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Introduction

FTSE Russell is introducing an innovative index solution that is designed to
capture the dynamics of Canadian corporate credit risk. Through extensive
research and in-depth analysis, we have constructed a liquid, simple and
transparent benchmark that isolates the credit spread component in Canadian
bank bonds to provide a standardised gauge of credit market conditions in
Canada.

The FTSE Canada Bank Credit Spread Index Series captures the yield
differential (spread) between a basket of domestic Canadian bank bonds and
benchmark Government of Canada securities, serving as a measure of
Canadian financial sector credit risk.

The indices within the series are transparent and designed to be replicable,
with individual security holdings, prices and spreads disclosed daily. In this
way, the index series addresses the need for representative spread products
focused on the Canadian fixed income market.

In this paper, we show how the design of the index series balances capacity,
tradeability and the accuracy of spread measurement. We explain the indices’
construction methodology and look at simulated past performance, showing
that the FTSE Canada Bank Credit Spread Index can act as a hedge for a
broad range of corporate bond exposures.
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Functions of bank credit spreads

Corporate bonds’ credit spreads are often used as leading indicators for economic activity
because of the relationship between the quality of borrowers' balance sheets and their
access to external finance'.

For example, credit spreads started to rise sharply from summer 2007 onwards?, over a
year before the default of Lehman Brothers, serving as an advance warning of
deteriorating financial market conditions.

Within the corporate bond sector, banks’ credit spreads merit particular attention. Given
the high repeat issuance levels and relatively higher liquidity of bank-issued corporate
bonds, market shocks or periods of credit spread compression are usually captured more
quickly in banks than in the broader corporate bond universe.

This is especially true of Canada, where banks represent a large proportion of the overall
corporate sector of the FTSE Canada Universe Bond Index?, a flagship measure of the
Canadian bond market.

An index that quickly reflects market perceptions of bank credit risk therefore serves as a
valuable tool not just for corporate bond investors, but for the broader financial markets.
Such an index can serve as a benchmark for broader credit market conditions, a key risk
measure in asset allocation models and as a pricing tool in other financial contracts (such
as listed derivatives).

Exhibit 1: Functions of bank credit spreads
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Source: FTSE Russell.

' Credit spreads, economic activity and fragmentation.

2 See Timeline: The credit crunch of 2007/2008 | Reuters.

Risk
measure-
ment tool

3 On average, we observed that financial bonds represent 44.7% of the all corporate sector of the FTSE Canada Universe Bond Index,
where bank bonds represent 29.4% and 65.9% of the all corporate and financial sectors, respectively, based on daily data for the
period 31 December 2003 through 31 May 2025. Source: FTSE Russell.
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Design principles for a bank credit spread index

FTSE Russell is committed to fostering evolution in the markets we serve. We have been
working closely with key industry partners to support the development of credit risk
transfer solutions for the Canadian market. Through extensive research and in-depth
analysis, we have designed a liquid, simple and transparent benchmark that isolates the
credit spread component in bank-issued corporate debt to provide a standardised gauge
of credit market conditions in Canada.

To ensure broad adoption and ease of use across a variety of market applications,
FTSE’s approach to constructing the FTSE Canada Credit Spread Index series was
guided by several considerations:

Liquidity: the basket of index securities should be highly liquid;

Simplicity: the index’s construction methodology and weight allocation should be easy to
understand; and

Transparency: the index’s selection methodology should be replicable by index users
and the index data should be available for access.

Building the FTSE Canada Bank Credit Spread
Index Series

The construction of the FTSE Canada Bank Credit Spread Index Series involves three
stages. These are designed to address the need for a domestic representative spread
product that isolates credit risk exposure while focusing on liquid securities, balancing
capacity, tradeability and spread movement.

First, we create a reference basket of bank bonds, drawing the most liquid components
from the FTSE Canada Corporate Financial Bank Bond index, part of the FTSE Canada
Universe Bond index.

Second, we map the bonds in the reference basket to benchmark Government of
Canada bonds.

Finally, we calculate the FTSE Canada Bank Credit Spread Index as the spread
between the reference basket and the basket of parent bonds.

1. Creation of the FTSE Canada Bank Credit Reference Basket

The selection process for the FTSE Canada Bank Credit Reference Basket is
highlighted in the infographic. We set the base universe, narrow it using a series of
requirements designed to exclude less liquid or non-homogeneous issues, bucket the
remaining securities by term and seniority and then weight them by market
capitalisation.
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Exhibit 2: Creation of the FTSE Canada Bank Credit Reference Basket

« FTSE Canada Universe Bond Index

+ Filtered for domestic issuers of the Corporate — Financial — Bank sector
Set base

universe

« Exclude covered bonds, FRNs, convertibles

« Screen for minimum investment grade, minimum 2 bonds per issuer, minimum
Ligiudity C$1bn+ par value, and minimum 1.5 year term

screening

+ Bucket securities by remaining term and seniority

» Within each bucket, select the most recently issued bond from each issuer
SR il ° Weighted by market capitalization

and weighting

The reference basket is set at the end of February, May, August, and November and
remains constant over each following quarter. If a security in the reference basket is
subject to a default or a call by the issuer, it is removed on the last business day prior
to the effective corporate action and its weight in the basket is reinvested
proportionally into the remaining basket securities. If a security is downgraded to
below investment grade, it remains in the basket until the next quarterly rebalancing
date.

2. Mapping to Government of Canada securities

At the quarterly index rebalancing date, each corporate bond in the reference basket
(a “child”) is mapped to a benchmark Government of Canada bond (a “parent”). This
mapping is based on the parent-child mapping scheme sourced from CanDeal Data
and Analytics. The weights of the Government of Canada bonds are set as equal to
the mapped corporate bonds, and the mapping is reported in the index files for
transparency. A mapping validation is performed before each index rebalancing date
to ensure that all bank bonds have a valid Government of Canada benchmark parent
at that date.
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Exhibit 3: Examples of parent-child mapping for FTSE Canada Bank Credit Spread
Index

CHILD CHILD
89117FPG8 63306AHT6
" 3.06% Jan 2027 " 5.02% Feb 2029
Issued in Jun 2019 PARENT Issued in Dec 2023
135087L93 Toronto-Dominion Bk 135087Q49 Nat Bank Of Canada
1.00% Sep 2026 3.25% Sep 2028
Issued in Apr 2021 CHILD Issued in Apr 2023 CHILD
Government of Canada Government of Canada
13607LSJ3 13607LYAS5
5.00% Dec 2026 5.30% Jan 2029
Issued in Dec 2023 Issued in Jan 2024
C.I.B.C. C.I.B.C.

Source: FTSE Russell. For illustrative purposes only.

3. Calculation and aggreqgation of the FTSE Canada Bank Credit Spread
Index

Once the parent-child mapping is complete for the bonds in the FTSE Canada Bank
Credit Reference Basket, we calculate the FTSE Canada Bank Credit Spread Index
Series as follows:

— Spread value is calculated daily at 4 pm (using mid-market closing price) for each
position in the basket;

— Spread is calculated as yield-to-worst (YTW) on bank-issued corporate bond — YTW on
Government of Canada bond;

— Spread index is the market capitalisation-weighted average spread, based on the
weights of the reference basket;

— Spread index value serves as the basis for the listed futures contract on the index (see
the section below, “Spread indices as the basis for futures contracts”).

Summary statistics for FTSE Canada Bank Credit
Reference Basket

A back-test between June 2012 and March 2025 of the FTSE Canada Bank Credit
Reference Basket methodology shows that the basket closely tracks the broader
Canadian financials sector as measured by yield, spread, and duration. In recent history,
the average coupon of the FTSE Canada Bank Credit Reference Basket has reflected the
higher prevailing rates for newer bank issuances, given that the reference basket selects
the most recently issued bond per issuer within each sector group (the sector groups are
categorised by remaining term and seniority).
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Exhibit 4: Summary statistics for FTSE Canada Bank Credit Reference Basket

Indicative Spread (bps) Yield to Maturity (%)
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Source: FTSE Russell. Data from June 2012 to March 2025. Past performance is not a guide to future returns. See the disclaimer at
the end of this document regarding back-tested performance.

Correlations of spread index to financials and
corporates

A back-test of the FTSE Canada Bank Credit Spread Index Series methodology over the
period from June 2012 to March 2025 also showed high correlations with the Canadian
financials sector and with the corporate bond sector overall. This is unsurprising, given
that Canadian bank bonds typically represent approximately 70% by weight of the
financial sector (while financials, in turn, typically represent approximately 45% of the
corporate bond market).

In other words, the implied spread embedded in the FTSE Canada Bank Credit Spread
Index serves as a strong proxy for Canada’s corporate bond and financial bond sectors,
with comparable levels of volatility.
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Exhibit 5: Volatility and correlations of FTSE Canada Bank Credit Spread Index

Spreads (bps) 2 - Full History (June 2012 — March 2025) Spreads 12 Volatility (bps) (June 2012 — March 2025)

Canada Bank

300 Credit
Canada Canada Reference  Canada Bank
Corporate Financial Basket Spread Index US Bank
Volatility® (Monthly) 8.61 11.38 12.26 12.45 12.96
250
Implied Spread
Volatility®*® (Daily) 1.08 1.17 NA 1.43 2.83
200 R2 Matrix of Spreads "2 (bps) (June 2012 — March 2025)
Canada Bank
Credit Canada Bank
Canada Canada Reference Credit Spread
150 Corporate Financial Basket Index US Bank
Canada Corporate 1.00
100 ) .
Canada Financial 0.97 1.00
Canada Bank Credit
Reference Basket 053 ven 400
50
NI N TG S R ST | R B o Canada Bank Credit
N N A N N S S Spread Index Ce ) ReE )
Canada Corporate Canada Financial
Canada Bank Reference Basket US Bank US Bank 0.76 0.73 0.69 0.68 1.00

Source: FTSE Russell. Data from June 2012 to March 2025. Past performance is not a guide to future returns. See the
disclaimer at the end of this document regarding back-tested performance. Please note:

1.Spreads for Canada Corporate, Financial, Reference Basket, and US Bank are calculated using month-end index-level OAS
measures.

2.Spreads for Canada Bank Credit Spread Index are calculated as the weighted average YTW difference between bonds in
the Reference Basket and their corresponding Government of Canada bonds.

3.Spread volatility is calculated as the standard deviation of spread change.

4.Implied spreads for Canada Corporate and Financial are calculated as the YTW difference measured against the Short-
Term Federal Non-Agency Bond Index.

5.For US Banks, daily volatility is inferred from monthly volatility, assuming 21 trading days per month

Spread indices as the basis for futures contracts

A new FTSE Canada Credit Spread index series will be created quarterly on the last

business day of February, May, August, and November, based on the FTSE Canada
Bank Credit Reference Basket. Each spread index series will expire four months after
creation, in alignment with the life of the futures contract written on the series.

The futures contracts are expected to originate and settle between International Monetary
Market (IMM) dates, which are the third Wednesday of each March, June, September,
and December*.

4 See FTSE Canada Bank Credit Futures (BCS) for more details.

FTSE Russell




Product Profile | Fixed Income

The FTSE Canada Bank Credit Spread Index Series naming convention will include a
three-character code indicating the delivery date. This will follow the standard ticker
convention observed in the futures market, with the reference letters H, M, U, and Z
corresponding to March, June, September, and December, respectively. For example:

FTSE Canada Bank Credit Spread Index H25 (ticker: BCSH25) for an index series
created on the last business day of November 2024 and maturing at the end of
March 2025;

FTSE Canada Bank Credit Spread Index M25 (ticker: BCSM25) for an index series
created on the last business day of February 2025 and maturing at the end of
June 2025;

FTSE Canada Bank Credit Spread Index U25 (ticker: BCSU25) for an index series
created on the last business day of May 2025 and maturing at the end of
September 2025;

FTSE Canada Bank Credit Spread Index Z25 (ticker: BCSZ25) for an index series
created on the last business day of August 2025 and maturing at the end of
December 2025.

Exhibit 6: Sample timeline for reference basket rebalancing, index series, and
related futures contracts

2024 2025
Index Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Rebalance 11/30 Rebalance 2/28 Rebalance 5/31 Rebalance 8/31 Rebalance 11/30

Bank Credit
Reference Basket

Bank Credit Spread Pre-roll through Dec Post-roll after Mar IMM date

Index H25

IMM date

Selection

(March 2025 series) 11130 Matures 3/31

Future contract

(Ticker: BCSH25) starts Future contact ends

Bank Credit Spread Pre-roll through Ma Post-roll after Jun IMM date

Index M25

IMM date

Selection

(June 2025 series) 2028 Matures 6/30

Future contract

(Ticker: BCSM25) ctarts Future contract ends

Bank Credit Spread Pre-roll through Jun Post-roll after Sep
Index U25 °
(September 2025 531 Matures 9/30

series)

IMM date IMM dat

Selection

Future contract ¢4 e contract ends

(Ticker: BCSU25) starts

Bank Credit Spread Pre-roll through Sep Post-roll after Dec
Index 225

(December 2025
series)

IMM date IMM date
Selection
8/31

Future contract Future contract ends

(Ticker: BCSZ25) starts

Bank Credit Spread Pre-roll through Dec
Index H26 X Selection
(March 2026 series) 11/30

(Ticker: BCSH26) Future contract starts

IMM date

Source: FTSE Russell. For illustrative purposes only.
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A risk transfer solution for the Canadian market

FTSE Russell is proud that the FTSE Canada Bank Credit Spread Index Series has been
selected by the Montreal Exchange to serve as the foundation for a first-of-its-kind credit
derivatives product, the Canada Bank Credit Index Futures (BCS), which will launch in
2026. These futures will provide market participants with a powerful tool to manage credit
exposure, hedge risk and implement strategic investment views.

The futures are expected to serve a variety of uses:

— Targeted credit exposure (as a way to gain direct exposure to the credit spread of
Canadian banks)

— Expanded yield curve access (by adding new, liquid points to the Canadian-listed
yield curve, enhancing curve construction and trading precision)

— Efficient hedging tool (to help manage spread risk, portfolio duration and liquidity
needs)

— Versatile trading strategies (to implement tactical credit views, replicate synthetic
long/short credit positions or execute relative value trades)

Addressing Canadian client needs

FTSE Russell has created the FTSE Canada Bank Credit Spread Index to address the
needs of Canadian financial market participants for a representative spread product that
isolates domestic banks’ credit risk exposure while focusing on their most liquid fixed
income securities. The index’s design balances capacity, tradeability and offer insights
into credit risk dynamics within the Canadian investment grade market, facilitating
informed decision-making for investors.

FTSE Russell
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ABOUT FTSE RUSSELL

FTSE Russell is a leading global provider of index and benchmark solutions, spanning diverse asset classes and investment objectives. As a trusted
investment partner we help investors make better-informed investment decisions, manage risk, and seize opportunities.

Market participants look to us for our expertise in developing and managing global index solutions across asset classes. Asset owners, asset
managers, ETF providers and investment banks choose FTSE Russell solutions to benchmark their investment performance and create investment
funds, ETFs, structured products, and index-based derivatives. Our clients use our solutions for asset allocation, investment strategy analysis and
risk management, and value us for our robust governance process and operational integrity.

For over 40 years we have been at the forefront of driving change for the investor, always innovating to shape the next generation of benchmarks
and investment solutions that open up new opportunities for the global investment community.

CONTACT US

To receive our research and insights email and Market Maps reports, directly to your inbox, subscribe here.

To learn more, visit Iseg.com/ftse-russell; email info@ftserussell.com; or call your regional Client Service team office:
EMEA +44 (0) 20 7866 1810 Asia-Pacific
North America +1 877 503 6437 Hong Kong +852 2164 3333

Tokyo +81 3 6441 1430

Sydney +61 (0) 2 7228 5659

Disclaimer

© 2025 London Stock Exchange Group plc and its applicable group undertakings (‘LSEG”). LSEG includes (1) FTSE International Limited (“FTSE”), (2) Frank Russell Company
(“Russell”), (3) FTSE Global Debt Capital Markets Inc. “FTSE Canada”, (4) FTSE Fixed Income LLC (“FTSE FI"), (5) FTSE (Beijing) Consulting Limited (“WOFE”"). All rights reserved.

FTSE Russell® is a trading name of FTSE, Russell, FTSE Canada, FTSE FI, WOFE, and other LSEG entities providing LSEG Benchmark and Index services. “FTSE®, “Russell®, “FTSE
Russell®, “FTSE4Good®, “ICB®, “Refinitiv’, “Beyond Ratings®’, “WMR™”, “FR™” and all other trademarks and service marks used herein (whether registered or unregistered) are
trademarks and/or service marks owned or licensed by the applicable member of LSEG or their respective licensors.

FTSE International Limited is authorised and regulated by the Financial Conduct Authority as a benchmark administrator.

All information is provided for information purposes only. All information and data contained in this publication is obtained by LSEG, from sources believed by it to be accurate and
reliable. Because of the possibility of human and mechanical inaccuracy as well as other factors, however, such information and data is provided "as is" without warranty of any kind. No
member of LSEG nor their respective directors, officers, employees, partners or licensors make any claim, prediction, warranty or representation whatsoever, expressly or impliedly,
either as to the accuracy, timeliness, completeness, merchantability of any information or LSEG Products, or of results to be obtained from the use of LSEG products, including but not
limited to indices, rates, data and analytics, or the fitness or suitability of the LSEG products for any particular purpose to which they might be put. The user of the information assumes
the entire risk of any use it may make or permit to be made of the information.

No responsibility or liability can be accepted by any member of LSEG nor their respective directors, officers, employees, partners or licensors for (a) any loss or damage in whole or in
part caused by, resulting from, or relating to any inaccuracy (negligent or otherwise) or other circumstance involved in procuring, collecting, compiling, interpreting, analysing, editing,
transcribing, transmitting, communicating or delivering any such information or data or from use of this document or links to this document or (b) any direct, indirect, special, consequential
or incidental damages whatsoever, even if any member of LSEG is advised in advance of the possibility of such damages, resulting from the use of, or inability to use, such information.

No member of LSEG nor their respective directors, officers, employees, partners or licensors provide investment advice and nothing in this document should be taken as constituting
financial or investment advice. No member of LSEG nor their respective directors, officers, employees, partners or licensors make any representation regarding the advisability of
investing in any asset or whether such investment creates any legal or compliance risks for the investor. A decision to invest in any such asset should not be made in reliance on any
information herein. Indices and rates cannot be invested in directly. Inclusion of an asset in an index or rate is not a recommendation to buy, sell or hold that asset nor confirmation that
any particular investor may lawfully buy, sell or hold the asset or an index or rate containing the asset. The general information contained in this publication should not be acted upon
without obtaining specific legal, tax, and investment advice from a licensed professional.

Past performance is no guarantee of future results. Charts and graphs are provided for illustrative purposes only. Index and/or rate returns shown may not represent the results of the
actual trading of investable assets. Certain returns shown may reflect back-tested performance. All performance presented prior to the index or rate inception date is back-tested
performance. Back-tested performance is not actual performance, but is hypothetical. The back-test calculations are based on the same methodology that was in effect when the index
or rate was officially launched. However, back-tested data may reflect the application of the index or rate methodology with the benefit of hindsight, and the historic calculations of an
index or rate may change from month to month based on revisions to the underlying economic data used in the calculation of the index or rate.

This document may contain forward-looking assessments. These are based upon a number of assumptions concerning future conditions that ultimately may prove to be inaccurate. Such
forward-looking assessments are subject to risks and uncertainties and may be affected by various factors that may cause actual results to differ materially. No member of LSEG nor
their licensors assume any duty to and do not undertake to update forward-looking assessments.

No part of this information may be reproduced, stored in a retrieval system or transmitted in any form or by any means, electronic, mechanical, photocopying, recording or otherwise,
without prior written permission of the applicable member of LSEG. Use and distribution of LSEG data requires a licence from LSEG and/or its licensors.

The information contained in this report should not be considered “research” as defined in recital 28 of the Commission Delegated Directive (EU) 2017/593 of 7 April 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council (“MiFID 1I”) and is provided for no fee.
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