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Management Report 2022

Business performance and economic position of
Mercantil Bank (Schweiz) AG

The year 2022 will be remembered as a truly unusual
year with the re-emergence of intense geopolitical
tension, a pandemic becoming endemic, financial
markets volatility at a level not seen since the financial
crisis in 2008 and asset repricing as a result of monetary
tightening to bring down inflation.

The high inflation levels and the subsequently rising
interest rates combined with rising energy prices due
to the Russian invasion in Ukraine led to a deterioration
of the global economic outlook, whereas credit spreads
generally widened and important equity markets
declined during the year as a result.

Thanks to a solid liquidity and interest risk
management, we remain in a resilient position to move
forward to deliver best-in-class customer experiences
and improve our financial performance. The Bank also
maintains a healthy capital position with a risk-based
Common Equity Tier 1 capital ratio of 32.6%, which
supports growth in our main business areas and is
clearly above the regulatory requirement.

The interest result records an increase of CHF 1.3
million to CHF 4.5 million in 2022, supported by
conscious lending growth and improved interest
margins, especially in the second half of 2022 because
of the changed interest rate environment.

Commission income of CHF 4.2 million decreased as
customer activity within capital markets was
significantly lower compared to the previous year and
income on Asset Management dropped following a
decline in assets under discretionary management.

The positive results from trading in foreign currencies,
which increased by CHF 0.5 million in 2022, were offset
by unrealized losses on our financial investments due
to the market turmoil and the respective negative
market adjustments. With the abolition of the
pandemic-related travel restrictions in early 2022, we
expanded our travel activity again, leading to an
increase of operating expenses. By maintaining
personnel expenses at CHF 4.9 million, we posted an
overall net profit of CHF 0.6 million for 2022, an
increase of 25%. The Board of Directors will propose
the distribution of the annual net profit of CHF 0.6
million to our shareholder at the annual general
meeting.

Our client’s assets under management increased by
1.4% to CHF 664.4 million mainly driven by Net New
Assets of CHF 66.5 million, offset by the negative
market developments in the second semester of 2022.

Total balance sheet assets increased to the current
level of CHF 195.0 million, mainly driven by the
stronger demand on Lombard lending and the increase
of the financial investment portfolio.

Product development activities

To further grow its customer base, the bank is
continuing to use the Group’s distribution channels in
key markets of Latin America. In the first quarter we
complemented the offering for our discretionary
mandate clients by issuing two new Actively Managed
Certificates with a global equity strategy in USD and
EUR respectively.

In 2022, we introduced for our clients the free of charge
transfer of funds between us and our affiliated bank in
Panama as well as the cash-in for “Zinli”, a digital
wallet, which offers international payment options and
money transfers. The intensified co-operation within
the Mercantil ecosystem enables not only further
enhancement of our product offering for clients but
also harmonizing our processes.

We believe that the selective measures we initiated in
2022 in streamlining our organization as well as our
sharpened operational model will enable us to execute
our strategy more effectively and closer to the
customers.

Number of full-time employees on annual average
and personnel changes

The number of employees measured in terms of
fulltime equivalents averaged 20.4 during 2022 which
is a decrease of 8.5% compared to 2021.

As of November 22nd 2022 Mr. Jirg Erismann resigned
from the Board of Directors. We would like to thank
him for his 10 years of dedication to Mercantil Bank
(Schweiz) AG.

The extraordinary General Meeting of Shareholders
elected on July 25th 2022 Mr. Luciano Scandolari as
new member of the Board of Directors.



Conduct of a risk assessment

The Board of Director’'s periodically performs a
structured analysis of the various risks to which the
Bank is exposed. These risks are categorized into
market, liquidity, credit, operational and strategic as
well as reputational risks. To evaluate the risks,
mitigating actions and internal controls, including
reporting, are involved. Based on this assessment, the
Board of Directors approves for each risk category
appropriate limits, which are monitored constantly for
compliance.

The internal audit and the compliance function are
particularly important for the bank’s risk management
and report directly to the Board of Directors.

In the second half of 2022, we began with the
implementation of an advanced mechanism to further
strengthen our internal control procedures and we
introduced new methods for risk assessment that are
used to gain a better overview of our key risks and
measures.

Subsequent events

No extraordinary event occurred after the balance
sheet date which could have a significant impact on the
equity, financial statement or results of the Bank
relating to the year under review.

Future prospects

Uncertainties remain, specifically relating to the
Russian invasion of Ukraine and its impact on society
and financial markets. In view of recent developments
in the banking sector, we anticipate that the effects on
global economy and financial markets will amongst
others influence our results in 2023.

We expect core income to grow in 2023, driven by
higher net interest income and our continued efforts to
capture business momentum while maintaining a
sound level of risk and return.

On behalf of the Board of Directors and Executive
Management we would like to express our gratitude to
our clients and our employees for the trust and
commitment.

Peter Huwyler Thomas Ita
Chairman CEO
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Board of Directors

Peter Huwyler
Oberlunkhofen, Switzerland
Chairman since 2013 (Director since 2007)

Graduated with a Degree in Commerce from Swiss Commercial Business
College in Zurich, Switzerland. Retired at the end of 2006 after 27 years of
service at Ziurcher Kantonalbank, where he was Head of International
Banking and Deputy Head of Investment and Private Banking. Previously,
he held various banking and management positions with Citigroup in
Zurich, Geneva, New York and with training experience in London, Paris and
Greece. Has also served as Chairman of the Board of the Zircher
Kantonalbank Finance (Guernsey) Ltd., as a Board Member of the Swiss-
Chinese Chamber of Commerce and as Vice President of the Latin American
Chamber of Commerce in Switzerland. Until January 23, 2018 he served as
Director of Mercantil Commercebank Florida Bancorp, and Mercantil
Commercebank N.A. He acted for 24 years as a lay judge in the region of his
private domicile and served for over 20 years as Vice Chairman at a regional
Swiss Hospital.

Jiirg Reichen
Stafa, Switzerland
Vice-Chairman since 2018

Holder of a Swiss Bankers Diploma complemented by further studies at the
IMD Business School in Lausanne. Retired in 2018 after 30 years of service
at Zurcher Kantonalbank where he held various positions in Wealth
Management / Private Banking as a member of Senior Management.
Previously at Zircher Kantonalbank he held the position of Head
International Banking and was the Chairman of Zircher Kantonalbank
Finance (Guernsey) Ltd., Guernsey. He established the representative office
of Zircher Kantonalbank in Singapore. Previously he worked for Credit
Suisse in Zurich, New York and Bahrain. He served as Vice-Chairman of the
Board of the Swiss-Central European Chamber of Commerce.

Ignacio A. Vollmer Sosa
Caracas, Venezuela
Director since 2018

Graduated from the Leonard N. Stern School of Business with a Master’s
degree in in Business Administration, specialized in Finance and
Management. He worked for international banking, consulting and
investment advisory corporations. At present he is the CEO and member of
the Executive Committee of Mercantil Holding Financieros Internacional.
Designated Board member of Mercantil Holding Corporation S.A; Mercantil
Banco Panama; Mercantil Servicios de Inversion; Mercantil Seguros y
Reaseguros S.A. and Luz Capital. Director of Universidad Metropolitana.

Management

Thomas Ita
Zurich, Switzerland
CEO since 2016

Swiss Certified Specialist for Finance and Accounting since 2001. Before
joining Mercantil Bank (Schweiz) in 2004, worked for ten years for various
Swiss banks, including Migrosbank and AKB Privatbank as accountant and
Zurich Invest Bank as Manager of Financial Accounting.

Sandra Righetti
Obfelden, Switzerland
Deputy CEO since 2016

Certificate from Handelsschule Institut St. Ursula, Brig-Switzerland in 1989
with major in mathematics. Diploma of Advanced Studies in Banking (DAS)
in 2017 at SFI Swiss Finance Institute, Zurich-Switzerland. Before joining
Mercantil Bank (Schweiz) in 1993, worked for Swiss Bank Corporation in
Zurich, Banco Wiese Ltd. and Panamericana de Carga S.A., both in Lima,
Peru.

Linda L. Walker
Kilchberg, Switzerland
Director since 2019

Graduated with a Master of Business Administration from the George
Washington University in Washington D.C. and a Master of Arts from the
Sorbonne University in Paris. Between 1977 and 1998 has worked for Citi-
bank in the U.S., Venezuela, Peru, Greece and Switzerland where she held
a variety of executive positions including heading up the World Corporation
Group (Lima/Peru) and managing the Public Sector (Greece). During her
Citibank career in Switzerland, she was co-leading the Financial Institutions
department, established and headed up the Domestic Origination
department and assumed the role as Senior Private Banker. In 1998, she
founded her own asset management company “Walker von Graffenried
Asset Management Ltd.” primarily focusing on the management of assets
for private individuals and institutional clients. In addition, she serves as
Honorary Consul of Mexico in Zurich/Switzerland, Vice President of the
board of the Latin American Chamber of Commerce in Switzerland and is
further a member of the Mexican Council on Foreign Relations, Comexi,
Mexico City, Mexico.

Luciano Scandolari
Miami, USA
Director since 2022

Graduated from the School of Economics of the University of Buenos Aires,
Argentina and alumni of the Advanced Finance Executive Program at
Wharton Business School. Before joining the Executive Committee of
Mercantil Servicios Financieros Internacional as CFO, he has been a
member of the US Leadership Group and the Global Deals Leadership Team
at PricewaterhouseCoopers leading projects and advising clients on a wide
range of transactions including up front deal strategy and planning,
domestic and cross-border acquisitions, alliances, divestitures and spin-
offs, as well as business integration and reorganizations.

Gabriel Urdaneta

Ebertswil, Switzerland

Head Wealth Management since 2016

Chartered Financial Analyst (Level I), MBA from IESA Caracas 2006 and BSc
in Management from Universidad Metropolitana Caracas 1995. Previously
working for Mercantil Servicios Financieros in Caracas as Manager of

Investment Services (2006-2016), Head of Asset Management (2003-2006)
and Portfolio Manager (1996-2003).



Regulatory disclosures related to capital and liquidity standards

Being a global private bank with more than 30 years of experience
in the Swiss Market, Mercantil Bank (Schweiz) AG is considering a
professional and diligent risk management one of the key drivers for
the Bank's long-term success and its sustainable growth. This
includes the effective management of a strong capital basis as well
as a proactive liquidity planning and management.

Key Metrics (KM1)

As a category 5 bank, Mercantil Bank (Schweiz) AG must comply with
the extended supervisory disclosure obligations defined in circular
16/01 “Disclosure — banks” by the Swiss Financial Market Authority
FINMA.

(in 1000 CHF)
Nr. | Key Metric | 31.12.2022 | 31.12.2021
Eligible capital
1 Common Equity Tier 1 (CET1) 33'627 33'625
2 Regulatory capital (T1) 33'627 33'625
3 Total eligible capital 33'627 33'625
RWA & Regulatory Capital (amounts)
4 Total risk-weighted assets (RWA) 103'049 89'475
4a Minimum regulatory capital 10'000 10'000
Risk-based capital ratios (% of RWA)
5 Common Equity Tier 1 (CET1) ratio 32.63% 37.58%
6 Regulatory capital (T1) ratio 32.63% 37.58%
7 Eligible capital ratio 32.63% 37.58%
CET1 buffer requirements according to Basel 11l framework (as % of RWA)
8 Capital conservation buffer requirement 2.50% 2.50%
9 Countercyclical buffer requirement (§ 44a ERV) 0% 0%
10 Bank G-SIB and/or D-SIB additional requirements according to Basel framework 0% 0%
11 | Total of bank CET1 specific buffer requirements 2.50% 2.50%
12 CETl‘ available to meet buffer requirements (after meeting the bank’s minimum capital 24.63% 29.58%

requirements)

Capital target ratios according to appendix 8 ERV (as % of RWA)
12a | Capital conservation buffer requirement 2.50% 2.50%
12b | Countercyclical buffer requirement (§ 44/44a ERV) 0% 0%
12c | CET1 target + countercyclical buffer (§ 44/44a ERV) 7.00% 7.00%
12d | T1 capital target + countercyclical buffer (§ 44/44a ERV) 8.50% 8.50%
12e | Total capital target + countercyclical buffer (§ 44/44a ERV) 10.50% 10.50%
Basel Ill leverage ratio
13 | Total Basel lll leverage ratio exposure 197'305 185'339
14 Basel Ill leverage ratio (%) 17.0% 18.1%
Net Stable Funding Ratio (NSFR)
18 | Total available stable funding (ASF) 149’657 147°056
19 | Total required stable funding (RSF) 105’116 101391
20 | NSFR ratio (%) 142.4% 145.0%
Liquidity Coverage Ratio (LCR)
Nr. | ? Q4 2022 | @ Q32022 | ? Q2 2022 | ? Q12022 | @ Q4 2021
15 Total HQLA 33'544 22'152 23'218 22'487 19’880
16 Total net cash outflow 22'508 19'592 19'133 17'096 13’996
17 LCR ratio (%) 149.03% 113.07% 121.35% 131.53% 142.04%




Overview of Risk-weighted Assets (OV1)

(in 1000 CHF)

Minimum

. Deviation of
Risk Type capital RWA
requirement
1 Credit Risk 81’864 69’803 6’549 17.28%
20 | Market Risk 3’822 2204 306 73.41%
24 | Operational Risk 17363 17°468 1’389 -0.60%
25 | Items not deducted in application of threshold 3, but risk- 0 0 0 0.00%
weighted with 250% minimum capital requirements
27 | Total 103’049 89’475 8’244 15.17%
Remarks:

The increase in assets exposed to credit risks (+17.28%) originated from extending the financial investments portfolio with corporate bonds
at the bottom tier of investment grade. The increased exposure to market risks (+73.41%) was driven by the higher net short exposure in
foreign exchange forward positions.

Applied approaches to calculate the required regulatory capital:

- Credit Risks: International Standard approach (SA-BIZ)
- Market Risks: De-Minimis approach
- Operational Risk: Basic-Indicator approach

Liquidity: Management of Liquidity Risks (LIQA)

For qualitative information on the Bank’s liquidity management strategy, its objectives as well as the emergency liquidity, please refer to
the “Risk Management” section of the notes to the financial statement.

Credit Risks - Credit Quality of Assets (CR1)

(in 1000 CHF)

Gross carrying values of
ying Allowances/

Risk Type defaulted not defaulted Net Values

impairments

assets assets

1 Loans (excl. Debt instruments) 0 106'599 0 106'599

2 Debt Securities 0 74'195 0 74'195

3 Off-Balance sheet exposures 0 1'352 0 1'352

4 Total 0 182'145 0 182'145
Remarks:

The definition of defaulted items corresponds to that of impaired receivables, i.e. for these receivables it is unlikely that the debtor will be
able to meet his future obligation. Impaired claims and any collateral must be valued at their liquidation value whereby the value must be
adjusted according to the debtor’s creditworthiness.

Credit Risk: Overview of Risk Mitigation Techniques (CR3)

(in 1000 CHF)
Exposures secured by

Exposures secured b . .
P Y| financial guarantees

collateral: secured

Exposures unsecured:

Nr. | Risk Type

Carrying amount or credit derivatives:
ET I
secured amount
1 Loans (incl. Debt instruments) 109'515 68'649 2'630
2 Off-Balance sheet exposures 674 678 0
3 Total 110'188 69'327 2'630
3a | of which defaulted 0 0 0
Remarks:

Eligible collaterals are handled according to the comprehensive approach, which means that the credit position is netted against the
provided collateral by applying the regulatory standard haircuts.

Operational Risk: General Information (ORA)
Qualitative information on the Bank’s strategy, processes and organization to manage operational risks are published in the “Risk
Management” section of the notes to the financial statement.

To calculate the required capital for operational risk, Mercantil Bank (Schweiz) applies the “Basic-Indicator” approach.



Objectives and guidelines for interest rate risk management in the banking book —
qualitative disclosure requirements (IRRBBA)

a. Risk management and risk assessment purposes

Interest rate risk in the banking book arises from maturity mismatches between assets and liabilities which are sensitive to changes in interest rates. The
interest rate risk associated with products which do not have a contractual maturity, referred to as non-maturing products, is estimated using the
methodology of replicating portfolios: Based on the historical behavior of volumes of these products it assigns the position balance associated with a non-
maturing banking product to time bands that are presumed to reflect their empirical maturities.

b. Risk management and risk assessment strategies

The measurement and management of the resulting risks is essential and is part of the asset and liability management (ALM) performed by the ALM
Committee (ALCO) of the bank, which comprises members of the executive management, and the responsible person for treasury and research. The Risk
Management function also provides information to the ALM system operated by the risk management unit of the bank’s parent company for consolidated
supervision.

c. Risk assessment frequency and key indicators

All IRRBB measures (EVE, NIl — according FINMA circular 2019/2 and BIS “Interest Rate Risk in the Banking Book”) are calculated as part of the monthly
closing process. Subsequently, these measures are referred to as “Standard Scenarios”. In addition, a Mercantil Bank Switzerland (MBS) specific AEVE
scenario is calculated, which also serves as measure against the interest rate risk limit determined by the Board of Directors. The ALM system measures
the potential impact of market risks on the net interest income and the equity of the bank by means of value at risk, repricing gap and duration
calculations. The analysis of the economic situation and the derivation of interest rate forecasts from it include a regular analysis of the income and value
effects. Further, a mark-to-market analysis is used to assess the impact of a stress scenario to the free available equity.

d. Interest rate shocks and stress scenarios

The change in the economic value (AEVE) is calculated according to the standard scenarios as described in the FINMA circular 2019/2. In Addition, MBS

measures the change in economic value with an institute specific scenario, which is based on an instantaneous, parallel interest rate shock of +/- 100bp

and +/- 200bp for all currencies. For the calculation of the change in net interest income (ANII), MBS takes the following assumptions:

- Static balance sheet

- Constant client margins on roll over

- Immediate, parallel interest rate shock of +-/150bp for CHF and +/- 200bp for EUR/USD according to the standard scenarios as described in the FINMA
circular 2019/2

e. Model assumptions deviations
The Bank applies the model assumptions prescribed by FINMA for disclosure. There are no deviations.

f. Hedging strategies and accounting treatment
The Bank manages the interest rate risks arising from its customer business through conservative risk limits approved by the Board of Directors and by
actively managing the fixed-interest periods on its assets side. The Bank does not currently enter into any additional hedges such as interest rate swaps.

g. Main modelling assumptions and calculation parameters for table IRRBBA1 and IRRBB1

Changes in the present value of capital (AEVE)

1 Arrisk-free interest rate without surcharges such as potential client margin or spread components is used to determine the calculation of AEVE.

2 The cash flows are allocated to the maturity band midpoints in accordance with Appendix 2 of FINMA Circular 19/2 Interest rate risks Banks while
maintaining the maturity of the nominal revaluation cash flows.

3 For the discounting of all cash flows a risk-free interest rate curve is used.

Changes in the expected income (ANII)
4 The following procedures and assumptions were used to determine the changes in future net interest income:
- income simulation for the one-year horizon
- aconstant balance sheet structure assumed
- The base scenario is determined using forward rates.
- Due interest-bearing transactions are renewed (several times if necessary) with their original maturity and constant customer margin until
the end of the observation period
- Assumptions are made regarding minimum/maximum interest rates, duration and elasticities

Non maturing exposures
5 Positions with an undetermined repricing maturity are replicated with different maturity profiles. The procedure for determining replication is
based on the specifications of the IRRBB (Interest rate risk in the banking book) issued by the Bank for International Settlements in 2016:
- Segmentation Retail/Wholesale
- Breakdown between stable and unstable portion
- Splitin Core and Non-Core positions
- Calculation of the weighted shares and allocation to the maturity bands
- Allocation of positions in maturity bands, whereby nonstable and non-core shares are allocated to the maturity band limit of up to 1 month.
Assumptions are made for the allocation to the maturity bands of the core units and allocated to maturity bands 7, 8 and 9.

Exposures with early repayment options
6  Positions with early repayment options are not material.

Term deposits
7 Behavioral withdrawal options in the banking book are not material. If they were, they would not be part of the AEVE / ANII calculations.

Interest rate options
8 There are no interest rate options in the banking book.

Derivative exposure
9 The bank has no interest derivative financial instruments in the banking book.

10



Quantitative information on the structure of positions and resetting of interest rates
(IRRBBA1)

(in 1000 CHF)

Average time to resetting of
interest rates (in years)

Volumes

of which other
currencies,

31.12.2022 X
of which CHF representing of which CHF
more than
10% of total
balance sheet
Defined interest rate repricing maturity
Amounts due from banks - - - - -
Amounts due from customers 90'935 36'551 54'384 0.51 0.59
Financial investments 79'609 - 79'609 1.91 -
Amounts due to banks - - - - -
Amounts due in respect of customer deposits 19'409 - 19°409 0.19 -
Non-defined interest rate repricing maturity
Amounts due from banks 5'838 472 4'928 0.08 0.08
Amounts due from customers 10'152 157 9’994 0.22 0.22
Other assets at sight - - - - -
Sight liabilities in personal and current accounts 112’009 4’507 106’790 0.37 0.37
Other liabilities at sight 12’232 94 12’139 0.08 0.08
Liabilities from client deposits, callable but not 9’136 - 9’136 0.22 -
transferable (savings accounts, call deposits)
Total 339'320 41'781 296'389

Quantitative information on economic value of equity and net interest income (IRRBB1)

(in 1000 CHF)

AEVE (change in the economic value)

ANII (change in net interest income)

Period 31.12.2022 31.12.2021 31.12.2022 31.12.2021
Parallel shift up -2'541 -3’546 -1'397 202
Parallel shift down 2’716 3’864 -1'323 -1'070
Steepener shock 191 -235

(short rates down and long rates up)

Flattener shock -746 -566

(short rates up and long rates down)

Short rates shock up -1'684 -1'977

Short rates shock down 1’740 2’050

Maximum 2’541 3’546 1’397 1’070
Period 31.12.2022 31.12.2021
Tier 1 Capital 33’627 33’625

Interest rate risk in the banking book is not underpinned for capital purposes but is subject to a regulatory threshold. As at December 315t
2022, the maximum economic value effect according to the standard scenarios described in FINMA Circular 2019/2 on the Bank's interest
rate risk positions in the banking book is lower than the threshold of 15% of eligible capital set by the supervisory authority for which

inappropriately high interest rate risks are assumed.

11
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Report of the Statutory Auditor

To the General Meeting of
Mercantil Bank (Schweiz) AG, Zurich

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of Mercantil Bank (Schweiz) AG (“the Company”), which comprise the
balance sheet as at December 31, 2022, the income statement and statement of changes in equity for the year

then ended, and notes to the financial statements, including a summary of significant accounting f.

In our opinion, the enclosed financial statements comply with Swiss law and the company’s articles of

incorporation.

Basis for Opinion

We conducted our audit in accordance with Swiss law and Swiss Standards on Auditing (SA-CH). Our
responsibilities under those provisions and standards are further described in the “Auditor's Responsibilities for
the Audit of the Financial Statements” section of our report. We are independent of the Company in accordance
with the provisions of Swiss law, together with the requirements of the Swiss audit profession, and we have

fulfilled our other ethical responsibilities in accordance with these requirements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our

opinion.

Other Information

The Board of Directors is responsible for the other information. The other information comprises the information

included in the annual report, but does not include the financial statements and our auditor’s report thereon.

Our opinion on the financial statements does not cover the other information and we do not express any form of

assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information and, in
doing so, consider whether the other information is materially inconsistent with the financial statements or our

knowledge obtained in the audit or otherwise appears to be materially misstated.

If, based on the work we have performed, we conclude that there is a material misstatement of this other

information, we are required to report that fact. We have nothing to report in this regard.

Board of Directors’ Responsibilities for the Financial Statements

The Board of Directors is responsible for the preparation of the financial statements in accordance with the
provisions of Swiss law and the company's articles of incorporation, and for such internal controls as the Board of
Directors determines are necessary to enable the preparation of financial statements that are free from material

misstatement, whether due to fraud or error.



Deloitte AG

-
Pfingstweidstrasse 11
e o I e CH-8005 Zurich

Phone: +41 (0)58 279 60 00
Fax: +41 (0)58 279 66 00
www.deloitte.ch

In preparing the financial statements, the Board of Directors is responsible for assessing the Company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern, and using the going
concern basis of accounting unless the Board of Directors either intends to liquidate the Company or to cease

operations, or has no realistic alternative but to do so.

Auditor's Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our
opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with Swiss law and SA-CH will always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if, individually or in the aggregate, they could reasonably

be expected to influence the economic decisions of users taken on the basis of these financial statements.

A more detailed description of our responsibilities for the audit of the financial statements can be found on the
EXPERTsuisse website: https://www.expertsuisse.ch/en/audit-report-for-ordinary-audits. This description forms

an integral part of our report.

Report on Other Legal and Regulatory Requirements

In accordance with article 728a para. 1 item 3 CO and PS-CH 890, we confirm that an internal control system
exists, which has been designed for the preparation of financial statements according to the instructions of the

Board of Directors.

We further confirm that the proposed appropriation of available earnings complies with Swiss law and the

company’s articles of incorporation. We recommend that the financial statements submitted to you be

approved.
Deloitte AG
/”) 7 7
7 4
Christian Weber Alexander Aebersold
Licensed Audit Expert Licensed Audit Expert

Auditor in Charge

Zurich, April 11, 2023



Financial Statement

Balance Sheet

31.12.2022 31.12.2021
Assets
Liguid assets 2'628'557 5'439'307 -2'810'750
Amounts due from banks 8'752'978 10'950'321 -2'197'343
Amounts due from customers 98'164'231 86'242'608 11'921'623
Positive replacement values of derivative financial instruments 9'076'211 9'122'352 -46'141
Financial investments 74'196'546 68'860'426 5'336'120
Accrued income and prepaid expenses 885'979 1'039'064 -153'085
Participations - 2 -2
Fixed assets 1'134'493 1'261'974 -127'481
Other assets 190'229 127'122 63'107
Total assets 195'029'224 183'043'176 11'986'048
Total subordinated claims 1'198'155 1'209'593 -11'438
of which subject to mandatory conversion and/or debt waiver - - -
Liabilities and shareholder's equity
Amounts due to banks 12'232'299 5'999'661 6'232'638
Amounts due in respect of customer deposits 144'911'334 141'152'452 3'758'882
Negative replacement values of derivative financial instruments 2'117'501 678'606 1'438'895
Accrued expenses and deferred income 1'079'575 741'285 338'290
Other liabilities 510'925 846'177 -335'252
Provisions 257 260 -3
Bank's capital 16'000'075 16'000'075 -
Statutory retained earnings reserve 938'200 916'000 22'200
Profit / loss carried forward 16'686'460 16'265'487 420'973
Profit / loss for the period 552'598 443'173 109'425
Total liabilities and shareholder's equity 195'029'224 183'043'176 11'986'048
Total subordinated liabilities - - -
of which subject to mandatory conversion and/or debt waiver - - -
Off-Balance Sheet Transactions
Contingent liabilities 833'646 865'296 -31'650
Irrevocable commitments 518'000 648'000 -130'000
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Income Statement

in CHF 2022 2021 Change
Result from interest operations

Interest and discount income 2'410'868 1'388'961 1'021'907
Interest and dividend income from financial investments 2'692'752 2'058'318 634'434
Interest expense -540'226 -179'961 -360'265
Gross result from interest operations 4'563'394 3'267'318 1'296'076
Changes in value adjustments for default risks

and losses from interest operations -15'016 -20'722 5'706
Subtotal net result from interest operations 4'548'378 3'246'596 1'301'782
Result from commission business and services

Commission income from securities trading

and investment activities 4'509'017 5'551'242 -1'042'225
Commission income from lending activities 5'495 4'000 1'495
Commission income from other services 514'942 511'875 3'067
Commission expense -815'817 -740'739 -75'078
Subtotal result from commission business

and services 4'213'637 5'326'378 -1'112'741
Result from trading activities

and the fair value option 1'163'838 707'828 456'010
Other result from ordinary activities

Result from the disposal of financial investments -196 641 -837
Income from participations - - -
Other ordinary income 4'940 4'383 557
Other ordinary expenses -454'148 -115'472 -338'676
Subtotal other result from ordinary activities -449'404 -110'448 -338'956
Operating expenses

Personnel expenses -4'930'338 -4'971'907 41'569
General and administrative expenses -3'319'414 -3'115'281 -204'133
Subtotal operating expenses -8'249'752 -8'087'188 -162'564
Value adjustments on participations and depreciation and

amortisation of tangible fixed assets and intangible assets -473'494 -546'929 73'435
Changes to provisions and other value

adjustments, and losses -7'930 -5'046 -2'884
Operating result 745'273 531'191 214'082
Extraordinary income - - -
Extraordinary expenses - - -
Taxes -192'675 -88'018 -104'657
Profit/loss for the period 552'598 443'173 109'425
Distribution of profit/loss

Profit/loss for the period 552'598 443'173 109'425
Retained profit brought forward 16'686'460 16'265'487 420'973
Total available for appropriation 17'239'058 16'708'660 530'398
Appropriation of profit / coverage of losses

Allocation to statutory retained earnings reserves -27'700 -22'200 -5'500
Distribution to shareholders -550'000 - -550'000
New amount carried forward 16'661'358 16'686'460 -25'102
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Statement of changes in equity

in CHF 1000 Bank's Capital Retained Reserves Voluntary Oown
capital reserve earnings  for general retained shares

reserve banking risks earnings

reserves and

profit carried
forward

Equity at January 1st, 2022 16'000 - 916 - 16'265 - 443 33'624

Profit distribution 2021
- Allocated to the statutory
retained earnings reserve - - +22 - -
- Allocated to the voluntary
retained earnings reserve - - - -

- Dividends

- Net change in retained
earnings brought forward - - - - +421 - -421 -

Capital increase / decrease - - - - -

Profit / Loss current year 2022 - - - - - - +553 +553

Equity at December 31, 2022 16'000 - 938 - 16'686 - 553 34'177

To the extent it does not exceed one-half of the share capital, the statutory retained earnings reserve of TCHF 938 may be used only to cover losses
or for measures designed to sustain the company through difficult times, to prevent unemployment or to mitigate its consequences.
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Notes to the financial statement

1. Business name or name of the bank, and its legal form and domicile

Mercantil Bank (Schweiz) AG, until January 27, 2000,
operating under the name BMS Finanz AG, was incorporated
in May 1988 in Zurich. Its activities in the areas of private
banking, asset management and fiduciary transactions are
focused on Latin America.

2. Accounting and valuation principles

General principles

The Bank’s accounting and valuation principles comply with
the Swiss Code of Obligations, the Swiss Banking Act, the
Swiss Banking Ordinance, the Circular 20/1 “Accounting
Standards - Banks” and the Accounting Ordinance of the
Swiss Financial Market Supervisory Authority (FINMA).

This reliable assessment statutory financial statement
presents the economic situation of the bank such that a third
party can form a reliable opinion. The financial statements
are allowed to include hidden reserves.

Accounting and recording of transactions

All business transactions concluded up to the balance sheet
date are recorded as of their trade date (trade date
accounting) and valued according to the above-mentioned
principles. Any foreign exchange spot and forward
transaction entered into but not yet fulfilled is recorded in
accordance with the settlement date accounting method.
Between the trade date and the settlement date, these
transactions are disclosed at replacement value under the
item “Positive replacement values of derivative financial
instruments” or “Negative replacement values of derivative
financial instruments”.

Foreign currency translation

Transactions in foreign currencies are translated at daily
exchange rates. Foreign currency positions, with the
exception of participations, are converted at the exchange
rates prevailing at the year-end closing date. Resulting
conversion profits and losses are included in the income
statement. Participations are valued at the exchange rates
prevailing at the time of the purchase. In the event of a
decline in the value of such an investment, giving due
account also to the fluctuation of exchange rates, a valuation
adjustment is made.

The following exchange rates were used as at the balance
sheet date (major currencies):

2022 2021
usD 0.9215 0.9126
EUR 0.9851 1.0338

General valuation principles
Each item disclosed in the balance sheet is valued
individually.

In principle, neither assets and liabilities nor expenses and
income are offset. Accounts receivable and accounts
payable are offset in the following cases:

- Accounts receivable and accounts payable are offset if
they relate the same type of transaction with the same
counterparty in the same currency and they have an identi-
cal or earlier due date and do not lead to any counterparty
risk.

Deduction of value adjustments from the corresponding
asset item.

Positive and negative replacement values of derivative
financial instruments with the same counterparty are offset,
if there are recognized and legally enforceable netting
agreements in place.

Liquid assets
Liguid assets are recognized at their nominal value.

Amounts due from banks and amounts due from
customers

Amounts due from banks and amounts due from customers
are recognized at their nominal value less any necessary
value adjustments. The methodologies to identify default
risks and to determine the necessary value adjustments are
explained in detail under paragraph 4.

Amounts due in respect of precious metal account deposits
are valued at fair value if the precious metal concerned is
traded on a price-efficient, liquid market.

Treatment of past-due interest

Past-due interest and the corresponding commissions are
not registered as interest income if they are more than 90
days past due and not yet paid. With regard to current
account limits, interest and commissions are treated as past
due if the credit limit has been exceeded for over 90 days.
From this point in time, no accrued interest and commission
is recorded in “Interest and discount income” until there is no
more past-due interest longer than 90 days.

Past-due interest is not reversed retroactively. The liabilities
from the accumulated interest up to the expiry of the 90-day
term (due unpaid interest and accumulated accrued interest)
are depreciated through the item “Change in value adjust-
ments for default risk and losses from interest operations”.

18



Positive and negative replacement values of derivative
financial instruments

Derivative financial instruments are used for trading and for
hedging purposes.

Trading purposes

The valuation of derivative financial instruments for trading
purposes is done according to the fair value and the positive
or negative replacement value is recorded in the correspon-
ding item. The fair value is based on market prices, dealers’
price quotations, discounted cash flow and option pricing
models.

The realized result from trading operations and the unrealiz-
ed result from valuations relating to trading operations are re-
corded via the item “Result from trading operations and use
of the fair value option”.

Hedging purposes

The bank also uses derivative financial instruments as part of
its asset and liability management (ALM) to hedge against
interest rate change, currency and default risks. Hedging
operations are valued like the hedged underlying transaction.
The result from hedging operations is recorded in the same
item as the corresponding result from the hedged underlying
transaction. The valuation result from hedging instruments is
recorded in a compensation account, provided that no
change in the value of the underlying transaction has been
booked. The net balance of the compensation account is
recorded via the item “Other assets” or “Other liabilities”.

Hedges and the goals and strategies of hedging operations
are documented by the bank at the conclusion of a derivative
hedging transaction. The effectiveness of the hedge is regu-
larly reviewed. If the hedge is no longer or only partially
effective, the part of the hedging transaction that is no longer
effective is treated like a trading operation.

Financial investments
Financial investments include debt instruments and equity
securities.

Debt securities as well as equity securities held as available
for sale are valued at the lower of cost or market principle. If
the fair value of these financial investments increases again
after declining below the historical cost, the value may be
appreciated up to a maximum of the historical cost. The ba-
lance of the value adjustments is recorded in the item “Other
ordinary expenses” or “Other ordinary income” respectively.

Debt securities acquired with the intention to hold them to
maturity are valued on the acquisition cost principle with the
agio/disagio (premium/discount) accrued/deferred over the
residual term to maturity (accrual method). The agio/disagio
is accrued/deferred over the residual term to maturity
through the item “Prepayments and accrued income” or “Ac-
crued liabilities and deferred income”. Value adjustments for
default risk are recorded immediately under “Changes in
value adjustments for default risk and losses from interest
operations”. If held-to-maturity financial investments are sold
or reimbursed early, the realized gains and losses, which
correspond to the interest component, are accrued/deferred
over the residual term to maturity of the transaction in “Other
assets” or “Other liabilities”.

Participations

Participations owned by the bank include equity securities of
companies that are held for long-term investment purposes,
irrespective of any voting rights.

Participations are valued at historical costs in Swiss Franc
minus value adjustments based on an impairment test.

Unrealized currency valuation profits or losses on participa-
tions are recorded through the “Result from trading activities
and the fair value option” in the compensation account under
“Other liabilities”.

Participations are individually tested for impairment as of the
balance sheet date. This test is based on indicators reflecting
a possible impairment of individual assets. If any such
indicators exist, the recoverable amount is calculated. The
recoverable amount is calculated for each individual asset.
The recoverable amount is the higher amount of the net
selling price and the value in use. An asset is impaired if its
carrying amount exceeds its recoverable amount. If the asset
is impaired, the book value is reduced to match the
recoverable value and the impairment is recorded under
“Value adjustments on participations and amortization of
tangible fixed assets and intangible assets”.

Realized gains from the sale of participations are recorded
under “Extraordinary income” and realized losses are
recorded under “Extraordinary expense”.

Tangible fixed assets
Investments in tangible fixed assets are capitalized as an
asset if they are used for more than one accounting period.

Tangible fixed assets are recognized at acquisition cost
minus the scheduled accumulated amortization over the
estimated operating life.

Tangible fixed assets are amortized at a consistent rate
(straight-line amortization) over a prudent estimated
operating life in “Value adjustments on participations and
amortization of tangible fixed assets and intangible assets”.
The estimated operating lives of specific categories of
tangible fixed assets are as follows:

Asset class Operating life

Installations and renovations in
third party properties

Remaining duration
of rental agreement

Property and equipment 5 years
Core banking software 5 years
Telecommunications and IT 3 years

Each tangible fixed asset is tested for impairment as of the
balance sheet date. This test is based on indicators reflecting
a possible impairment of individual assets impaired. If any
such indicators exist, the recoverable amount is calculated.
The recoverable amount is calculated for each individual
asset. An asset is impaired if its carrying amount exceeds its
recoverable amount.
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If the asset is impaired, the book value is reduced to match
the recoverable value and the impairment is charged via the
item “Value adjustments on participations and amortization of
tangible fixed assets and intangible assets”.

If the impairment test shows that the operating life of an
intangible asset has changed, the residual carrying amount
is depreciated systematically over the newly estimated useful
life.

Realized gains from the sale of tangible fixed assets are
recorded under “Extraordinary income” and realized losses
are recorded under “Extraordinary expense”.

Amounts due to banks and amounts due in respect of
customer deposits
These items are recognized at their nominal value.

Amounts due in respect of precious metal account deposits
must be valued at fair value if the precious metal concerned
is traded on a price-efficient, liquid market.

Provisions

Legal and factual obligations are valued regularly. If an
outflow of resources is likely and can be reliably estimated, a
corresponding provision is registered.

Existing provisions are reassessed at each balance sheet
date. Based on this reassessment, the provisions are
increased, left unchanged or released.

Positions are recorded as follows via the individual items in
the income statement:

- Provision for deferred taxes: “Taxes”

- Pension provision: “Personnel expenses”

- Other provisions: “Changes in provisions and other value
adjustments and losses”, except provisions for
restructuring

Provisions are released via the income statement if they are
no longer needed on business grounds and cannot be used
for other similar purposes at the same time.

Employee benefit obligation

The bank maintains two defined contribution pension plans
for its employees in Switzerland. The bank bears the
expenses of the pension plans of all its employees as well as
their survivors in accordance with the Swiss federal law on
occupational pension plans. The benefit obligations as well
as the coverage capital are disincorporated into a legally
independent collective occupational foundation. The organi-
zation, management and financing of the collective
foundation conform to the legal regulations, to the articles of
the funds as well as to current pension regulations.

The bank assesses whether there is an economic benefit or
economic obligation arising from a pension fund as of the
balance sheet date. The assessment is based on the
contracts and financial statements of the pension funds
(established under Swiss GAAP FER 26 in Switzerland) and
other calculations that present a true and fair view of the
financial situation as well as the actual over- or underfunding
for each pension fund. The bank relies on the pension fund
expert of the collective foundation to assess whether a
benefit or an obligation exists for each pension fund.

An economic benefit exists where it is permissible and
intended to use the surplus for lowering the bank’s contri-
butions, reimburse it to the bank as provided for in local laws,
or utilize it for the bank’s economic benefit outside of the
benefits as provided for in the scheme’s rules.

The bank records its contributions as employer in “personnel
expenses” in the same period in which the contributions are
paid.

Taxes

Liabilities from current income and capital tax are disclosed
under “Accrued liabilities and deferred income”. Expense due
to income and capital tax is disclosed in the income
statement under “Taxes”.

Contingent liabilities, irrevocable commitments
Contingent liabilities and irrevocable commitments are stated
at their nominal value. Provisions for recognizable risks are
created and recorded under “Provisions” on the liability side.
The methodologies to identify recognizable risks and to
determine the necessary provisions are explained in detail
under paragraph 4.

Changes in Accounting and Valuation Principles

The accounting and valuation policies have not been
changed compared to the previous year.
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3. Risk management

The bank is subject to various banking-specific risks: credit,
market and liquidity risks as well as operational and legal
risks. The monitoring, identification, measurement and ma-
nagement of these risks is a priority for the bank.

The risk capacity is set in such a way that the bank complies
with the statutory capital adequacy requirements, even under
the influence of diverse negative events.

The key elements of risk management are:

- Comprehensive risk policy;

- The use of recognized risk measurement and risk mana-
gement principles;

- The definition of various risk limits and the corresponding
monitoring and reporting measures;

- Ensuring timely and comprehensive reporting on all risks;

- The allocation of adequate financial and human resources
to the risk management; and

- highlighting risk awareness at all management levels.

The Board of Directors is the supreme organ of the risk
management organization. It specifies the risk policy and, as
part of this, defines the risk philosophy, risk capacity, risk
measurement and risk management. The Board of Directors
approves the strategic risk limits based on the risk capacity
and it monitors compliance with the limits as well as the
implementation of the risk policy. To fulfill its monitoring
duties, a comprehensive risk report is submitted to the Board
of Directors at least on a quarterly basis. The internal reports
ensure adequate reporting at all levels.

The executive management is responsible for the execution
of the Board of Director’s policies. It ensures that a suitable
and independent risk management organization is in place
as well as the use of an adequate risk monitoring system. It
allocates the limits approved by the Board of Directors to the
organizational units and delegates the corresponding
competences. Adequate reporting at all levels is ensured by
the internal reports.

Credit risk

All credit risk positions, including those from derivative
instruments, are limited and monitored continuously by a
credit line system based on counterparty and country risk.

Exposures are entered into and monitored in compliance
with the credit risk policy. The assessment procedure, except
for exposures in industrialized countries (Category 1), where
country risk is negligible, is based on the rating of the
Interagency Country Exposure Committee (ICERC) and on
the bank's own internal rating system. The internal
evaluation is based on economic trends and political and
social developments and derived from various bank-internal
and external sources (Categories 2 — 6).

Loans to clients

The Board of Directors’ is responsible for approving large
credit exposures as well as loans and exposures to members
of the governing bodies. Specific authority to grant loans
involving manageable risks is delegated to the client
advisers. Credit approval is based on requirements as to
quality, collaterals, limits and credit authority as laid down in
the credit policy.

Credit Administration, which is independent of the client
advisers, processes the approved loans and is responsible
for the final checks.

The credit policy of the bank forms the basis of credit risk
monitoring and control. This is expressed, particularly, in the
credit conditions and the monitoring of loans. Significant
aspects include knowing the purpose of the loan and the
client’s integrity along with the transparency, plausibility,
ability to pay and the proportionality of the transaction. The
credit policy is reviewed periodically and supplemented by
process descriptions.

Counterparty risk in interbank business

In the interbank business and trading operations, a multi-
level limit system is used to manage the counterparty and
default risks. In principle, the bank works only with first-class
counterparties. The limit depends significantly on the rating
and on the capital adequacy of the counterparty.

A review of the appropriate classification of the counter-
parties and, thus, of the set limits is performed, usually on an
annual basis. In cases of extreme market events, an interim
situation report is prepared in order to react immediately to
increased risk situations.

Interest rate risk

Interest rate risk arises mainly from imbalances between the
time limits of assets and liabilities. The measurement and
management of the resulting risks is essential and is part of
the asset and liability management (ALM) performed by the
ALM Committee (ALCO) of the bank, which comprises
members of the executive management, and the responsible
person for treasury and research.

The ALM system measures the potential impact of market
risks on the net interest income and the equity of the bank by
means of value at risk, repricing gap and duration
calculations. The analysis of the economic situation and the
derivation of interest rate forecasts from it include a regular
analysis of the income and value effects. Further, a mark-to-
market analysis is used to assess the impact of a stress
scenario to the free available equity.

The Risk Management function reports to the ALCO on a
monthly basis. Depending on the estimated interest rate
developments, the ALCO may take measures within defined
risk limits and strategies.
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Other market risks

Currency risks

The bank’s currency management serves to minimize any
negative impact on the bank’s earnings. Basically, the goal is
to balance the assets denominated in foreign currencies with
the liabilities in foreign currencies.

Foreign currency exposures are restricted by internal limits
and monitored on an on-going basis.

Trading operations

When trading securities for customers, the bank does not
engage in open positions from which market risks could
arise.

Trades in derivative financial instruments are mainly on
behalf of clients; trades on own account are small and limited
to hedging operations for ‘nostro’ positions and transactions
relating to balance sheet structure management. The bank
does not have any market-making activities.

Liquidity risks

The liquidity strategy of the bank has been developed by the
Treasury department and approved by the Board of
Directors. The Treasury department ensures that the limits
and objectives are complied with. Liquidity positions, the
financing situation and concentration risks are reported
monthly to the ALCO of the bank. The liquidity and financing
limits are approved annually by the executive management
and the Board of Directors. In doing so, the current and
planned business strategy and the risk appetite are
considered.

Liquidity management aims to create a solid liquidity position
to allow the bank to pay its obligations in a timely manner at
all times. Further, the financing risk is managed through the
optimization of the balance sheet structure.

The emergency liquidity plan is an essential aspect of the
bank’s crisis management concept. The emergency plan
includes an assessment of financing sources in a stressed
market situation, considers liquidity status/key indicators and
describes the emergency measures. Provisions for a crisis
have been made by diversifying the sources of financing.

All material expected cash flows and the availability of first-
class collateral, which could be used to gain additional
liquidity, are regularly reviewed.

Operational risks

Operational risks are defined as the risks of losses due to the
inadequacy or failure of internal policies, people and systems
or due to external events.

The assessment of operational risks and compliance risks
evaluates the direct financial losses and the consequences
of the loss of client trust and reputation. The primary
objective of operational risk management is to ensure the
trust of the clients, shareholders and regulators.

The operational risks are measured by calculating the
potential extent of damages in normal and extreme cases.
For risk management purposes, the potential losses are
assigned to the various risk categories and risk-adjusted
measures to minimize the potential loss are defined.

The Board of Directors reviews annually the operational risk
policy, which, together with the detailed directives, serves as
the basis for risk management. Risk-mitigation measures are
implemented in the areas of process management,
information security, control systems, quality and training.
This also includes ensuring that operations continue in cases
of internal or external events or disasters.

The key controls have been documented in a standardized
manner. All of the bank’s departments perform (usually on
an annual basis) an assessment of the internal control
processes in terms of their operational effectiveness and
take any improvement measures necessary. The
effectiveness of the Business Continuity Management is
tested annually. The results of these review measures are
included in a report on the operational risks. This report is
discussed by the executive management and presented to
the Board of Directors. The improvement measures are
summarily approved by these bodies.

In line with the expanded provisions outlined by the
regulator, the bank performed an in-depth intrusion risk
assessment of the entire IT landscape and systematically
implemented controls to prevent, detect and respond to such
intrusions.

Due to the fast-paced technological developments and the
increased number of cyberattacks, yearly internal and
external penetration tests are conducted by a specialized
provider to identify vulnerabilities and to guard the
infrastructure. As part of the active prevention strategy,
periodic trainings (e.g. Awareness shows, e-Learning) are
mandatory for all employees.
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4. Methods used to identify default risks and determining the need for value adjustments

Lombard loans

In the Lombard loan business, collaterals in the form of
marketable securities and fiduciary deposits are accepted.
Credit utilization and collateral value are monitored on an on-
going basis. If the amount of credit utilized exceeds the
collateral value, clients receive a margin call to increase the
securities deposited as collateral or sell them.

Unsecured loans

Unsecured loans generally are funded sub-participations in
syndicated term loans and working capital loans purchased
from an affiliated bank. The syndicated term loans have
credit enhancements, and the issuer default risk as well as
the transaction risk must be rated by at least two accredited
rating agencies. Other unsecured loans are account
overdrafts of clients.

Related to the sub-participated loans, the Loan Review
department of the affiliated bank periodically performs credit
analyses, monitors and identifies any significant risks. If
significant risks are identified, the Loan Review department
makes a detailed assessment and defines jointly with the
bank if action should be taken. If it is expected in this phase
that the credit commitment is at risk, a corresponding value
adjustment is created.

Procedure for determining value adjustments and
provisions

Necessary value adjustments and provisions are identified
by the above-described procedures.

Doubtful receivables for which it is unlikely that the customer
will be able to comply with its future obligations, are valued
individually and depreciated by means of individual value
adjustments. The amount of the impairment is determined by
the difference between the book value of the loan and the
estimated collectible amount, considering the counterparty
risk and the net value from the execution of any collateral. If
the process of execution is expected to take longer than a
year, then a present value calculation is made of the
expected cash flows to be generated from the execution
process.

If a receivable is classified as entirely or partially non-
recoverable or a receivable is waived, the receivable is
derecognized by booking it against the corresponding value
adjustment.

5. Valuation of collateral

Lombard loans
Primarily, the following asset classes are considered
acceptable for Lombard loans:

- Callable, time or fiduciary deposits

- Liquid and actively traded securities

- Precious Metals Exchange Traded Funds (ETFs), except
leveraged or short ETFs

Equity funds (excluding hedge funds, commodities funds
and real estate funds), bond funds and money market
funds with daily liquidity

In addition to the individual valuation adjustments, a value
adjustment for inherent default risks is made to cover the
inherent default risks as of the valuation cut-off date.

Inherent default risks are those that arise later even though,
they appear to be part of a seemingly flawless credit portfolio
as of the balance sheet date. The assessment of inherent
default risks is based on estimated qualitative and
guantitative loss ratios for each credit-rating class and
country dependent transfer risk factors.

Considered in the assessment of inherent default risks are
the following positions:

- Due from Banks
- Due from Customers
- Contingencies in the off-balance sheet

The value adjustments for inherent default risks do not
include doubtful positions with individual value adjustments.

Further, a reassessment of existing value adjustments is
performed at each balance sheet date and are approved by
the executive management and the Board of Directors.

Doubtful receivables are classified again at full value if pay-
ments of outstanding capital and interest are resumed accor-
ding to the contractual terms and also credit standing criteria
are fulfilled.

Method of using value adjustments for inherent default
risks and replenishing funding gaps

Value adjustments for inherent default risks can be used for
the establishment of individual value adjustments on
impaired receivables, particularly in a crisis, and without
having to immediately replenish them. However, if a funding
gap incurred, the Bank restores the difference within a
maximum of 5 financial years.

In the event of an exceptionally large requirement for
individual value adjustments for impaired loans (>10% of the
item “Gross result from interest operations”), the Bank
evaluates whether the valued adjustments and provisions
created for inherent default risks would be used to cover the
required individual value adjustments.

As at balance sheet date, the bank does not have a shortfall
in value adjustments for inherent default risks.

Specific securities may not be eligible for lending even if they
belong to an acceptable asset class listed above.

The bank applies a discount to the market value in order to
cover the market risk relating to marketable liquid securities
and to calculate the value of the collateral. In addition to the
discount, the bank applies additional haircuts for currency
mismatch, issuer and country dependency.
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6. Policy regarding the use of derivative financial instruments and hedge accounting

Business policy regarding the use of derivative financial
instruments

Derivative financial instruments may be used for trading and
for hedging purposes.

Derivative financial instruments are traded exclusively by
specially trained traders. The bank does not have any
market-making activities. Standardized and OTC instruments
are traded on own account and on behalf of clients,
especially interest-, currency- and equity/index-based
instruments. There is no trading in credit or commodity
based derivative instruments.

Derivative financial instruments are used by the bank for risk
management purposes, mainly to hedge against foreign
currency risks. Hedging transactions are entered exclusively
with the bank’s parent company (MHFI).

Use of hedge accounting

Types of underlying and hedging transaction

The bank uses hedge accounting mainly in relation to hedge
exchange rate changes on net currency positions using
foreign exchange forwards.

7. Material events after the balance sheet date

No material events occurred after the balance sheet date
that could have a material impact on the financial position of
the bank as of December 31, 2022.

8. Premature resignation of the auditor

Deloitte AG, Zurich, was elected as the bank’s auditor by the
General Meeting. The auditor has not resigned prematurely
from its function.

Economic relationship between the hedged items and the
hedging transactions

The bank documents the relationship between the hedging
instrument and the secured underlying transaction. Among
others, it documents the risk management goals and strategy
for the hedging transaction and the methods to assess the
effectiveness of the hedging. The economic link between the
underlying and the hedging transactions is continuously
assessed as part of the effectiveness testing by observing
the opposing changes in their values and their correlation.

Measurement of effectiveness
A hedge is seen as highly effective when the following
criteria are fulfilled in all material aspects:

- The hedge is estimated as highly effective from its first
application and for the rest of its lifetime.

- There is a close economic correlation between the
underlying and the hedging transaction.

- Changes in the value of the underlying and the hedge are
contrary to the hedged risk.

Ineffectiveness

If a hedging transaction no longer fulfills the effectiveness
criteria, it is considered like a trading transaction and the
effect of the ineffective portion is recorded under “Results
from trading operations and use of fair value option”.
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9. Information on the Balance sheet

9.1. Collateral for loans, off-balance sheet transactions and impaired loans

in CHF 1000 Type of collateral

Other Without
Mortgage collateral collateral collateral

Loans (before netting with value adjustments)

Amounts due from customers - 90'017 8'290 98'307

Total loans 31.12.2022

(before netting with value adjustments) - 90'017 8'290 98'307
Previous year - 86'372 0 86'372
Total loans 31.12.2022

(after netting with value adjustments) - 89'874 8'290 98'164
Previous year - 86'243 0 86'243

Off-balance sheet transactions

Contingent liabilities - 815 19 834

Irrevocable commitments - - 518 518

Liabilities for calls on shares and other equities - - - -

Total off-balance sheet transactions 31.12.2022 - 815 537 1'352
Previous year - 865 648 1'513

in CHF 1000 Gross Estimated Net Specific
outstanding recovery amount outstanding provision

of collaterals

Impaired loans as per 31.12.2022 - - - -
Previous year - - - -

9.2. Outstanding derivative instruments

in CHF 1000 Trading Instruments Hedging Instruments
positive negative Contract positive negative Contract

replacement replacement volume replacement replacement volume
values values values values

Foreign exchange

Forward contracts 1'037 2'118 93'711 8'039 - 33'389
Total 31.12.2022 1'037 2'118 93'711 8'039 - 33'389
of which, determined using a valuation model 1'037 2'118 8'039 -
Total 31.12.2021 838 679 96'687 8'284 - 33'389
of which, determined using a valuation model 838 679 8'284 -

The bank does not have netting agreements with counterparties.

Breakdown of positive replacement values by counterparty 31.12.2022 31.12.2021
Central clearing houses - -

Banks and securities dealers 8'547 8'992
Other customers 529 130
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9.3. Financial investments

in CHF 1000 Book value Fair value

31.12.2022 31.12.2021 31.12.2022 31.12.2021
Debt securities 74'195 68'858 70'330 69'503
- of which, intended to be held to maturity 69'146 62'024 65278 62'669
- of which, available for sale 5'049 6'834 5'052 6'834
Equity securities 2 2 4 4

- of which qualified participations - o - -

Total financial investments 74'197 68'860 70'334 69'507

- of which securities eligible for repo transactions in accordance with liquidity requirements - - - -

Breakdown of counterparties by rating AAA to AA- A+to A- BBB+to BBB- BB+ to B- Below B- Unrated
Book values of debt securities 31.12.2022 27'555 5'232 25'880 7'972 537 7'019
31.12.2021 17'765 4'160 26'629 10'885 2'994 6'425

The bank relies on the rating classes of Standard&Poor's (S&P). If there is no rating available from S&P the bank uses ratings from Moody's.

9.4. Presentation of participations

in CHF 1000 Acquisition Accumula- Book value

cost ted value previous Reclassifi- Additions Disposals Book value
adjmt year end cations 31.12.2022

Participations

Other participations without market value - - - - - - R R

Total Participations - - - - - - - -

MBS Advisory Services Ltd., British Virgin Islands with a capital of USD 2 was liquidated as of January 26, 2022

9.5. Fixed assets

in CHF 1000 Acquisition Accumula- Book value

cost ted depre- previous Additions Disposals Depreci- Reversals Book value
ciation year end ation 31.12.2022

Fixed assets

Other fixed assets 1721 -1'473 248 +38 - -97 - 189
Proprietary or separately acquired software 4'596 -3'682 1'014 +307 - -376 - 945
Total fixed assets 6'317 -5'055 1'262 +345 - -473 - 1'134

No operating leases

9.6. Other Assets and Other Liabilities

in CHF 1000 31.12.2022 31.12.2021

Other Other Other Other
Assets Liabilities Assets Liabilities

Compensation account - - - -

Indirect Taxes 14 100 27 270
Claims and liabilities from goods and services - 22 - -
Sundry accounts 176 389 100 576

Other assets and liabilities - - - -

Total other assets and other liabilities 190 511 127 846
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9.7. Assets pledged or ceded to secure own commitments and assets subject to
retention of title

in CHF 1000 31.12.2022 31.12.2021

Effective
Book Value Commitment Book Value

Due from banks - - - R

Financial investments 22'449 9'717 16'300 5222
Other - - - -
Total 22'449 9'717 16'300 5'222

9.8. Disclosure of liabilities to own pension plans

The bank’s employees are entitled to a legally independent occupational pension scheme with two different plans. One plan covers the obligatory benefits
according to the Swiss federal law on occupational pension plans, while the second plan covers all the non-obligatory benefits. Both plans are defined
contribution plans. As in the previous year, the bank had no further obligations towards these pension plans and there were no reserves from employer’s
contributions. The paid contributions correspond to the expenses for the pension fund (see note 11.2).

The bank’s employees are insured at a collective foundation for pension services in the scope of an affiliation agreement. The contracts cover all retirement,
invalidity and death benefits. The unaudited coverage ratio of the pension fund for year 2022 is 103.21% (audited ratio for year 2021: 117.9%).

The overfunding of the bank's pension fund is used exclusively for the benefit of the insured members, thus there is no economic benefit to the bank
that needs to be recorded in the balance sheet and in the income statement.

9.9. Value adjustments, provisions and reserves for general banking risks

in CHF 1000 Balance Use in con- Reclassi- Currency Recoveries, New creation Releases to Balance
previous year formity with fications differences past due charged to Income current year

designated interest income
purpose

Provisions for deferred taxes - - - - - - - -

Provisions for liabilities to pension plans - - - - - - - -

Provisions for default risks - - - - - - - -
- Provisions for possible liabilities - - - - - - - -
- Provisions for expected losses - - - - - - - -
- Provisions for inherent risks - - - - - - - -
- Provisions for latent risks - - - - - - - -

Provisions for other business risks - - - - - - - -

Provisions for restructurings - - - - - - - -

Other Provisions - - - - - - - -

Total provisions - - = = o - - -

Value adjustments for default risks - - - - - - - -

Value adjustments for expected losses - - - - - - - R

Value adjustments for inherent risks 129 - - -1 - +15 - 143

Value adjustments for latent risks - - - - - - - -

Total value adjustments
for default and country risks 129 - - -1 - 15 - 143

Reserves for general banking risks - - - - = o - -
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9.10. Schedule of share capital and disclosure of shareholders

in CHF 1000 31.12.2022 31.12.2021

Capital with Capital with
Nominal amount Number of shares dividend rights Nominal amount Number of shares dividend rights

Capital structure

Shareholder's equity 16'000 45'500 16'000 16'000 45'500 16'000

- of which, paid-in 16'000 45'500 16'000 16'000 45'500 16'000

The company's share capital is fully paid in. No special rights are conferred by the share capital. In addition, there are no other limitations placed
on shareholders' voting rights.

Significant shareholders and shareholder groups
with voting rights

31.12.2022 31.12.2021

Nominal Share in % Nominal Share in %

Mercantil Holding Financiero Internacional S.A., Panama 16'000 100% 16'000 100.0%

Shareholder of Mercantil Holding Financiero Internacional S.A.:
Mercantil Servicios Financieros Internacional, S.A., Panama (100% of shares)

Mercantil Servicios Financieros Internacional, S.A (MSFI) is a financial holding registered on the Panama Stock Exchange. The capital structure of
MSFI is comprised of A (58%) and B (42%) shares, with B shares having limited voting rights. Its shares are held primarily by

Venezuelan investors.

Shareholders with ownership of over 5%, as known to MSFI are:

- Vollmer Family Group (21.40% A shares; 7.12% B shares); 15.49% patrticipation
- Marturet Family Group (19.90% A shares; 2.38% B shares); 12.64% patrticipation
- Capriles Group (10.51% A shares; 12.20% B shares); 11.21% participation

9.11. Disclosure of amounts due from and due to affiliated companies as well as
loans and exposures to directors and senior executives

in CHF 1000 Amounts due from Amounts due to

31.12.2022 31.12.2021 31.12.2022
Holders of qualified participations 15'402 9'254 138 106
Group companies - - - 0
Linked companies 12'232 7'736 10'542 9'024
Members of governing bodies - - 0 -

Other related parties - - - -

Transactions with related parties

Transactions with related parties such as securities transactions, international payments, placement of funds and deposits

are made under conditions as they would apply with third parties.

The Bank hedged the eligible equity in CHF against USD with the parent company. This forward exchange contract is renewed annually
and the rate corresponds to the historical spot rate.
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9.12. Maturity structure of financial instruments

in CHF 1000 Maturity
at sight redeem- within within within after no

able by 3 months 3to 12 1to5 5years  maturity
notice months years

Assets / financial instruments

Liquid assets 2'558 - 71 - - - - 2'629
Amounts due from banks 7'831 - 922 - - - - 8'753
Amounts due from customers - 10'152 32'482 45'562 9'968 - - 98'164
Positive replacement values of derivative financial instruments 9'076 - - - - - - 9'076
Financial investments 2 - 922 29'873 37'128 6'272 - 74'197
Total 31.12.2022 19'467 10'152  34'397  75'435  47'096 6'272 - 192'819
Previous year 25'441 12'006 23'616 67'389 40'041 12'121 - 180614
Liabilities / financial instruments

Amounts due to banks 12232 - - - - - - 12'232
Amounts due to customers 116'859 9'135 14'928 3'989 - - - 144911
Negative replacement values of derivative financial instruments 2'118 - - - - - - 2'118
Total 31.12.2022 131'209 9'135  14'928 3'989 - - - 159'261
Previous year 108729 11'054 15'871 12'177 - - - 147831

9.13. Assets and liabilities by domestic and foreign origin

in CHF 1000 31.12.2022 31.12.2021

Domestic Foreign Domestic
Assets
Liquid assets 2'629 - 5'439 -
Amounts due from banks 2'802 5'951 7'168 3782
Amounts due from customers 200 97'964 180 86'063
Positive replacement values of derivative financial instruments 508 8'568 708 8'414
Financial investments - 74'197 - 68'860
Accrued income and prepaid expenses 886 - 1'040 -
Participations - - - -
Fixed assets 1'134 - 1'262 -
Other assets 190 - 127 -
Total assets 8'349 186'680 15'924 167'119
Liabilities
Amounts due to banks - 12'232 318 5'682
Amounts due in respect of customer deposits 194 144717 348 140'804
Negative replacement values of derivative financial instruments 1'813 305 274 405
Accrued expenses and deferred income 1'080 - 742 -
Other liabilities 511 - 846 -
Provisions - - - -
Bank’s capital 16'000 - 16'000 -
Statutory retained earnings reserve 938 - 916 -
Profit / loss carried forward 16'686 - 16'265 -
Profit / loss for the period 553 - 443 -
Total liabilities 37'775 157'254 36'152 146'891
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9.14. Geographical analysis of assets (by domicile)

in CHF 1000 31.12.2022 31.12.2021
Amount in % Amount

Europe 24'498 12.6% 36'549 20.0%
Switzerland 8'349 4.3% 15'924 8.7%
Other west European countries 16'149 8.3% 20'625 11.3%
North-America 41'800 21.4% 26'309 14.3%
Latin-America 120'610 61.8% 114'347 62.5%
Anguila 98 0.1% 95 0.1%
Bahamas 157 0.1% 181 0.1%
Bermuda 2'606 1.3% 2'646 1.4%
Brazil 3611 1.9% 3'661 2.0%
Cayman Islands 2'516 1.3% 2'673 1.5%
Chile 1'394 0.7% 1'388 0.8%
Colombia 812 0.4% 2'733 1.5%
Costa Rica - - 2'848 1.6%
Dominican Republic 1'999 1.0% 1'108 0.6%
Mexico 2'321 1.2% 1'382 0.8%
Panama 42'513 21.8% 40'037 21.9%
Peru 641 0.3% 3'393 1.8%
St. Kitts and Nevis 9'241 4.7% 3'714 2.0%
Venezuela 49'785 25.5% 45'292 24.7%
Virgin Islands (British) 2'916 1.5% 3'196 1.7%
Other 8'121 4.2% 5'838 3.2%
Total assets 195'029 100.0% 183'043 100.0%

9.15. Breakdown of net exposure by credit rating of foreign country groups

in CHF 1000 31.12.2022
IRETRG) ST & Amount Amount
Poor's

Rating category 1 AAA to AA- 68'102 34.7% 47'553 25.7%
Rating category 2 A+ to A- 7'391 3.8% 7791 4.2%
Rating category 3 BBB+ to BBB- 25'110 12.8% 19'138 10.4%
Rating category 4 BB+ to B- 5'347 2.7% 9'559 5.2%
Rating category 5 CCC+ and lower 1'800 0.9% 1'861 1.0%
Without foreign country dependent risk 88'631 45.1% 98'654 53.5%
Total 196'381 100.0% 184'556 100.0%

The bank considers net exposures without foreign country dependent risk where
- the net exposure or its collateral is originated in Switzerland
- the net exposure remain collateralized by a diversified portfolio after applying a default stress szenario on a specific country
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9.16. Balance sheet by currencies

in CHF 1000 Currencies

CHF EUR usD other
Assets
Liquid assets 2'596 18 15 -
Amounts due from banks 472 3'135 2'715 2'431
Amounts due from customers 35'950 20'859 41'355 -
Positive replacement values of derivative financial instruments 1'037 - 8'039 -
Financial investments - 2 74'195 -
Accrued income and prepaid expenses 364 - 522 -
Participations - - - -
Fixed assets 1'134 - - -
Other assets 159 - 31 -
Total balance sheet effective assets 41'712 24'014 126'872 2'431
Claims from transactions related to forex spot,
forward and option transactions 34'063 5'668 59'623 27'746
Total assets 75'775 29'682 186'495 30'177
Liabilities
Amounts due to banks 94 7 12131 -
Amounts due in respect of customer deposits 4'506 22'665 112'178 5'562
Negative replacement values of derivative financial instruments 2'118 - - -
Accrued expenses and deferred income 1'025 - 55 -
Other liabilities 511 - - -
Provisions - - - -
Bank’s capital 16'000 - - -
Statutory retained earnings reserve 938 - - -
Profit / loss carried forward 16'686 - - -
Profit / loss for the period 553 - - -
Total balance sheet effective liabilities 42'431 22'672 124'364 5'562
Claims from transactions related to forex spot,
forward and option transactions 34'103 6'472 62'664 23'861
Total liabilities 76'534 29'144 187'028 29'423
Net position per currency -759 538 -533 754
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10. Information on Off-Balance Sheet Business
10.1. Analysis of contingent liabilities

in CHF 1000 31.12.2022 31.12.2021 Change

Guarantees to secure credits and similar 834 865 -31

Performance guarantees and similar - - -

Irrevocable commitments 518 648 -130

Other contingent liabilities - - -

Total contingent liabilities 1'352 1'513 -161

Contingent assets arising from tax losses carried forward - - -

Other contingent assets - - -

Total contingent assets - - -

10.2. Analysis of fiduciary transactions

in CHF 1000 31.12.2022 31.12.2021 Change

Fiduciary placements with third party banks - - -

Fiduciary placements with affiliated or group companies - 1'916 -1'916

Total fiduciary transactions - 1'916 -1'916

10.3. Customer assets under management

in CHF 1000 31.12.2022 31.12.2021

Amount in % Amount

Type of customer assets under management

Assets under discretionary asset management agreements 131'156 19.7% 152'048  23.2%
Other customer assets under management 533272 80.3% 503419 76.8%
Total customer assets under management 664'428 100.0% 655'467 100.0%
of which, double counting 32'516 4.9% 17'627 2.7%

Development of customer assets under management

Total customer assets under management at beginning 655'467 578151
+/- Net funds inflow/outflow +66'513 +10.1% +19'717 +3.4%
+/- Market and currency fluctuations, charges, interest and dividends -73'930  -11.3% +39'553 +6.8%
+/- Other effects +16'378  +2.5% +18'046 +3.1%
Total customer assets under management 664'428 655'467

Assets under discretionary asset management agreements are defined as assets for which the investment decisions are made by the bank, and cover
assets deposited with group companies as well as assets deposited at third-party institutions. Other customer assets under management are defined as
assets for which the investment decision is made by the client himself, and cover advisory and administrative mandates. Both, assets with discretionary
mandate and other assets under management, take into account client deposits as well as market values of securities, precious metals, and fiduciary
investments placed at third-party institutions. The bank does not provide services exclusively for custody and transaction settlement purposes ("custody
assets").

Net funds in- or outflow consists of new client acquisitions, client departures and in- or outflows attributable to existing clients. It is calculated through the
direct method, which is based on individual client transactions. New or repaid loans and related interest expenses result in net new money flows. Interest
and dividend income from assets under management, market or currency movements as well as fees and commissions are not included in the net funds in-
or outflows.

During the year, the Bank issued actively managed certificates in the amount of CHF 16 million through a special purpose vehicle. These assets are
reported under "Other effects".
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11. Information on the Income Statement

11.1. Income from trading activities and the fair value option

The breakdown of income from trading activities and the fair value option is not published, as the Bank is subject to the minimis rule according to
FINMA-Circ. 08/20 "Market Risks - Banks" (margin no. 49 ff.)

11.2. Personnel expenses

in CHF 1000 2022 2021 Change

Salaries (salaries and benefits, meeting attendance fees and fixed compensation to members of
the bank's governing bodies) 4'133 4'122 11
- of which, expenses related to share based compensation and alternative forms of variable compensation - - -

Contributions to pension funds 346 357 -11
Social security contributions 330 363 -33
Other personnel expenses 121 130 -9
Total personnel expenses 4'930 4'972 -42

11.3. General and administrative expenses

in CHF 1000 2022 2021 Change
Expenses for premises 292 292 -
Expenses for information and communications technology 1'826 1775 51
Expenses for machinery, furniture, vehicles and other equipment 2 1 1
Fees of audit firm 174 244 -70
- of which, for financial and regulatory audits 174 231 -57
- of which, for other services - 13 -13
Other operating expenses 1'025 803 222
Total other operating expenses 3'319 3'115 204

11.4. Current taxes

in CHF 1000 2022 2021 Change

Expenses for current capital and income taxes 193 88 105

Creation of provisions for latent taxes - - -

Total taxes 193 88 105

Weighted average tax rate 25.9% 16.6%
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