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1. Summary

Eurobanco Bank Ltd. was incorporated as a limited liability company under the laws of the
Commonwealth of The Bahamas, with its registered offices at Caves Professional Centre,
at Caves Village, Suite 12, West Bay St. & Blake Rd., Nassau - Bahamas. The license to
carry on banking and trust business was obtained on May 25, 1992. The Bank is also
licensed under the Securities Commission of The Bahamas with the following categories
(i) Dealing in Securities as Agent, (ii) Arranging Deals, (iii) Managing Securities, and (iv)
Advising on Securities.

The objectives of the Bank are unrestricted and include the business of banking and all
kinds of financial investments, commercial, trading and other transactions.

Eurobanco Bank Ltd.’s operations mainly comprise cash management, custody services,
execution of customers trading orders in publicly offered corporate and sovereign debt
securities, financing transactions, and investments with its own capital in low-risk financial
assets with quotation in international markets.

Eurobanco Bank Ltd. is registered on the Security Commission of The Bahamas
(according to Section 22 of the Security Industry Act, 1999) as Broker Dealer Class Il to
develop managing securities activities.

Eurobanco Bank Ltd. is part of CMF Group. The Bank is controlled by Banco CMF S.A., a
bank incorporated under the Argentine law. Banco CMF S.A. owns 99% of the share
capital of Eurobanco Bank Ltd since November of 1997.

Eurobanco Bank Ltd. owns 100% of Lemitel S.A., which provides BackOffice, EDP, and
Administration services, exclusively to Eurobanco. Lemitel S.A. is under the supervision of
the Central Bank of the Republic of Uruguay.

Eurobanco Bank Ltd. has adopted its parent Company (Banco CMF S.A.) Corporate
Governance Principles and its Risk Management Framework.

This report has been submitted for the consideration of the Risk and Credit Committee and
subsequently treated and approved by the Board of Directors of the Bank on June 28,
2021.
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1.1. Entity’s Risk Profile

Eurobanco Bank Ltd. is part of the CMF Group, and as such complements its business,
offering its clients (companies and individuals) an international network for their business.

As its parent company, Eurobanco Bank Ltd. is specialized in the wholesale corporate
business, focused on medium and large companies, with a conservative risk profile. Its
efforts are focused on offering personalized and differential services that they cannot
receive in other financial institutions in the market.

Its business model, wholesale bank, by definition has the strength to be a more flexible
organization in the face of changing scenarios, with low fixed costs and more flexibility for
changes than larger institutions. Its main weakness is concentration.

The Board of Directors is in charge of identifying and monitoring the risks that affect
business, as well as the effects of these risks on the Bank’s financial statements. The Risk
& Credit Committee is in charge of defining and supervising the implementation of policies
to monitor the most significant risks.

The main risks affecting the operations of Eurobanco Bank Ltd are as follows:
o Credit Risk

The risk level has been defined as low, according to Eurobanco Bank Ltd.’s business
strategies. The Bank maintains a limited loan portfolio.

Eurobanco Bank Ltd.'s client portfolio is mainly focused on providing credit assistance
to medium and large companies according to Latin America standards.

The Bank monitors the credit risk by establishing the credit limits to be granted to
individual customers, customers by group and by industry through the “Large
Exposures Policy”. It also periodically assesses the portfolio of credits and related
guarantees to record the loan loss reserves. Historically, the Bank has not had any
material credit problems.

The probability of default of the total portfolio at 12/31/2020 was 0%, as was the debtor
portfolio and the non performing portfolio.

At the same date, Eurobanco Bank Ltd. had an allowance for doubtful accounts of
USD 287,425. -, which reached to cover 1% of the total portfolio.
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Liquidity Risk
The concentration of funding sources is a feature of the Entity. At December 31, the
Bank's top 10 clients accounted for 58,89% of the total deposit portfolio.

Eurobanco Bank Ltd. monitors expected cash outflow on a daily basis. Its policy
throughout the year has been to ensure liquidity by maintaining sufficient high quality
liquid assets at all times to cover expected net cash outflow. The Bank’s liquidity policy
is very conservative, keeping a very high correlation of cash and short-term
investments with its deposits and permanently monitoring changes therein. This risk
results from the maturity gap, where assets are less liquid than liabilities.

Interest Rate Risk

Eurobanco Bank Ltd. monitors this risk through the analysis of current and future
changes in the rates of different financial assets and liabilities performed by the Risk
& Credit and Assets & Liabilities Committees.

Market Risk

The Bank's risk profile for financial instruments on and off the balance sheet is
conservative, with a relatively low level of tolerance compared to the rest of the risks
to which it is exposed.

The Bank classifies exposures to market risk into either trading or non-trading
portfolios and manages each of those portfolios separately. The market risk for the
trading portfolio is managed and monitored based on a Value-at—Risk (VaR)
methodology that reflects the interdependency between risk variables. Non—trading
positions are managed and monitored using other sensitivity analyses.

The Board of Directors' policy is that market volatility cannot materially affect the
valuation of its investments, quantitatively limiting the share of listed fixed-interest
securities in total assets, and selecting them based on their credit quality and maturity.

As of December 31, 2020, Eurobanco Bank Ltd. had a portfolio of public and private
securities of USD 68,1 million.

Operational Risk

Eurobanco Bank Ltd.’s Board of Directors considers Operational Risk as the risk of
loss arising from systems failure, human error, fraud or external events. When controls
fail to perform, operational risks can cause damage to reputation, have legal or
regulatory implications, or lead to financial loss. Operational risk includes, among
others, Technology risk, Legal risk, People risk, and Compliance risk.
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The bank has a strong internal control culture. It develops its operations within the
framework of updated procedures, with clear assignment of responsibilities and
segregation of duties.

The board of Directors can not expect to eliminate all operational risks, but through a
control framework and by monitoring and responding to potential risks, the bank is
able to manage them.

The identification and control of these risks is managed by the Audit and Compliance
Committee. Controls over these risks include effective segregation of duties, access,
authorization and reconciliation procedures, staff education and process assessment,
including the use of internal audit.

The bank’s Audit & Compliance Committee carries out regular reviews of all
operational areas to ensure operational risks are being properly controlled and
reported to the Executive Committee.

Exposure to operational risk is medium, so that permanent awareness-raising
processes are carried out for officials.

Historically the Entity has not been exposed to severe events related to this type of
risk.

1.2. Capital Planning and Stress Testing

Eurobanco Bank Ltd. has adopted the stress testing methodology of its parent company,
Banco CMF S.A., which is proportional to its size, risk profile and relative importance in
the financial system and the nature and complexity of its operations. Last review and
approval of the methodology by Banco CMF S.A.’s Board of Directors was on January 8,
2021.

The stress tests were designed to alert the Entity's Management and Board of Directors
about unexpected results related to a variety of risks to which it is exposed, and in order
to provide a magnitude of the amount of capital needed to address them and thus avoid
unwanted consequences on customers, shareholders, employees and related third
parties.

Banco CMF S.A. has decided to perform sensitivity analysis as a methodology for its stress
tests. Sensitivity analysis is a methodology that tries to relate how one variable changes
as a consequence of a changing in another one.

In the definition of sensitivity tests, the entity tries to identified situations that are considered
adverse and extreme, but possible. Sensitivity tests are defined to cover both the
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vulnerabilities inherent to the Entity's business structure and those generated by external
factors.

Eurobanco Bank Ltd. understands that stress tests may not cover all the risks to which the
Entity is exposed, but as part of a systematic process it plays a very important role in
strengthening the internal structures of corporate governance as well as contributes to the
fortification of both the individual bank and the entire financial system.

Stress testing exercises include forward-looking sensitivity tests to incorporate changes in
portfolio composition, new information, and potential emerging risks not covered by using
historical information.

Sensitivity tests should consider a scenario of a market recession to evaluate how the
Entity could react in the medium to long term. They must also incorporate into the stress
tests systemic interactions and the specific reactions of the market where it operates and
the entity itself.

The stress tests are carried out by Eurobanco Bank Ltd. as minimum with a three annual
frequency, in coordination with the operational management of the Entity and supervised
by the Board of Directors. Once the sensitivity scenarios have been developed, the tests
carried out and the corresponding contingency plans designed, they are subject to the
analysis and validation of the Risk and Credit Committee, and finally approved by the
Executive Committee.
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1.3. Action Plan

Eurobanco Bank Ltd., as was mentioned before, has adopted Banco CMF S.A.'s Risk
Management Framework.

In the mid-term, Eurobanco plans to improve its management framework, under the
guidelines of its parent company's Risk Management Policy.
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2.Corporate Governance, Risk Management and Internal
Audit

2.1. Corporate Governance

Eurobanco Bank Ltd.'s Board of Directors is fully aware of the importance for Financial
Institutions of adopting principles of Corporate Governance to guide the behavior of its
corporate bodies in the best interest of the Bank, its shareholders, depositors, customers,
employees and public.

The Board of Eurobanco Bank Ltd., as part of CMF Group, has adopted and implemented
its parent company’s Corporate Governance values and principles since November 20th,
2012.

The definitions of the Corporate Governance Guidelines implemented by the Bank are
adequate to its profile, complexity and economic importance.

The Board and Management have the necessary information for planning and controlling
the risk management process at Eurobanco Bank Ltd. They rely on a structure of
Committees that facilitates the timely treatment of risks and decision making.

Eurobanco Bank Ltd. has an organizational structure with few hierarchical levels,
according to the size of the Bank, which guarantees an agile decision making process.
The fulfilment of the budgeted objectives is monitored in the Executive Committee
meetings.

Eurobanco Bank Ltd. is aware that good Corporate Governance practices must be driven
from the highest level of the organization, in order to flow to its lowest hierarchical level.

Annually, the Board of Directors of Eurobanco Bank Ltd. issues a "Corporate Governance
Certification", in which it evaluates the level of implementation and compliance with
Corporate Governance principles within the Bank, and in particular, its function as
Government, regarding the implementation and compliance of the mentioned principles
and the Risk Management Policy.
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2.1.1. Description of the Entity’s Organization

The chart in force in the Entity as of December 31, 2020 was as follows:

Shareholders

Board of Directors

Executive Committee =—f— ALl Ct_:nmpllance
Committee

Risk and Credit _|_ Assetand Liabilities
Committee Committee

IT and Security _
Committee

| | | |
HESRET b EEE Financial Control (*) Information System (*) Back Office Operation (*)

Compliance Officer

(*) Functions outsourced with Lemitel S.A. (Eurobanco Bank Ltd’ subsidiary)

As of 12/31/2020, the entity was managed by a Board of Directors composed of four titular
members; one of them is a RNED (Resident Non-Executive Director). The number of
members is proportionally set according to the size, complexity, economic importance and
risk profile of the Bank.

Eurobanco Bank Ltd. has five specialized Committees to advise the Board of Directors.
These Committees have a clear definition of their objectives, responsibilities and working
procedures. All committees document the issues discussed and their decisions in acts.

The Committees in force as of December 31, 2020 were as follow:

Executive Committee

The Executive Committee manages matters that require the Board’s review, but arise
between full Board meetings. It can relieve the full Board of the responsibility of detailed
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review of information and operational activities. Generally, all major functions of the
organization are subject to review and approval by the committee and the work of the other
Board committees are coordinated by it.

Committee Members

The Committee is composed by three Directors and the INED

Attributions and Responsibilities

e To take cognizance of the issues dealt with by the Entity Committees and to
approve or rectify the decisions made by them.

e Approve financial statements and quarterly reports

e Maintain constant communication with Central Bank Of The Bahamas' officers.

e Approve Eurobanco Bank Ltd.'s reports that must be presented to the Control
Entities (Central Bank of The Bahamas, Securities Commission of the Bahamas,
etc.)

Compliance and Audit Committee

The Compliance and Audit Committee oversees senior management’s activities, through
the Compliance Officer, to ensure that the organization is in compliance with all laws,
regulations, guidelines, other regulatory and supervisory requirements, accepted business
practices and ethical standards. Also, the committee provides direct oversights of the
organization’s internal and external audit functions, supervising the quality and integrity of
all external financial reporting, and assisting the Board in providing an independent review
of the effectiveness of the reporting process and internal control system.

Committee Members

The Committee is composed by a Director, Compliance Officer, AML Officer, Internal
Auditor, the INED and a Lemitel SA Director.

When internal audit tasks are delegated to other independent professionals, a top-level
responsible from the professional association shall be a member of this Committee.

Attributions and Responsibilities

¢ Monitor the proper functioning of the internal control systems defined in the Entity,
through its periodic evaluation
e Contribute to the improvement of the effectiveness of internal controls
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e Acknowledge the planning of the external auditors

¢ Review and approve the reports issued by the Internal Audit

e Consider the external and internal auditors' issues related to the internal control
weaknesses, as well as the corrective actions implemented by the Management

e Maintain constant communication with Central Bank Of the Bahamas' officers in
charge of Eurobanco's supervision.

e Acknowledge the annual financial statements and the external auditor's reports
issued on them, as well as all other relevant accounting information

e Consider any other matter delegated by the Board of Directors.

Asset and Liability Committee

The Asset and Liability Committee oversees the organization’s operations related to
interest rate risk, market risk and liquidity risk. In particular, ensures that the organization
has adequate funds to meet its obligations. Other functions of the committee are
dependent on the organization’s lines of business and asset/liability mix.

Committee Members
The Committee is composed by three Directors and the INED.
Attributions and Responsibilities

e Generate periodic information on the evolution of business in financial matters of
the Entity;

e Analyze the international and domestic macroeconomic situation and the
microeconomic situation of the financial system;

¢ Implement the strategies approved by the Board related to liquidity, market, and
interest rate risks, as well as the most significant policies and practices to protect
financial strength;

e Monitor changes in markets to assess how they affect the Entity's financial
objectives.

Risk and Credit Committee

The Risk and Credit Committee provides general oversight of senior manager’s activities
in managing the overall range of risk to which the organization is subject. It monitors and
reports to the full Board in the process of risk identification, measurement, monitoring and
control. Also, ensures that the organization’s credit policies are adequate and activities
related to extending credit, in all forms and types, are conducted in accordance with
established policies and relevant laws, regulations, guidelines, accepted business
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practices and ethical standards. It also serves a vital role in monitoring credit quality
throughout the organization and ensures that the management of the credit process is
appropriate and effective. It may also participate in evaluating certain credit applications
and making significant credit decisions.

Committee Members
The Committee is composed by three Directors and the INED.
Attributions and Responsibilities

e Implement credit policies approved by the Board of Directors;

e Decide on the acceptance or not of a client;

e Assign the limits of credit assistance with the different modalities for the operation
of clients within the limits defined by the Board of Directors, and the Central Bank
Of the Bahamas;

e Recognize and understand the risks associated with current operations and those
that may arise from new initiatives;

e Propose improvements to the Risk Management framework;

¢ Analyze the measurement of the risks identified, verifying compliance with the
policies, the limits set and the economic impact of the risks;

e Decide the actions necessary for the implementation of the corrective measures
required in case of deviations from the risk tolerance levels, as well as possible
exceptions;

e Follow up on exposures to risks. Compare such exposures against risk limits
approved by the Board of Directors;

e Report to the Board of Directors the results of its assessments on the Bank's
exposure to risk;

e Supervise the processes of determination of Economic Capital,

e Review the capital self-assessment report (ICAAP), prior to submitting it for
approval by the Board of Directors.

IT and Security Committee

The IT and Security Committee is in charge of the definitions about IT infrastructure and
technology and information security.

Committee Members

The Committee is composed by two Directors, the IT Administrator, the Contingency
Support Specialist and a Lemitel SA Director.
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Attributions and Responsibilities

e Monitor the proper functioning of the IT environment, and contribute to its
improvement;

e Acknowledge the Information Technology and Systems Plan;

¢ Review and approve the strategies, policies, processes and resources related to
Systems, Technology and Security, within the framework of the business
objectives of Eurobanco Bank Ltd.;

e Define the strategy to be implemented for the logical and physical control of the
information assets and ensure the availability, reliability and confidentiality of
those assets;

e Define critical and confidential operations for the Bank;

e Establish mechanisms for the administration and control of security over logical
and physical access to its different technological environments and information
resources, in accordance with the value, confidentiality, and criticality of the
resources to be protected;

e Acknowledge and supervise the administration of the main problems and
incidents of Information Security;

¢ Review reports issued by the auditors related to Information Technology, Systems
and Information Security in the different areas of the Bank, and ensure the
execution of corrective actions aimed at solving or minimizing identified
weaknesses.

2.1.2. Board of Directors” responsibilities related to Risk Management,
internal control and capital adequacy

It is important to highlight the importance of the Board of Directors, the organization's
governing body in implementing good Corporate Governance practices, which guides the
structure and functioning of its Committees in the best interest of the Bank and related
third parties.

The members of the Board of Directors have the necessary knowledge and skills to clearly
understand their responsibilities in the exercise of an independent decision-making
process regarding the administration areas and external interests within the framework of
Good Corporate Governance, in order to act with loyalty and with the diligence of a good
businessman in the affairs of the Bank.

In this order, the Board of Directors has the authority to manage the Bank's business,
define the overall business strategy, establish policies to meet corporate objectives,
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instruct management, and ensure that Entity activities comply with levels of security and
solvency, to ensure liquidity and to comply with the laws and other regulations in force.
The Board of Directors is also responsible of defining the risk appetite and the risks to be
assumed by the Entity; approving and supervising the procedures for conducting daily
operations; approve and control the implementation of the Corporate Governance
Guidelines; promote and periodically review the Entity's general business strategies and
policies, and control the management.

For each of the risks considered significant for the Entity, indicators, limits and operating
thresholds have been defined, which are monitored by the Risk and Credit Committee and
the Executive Committee with a minimum monthly frequency based on the "Risks
Management Dashboard". The mentioned Committees analyze the deviations and their
justifications, taking corrective measures in case it is necessary.

2.2. Risk Management

Eurobanco Bank Ltd. has an effective process of risk identification, measurement, control
and monitoring, implemented through periodic reports analyzed by the management and
the Committees competent in the matter, with the direct participation of the Board of
Directors.

The Board monitors the risk of business operations on an ongoing basis. Risk
management strategies are approved by the Board of Directors.

It implements risk management processes, which are periodically revised and updated
according to the changes in the risk profile of the Bank and of the market.

The Board of Directors has adopted the policies and procedures for risk management
defined and approved by its parent company, and must ensure that appropriate operating
limits are established, which must be reviewed and updated in the event of changes in the
entity's risk appetite.

Eurobanco Bank Ltd. adopts the necessary measures to monitor and control all significant
risks consistently with the strategy and policies approved by the Board of Directors.

2.2.1. Risk culture: main guidelines for its management

The Risk Management Policy adopted and implemented by Eurobanco Bank Ltd. clearly
defines and establishes guidelines for risk management.
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There are formal frameworks, processes and procedures —actions and responsibilities- for
the management of each of the relevant risks, to identify, measure, mitigate and monitor
all significant risks to which the bank is exposed to.

In that sense, the Board of Directors is responsible for having an effective, consistent and
documented effective surveillance framework to identify, measure, mitigate and monitor
significant risks in a timely manner, and to assess the adequacy of its capital and liquidity
according to its risk profile.

Management is responsible for implementing the strategy, policies and practices for risk
management, approved by the Board of Directors, as well as implementing processes to
identify, measure, mitigate and monitor each of the significant risks in a timely manner and
assess the adequacy of its capital and liquidity according to the Bank’s risk profile.

The scope of each of the risk management system, is defined according to the risk profile,
dimension, economic importance, nature and complexity of related operations.

Monthly, Eurobanco Bank Ltd. issues the “Risk Management dashboard” (consolidated
risk report), which includes Eurobanco’s Key Risk Indicators comparing them with its limits
and thresholds, analyzing the deviations and proposing alternative solutions or justifying
the variations regarding the events occurred during the period.

2.2.2. Specific aspects of each risk

2.2.2.1. Credit Risk

Credit Risk

Credit risk arises from the possibility that debtors cannot bear the repayment of
financing facilities granted on a timely basis. Credit limits to each client are
established through a credit risk analysis, which assigns a risk qualification to
each counterparty.

The credit quality review process allows the Bank to evaluate the possible loss
as a result of the risks to which it is exposed and to take the necessary
measures. The process of quality review starts from the first contact of the
potential client with the Entity.

In this first instance, the client's file is prepared and a general risk assessment
is carried out, in which the client's level of risk is identified. In case the client is
eligible for credit, the Risk and Credit Committee analyses the client credit
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application and sets the limits for the Credit Agreement to operate with
Eurobanco Bank Ltd. and with CMF Group.

Once a Credit Agreement is approved, the Administration area, prior to the
disbursement of a loan, performs an analysis of compliance with the guidelines
related to fractioning, concentration and related parties exposures. In case of
discrepancies, the Risk and Credit Committee is advised to carry out a new
evaluation.

On a frequent basis, depending on the risk level of the client, the Administration
area of Eurobanco Bank Ltd. conducts a review and update of the general risk
profile of the client. In cases of high risk clients, the review will be quarterly. For
all other clients, the review will be carried out annually. At the end of each year,
the entire portfolio has been reviewed.

Eurobanco Bank Ltd. considers that the follow-up of early debtors is a
determining factor in the possibility of recovering credits that could generate
future losses. That is why it uses an integrated system for credit administration,
which records the collection of debt and tracks the days of delay in payments.

The monitoring of collections of individual credits is carried out by the
Operations area, since the officers issue the list of the day's maturities, from
which they monitor the days of delay, by means of telephone calls and courier
mail seeking compliance of payments agreed at the time of origination. The
fluid relationship of officers with the Entity's clients is the key to the achievement
of early debt settlement goals.

The complete information of the recoveries by each credit, allows to evaluate
the sufficiency of the general loan loss reserve and the economic capital to face
the underlying risk of each one of them.

The credit policies are described in the Entity's procedures manual, including
the analysis, controls and authorization levels required for the approval of a
credit agreement. As well as all procedures and controls regarding the
monitoring and cancellation of credits, including recovery in the event of default.

The entire credit risk management process is carried out through the
centralized application system.

Eurobanco Bank Ltd’s monitors portfolio default probability (probability of
default), non-performing loans coverage, total loan loss reserves, non-
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performing loans, average delay days, level of guaranteed loans, concentration
levels and fractioning on a monthly basis. This analysis is documented in the
Risk Management Dashboard, which is analyzed in the Risk and Credit
Committee.

Eurobanco Bank Ltd. every three years performs stress tests which are
analyzed by the Risk and Credit Committee and approved by the Executive
Committee.

Credit risk management is considered a mature discipline within the structure
of Eurobanco Bank Ltd.. Historically, Eurobanco Bank Ltd. has not suffered
significant losses due to credit risk.

Residual Risk

Residual risks are those arising from credit risk hedging techniques, when, for
example, it is not possible to take possession of an asset received as collateral,
there is a denial or delay in payment by the guarantor or the documentation of
the assets taken out as collateral is defective. In these cases, Eurobanco Bank
Ltd. reduces its exposure to residual credit risk since it has defined strict
processes and controls at the time of evaluation and follow-up of the life cycle
of the guarantees that covers each credit operation. The Risk & Credit
Committee is involved in the evaluation of the guarantee.

Eurobanco Bank Ltd. holds liquid guarantees deposited within the same
institution.

Concentration Risk over Loan Portfolio

Concentration risk is defined as exposures or groups of exposures with similar
characteristics which may generate:

+ Significant losses which may affect the financial entity's solidity or
ability to maintain the main operations, or
* A significant change in the entity's risk profile.

The concentration of risk in assets is mainly due to common or correlated risk
factors that, in periods of stress, can have an adverse effect on the solvency of
debtors, counterparties and / or guarantors.

Eurobanco Bank Ltd. has implemented a credit concentration risk management
process which includes the strategy, policy, practices, procedures,
organizational structure and responsibilities for an adequate management of
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this risk. The process implemented is proportional to the size of the Entity and
to the nature, complexity and volume of its credit operations.

The effects of concentration in Assets have an impact mainly on the Bank's
solvency, since significant losses could be generated by not having sufficiently
diversified its risk and therefore could threaten the viability of its business plan
and its projections for the medium and long term.

The credit concentration in Eurobanco Bank Ltd. is bounded within the limits of
fractioning and concentration of credit risk defined by the Central Bank of the
Bahamas. Those limits are monitored by the Administration area and the Risk
and Credit Committee.

Economic capital calculation models have been defined to cover possible
effects on the Bank's solvency arising from the concentration of loans. These
models apply in case loan portfolio exceeds 25% of the total assets of
Eurobanco Bank Ltd..

Monthly, Eurobanco Bank Ltd. monitors Key Risk Indicators regarding credit
concentration. This analysis is documented in the Risk Management
Dashboard, which is analyzed in the Risk and Credit Committee.

Eurobanco Bank Ltd. annually performs stress tests which are analyzed and
reviewed by the Risk and Credit Committee and approved by the Executive
Committee.

The loan portfolio during year 2020 remained below 10% of the assets of Eurobanco
Bank Ltd.. As Board of Directors has defined, loan portfolio is not considered a
significant risk exposure if it does not exceed 25% of the Bank's assets.
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During the entire period analyzed, the levels of the Guaranteed Loan portfolio compared
to the Total Loan Portfolio remained above the limits established by the Board of

Directors.
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The indicators defined to monitor the Credit Risk and its limits and thresholds, including
the concentration of the loan portfolio, are as follows:

Credit Dec.2020  Bottom Limit Top Limit Threshold
Loans / Asset 9% 25% 10%
[Loans / | 1 I I I |
|Loan Portfolio Variation | | 32.7%| | I I
Coverage over Non-performing loans N/A 100% 10%
I g P g | | / I I I |
|AIIowance for doubtful accounts / Loan Portfolio | | 1%| 1%| | 0%|
[Debt Loans / Loan Portfolio | | 0%| | 10%) 10%|
Non-performing Loans / Loan Portfolio 0% 2% 10%
[Non-p g / | | I I I |
Days of average delay 0| 30 10%)
|Guaranteed Loans / Loan Portfolio | | 95%| 50% I 10%

|Sing|e Exposure Limit |

Large Exposures by Client / Economic Group | v I N/A| 25% RPCI 0%

Related Party Limit |

Large Exposures to related parties | v N/Al 15% RPC 0%

Aggregate Limit of Large Exposures |

3 Large Exposures [ v [ N/A] 800% RPC| 0%

2.2.2.2. Market Risk

Market risk is the risk that the fair value or future cash flows of financial
instruments (on or off balance sheet) fluctuate due to changes in market
variables with interest rates, exchange rates and bond and stock prices. The
Entity has implemented a control and mitigation process of this risk.

Market risk includes exchange rate risk. This risk is defined as the risk that a
financial instrument may fluctuate due to changes in the exchange rates.

The Bank's Trading Portfolio consists of positions in financial instruments
incorporated into Eurobanco Bank Ltd.’s equity for the purpose of trading them
or providing coverage to other elements of the portfolio.

A financial instrument may be assigned to the Trading Portfolio if its trading is
free of any restriction or if it is possible to obtain full coverage of the Instrument.
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The Trading Portfolio is actively managed by Eurobanco Bank Ltd., under the
guidelines and the Investment Strategy defined by the Board annually.

As a general principle, all financial instruments acquired will be incorporated
into the Trading portfolio. The positions are valued on a daily basis at fair
market values.

Eurobanco Bank Ltd. assumes a comprehensive risk strategy suited to its
specific and particular business structure. In the global risk strategy, Eurobanco
Bank Ltd. maintains a conservative policy, with historically adequate levels of
efficiency. It has a leverage ratio in relation to the limits established by the
Board of Directors, maintains good liquidity indicators, good performance and
appropriate levels of profitability, in line with its historical performance.

The main tool used by Eurobanco Bank Ltd. for the calculation of economic
capital by market risk is the VaR (Value at Risk) method. VaR is defined as the
largest change that can be expected to occur statistically in a specific period
given a certain confidence level. The parameters used to calculate the VaR are
the following: 99% confidence level and 2 days holding period. The VaR also
determine the Capital needs of Eurobanco Bank Ltd.

Market risk management is considered a mature discipline within the structure
of Eurobanco Bank Ltd.. Historically, Eurobanco Bank Ltd. has not suffered
significant losses due to market risk.

As of 12/31/2020, the evolution of the VaR relative to the Capital of Eurobanco
Bank Ltd. was as follows:

VaR Trading Portfolio / Capital
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As can be seen, the VaR of the bank's portfolio exposed to market risk during
the period analyzed was very low, increasing in some months of 2020 due to
the decision to increase the securities position.

The indicators defined to monitor Market Risk, its limits and thresholds as of
12/31/2020 were as follows:

Bottom
Market Risk Dec.2020 Limit Top Limit  Threshold

[Trading Portfolio / Capital | | 21.86%| [ 200%| 10%|

[VaR Trading Portfolio / Capital | | 1.56%] | 10.00%] 10%)
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2.2.2.3. Operational Risk

Operational risk is the risk of loss arising from failure in internal processes,
human error, information systems, or external events. When controls falil,
operational risks may have legal or regulatory implications or lead to financial
loss. The Entity cannot expect to eliminate all operational risks, but to be in a
position to manage the risks through a framework for identifying and controlling
them, and also responding to these possible risks through appropriate
corrective measures. Controls include effective separation of duties,
conciliation procedures, appropriate authorizations and access, evaluation
procedures and site training, including internal audit engagement.

The risk associated with information systems, information technology and
related resources is part of the operational risk. The IT Risk Management plan
will be a part of the Operational Risk Management plan.

Risk is inherent to the Entity's activities. It's managed through an ongoing
process of identification, measurement and control. Risk limits and other
controls should be implemented in this process. Risk management is essential
to the entity's continuous profitability and all of the Entity’s employees are
responsible for mitigating the risks related to its functions.

2.2.2.4. Interest Rate Risk

Interest rate risk arises from the possibility of changes in the Bank's financial
condition as a result of fluctuations in interest rates, which may have an adverse
effect on the Bank's net financial income and its economic value. The Board
has established limits on interest rate gaps for specific periods. Positions are
controlled daily.

The main Key Risk Indicators (KRI) used to monitor interest rate risk are based
on the determination of “Interest Rate Gaps”, which is a method focused on the
analysis of the impact of possible changes in the levels of market interest rate
on net financial income and expenses, considering one year analysis horizon.
This analysis allows Eurobanco Bank Ltd. to measure the impact of interest
rate variation (+/- 200 bp) on Bank's Equity (Assets minus Liabilities subject to
interest rate changes).

Monthly, Eurobanco Bank Ltd. monitors the KRIs regarding interest rate risk.
This analysis is documented on the Risk Management Dashboard, which is
presented in the Risk and Credit Committee.



a2 Eurobanco

Eurobanco Bank Ltd., every three years performs stress tests which are
analyzed and approved by the Risk and Credit Committee and approved by the
Executive Committee.

Interest Rate risk management is considered a mature discipline within the
structure of Eurobanco Bank Ltd.. Historically, Eurobanco Bank Ltd. has not
suffered significant losses due to interest rate risk.

As of 12/31/2020, the evolution of the impact over equity relative to the Capital
of Eurobanco Bank Ltd. was as follows:

Impact over Equity of a 200bp variations of
interest rates / Capital
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The indicators defined to monitor the Interest Rate Risk, its limits and thresholds
were as follows:

Bottom
Interest Rate Risk Dec.2020 Limit Top Limit Threshold

Impact over Equity of a 200bp variations of interest rates / Capital I I 1.21%| I 10%| 10%|
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2.2.2.5. Liquidity and Funding Concentration Risk

Liquidity risk represents the risk that the Bank cannot efficiently meet its
payment obligations at the time of maturity under normal and stressful
circumstances without affecting its daily operations or financial condition. To
limit this risk, the Board of Directors has agreed on a variety of funding sources.
In addition to its deposits, the management administers Eurobanco Bank Ltd’s
assets considering liquidity and monitors the expected cash-flows.

Historically, the bank's funding has been mainly comprised of deposits and, to
a lesser extent, by cross-border loans and inter-bank loans.

The concentration of deposits is an Eurobanco Bank Ltd.’s characteristic given
the type of business of the bank. The concentration of the Entity’s depositors
could adversely impact on the liquidity of Eurobanco in the event of a crisis of
confidence in the financial system that would lead to an exit of deposits or a
lack of availability of credit.

The funding concentration is mitigated by the increase in the portion of its
resources allocated to liquid assets. Eurobanco Bank Ltd.’s has defined that
the sum of liquid assets (cash and cash equivalents) and Financial Assets
should be maintained above 70% of deposits.

As of 31 December 2020, the "cash and cash equivalents and securities /
deposits" KRI showed a result of 87,31%, above the minimum defined by the
Board.

Eurobanco Bank Ltd. maintains a portfolio of diverse assets with a high
capacity of commercialization. In case of an unforeseen interruption of cash-
flows, the assets mentioned above can be liquidated easily.
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Cash and Cash Equivalents / Deposits
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The Key Risk Indicators performance throughout 2020 is above the limits
defined by the Board of Eurobanco, in line with the strategy of maintaining a
portfolio of high liquidity assets.

Eurobanco Bank Ltd.’s Board of Directors and Management have always
evaluated and controlled the risk of funding concentration, developing and
implementing permanent strategies to mitigate it.

Eurobanco Bank Ltd. uses the Liquidity Gap to monitor the maturities of its
active and passive portfolio. The Liquidity Gap is a method of projecting and
allocating Bank’s cash flows for assets, liabilities, equity concepts -such as
dividends-, and off-balance-sheet operations -such as derivatives- to different
horizons or time buckets. Based on this projection, the gap or mismatch
between the different assets, liabilities and off-balance sheet accounts can be
determined for each bucket. The analysis of mismatches between incoming
and outgoing flows in the different buckets, allows determining the amount of
funding required in each period. The gap can be analyzed individually (the one
corresponding to a specific bucket), or the accumulated gap, which considers
the sum of the previous gaps to be positive or negative.

Likewise, indicators of the levels of liquid assets with respect to total deposits,
concentration of deposits, and leverage levels are analyzed.

Monthly, Eurobanco Bank Ltd. monitors Key Risk Indicators regarding liquidity
and funding concentration risk. This analysis is documented in the Risk
Management Dashboard, which is analyzed in the Risk and Credit Committee.
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Internal Capital Adequacy Assessment

Liquidity and Funding Concentration risk management is considered a mature
discipline within the structure of Eurobanco Bank Ltd.. Historically, Eurobanco
has not suffered significant losses, nor its solvency has been affected due to
exposure to liquidity and funding concentration risk.

The accumulated short term GAP at 90 days (assets minus liabilities) and the
Leverage of the Entity can be seen in the following graphs:

70,000
60,000
50,000
40,000
30,000
20,000

10,000

Accumulated GAP - 90 days

L
L 4

L 3
L 3
L 2

Jan.

Feb. Mar.  Apr. May  June July Aug. Sep. Oct. Nov.

=4=GAP acumulado a 3 meses

10.00
9.00
8.00
7.00
6.00
5.00
4.00
3.00
2.00
1.00

Leverage / Leverage Ratio

AT N =

S a-

- 6.00%
- 4.00%

- 2.00%

Jan.

Feb. Mar.  Apr. May  June July Aug. Sep. Oct. Nov. Dec.

=f-leverage =—#=Leverage Ratio

16.00%
14.00%
12.00%
10.00%

8.00%

0.00%

Pagina 29 de 50



it Eurobanco

The indicators defined to monitor the Liquidity Risk and Concentration of
funding sources with their limits and thresholds were as follows:

Liquidity Risk Dec.2020  BottomLimit Toplimit  Threshold

[cash and Cansh Equivalents + Financial Assets / Deposits | | 87.31%| 70%| | 10%|
[cash and Cansh / Deposits | | 52.53%| | | |
[Deposits Concentratios (10 Irgest depositors) / Deposits | | 58.89%| | 65%) 10%|
[Leverage ] | 8.22| | 9.50] 10%|
[Leverage Ratio ] | 12.75%| 39%] | 10%|
[Gap Accumulated over 3-month horizon | | 46,494 |-Rpc*15 | RPC*15 | 10%|
IGap Accumulated over 6-month horizon I I 50,418] - I I I
[cAP acumulated | | 29,798 - | | |

2.2.2.6. Reputational Risk

Eurobanco Bank Ltd. understands reputational risk as the risk associated with
a negative perception on the financial entity (whether this perception is founded
or unfounded) by clients, counterparties, investors, debt holders, market
analysts and other relevant market participants that could adversely affect their
ability to maintain or generate a business relationship with Eurobanco, continue
accessing to funding sources as well as affecting the Bank liquidity, in case
public's confidence and Eurobanco Bank Ltd’s ability to raise funds is
diminished.

Eurobanco Bank Ltd. believes that reputational risk is highly correlated with the
main risks to which the Bank is exposed (operational, liquidity, market, interest
rate and credit). In other words, the risk of losses resulting from the lack of
adequacy or possible failures in internal processes, the behavior of the Entity's
own personnel or its information systems or external events could lead to the
negative impact of the reputation of the Entity. On the other hand, an event that
negatively affects the reputation could lead to events of credit, liquidity, interest
rate or market risk.

Consequently, and in order to strengthen its internal processes and mitigate
the impact that failures could cause to the reputation of the bank, high levels of
internal control over the processes, the performance of the staff of the Entity
itself and/or their information systems, are in place.
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Eurobanco Bank Ltd. promotes a preventive culture based on proactivity,
regulatory compliance and an effective operational response. This culture
tends to minimize those corporate behaviors that could damage the values and
ethical principles in the development of the Bank daily activities, and
consequently affect the reputation of the Entity.

Eurobanco Bank Ltd. takes into account reputational risk factors for measuring
this risk that may be generated internally (from the organization's own
behavior), or externally (originated in the environment where its business is
developed).

The reputation of the organization may be affected by:

e External factors (aspects of the environment):

« Compliance with the strategy and business plan: ability to adapt
to changes in the market;

+ Compliance with the legal and regulatory framework: current
regulation, modifications and new communications;

* Relationship with regulatory organisms and government
agencies;

* Changes in the market or the macroeconomic situation, activity
of the competitors, etc.;

* Relationship with customers;

» Disclosure of the bank’s business information: own publications
- market discipline, balance sheets, etc. - and or third parties -
news published in the media, publications of regulators, etc.

¢ Internal factors (aspects specific from the entity):

+ Corporate Governance: projects and investments, developing
and monitoring of planning and projections, organizational
structure, Board of Directors and management engagement,
etc.;

+ Compliance with obligations and commitments: liabilities, legal
obligations, etc.;

* Financial and accounting management: reliability and integrity of
financial and accounting information;

« Human Resource Management: Staff ethics and integrity,
gualification level for tasks performed, etc.;

* Information Systems Management: monitoring the
confidentiality, integrity, availability and security of the systems
and the information.
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Banco CMF S.A., as the parent company of CMF Group, has developed
qualitative and quantitative risk models, which are fully integrated into
reputational risk management framework. These models were developed on a
consolidated basis. They are based on a reputational risk monitoring scheme
that allows the Bank to know the public exposure level of the Group Companies
(Banco CMF S.A., Eurobanco Bank Ltd., Metrocorp Valores S.A. and CMF
Asset Management S.A.U.), Directors, Management and Employees, and to
identify potential risks for reputation.

Based on the monitoring process, preventive actions may be taken and, in case
of a reputational risk event, diminish the negative impact on the Bank's
reputation and other risks.

2.2.2.7. Strategic Risk

The strategic risk is the risk arising from an inadequate business strategy or an
adverse change in the forecasts, parameters, objectives and other variables
that support that strategy.

The Bank's business strategy is materialized in the “strategy and projections”
issued by Eurobanco Bank Ltd. annually. The Bank monitors the level of
compliance with the strategy defined by the Board of Directors monthly by
monitoring a series of Key Risk Indicators (KRI) that are representative of the
strategy, and set the measure of the estimation for this risk. The Board has
defined as significant an absolute deviation of 25% compared to the projected
values thereof.

The monitored Key Risk Indicators are:
e Credit performance
* Loans/ Assets
* Public Sector Loans / Loans
* Government Securities + Public Sector Loans / Equity
e Liquidity Level
* Deposits + Government Securities / Deposits
e Profitability and Solvency
* ROE
e Efficiency
* Expenses / Financial Margin + Commissions
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* Fixed Assets / Shareholders' Equity
+ Total Expenses / Assets
e Indebtedness
* Leverage (Liabilities / Net Equity)
» Deposits / Liabilities
e Capital Planning
+ RPC
* % of over-integration on demand

2.3. Internal Audit

2.3.1. Internal Audit tasks related to risk management

The Internal Audit function of Eurobanco Bank Ltd. (including the tasks performed by
Lemitel SA) is carried out by the Internal Audit department of its parent company, Banco
CMF SA, with standardized procedures and scopes, according to the complexity of the
organizational structure of each entity of the group.

It is an independent area with direct reporting to the Audit Committee and, through it, to
the Board of Directors of the Bank. It is formed by a Responsible and two analysts, one of
them specialized in information systems auditing.

The Annual Internal Audit Plan includes the analysis of the compliance and the
effectiveness of the procedures and controls implemented related to Corporate
Governance and Risk Management, in a consolidated manner for all entities of the group.
The review as of December 31, 2020 was carried out during December 2020 and January
2021.

The scope of the review carried out by the internal audit related to risk management for
Eurobanco Bank Ltd. was as follows:

Corporate Governance:

e Effectiveness of the Corporate Governance Code and compliance with the annual
review thereof by the Board of Directors;

e The Board effectively fulfills the duties assigned to it by the Code, the Statute and
the laws;

e Effective functioning of the Committees, in accordance with the definitions of the
Code and / or its Regulations;
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e Compliance with monitoring established procedures and periodic reporting of
compliance with Corporate Governance guidelines.

Risk Management:

o Existence of properly approved strategies, policies and procedures for the
management of each of the relevant risks identified by the entity and the
reasonableness of the established guidelines and their adequacy to the entity's
size, complexity, economic importance and risk profile;

e Effective Conduct of Stress Testing in the Fiscal Year;

e Reasonability of the proposed stress scenarios and their conceptual and temporal
scope, depending on the size, complexity, economic importance and risk profile of
the Bank;

e Existence of a procedure for the monitoring and periodic reporting of main risks.
These procedures should be adequate according to the size, complexity, economic
importance and risk profile of the Bank;

e Reports are based on reliable accounting and / or management information;

e Reported excesses and / or exceptions receive immediate attention and are
properly approved,

e Compliance with definitions of the Central Bank Of the Bahamas related to the
process of self-evaluation of the economic capital of the entity;

e Selective evaluation of the consistency of the data considered in calculation of
economic capital.

The Internal Audit report N° 37/2020, issued on February 22th, 2021, qualified as
Satisfactory its evaluation regarding the compliance and the effectiveness of the
procedures and controls implemented by CMF Group, with respect to Corporate
Governance and Risk Management.
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3. Economic Capital calculation models

3.1. Assessment of capital needs for Credit Risk

3.1.1. Credit Risk

Eurobanco Bank Ltd, has adopted a Credit Risk Capital calculation model that complies
with minimum CBOB’s requirements established on the “Guidelines for the Management
of capital and the calculation of Capital adequacy”. Such capital model is aligned with the
guidelines applied by the Standardized Approach for calculating capital for credit risk under
Basel 1.

The calculation method consists of a capital reserve of an 8% over Risk Weighted Assets.
In determining credit risk capital charges, Eurobanco Bank Ltd applies risk weights to both
on-balance sheet and off-balance sheet exposures, defined by Central Bank of The
Bahamas. The risk weights applied are as follows:

Asset Risk Weight
- Cash
- Claims collateralized with cash 0%
- Government securities
- Exposures to Financial Institutions 20%
- Loans fully secured by mortgages on residential property 50%
- Securities 75%
- Others 100%

Exposures are to be risk weighted net of specific provisions.

The calculation of the assets included in determining credit risk capital is made on the
basis of the balances of those assets at the last day of each month. The calculation formula
used is the following:

Cre: (0,08 X RWA) + INC

RWA: Risk Weighted assets net of specific provisions.
INC: Increase due to excess of regulatory limits.

As of December 31st 2020, Eurobanco Bank Ltd. has no overdue payment credits on its
loan portfolio.
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The estimated economic capital by credit risk as of 12/31/2020 was as follows (values in
thousands of US Dollars):

Entity Economic Capital (‘000)

Eurobanco Bank Ltd. 8.682

3.1.2. Residual Risk

All credit granted by Eurobanco Bank Ltd. is subject to Credit Risk and in that sense the
Bank determines a capital reserve of 8% for each of the exposures (according to the model
detailed in section 3.1.1 of this report).

The Board of Eurobanco Bank Ltd. understands that all loans granted are susceptible to
fall into situations of default, so it has implemented a set of policies and procedures
regarding to credit assessment of borrowers and their guarantors, tending to minimize this
risk. However, the Entity considers that there could be a residual risk in those cases in
which the guarantor of the transaction wouldn't be able to afford the guaranteed loan.
Exceptions from this consideration are the credits that have cash guarantees, loans
collateralized with cash and those guaranteed by the National Government.

For those loans with guarantees categorized as eligible collaterals by CBOB to reduce the
capital reserve for credit risk (see Guidelines for the Management of capital and the
calculation of capital adequacy), except for those mentioned above, Eurobanco Bank Ltd.
determines economic capital reserve by residual risk according to the following formula:

Ci=E*P*20%
Ci: additional capital
E: exposure by eligible collateral

P: coefficient associated with the collateral kind

As of December 31st 2020, Eurobanco Bank Ltd. only had cash deposits within eligible
collaterals, so no economic capital was calculated:

Entity Economic Capital (‘000)

Eurobanco Bank Ltd.
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3.1.3. Concentration Risk over Loan Portfolio

The Board of Directors of Eurobanco Bank Ltd. has defined to monitor Credit
Concentration Risk using the exposure limits defined by Central Bank of the Bahamas on
its “Large Exposure Guidelines”. These limits prevents from excessive exposures to
individual counterparties, related counterparties and economic groups. If any excess is
identified, Eurobanco Bank Ltd. would apply the coefficients determined by the CBOB to
constitute a capital reserve.

According to CBOB Guidelines only Large Exposures (over 10% of capital base) are
computed to monitor credit concentration. Exposures are to be analyzed net of cash
guarantees.

Single exposure limit:

The exposure, on an aggregate basis, to individual or group of connected parties, should
not exceed 25% (twenty five percent) of its capital base.

Related Party Limit:

The exposure to Eurobanco Bank’s Ltd.’s related parties, on an aggregate basis, should
not exceed 15% (fifteen percent) of its capital base.

Aggregate Limit on Large Exposures:

Large exposures, on an aggregate basis, should not exceed 800% (eight hundred percent)
of its capital base.

As of 12/31/2020, Eurobanco Bank Ltd. did not have concentrated exposures and
therefore did not reserve capital for that risk.

Entity Economic Capital (‘000)

Eurobanco Bank Ltd.

3.2. Assessment of capital needs for Market Risk

Eurobanco Bank Ltd. uses the Value-at-Risk (VaR) model to measure market risk. This
model allows measuring the risk to a level of confidence of 99% with a holding period of 2
days.
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The economic capital required to cover unexpected losses due to market risk results from
the addition of the calculation of the VaR of each of the assets included in the Bank's
trading book.

The positions included to calculate the VaR of the Eurobanco Bank Ltd.’s trading book are
securities, net positions for each foreign currency held by the entity, positions in shares,
and negotiable obligations.

For the trading portfolio of Eurobanco Bank Ltd., the calculation of Value at Risk (VaR) is
done as follows:

VaR=V*k*c*T*
V= net position value
k= constant based on confidence level
o= volatility
T= holding period

Eurobanco Bank Ltd.’s trading book as of 12/31/2020 consisted of:
e Foreign currency (Euros);
e Government and Privates Securities.

The estimated economic capital by market risk as of 12/31/2020 was as follows (values in
thousands of US Dollars):

Entity Economic Capital (‘000)

Eurobanco Bank Ltd. 466

3.3. Assessment of capital needs for Operational Risk

The Board of Eurobanco Bank Ltd. understands that the effective management of
operational risk contributes to prevent future losses derived and inherent to events related
to this risk.

The Operational Risk management strategy of Eurobanco Bank Ltd. rests mainly on its
human capital, highly trained and reliable. For its part, the banking operations of
Eurobanco Bank Ltd. works under the framework of manuals and procedures for its
operations. The articulation of both pillars is based on a clear allocation of responsibilities
and segregation of functions.
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It promotes a strong internal control culture that safeguards the efficient Operational Risk
management even when the business environment changes faster than updating the
manuals.

The threshold of tolerance to the Operational Risk events is minimal, which requires
permanent processes of awareness of employees.

Eurobanco Bank Ltd. uses the “Basic Indicator” method from Basel Il — Pillar 1, in order to
calculate the Operational Risk Capital. The Basic Indicator method establishes that the
Entity would hold capital equal to the average of the 15% over the previous 3 (three) years
of positive annual gross.

The estimated economic capital by operational risk as of 12/31/2020 was as follows
(values in thousands of US Dollars):

Entity Economic Capital (‘000)

Eurobanco Bank Ltd. 390

3.4. Assessment of capital needs for Interest Rate Risk

Eurobanco Bank Ltd. has defined a model of economic capital calculation for interest rate
risk that aims to monitor the economic exposure to the results and the bank's equity
(economic impact approach) that would be generated by a variation of +/- 200 basis points
in the market interest rate.

The calculation is made considering all defined products that are sensitive to interest rate
fluctuations within the analysis horizon of one year. Based on the calculation of the
variation for each product, the variation for the entire portfolio can be obtained, using the
current value calculated for the entire portfolio (discounted at the reference rate calculated
based on expectations of change in yield of sovereign bonds), and performing the
calculation for a scenario of +/- 200 bp of parallel movement of the rate curve.

The determination of the capital required to operate due to a parallel movement of the 200-
point interest rate curve arises from the subtraction between the assets subject to interest
rate variation minus the liabilities subject to same variation, discounted at the reference
rate (Equity of the Entity) and the same calculation but with the rate increased.

"Equity" refers to the current value of GAP between Assets and Liabilities subject to
interest rate variation.
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The estimated economic capital by interest rate risk as of 12/31/2020 was as follows
(values in thousands of US Dollars):

Entity Economic Capital (‘000)

Eurobanco Bank Ltd. 360

3.5. Assessment of capital needs for Liquidity and Funding
Concentration Risk

Eurobanco Bank Ltd. has implemented accurate measures to reduce the liquidity risk
resulting from a mismatch between its assets and its payment obligations.

On a monthly basis, Eurobanco Bank Ltd. monitors the liquidity risk indicators by
calculating them and comparing the results against the limits and thresholds defined by
the Board of Directors, deviations are analyzed by the Risk and Credit Committee. The
calculations include an analysis of the mitigation of funding concentration risk, estimating
the levels of hedging of deposits maturities, through highly liquid assets in the Bank's
portfolio.

All decisions taken by the Committee are discussed by the Executive Committee at a
subsequent meeting, approving the definitions or defining new courses of action to be
followed.

The Board of Eurobanco has identified as one of its main risks regarding Bank's liquidity,
the deposits concentration. This is a characteristic of its business model.

As of December 31, 2020, the 10 largest depositors represented 58,89% of the Bank's
deposits.

Eurobanco Bank Ltd.'s main strategy for dealing with a liquidity crisis is to respond to a
cash outflow with liquid assets from its own portfolio.

On the other hand, Eurobanco Bank Ltd. manages to maintain compliance with the liquidity
ratio (Cash and securities / Deposits) limit defined by the Board of Directors, as can be
seen in section 2.2.2.5.

Conscious of its capacity to deal with liquidity stress situations, the Board of Directors of
Eurobanco Bank Ltd. has defined that within 90 days the Entity must be able to deal with
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the loss of 50% of the 10 major depositors and 20% of the remaining deposits with the
maturity flow of its loan portfolio and / or its liquid assets. If the projections show that it
cannot cover this deposits outflow, it must reserve 20% of the uncovered surplus, as a
reserve of economic capital for liquidity and funding concentration risk.

As of December 31, 2020 Eurobanco Bank Ltd. can cover excessively the 50% loss of the
top ten depositors and 20% of the rest of the clients, so it is not necessary to reserve
economic capital to cover this risk.

Entity Economic Capital (‘000)

Eurobanco Bank Ltd.

3.6. Assessment of capital needs for Reputational and
Strategic Risk

3.6.1. Reputational Risk

Eurobanco Bank Ltd. understands that the Entity's reputation is influenced by several
factors, both internal and external, which could negatively affect the perception of interest
groups over the Entity.

Internal factors may be present in all products, services, practices and processes,
including all aspects related to the management of the Entity. These factors originate
mainly in processes internal control failures, and / or in the execution of those controls or
processes. Those failures may cause a gap between the performance of the Entity and
the expectations of the stakeholders.

External factors are related to the environment in which the Bank performs its activities
(changes in the macroeconomic situation, activity of competitors, compliance with
regulations, legal actions, market share, customer / regulators / government agencies
relations, etc.), with the disclosures made by the Bank's management (transparency,
corporate governance actions, business conduct -competence, social responsibility, etc.,
business strategy, marketing and communication strategy, etc.), with publicity of
materialized risk events (robberies, violation of information confidentiality, increase of
credit uncollectibility, liquidity deficiencies, etc.), and the publishing of malicious
information through the media, Social networks, etc.
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The Bank understands that reputational risk is highly correlated with the universe of risks
to which Eurobanco Bank Ltd. is exposed, mainly with the operational risk at its origination
and with the remaining risks (liquidity, credit, market, interest rate, etc.) in its
materialization. In other words, it considers that the Reputational Risk is immersed as a
further risk within the Integrated Risk Management Framework, and therefore an
incremental / complementary capital determination is made to respond to the impact on
the reputation of the events materialized by any of the risks which it is correlated with.

The calculation of the incremental economic capital for reputational risk is estimated taking
into consideration the risk profile of the Entity, its Directors, Senior Management and
Subsidiaries.

The analysis of the risk profile is carried out through a self-assessment of a series of risks
related to the Bank's reputation (environment, internal factors, stakeholders, and
subsidiaries).

For each of the aspects identified in the mentioned categories, the Risk Level and
Effectiveness of the Controls that the Entity has implemented are evaluated to mitigate the
level of risk in each case.

In both cases, they are evaluated using a 5-level scale (Very High, High, Medium, Low,
and Very Low), which additionally entail a quantitative assessment, according to the
following tables:

Risk Level Value Control effectiveness Value
Very High 1 Very High 0.2
High 0.8 High 0.4
Medium 0.6 Medium 0.6
Low 0.4 Low 0.8
Very Low 0.2 Very Low 1

From the rating assigned to the Risk Level and the Effectiveness of the controls, the
Residual Risk Value is obtained, which is calculated as:

Residual Risk Value = Risk Level * Control Effectiveness

The residual risk value is aggregated by category (Environment, Internal Aspects of the
Entity, Stakeholders and Subsidiaries), obtaining a single value for each of them. This
value is obtained by multiplying the residual value of each of the risks that forms the
category.
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The residual risk values obtained for each category represent the entity's reputational risk
profile, considering all factors that could affect it. These values will be used as coefficients
for the determination of the incremental economic capital that will be reserved to face
potential events in the matter.

The determination of economic capital will be made taking into account the risk profile, as
explained above, and the correlation between the reputational risk and the significant risks
which the Bank is exposed to (Operational, Credit, Market, Rate and Liquidity).

The economic capital shall be calculated by applying the coefficient determined on each
risk profile categories to the economic capital estimated for each of the correlated risks.
The sum of the values obtained in each category will constitute the reserve of economic
capital for reputational risk.

The estimated economic capital for reputational risk as of 12/31/2020 was as follows
(values in thousands of US Dollars):

Entity Economic Capital (‘000)

Eurobanco Bank Ltd. 28

3.6.2. Strategic Risk

The determination of economic capital by strategic risk is made considering a capital
reserve of 8% on the excess of the significant variations of the 6 fundamental pillars of the
strategic management of the Entity:

e Credit performance

e Liquidity level

e Profitability and solvency
e Efficiency

e Indebtedness

e Capital planning

The Key Risk Indicators that conform each of the above mentioned pillars are detailed in
section 2.2.2.7. of this document.

The actual balances information are based on the Bank’s accounting at the end of each
month and the budget is taken from the Projections of the Entity.

Therefore, when a deviation in absolute values of 25% from the budgeted for the Entity's
strategy is identified, the 8% coeficient will be applied to the surplus as a capital reserve.
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The estimated economic capital by strategic risk as of 12/31/2020 was as follows (values
in thousands of US Dollars):

Entity

Economic Capital (‘000)

Eurobanco Bank Ltd.




4. Aggregated capital requirements

Eurobanco

Eurobanco Bank Ltd. calculates the total capital requirements by simply adding the capital
needs for each of the risks is exposed to, in accordance with the result of the individual

measurements described on section 3.

Capital Self-
Risk Assesment
(‘000 usd)

Credit Risk 8,682
Credit Risk 8,682
Credit Concentration Risk 0
Residual Risk 0
Market Risk 466
Operational Risk 390
Interest Rate Risk 360
Liquidity and funding concentration Risk 0
Reputational Risk 28
Strategic Risk 0

Total Economic Capital Needs 9,926
Capital (Tier 1 and Tier 2) 30,042
Difference 20,116

Excess over economic capital needs ‘ 203%\
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5. Capital Planning and Stress Testing
5.1. Period covered by planning

Stress Tests carried out by Eurobanco Bank Ltd. consists on sensitivity simulation models
applied to 2020 financial statements. This analysis tests the bank's ability to deal with
exogenous crisis scenarios which consequences are capital losses in the value of its
investments and increase in capital needs.

5.2. Methodology summary

Eurobanco Bank Ltd. has adopted the stress testing methodology of its parent company,
taking into consideration its business size, assumed risk profile, relative importance within
the financial system and the nature and complexity of its operations.

The stress tests were designed to provide information to Eurobanco’s Management and
Board of Directors about possible scenarios considering the risks that the Entity is exposed
to, in order to timely anticipate the magnitude of the contingent capital needs to deal with
the situation without affecting the solvency or liquidity of the Bank.

Banco CMF S.A. has decided to perform sensitivity analysis as a methodology for its stress
tests. Sensitivity analysis is a methodology that tries to relate how one variable changes
as a consequence of a changing in another one.

In the definition of sensitivity tests, the entity tries to identify situations that are considered
adverse and extreme, but possible. Sensitivity tests are defined to cover both the
vulnerabilities inherent to the Entity's business structure and those generated by external
factors.

Eurobanco Bank Ltd. understands that stress tests may not cover all the risks which the
Entity is exposed to. This process plays a very important role in strengthening the
Corporate Governance internal structures as well as contributing to the good health of both
the individual bank and the financial system as a whole.

The stress tests developed by Eurobanco include changes in one or more risk factors,
based on the analysis of historical events and future projections. Based on the study of
real situations occured in the past, a retrospective analysis of the main variables involved
in those events is carried out and compared with the current and projected economic,
political and market discipline situation.
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The stress tests are carried out by Eurobanco Bank Ltd. as minimum with annual frequency
in stable markets and in all situations that market volatility is foreseen, in coordination with
the operational management of the Entity and supervised by the Board of Directors. Once
the sensitivity scenarios have been developed, the tests carried out and the corresponding
contingency plans designed, they are subject to the analysis and validation of the Risk and
Credit Committee, for subsequent approval by the Executive Committee.

In the analysis of stress tests, Eurobanco takes into account, not only its internal
fluctuations, but also the possible responses of the rest of the market participants to stress
events that affect them. Also, stress tests were designed to show the correlation between
multiple risk factors that affect Eurobanco Bank Ltd. in an aggregate form.

The results of the stress tests are used to adjust the business strategies for each of the
significant risks of Eurobanco, to generate actions that limit its exposure to losses and non-
compliance with regulations, to review the limits and thresholds defined for each risk
indicator and to adequate contingency plans to the Bank's own needs that are shown by
the stress of its risk factors. These results are reported and discussed with the Board of
Directors.

The stress tests conclusion is that Eurobanco Bank Ltd. is in good health to overpass
stress situations in the market, maintaining required levels of capital to operate, as well as
its liquidity and solvency ratios.

5.3. Sensitivity Analysis and results

Sensitivity Analysis allow Eurobanco’s management to make a simplification of reality and
help through assumptions, arguments and conclusions to explain the cause-effect
relationships between the different variables.

The proposed analysis is theoretical, and although they were constructed based on a
prospective analysis, they could differ from possible situations of stress that Eurobanco
could face in the future which will depend on macroeconomic context, regulations, market
behavior, legal aspects and political and social situation. Likewise, as in the economy,
man's behavior influences the course of markets, which can act in different ways when
facing same stimulus.

Eurobanco Bank Ltd.’s management objective in the sensitivity analysis is to ensure that
the projections are consistent with Eurobanco’s performance during other stress scenarios
traversed throughout its history, and that Management and the Board discuss and agree
on possible action plans in case of an occurrence. Those action plans would allow the
rapid execution of actions to mitigate a materialized stress situation.
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Given Eurobanco Bank Ltd.’s operations, several sensitivity scenarios were designed
affecting key risks of the Entity. It is important to note that those variables that are not
being analyzed or stressed remain without changes.

This is the case of Credit Risk, considering that historically, Eurobanco has not had any
defaults regarding this type of risk.

5.3.1. Market Risk

Regarding the calculation of the market risk sensitivity stress tests, the Value at Risk (VaR)
calculation parameters were changed. To carry out the stress simulation, a hypothetical
situation was proposed in which a market crisis occurs, the volatility of the securities
increases and liquidity is restricted. For this reason, the parameters of holding period
increased from 2 to 5 days and it is assumed that the volatility of the instruments in the
trading portfolio increases by 10%.

Based on these inputs, the different VaR calculations are set out below:

ICAAP Stress Test
Securities Market Risk 465 808
Foreign Exchange Market Risk 1 1
[Market Risk 466 809|

The result of the proposed stress exercise would generate an increase in the capital
requirement of around 73,6%.

5.3.2. Interest Rate Risk

Eurobanco Bank Ltd. has defined a model of economic capital calculation for interest rate
risk that aims to monitor the economic exposure to the results and the bank's equity
(economic impact approach) that would be generated by a variation of +/- 200 basis points
in the market interest rate.

To perform the sensitivity analysis, the rate shock was increased with respect to the
parallel increase in the curves described above. We proceeded to perform a parallel
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movement of 1000bp instead of the 200bp used for monitoring, understanding that this
movement turns out to be severe enough to perform stress exercises.

Based on these inputs, the different calculations are set out below:

Economic impact

variaion of interest rates 200bp 1000bp
Change in Equity 360 1,675

The increase in the interest rate shock of 800bp generates an increase of approximately
365,5% in interest rate capital needs.

5.3.3. Overall Result

Eurobanco Bank Ltd. has adopted the stress testing methodology of its parent company,
taking into consideration its business size, assumed risk profile, relative importance within
the financial system and the nature and complexity of its operations.

In this sense, stress sensitivity exercises were performed on significant risks, based on
our internal calculations. In this way, we present the comprehensive conclusion of this
stress exercise through a comparative table where the results of stressed risks and the
capital calculation can be appreciated.
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- et S
('000 usd)

Credit Risk 8,682 8,682
Credit Risk 8,682 8,682
Credit Concentration Risk 0 0
Residual Risk 0 0

Market Risk 466 809

Operational Risk 390 390

Interest Rate Risk 360 1,675

Liquidity and funding concentration Risk 0 0

Reputational Risk 29 29

Strategic Risk 0 0

Total Economic Capital Needs 9,927 11,585

Capital (Tier 1 and Tier 2) 30,042 30,042

Difference 20,115 18,457
Excess over economic capital needs 203% 159%

As it was historically a characteristic of Eurobanco Bank Ltd., it is possible to see the
excess over economic capital needs, even in a stressful exercise. Despite being
represented in an adverse environment, the bank would obtain a 159% excess capital over
capital needs.

In conclusion, we can say that, in the event that the risks materialize all together and at
the same time, the Entity still has a sufficient level of capital to face the unexpected losses.



