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Pension Reform Approved! Macro Impact.

Congress approves pension reform by a wide margin

The pension reform was approved by a wide margin in Congress. It will become law if it
passes the review of the Constitutional Tribunal. The reform completes the transition
towards a mixed system of individual capitalization and social security (intergenerational
transfers). The main goal is to raise pension benefits in Chile, which are considered
relatively low, an important demand of 2019’s mega protests.

What'’s in the Pension Reform?

The main point of the reform is a new employer contribution (7% of salaries, gradual
increase over 9y). This will finance higher pensions today, through a social security fund,
and higher future pensions, via individual capitalization. The reform increases the
universal pension and provides a new retirement benefit depending on the number of
years contributed. It also stimulates competition among pension fund managers.

Higher fiscal deficit vs large domestic savings

The negative side of the reform is the fiscal cost, of 1% of GDP in the medium term
(increasing gradually). On the positive side, the reform should boost assets managed by
AFP pension funds (partially offset by lower voluntary savings), improving the depth of
the financial system. These may help finance the fiscal deficit. An agreement was
reached after years of gridlock. Without the reform, pressure to increase pensions would
remain.

Labor market, inflation and exchange rates
Higher contribution costs could generate more labor informality. However, the benefits

based on years of contribution incentivize formal work. Impact on inflation is ambiguous.

Overall, during the first years we expect risks of higher inflation due to higher social
spending and fiscal deficit. The larger savings lead to a better current account balance
and induced demand for foreign assets (from AFPs). Impact on the exchange rate should
be non-linear: pressures for a stronger CLP in the first years, and weaker in the long-run.

EXD Strategy: Remain Marketweight.

We keep our MW recommendation on Chile’s external debt (EXD). Chile trades slightly
wide to its ratings, justified by fiscal risks. Gradual implementation of pension reform
gives time to adjust. Domestic savings could reduce EXD issuance over time.

FX Strategy: Short PEN/CLP. Equities: uncertain allocation
We open a new trade: short PEN/CLP at a 266.91 spot level (240 target, 280 stop). The
trade has negative carry of 0.3% per year and volatility of 13.5%. We estimate Chile’s

peso is ~10% undervalued. Amid more hawkish BCCH and pro-market regime potential.

Trading ideas and investment strategies discussed herein may give rise to significant risk and are
not suitable for all investors. Investors should have experience in relevant markets and the financial
resources to absorb any losses arising from applying these ideas or strategies.
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In the equity front, we expect an increase in AUM, but allocation to local equities is low.
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Pension Reform: Macro Impact

The government and the center-right opposition reached a historical agreement
regarding modifications of the pension reform, after 40 years of failed attempts. The
new bill was approved by a wide margin in both the Senate and the Lower House. It will
become law if it passes the review of the Constitutional Tribunal, which we expect to
happen in the coming days.

The reform accelerates the transition towards a mixed system of individual capitalization
and social security regime (intergenerational transfers). The ultimate goal is to raise
pension benefits in Chile, which are considered relatively low. Higher pensions were one
of the main demands of 2019’s mega protests.

A Mixed Social Security System

The key measure of the reform is an increase in employer contributions to finance
higher pensions today (through a social security fund) and to increase future pensions
(individual capitalization).

7% new employer contribution

Employer contributions will rise by 7pp (of workers salary) gradually over nine years -see
timing below- (reaching a total of 8.5%, adding to the existing 1.5% employer
contribution).

Funds from the 7pp contributions will be split as follows1) 4.5% will go directly to
individual capitalization accounts and 2) 2.5% will go to a new social security fund to
finance current pensions and social insurance. Of this 2.5%, 1.5% will be considered a
reimbursable loan to the social security fund that is payable to workers when they retire.

Creation of a Social Security Fund

Of the 7pp additional contributions, 2.5pp will fund a social security fund (SSF) (adding
to the existing 1.5% employer contribution). The SSF will also be funded by government
transfers (about 0.2% of GDP a year) and a $900mn loan from the pension sovereign
wealth fund (repaid in 20 years).

Exhibit 1: New Employer Contributions % of salary (and use of funds)
Gradual increase in employer contributions (9 years)

mIndividual Cap. ®1.5% loan = Social security insuarance

2025 2026 2027 2028 2029 2030 2031 2032 2033

Source: Dipres, Ministry of Finance.
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This Fund will be in charge of financing social insurance for current retirees, including a
new compensation for women, due to longer life expectancy (on top of the existing
disability insurance and survivorship rights). It will also support a new pension benefit
that depends on a workers years of contributions (0.1 UF monthly per year of
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contribution, or ~$3). To qualify for the new pension benefit, women must contribute for
at least 10 years and men must contribute for at least 20 years. Women’s minimum
years will eventually increase to 15 years (after 10 years). This benefit will reach current
retirees and persons that retire in the next 30 years (the benefit will be reduced very
gradually over time).

The “magic” loan: deferred contribution with protected returns

The social security fund will have to pay back the 1.5pp of the contributions to workers
when they retire (reimbursed over 20 years or 240 monthly installments). This is
considered a loan that will capitalize with market-determined returns, backed by a
government guarantee (we understand returns will be tied to CPl-indexed government
bonds).

Raising the Universal Guaranteed Pension (PGU)

The government will increase the PGU benefit from CLP 214kto 250k CLP or 17%,
starting with beneficiaries aged 82+ six months after the law’s is enacted, which will be
extended gradually to the rest of retirees. Note that the Treasury pays for this benefit
(not the SSF). PGU is adjusted by inflation once a year in February.

Stock Auctions to Enhance Competition

10% of pension fund affiliates will be auctioned every two years to encourage
competition among pension fund managers, aimed at reducing fees. Limits include a
25% market share cap and a five-year price stability requirement for auction winners.

Also, note that pension funds offered will transition from current multi-funds scheme A-
E (depending on the type of instruments) to age-dependent portfolios (generational
funds).

Public fund manager? Not this time.

New pension fund managers can compete with existing private pension fund managers,
to spur competition. But the potential creation of a public fund manager was left out of
the agreement as there was no consensus (this is something the government could
insist in Congress in the future, but we do not think it will pass).

Exhibit 2: Employer contributions % (timeline and uses)
Contributions reach 7% after 9 years

Year 1 Year2 Year3 Year4 Year5 Year6 Year7 Year8 Year9
Employer contribution 1 2 2.75 35 42 49 56 6.3 7
Individual capitalization 0.1 0.1 0.25 1 1.7 24 31 38 45
Loan to Social Security Fund 0 09 1.5 1.5 15 1.5 15 1.5 15
Insurance (women, disability, survivorship) 09 1 1 1 1 1 1 1 1
Source: Dipres, Ministry of Finance.
BofA GLOBAL RESEARCH

Timing is crucial: contribution and uses

The implementation of the reform is gradual. The new employer contribution starts at
1% the first year and increases to 2%, 2.75% and 3.5% in years two, three and four
respectively. Afterwards, it goes up by 0.7pp per year until it reaches 7% in year nine
(see Exhibit 1 and Exhibit 2).

Uses: social security first, individual capitalization later

Regarding the uses of the contribution, during the first years, the bulk of the money is
devoted to the social security fund, especially for women retirement, disability insurance
and survivorship rights (0.9% from the first year) and the 1.5% loan to the fund (in full
since year three).
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In contrast, the funds destined for individual capitalization are very low the first three
years (0.1% in year one and two, and 0.25% in year three). They gain steam only starting
in the fourth year (1%), then increasing 0.7pp per year until reaching 4.5% in 2034
(remaining at 4.5% until 2044). The percentage starts increasing gradually again in 2045
until it reaches 6% in 2054 (simultaneously to the reduction of the “loan” to the social
security fund, which disappears in 2054).

PGU increase and new pension benefit

The universal pension benefit increase (17%) is gradual, reaching beneficiaries aged 82+
six months after the law’s is enacted, following with 75+ in 18 months and for the rest
of retirees (65+) in 30 months. The fiscal cost is projected at 0.02%, 0.11%, 0.20% and
0.32% of GDP in years 1, 2, 3 and 4 respectively. The new pension benefit depending on
years contributed will reach about 1 million persons the first year, gradually increasing to
reach 1.5mn people by 2034.

Macro Impact: Fiscal & Assets
Overall, the reform will have significant fiscal costs, but it will also increase the assets
under management of pension funds.

Credit Impact: pros and cons

The negative side of the reform is the fiscal cost, of 1% of GDP in the medium term (see
below), starting already from a high fiscal deficit. The social security spending is
committed, but the resources to finance that deficit (from the evasion reduction law) are
uncertain. True, the deficit increase is gradual, so Chile has time to make a fiscal
adjustment if tax revenue underperforms.

Exhibit 3: Fiscal Cost per year (% of GDP)
More Social Spending, less revenue

12
mSpending mTax revenue
1.0
08
0.6

04

0.2

0.0
2025 2026 2027 2028 2029 2030 2031 2032 2033-50
average

Source: CFA, Dipress, BofA Global Research. Assuming the reform starts being implemented this year.
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On the positive side, the reform should generate substantial additional assets for the
AFP pension fund managers (and some assets for the new social security fund), which
can increase the size and depth of the domestic financial system. These may help
financing part of the incremental fiscal deficit during the transition.

it’s also positive that the main actors of the political system have finally come to an
important agreement, after years of gridlock in congress. Without the reform, pressure
to increase pensions would have continued (and without a strategy to finance it), leading

o
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to a higher deficit anyway. The total 8.5% employer contributions add to the existing
10% employee contribution, leading to a strong boost of pension benefits, solving one
of the main demands of 2019’s protests. The initiative benefits 2.8mn retirees, leading
to between 14% and 34% increase in pension benefits, according to the government.

Overall, Chilean government bond prices have not reacted much to the progress of the
reform, so they likely see that positive factors mostly offset the negative ones.

Fiscal Cost: 1% of GDP medium term

The reform will have significant fiscal costs, reaching a peak of 1% of GDP annual
average in 2033-50. Of this, 2/3 is explained by more social security spending (0.3 of
GDP increase in universal pensions, 0.2% treasury transfers to the social security fund
and 0.2% public workers contributions), while 1/3 is due to less tax revenue (0.4%). See
Exhibit 3 and Exhibit 4.

The government hints it will finance the reform deficit with the additional tax revenue
arising for the lower evasion law (it expects 0.7% of GDP in 2025, 1.1% in 2026 and
1.5% of GDP a year from 2027 onwards). The 1.5% of GDP looks quite uncertain to us
and note that the government counted on it to converge to previous fiscal targets, of
0% of GDP by 2028 (coming from a 3.5% deficit of GDP last November).

Exhibit 4: Fiscal Cost of the Pension Reform (% of GDP per year)
Higher spending, lower revenue

Fiscal Cost More Spending Less Revenue
Universal Public workers Transfers to
Total Pension contribution Social Sec. Fund Taxes
2025 0.0 0.0 00 0.0 0.0
2026 0.2 0.1 00 0.0 0.0
2027 0.4 02 0.1 0.0 0.1
2028 0.6 03 0.1 0.0 0.1
2029 0.7 03 0.1 0.1 0.1
2030 0.8 03 0.1 0.1 02
2031 0.9 03 02 02 02
2032 1.0 03 0.2 0.2 03
2033-50 average 1.1 03 0.2 0.2 04

Source: CFA, Dipres, BofA Global Research.
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Assets: pension funds vs aggregate savings
The increase in employer contributions should be a strong boost to assets managed by
local pensions funds (AFPs) in the medium term. But this effect will gain steam only
after the fourth year (as mentioned above the first three years there won’t be much
individual capitalization).

We estimate that the reform should increase AFPs’ assets under management by around
40% of GDP in 30 years (about 20% of GDP in 20 years and 7% in 10 years), This adds
to the current AFPs assets (about 60% of GDP).

We expect around 50% of these new assets to remain in the domestic financial system,
given current composition of AFPs’ assets (of the domestic assets about 85% are
invested in fixed income and 15% in equities). This should also lead to an increase in
average duration of Chilean invested assets as AFPs have a long horizon.

However, note that aggregate savings of the private sector will increase significantly
less that the assets of AFPs, due to a reduction in voluntary savings as:

1) Employers can translate part of the additional contributions to lower wages,
reducing employees’ income (affecting workers savings capacity).
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2) Workers will reduce voluntary savings as a response to higher expected income
at retirement (“wealth” effect), amid higher forced savings.

Companies also can reduce savings because of smaller profits.

But overall, we would expect a significant net increase in aggregate savings of the
economy in the medium term and thus a smaller current account deficit and largest net
external position.

In the medium term, a higher current account balance and demand for external assets
from AFPs would be consistent with a weaker real exchange rate (vs the scenario
without reform). In the short-term, we see other positive developments for the CLP,
including a hawkish turn from BCCh (the reform should be a hawkish shock at start) and
potential transition to a market friendly government (plus improving copper production).
See FX strategy section below.

Labor market costs and informality

The higher employer contributions may lead to an increase in informality at the margin,
adding to growing labor market frictions (higher minimum wage, shorter hours per work-
week law). In contrast, note that the new pensions linked to years contributed is an
incentive to work formally, that can partially offset the higher costs.

Inflation and Consumption

On the inflation front, the impact of the reform is ambiguous. We believe that in the
first years of the reform the risks are tilted for higher inflation give the focus on more
social spending, as new benefits kick in (higher pensions, women insurance), especially
after 18 months when the universal pension is extended to 75+. The recipients of these
transfers should have a relatively high propensity to consume. Also, companies that
cannot fully translate the new contributions to lower wages will see lower profits,
reducing supply.

On the other hand, lower household income (companies reducing wages), should lead to
less consumption, partially offsetting the effect above.

Overall, we think the inflation risks of the reform are a factor for BCCh to stop cutting
rates (see BCCh on hold. A longer pause. 29 January 2025).

Fiscal council advice and Government response

The fiscal council presented a series of recommendations to the government. In
particular, it suggested to delay the implementation of the reform if the tax revenue
targets are not reached. The government took the advice and proposed a more gradual
implementation of the contributions of 11 years in that case.

The council also warn of additional fiscal needs that can arise from the reform (we think
of assistance to small companies that cannot afford the additional contributions).

The Fiscal Council also suggested to incorporate the new social security fund liabilities
(not considered government debt) into the fiscal rules/debt framework (the SSF is
autonomous). Note that the insurance provided by the government to back the loans
received by the SSF will be reported yearly by the Treasury.

The ministry of finance estimated that the social security fund could manage assets for
10% of GDP by 2050 and of 15% of GDP by 2080. We estimate that the debt of the
Fund with workers (the “1.5% contribution” loan) could create a liability of over 7% of
GDP by 2050, below the estimate of assets. The fiscal council suggested to monitor the
potential contingent liabilities of the Fund.

Note that the social security fund will assess its sustainability from time to time and a
committee may suggest adjustments to benefits and contributions for that sake (with
the assistance of the fiscal council and a pension advisory council).

=~
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External Debt Strategy

Lucas Martin, CFA Jane Brauer
BofAS BofAS
lucas.martin@bofa.com jane.brauer@bofa.com

Maintain Marketweight recommendation

Small discount to ratings justified by lingering fiscal risks

We keep our Marketweight recommendation on Chile’s external debt (EXD). Chile trades
slightly wide to its average credit rating (A2 stable/A stable/A- stable), though that
discount has narrowed significantly from the levels observed in 2021-2023, when there
were risks of substantial changes to Chile’s constitution. We think valuations are
generally fair given lingering fiscal risks that if unaddressed could lead to credit rating
downgrades in the medium-term.

Pension reform is a relatively market-friendly solution to societal demands
Overall, we see the pension reform as a relatively market-friendly solution to society’s
demands for additional pension benefits and more solidarity. The main risk we see from
the external debt perspective is that the fiscal costs are not fully covered by anti-evasion
measures. However, because the pension reform will be implemented gradually, we think
the government will have time to address those potential shortfalls.

Additional domestic savings could reduce EXD issuance

Additional domestic savings should be supportive of reduced reliance on external debt to
finance the government. External debt issuance has fallen from the high levels observed
during the pandemic ($9bn/year during 2020-2022), but it remains higher than its pre-
pandemic trend ($2.2bn/year during 2015-2019).

Exhibit 5: Chile trades at about 1 notch discount to its A average rating Exhibit 6: Chile trades about 20bp wide to its rating
Comparison of 10y bond spreads to Chile’s average credit rating Difference in bps between actual rating and implied rating
AA+ 120
AA 100
AA-
80
A+
60
A
A 40
BBB+ 20
BBB 0
BBB-
2 -20
@
7 -40
a
= |mplied rating for 10y Chile e (hile
Source: BofA Global Research, Bloomberg. Source: BofA Global Research, Bloomberg.
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8 Chile Viewpoint | 30 January 2025


mailto:lucas.martin@bofa.com
mailto:jane.brauer@bofa.com

BofA GLOBAL RESEARCH

Local Markets Strategy

Ezequiel Aguirre
BofAS
ezequiel.aguirre2@bofa.com

We open a new trade: short PEN/CLP at a 266.91 spot level with a 240 target and a 280
stop (see Exhibit 7). The trade has negative carry of 0.3% per year and annualized
volatility of 13.5%. We estimate Chile’s peso is around 10% undervalued to
fundamentals. There will be no additional interest rate reductions. And this year’s
general election is likely to result in a more pro-market government winning. Risks are
lower copper prices and U.S. tariffs.

Short PEN/CLP given reform’s fiscal impulse and this year’s election.

We turn bullish the Chilean peso. The real exchange rate is more than 10% cheap to its
long-run average (see Exhibit 8). Chile’s external balance has significantly improved
thanks to an undervalued peso, shifting to a 2.3% current account deficit in 2024 from
8.7% deficit two years earlier. We forecast a 2.5% deficit in 2025, a normal level for
Chile’s economy.

We no longer expect interest rate cuts. The pension reform should provide a positive
fiscal impulse in the first years as money is transferred to retirees and low-income
people with higher propensities to consume. This will add modest but positive pressures
to inflation. Lately, Chile’s lower interest rates relative to its regional peers drove
investors to sell Chile’s peso and use it as a funding currency for carry trades. Foreigners
positioning is considerably undersold now. But with no further rate cuts, we expect CLP
to outperform PEN where we expect at least one additional rate cut.

Lastly, Chile will hold general elections later this year. The incumbent left-wing
government faces an uphill battle as it struggles with historically low approval ratings.
Public dissatisfaction has been driven by weak economic growth, high crime rates, and
policy missteps. Should the center-right or right-wing party win, the peso is likely to
benefit from significant capital inflows after several years of weak private investment;
total investment is down to 23% of GDP in 2024 from a high of 29% in 2012.

Exhibit 7: We open a short PEN/CLP Exhibit 8: Chile’s real exchange rate cheap to history

Spot PEN/CLP rate. Chile’s real effective exchange rate, percent deviation from long-run mean.

280 20

270 Spot PEN/CLP 15 Chile' Real Effective Exchnage Rate

260 10

250

240 >

230 0

220 5

210

200 10

190 -15

180 L L L L L 20

2020 2021 2022 2023 2024 2025 2000 2004 2012 2016 2020 2024
Source: Bloomberg Source: Haver Analytics
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Equities: More AUM, uncertain allocation

Paula Andrea Soto, CFA >> David Beker >>
Merrill Lynch (Brazil) Merrill Lynch (Brazil)
paula.soto@bofa.com david.beker@bofa.com

Allocation to local equities is low

As individual capitalization starts to increase after the 4™ year, we expect to see an
increase in assets under management (AUM) of AFPs. However, it is uncertain if the
increase in AUM will translate into inflows to local equities. Chilean pension funds
allocate around half of their AUM into foreign assets (Exhibit 5). Less than 15% of their
equity allocation is allocated in local equities (totaling around US$6bn — Exhibit 6)

Competition and age-dependent fund types could drive asset allocation

The reform states that fund managers will transition from current pension funds A-E to
age-dependent portfolios. This could eventually translate to more AUM being allocated
into more defensive asset classes. The government wants to foster competition to lower
fees, which could eventually favor asset classes that require less active management.

Exhibit 1: Chile pension funds: local vs foreign equity allocation Nov-19 Exhibit 2: Allocation to local equities per sector (USSbn), Nov-19 to
to Nov-24 Nov-24
Allocation to foreign equities (~84%) is higher than allocation to local Allocation to Services is the largest (US$3.6bn; ~57%)
equities
8
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80% 6
60%
4
40%
20%
2
0%
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2 8 8 8 & 3 3% 8 8 8 3 3 B 3B 0
s =222 2=2=72= Nov-19  Nov-20  Nov-21 ~ Nov22  Nov-23  Nov-24
m Foreign Equities (%)  ® Local Equities (% - RHS) m Utilities = Telecom  m Services m Industrial  m Commodities
Source: SAFP Chile Source: SAFP Chile
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Valuation & risk
Chile (CHILE)
We are Marketweight Chile external debt. Chile trades cheap to its ratings, but we think
this is justified by fiscal risks.
Upside risks: We expect Chile bonds to outperform if growth is stronger, debt rises less
than expected, and copper prices rally.
Downside risks: We expect Chile bonds to underperform if the deficit and debt rise
faster than expected, growth stagnates, protests resume and political risks increase.
Analyst Certification
We, Sebastian Rondeau, David Beker, Lucas Martin, CFA and Paula Andrea Soto, CFA,
hereby certify that the views each of us has expressed in this research report accurately
reflect each of our respective personal views about the subject securities and issuers.
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We also certify that no part of our respective compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or view expressed in this research
report.

Special Disclosures

Some of the securities discussed herein should only be considered for inclusion in
accounts qualified for high risk investment.
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Disclosures

Important Disclosures

Credit opinion history

Chile / CHILE

Sovereign Date®' Action Recommendation

Chile / CHILE 31-Dec-2021 Underweight
31-Aug-2022 Upgrade Marketweight
03-Nov-2023 Restricted NA
03-Jan-2024 Coverage Resumed Marketweight

Table reflects credit opinion history as of previous business day’s close. “First date of recommendation within last 36 months. The investment opinion system is contained at the end of the report under the heading "BofA
Global Research Credit Opinion Key."™'

BofA Global Research Credit Opinion Key

BofA Global Research provides recommendations on an issuer’s bonds (including corporate and sovereign external debt securities), loans, capital securities, equity preferreds and CDS as
described below. Convertible securities are not rated. An issuer level recommendation may also be provided for an issuer as explained below. BofA Global Research credit recommendations are
assigned using a three-month time horizon.

Issuer Recommendations: If an issuer credit recommendation is provided, it is applicable to bonds and capital securities of the issuer except bonds and capital securities specifically referenced
in the report with a different credit recommendation. Where there is no issuer credit recommendation, only individual bonds and capital securities with specific recommendations are covered.
Loans, CDS and equity preferreds are rated separately and issuer recommendations do not apply to them.

BofA Global Research credit recommendations are assigned using a three-month time horizon:

Overweight: Spreads and /or excess returns are likely to outperform the relevant and comparable market over the next three months.
Marketweight: Spreads and/or excess returns are likely to perform in-line with the relevant and comparable market over the next three months.
Underweight: Spreads and/or excess returns are likely to underperform the relevant and comparable market over the next three months.

BofA Global Research uses the following rating system with respect to Credit Default Swaps (CDS):
Buy Protection: Buy CDS, therefore going short credit risk.

Neutral: No purchase or sale of CDS is recommended.

Sell Protection: Sell CDS, therefore going long credit risk.

Sovereign Investment Rating Distribution: Global Group (as of 31 Dec 2024)

Coverage Universe Count Percent Inv. Banking Relationships Count Percent
Buy 14 25.45% Buy 7 50.00%
Hold 34 61.82% Hold 14 41.18%
Sell 7 12.73% Sell 2 28.57%

®|ssuers that were investment banking clients of BofA Securities or one of its affiliates within the past 12 months. For purposes of this Investment Rating Distribution, the coverage universe includes only Sovereign
issuer recommendations. A Sovereign issuer rated Overweight is included as a Buy, a Sovereign issuer rated Marketweight is included as a Hold, and a Sovereign issuer rated Underweight is included as a Sell.

Credit Opinion History Tables for the securities referenced in this research report are available on the Price Charts and Credit Opinion History Tables website, or call 1-800-MERRILL to have them
mailed.

BofAS or an affiliate was a manager of a public offering of securities of this issuer within the last 12 months: Chile.

The issuer is or was, within the last 12 months, an investment banking client of BofAS and/or one or more of its affiliates: Chile.

BofAS or an affiliate has received compensation from the issuer for non-investment banking services or products within the past 12 months: Chile.

The issuer is or was, within the last 12 months, a non-securities business client of BofAS and/or one or more of its affiliates: Chile.
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markets.

Other Important Disclosures

Prices are indicative and for information purposes only. Except as otherwise stated in the report, for any recommendation in relation to an equity security, the price referenced is the publicly
traded price of the security as of close of business on the day prior to the date of the report or, if the report is published during intraday trading, the price referenced is indicative of the traded
price as of the date and time of the report and in relation to a debt security (including equity preferred and CDS), prices are indicative as of the date and time of the report and are from various
sources including BofA Securities trading desks.

The date and time of completion of the production of any recommendation in this report shall be the date and time of dissemination of this report as recorded in the report timestamp.

This report may refer to fixed income securities or other financial instruments that may not be offered or sold in one or more states or jurisdictions, or to certain categories of investors,
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Rule 144A securities may be offered or sold only to persons in the U.S. who are Qualified Institutional Buyers within the meaning of Rule 144A under the Securities Act of 1933, as amended.
SECURITIES OR OTHER FINANCIAL INSTRUMENTS DISCUSSED HEREIN MAY BE RATED BELOW INVESTMENT GRADE AND SHOULD THEREFORE ONLY BE CONSIDERED FOR INCLUSION IN
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global brand for BofA Global Research.
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and the PRA) by MLI (UK), which is authorized by the PRA and regulated by the FCA and the PRA - details about the extent of our regulation by the FCA and PRA are available from us on request;
has been approved for publication and is distributed in the European Economic Area (EEA) by BofASE (France), which is authorized by the ACPR and regulated by the ACPR and the AMF; has
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by a different BofA Securities entity acting for and on behalf of your service provider where permitted by applicable law. This does not change your service provider. Please refer to the Electronic
Communications Disclaimers for further information.

This information has been prepared and issued by BofAS and/or one or more of its non-US affiliates. The author(s) of this information may not be licensed to carry on regulated activities in your
jurisdiction and, if not licensed, do not hold themselves out as being able to do so. BofAS and/or MLPF&S is the distributor of this information in the US and accepts full responsibility for
information distributed to BofAS and/or MLPF&S clients in the US by its non-US affiliates. Any US person receiving this information and wishing to effect any transaction in any security
discussed herein should do so through BofAS and/or MLPF&S and not such foreign affiliates. Hong Kong recipients of this information should contact Merrill Lynch (Asia Pacific) Limited in
respect of any matters relating to dealing in securities or provision of specific advice on securities or any other matters arising from, or in connection with, this information. Singapore recipients
of this information should contact Merrill Lynch (Singapore) Pte Ltd in respect of any matters arising from, or in connection with, this information. For clients that are not accredited investors,
expert investors or institutional investors Merrill Lynch (Singapore) Pte Ltd accepts full responsibility for the contents of this information distributed to such clients in Singapore.

General Investment Related Disclosures:

Taiwan Readers: Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any securities or other financial instrument. No part of
this report may be used or reproduced or quoted in any manner whatsoever in Taiwan by the press or any other person without the express written consent of BofA Securities.

This document provides general information only, and has been prepared for, and is intended for general distribution to, BofA Securities clients. Neither the information nor any opinion
expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities or other financial instrument or any derivative related to such securities or instruments (e.g, options,
futures, warrants, and contracts for differences). This document is not intended to provide personal investment advice and it does not take into account the specific investment objectives,
financial situation and the particular needs of, and is not directed to, any specific person(s). This document and its content do not constitute, and should not be considered to constitute,
investment advice for purposes of ERISA, the US tax code, the Investment Advisers Act or otherwise. Investors should seek financial advice regarding the appropriateness of investing in financial
instruments and implementing investment strategies discussed or recommended in this document and should understand that statements regarding future prospects may not be realized. Any
decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such security or the information in the prospectus or other offering
document issued in connection with such offering, and not on this document.

Securities and other financial instruments referred to herein, or recommended, offered or sold by BofA Securities, are not insured by the Federal Deposit Insurance Corporation and are not
deposits or other obligations of any insured depository institution (including, Bank of America, N.A.). Investments in general and, derivatives, in particular, involve numerous risks, including,
among others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or derivative is suitable for all investors. Digital assets are extremely speculative, volatile
and are largely unregulated. In some cases, securities and other financial instruments may be difficult to value or sell and reliable information about the value or risks related to the security or
financial instrument may be difficult to obtain. Investors should note that income from such securities and other financial instruments, if any, may fluctuate and that price or value of such
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basis for taxation may change.

Futures and options are not appropriate for all investors. Such financial instruments may expire worthless. Before investing in futures or options, clients must receive the appropriate risk
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disclosure documents. Investment strategies explained in this report may not be appropriate at all times. Costs of such strategies do not include commission or margin expenses.

BofA Securities is aware that the implementation of the ideas expressed in this report may depend upon an investor's ability to "short" securities or other financial instruments and that such
action may be limited by regulations prohibiting or restricting "shortselling" in many jurisdictions. Investors are urged to seek advice regarding the applicability of such regulations prior to
executing any short idea contained in this report.

This report may contain a trading idea or recommendation which highlights a specific identified near-term catalyst or event impacting a security, issuer, industry sector or the market generally
that presents a transaction opportunity, but does not have any impact on the analyst’s particular “Overweight” or “Underweight” rating (which is based on a three month trade horizon). Trading
ideas and recommendations may differ directionally from the analyst’s rating on a security or issuer because they reflect the impact of a near-term catalyst or event.

Certain investment strategies and financial instruments discussed herein may only be appropriate for consideration in accounts qualified for high risk investment.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in such securities and instruments
effectively assume currency risk.

BofAS or one of its affiliates is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. BofAS or one of its affiliates may, at any time,
hold a trading position (long or short) in the securities and financial instruments discussed in this report.

BofA Securities, through business units other than BofA Global Research, may have issued and may in the future issue trading ideas or recommendations that are inconsistent with, and reach
different conclusions from, the information presented herein. Such ideas or recommendations may reflect different time frames, assumptions, views and analytical methods of the persons who
prepared them, and BofA Securities is under no obligation to ensure that such other trading ideas or recommendations are brought to the attention of any recipient of this information.

In the event that the recipient received this information pursuant to a contract between the recipient and BofAS for the provision of research services for a separate fee, and in connection
therewith BofAS may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom BofAS has contracted directly and does not extend beyond
the delivery of this report (unless otherwise agreed specifically in writing by BofAS). If such recipient uses the services of BofAS in connection with the sale or purchase of a security referred to
herein, BofAS may act as principal for its own account or as agent for another person. BofAS is and continues to act solely as a broker-dealer in connection with the execution of any transactions,
including transactions in any securities referred to herein.

Copyright and General Information:

Copyright 2025 Bank of America Corporation. All rights reserved. iQdatabase® is a registered service mark of Bank of America Corporation. This information is prepared for the use of BofA
Securities clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of BofA Securities. This document
and its content is provided solely for informational purposes and cannot be used for training or developing artificial intelligence (Al) models or as an input in any Al application (collectively, an Al
tool). Any attempt to utilize this document or any of its content in connection with an Al tool without explicit written permission from BofA Global Research is strictly prohibited. BofA Global
Research information is distributed simultaneously to internal and client websites and other portals by BofA Securities and is not publicly-available material. Any unauthorized use or disclosure
is prohibited. Receipt and review of this information constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information
contained herein (including any investment recommendations, estimates or price targets) without first obtaining express permission from an authorized officer of BofA Securities.

Materials prepared by BofA Global Research personnel are based on public information. Facts and views presented in this material have not been reviewed by, and may not reflect information
known to, professionals in other business areas of BofA Securities, including investment banking personnel. BofA Securities has established information barriers between BofA Global Research
and certain business groups. As a result, BofA Securities does not disclose certain client relationships with, or compensation received from, such issuers. To the extent this material discusses
any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors should consult their own legal advisers as to issues of
law relating to the subject matter of this material. BofA Global Research personnel’s knowledge of legal proceedings in which any BofA Securities entity and/or its directors, officers and
employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving issuers mentioned in this material is based on public information. Facts and views presented in this
material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect information known to, professionals in other business areas of BofA Securities in
connection with the legal proceedings or matters relevant to such proceedings.

This information has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent of any issuer of any
securities. None of BofAS any of its affiliates or their research analysts has any authority whatsoever to make any representation or warranty on behalf of the issuer(s). BofA Global Research
policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by an issuer prior to the publication of a research report containing
such rating, recommendation or investment thesis.

Any information relating to sustainability in this material is limited as discussed herein and is not intended to provide a comprehensive view on any sustainability claim with respect to any
issuer or security.

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to
seek tax advice based on their particular circumstances from an independent tax professional.

The information herein (other than disclosure information relating to BofA Securities and its affiliates) was obtained from various sources and we do not guarantee its accuracy. This information
may contain links to third-party websites. BofA Securities is not responsible for the content of any third-party website or any linked content contained in a third-party website. Content
contained on such third-party websites is not part of this information and is not incorporated by reference. The inclusion of a link does not imply any endorsement by or any affiliation with BofA
Securities. Access to any third-party website is at your own risk, and you should always review the terms and privacy policies at third-party websites before submitting any personal information
to them. BofA Securities is not responsible for such terms and privacy policies and expressly disclaims any liability for them.

All opinions, projections and estimates constitute the judgment of the author as of the date of publication and are subject to change without notice. Prices also are subject to change without
notice. BofA Securities is under no obligation to update this information and BofA Securities ability to publish information on the subject issuer(s) in the future is subject to applicable quiet
periods. You should therefore assume that BofA Securities will not update any fact, circumstance or opinion contained herein.

Subject to the quiet period applicable under laws of the various jurisdictions in which we distribute research reports and other legal and BofA Securities policy-related restrictions on the
publication of research reports, fundamental equity reports are produced on a regular basis as necessary to keep the investment recommendation current.

Certain outstanding reports or investment opinions relating to securities, financial instruments and/or issuers may no longer be current. Always refer to the most recent research report relating
to an issuer prior to making an investment decision.

In some cases, an issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any investment opinion relating to such issuer (or
its security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses and investment opinion(s) pertaining to such issuer (or its securities and/or financial
instruments) nor should the analyses or opinion(s) be considered a solicitation of any kind. Sales persons and financial advisors affiliated with BofAS or any of its affiliates may not solicit
purchases of securities or financial instruments that are Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies.

Neither BofA Securities nor any officer or employee of BofA Securities accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of this
information.
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