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BUY

Target: €105 (12-month) | Price Upside: +18% from €89.16 | Div. Yield: 5.79% | Total Return: ~24% total

return

Ticker Price Market Cap P/E TTM P/TBV CET1 Target

EPA: BNP €89.16 €98.2bn 8.4x 0.92x 12.8% €105 | BUY

BNP Paribas is Europe's largest bank by assets (~€2.81 trillion), delivering a record Q1 2026 (net income €3.2bn, +9% YoY;
RoTE 12.8%, already above 12% full-year 2026 target). At 0.92x tangible book and 8.4x trailing P/E, it trades at a 32%
discount to European banking sector peers — what UBS calls 'excessive' in its €111 Buy thesis.

Three catalysts are converging in the next 12 months: (1) CET1 reaches 13% by YE2026 — CEO Bonnafé: 'we could reach
13% by year end' — unlocking excess capital distribution from February 2027. (2) AXA IM integration delivering Europe's
top-3 asset manager (€2.46 trillion AUM, €550m pre-tax synergies by 2029), now explicitly on schedule. (3) CPBS NII
structural recovery — CFO: '+5% per quarter vs year-ago until end of decade' from reinvesting sight deposits at medium-term
rates.

The French sovereign discount is real but misapplied. BNP earns less than 10% of its pre-tax profit from France (CEO, Q1
2026 transcript) — yet the stock trades as if France were the dominant risk. At €105 target + 5.79% dividend, total return is
~24%. The asymmetry between the bull case (+34%) and the bear case (-33%) favours ownership.
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1. BUSINESS OVERVIEW

BNP Paribas operates across three divisions that together make it the most diversified universal bank in Europe. This
diversification is not just scale — it is structural resilience. When fixed-income markets are volatile, fee-based businesses
(asset management, wealth management, insurance) provide earnings stability. When rates are suppressed, CIB capital
markets revenues compensate. No single macro scenario creates an existential threat to BNP's earnings base.

Division FY2025 Revenue % Group RoNE FY2025 What It Does

CIB — Corporate & Institutional
Banking

€18,997m 37% 21.3%
Investment banking, FICC, Equities, Securities Services.
#1 EMEA IB.

CPBS — Commercial, Personal
Banking & Services

€26,717m 52% 13.9%
Retail banking (France/Belgium/Italy/Luxembourg),
Personal Finance, Arval, Leasing.

IPS — Investment & Protection
Services

€6,929m 14% 22.8%
Insurance (Cardif), Asset Management (incl. AXA IM
from Jul 2025), Wealth Management.

Corporate Centre –€1,420m — —
Liquidity, Treasury, IFRS 17 restatements, integration
costs.

GROUP TOTAL €51,223m 100% — 61.2% cost/income ratio

Why Diversification Matters for Valuation

The market frequently misprices diversified universal banks by applying the lowest-multiple division's valuation to the whole
group. BNP's CIB (often valued at 5-6x P/E due to perceived cyclicality) should not drag down the valuation of its asset
management business (Amundi trades at 15-20x P/E) or its insurance franchise. A sum-of-parts analysis (see Valuation
section) implies €84–105/share — not far from the blended current price but with asymmetric upside as the market
recognises AXA IM's scale (~€2.46 trillion AUM, Europe's top-3 manager).
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2. EUROPEAN BANKING MACRO CONTEXT

The post-2022 rate normalization cycle has been the largest tailwind for European bank earnings since the 2000s. The ECB
cut rates from 4.0% to 2.0% during 2024-2025, completing the tightening cycle. The question in May 2026 is: is the NII growth
story over?

2.1 ECB Rate Path — The NII Pivot

The ECB deposit facility currently stands at 2.0% (MRO 2.15%, marginal 2.40%). Market pricing shows high probability the
rate stays near 2% through 2027, with tail risks of mild easing (if growth weakens) or mild tightening (if inflation
re-accelerates). For BNP specifically, CFO Lars Machenil was explicit on the Q1 2026 call: 'As long as the short end
remains between 2% and 3%, that basically generates a lift of around 5% every quarter versus the year before. And
that is going to continue until the end of the decade.' This structural NII lift comes from reinvesting non-remunerated sight
deposits at 5-10 year rates — a hedge against short-term rate cuts.

2.2 French Political Risk — Structural Discount, Not Existential Threat

France ran a fiscal deficit of ~5.8% of GDP in 2025, four prime ministers since June 2024, and OAT-Bund spread at ~86bps
— 2012 crisis-era levels. This is the structural overhang suppressing BNP's valuation multiple. But the analysis needs
calibration:

• BNP's France revenue exposure: 26% of group revenues (vs Société Générale 41%, Crédit Agricole 47%).

• BNP's pre-tax profit from France: less than 10% (CEO Q1 2026 transcript — explicit statement).

• ECB TPI backstop limits disorderly sovereign spread widening — the systemic constraint that makes the 2012 analogy
incomplete.

• Morningstar: August 2025 selloff in French bank stocks was 'overdone' given BNP's geographic diversification.

VERDICT: French sovereign risk is a valuation multiple constraint, not a business risk. BNP earns 74% of revenues outside
France. At <10% pre-tax profit from France, a French sovereign shock would be painful but not threatening to BNP's
going-concern status. The OAT-Bund spread at 86bps appropriately discounts BNP vs Nordic or Swiss banks — but it does
NOT justify a 32% discount vs UniCredit or ING.
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3. HISTORICAL FINANCIAL PERFORMANCE (FY2021–FY2025)

BNP has delivered consistent earnings growth through multiple cycles. The cost/income trajectory from 67.3% in 2021 to
61.2% in 2025 represents 6.1 points of structural efficiency improvement — ahead of the ~1.5pts/year target. This operating
leverage, combined with NBI growth, has driven net income from €9.5bn to €12.2bn (+29% in 4 years).

Metric FY2021E FY2022E FY2023E FY2024 ✓ FY2025 ✓

Revenue / NBI (€bn) €46.2bn €50.4bn €48.8bn €48.8bn €51.2bn

Cost/Income Ratio ★ 67.3% 63.5% 63.0% 61.8% 61.2%

Gross Operating Income (€bn) ~€12.5bn ~€14.0bn ~€14.8bn €18.6bn €19.8bn

Cost of Risk (bps) ~40bps ~33bps ~32bps ~30bps 36bps

Net Income — Group share (€bn) €9.5bn €10.2bn €11.0bn €11.7bn €12.2bn

EPS (€) €7.35 €8.11 €9.57 €9.57 €10.29

DPS (€) €3.67 €3.90 €4.60 €4.79 €5.16

RoTE ★ ~9.5% ~11% ~11.5% 10.9% 11.6%

CET1 Ratio ★ ~12.9% ~12.1% ~13.0% ~12.3% 12.6%

★ Primary bank metrics. FY2021-FY2023 estimated (MEDIUM confidence). FY2024-FY2025 confirmed from primary sources.

The 2025 RoTE of 11.6% exceeds cost of equity (~9.3%) by approximately 230bps — BNP is generating real economic
value. At the 2028 RoTE target of >13%, the spread above CoE widens to ~370bps, supporting a P/TBV above 1.0x. The
market at 0.92x P/TBV is implying RoTE sustainability below CoE — a view directly contradicted by the trend data.
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4. Q1 2026 DEEP DIVE — A RECORD QUARTER

Q1 2026 was BNP's strongest quarterly result on record and the most important data point for the investment case. It
confirmed that the 2024-2028 strategic plan is on track, AXA IM integration is delivering, and CPBS NII recovery is structural
not cyclical.

Metric Q1 2026 Q1 2025 Change

Revenue / NBI €14,056m €12,960m +8.5%

Operating Expenses €8,710m €8,257m +5.5%

Jaws Effect +3.0pts +0.5pts Improving

Gross Operating Income €5,346m €4,703m +13.7%

Cost of Risk €922m / 39bps €766m / 33bps +20.4%

Net Income (Group share) €3,217m €2,951m +9.0%

RoTE 12.8% 11.0% +1.8pts — above 12% target

CET1 Ratio 12.8% — +20bps QoQ from 12.6% YE2025

TNBV per share €96.6 — Confirmed

4.1 Division Performance

CIB (-0.8% reported, +3.1% constant scope and rates): Solid underlying performance masked by FX (~€165m headwind from
USD/EUR) and a high Q1 2025 comparison base. Global Markets excellent: Equity & Prime Services +9.3% csr, FICC +3.9%
csr. BNP maintained #1 EMEA ranking with 5.1% market share. CFO: 'Q2 base is a lot more favourable.'

CPBS (+4.9% reported, +5.3% csr): The eurozone commercial banks drove this — CPBE +7.9% NBI, positive jaws of
+5.3pts. CPBF (France) pre-tax income +24.6%. CPBB (Belgium) pre-tax income up sharply. The structural NII recovery from
sight deposit reinvestment is now clearly visible in the numbers.

IPS (+32.8% reported, +10.6% csr): AXA IM integration is transformational. Asset Management revenues doubled YoY
(reflecting consolidation); Insurance +11.1%; Wealth Management +7.9%. Net inflows of €15.7bn in Q1 — commercial
momentum strong.

4.2 Exceptional Items — Clear Picture

Item P&L; Impact (pretax) After-tax (net income) Classification

UK Motor Finance provision -€219m -€98m One-off / industry-wide

Allfunds stake revaluation +€372m +€360m Non-cash / one-off

AXA IM restructuring charges -€262m ~-€200m 2026 integration (front-loaded)

NET EXCEPTIONAL IMPACT +€109m +€109m Stable vs Q1 2025 (+€88m)

The UK Motor Finance provision (-€219m pretax, -€98m after tax) is an industry-wide FCA issue, not a BNP credit quality event. The Allfunds
revaluation (+€372m) largely offsets it. Net exceptional impact of +€109m is broadly stable vs Q1 2025.
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5. AXA IM ACQUISITION — THE TRANSFORMATION

The €5.1bn acquisition of AXA Investment Managers (closed July 1, 2025; legal merger December 31, 2025) is the single
most important strategic transaction in BNP's recent history. It transforms BNP from a mid-sized asset manager into Europe's
top-3, with €2.46 trillion AUM as of Q1 2026 — including €300bn in alternatives (Europe's largest).

Parameter Detail

Acquisition price €5.1bn (via BNP Paribas Cardif, insurance arm)

Closing date 1 July 2025 (legal entity merger: 31 December 2025)

AUM as of Q1 2026 €2,461bn (+77.8% YoY including AXA IM consolidation)

AUM breakdown Asset Management 67%, Wealth Management 20%, Insurance 12%

FY2025 revenue (6 months) €782m (Jul-Dec 2025)

Synergy target €400m cost + €150m revenue = €550m pre-tax by 2029

ROIC target >18% in 2028, >21% in 2029 (Wave 3 capital redeployment)

Integration status (Q1 2026) Explicitly 'on schedule and in line with 2030 strategic plan'

Net flows Q1 2026 +€15.7bn — strong commercial momentum confirmed

Why AXA IM changes BNP's valuation story: Asset management businesses trade at 15-20x P/E (Amundi, DWS,
Schroders) vs BNP's blended 8.4x. As AXA IM's earnings contribution becomes visible — particularly once the €550m
synergy comes through post-2027 — the IPS division should command a materially higher multiple. The internal distribution
advantage (BNP Paribas Cardif managing its own general fund assets via the new platform, ~€160bn) creates sticky,
structurally captive revenue. AXA Group retaining a long-term mandate for its own insurance assets provides revenue
visibility through 2030+.
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6. CAPITAL RETURNS — THE NEAR-TERM CATALYST

Capital return is the most concrete near-term catalyst for BNP's re-rating. The path is clear: CET1 reaches 13% → excess
capital distributed annually from 2027 → buybacks larger than the €1.15bn 2025 programme → stock re-rates toward peers.

Year DPS (€) Yield (at €89.16) Buyback Payout Policy

FY2023A €4.60 5.16% €2.2bn ~46% of NI

FY2024A €4.79 5.37% €2.3bn ~47% of NI

FY2025A €5.16 5.79% €1.15bn 60% of NI

FY2026E ~€5.50-5.70 ~6.2-6.4% ~€1.0-1.2bn 60% min (50% div + 10% SBB)

From 2027 Growing Growing
Excess CET1 above 13% also
returned annually

Min 60% + all surplus CET1

THE KEY CATALYST: CET1 at 13% and the 2027 excess capital distribution. At Q1 2026 results (April 30), CEO
Bonnafé stated: 'If we are good, reaching the 13% by year-end, clearly the possibility in the next plan to increase
one way or the other the level of return to shareholders is becoming more of a reality every day.' Goldman Sachs
asked about doing the buyback early (like 2025). CEO: 'So far we have not considered this, but maybe this is an
option. Thank you for the idea.' Watch: Q2 2026 CET1 (July 23, 2026). At >=12.95%, early buyback announcement is
possible.
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7. VALUATION

7.1 Cost of Equity Build

French risk-free rate (10Y OAT): 3.30% | ERP: 5.50% | Beta: 1.00 | French political risk premium: 0.50% | Cost of Equity:
9.30%. This is conservative relative to our Demant (8.0%) given the explicit French sovereign risk add-on. The 9.3% CoE
combined with BNP's 12.8% Q1 RoTE already implies meaningful value creation above cost of capital.

7.2 Three Valuation Methods

Method Implied Price Key Assumptions Weight

Excess Returns / DDM ~€106 CoE 9.3%, TGR 3.5%, RoTE reaching 13.5% by 2028 40%

P/E Relative (PW of 3 scenarios) ~€91 Bull 35%: 9.5× EPS / Base 50%: 7.6× / Bear 15%: 5.0× 40%

Sum of Parts (SOP) €84–105 CIB 1.8×, CPBS 1.4×, IPS+AM 3.0× NBI (conservative) 20%

WEIGHTED AVERAGE /
TARGET

€105 Rounded to €105 (conservative vs models) → BUY

7.3 Three Scenarios

BULL CASE (35% probability) — P/E Re-rating to 9.5x | Target: €115+

French OAT-Bund spread narrows toward 50bps; AXA IM synergies ahead of schedule; CET1 reaches 13% by Q3 2026
triggering early buyback. P/E re-rates to sector median 9.5×. Bull target: €115+ (9.5× €11.74 FY2026E EPS). Bull total return:
~34%.

BASE CASE (50% probability) — Steady Re-rating | Target: €105

French risk stable; AXA IM on schedule; CET1 reaches 13% by YE2026 or Q1 2027. FY2026 net income ~€13.1bn. P/E
re-rates modestly from 8.4× to ~8.9×. Dividend maintained and grows ~7%. Base target: €105 (weighted average of
methods). Base total return: ~24% (price +18% + dividend 5.79%).

BEAR CASE (15% probability) — Deterioration | Target: €60-65

French sovereign crisis (OAT-Bund >150bps); AXA IM net outflows from key person departures; European recession drives
cost of risk to 80-100bps; ECB cuts to 1.0%. Bear target: €60-65 (5× €10.50 stressed FY2026E EPS). Requires simultaneous
multi-factor deterioration — 15% probability.

Metric BNP SocGen UniCredit ING Sector Average

P/E (TTM) 8.4x 9.6x ~9.5-10x ~8-9x ~8.5-9x

P/TBV 0.92x ~0.85x ~1.3-1.5x ~1.1x ~1.0x

RoTE (Q1 2026) 12.8% 11.7% 25.8% ~13.6% —

Div. Yield 5.79% ~3.8% ~3.5% ~3.9% ~4%

BNP premium /
(discount)

— Discount Premium Discount ~32% discount
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8. INVESTMENT VERDICT

BUY

Target: €105 (12-month base) | Price Upside: +18% from €89.16 | Div. Yield: 5.79% | Total Return: ~24%

total return

The One Thing That Determines Everything

THE SINGLE MOST IMPORTANT VARIABLE: CET1 reaching 13% and the subsequent excess capital distribution
announcement. When CET1 hits 13%, BNP has committed to distributing ALL surplus capital annually from 2027. At
>10% net income CAGR, excess generation above 13% CET1 could fund €3-4bn per year in additional buybacks.
That puts BNP's total shareholder return (dividend + buyback) at 8-9% per year — comparable to UniCredit's capital
return machine that drove its 60%+ re-rating in 2023-2025. CEO Q1 2026 transcript: asked about early buyback,
Bonnafé said 'maybe this is an option' — opening the door. Q2 CET1 (July 23, 2026) is the key data point.

What to Watch — Three Metrics in the Next 6 Months

# Metric Target Red Flag

1 CET1 at Q2 2026 results (July 23,
2026)

>=12.95% (on track to 13%); possible early
buyback announcement

<12.7% from unexpected RWA inflation or credit
shock

2 AXA IM net flows (quarterly
disclosure)

Net positive inflows each quarter (Q1: +€15.7bn) Net outflows >€10bn in any single quarter

3 French OAT-Bund spread
(ongoing)

Stable or declining from ~86bps; no confidence
vote failures

OAT-Bund spread exceeds 100bps; S&P;/Moody's
downgrade

Management Assessment

CEO Jean-Laurent Bonnafé (in post since November 2011 — nearly 15 years): Exceptional track record of setting
conservative targets and beating them. FY2025 guidance vs actuals: RoTE target 11.5% delivered 11.6%; net income target
>€12.2bn delivered €12.225bn; CET1 target 12.3% delivered 12.6%. ALL 2025 targets met or beaten. Under Bonnafé, BNP
navigated the eurozone crisis, Basel III, negative rates, COVID, and the rate normalization cycle. The AXA IM acquisition was
strategically sound and is tracking ahead of plan. VERDICT: Management is a key asset to the investment case —
STRONG.

Leverage / Stress Test

CET1 at 12.8% vs SREP of 10.42% = 238bps headroom. In a severe stress scenario (cost of risk doubling to 72bps, NII
-15%), CET1 falls by ~60bps per year to approximately 12.2% by end-2026 — still 178bps above SREP requirement. LCR
125%. Immediately available liquidity €464bn. Rated A+/A1/AA-. The balance sheet is a source of strength, not risk. Dividend
is sustainable even if net income falls 30% (dividend remains 2-covered by earnings).


