derivative instruments
Certain oil- and gas-producing Components of net benefit cost (other

activities

than service cost)
Amortization — hosting arrangement
Lease costs (disaggregated by type)

(M “Other expenses” are disclosed separately if they are included in a relevant expense line item




Example Expense Disaggregation Disclosure

Disaggregation of Relevant Expense Captions

20X4 20X3 20X2
Occur y and depreciation expense
Occupancy and depreciation expense
Depreciation $ 164,232 $ 146,403 $ 145907
Operating lease expense 152,445 103,239 149,842
Other occupancy expenses (@) 59,910 30,233 53,930
Total occupancy and depreciation expense $ 376,587 $ 279,875 $ 349,679

(a) Other occupancy expenses consist primarily of repair and maintenance expense for the years ended

December 31, 20X4, 20X3, and 20X2.

Other

Other

Total other

Intangible asset amortization $ 13,139 $ 10,980 $ 10,068
17,374 10,419 14,736
$ 30,513 $ 21,399 $ 243804

(b) Other consists primarily of regulatory licensing fees and charitable contributions for the years ended
December 31, 20X4, 20X3, and 20X2.

ASU 2023-08

PBEs: Years
beginning after
December 15, 2024

Non-PBEs: Years
beginning after
December 15, 2024

Early adoption is
permitted

Accounting for Certain Crypto Assets
= Certain crypto assets are measured at fair value

= Requires entities to present applicable crypto assets
separately from other intangible assets on the balance
sheet

= Gains and losses from subsequent measurement would
be presented in the income statement separate from
changes in carrying value of intangible assets




Crypto Assets

» ASU 2023-08 applies to crypto assets meeting all of the following
criteria:

» Meet the definition of an intangible asset
» Do not provide rights to underlying goods or services
» Created or reside on a distributed ledger or “blockchain”

» Secured through cryptography
» Fungible

» Is not created or issued by the reporting entity or its related parties

Troubled Loan .,

Modification and I
CECFL_ Considerations

|—-




ASU 2022-02 Troubled loan modification (TLM) considerations:
Other considerations » What modifications are in scope?

= “Once a TLM, always a TLM?”

= How do TLMs work under CECL?

» Regulatory reporting

Implemented — Ongoing Maintenance

CECL = Consider new data, evaluate key inputs and assumptions
Information = Can have changes to methodology
» Models will probably evolve
= Consider whether any changes are:
» Change in estimate (this will usually be the answer)
» Correction of an error (rare)

» Change in accounting principal (unlikely)




Call Report — Other Liability Changes

CECL
Information

Schedule RC-G—O0ther Liabilities

Dollar Amounts in Thousands |RCON Amount
1. a. Interest accrued and unpaid on deposils in domestic offices™ ... i 3645 1.a.
RCFD
b. Other expenses accrued and unpaid (includes accrued income laxes payable)........................ 3646 1.b.
2. Nel deferred tax liabilities® .| 3049 2.
3. Allowance for credit losses on off-balance-sheet credit exposures B&ST 3.

4. All other liabilities (itemize and describe amounts greater than $100.000 that exceed 25 percent

Purchased |
Financial Assets '

o

10



FASB Project

Acquired loans

Existing GAAP
= Acquired loans (non-PCD) are measured at fair value

» Fair value discount (premium) is amortized to interest income
= After acquisition, must recognize allowance for credit losses

» Charge to earnings (provision for loan losses)

Tentative Changes
= Acquired loans are measured at fair value

» Fair value component related to discount for credit losses would be
recognized as an allowance for credit losses

» No charge to earnings would be necessary upon acquisition

FASB Project

Acquired loans

Feedback from Comment Letters

= Complexity in applying gross-up approach to credit card
and other revolving credit facilities

= Application of seasoning criteria
= Application of retrospective lookback (widely disliked)

= Application to securities available for sale

11
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Tax Extender
ltems

WIPFLI

N

» The Trump administration is pushing to solidify the
tax cuts introduced in the 2017 Tax Cuts and Jobs Act

Extending the 2017 (TCJA)
Tax Cuts

» Unless Congress extends or modifies the law, most of
the TCJA’s provisions are set to expire on December
31, 2025

12



= Top extension priority

199A — Qualified = This is to “match” the 21% corporate federal rate for
Business Income passthrough entities
Deduction

= Additionally, individual tax rates revert back to pre-TCJA
levels at this time

» Top effective rate for federal tax goes from 29.6% to 39.6%
for trust & individual shareholders

» Bonus depreciation began phase out in 2023
100% Bonus » 80% in 2023
Depreciation
» 60% in 2024
= 40% in 2025

= 20% in 2026

= Bipartisan support to extend 100%

13



» Current SALT deduction cap is $10,000 for individuals who
itemize on their individual returns

SALT Cap
Deduction
= In 2026, SALT deduction reverts to pre-TCJA rules
= |[f not extended, SALT deduction limited by AGI, but no
dollar cap
» “Double exemption” set to expire 12/31/25
) = [n 2024, the exemption is $13,610,000 ($27,220,000 per
Estate and Gift Tax )
Exemption couple) with no transfer tax consequences

= |n 2025, exemption increases to $14,100,000 and
$28,200,000, respectively

= |n 2026, exemption estimated to be between $7,000,000 -
$7,250,000 depending on inflation

» Portability between spouses remains after 2025

14



Other Items on
Trumps Agenda

» Reduction of Corporate Tax Rate

= Lowering the rate from 21% to 20%, with a 15% rate for US
manufacturers

= No taxes on tips and overtime
= No taxes on Social Security Benefits

= |Introduction of Tariffs

15



» TEFRA - Interest Expense Disallowance

= Minimize TEFRA disallowance as interest expense increases

= Calculated as a percentage of total interest expenses/avg total assets x
average municipals

Tax Planning = S Corporations 20% disallowance on bank qualified municipal

investments for first 3 years

= C Corporations 20% disallowance on bank qualified municipals

= C Corp and S Corp 100% disallowance on non-bank qualified
municipals

= Minimize NBQ bonds

= TEFRA interest expense disallowance generally does not apply to tax-
exempt obligations held by an investment subsidiary

= There are other tax implication to consider with an investment subsidiary —
please consult your tax advisor if you are considering

Gross Receipts and Cash Basis Tax Returns

= In times of higher interest rates gross income increases

= C Corps

Tax Planning
= 2025 - $31 million average annual gross receipts over 3 year
rolling period

= Average gross receipts exceeding $31 million — convert to
accrual basis tax return

= S Corps

= Generally, no gross receipt limitation

= Automatic change to cash method with $50 million or less
average annual gross receipts

16



Tax Planning

Other tax strategies to increase expense and/or defer income
recognition
» Cost segregation studies on constructed or purchased buildings
= Accelerated depreciation on fixed assets
= Bonus depreciation- 40% in 2025, 20% in 2026, 0% 2027 and on

= Section 179 — 100% on qualifying assets, limited to $1,250,000 for 2025
(begins to phase out if 179 purchases exceed $3,130,000)

» Prepaid expense 12-month rule — Automatic accounting method change

= Once elected, can determine whether to accelerate deduction each year

Tax Planning

Bad debt conformity election [Reg. 1.1662(d)(3)] -
Current

» Any bank can make the conformity election

» Considered a method of accounting change (automatic) and must be
formally elected (Form 3115)

» Thought of as “Audit insurance”

= Election protects bad debts charged-off and deducted as being in
compliance with regulatory standards

= Need express determination letter from Federal examiner

= Protects from IRS audit on bank’s nonaccrual interest

17



Proposed bad debt regulations

= Section 166 introduces new method of accounting for bad debts,
“Allowance Charge-off Method”

Tax Planning = Provides “conclusive presumption of worthlessness” for bad debts charged
off on books against the allowance for credit losses (ACL)

= Replaces the “Conformity Method” where an express determination letter
was required

= Form 3115 will be needed for this method change

» Unclear how nonaccrual loan interest is to be treated under proposed
regulations

» Final regulations anticipated for summer of 2025

Expiration of Section 199A and potential tax rate increases
= S Corporation vs. C Corporation Analysis

Long Term Tax = C Corp tax rate is 21%, currently no expiration date

Planning
= S Corp highest individual tax rate 37%, on 80% of entity earnings

(29.6% effective federal rate)

= High income passive shareholders also pay 3.8% Net Investment Income
Tax

» As of 2025 top tax rate increases back to 39.6% with no 20%
deduction if TCJAis not extended (3.8% NIIT still applies)

18



C Corporation
= Bank’s priority is capital retention and growth

= Double Taxation - Dividends are taxed at the individual level
Long Term Tax

Plannin . . . .
g » Stock basis does not increase in value based on annual activity

S Corporation
= Bank’s priority is return of profits to Shareholders
= S Corp distributions generally not taxable to Shareholders

= Stock basis is adjusted each year based on annual activity

= Can be done at anytime, but only retroactive if done by March
15th

) = Greater than 50% written shareholder consent required
S Corporation

Revocation . .
» Must wait 5 years to reelect S corporation status

= Subiject to built-in gains (BIG) tax for 5 years after reelection

» Termination of S election will require booking of deferred tax
assets/liabilities

19



State and Local

Tax Issues
__ |

Having nexus in other states
= Remote employees in another state
State Nexus and * Physical property in another state

VDAs
= Income derived from activity in another state

VDAs (Voluntary Disclosure Agreements)

= Submitting a VDA is useful for limiting lookback periods and
reducing or eliminating penalties during tax reviews

20



International Issues

= Remote work gives many of us flexibility to login from
vacation

= However international travel should be closely monitored

= Have you considered locking employees out while
abroad?

21



Miscellaneous
Updates

Excise Tax on Stock Repurchases

» Applies to stock of domestic corporations that are traded on an established
securities market, including national securities exchange, foreign securities
exchange, and regional or local securities exchange (e.g. NYSE, NASDAQ, OTC)

= Excise tax rate is 1 percent of fair value of stock repurchased by the corporation
during the year

= Not applicable if the value of stock repurchased does not exceed $1 million

= Repurchased stock is reduced by fair value of any stock issued during the tax
year

= No income tax deduction is permitted for the excise tax

» Reported on Form 720, Quarterly Federal Excise Tax Return

= Include Form 7208, Excise Tax of Repurchase of Corporate Stock

22
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Accounting Standards Updates (ASUs) Effective Dates
Standard ______|SECfilers ___[PBEs _______ [NonPBEs |

ASU 2023-02 Investments in Years beginning after
Tax Credit Structures December 15, 2024
ASU 2023-08 Crypto Assets Years beginning after Years beginning after Years beginning after

December 15, 2024 December 15, 2024 December 15, 2024
ASU 2023-09 Improvements to  Years beginning after Years beginning after Years beginning after

Income Tax Disclosures December 15, 2024 December 15, 2024 December 15, 2025
ASU 2024-03 Disaggregation  Years beginning after  Years beginning after  N/A

of Income Statement December 15, 2026 December 15, 2026

Expenses

ASU 2024-04 Induced Years beginning after  Years beginning after Years beginning after
Conversions of Convertible December 15, 2025 December 15, 2025 December 15, 2025

Debt Instruments

Post-2025 TCJA Changes
[ Proviion | hange under oA st woul bereverssa st 2025 | 20gs aw tno scuontaken |
Income tax rates 10%, 12%, 22%, 24%, 32%, 35%, 37% 10%, 15%., 25%., 28%, 33%, 35%, 39.6%
Child tax credit $2,000 credit, $1,400 refundability cap, higher income phaseout $1,000, $1,000 refundabilifty cap
Employer FMLA Credit General business credit based on wages paid during family & medical leave  No credit
Individual AMT Exemption $126,500/ married, $81,300 otherwise (inflation adjusted) 584,500/ married, $54,300/individual
Standard deduction $12,000/single, $24,000/married filing jointly $6,350/single, $12,700/married
ltemized p of certain itemized déductions ‘Hemiized deductions réinstated . .
Housing deduction caps. Deduction cap of $750.000, home equity interest suspended $1m, home equity interest reinstated
SALT deduction cap $10,000 No cap : :
Limit on wagering losses  Applies not only to wagers, but other expenses incurred in connection Applies only to wagers
Charitable contributions AGl limitation for charitable contributions increased to 60% 50%
199A deduction 20% deduction on certain pass-through income: No deduction
Moving ion of i Reinstated
Employer meals 50% deduction for employer de minimis food and beverage expenses Not deductible
‘ABLE Accounts Contributions efigible for saver's credi, rollovers from 529 plans permitied; - ‘No saver's credi 529 roliover, or coniribution” * -
§ CDnlI‘IllUTEOI'I increase : : IFIC[EGSE el atlal i b I i
Estate tax Exemption $12.92m (inflation adjusted ) $5.49m (pre-2018 $5m inflation adjusted)
GILTI Deduction reduced from 50% to 37.5%
FOI Deduction reduced rom 37.% to 21.875%
BEAT Rate increased from 10% or 11% for banks/dealers to 12.5% & 13.5% and base expands with modifications to regular tax (i.e.,

the allowance for credits that reduces regular tax expands)

24
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AML IN FINTECH: COMPLIANCE & RISK MANAGEMENT ESSENTIALS

Intro to fintech partnerships

Understand the structure of bank-fintech partnerships and AML
compliance requirements.

Explore the key AML and sanctions regulations affecting these
relationships.

Discuss the inherent risks and operational challenges in these
partnerships.

Examine fintech AML program expectations and enforcement case
studies.

Identify best practices for oversight and collaboration.

. '—.'"
AML IN FINTEC'IS: COMPLlftCE & RISK .NAGWENT ESSENTlALS
L E_ O N k

Structure of bank-fintech agreements

Bank-fintech collaborations take various forms, including:

Banking-as-a-Service (BaaS)

{ Payment processing




AML IN FINTECH: COMPLIANCE & RISK MANAGEMENT ESSENTIALS

Key components of partnership agreements

AML
responsibilities:
Banks remain accountable
for compliance but may
delegate operational AML
tasks to Fintech's.

Transaction
monitoring & KYC:
Fintech's are often
responsible for onboarding
customers and conducting
know your customer (KYC)
screenings, yet banks must
ensure these processes
meet regulatory
expectations.

Contractual terms:

partner agreements
typically outline SAR

reporting obligations, data-

sharing protocols, and
remediation measures for
compliance failures.

Risk assessments:

Banks conduct due
diligence before engaging
with Fintech's, evaluating
their AML program
strength, fraud controls,
and technology
infrastructure.

Regulatory review:

Some partnerships require
regulatory approval,
particularly in areas like
lending or payments.

AML IN FINTECH: COMPLIANCE & RISK MANAGEMENT ESSENTIALS

AML and sanctions regulations impacting institutions
Several regulations govern AML compliance within fintech partnerships:

m Bank Secrecy Act (BSA):

'» B QO §

FinCEN’s AML and CDD rule:

Office of Foreign Assets Control (OFAC):

Regulatory trends:

Enforcement actions:

Mandates financial institutions to implement AML programs,

report suspicious transactions and maintain customer
identification programs.

Requires Fintech's to establish risk-based customer due

diligence (CDD) and monitor transactions for illicit activities.

Imposes sanctions compliance obligations, requiring

global sanctions lists.

Fintech's to screen customers and transactions against

Agencies like the OCC, CFPB and federal reserve are
increasingly scrutinizing fintech partnerships, ensuring

banks maintain adequate oversight.

Regulators are ramping up penalties, especially where
banks fail to monitor fintech AML deficiencies.




Key risk factors in the fintech
landscape

Anonymity of online
transactions

il

Rapid customer growth

Speed of transactions Cross border transactions
Untested business models Insufficient resources

2 &

AML IN FINTECH: COMPLIANCE & RISK MANAGEMENT ESSENTIALS
Risks associated with bank-fintech partnerships

The evolving nature of bank-fintech partnerships introduces unique AML risks:

Third -Pa rty risk Banks remain accountable for their fintech partners’ compliance failures.
mana g eme nt . Weak AML programs in fintechs can expose banks to regulatory fines.

Fintechs may lack robust AML training, internal controls, and
transaction monitoring systems, leaving gaps in compliance.

Compliance gaps:

Data secu rity & Fintechs handling high-risk transactions—such as remittances or
cryptocurrency—face greater exposure to fraud, money laundering,
fraud: and cyber threats.
R | Regulators demand banks demonstrate effective oversight over their
eg u atory fintech partners. Inadequate oversight may result in reputational

scruti ny: damage and enforcement actions.




AML IN FINTECH: COMPLIANCE & RISK MANAGEMENT ESSENTIALS

Challenges in bank-fintech partnerships

AML compliance in fintech partnerships faces operational and strategic challenges:

Banks prioritize compliance, while Fintech’s may emphasize speed
and innovation.

Risk appetite misalignment:

Technology integration Fintechs often use modern, API-driven systems, which may not
issues: seamlessly integrate with legacy bank compliance infrastructure.

Fintech licensing and compliance expectations remain constantly

Regulatory ambiguity: evolving, creating uncertainty around enforcement actions.

Some fintechs offer instant onboarding with limited KYC procedures,

Customer onboarding risks: increasing exposure to illicit transactions.

AML IN FINTECH: COMPLIANCE & RISK MANAGEMENT ESSENTIALS

What a fintech’s AML program should look like

Know your customer Transaction Suspicious activity
A comprehensive (KYC): monitoring: reporting (SARs):
AML framework is E Strong customer Bl Ai-driven monitoring systems |l Prompt submission of reports

crucial for fintech's: identification processes and that identify unusual or to FInCEN and regulatory
risk-based verification. high-risk transactions. agencies.

Sanctions Independent audits Employee training: Fraud controls:

screening: & governance: Continuous education on Implement machine-learning

Automated screening against gl Regular third-party AML emerging AML threats and solutions to detect fraud
OFAC lists and other reviews to assess compliance updates. trends and illicit activity
sanction programs. compliance gaps. patterns.




AML IN FINTECH: COMPLIANCE & RISK MANAGEMENT ESSENTIALS

Best practices for bank-fintech relationships and
oversight

To mitigate AML risks, institutions should adopt best practices:

Clearly defined Robust Advanced Regulatory AML culture
contractual AML oversight technology . . )
requirements: mechanisms: integration: SE S SR et e
Ensure Banks must Implement Stay proactive Ensure fintech
agreements ensure a seamless in compliance teams receive
specify qualified party transaction conversations structured
compliance conducts monitoring with regulators. compliance
responsibilities. periodic AML across training.
audits of fintech institutions.
partners.

— _ _ —
B | ¥
2t Ut WA\
Regulatory body: New York State Department of Financial Services (NYDFS).

Key issues:

Weak KYC & transaction monitoring: block failed to Backlog of picit ivity reports (SARs): delays s . . q .
implement sufficient know-your-customer (KYC) and in filing SARs created a high-;sk environment for illicit cryptz:é:;:'::;::zggm:}' ZI:)/C\:AT_%a\Iser:;pﬁtbmom
transaction monitoring controls. transactions. [Tz ght.

Outcome: Regulatory investigation led to enforcement action, requiring Block to enhance AML
controls and compliance governance.




CASE STk&L 5
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Key details of the consent

AML/CFT compliance issues: Short remediation timeline: Fintech oversight

Regulatory findings: requirements:

The order follows a march 2024 report of Hatch bank’s board of directors is required The bank must revise its AML/CFT risk

Fesh . to strengthen its oversight of the bank’s t within 60 d d enh: Hatch bank must conduct periodic reviews
examination by the DFPI and FDIC, which . " assessment within ays and enhance d
identified unysafe or unsound banking AML/CFT program, ensuring compliance policies for internal controls, transaction of every vendor or fintech partner that
practices related to hatch bank's third-party Wit risk assessments, transaction monitoring, and staffing within 90 days.  provides BSA functions such as customer
fintech partnerships monitoring, SAR filings and fintech partner due diligence, monitoring and case
: IEEE: management.

Implications for Fintech partners & sponsor banks:

Increased scrutiny on fintech-bank

Regulatory precedent: relationships:
\this may be one of the first times a state regulator has
pursued a Baa$S sponsor bank independently, rather than

jointly with a federal agency.

Potential industry-wide impact:

The DFPI's aggressive timeline for remediation signals
stricter enforcement trends for fintech-bank partnerships
moving forward

Banks offering Baa$S services must ensure strong AML
controls and proactive oversight of fintech partners to
avoid similar enforcement actions.

Questions?

@ bakertilly




Let’s connect!

David Twomey
SENIOR MANAGER

E: david.twomey@bakertilly.com
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should such information be construed as an opinion upon which any person may rely. The intended recipients of this communication and any attachments are not subject to any
limitation on the disclosure of the tax treatment or tax structure of any transaction or matter that is the subject of this communication and any attachments. Baker Tilly US, LLP, trading
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ABOUT FILENE

WHO WE ARE

FILENE RESEARCH INSTITUTE strengthens organizations and the people they serve
through innovative research and incubation.

We conduct research, pilot and test new ideas, build dynamic communities, and offer
proven and sustainable solutions that create meaningful impact for credit unions and
drive positive change for credit union members.

THINK FORWARD.

CHANGE LIVES.

Filene Research Institute




ABOUT FILENE

HOW WE WORK

RESEARCH

EVENTS & ADVISORY
COMMUNITES SERVICES

INCUBATION

Filene Research Institute

Artificial Intelligence: Impacts for Community Financial Institutions

WHAT'S ON DECK

TODAY’S AGENDA

[ Understanding What Al Is and Is Not

Features, Abilities, and Threats of Generative Al

[ 3 Use Cases for Generative Al for Financial Services

Filene Research Institute
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WHAT IS Al?

Filene Research Institute

Artficial Intelligence: Impact; . pstit i esearch Institute




WHAT IS AI?

- Exhibiting or simulating
intelligent behavior (while
not being intelligent).

Artificial Intelligence: Impacts for Community Financial Institutions

ARTIFICIAL INTELLIGENCE (Al)

Filene Research Institute

WHAT IS AI?

information.

YESTERDAY’S Al

. Little need to learn or
reason on its own,
because it does not
encounter new situations
that require adaptation.

. Think of pre-programmed
software, such as a

8 Artificial Intelligence: Impacts for Community Financial Institutions

. Deductive and rule-bound.

computer that plays chess.

WHAT COUNTS AS “Al” IS CHANGING

Artificial intelligence (Al) is an umbrella term encompassing a range of
technologies that try to replicate human reasoning, learning, or decision-
making. Al relies on algorithms that prioritize, classify, associate, and filter

TODAY’S Al

- Inductive and open-ended.

. Learns and adapts through trial
and error, probabilistic
guesswork, and iterated pattern
recognition as it incorporates
new information from new
situations.

- Think of a baby encountering
the world for the first time.

Filene Research Institute




WHAT IS AI?

THERE IS NO ONE Al TECHNOLOGY

ChatGPT: a text-generative Al
tool based on an underlying
LLM that summarizes the
English language (and other
languages) in the form of
statistical word distributions.

Machine
learning

Generative Al: machine-
learning algorithms trained | goborec
with vast datasets that have | automstion
the capability to automate
complex tasks

(s

Natural language
processing,
speech

LLMs: large language models
that typically power the
algorithms behind text-
generative Al

Artificial Intelligence: Impacts for Community Financial Institutions Filene Research Institute

WHAT IS AI?

“ALGORITHMIC OPERATIONS ARE MORE HUMAN THAN
WE HAVE BEEN LED TO BELIEVE-"!

;«\
THE ASSUMPTION THE REALITY . :%
a neutral, non-human decisions and &

black box opinions ﬂ

embedded in = ((((( (((((( 3 ‘E‘

computer code
and
mathematics

10 Artificial intell npacts for Community Financial Institutions Filene Research Institute




WHAT IS Al?

“INTELLIGENCE” ICEBERG

Talking

Is Al “Artificial Intelligence” or
“Algorithmic Information”?

Intelligence

Thinking Knowing

Filene Research Institute

FEATURES, ABILITIES, AND
THREATS OF GENERATIVE Al

Filene Research Institute




How Smart Is ChatGPT?

FEATURES, ABILITIES, AND THREATS OF GENERATIVE Al

Verbal
2

Evidenced-Based Reading & Wi

- OpenAl’s latest B ~
large language Mﬂig )
model, GPT-4, is LT
capable of human
level performance

Statistics

Psychology
Rcascrd Puceiam

- But it still
struggles to create
and comprehend.

Calculus

English Language
hdvaoced Piscenand

English Literature (s)

Codeforces Rating (g

13 Artificial Intelligence: Impacts for Community Financial Institutions

in many Quantitative
professional and . Cremisty (z
academic exams. T2

0" 20"

63 99
8 )9
90
n ]
); 88
8) 85
( _uotl 85
()
0
n
(30) 6

has made impressive strides over GPT 3.5

but continues to struggle in certain areas.

30" 4" 50™ 60™ oM 8™ 90™ 100"

Filene Research Institute

FEATURES, ABILITIES, AND THREATS OF GENERATIVE Al

+ SOME LLM EMERGENT ABILITIES -

Elementary math like
addition/subtraction

Language to code translation j

‘ Irony identification ‘—

Sentiment Analysis or
few-shot text classification

Word unscramble and
other language puzzles

L Language-to-language |
translation

14 Artificial Intelligence: Impacts for Community Financial Institutions

The Al revolution peaked in 2022-2023.

Technological “Gold Rush” and
a pivotal period for Al
advancements

. Adoption and engagement
Key applications?
» Marketing, sales, product

development, service
operations

> Significant value delivery
through generative Al,
typically realized through
efficiency gains

Filene Research Institute




The tipping point? Al that is user-friendly.

FEATURES, ABILITIES, AND THREATS OF GENERATIVE Al

Although Al for chatbots, fraud
detection, and other uses has been
around for several years, DALL-E and
ChatGPT in 2022 were game-
changers, because they made gen Al
widely accessible.

Now we are all asking questions
about applications ...

» Boards: “What are we doing with
Al?”

> Leadership teams: “Don’t we
need to do something with Al?”

Artificial Intelligence: Impacts for Community Financial Institutions

@ user neur

“Howr

@) cHATGRT oUTPUT

Filene Research Institute

Al Risks, Ethics, and Governance

FEATURES, ABILITIES, AND THREATS OF GENERATIVE Al

- There are no accepted regulatory or compliance frameworks for

generative Al, yet

- Focus for financial services
is increasingly on EXPLAINABLE
Al to provide transparency in
understanding Al outputs and
Al-driven decisions

- Explainable Al should empower
stakeholders to understand not
just intention but impact

16 Artificial Intelligence: Impacts for Community Financial Institutions

"So, while Al can allow credit unions to achieve
great efficiencies and provide innovative services,
we must tread carefully to ensure that our pursuit
of technological advancement does not compromise
our core values of fairness, transparency, and
consumer protection.”

CHAIRMAN HARPER

Filene Research Institute




The current trend seems to be
to push authorship (and
responsibility) onto the final
user. So, while institutions can
benefit from the wealth of
easily generated content, the
bigger question is whether
they should let Al technologies
be the voice of their
institutions.

Al Risks, Ethics, and Governance

FEATURES, ABILITIES, AND THREATS OF GENERATIVE Al

OWNERSHIP

Institutions using text Al services
should expect information they
input into their models to be shared
by the Al service providers with
unspecified third parties for
business purposes.! Ownership of
the output of TextGen Al is
important, but it also pays to
consider matters of privacy and
ownership over the input a user
enters into these models.

17 Artificial Intelligence: Impacts for Community Financial Institutions

PRIVACY

If your institution has a website,
your organization’s branding,
social media activity, products
list, and everything else you
have listed have most likely
been digested by one LLM or
another. The only reasonable
assumption is that everything
freely available can be used,
and probably has been used, to
train TextGen Als.

Filene Research Institute

THE
PERSONAL
ASSISTANT

THE
PARROT

What will Al become?

FEATURES, ABILITIES, AND THREATS OF GENERATIVE Al

THE
COPILOT

THE PARTY

Artificial Intelligence: Impacts for Community Financial Institutions

THE
ORACLE

THE
MONSTER

Filene Research Institute




The Imperative of Al Ethics in Financial Institutions

EEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEE

Introduction to the critical
importance of Al ethics in the
integration within financial

systems.
y e
Core principles of Al ethics:

adherence to legal, moral, and
societal standards.

ML
>
7T

The essential role of leaders in
ensuring Al fosters fairness,

accountability, and privacy.

WHAT CAN FINANCIAL

SERVICES DO
WITH Al IN 20257

Filene Research Institute
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What Can Financial Services Do With Al in 20257

[N

. Get Organized
2. Start Listening

. Empower Your Employees ‘m'

w

4. Access Your Knowledge

nn

(]

. Explore Use Cases
6. Collaborate With Others

7. Create Customer/User Value

21 Artificial Intelligence: Impacts for Community Financial Institutions Filene Research Institute

Get Organized
1
. « Every initiative benefits from a champion and a committed

group.

+ Al cannot be a bolt-on agenda item.

- Create processes for working together as an organization (e.g.
committee).

- I[dentify and categorize your existing tools similar to Al.
~RPA
- Machine Learning

“Al is the new
automation.”

+ Build on the work you’ve been doing =

Filene Research Institute
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Start Listening

n + Many of your employees are already using ChatGPT.
«Form a listening group — Why are these tools helpful?

- Create a working policy document around ChatGPT usage
(good vs. bad).

« Iterate on the policy and learn from your employees.

- Start curating and sharing these ideas for Al use cases
(ideation sessions).

Filene Research Institute

Empower Your Employees

- Explore use of Microsoft CoPilot “

(“Your organization has given you the ability to use J

Microsoft Copilot with Commercial Data Protection.”) \ &J‘

+How does it work? Azure OpenAl Service (secure)

« Employees use the LLM to work with Microsoft 365 A
(Word, Excel, etc) and your data behind a firewall ‘

alala

Filene Research Institute
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Access Your Knowledge

+ “knowledge bases” are often an open-ended
collection of files.

» What is your “search engine”? (e.g. for contact
center)

« Al can be used to access shared knowledge more
n easily.

+ ChatGPT is a large language model trained on
the internet.
=

- Retrieval Augmented Generation (RAG) is Al trained
more narrowly.

+ Use Al to make your knowledge base
relevant and accessible.

Explore Use Cases

«Al is technology. It must be applied to

the right business problem. &

-Example: Contact Center Overload

‘What can an LLM do for your organization?

- Empower your members to self-service (virtual assistant). &
n - Empower your employees to serve your members (virtual assistant).
- Empower your leaders to identify frictions and address them.

+LLMs facilitate people interacting with information.

Filene Research Institute



USE CASES

AgentlQ

Stanford

FEDERAL CREDIT UNION

* AgentIQ

>

Stanford roll-out

Web chat with
self-service

Artificial Intelligence: Impacts for Community Financial Institutions

Member services

Conversational SMS

integrated within Q2

[ e | ® (o)

Filene Research Institute

USE CASES

s gtanford

DERAL CREDIT UNION

~ AgentiQ

Al is a Discipline

Adoption, unauthenticated

* No active marketing

¢ Available on website

s Stan now handles 88% of all
conversations

Artificial Intelligence: Impacts for Community Financial Institutions

Adoption, authenticated

» No active marketing

» Available within mobile and OLB

s Stan now handles 52% of all
conversations

»

Filene Research Institute
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USE CASES

GenAl Transcript Review

This is an example of GenAl for operations (a credit union team)
Transcripts from your contact/call center are worth gold

- Why is the person reaching out?
- What was the issue?
- How was it resolved?

GenAl can help you answer all these questions

Note: This isn’t a chatbot. It’s about becoming data-driven.
Better than NPS?

Artificial Intelligence: Impacts for Community Financial Institutions Filene Research Institute

Collaborate with Others

- There are many vendors providing Al solutions
- Virtual Assistants/Knowledge Base (Eltropy, Glia, Posh, Senso)

« Widen your view to consider other predictive
modeling tools:

- Actionable Recommendations (Exagens, VerticeAl)
- Lending (ZestAl)

- Explore what you can do through vendor
partnerships.

%

+ And explore collaboration with other likeminded @
organizations around Al!

Filene Research Institute
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Create Customer Value

« Al is a tool to empower customers/users
not “deflect” them.

« This is not just back-office efficiency.

+How can we empower customers/users to
achieve
financial well-being?

« Al (predictive analytics) tailors services
to the person.

« Personalization is the future of financial
services.

Filene Research Institute

RISKS, ETHICS, GOVERNANCE & THE SINGULARITY

Building an Al Policy that Works

The proper implementation of an Al policy will not only drive innovation but also ensure
that Al technology is used responsibly and in alignment with organizational mission and
goals.

Ethics & Data

. Bias Governance Security
Transparency Privacy

Filene Research Institute
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RISKS, ETHICS, GOVERNANCE & THE SINGULARITY

Actionable Steps for Al Integration in Credit
Unions

BALANCE
RISK AND

INNOVATION

Define the Al strategy
specific to your
organizational needs and
goals.

Identify starting points and
assess the risk of different
approaches.

Emphasize the importance
of a thoughtful strategy
that includes where to
start.

Engage your board in
developing a code of
ethics for Al usage.

This proactive measure
allows the organization to
navigate Al use cases with
a pre-approved list of
opportunities, rather
than reacting to market
pressures.

+ Address the risk-averse

nature that may hinder Al
adoption.

« Encourage a balanced

approach to Al use,
cautioning against
draconian measures that
fully ban Al, emphasizing
the importance of not
missing out on valuable
innovation.

Filene Research Institute

CONCLUSION

Key Points

Adapting to Al: Do or Die

Al: A Handy Tool, Not Our Replacement

Al's Role: From the Member to the Board Member

Al & Risk: Finding the Sweet Spot

Filene Research Institute




CONCLUSION

Al for Social Good
« Al is full of risks (security, bias,
hallucination, etc.).

« Al is full of ethical dilemmas (like robots
replacing people).

- But the growing policy debate is around
responsible Al.

- Credit unions have an opportunity to
develop people-centered use cases.

« Al that improves the lives of people.

35 Artificial Intelligence: Impacts for Community Financial Institutions
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CONCLUSION

Al for Social Dysfunction

« Al introduces security challenges, amplifying
cyber risks.

+ Unchecked Al can deepen societal biases,
challenging fairness.

« Al's unpredictability risks data accuracy and
trust.

- The debate intensifies around crafting
responsible Al frameworks and designing Al
with humanity at the forefront, ensuring
technology serves to uplift rather than
undermine.

Filene Research Institute
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CONCLUSION

Financial Services and Al in 2025

« This is not the time to get stuck
debating a dystopian future.

« Al is tool that can be used today.

+ Let’s learn how to empower
employees with Al.

- Let’s explore ways to create value with
Al.

- Let’s advocate for social good in the
future of Al.

37 Artificial Intelligence: Impacts for Community Financial Institutions Filene Research Institute

CLOSING THOUGHTS

Al IS A DISCIPLINE NOT A PRODUCT

Empower Your Future with Organized Data

- Preparing your data today ensures that Al can deliver personalized services,
enhance operational efficiency, and provide robust risk management for
your organization tomorrow.

Tailor Your Al Approach

- Whether you choose to build, buy, or configure Al solutions, there's no one-
size-fits-all. Assess your organization’s unique needs, resources, and
expertise to find the best path forward.

Leverage Al for Innovation and Growth

- By strategically implementing Al, your organization can stay competitive,
improve customer and user experiences, and drive future growth in an
evolving financial landscape.

Artificial Intelligence: Impacts for Community Financial Institutions Filene Research Institute
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Disclosures

The opinions and estimates expressed herein reflect the judgment of the author(s) at this date, are subject to change without notice, and
are not a complete analysis of any sector, industry, or security. BOK Financial Capital Markets and/or its affiliates, including, but not limited
to, BOK Financial Securities, Inc. may make a market and / or trade as principal in securities, other financial products, and other asset
classes that may be discussed in this communication. Certain information displayed herein was obtained from sources we believe to be
reliable, but we are unable to offer any guarantees as to its accuracy or completeness. The content provided herein does not take into
account individual client circumstances, objectives, or needs and does not constitute advice or a recommendation or offer to sell or a
solicitation to deal in any security or financial product. It is provided for informational purposes only and on the understanding that the
recipient has sufficient knowledge and experience to be able to understand and make their own evaluation of the proposals and services
described herein, any risks associated therewith, and any related legal, tax, accounting, or other material considerations. Recipients should
not rely on this material in making any future investment decision. To the extent that the reader has any questions regarding the
applicability of any specific issues discussed above to their specific portfolio or situation, you are encouraged to consult with a qualified
lawyer, accountant, or financial professional. This material may not be redistributed or retransmitted, in whole or in part, or in any form or
manner, without the express written consent of the author(s).

Certain scenarios depicted in this presentation are hypothetical and do not represent the investment performance or actual accounts of any
investors. Performance of these hypothetical scenarios should be considered hypothetical results. Hypothetical scenarios and results do
not reflect actual trading or performance by an investor nor do they guarantee past or future investment results. Hypothetical scenarios and
results are based on assumptions. Differences between the hypothetical assumptions and an actual investment may be material and
substantially decrease the illustrative value or any hypothetical scenario or result.

Certain information displayed herein was obtained from sources we believe to be reliable, but we are unable to offer any guarantees as to
its accuracy or completeness.

BOK Financial® is a trademark of BOKF, NA. Member FDIC. Bank dealer services offered through BOK Financial Capital Markets, which
operates as a separately identifiable department of BOKF, NA. BOKF, NA is the bank subsidiary of BOK Financial Corporation. Investment
products are: NOT FDIC INSURED | NO BANK GUARANTEE | MAY LOSE VALUE
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Iibout BOK Financial

BOKFinancial.com/Institutions

BOKF, NA is the bank subsidiary of BOK Financial Corporation (BOKF), a $50 billion regional financial services
holding company based in Tulsa, Oklahoma gNASDAQ:BOKF), BOKEF offers trust and wealth management services
through its subsidiaries including BOKF, NA (and its banking divisions Bank of Oklahoma, Bank of Texas, Bank of
Albuquerque, and BOK Financial) and investment advisory services through its non-bank subsidiaries, Cavanal Hill
Investment Mana?ement, Inc., and BOK Financial Private Wealth, Inc., each an SEC registered investment adviser,
gln,\cliRl?Ao/glFF)Eancia Securities, Inc., also an SEC registered investment adviser and registered broker/dealer, member

BOK Financial Capital Markets is a separately identifiable department (“Bank Dealer”) of BOKF, NA, the national
banking subsidiary of BOK Financial. Our Financial Institutions Group, primarily based in Milwaukee, WI,
specializes in financial institution management, assisting clients with a variety of services including:

Interest Rate Risk Management

Independent Model Validations

Deposit/Decay Studies

Investment Portfolio Management

Asset / Liability Management (ALCO) Consulting
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Session topics

1. Interest rate environment

2. Key assumptions in IRR modeling

3. Liquidity management and monitoring
4. Driving performance in 2025

5. Securities portfolio — investment
allocation, possible sales / restructuring
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Treasury yield curve

5.404 125 US Treasury Actives Curve Last Mid YTM 11:16:57
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+ Downgraded GDP Growth to 1.7% in 2025 & 1.8% in 2026
« Continues to project unemployment to be relatively steady

* Median forecast for PCE inflation, the Fed’s preferred gauge, settles in the 2.0% range, but remains elevated in 2025
(Projected 2.8% vs December projection of 2.5%)

* Fed funds forecast the same as December at 3.9% year-end 2025, and 3.40% end of 2026

Table 1. Economic projections of Federal Reserve Board members and Federal Reserve Bank presidents,
under their individual assumptions of projected appropriate monetary policy, March 2025

Percent
Median' Central Tendency® Hange®
Variable 2025 | 2026 | 2027 | Longer 2026 2027 Longer 2025 2026 2027 Longer
run run run
Change in real GDP 1.7 1 1.4 |, LB 16-20 | 1.0-2.4 b
December projection 21 2.0 19 ! 18 L&20 ! 1625 0
Unemployment rate 1.4 1.3 3, 42 11-44 | 39-4.3 i
December projection 1.3 1.3 L3 1.2 Lo-44 B
) I '
PCE ion 27T 2 20 20 20-21 1 20 '
December projection 25 21 2.0 2.0 20 T 2.0-2.6 2024 |
i ' '
28 23 20 ) 2021 ) 21-32 2020 |
i I '
December projection 25 22 20 20 | 2.0-27 2026
. I I
Mema: Projected : ! '
appropriate policy path ! ' '
' I '
Federal funds rate 39 34 31 1 30 39-4.4 1-39 2936 | 26-36 3.6-44 2.9-41 2639 | 2539
December projection a0 34 31 30 36-4.1 3136 2036 ' 2836 3144 2.4-30 2430 1 2430
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Key takeaways from March FOMC meeting

Source: Federal Reserve
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#Hikes/Cuts SHike/Cut Imp. Rate A Implied Rate AR.M.
-0.213 . 3 4.275
-0.839 2.6 ) 4.119
-1.485
-2.169
-2.545
-3.047
-3.235
-3.514
-3.645

/ 2 -3.814 1

Implied Overnight Rate & Number of Hike

‘ l
[
[~
[

Implied Overnight R
B Number of H

Fed funds
futures — a

closer look

U peaLlg sim)/se

Current

Source: Bloomberg as of 3-31-25
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Why does inflation get so much attention?

Il All Ttems 2.391 W Core CPI 2.789 Food 0.400 Energy -0.231 Core Goods -0.005 M Core Services

Julod ebejusdled/iusdlad

Source: Bloomberg
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Small business optimism index — March 2025

Month over month index dropped by 3.3 points

Index Component Levels and Percentage Change from Prior Year
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#2

Key
assumptions in
IRR models
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Interest rate risk - assumption review

Deposit beta calculation, supporting data Example summary of results:

Figure 1— Example Rate Data

W03 204 2004 2004 004 005 2005 2005 205 2006 2008 2006 Jan 2016 - Jun 2019 (Rising Beta) Beta
¥ @ @ B oM om 2 B M oW 2 o
Periodic Quarterly Average NOW Accounts -0.01
Deposit Cast :
NOW 062% 0% 061% 06T% O75% O0B7% LO0% 106% 132% 147% 161% 174% HSA Checking 0.01

Savings/MMDA Cost of Funds 153% 150% 1.48% 149% 149% 150% 200% 233% 255% 268% 3.10% 330%

Money Market Accounts 0.43

Periodic Market Rate Indexes i
Federal Funds Rate 094% 1.05% 1.38% 194% 1.97% 296% 335% 2393% 409% 500% G505% 534% Sav' ngs Accounts 0.07

3-Month US Treasury Bill Yield ~ 092% 094% 127% 1711% 222% 277% 306% 353% 4.20% 462% 5.02% 4.95%

Analysis of the data in Figure 1 might produce results such as those displayed in Figure 2. In this example, the results indi-
cate that interest rates on the bank's NOW and Savings/MMDA accounts are driven by changes in the federal funds rate and
3-manth Treasury bill rate; with deposit betas in the range of 25 percent to 42 percent.

e e ey et e Jul 2019 - Mar 2021 (Falling Beta) Beta
Faderal Funds Rate 3-Manth US T-Bill NOW Accounts 0.02
Regression Analysis Average Beta
Boto  Rsquaed  Bam  Resquared HSA Checking 0.07
NOw 0.251 95.04% 0.264 95.39% 0257
Savings/MMDA 036 BAT% o415 A% 0405 Money Market Accounts 0.52
Savings Accounts 0.14
* How do you model in migration risk?
Source: FDIC
FOR INSTITUTIONAL USE ONLY | For Informational Purposes Only | BOK Financial Capital Markets, Investment products are: NOT FDIC INSURED | NO BANK GUARANTEE | MAY LOSE VALUE 11

Market value of equity — conceptual example

Asset
> The bank makes a $1 million 5 year fixed rate loan today at 7.00%.
> Market rates on 5 year loans rise next year to 8.00%

> If the bank had to sell the loan to someone else, the investor would not be willing to pay $1 million for the 7.00%
loan. They would pay something less, because new loans are at 8.00%. *Loss*

Liability
> The bank funds the loan above with a $1 million 3 year FHLB borrowing at 4.00%
> FHLB advances rates rise next year to 5.00%

> If the bank could sell the advance to someone else, the investor would be willing to pay more than $1 million for
the borrowing at 4.00% because the new borrowing cost is 5.00%. *Gain*

> Market value of equity uses the same idea on every item of the balance sheet. Asset Value - Liability Value = Equity.
(Rearranged A =L + E)

> Why look at MVE? Rate shock of income generally looks at a one — two year “window”. What risk exists outside of that
window?
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What’s decay?

“Institution specific” as this assumption is critical in market value of equity calculation
One possible approach:

> Ideally review over a 10-year period (rising and falling rate cycles)

> Should more recent period be weighted more or only considered for assumption?
> Measure number of accounts closing in comparison to total at beginning of period
> Measure balance of closed accounts vs. total balance for that account type

> Need to take “surge” balances into account (assign shorter decay to these balances)

> Should a cap / max term be applied to results?
Analysis is completed for non-maturing deposit accounts

» Money Market Accounts

> Savings Accounts

>~ NOW Accounts

» Checking Accounts
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How are NMD assumptions used?

Economic value of equity (net economic value) analysis is similar to a present value calculation
Present value calculation uses:

Cashflow over future time horizons

Interest rate

Discount rate — typically an alternate funding cost (ex. if we did not have these deposits, what would
the rate be on a like term deposit/funding option?)

Hypothetical example

Total Interest Total Discount Discount Discount Discounted Cashflow
Period Maturity Payment Cashflow Rate Period Factor Cashflow  x Period
30 Jun 27 469 68 536 414 27 0.91039 489 13214
31 duz? 469 70 539 418 25 0.80723 459 13692
B0 Dec29 469 46 515 418 57 n.8zozo 422 24.078
51 2034 25,798 1,227 27.026 418 67 0.73895 19,871 1.737.493

52,538 47,726 2.504.936
Current Balance: 52,536 Macaulay's Duration: 52.486 months
Current Yield: 1.89 Madified Duration: 52.395 months
Market Rate: 2.08
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Hypothetical non-parallel curve simulations

What could yield curve do from here?

@ Current Rates
[0 Low Steep . . . .
 LowFiat + While parallel +/- yield curve simulations are

500 ki standard runs in IRR models, is an inverted yield
curve likely to persist?
400

e

ol
FFSTFFFETES
& & o &
& AT &S N SRS RS S
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Historical reference

Vs. 1 year ago
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H3

Liquidity
monitoring and
stress testing
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Liquidity management

Setindanpusiiiy ms« Simple format of tracking sources and uses of funds internally
5 1t § Mt [

Imr‘mu—r.'.Si\’r?Sﬂ'.!"}: n . . . . . .
pekeoay .=« Helps monitor liquidity needs internally on a more frequent basis than
izt e an ALCO model may be updated and be proactive in decision
Dot o making/planning

bt Comns "

S v 1424 w= «  Examiners may ask for your internal sources and uses

et i — documentation/forecasting

Loan Closings 2723 88T

Imvestment Purchases Settlng o

Owickrate setiling o

DT Sattling— [

Payults o

Bocikered CO Maturities {1231 1-DTC 1,500,000

eskearsd CO Masurimien (1123 1-0R 124,500

Securities Cash Flows (1/37) 210,736

Secuntias Maturmy [

Imvestmen Sabes Serming - L3

posessivng 2t

Investmen Purchases Semting [

CachTate Seming [

DIC Settling. L

Payotts [
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Maximizing availability and collateral value

» Brokered / internet deposits — does not require collateral

» Are you set up to use these sources?
* Municipal, large deposits — may require collateral, but some are not
specific as to what type of collateral
« Consider municipal securities for pledging, unless they can be

used elsewhere

» FHLB letter of credit for municipal deposits

* FHLB, Fed Discount Window may accept many types of loans as

collateral (may take time to set up)
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Liquidity stress testing, early warning indicators
- Stress testing frequency — more than just Hypothetical Early Warning Indicators
annual exercise i s P s i i
[Primesry Liquickty (On Balance Shesl) 29 15%) 12 O]
Total Liqusdity (On and Of Balance Sheet) o5 BORY 20 0%
» Develop scenarios that would negatively e TS
impact the bank’s ability to operate 1 -
« Core deposit loss o i
. Lisiing Senvice Doposts 1 Deposis 00 [
« Loss of large depositor (s) PHE Botouings i s SO =
* Increase of loan funding . — i wm
+ Impacts of falling below well e o 1
. . Toinl Hisk Based Cagetal Rabo TO1%) 14 0%
ca
pitalized s
Classted Assets 1o Total Capetal 1.06%)| 15. 0]
riomming Loans o Total Loans. 0.20%) 2 50%]
» Vary timing of events — short term vs. long i e ) St -
term horizons
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w4

Driving
performance in
2025
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Income tailwind due to repricing?

Hypothetical example #1

st Interass Margin

Margin profile could represent
a bank with:

/ » Relatively higher cost of
funds — which can fall due
to recent Fed cuts

« Could be heavier in
higher cost money
markets, CDs,
municipal funds

:\ /\\\_/ * Loan/ investment portfolio

\_/—\/\J repricing to greater
magnitude in later 2024
and 2025
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Income tailwind due to repricing?

Hypothetical example #2

e o Margin profile could
represent a bank with:

* Moderate cost of funds

+ Shorter duration loan
portfolio (more variable
vs. fixed) and excess
cash on balance sheet

23
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Drivers of performance - loans
How can your institution maximize opportunity this year?

+ Every basis point counts!

« As loans come up for renewal (balloon maturities), are loans being fully brought “up to market”?
» Hypothetical example — maturity at 4.00%. Your typical pricing for credit/structure would be 7.25%.
+ Do lenders “meet in the middle” or raise the rate, but not as much to try and keep a client from

having “too much” rate increase?

 If interest rates fall, will your institution keep a consistent spread vs. index?

* Implementing and holding prepayment penalties in loans
 Inlieu of prepayment penalty, loan rate should reflect the option the client has to refi/payoff early
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Prepayment penalty in practice

» Does your institution enforce a prepayment penalty if
refinanced at your institution?

Hypothetical Example:
 If your penalty is 2%, how much of an impediment to * Make aloan at 6.50%

refinance is that? + Solving for breakeven with a 2%
penalty, after year 1...

Hypothetical Loan Prepayment Illustration

* 2% penalty / 4 remaining years =
50 bps per year of savings to
breakeven. (3%/4 years = 75 bps
lower rate to breakeven)

+ If customer can refinance at
6.00% or lower and the bank
actually charges the 2% penalty
($20,000), the customer would be
in the money to refinance if rates
fall below 6.00%
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Drivers of performance - deposits
How can your institution maximize opportunity this year?

» Deposit pricing can be more art than science

+ Do your rates need to be "highest in market?”
» How close is good enough?

» Core deposit acquisition and growth
» Does your institution have a strategy to grow core deposits
+ Potential replacement of higher cost wholesale with lower cost core deposits

» CD specials — how to get a reprieve from short and frequent repricing of CD specials?

+ Every basis point counts!
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g) rate sheet

When did you last adjust your “standard rates?”

CD vs. UST Comparison

Hypothetical illustration
FOR INSTITUTIONAL USE ONLY | For Informational Purposes Only | BOK Financial Capital Markets, Investment products are: NOT FDIC INSURED | NO BANK GUARANTEE | MAY LOSE VALUE
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Discussion on deposit products

1. Review your deposit account lineup

Examine how customers use your accounts (what is the purpose/utility for each?)
Differentiate rate on account based on #2

How much emphasis is placed on business/commercial deposits?

Does your institution selectively match rates (individually by customer?)

o o > w0 N

Prepare pricing plan if Fed continues to cut rates
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E\llable brokered CD

Hypothetical illustration of $10mm callable vs. non callable brokered CD

Fixed vs. Callable Brokered CD - 2 Year Rate Shock Horizon

* 4 year non-callable brokered CD - 4.30% 1050,000
* 4 year non-call 6 month brokered CD -
465% 950,000

850,000

» While the cost is higher for a callable
compared to non-callable, the benefit is

significant if interest rates fall and the call 2 e
is exercised (callable cost includes z
amortizing the placement fee during this e
perIOd) 550,000
+ For interest rate risk position, this —_—
structure would help protect against rising
rates, while providing cost savings in 55660
lower rate scenarios ~a—Fixed 4 year BCD 85-30305' 55-2'3;1 ﬁ:’j[);]ﬂ Bf;slzcagu ssaﬂa--; 35;030“ ssi)ﬂaaﬂ .aajsog-:-. 352:403011

—=—Callable Brokered 380,003 = 543,031 696,960 @ 850,908 | 920,255 929,255 928,256 920,255 920,255
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FHLB fixed, callable and putable options

“Bank” in this example is FHLB, “Member” is your institution

Fixed Rate Advances Fixed Rate Putable Advances (Bank-Owned Embedded Option)
Community Regular All-in After Term Lockout European All-in After | g h Value
[ Advances Advances Dividend* | Forward-Starting — — ;sa% Dj' ;j;;;‘ e
= yeal months : z -0.81%
i 4‘46:" “Bf 5 years 6 maonths 3.44% 3.26% -0.93%
2 weeks 4.46% 4.26% el einth 7 years & months 3.429% 3.24% -0.95%
3 weeks 4.46% 4.28% i b 10 years 6 months 3.47% 3.29% -0.90%
1 month 4.36% 4.46% 4.28% then have stated 3 years 1 year 3.61% 3.43% -0.51%
3 months 4.36% 4.46% 4.28% term to maturity 5 years 1 year 3.46% 3.28% -0.67%
6 maonths 4.27% 4.37% 4.19% 7 years 1 year 3.42% 3.24% -0.70%
9 months 4.18% 4.28% 410% 10 years 1 year 3.45% 3.27% -0.68%
1 year 4.02% 4.13% 3.95% 3.98% 5 years 2 years 3.61% 3.43% -0.45%
1.5 years 4.00% 4.10% 3.92% 4.02% 7 years 2 years 3.51% 3.33% -0.55%
2 years 3.95% 4.06% 3.88% 4.08% 10 years 2 years 3.48% 3.30% -0.58%
2.5 years 3.95% 4.06% 3.88% 4.13% 7 years 3 years 3.67% 3.49% -0.42%
3 years 3.99% 4.09% 391% 4.19% 10 years S years 3.84% 3.66% -0.40%
35years 4.02% 4.12% 295% 4.24% Term | Lockout ‘ Barmudan | Arin after T option Value
Fixed Rate Callable Advances (Member-Owned Embedded Option) 5 years 6 maonths 3.13% 2.95% -1.24%
All-in After 5 7 years 6 months 2.95% 2.77% -1.42%
Term Likoit BafmAan Divideng | OPtion Cost 10'vears 3 manths 2.74% 2.56% 1.72%
2 years & manths 4.70% 4.53% 0.65% X i
2 years 1 year 4.28% 4.10% 0.23% Example, compare three year terms for illustration of
3 years & months 4.85% 4.67% 0.76% value to the balance sheet, income statement
3 years 1 year 4.54% 4.37% 0.45%
5 years & months 5.20% 5.02% 0.96%
5 years 1 year 4.90% 4.72% 0.65%
5 years 2 year 4.61% 4.43% 0.37%
Source: FHLBC 4/14/25
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H5

Securities
portfolio
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Role of the investment portfolio

» Liquidity source
» Place to earn on excess liquidity while waiting for loan demand to materialize
+ On - balance sheet store of liquidity

+ Unlike borrowing sources, bank’s ability to use portfolio for funding is not contingent on the bank’s credit
position

*  When viewing portfolio within liquidity context, understand:
» Cash flows
« Extension/contraction risk

» [Earning asset
» Lower yield than loan portfolio, but higher liquidity and lower risk
+ View earnings/yield relative to holding cash vs. comparing to loan alternatives

+ Other Benefits
 Collateral for deposits or borrowing
+ Portfolio is a tool for managing interest rate risk
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Diversification in the investment portfolio
Hypothetical illustration
50,000 + Callable agency
70000 | securities have very
g waw § wide spreads and high
S 50000 relative yields... Why?
2 0000 -
w
§ o + Atthe money
© f:g:; ' mortgages offer higher
i II Il B Be me = = - yields and spreads as
Year1 Year2 Year3 Yeard Year5 Year Year? Year8 Year® Year10 Year 11 Year 12 Year 13 Year 14 Year 15 well... Why?
= Current = -100
50.000 » If interest rates fall from
:::x here, limiting optionality
F 35000 | in bond purchases will
€ 0000 help lock in these higher
3 2500 yields
20,000 +
-ﬁ 15,000 +
S 10000 | III IIII |I + When do you want to
5000 4 i ?
_— . I I I llll IIII I.I.- wiBE =nEE LAl emEE = receive CaSh baCk.
Year1 Year2 Year3 Yeard Year5 Year6 YearT Year8 Year® Year 10 Year 11 Year12 Year1l Year14 Year15
uCurrent =+100 =+200 w=+300
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Considerations for portfolio allocation

Laddered Maturities
Can be used to help meet specific
liability needs

Treasury (1.1%)

Willing to accept more risk in i Jomponn (1T

exchange for higher return /

: I Easy to adjust duration
xamples:

Callable Agencies (over

bullets)

CMOs (over MBS)

Source of positive convexity

(S E):amp_!]es.‘ Trea.SL_lries, CDs, bullet ;
(10.7%) agencies, CMBS (not all structures)

Credit Risk: mu
corporates - if

Stable Cash Flow
Provide monthly cash flow without a lot of

Floaters ! ;
room for extension or contraction

Help mitigate interest rate risk

Currently offers yield pick up over fixed rate Blend tenors (10/15/20/30yr), coupon stack,
bonds seasoning, and story collateral to achieve

smooth cash flow in aggregate

Pay attention to underlying collateral
characteristics . . .
Bond market is all about trade offs - no one bond/sector can achieve all goals HypOthetlca | | | | u St ratlon

FOR INSTITUTIONAL USE ONLY | For Informational Purposes Only | BOK Financial Capital Markets, Investment products are: NOT FDIC INSURED | NO BANK GUARANTEE | MAY LOSE VALUE 34

INSTITUTIONAL USE ONLY BOK
Financial Capital Markets, Investment products
are: NOT FDIC INSURED | NO BANK
GUARANTEE | MAY LOSE VALUE



To reinvest or not...

» Consider identifying a target portfolio size

« If you are not currently investing, when will be the “right” time to invest?

+ If your institution has a portfolio with substantial cashflow over the next 12-24 months, what may the
rate environment be like when bonds need to be reinvested?

* Adding in all rate environments may help average into the market
» Market timing is extremely difficult to get right everytime

» Set a quarterly strategy to determine what types of securities and maturities fit the balance sheet
position best

+ Strategy can adjust from quarter to quarter
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&)w what?

Hypothetical investment sale for funding

Analysis of current holdings Review of alternatives
1.75 year funding cost at FHLB (Chicago) = 4.14%
1.75 year brokered CD cost = 4.18%

Over next 1.75 years, the interest cost on new
funding nearly equivalent to selling investment
(loss + foregone income)

Bank owns $3 million of agency maturing Dec 2026
Current book yield = 0.75%
Book price = $100

Sell in the current market at $94.25
Sale yield/market yield/give up yield = 4.18% However, taking loss could be unappealing for

Loss on sale: $172,500 budget reasons.
2025: Loss on sale $172,500

2025: Interest cost on new CD: $94,050
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&)w what?

Hypothetical loan funding example

Sale option Reinvestment option
Bank owns $3 million of agency maturing Dec 2026 5 year loan = 7.00% reinvestment yield
Current book yield = 0.75% Time to “recapture loss™

$172,500 (loss on sale)

7.00% (reinvestment yield) — 0.75% (book yield) * principal
proceeds

Sell in the current market at $94.25 = 0.97 years to recapture loss

Book price = $100

Sale yield/market yield/give up yield = 4.18%
Loss on sale: $172,500
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Interest rate risk reporting with comparison to policy limits

« Include 1 year and 2 year rate shock of income, EVE
+ Is a non-parallel now most likely? Are our assumptions reasonable?

Listing of key assumptions used in the model and supporting
documentation

« Pricing assumptions, deposit decay rates, prepayment assumptions
« With a recent rising rate cycle complete, confirm and update assumptions
+ Need to be reviewed/approved by the board

Interest rate
risk checklist

Alternative assumption testing

+ How sensitive are model results to the assumptions used (input different assumptions
and compare results)

Liquidity stress testing

« Include sufficiently severe scenarios restricting use of brokered deposits, FF lines
« Review contingency funding plan, including any early warning indicators

Independent Model Validation

« Completed by a party independent of the ALCO meeting
« Report with findings provided to the board
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Key takeaways

» Understand where your income is headed, even without
change in rates

» Is your balance sheet duration changing, by design or by
demand?

» Examine deposit strategy for retention and cost of funds
management

» Develop a mindset to maximize margin — every basis point
counts!

« Consider taking losses in the portfolio as a funding option or
to reposition for higher income

» Ensure completion and documentation of expected interest
rate risk and liquidity management process
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3:30 — 4:45 p.m.

Ethics & Decision Making

George Heyman, CPA, CGMA, Professor Emeritus of

Accounting & Economics, Oakton College



An Ethical Culture
WICPA- FINANCIAL INSTITUTIONS CONFERENCE

13 May 2025

George A Heyman, CPA, CGMA

Professor Emeritus, Accounting and Economics
gheyman@me.com

847.553.6118

RULES OF ENGAGEMENT
(The Engagement Letter)

1. No Smartphones or Computers (confidentiality)
?

2. Make Connections — Network Q_‘
3. Ask Questions ? =
7o

4. Consider Takeaways f8r Your Practice ( '%
9

5. Have a Good Time é»\fg




CULTURE

Beliefs - Implicit assumptions (What are they?)

Values — Norms, principles, and standards
(AICPA Code of Ethics) (The story)

Behavior — What we actually do
Comfort — Fair and equitable treatment

Belonging - Need to feel you belong because
the culture is ethical

“It is our choices that show what
we truly are, far more than our
abilities.”

- Harry Potter and the Chamber of Secrets, by J. K. Rowling




PROFESSIONAL CONDUCT
Principles and Rules

Integrity — trust , judgment, observation
Objectivity — influence and unbiasedness
Confidentiality — information — personal gain

Competency — Channel your inner Sherlock
a questioning attitude

Making Decisions

1. People face trade-offs.

2. What people get is the cost of
what they give-up.

3. Rational people make decisions on
the margin.

4. People react to incentives.




Ethical decisions include:
observation and prediction

SHERLOCK HOLMES

KNOWLEDGE
OBSERVATION

DEDUCTIVE REASONING

INQUIRY

Making Decisions | )

Act as if everything depends on you.

Ethical people are aware and
observant — they notice.

Influence and Accountability




Ethical Behavior

* Rewarding ethical behavior

* Developing intrinsic ethical behavior

- Can an ethical person have
unethical behaviors?

- Can guidelines keep people ethical?

ETHICAL DIFFERENCE

| did NOTHING WRONG
VERSUS

| did the RIGHT THING




“While | do not believe | ever did
anything illegal...I've done an
awful, awful lot that was wrong.”

John Edwards on his
acquittal/mistrial

100% legal — 10% ethical?
Is doing the right thing the same as saying,
“I did nothing wrong?”

Description
Of CPA Ethics

5
(noun) A trusted expert
who helps organizations and
individuals envision and shape

their financial future. Characterized
by a COMMITMENT to competence,
objectivity, and integrity; excellent

PERFORMANCE on behalf of the

public, clients, and employees;
and ACCOUNTABILITY for the
highest professional and
business ethics.

Do




ICPAS’s INSIGHT Magazine
Spring 2013 Article, “Are You Ethical?”

—

Know thyself
+ www.lifevaluesinventory.org
Anticipate questionable scenarios
« Talk about ethics with others
3. Get the facts

+ Ethical dilemma or misunderstanding?
4. Consider the consequences

* Think short-term and long-term
5. Evaluate the tone at the top
* Help create the tone
Be proactive
* Actimmediately

A

o

ACCOUNTING ETHICS

Accounting means financial information

Reliable financial information helps educated
investors and aids in decision-making

We are the guardians of reliable financial information

Accountability — authority
and responsibility




UNETHICAL ACCOUNTINl

/
1. Exaggerate revenue $ %\%

2. Provide misleading information regarding
business expenses

3. Misuse funds \ ka2
Sy -
4. Misappropriation =

PURPOSE

Oversight bodies, those charged with governance.

+ Entities manage resources & use authority properly in
compliance

* Programs are achieving objectives
+ Programs are effective, efficient, and ethical

*  Accountability — responsibility and authority




PROFESSIONAL CONDUCT

Accountability

Tone from the top - Modeling, Decision-Making, Hiring

Making decisions consistent with public interest - Integrity
Auditors place priority on responsibility to public
Proper use and prudent management of resources

Transparency -> What, How, Why

ETHICAL BACKGROUND

Ethics —From the Greek ethos, meaning character.
Ethics is the study of how we make decisions

Intent and expectations

Ethics are the values by which human
beings live in relation to other human
beings, themselves and/or nature.




RULE ETHICS

Emanuel Kant would say that consequences can’t make actions right or wrong.
The key question is: “What would happen if everyone acted this way?”
Excuse — “everyone does it”

A good rule is one that:
Becomes universal and can be applied consistently
and
Is respectful of the autonomy and rationality of all human beings

Trade offs:
Promotion of self interest
vs
Protection of rights

Does having rules make someone ethical?

An ethical person will want to know the rules so that he/she can make informed ethical
choices.

The question is whether or not the rules and procedures are being applied ethically.

LAWRENCE KOHLBERG’S MODEL

1. Pre-conventional Level:
* People act out of fear of punishment
There is no morality.

2. Conventional Level:
* People act to conform their behavior to the expectations
of the group to which they belong.
“l did nothing wrong.”

“Everyone one else does it.”
3. Post-conventional Level”
*The individual understands the reasoning behind a moral
principle.

“l did the right thing.”

10



CONTRACT THEORY

John Rawls — American Philosopher 1921 — 2002

1. SOCIAL JUSTICE - All jobs should be open to talent (equal opportunity)

2. DECISIONS — Made behind a veil of ignorance

This "veil" blinds people to all facts about themselves and others so they
cannot tailor principles to their advantage

A THEORY
OF JUSTICE

DISCRIMINATION
(1.400.10, 2.400.10, 3.400.10)

Violates any antidiscrimination laws
Includes sexual and other types of harassment

Is an act discreditable.

11



PSYCHOLOGY

Ann Tenbrunsel — Current Notre Dame Researcher

Business professionals rationalize a “business”
decision instead of an “ethical” decision;
framework is everything

Business Decision
What might | gain? i
How will it affect the future? %

Ethical Decision
Is this decision fair?
Will people be hurt?

ETHICS AND DECISION-MAKING

Ethics is not always making a decision
between right and wrong

Ethics is also about making the key decisions
between right and right

Defining Moments: When Managers Must
Choose Between Right and Right

Defining
Moments

12



Ethical Behavior

Do unto others as you would have them do unto you.
What you want may not be what others want or need.

We would want people to ask us what we want or need so we
should ask them.

Fairness is not equality. | am short if you have not noticed.

Equity and Equality. Wages.

THE CODE OF PROFESSIONAL
CONDUCT

1. Principles are ideal standards and are not enforceable. (Based
in Philosophy)

2. Rules of Conduct are minimal standards of ethical conduct
stated as specific rules. They are enforceable. (Ex.
Independence)*

3. Interpretations of rules of conduct. Not enforceable but you
must justify departure. (Ex. Can an auditor accept a gift?)

4. Ethical rulings. Published explanations of questions asked to
the AICPA. Not enforceable but you must justify departure.

13



GENERAL STANDARDS

Internal auditor’s rules of conduct:

Integrity — perform with honesty, diligence and responsibility
Objectivity — appearance and fact

Confidentiality — prudent in use of information (protect it.)
Competency — necessary knowledge, skills and experience.

Professional Behavior

GENERAL STANDARDS

 All things “technical!” When we think of ethics, rarely do
we think technical standards.
“»*Professional Competence
“*Due Professional Care (professional judgment & skepticism)
“*Planning and Supervision
«»Sufficient Relevant Data
“<*GAAP
< GAAS

14



PROFESSIONAL CONDUCT

* The Public Interest (trust and responsibility)

* Integrity (can accommodate the inadvertent
error and honest difference of opinion; it
cannot accommodate deceit or subordination
of principle)

* Due Care “The quest for excellence is the
essence of due care.” — Professional judgment
and skepticism

* Prudence

CODE OF CONDUCT UPDATE

* Reorganize the Code of Conduct
* Part 1: Public practice
* Part 2: Industry
* Part 3: Between jobs, retired, other

* Topics and Subtopics

* Non-authoritative guidance issued by the AICPA will appear
next to authoritative standards

15
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Public — Ethical Conflicts

e

Business — Conflicts of Interest

Others — Acts Discreditable

INDEPENDENCE

* Conceptual Framework
“*Independence of Mind
“*Independence of Appearance

* The most detailed section of our Code of Conduct

16



Ethical Conflicts - Threats to Independence

* Obstacles created by internal or external pressures

* Conflicts in applying relevant professional and/or legal standards.
(Fraud and confidentiality).

* Response: relevant facts and circumstances (including rules), e
issues, established internal procedures

Public & Business — Ethical Conflicts
Threats to Independence

* Adverse Interest — members interest opposed to employer (ex. Lawsuit
against client)

* Advocacy — promote employer interest or position (IPO, expert witness, tax)

* Familiarity — too accepting of a person’s word or sympathetic to a person
(Close relationship)

Warning Unconscious biasness

(Initial reaction - You can not tell me what to do! OR Don’t tell me what to do.)

* Self-interest — benefit financially or otherwise (Loan)

17



Public — Ethical Conflicts
Threats to Independence (2)

* Self-review — will not evaluate work appropriately (previously made
judgments)

* Undue influence — a member will subordinate his/her judgment and
integrity to an individual due to that individual’s position, reputation, or
aggressive (dominating) personality

* Management Participation (old 101-3) — Directorship, client employees,
responsible for client internal control

Client and Customer
Acceptance and Retention

1. Set expectations from the beginning

2. Client meetings should be two way interviews

3. Bullying

18



Discussion
Your boss says to you...

“I am not telling you to do anything
illegal. | am just telling you what |
want done. It is up to you to figur
out how to do it.”

Friend in Governme

Safeguards

* Legislative
* Training
* Culture — Expectations

* How and by whom the safeguard is applied — internal
control

* Policies and procedures against discrimination and
harassment

* Tone from the top
* Skepticism

19



ETHICAL CASE FOR
CONSIDERATION

Role = You are Mayor and as such, Liquor
Commissioner...

Decision = Do you accept a gift from a tavern

or not?

lll[”//

N (
-y
-
\

Gifts — Judgement Concerning Relevant Facts

Nature of the gift or entertainment

The occasion of giving rise to the gift

The cost or value of the gift or entertainment (Cubs vs. Sox)

The nature frequency, and value of other gifts or entertainment

A designated person in your firm to ask about any gift.

20



ETHICAL BACKGROUND

Ethics —adherence to applicable regulations, laws,
and professional standards

Be proactive — Hasbro and lead
Communication — policies and procedures
Documentation — who, what, when, how and why

Accountability — responsibility and authority

Ethical Challenges

- Conflicts of interest
Disagreement over a tax/accounting position
Integrity
Due diligence

Reckless or intentional disregard of rules,
laws, or regulations

- Client acceptance — Knowledge of client’s
error

- Confidentiality

21



The Job

* Do it right the first time (saves time fixing
issues later)

* Provide higher level of uniform quality*
 Experience less conflict

* Keeping reputation intact leads to new and
repeat business

*W. Edwards Deming

The Aura

Take accountability from the top-down
Make the message consistent
Encourage skepticism

Facilitate ethical behavior

ik wN e

Don’t create a home for the ‘Fraud Diamond’

22



Accountability from Top-down

* Common vision and mission
* Prevent, detect, and correct with internal controls

* Prevent, detect, and respond to compliance and fraud issues

Consistent Message

* Ask employees to repeat the mission to ensure consistency within
the company

* Ensure employees know what is expected of them and where the
boundaries are

* Let clients and customers know what your message is
(Ex. Engagement letter, contracts, website, marketing materials)

23



Al and CHATGPT

They can make useful suggestions.

You need to make the decisions. They do not incorporate your
personality or organizational culture.

A questioning attitude using complex problem solving, critical
thinking, creativity and emotional intelligence is needed more
than ever.

| Robot

Asimov Rules!

1. Arobot may not injure a human being or, through inaction,
allow a human being to come to harm.

2. Arobot must obey the orders given to it by human beings,
except where such orders would conflict with the First Law.

3. Arobot must protect its own existence as long as such
protection does not conflict with the First or Second Laws.

24



Machines with Ethical
Influences
Ethical Agents

James Moor
1. Impact Agents: influence-intended or not — clock on time.

2. Implicit Agents: designed to avoid unethical and negative
outcomes-security or safety-"the door is ajar.”

3. Explicit Agents: algorithms to act ethically-drone to destroy
military targets but must avoid nearby humans.

4. Full Agents: Al-machine that can make moral decisions and
And can understand why it makes those decisions.

REMOTE WORK

Confidentiality - passwords, public places, apartments
Productivity — clear goals and expectations

Equipment usage — business only?

Wellness —a mentor or someone to run ideas by

Fraud — segregation of duties

25



Navy Commander

About mission commander on two boats
accidently entering Iran’s waters

“He lacked a questioning attitude, failed to
promote a culture of safety, and disregarde
appropriate backup from his staff and

subordinate commands.”

July 1, 2016

* What HAS Changed?

* What SHOULD HAVE Changed?

* Does it cause a Risk?

* What is going to be your RESPONSE?

26



Danger, Accountant, Danger

It is most dangerous not to know

;éB

How do we know we are acting ethically?

“Judge a man by the questions he asks —
not by the answers he gives.”

Voltaire

Ask yourself:

Who will the decision help?

Who will the decision harm?

Why is the decision appropriate for the
situation/time?

Sometimes the choice is between right and right!

27



MORE QUESTIONS

Who am I? (Psychological)
How does it work? (Physical)

How do | make decisions? (Ethical)

People make bad decisions because they are pressured to do something
that may be wrong.

They may have a bad attitude because they may feel things are not fair.

Also, they may have the opportunity.
How do | relate to other people? (Sociological)

Four step ethical decision
framework

Step 1: Identify the dilemma and assess the potential risk to the organization,
others and yourself.

*  What is the dilemma?
*  What is the potential risk to others (clients, coworkers, your family, etc.)?
*  What is the potential risk to the organization?

*  What is the potential risk to you?

28



MORAL HAZARDS

5
1. SEAT BELTS OQ
2. BLOCK CHAIN

3. INTERNAL CONTROL

4. DRIVERLESS CARS — TESLA

ETHICS OF DRIVING

1. Don’t hit anything Q
2. Be aware - notice things (Bus) oQ
3. Don’t get hit by anything
4. Stay out of other peoples’ way
5. Know what others expect you to do
6. Let others know what you are
doing- Be Transparent!
7. Your decisions impact others
8. For backseat driving...

29



PRACTICAL BEHAVIOR
An Ethical Person:
I messed up.

It won’t happen again.

ETHICAL PEOPLE

Can an ethical person have unethical
behaviors?

Can guidelines keep people ethical?

=D
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Being ethical is doing the right thing...

Even when no one else knows.

31
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