After one of the deepest Quality factor drawdowns in history, Quality is trading at its cheapest
earnings multiples in over a decade. Given these overstretched valuation differentials, UBS
research and QIS structuring will share their thoughts around why it's time to buy the dip in
Quality and how to implement in a cost-effective option format.

Speakers:

Spyros Mesomeris: Global Head of Structuring
Gerry Fowler: Head of Equity and Derivatives Strategy
Ankit Behura: QIS Equity and Volatility Structuring

Host:

Davide Montoni: Head of Americas Institutional Eq Derivatives and QIS Sales

Watch video

From: Montoni, Davide
Sent: Friday, December 5, 2025 2:23 PM
Subject: Call worth joining...QIS - What's Topical: Time to buy the dip in Quality

Buying the dip in Quality is one of our highest conviction calls from UBS research/QIS structuring...pls join us
at 11am on Tues for a brief call discussing why/how to implement via options.

Register Here

Best,



Davide

You're Invited

QIS — What’s Topical: Time to buy the dip in Quality

e

After one of the deepest Quality factor drawdowns in history, Quality is trading at its cheapest
earnings multiples in over a decade. Given these overstretched valuation differentials, UBS
research and QIS structuring will share their thoughts around why it’s time to buy the dip in Quality
and how to implement in a cost-effective option format.

Speakers:

Spyros Mesomeris: Global Head of Structuring

Gerry Fowler: Head of Equity and Derivatives Strategy
Richa Singh: Head of QIS Volatility Structuring

Host:
Davide Montoni: Head of Americas Institutional Eq Derivatives and QIS Sales

Questions?
For further information, please contact Jonathan Garber at +1 212 713-4044.

Visit our website at https://www.ubs.com/global/en/investment-bank/about-us/who-we-are.html
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For Wealth Management clients of UBS, no part of this event is intended to be, nor should be seen as, a promotion of UBS products
or services.
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this to occur.
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Please apply the requisite security measures and take all reasonable steps in accordance with good industry practice to defend
yourself against fraud or cyber-attacks, including, but not limited to updating your computer systems and security software on a
continuous basis (e.g. by installing recommended security patches, observing customary technical security measures, in particular
the installation of up-to-date firewalls and antivirus programs).

The use of e-mail can involve substantial risks - for example, information can be intercepted, corrupted, lost, destroyed, arrive late
or be incomplete. E-mails can also contain corrupted files, viruses, links or other destructive or deceptive items that could harm or
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Risk Commentary
The Iran War Part 4: Never Wound a Prince
(03/11/2026)

Overview

Governing is a difficult business. Niccold Machiavelli is
considered an expert, and his paramount rule as an advisor
to Renaissance Florence rulers was, paraphrasing “never
wound a prince.” Consider the full quote below.

“Men must either be caressed or else annihilated; they
will revenge themselves for small injuries, but cannot do
so for great ones” (Niccolo Machiavelli, The Prince)

The notion is that as king, often the princes were the greatest
danger and simply wounding one would create lasting enmity
sowing the seeds for future challenges. This installment aims
to address the rapidly developing conditions in the Middle
East and implications for sophisticated institutional investors
and risk managers.

CLO (Non-NRSRO) Ratings:

ratings/clo

=



Fundamentally Flawed Assumptions

The assumption that Israel and the US could eliminate the threat posed by Iran via an air
campaign is, in our opinion, fundamentally flawed. It is simply too easy for Iran to hide the
weapons and keep the population at bay. No question that via the air, Iran’s defenses have
been degraded. However, in our view, it will be extremely difficult to affect a regime change
without a significant number of “boots on the ground.” Even with an attacking force, it is
questionable whether the population will support the invaders.

Hide and Seek
Regarding finding and neutralizing the missiles and drones, it appears to be a fool’'s errand.
Perhaps the Gaza War can serve as a proxy. In contrast to Gaza, Iran is massive:
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Furthermore, unlike the Gaza Strip, Iran has uncontrolled borders, and like Afghanistan, has
a significant portion of mountainous regions. Our premise is that even if the US and Israel Kill
the next several chosen leaders of Iran, the regime might not change its stance.

Accidents Waiting to Happen

The use of dangerous weapons in difficult conditions is almost a guarantee of some
problems happening, despite the best efforts of all involved. To date, we have witnessed the
apparent bombing of a girls’ school with over 100 casualties, the loss of several aircraft, the
massive destruction of infrastructure, and a sobering spike in petroleum prices.

Accomplishments

Given the massive cost and disruption emanating from this war, what if anything, has been
accomplished? While we like to be optimistic, we remain concerned. Yes, the dangers of



flying over Iran have improved.

Left Undone

Despite the above accomplishments, it is not clear that there will be lasting changes. If Iran
still has nuclear capabilities (which it probably does), perhaps Iran cannot easily deliver
those weapons via missiles. Stopping a dirty bomb appears far more difficult. Additionally,
stopping cluster bomb missiles, directable hypersonic missiles, and a variety of drones is
extremely difficult. (Even if a cluster bomb missile is hit, the bomblets will continue to do
damage.)

The Conundrum

Our main premises are: (i) there will not be a regime change without a massive number of
troops rooting out the prior regime, (ii) neither the US nor Israel will be willing to commit the
necessary troops to affect a regime change, (iii) it will be very difficult to eliminate Iran’s
drone and missile capabilities, and (iv) Iran is highly likely to rebuild its capabilities. If our
analysis is correct, then it appears that the US and Israel have committed THE fundamental
error: they wounded (and did not kill) the prince.

A Way Out: stop digging

If one finds oneself in a hole, the best action is to stop digging. Despite the braggadocio
employed by the current administration, we expect that the futility of their efforts will soon be
evident. As that becomes increasingly apparent, watch for claims of victory and a speedy
withdrawal.

Cleaning up the mess

Regarding the non-negotiables, we expect that Iran will want to maintain its power and, if
possible, have a pathway for becoming a nuclear power. The underlying assumption is that
to date, no country with nuclear power has experienced a regime change.

From lIsrael’'s and the US’s perspective, presumably, they do not want either of those
developments to occur. The rub will be working out a meaningful agreement.

Conclusion
We hope that our analysis is wrong. However, if we are correct, the longer the combatants
are engaged, the worse it will be for all.

Attached below is a sample of our sovereign report.




FRENCH REPUBLIC

Rating Analysis - 8/13/25 *EJR Sen Rating (Curr/Prj) A+/A+

Following modest growth of 1.1% in 2023 and 2024, France’s economy is projected to
decelerate further in 2025, with GDP expansion slowing to just 0.6% amid heightened policy
uncertainty and global trade tensions.

Private consumption is expected to emerge as the primary driver of growth next year,
compensating for weaker export performance and subdued investment activity. By 2026, the
outlook brightens somewhat, with GDP growth forecast to recover to 0.9% as investment
picks up and consumer spending remains resilient. Inflation is anticipated to drop to 1.2% in
2025, largely due to reductions in electricity tariffs, before rising moderately to 1.7% in 2026.
On the fiscal front, France’s deficit is set to narrow gradually, reaching 5.4% of GDP in 2025
and 5% in 2026, down from 5.8% in 2024. However, this adjustment—representing the
largest fiscal effort in over a decade—carries risks of slippage, especially if economic growth
underperforms or defense spending increases further. To stimulate investment and boost
competitiveness, France should prioritize digital transformation, streamline regulations in the
services sector. Affirming.
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Economic Growth

France’s economy demonstrated moderate resilience in 2024, posting 1.1% growth despite
a turbulent policy backdrop, heightened uncertainty following a government no-confidence
vote, and a mild contraction in output during the final quarter that dampened momentum
heading into 2025. The first quarter of 2025 saw a modest GDP rebound, largely driven by
inventory restocking, while private consumption remained flat and both investment and net
exports continued to contract. After nearly five consecutive quarters of decline, business
investment has recently stabilized, though overall economic indicators remain subdued.
Business confidence has lingered below its long-term average since August 2024, and
household sentiment has fallen to its lowest point since the onset of the war in Ukraine. The
labor market has also softened, with employment declining by 0.3% in the last quarter of
2024.
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Fiscal Policy

France’s fiscal deficit is estimated to have reached 5.8% of GDP in 2024, coming in slightly
below previous forecasts. For 2025, the government aims to reduce the deficit to 5.4% of
GDP, which would require a significant structural adjustment, primarily through additional tax
measures and targeted spending cuts. If achieved, this would represent the most substantial
fiscal consolidation since 2010. The government's strategy relies heavily on increasing
revenues, including exceptional levies on high-income individuals, large profitable
corporations, air travel, and high-emission vehicles.
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Unemployment

Over the past decade, France’s unemployment rate has steadily declined, reflecting ongoing
labor market reforms and policies aimed at boosting job creation. In the first quarter of 2025,
France’s unemployment rate edged up slightly to 7.4% from 7.3% in the previous period,
aligning with market expectations. Youth unemployment remains a particular concern, with
the rate for those aged 15 to 24 holding at 19.2%, 1.1 percentage points higher than a year
earlier.

=

Banking Sector

French banks enter 2025 with a solid financial foundation, supported by robust capital
buffers and prudent risk management. The recent decline in interest rates has eased funding
costs and improved lending conditions, helping to stabilize asset quality even as economic
growth remains modest. Non-performing asset (NPA) risks are contained for now, as lower



borrowing costs and a gradual rebound in the housing market support borrowers’ ability to
service debt.

]

Funding Costs

Interest and funding costs in France have eased in mid-2025 following the European Central
Bank’s latest rate cut, which lowered the main refinancing rate to 2.15% and the deposit
facility rate to 2.00% effective June 11. Long-term funding costs have also moderated, with
the yield on French 10-year government bonds at 3.26% in April 2025, down from 3.43% the
previous month. Looking ahead, the interest rate outlook is broadly stable, as the ECB has
signaled a pause in its easing cycle after inflation returned to target levels.



=

Ease of Doing Business

Maijor factors for growing the economy are the ease of doing business and the economic
freedom; although not the sole factor for determining economic growth, a country which
makes it easy for businesses to operate and provides a reasonably free environment to
conduct business has a good chance for growth. The chart on the right indicates that with an
overall rank of 32 (1 is best, 189 worst) is above average.
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Economic Freedom

As can be seen below, France is above average in its overall rank of 64.4 for Economic
Freedom with 100 being best.



Credit Quality Driver: Taxes Growth:

FRENCH REPUBLIC has grown its taxes of 2.0% per annum in the last fiscal year which is
disappointing. We expect tax revenues will grow approximately 2.5% per annum over the
next couple of years and 2.5% per annum for the next couple of years thereafter.

Credit Quality Driver: Total Revenue Growth:
FRENCH REPUBLIC's total revenue growth has been less than its peers and we assumed a
3.5% growth in total revenue over the next two years.
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ANNUAL INCOME STATEMENTS
Below are FRENCH REPUBLIC's annual income statements with the projected years based
on the assumptions listed in the preceding section.




(-]

ANNUAL BALANCE SHEETS
Below are FRENCH REPUBLIC's balance sheets with the projected years based on the
assumptions listed in the Credit Quality section.
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Copyright ©2025, Egan-Jones Ratings Company, Inc. (“Egan-Jones”). All rights reserved.
The information upon which Egan-Jones ratings and reports are based is obtained by Egan-
Jones from sources Egan-Jones believes to be accurate and reliable. Egan-Jones relies on
third party reports and information and data provided and Egan-Jones has not, unless
required by law or internal policies/procedures, independently verified or performed due
diligence related to the accuracy of information, data or reports. Egan-Jones has not
consented to, nor will consent to, being named an “expert” under federal securities laws,
including without limitation, Section 7 of the Securities Act of 1933. Please note that
expected or final ratings are not recommendations to buy, hold or sell the securities. Egan-
Jones is not an advisor and is not providing investment advice, strategy or related services.
Egan-Jones and its third-party suppliers (“Suppliers”) hereby disclaim any representation or
warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability,



and fitness for any particular purpose or non-infringement of any of such information. In no
event shall Egan-Jones or its directors, officers, employees, independent contractors,
agents, representatives, or Suppliers (collectively, Egan-Jones Representatives) be liable (1)
for any inaccuracy, delay, loss of data, interruption in service, error. (negligent or otherwise)
or other circumstance or contingency within or outside the control of Egan-Jones or any
Egan-Jones Representative, in connection with or related to obtaining, collecting, compiling,
analyzing, interpreting, communicating, publishing or delivering any such information.
Ratings and other opinions issued by Egan-Jones are, and must be construed solely as,
statements of opinion and not statements of fact as to credit worthiness or recommendations
to purchase, sell or hold any securities. A report providing an Egan-Jones rating is neither a
prospectus nor a substitute for the information assembled, verified and presented to
investors by the issuer and its agents in connection with the sale of the securities. Egan-
Jones is not responsible for the content or operation of third-party websites accessed
through hypertext or other computer links and Egan-Jones shall have no liability to any
person or entity for the use of such third-party websites. This publication may not be
reproduced, retransmitted or distributed in any form without the prior written consent of
Egan-Jones. Egan-Jones ratings are subject to disclaimers.

Egan-Jones is not an NRSRO (as defined by the SEC) for sovereign/municipal issuers
and structured finance/ABS issuers.

Comments on the Difference between the Model and Assigned Rating

In this case, there has been little change in the recent results and therefore we have used
our best judgement in making adjustments which are reflected in the results for the projected
ratings. We have assigned a rating of "A+" whereas the ratio-implied rating for the most
recent period is "A"; the median rating for the peers is significantly higher than the issuer's
rating.

Changes in Indicative Ratios
We have not made any adjustment in the indicative ratios at this time

SEC Rule 17g-7(a) Disclosure

Below are the disclosures as required by Paragraph (a) of Rule 17g-7:

1. The symbol in the rating scale used to denote the credit rating categories and

notches within categories and the identity of the obligor, security, or money
market instrument as required by Paragraph (a)(1)(ii)(A) of Rule 17g-7:
For the issuer FRENCH REPUBLIC with the ticker of 223727Z FP we have assigned
the senior unsecured rating of A+. There are three notches in our rating categories
(e.g., A-, A, and A+) other than those deep into speculative grade; for CC, C, and D
there are no notches.



. The version of the procedure or methodology used to determine the credit rating
as required by Paragraph (a)(1)(ii)(B) of Rule 17g-7:

We are using the methodology version #16 available via egan-jones.com under the tab
at the bottom of the page "Methodologies".

. The main assumptions and principles used in constructing the procedures and
methodologies used to determine the credit rating as required by Paragraph (a)
(1)(ii)(C) of Rule 17g-7:
The credit rating assigned reflects our judgement regarding the future credit quality of
the issuer. Regarding the specific assumptions used, please refer to page 3 of this
Rating Analysis Report.

. The potential limitations of the credit rating as required by Paragraph (a)(1)(ii)(D)
of Rule 17g-7:

Our rating pertains solely to our view of current and prospective credit quality. Our
rating does not address pricing, liquidity, or other risks associated with holding
investments in the issuer.

. Information on the uncertainty of the credit rating as required by Paragraph (a)
(1)(ii)(E) of Rule 17g-7:

Our rating is dependent on numerous factors including the reliability, accuracy, and
quality of the data relied used in determining the credit rating. The data is sourced from
publicly-available 10Q and 10K statements, quarterly reports, 8K filings, earnings
reports, and other similar sources. In some cases, the information is limited because of
issues such as short operating histories, the lack of reported data, a delay in reporting
data, restatements, inaccurate accounting, and other issues. Such shortcomings are
not always readily apparent. EJR aims to identify such shortcomings and make
adjustments using its best judgement.

. Whether and to what extent third-party due diligence services have been used in
taking the rating action as required by Paragraph (a)(1)(ii)(F) of Rule 17g-7:
EJR does not utilize third-party due diligence services.

. How servicer or remittance reports were used, and with what frequency, to
conduct surveillance of the credit rating as required by Paragraph (a)(1)(ii)(G) of
Rule 17g-7:

Servicer or remittance reports normally pertain to structured finance issuers; this report
does not pertain to a structured finance issuer (EJR is not an NRSRO for structured
finance or sovereigns/ municipal issuers). Regarding surveillance, the minimum time



10.

11.

12.

13.

period for corporation issuers is normally one year.

A description of the data that were relied upon for the purpose of determining
the credit rating as required by Paragraph (a)(1)(ii)(H) of Rule 17g-7:

EJR uses 10Q and 10K statements, quarterly reports, 8K filings, earnings reports,
governmental filings and other similar sources for ratings on publicly traded issuers. In
the case of private issuers, EJR relies on information provided mainly by issuers.

A statement containing an overall assessment of the quality of information
available and considered in the credit rating as required by Paragraph (a)(1)(ii)(l)
of Rule 17g-7:

The information is generally high quality and readily available.

Information relating to conflicts of interest as required by Paragraph (a)(1)(ii)(J)
of Rule 17g-7:
This rating is unsolicited.

An explanation or measure of the potential volatility of the credit rating as
required by Paragraph (a)(1)(ii)(K) of Rule 17g-7:

Our rating aims to assess the probability of the payment of obligations in full and on
time. Factors which affect such probability, and in turn our rating, include changes in
the operating performance of the issuer, changes in capital structure, and merger and
acquisition events.

Information on the content of the credit rating as required by Paragraph (a)(1)(ii)
(L) of Rule 17g-7:

Regarding the historical performance of the credit rating, our rating transition matrix is
available in our Form NRSRO, exhibit 1. The expected probability of default and the
expected loss in the event of default is listed on the first page of this report.

Information on the sensitivity of the credit rating to assumptions as required by
Paragraph (a)(1)(ii)(M) of Rule 17g-7:

Below is a summary of the impact of the 5 assumptions which independently would
have the greatest impact on our "ratio-implied rating":
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14. If the credit rating is assigned to an asset-backed security, a description of: (i)
the representations, warranties, and enforcement mechanisms available to
investors; and (ii) how they differ from the representations, warranties, and
enforcement mechanisms in issuances of similar securities, as required by
Paragraph (a)(1)(ii)(N) of Rule 17g-7:

This credit rating is not assigned to an asset-backed security.

ATTESTATION FORM

In compliance with the US Securities and Exchange Commission (SEC) Rule 17g-7(a), the
Egan-Jones analyst who published the report is responsible for the rating action and to the
best knowledge of the person:



1. No part of the credit rating was influenced by any other business activities,

2. The credit rating was based solely upon the merits of the obligor, security, or money
market instrument being rated, and

3. The credit rating was an independent evaluation of the credit risk of the obligor,

security, or money market instrument.
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Sovereign Rating Methodology (Non-NRSRO)

Scope and Limitations:
Sovereign Issuer Credit Quality Ratings (CQR) are a forward-looking assessment of a
sovereign's capacity and willingness to honor its existing and future obligations in full and on



time. Sovereigns are assigned two CQRs: a Local-Currency CQR, which reflects the
likelihood of default on debt issued and payable in the currency of the sovereign, and a
Foreign-Currency CQR, which is an assessment of the credit risk associated with debt
issued and payable in foreign currencies.

Key Rating Drivers:
EJR's approach to sovereign risk analysis is a synthesis of quantitative and qualitative
judgments. The quantitative factors EJR uses are:

e Debt in relation to GDP.

Surplus or deficit in relation to GDP.

Debt plus potential under-funding of major banks in relation to GDP.
Interest expense in relation to taxes.

GDP growth.

Foreign reserves in relation to debt.

Debt levels for many sovereign issuers have increased at an accelerating rate over the past
decade, affecting implied ratings. EJR also considers unemployment levels and funding
costs. EJR recognizes that no model can fully capture all the relevant influences on
sovereign creditworthiness, meaning that its sovereign ratings can and do differ from those
implied by the rating model. Some of the qualitative factors that impact its ultimate
assessment of credit quality include the flexibility, stability and overall strength of the
economy, efficiency of tax collection, acceptance of contract law, ease of doing business,
trade balances, prospects for future growth and health and monetary policy, and economic
freedom. These subjective and dynamic qualitative issues are not captured by the model but
affect sovereign ratings.

For additional information, please see Exhibit 2: Methodologies in EJR's Form NRSRO

In 2025, Egan-Jones rated over 3,200 private credit deals.

( sales@egan-jones.com >

Additional Reading

Jack in the Box: No Change Needed Really?



Jack in the Box shareholders signaled dissatisfaction: director support plunged.

Read more &

Making Sense of the Chinese Chaos
Xi's purge of top PLA “princelings” breaks elite consensus rules

Read more &

The Corporate Governance Field - A Pathway to a Better Future
Proxy advisory firms face major conflicts of interest due to overlapping roles

Read more &

Faster, Better, Cheaper: Emerging Threats and Opportunities
China’s reinvestment and new tech challengers are creating risk and opportunity.

Read more &

Sources & Footnotes

*This number represents an insurance premium. For example, 10 represents 10
basis points of the notional amount, paid on an annual basis for a 5-year bond. All
the countries’ CDSs are the values of REFINITIV EOD latest par price.

** non-NRSRO rating. View all at www.egan-jones.io/non-nrsro-ratings/clo

CDS data is accurate as of 03/11/2026

[1] Iran Population - Wikipedia
[2] [3] Gaza Strip | Area | Britannica

[4] Iran: Area - WorldData
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Risk Commentary
The Iran War; Reopening the Suait of Hormuz
(03r1€12026)

Overview
For e past 100+ years, peroieum avalabiity and prices have had a major ny. Today Iz For and risk
managers, we aim 1o address Rems relsted 10 the reopening of the Strak of the impact on ™

Relevancy
One must look no further than iz year's equity markets and the 2008 Credit Crisis I see the Impact of energy prices{i] on the economy2L.

Figure - Petroleum Price, Per Barrel

While one could argue It petroleum 13 Jess critcal than It was ago, tere highty reievant.

Futility of "Shock and Awe"/ Skewed Reporting

As bs typicaily e Case Guring wartime, Sie reporting & heavlly skewed. During both Vietnam and the pubic was Just a bit more effort would um the Sde. Our view Is that Ismel and the U.S. cannot force 3 regime change even If they were wiling 1o place
nousands of Yoops 0N the ground, which of course Shey are UMWIing o Go. Furthermore, It is unclear how the U.2. and lsraei can force the re-opening of the Stralt of Hormuz. Lastly, given the fact that logistics typically win, iran can easlly be re-supplied. and the U.3. and tsraei cannot, &
‘sppears that iran has the upper hand.

Mitigants
THE Issue St much of the worid I focuzed on i the re-opening of the Strait of Hormaz. While there 13 ittie doubt that israel and the U.S. have done much o degrade Iran's miltary capacty, they apparentty nor have they destroyed all the
missiies, drones, and small attack boats capabie of attacking ol vesseis. Given the dispersion of ran's weapons, It 15 doudtul That these weapons Could be destroyed. If the tankers were escoried by miltary vessels, the escorts along Wi the tankers are Tkely to become vuinerabie. Note,
here has been tik of mining the Sirat, for any type of veszel, InCluding Bose camying crude i iran's alles.
A possibie mitigant s the ¥ransfer of of o the Red Sea (and Suez Canai) via the East-West Crude Ofl Fipeiine. This wil heip, but oniy at the margin 35 Bhe pipeiine can only carry SM barrels pes shipments through the Strait of Homuz of 20M bamels
per day.

Figure It: Attarnative Pipelines
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Countering the Attacks
Ulrane has been deaing with sttacks for years wi some success. However, e situation on the S%ak & different in the sense that even If one In four attacks Is successiul, 2 wil e make rates

PprohibiEvely expensive, and iran has mustiple tools for he attacks: dranes, missies, and fast bost deivered missiles and tompedoes.

Possible Escalation/ Choke Points
A major chaflenge In any war i3 aNBCIPAENG the next move of one's OPPORENts. Lest we forget, n's HOUtN alies, based in Yemen, have previousty attacked ships heading south In the Red Sea. Approximately 4 barels per day fiow through the Bab ei-Manded Straitid]

Figurs ill: Arsblan Penincuia Marfitme Chokepoints (Oof 10, 2024)

Since 2023, the Houthls have atscked 178 vessels[Sl.



Figure IV: Houthl Territory (gf#en), Republio of Yemen ().

and comeerotal chipe attsoked (red)
]
Objectives/ Motivations
Ta effectively predict the action of Rheips objectvesl Beiow Iz 3 summary:
want s extsence an 1 develop nuciesr wespans, Over time, drive the U_S. oot of the Middie Wi rebed
e region (Hamas, Houthis, Hezbokiah, Shilte miltias in iraq, etc.)
teraei L of Fan's milkary capacity and Its ruciear capabilties.
usL of ban' ang.
Russia - martenance of high energy prices, divert U.2. resources from Ukraine.
China — diztract the U.3. from east Asia, see U.3. debt grow, and undermine & leaderzhip postion.
Likely Outcomes/ Gradual Acceptance
As Iz usually the case, war i3 extremely EXpensive with cost estmates near $18 per daylE], If the objective from the U.5.'5 perspective was the elmination of irar's those objectives wntikety. Our sense s that the U.3. IRely has e
= o Jong, the puiic’ wr n e miterm and. . On the energy front, the U.S. couid hat the export of s energy, but such an action i IRely to alles and Hence.a
possbie ty us. o been and 10 Clean up the mess. From the U.S.'s perspectve, the concam wil be one of countries migh g the bazes as more of a rizk hana
benett. refnenes plants are highty
Figure V: Desalination
a
Crossing the Line
‘Wihile 3 focus on winning & typically the goal in any endeavor, = that their has long-tem In this confict, plants, which the popuintion of several Gul be
percened. Liewise, the 123 In the same category

Impact on Various Industries

Beiow s o various Industries {in onder of Impact:

Negative: Airiinez, Actomablies, Trucking, Chemicals, Consiruction, Consumer Finance, Eleciric Utiiies, Banking. Gas Uties, Hoteis, Restaurants & Leisure, Metaiz & Mining, Retall
Positive: Defense (particutarty those focuzed an new tech), Energy, Enemy Services, Cybersecurity

Conclusion

Our view i s ety the carent For and risk managers, we have identfed some of the Consequences, but expect more 25 condiions deveiop.

In 2025, Egan-Jones rated over 3,200 private credit deals.

Additional Reading
Tha iran War Part 4: Nover Wound a Prince
Aeatikis may 1ot Sroe ragime changs i Fan, raling ks of proknged oontict
Band more %
Fighting The Lact War Part 3; High Ricke In iran
may faver b
Bsedmon®
iran: Now for the Hard Part
™ e

Basdmon®

Fighting The Lact War; High Risks In kan

Helghesiog fiska of confict wa) rin and globel market shocls.

Bamt mom &

Sources & Footnotes
“This number represents an insurance premium. For exampie, 10 represents 10 basis points of the notional amount, paid on an annual basis for 3 S-year bond. Al the countries’ COSs3 are the vakies of REFINITIV ECD latest par price.
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Global Policy and Politics | Political Analysis

The State of the Strait — Moving Towards
a Tentative Resolution Even as Long-
Term Risks Persist

The Iran crisis appears to be moving toward a tentative and fragile resolution
that, even if reached, will leave many core issues unresolved even as it
alleviates some near-term market overhang.

Iran has announced that the Strait of Hormuz is fully open for commercial
traffic following the 10-day ceasefire between Israel and Lebanon. Trump then
posted on Truth Social that the blockade would remain in effect for Iran only
until the “transaction with Iran is 100% complete,” adding that he does not
expect the blockade to persist for long given that the parties are close to a
deal.

While these statements coming from both sides are a clear near-term positive,
even if a short-term agreement is reached, risks in the Middle East will remain
elevated. First and foremost, Iran has demonstrated its capacity to disrupt
global energy flows, implying structurally higher oil prices. Moreover, the lack
of specificity around any agreement on Israel’'s capacity to act independently
of the United States will remain long-term risks to stability.

Of course, at this point there is no agreement. The U.S. and Iran are edging
closer to resuming face-to-face negotiations, although the White House does
not want to send the Vice President into negotiations unless they have a high
degree of confidence they will succeed.

As we have previously noted, any deal is likely to focus on Iran’s uranium
enrichment program, economic relief, and security around the Strait of
Hormuz. While these issues are complex, they represent areas where some
degree of alignment is possible.

The Iranian government is seeking revenue to stabilize the economy and
rebuild the military. One idea that has been floated is that the U.S. would
receive Iran’s enriched uranium in exchange for access to frozen assets or
some other kind of economic payment.

Regardless of the terms, we expect any eventual agreement to leave several
critical issues unresolved, including Iran’s regional proxy network and the
status of its missile program.
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Overview
Whether appreciated or not, the world has massively
changed in the past few days, bringing with it significant 2]

shifts in the investment and credit environments. This
installment aims to address some of those changes and
implications for sophisticated institutional investors and risk
managers.



A Faustian Bargain

The Iranian War was started in an attempt to curb the nuclear ambitions of Iran, which, in
turn, presumably was building its nuclear program in an attempt to protect its sovereignty.
While on its face, nuclear power might appear to be a panacea, it comes at a great cost,
primarily in the form of sanctions and massive declines in living standards. Look no further
than the massive collapse in the Iranian currency over the past few years.

Figure I: Iranian Rial Value (USD per 1,000,000 IRR) - 10 Year Trend



Perhaps North Korea is an example. While the country built a massive arsenal, its economy
has been a disaster, particularly in comparison to that of South Korea. However, for the
leaders of undemocratic regimes like North Korea or Iran, broad prosperity is not imperative.
Leaders of all countries seek political stability, however leaders of undemocratic regimes do
not need the active consent of the governed.

Figure Il: GDP per Capita (US$) (source)
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The irony is that Iran is an extremely difficult country to invade (because of its size and
geography) and perhaps the greatest threat comes from within. It is apparent from
negotiations that sanction relief is a key item.

The latest developments are Washington’s closing the Strait of Hormuz to all
shipping, thereby depriving Iran of a majority of its revenue. In response, Iran is
threatening to attack all ports in the Persian Gulf and Gulf of Oman. In the meantime,
Iran’s president supposedly claimed a deal will be reached if the US is more
respectful. Our view is that it is in most parties’ interest to reach a deal, hopefully
soon.

A Few Changes
While the terms of a settlement are still being negotiated, it is probably helpful to review
some likely final terms:

1. Control of the Strait — possibly the Strait of Hormuz will be jointly controlled by the US



and Iran with tolls being applied to traffic. Presumably, the US will represent the
interests of the other Gulf states and is likely to seek reimbursement for the funds
expended to date.

2. Controls on Nuclear Development — the fear throughout this process has been that
Iran, either directly or indirectly, would use nuclear weapons to attack its perceived
enemies. Although agreement on this item has not yet been achieved, we expect an
accommodation to be reached.

3. No Regime Changes — for those who had hoped for a regime change in Iran, it won’t
happen under the pending accord and is probably only possible via an internal
uprising. With Venezuela as a mold for the current administration’s approach, the goal
is to carry on despite philosophical differences on governance.

4. No “Endless War” — perhaps the administration realized the difficulty of eradicating all
means for Iran to disrupt traffic in the Strait, (such as drones, speedboats, missiles,
mines, etc.) and shifted to those actions which would cause more immediate harm
(such as curtailment of power generation). Hopefully both sides realized there is a
better path for achieving their respective goals.

5. American Restraint — Throughout the war, America has been unwilling to destroy the
economic capacity of Iran. America continues to observe the taboo of using her own
nuclear weapons even to prevent further nuclear proliferation. American leaders also
were unwilling to strike the most impactful targets including water treatment plants,
electricity generation plants, oil refining plants, and symbols of the regime such as
Milad Tower (a massive telecommunications tower).

A Few Implications
Now comes the hard part. Although there is still significant uncertainty involved in the
negotiations, assuming a deal is reached, there are some resulting implications:

1. More Expensive Petroleum — Tolls imposed will lead to higher prices for consumers
of oil, fertilizer, and other products passing through the Strait. Although Saudi Arabia
can divert some supply west for transport via the Red Sea, capacity is limited. (Iran’s
allies, the Houthis, might again threaten shipments but hopefully will be reined in by
Iran.)

2. A Reset for the European Union — the calculus used by many of the EU countries
was that Iran was not their concern and that given the fact that the US started the war,
it was not inclined to support it. Setting aside the threat that Iranian missiles could



reach Europe, the likely upshot is that the US’s support for the European Union is
being questioned. We would not be surprised if the issue of Greenland re-emerges as
negotiations with the EU proceed.

3. The Taiwan Question — given the fact that China imports a majority of its petroleum, it
needs energy from the Strait. Since the US will have a voice in traffic emanating from
the Strait, perhaps the probability of hostilities has declined.

A Few Caveats

Historians will be writing for years about events in the Strait. Strategically, if the broad
outcomes of the settlement hold, it is a major win for the US as it has partial control of a
major chokepoint for world trade. Although the outcome looks promising, there are a few
items that should give pause at least for those concerning longer-term outcomes. Several
major ones come to mind:

GDP Dependency — any nation is dependent on its economy to provide the resources to its
military. If major challengers grow faster than the US, then the US has a problem.

Debt Overhang — Historian Niall Ferguson has some thoughts on relative debt levels:
"Ferguson's Law" posits that a great power fails when interest payments on its national debt
exceed its defense budget. In 2024, the U.S. began violating this law as debt interest
surpassed $1.1 trillion, exceeding military expenditure. Ferguson warns this structural fiscal
crisis mirrors the decline of previous empires.

Fighting the Last War — drones and advanced missiles have played a major role in the Iran
War. The usage of $2M+ Patriot missiles to counter the $25K Shahed and other drones and
the possible damage to an aircraft carrier raises concern that despite the destruction of most
of Iran’s air force and navy, it retained some ability to strike back. (See prior Risk
Commentaries)

Population Collapse - a rising dependency ratio (i.e., retirees versus workers) is a concern
for the West.

Israel Et Alia — Israel and others (China and Russia) are not directly part of the agreement
and might seek to disrupt matters to protect their own interests.

A Few Hopes / Conclusion

While it is easy to be pessimistic, history has shown that the money is better on the positive
side. (Are there any major short sellers left?) Our bet is that conditions will settle down, and
some normality will return soon. An item to watch is the recent subsidy request of a major



auto company for a factory fire. (More to follow.)

KINGDOM OF NORWAY

Rating Analysis - 8/13/25 *EJR Sen Rating (Curr/Prj) AA+ / AA+

According to the OECD, Norway’s economic outlook for 2025 and 2026 is positive, with
mainland GDP projected to grow by 1.7% in 2025 and 1.9% in 2026. This acceleration is
primarily driven by solid growth in household disposable income, which is expected to boost
private consumption as real wages rise and interest rates begin to fall.

Housing investment is set to rebound after a period of weakness, supported by lower
borrowing costs and increased demand, while higher house prices have strengthened
household balance sheets. However, non-oil business investment is likely to improve only
modestly, reflecting persistent uncertainty in the global trade environment and subdued
international demand. After a period of intense activity, the oil sector is expected to see a
marked decline in production as ongoing development projects wind down. Despite these
sectoral shifts, overall economic activity will be underpinned by expansionary fiscal policy
and continued government spending, particularly in the energy sector. Affirming.
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Economic Growth

Norway’s GDP performance in early 2025 presents a mixed picture, reflecting persistent
challenges and emerging strengths. While the overall economy contracted by 0.1% quarter-
on-quarter in the first quarter of 2025—marking the third consecutive quarterly decline—this
was a notably softer contraction than the previous quarter's 0.9% drop. The downturn was
mainly driven by continued weakness in petroleum activities, ocean transport, and a sharp
fall in fixed investment. However, there are clear signs of improvement in the mainland
economy: Mainland Norway's GDP (excluding petroleum and ocean transport) grew by a
robust 1.0% in Q1, the most substantial quarterly gain since early 2022. This rebound was
fueled by strong household consumption, which rose by 1.5% as real wage gains supported
spending, and by surges in electricity production, retail trade, and car purchases ahead of
tax changes. Manufacturing and fishing also contributed positively after previous declines.
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Fiscal Policy

Norway’s fiscal position remains fundamentally strong, even as the government pursues an
expansionary fiscal stance in 2025 and 2026. Defence spending is set to rise to 2.2% of
GDP in 2025. New measures include cuts to personal income tax and social security
contributions, and a new electricity support package for households. The Revised National
Budget also introduces a substantial increase in support for Ukraine, totaling NOK 50 billion,
though this is not expected to affect domestic economic activity significantly. The structural
non-oil budget deficit is projected to widen by more than 2.5 percentage points of mainland
GDP this year, mainly due to the increased support for Ukraine, bringing the deficit to 10.9%
of mainland GDP in 2025, up from 10.4% in 2024.
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Unemployment

Norway'’s labor market showed renewed strength in April 2025, as the seasonally adjusted
unemployment rate edged up to 4.3% from a fourteen-month high of 4.4% in March.
Notably, youth unemployment—measuring job seekers aged 15 to 24—dropped to 13.1%
from 14% in March, signaling some improvement among younger workers. These figures
reflect a resilient labor market, despite recent economic headwinds and a modest
contraction in GDP earlier in the year. While the current rate is slightly above the long-term
average of around 4%, it remains well below historical highs.

[-<]

Banking Sector
Norway'’s banking sector enters 2025 in a position of strength, marked by robust profitability,



solid asset quality, and high capital adequacy. After benefiting from elevated interest rates
over the past two years, Norwegian banks are expected to see net interest income moderate
as Norges Bank begins to cut rates in the second half of 2025. Asset quality is expected to
remain solid, with the cost of risk contained at 5-15 basis points, well within historical
averages, and non-performing loans staying low as financing conditions ease and economic

growth improves.

(5]

Funding Costs

Interest and funding costs in Norway remain elevated as of mid-2025, with Norges Bank
maintaining its key policy rate at 4.5%—the highest level in 15 years—since December
2023. Looking ahead, the interest rate outlook is for gradual easing: Norges Bank has
signaled that it will likely begin cutting rates later in 2025, with the policy rate expected to fall
to around 4.25% by year-end and trend toward 3.5% in 2026 as inflation moderates and

economic activity stabilizes.
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Ease of Doing Business

Maijor factors for growing the economy are the ease of doing business and the economic
freedom; although not the sole factor for determining economic growth, a country which
makes it easy for businesses to operate and provides a reasonably free environment to
conduct business has a good chance for growth. The chart on the right indicates that with an
overall rank of 9 (1 is best, 189 worst) is extremely strong.
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Economic Freedom
As can be seen below, Norway is strong in its overall rank of 78.3 for Economic Freedom
with 100 being best.



Credit Quality Driver: Taxes Growth:

KINGDOM OF NORWAY has seen a decline in taxes of 2.9% per annum in the last fiscal
year which is disappointing. We expect tax revenues will decline by approximately 2.9% per
annum over the next couple of years and 0.5% per annum for the next couple of years
thereafter.

Credit Quality Driver: Total Revenue Growth:
KINGDOM OF NORWAY's total revenue growth has been less than its peers and we
assumed a 1.9% decline in total revenue over the next two years.
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ANNUAL INCOME STATEMENTS
Below is the KINGDOM OF NORWAY's annual income statements with the projected years
based on the assumptions listed in the preceding section.
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ANNUAL BALANCE SHEETS
Below is the KINGDOM OF NORWAY's balance sheets with the projected years based on
the assumptions listed in the Credit Quality section.
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Egan-Jones is not an NRSRO (as defined by the SEC) for sovereign/municipal issuers
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Comments on the Difference between the Model and Assigned Rating

In this case, there has been little change in the recent results and therefore we have used
our best judgement in making adjustments which are reflected in the results for the projected
ratings. We have assigned a rating of "AA+" whereas the ratio-implied rating for the most
recent period is "AA+"; we expect results to decline slightly.

Changes in Indicative Ratios
We have not made any adjustment in the indicative ratios at this time.

SEC Rule 17g-7(a) Disclosure

Below are the disclosures as required by Paragraph (a) of Rule 17g-7:

1. The symbol in the rating scale used to denote the credit rating categories and

notches within categories and the identity of the obligor, security, or money
market instrument as required by Paragraph (a)(1)(ii)(A) of Rule 17g-7:
For the issuer KINGDOM OF NORWAY with the ticker of 1233Z NO we have assigned
the senior unsecured rating of AA+. There are three notches in our rating categories
(e.g., A-, A, and A+) other than those deep into speculative grade; for CC, C, and D
there are no notches.



. The version of the procedure or methodology used to determine the credit rating
as required by Paragraph (a)(1)(ii)(B) of Rule 17g-7:

We are using the methodology version #16 available via egan-jones.com under the tab
at the bottom of the page "Methodologies".

. The main assumptions and principles used in constructing the procedures and
methodologies used to determine the credit rating as required by Paragraph (a)
(1)(ii)(C) of Rule 17g-7:
The credit rating assigned reflects our judgement regarding the future credit quality of
the issuer. Regarding the specific assumptions used, please refer to page 3 of this
Rating Analysis Report.

. The potential limitations of the credit rating as required by Paragraph (a)(1)(ii)(D)
of Rule 17g-7:

Our rating pertains solely to our view of current and prospective credit quality. Our
rating does not address pricing, liquidity, or other risks associated with holding
investments in the issuer.

. Information on the uncertainty of the credit rating as required by Paragraph (a)
(1)(ii)(E) of Rule 17g-7:

Our rating is dependent on numerous factors including the reliability, accuracy, and
quality of the data used in determining the credit rating. The data is sourced from
publicly available 10Q and 10K statements, quarterly reports, 8K filings, earnings
reports, and other similar sources. In some cases, the information is limited because of
issues such as short operating histories, the lack of reported data, a delay in reporting
data, restatements, inaccurate accounting, and other issues. Such shortcomings are
not always readily apparent. EJR aims to identify such shortcomings and make
adjustments using its best judgement.

. Whether and to what extent third-party due diligence services have been used in
taking the rating action as required by Paragraph (a)(1)(ii)(F) of Rule 17g-7:
EJR does not utilize third-party due diligence services.

. How servicer or remittance reports were used, and with what frequency, to
conduct surveillance of the credit rating as required by Paragraph (a)(1)(ii)(G) of
Rule 17g-7:

Servicer or remittance reports normally pertain to structured finance issuers; this report
does not pertain to a structured finance issuer (EJR is not an NRSRO for structured
finance or sovereigns/ municipal issuers). Regarding surveillance, the minimum time
period for corporation issuers is normally one year.
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12.

13.

A description of the data that were relied upon for the purpose of determining
the credit rating as required by Paragraph (a)(1)(ii)(H) of Rule 17g-7:

EJR uses 10Q and 10K statements, quarterly reports, 8K filings, earnings reports,
governmental filings and other similar sources for ratings on publicly traded issuers. In
the case of private issuers, EJR relies on information provided mainly by issuers.

A statement containing an overall assessment of the quality of information
available and considered in the credit rating as required by Paragraph (a)(1)(ii)(l)
of Rule 17g-7:

The information is generally high quality and readily available.

Information relating to conflicts of interest as required by Paragraph (a)(1)(ii)(J)
of Rule 17g-7:
This rating is unsolicited.

An explanation or measure of the potential volatility of the credit rating as
required by Paragraph (a)(1)(ii)(K) of Rule 17g-7:

Our rating aims to assess the probability of the payment of obligations in full and on
time. Factors which affect such probability, and in turn our rating, include changes in
the operating performance of the issuer, changes in capital structure, and merger and
acquisition events.

Information on the content of the credit rating as required by Paragraph (a)(1)(ii)
(L) of Rule 17g-7:

Regarding the historical performance of the credit rating, our rating transition matrix is
available in our Form NRSRO, exhibit 1. The expected probability of default and the
expected loss in the event of default is listed on the first page of this report.

Information on the sensitivity of the credit rating to assumptions as required by
Paragraph (a)(1)(ii)(M) of Rule 17g-7:

Below is a summary of the impact of the 5 assumptions which independently would
have the greatest impact on our "ratio-implied rating":
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14. If the credit rating is assigned to an asset-backed security, a description of: (i)
the representations, warranties, and enforcement mechanisms available to
investors; and (ii) how they differ from the representations, warranties, and
enforcement mechanisms in issuances of similar securities, as required by
Paragraph (a)(1)(ii)(N) of Rule 17g-7:

This credit rating is not assigned to an asset-backed security.

ATTESTATION FORM

In compliance with the US Securities and Exchange Commission (SEC) Rule 17g-7(a), the
Egan-Jones analyst who published the report is responsible for the rating action and to the
best knowledge of the person:



1. No part of the credit rating was influenced by any other business activities,

2. The credit rating was based solely upon the merits of the obligor, security, or money
market instrument being rated, and

3. The credit rating was an independent evaluation of the credit risk of the obligor,
security, or money market instrument.

Sovereign Rating Methodology (Non-NRSRO)

Scope and Limitations:

Sovereign Issuer Credit Quality Ratings (CQR) are a forward-looking assessment of a
sovereign's capacity and willingness to honor its existing and future obligations in full and on
time. Sovereigns are assigned two CQRs: a Local-Currency CQR, which reflects the
likelihood of default on debt issued and payable in the currency of the sovereign, and a



Foreign-Currency CQR, which is an assessment of the credit risk associated with debt
issued and payable in foreign currencies.

Key Rating Drivers:
EJR's approach to sovereign risk analysis is a synthesis of quantitative and qualitative
judgments. The quantitative factors EJR uses are:

e Debt in relation to GDP.

Surplus or deficit in relation to GDP.

Debt plus potential under-funding of major banks in relation to GDP.
Interest expense in relation to taxes.

GDP growth.

Foreign reserves in relation to debt.

Debt levels for many sovereign issuers have increased at an accelerating rate over the past
decade, affecting implied ratings. EJR also considers unemployment levels and funding
costs. EJR recognizes that no model can fully capture all the relevant influences on
sovereign creditworthiness, meaning that its sovereign ratings can and do differ from those
implied by the rating model. Some of the qualitative factors that impact its ultimate
assessment of credit quality include the flexibility, stability and overall strength of the
economy, efficiency of tax collection, acceptance of contract law, ease of doing business,
trade balances, prospects for future growth and health and monetary policy, and economic
freedom. These subjective and dynamic qualitative issues are not captured by the model but
affect sovereign ratings.

For additional information, please see Exhibit 2: Methodologies in EJR's Form NRSRO

In 2025, Egan-Jones rated over 3,200 private credit deals.
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Trump Likely to Blow Through Another
Deadline This Week — But with Each
Delay the Landscape Changes Which
Could Take a ‘Toll’

President Trump’s speech last Thursday disappointed the markets and anyone
trying to understand the path forward in the Iran conflict. And now, there is a
new deadline for Tuesday April 7 with some hope for a U.S./Iran deal by then
with Trump threatening consequences if there is no deal.

A U.S./Iran deal this week is quite unlikely as the parties are too far apart for a
resolution. As former Deputy Iran Envoy Richard Nephew said on our webinar
last week (link), right now neither side thinks it is losing, which makes it hard to
give up a lot to get a deal. If there is no agreement, we expect Trump will
respond with some more bombings but stay clear of sending real troops on the
ground. At this point given Iran is still able to inflict pain in the Strait and in the
broader region, and the United States still has plenty of room to escalate. That
is largely where things have stood for a couple of weeks.

However, a few dynamics have changed. The President has signaled a
willingness to withdraw without opening the Strait of Hormuz, leaving that for
others to solve. Meanwhile, Iran's Islamic Revolutionary Guard Corps has
asserted more control of the Strait by imposing tolls for vessels that pass
through from friendly countries. This toll regime raises many questions around
sanctions, given the IRGC is a sanctioned entity and designated foreign
terrorist organization. However, the longer it persists the more invested Iran is
to continue the toll post-conflict.

We still think the most likely outcome is a withdrawal with a fragile ceasefire
(still hovering around 50%). It is possible this resolution could be brokered by
other countries, although there are challenges to that as it's important that
Iran, Israel and the U.S are bought in on the outcome. Next most likely (~35%)
is the President could withdraw without a ceasefire, claiming that the United
States has achieved its goals of weakening Iran and the regime. Finally, there
is some chance, the President could significantly escalate with significant
ground troops (~10-15%).
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Two-Week Ceasefire Raises Hopes a
Fragile Peace Can Take Hold, But Risks
Abound

President Trump’s announcement of a two-week ceasefire is a clear positive
that for the time being removes the threat of a highly escalatory bombing
campaign against Iran’s economic infrastructure and certainly demonstrates
reluctance to escalate in a way that requires ground troops. It also creates a
window for partial resumption of traffic through the Strait under Iran’s new
tolling system, providing some limited short-term relief from the global energy
shock.

Perhaps the most important signal of progress is that both Israel and Iran
appear bought-in on the two-week cease fire. That said, Israel is clearly
reluctant and plans to continue operations in Lebanon, while Iran may need
some time to transmit the order to field units that had been operating with
greater independence since centralized Iranian command and control was
weakened in the early days of the conflict.

Trump’s decision to push out the deadline yet again is likely more a reflection
of the limits of his own appetite for escalation at this point than actual
substantive progress towards a deal. While there is some possibility of a
tentative convergence around the nuclear issue, other issues like ballistic
missiles, regional proxies, and sanctions relief remain extremely difficult to
resolve.

Nevertheless, we judge it as more likely than not that the two-week ceasefire
is extended for a period of weeks to months — either because there does start
to be some progress towards a limited/partial deal centered on nuclear and
sanctions, or because Trump chooses to just declare victory and walk away.

Similar to the U.S.-China trade war last year, both sides in this conflict have
shown an ability to inflict pain on the other, due to existing vulnerabilities that
could not be quickly or easily mitigated. For the U.S and China, this led to a
detente that was and remains fragile and leaves many issues unresolved, but
which has now lasted for several months and still has strong buy-in from both
sides. This sort of outcome is probably the best that can be hoped for in the
Iran context as well.
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U.S.-Iran Talks in Pakistan Most Likely
Managing Tensions Rather than Leading
to Resolution

The two-week ceasefire announced on Tuesday has gotten off to a shaky
start, with aerial exchanges continuing in the immediate aftermath and early
disagreement over whether it extended to Israel's assault on Hezbollah in
Lebanon.

PM Netanyahu faces mounting domestic criticism that he is ending the
confrontation with Iran prematurely, while also navigating a political necessity
of maintaining alignment with President Trump. For now, he appears to be
juggling both—opening talks with the Lebanese government while insisting the
ceasefire does not apply and continuing strikes.

We expect the White House to exert additional pressure on lIsrael in the
coming hours to at least give some room for the ceasefire to hold and the
U.S.-Iran talks in Pakistan on Friday to get off the ground.

Even if the Lebanon issue can be clarified, we don’t expect any breakthroughs
from the U.S.-lIran meeting, as the U.S. and Iran remain extremely far apart on
substantive issues. Given the deep mutual distrust and Iran’s well-established
tendency to prolong negotiations, the likelihood of a comprehensive
agreement is next to zero.

That said, our base case—and likely the best possible near-term outcome—is
an agreement to continue the dialogue, potentially accompanied by a set of
high-level principles to guide future discussions. These would likely center on
nuclear and sanctions-related issues, where some scope for alignment exists.

Given the challenges to work through, we expect the ceasefire will need to be
extended beyond two weeks.

Both sides retain incentives to sustain engagement, even as they remain far
apart on substance. Despite some recent rhetoric, we believe President Trump
wants to avoid a return to active hostilities. At the same time, Iran has an
incentive to try and formalize the Strait toll—or comparable sanctions relief—
that could provide a sorely needed economic boost. But for now, Iran is
collecting some revenue without being hit by direct strikes, which is a better
place than it was prior to the ceasefire.
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U.S./Iran Air Attacks Intensify, but
Remain Calibrated Signaling Intent to
Resume Negotiations

Kinetic military activity involving Iran intensified over the past 24 hours
following the downing of a U.S. helicopter, marking the most serious test of the
“ceasefire” to date. However, Iran’s response remains significantly less intense
than the activity seen in March and early April, while U.S. Central Command
has stated that it has concluded the latest round of “self-defense strikes.”
Given that, despite the latest escalation, both sides continue to seek to avoid a
return to all-out war and are preserving space for continued negotiations.

President Trump has reiterated the threat of further strikes if a deal is not
reached. While Trump has repeatedly stepped back from similar threats over
the past two months, the risk of follow-through cannot be fully dismissed. That
said, we continue to believe he strongly prefers a negotiated outcome that
would allow him to claim progress and shift attention to other priorities. Qatari
and Pakistani negotiators claimed they are still involved in mediating
negotiations despite recent attacks.

Trump has recently touted incremental progress in facilitating Strait of Hormuz
commercial traffic, but the latest developments will likely interrupt any actual
progress, at least temporarily, putting upward pressure on energy prices until
the headlines begin to shift back toward diplomatic re-engagement.

The Iranians have slow walked negotiations and not been averse to targeted tit
for tat escalations, believing that time is on their side and that the U.S. will
make more concessions on the nuclear program and economic relief over
time. The war is also giving the new Supreme Leader time to get his sea legs
and provides a scapegoat for the economic challenges inside of Iran, allowing
the regime to blame the U.S. for poor domestic economic conditions.

In addition to direct U.S.-lran exchanges, the Israel-Hezbollah front will remain
a key risk to maintaining the “ceasefire” and reaching a deal. Signals on this
front have been mixed, though Netanyahu is unlikely to destabilize any interim
agreement Trump can reach, even if the Israeli PM strongly opposes its terms.

As we have written previously, the broad parameters of an interim deal aren’t
likely to change (link).
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US/Iran: Interim Deal to Extend Ceasefire
a Limited Positive, with Many Remaining
Hurdles to Stability

President Trump announced—and lIranian officials have confirmed—that an
interim deal has been reached to extend the ceasefire 60 days, re-open the
Strait of Hormuz, and deepen talks on Iran’s nuclear weapons program.

The announcement is broadly in line with what has been telegraphed over the
past several weeks and should be viewed as a limited positive for markets,
though significant hurdles remain to achieving durable peace.

Most immediately, even getting to Friday’s signing ceremony in Switzerland
will require calm on the Israel-Hezbollah front, which is reportedly part of the
agreement. That has proven difficult to sustain, as evidenced by recent
exchanges.

Even if the path to Friday is smooth, moving from a ceasefire extension to a
nuclear-for-sanctions-relief agreement will be extremely challenging. While
Iran has made a topline commitment not to pursue a nuclear weapon, the
parties still face many complex technical questions around verification,
inspections, and the disposition of Iran’s existing enriched-uranium stockpile
(link).

Iran will also have high expectations for relief from U.S. sanctions and asset
freezes. Washington has signaled that economic benefits would be
conditional, phased, and tied to verifiable Iranian steps.

A key component of the economic relief discussion will be the governance of
the Strait of Hormuz. President Trump has said the Strait will reopen “toll free,”
though Iran appears interested in some form of compensation, even if it is not
formally labeled a toll.

Also as expected, Iran’s ballistic missile program and support for regional
proxy groups appear to remain outside the scope of the talks. This was one of
the main critiques of the Obama-era JCPOA and raises the risk that sanctions
relief could be used to rebuild Iran’s missile capacity.

Given the many unresolved issues, we expect risks around the follow-on
negotiations will remain significant, even if the interim deal is signed.
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Viva la Vida or Death and All His Friends (Parlophone, 2008)

The Fallen King

“T used to rule the world. Seas would rise when I gave the word.”

- Chris Martin, Viva La Vida (3.4 Billion Streams)

In its hit song, Coldplay describes a lament in the voice of a deposed ruler: a
man who once commanded the world, remembering how quickly it stopped
answering to him. Though poised to be powerful in the future, America’s unipolar
moment is over.

Some strategic moats that enabled great powers to maintain and project power
are less relevant than previously. The good news is that it's difficult for rivals to
expand their scope also so long as they choose to respect the taboo of nuclear
weapons. Geopolitical tensions and conflicts provide massive disruption and



opportunities for sophisticated institutional investors.

PART | - IRAN

You Can’t Move Iran

The Iran War has failed to meet its objectives with no immediate remediation in
sight. For context, Washington has walked back each of the following goals:

* Regime change. The opening strike killed Supreme Leader Ali Khamenei: the

United States now negotiates with his son and successor. Mojtaba.'

* Removing the nuclear material. The IAEA has been locked out of Natanz, Isfahan,
and Fordow since February 28: the ask now is only that Iran declare its stocks.”

* Controlling the Strait of Hormuz. The memorandum (before it was effectively
blown up) asks only that Iran allow safe passage, conceding that control was never
on the table.’

* A permanent bar on a nuclear weapon. The memorandum had only a forward
promise not to build one, unverified and unenforced.!

Further indication of America’s inability to exert power is Khamenei's state
funeral, which opened on July 4, the day the United States marked its 250th
Independence Day.® Massive crowds chanted “Death to America” and carried
placards demanding the death of President Trump.



Crowds fill a Tehran avenue beneath red mourning banners and national
flags.

A few of the problems are listed below.

» Iran can’t be moved from its physical position on the map. It will remain relevant to
shipping.

* America is unwilling to put more pressure on the regime by disrupting utilities or oil

production, thus risking a recession. This of particular concern given pressure on
Russian oil production (see part II).

* America is unwilling to break the taboo of use of nuclear weapons.

« American assets (e.g., bases and aircraft carriers) are vulnerable to cheap drones and
munitions.*

» America lacks the political will to transition its military to a similar cheap arms

approach at a large scale.

» There is no clear pathway for an internal revolt.

What off ramp?

Although the conflict recently became hot, it has been ongoing in a cold manner
for more than three decades, since the 1990-91 war made the bases permanent,
with the oil commitment dating to 1980.



“An attempt by any outside force to gain control of the Persian Gulf
region will be regarded as an assault on the vital interests of the
United States.”

- President Jimmy Carter, State of the Union, 1980

Today Washington keeps 40,000 to 50,000 troops across at least nineteen sites
in about ten countries.® The below items tie America to the region.

» Energy significance. America needs to protect key energy assets in the region.

» Transit significance. The Middle East is critical to global shipping lanes.

* Commitment to Israel. American military and political institutions are deeply tied
to Israel, despite weakening polling results among Americans for Israeli support.’

* Sunk cost. Decades of transfer payments for bases and alliances are hard to write off,
and leaving under fire is likely to yield a political cost that can exceed the cost of
staying (e.g., Afghanistan).

* Committed money. A defense-industrial base, arms pipelines. and basing contracts
pay out only while the commitment holds. with a wide set of firms and constituencies

invested in continuation.

* Gulf expectations. The Arab monarchies have wired their economies to Washington
and expect the security umbrella in return.
















































































































































































































































































































































































































































































































































































































































































































































































































































































































































