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Risk management of VP Bank Group

1. Overview

Effective capital, liquidity and risk management is an ele-
mentary prerequisite for the success and stability of a bank.
VP Bank understands this to mean the systematic process
of identifying, evaluating, managing and monitoring rele-
vant risks as well as the steering of capital resources and
liquidity necessary to assume risks and to guarantee
risk-bearing capacity. The binding framework for action in
this context is provided by the relevant regulations defined
by the Board of Directors of VP Bank Group, consisting of
the Risk Appetite Statement, risk policy and risk strategies.

The Risk Appetite Statement defines the overall risk tole-
rance along the risk taxonomy, forming the basis for opera-
tionalising limits and targets in the risk policy. As an overall
framework, the risk policy, together with the risk strategies
per risk group (strategic and business risks, financial risks
as well as operational and compliance risks), regulates the
specific objectives and principles, organisational structures
and processes, methods and tools of risk management.

In Liechtenstein, the regulatory requirements governing
risk management are set out primarily in the Banking Act
(BankA) and the Banking Ordinance (BankO). In addition,
the Capital Requirements Regulation (CRR) together with
the Capital Requirements Directive (CRD) apply in Liechten-
stein. In Liechtenstein, the CRD was enacted in the BankA
and in the BankO. VP Bank was classified as a locally
system-relevant banking institution by the Financial Market
Authority Liechtenstein and must possess in aggregate
equity amounting to at least 12.5 per cent of its risk-weigh-
ted assets. Thanks to its solid equity basis, balance sheet
structure and comfortable liquidity position, VP Bank cons-
tantly outperformed the minimum regulatory requirements
over the course of 2023.

Capital and balance sheet structure management

The minimum capital ratio of VP Bank of 12.5 per cent of
risk-weighted assets consists of the regulatory minimum
requirement of 8 per cent, a capital conservation buffer
of 2.5 per cent and a buffer for other system-relevant
banks of 2 per cent. Basel lll also provides for an anti-
cyclical capital buffer that was set at 0 per cent for 2023
by the Financial Market Authority Liechtenstein.

VP Bank complied with the minimum capital requirements
for 2023 at all times. Thanks to an exceedingly robust tier 1
ratio of 24.9 per cent as of the end of 2023, it continues

to guarantee sufficient room for manoeuvre. This enables
VP Bank to continue to assume risks associated with the
conduct of banking operations.

As of the end of 2023, the leverage ratio of VP Bank was
9 per cent. VP Bank has published further information as
to the leverage ratio in the disclosure report.

As part of the management of equity resources and the
balance sheet structure, compliance with regulatory
requirements and the coverage of its business needs are
monitored on an ongoing basis. Using an internal process
to assess the adequacy of capital and liquidity resources
(the Internal Capital or Internal Liquidity Adequacy Assess-
ment Process / ICAAP and ILAAP), possible adverse effects
on the equity and liquidity position under stress situations
are simulated and analysed. With the ICAAP, the Financial
Market Authority Liechtenstein imposes specific require-
ments regarding the internal strategies and procedures
for determining, managing and monitoring capital risks,
which were again surveyed and assessed by the Financial
Market Authority Liechtenstein in 2023 using an ICAAP
questionnaire.

Liquidity risk management

In compliance with statutory liquidity requirements and
provisions contained in the BankO, CRR and CRD, VP Bank
monitors and manages liquidity risks using internal direc-
tives and limits regarding interbank business and credit-
granting activities. Maintaining liquidity within VP Bank
Group has the highest priority at all times. This is assured
with large cash and cash-equivalent holdings as well as
high-quality liquid assets (HQLA). VP Bank observed the
minimum regulatory liquidity requirements at all times
during 2023.

In this context, compliance with the liquidity coverage ratio
(LCR) of 100 per cent is required by law, which was clearly
exceeded with a value of 306 per cent thanks to a comfor-
table liquidity situation. The net stable funding ratio (NSFR)
of 100 per cent, set as a requirement, was also significantly
exceeded at 157 per cent at the end of 2023.

With the Internal Liquidity Adequacy Assessment Process
(ILAAP), the Financial Market Authority Liechtenstein impo-
ses specific requirements regarding the internal strategies
and procedures for determining, managing and monitoring
liquidity risks, which were again surveyed and assessed by
the Financial Market Authority Liechtenstein in 2023 using
an ILAAP questionnaire.

As part of its liquidity management process, VP Bank has
drawn up an emergency liquidity plan which ensures that
VP Bank possesses adequate liquidity in the event of liqui-
dity crises. Early-warning indicators are regularly reviewed
to monitor and identify, on a timely basis, any deterioration
in the liquidity situation.

As part of liquidity management, compliance with regula-
tory requirements and the coverage of business needs

is subjected to ongoing monitoring. Using stress tests,
possible adverse scenarios are simulated and the impact
on liquidity in stress situations is analysed.



Credit risk

The management and monitoring of credit risk plays a cent-
ral role, particularly due to the importance of client loans
(CHF 5.4 billion as of 31 December 2023 or 48 per cent of
total assets). In addition to the lending business, credit risks
arising from the securities portfolio held for liquidity purpo-
ses in the banking book (predominantly high-quality liquid
assets) as well as from interbank investments at banks with
good credit ratings are also of relevance to VP Bank.

Credit regulations govern credit risk management in the
client loan business. In 2023, the volume of client loans
decreased significantly by CHF 291 million. In particular,
client loans in the lombard loan business are lower due to
geopolitical tensions and macroeconomic developments
(deleveraging), while an increase in volume was achieved
in the mortgage lending business.

At CHF 1.4 billion, the volume of receivables from banks
was CHF 186 million lower than in the previous year. In
order to strengthen the interest income, free liquid assets
continue to be invested with banks with good credit
ratings, predominantly cantonal and regional banks in
Switzerland.

The securities portfolio consists mainly of investment-grade
securities and had a nominal value of approximately CHF
2.7 billion as of 31 December 2023. Detailed guidelines
(including volume and risk limits, duration ranges) for the
management of securities have been established in the

risk management process.

Market risk

Market risk is made up of interest rate, credit-spread,
currency and equity price risks to which VP Bank Group

is exposed. Given the importance of the interest bearing
business, management and monitoring of market risk

on the balance sheet takes on particular importance.
Following the unprecedented interest rate hikes in 2022
in all three major currencies CHF, EUR and USD, there
were further increases in key short-term interest rates in
2023, albeit with less intensity. Falling inflation rates and a
deterioration in the economic outlook led to expectations
in the fourth quarter that key short-term interest rates
would be cut again in the near future. As a result, long-
term interest rates were lower than short-term interest
rates atthe end of 2023 (inverse interest rate structure),
which requires special attention in market risk manage-
ment. The initial significant increase in interest income

is now offset by higher interest expenses on the deposit
side.

Operational risk

VP Bank defines operational risk as potential losses or loss
of profitincurred as a consequence of the inappropriate-
ness or failure of internal processes, individuals, systems
or as a result of external events. Possible risk scenarios are
identified, described and assessed using risk assessments.
The identified risks are limited or mitigated by controls as
specified in the risk appetite. The controls are an integral
part of the business processes and are documented in the
internal control system. Controls are periodically assessed
for adequacy and effectiveness. The current operational
risk situation is reported to the Executive Board and the
Board of Directors on a quarterly basis.

The geopolitical situation had a major impact on the
assessment of the risks arising from sanctions and embar-
goes. As a result, processes for the early identification
and prevention of potential compliance breaches were
further strengthened. At the same time, the level of
regulation in the financial sector continued to increase.
Implementation of the operational resilience requirements,
which for VP Bank are driven in particular by the new EU
Digital Operational Resilience Act (DORA), began in 2023.
While cyber attacks have become more sophisticated,
our level of cyber security has also been further enhanced
through the strategic collaboration with Swisscom.

Further risks

In addition to the aforementioned risks, risk management
of VP Bank Group covers strategic and business risks,
compliance risk and reputational risk. Based on its business
model and range of services, these risks are systematically
analysed and reassessed on an ongoing basis.

The topic of sustainability is becoming increasingly import-
antin the financial sector and finds its way into nearly every
area of activity of financial institutions. By implementing
the EU Action Plan on Financing Sustainable Growth,

VP Bank is making a significant contribution to promoting
sustainable investments. As part of the Sustainability

Plan 2026, this represents an important pillar in VP Bank’s
overall strategy. This means that it is now necessary to
consider ESG criteria systematically in the risk manage-
ment process.

ESG risks include environmental, social and governance
risks that, if they materialise, could potentially have a nega-
tive impact on the earnings situation and financial stability
of VP Bank. VP Bank publishes in its sustainability report
how it specifically deals with climate-related financial risks
in accordance with the guidelines of the Task Force on
Climate-related Financial Disclosures (TCFD). VP Bank has
also setitself the goal of aligning its credit and investment
portfolios with net-zero emissions by 2050 (Net-Zero
Banking Alliance).
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2. Principles underlying the risk
policy

Risk management is predicated on the following
principles:

Harmonisation of risk-bearing capacity and risk
tolerance

The concept of risk-bearing capacity is intended to enable
a bank to continue its business operations or to fully meet
the claims of depositors and creditors despite losses from
risks that become effective. Risk tolerance indicates the
potential loss which the bank is prepared to bear without
jeopardising the bank’s ability to continue as a going
concern. As a strategic success factor, risk-bearing capa-
city is to be maintained and enhanced at all times by
employing a suitable process to ensure an appropriate
capital and liquidity base.

Clearly defined powers of authority and responsibilities

Risk tolerance is operationalised using a comprehensive
limit system and implemented effectively with a clear
definition of the duties, powers of authority and responsi-
bilities of all bodies, organisational units and committees
involved in the risk and capital management process.

Conscientious handling of risks

Strategic and operational decisions are taken based on
risk-return calculations and, in this way, aligned with the
interests of the stakeholders.

Subject to compliance with statutory and regulatory
requirements as well as corporate policy and ethical prin-
ciples, VP Bank consciously assumes risks provided that
the extent of these are known, the system requirements
for recording them are in place and the bank will be
adequately compensated for them. Transactions with

an imbalanced risk-return ratio are avoided, as are major
risks and extreme risk concentrations, which could
endanger the risk-bearing capacity and therefore also
the future existence of the Group.

Segregation of functions

Units that report to the Chief Risk Officer (CRO) and that
are independent of the bodies that actively manage the
risks are responsible for monitoring and reporting risks
to Group Executive Management (GEM) and the Board
of Directors.

Transparency

Comprehensive, objective, timely and transparent
disclosure of risks to Group Executive Management
(GEM) and the Board of Directors forms the basis for
risk monitoring.

3. Organisation of capital, liquidity
and risk management

Risk taxonomy

The prerequisite for risk management and the management
of equity resources of VP Bank is the identification of all
significant risks and their aggregation to an overall bank
risk exposure.

Significant risks are identified based on the business model
and related offerings of financial products and services of
VP Bank.

The following chart (= graphic on page 141) provides an
overview of the risks to which VP Bank is exposed in the
context of its business activities. These are allocated to the
risk groups of strategic and business risks, financial risks,
operational risks, compliance risks, ESG and climate-rela-
ted financial risks and reputational risks.

Strategic and business risks encompass the risk of a poten-
tial decline in profitability as a result of an inadequate
corporate orientation in relation to the market environment
(political, economic, social, technological, ecological, legal)
and can arise from unsuitable strategic positioning or
absence of effective countermeasures in case of changes.
This includes the risk that the attractiveness of location-
related factors recedes or the significance and/or weighting
of individual business areas undergo change by virtue of
external framework conditions. It also includes the risk

that the launch of new products, the distribution of existing
products, market access or the conduct of business will be
rendered difficult or impossible by regulations or will entail
disproportionately high costs or be unprofitable. Finally,
adverse developments may arise in connection with target
markets as a result of political or geopolitical influences.

Financial risks (liquidity risk, market risk, non-traditional
assets and credit risk) are deliberately entered into in order
to generate income or to safeguard business policy interests.

Liquidity risks comprise market liquidity risk and idiosyn-
cratic liquidity risk. In the case of market liquidity risk, the
risk lies in the fact that the bank is unable to procure the
required liquidity due to market distortions on the money
or capital markets, or can do so only on inadequate terms
and conditions. For example, the market for securities,
which can normally be sold at market value, might not be
sufficiently liquid, or the interbank market might not be
available, or only to a limited extent, for short-term liquidity
procurement. ldiosyncratic liquidity risk, on the other hand,
represents the risk that the bank cannot procure liquidity
for VP Bank-specific reasons or can do so only on inade-
quate terms and conditions.

Market risk refers to the risk of potential present value
losses in the banking and trading book that emerge due
to unfavourable changes in market prices (interest rates,
foreign exchange rates, share prices, commodities, credit
spreads) or other price-influencing parameters such as
volatility.



Risk groups

Strategic and
business risks

Financial risks

Operational risks Compliance risks

ESG risk and climate-related financial risks

Reputational risks

Credit risk includes default/creditworthiness, liquidation,
counterparty, country and idiosyncratic risks. Default risk
refers to the risk of a financial loss which may occur follo-
wing the default of a debtor or loan collateral. Liquidation
risks include potential losses incurred by the bank not

due to the debtors themselves, but due to a lack of oppor-
tunities to liquidate collateral. The country risk is a result

of the uncertain political, economic or social conditions as
well as payment transaction restrictions in the risk domicile
(so-called transfer risks). Counterparty risk refers to the risk
of financial loss resulting from the default of a counterparty
in a derivative transaction or from non-performance by a
counterparty (settlement risk). Idiosyncratic risks include
potential losses incurred by the bank from a lack of diversi-
fication in the loan portfolio (concentrations in debtors
and/or collateral).

Non-traditional assets risks result from alternative invest-
ments that cannot be allocated to traditional asset classes,
such as equities, bonds or money market products, and
are subject to other risk drivers. This category includes,
for example, investments in private debt, private equity,
hedge funds, real estate (securitised), natural resources
and other investment opportunities outside the traditional
investment spectrum.

Operational risk is the risk of incurring losses or loss of
profit arising from the inappropriateness or failure of
internal procedures, individuals or systems, or as a result
of external events. These are to be avoided by appropriate
controls and measures before they materialise or, if that

is not possible, be reduced to a level set by the bank.
Operational risk can also arise in all organisational units

of the bank, whereas financial risk can only arise in risk-
taking units.

Compliance risk is understood to be breaches of statu-
tory and regulatory provisions that can cause significant
damage to VP Bank’s reputation or result in sanctions,
fines or even in the bank’s licence being withdrawn.

The compliance risk of VP Bank consists in particular in
the fact that VP Bank does not or does not sufficiently
recognise financial crime risks of its clients and counter-
parties - such as money laundering, financing of terrorism,
violations of sanctions and embargoes, fraud and cor-
ruption activities - and has not established appropriate
surveillance and monitoring processes/measures for
identification, management and limitation of cross-border
compliance risks as well as tax and investment compliance
risks.
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ESG and climate-related financial risks represent the risk
of adverse economic impacts on VP Bank that may arise
from environmental (Environment), social (Social) and
corporate management (Governance) factors.

Reputational risk describes the risk that the confidence of
employees, clients, shareholders, regulatory authorities or
the public is weakened and the public image and/or reputa-
tion of the bank is impaired as a result of other types of risk
or through various events. It can exhibit itself in the bank
suffering monetary losses or a decline in earnings.

Duties, powers and responsibilities

The chart (= above graphic) shows the key duties, powers
and responsibilities of the bodies, organisational units and
committees involved in the risk management process. The
roles and structures of risk steering and risk monitoring
are separated, which avoids conflicts of interest between
the risk-taking and monitoring units. Management, moni-
toring and verification of risks takes place over three lines
of defence:

1. First line of defence: Risk steering

2. Second line of defence: Risk monitoring

3. Third line of defence: Internal audit

The Board of Directors bears overall responsibility for
capital, liquidity and risk management within the Group.

Its remit is to establish and maintain an appropriate struc-
ture of business processes and organisation as well as an
internal control system (ICS) for an effective and efficient
management of capital, liquidity and risk, thereby ensuring
the risk-bearing capacity of the bank on a sustainable basis.
The Board of Directors defines and approves the risk tole-
rance, the risk policy and the risk strategies. It monitors
their implementation, sets the risk tolerance at Group level
and establishes the target values and limits for the manage-
ment of equity resources, liquidity and risk. In assuming
these tasks, the Board of Directors is assisted by the Risk
Committee.

In addition, the Board of Directors receives reports from
the internal auditors and the external auditors on all excep-
tional and material incidents, including significant losses
or serious disciplinary errors. In assuming this task, the
Board of Directors is supported by the Audit Committee.

Group Internal Audit is responsible for the internal audit
function within VP Bank Group. Organisationally, it forms
an autonomous organisational unit which is independent
of operations and is responsible for the periodic audit




of structures and processes of relevance in connection
with the risk policy as well as compliance with applicable
requirements.

Group Executive Management (GEM) is responsible for
implementation and compliance with the risk policy appro-
ved by the Board of Directors. One of its central tasks is to
ensure the functional capability of the risk management
process and the internal control system (ICS). Furthermore,
itis responsible for the composition and assignment of
duties, responsibilities and competencies of the Asset &
Liability Committee, the allocation of objectives and limits
set by the Board of Directors to the individual group sub-
sidiary companies as well as the group-wide management
of strategy, business, financial, compliance, operational
and reputational risk.

In its function as the Group Risk Committee (GRC), Group
Executive Management assumes responsibility for imple-
menting the risk strategy within the limits and targets
defined by the Board of Directors and Group Executive
Management as well as dealing with overarching issues.

The Asset & Liability Committee (ALCO) is responsible for
risk- and return-oriented balance sheet management as
well as for the management of financial risks in compliance
with the relevant statutory and regulatory provisions. It
assesses the Group's situation with respect to financial
risks and initiates remedial steering measures whenever
necessary.

The Group Operational Risk Committee (ORC) manages
all operational risks with the exception of compliance risks.
The ORC is responsible for the identification, assessment,
management, monitoring and reporting of operational
risks of VP Bank Group.

The Group Credit Committee (GCC) is responsible for
the management of credit risks. This includes in particular
the handling of credit applications within the scope of
delegated competences.

The Group Business Risk Committee (BRMC) proactively
manages compliance risks, identifies primary risks, and
ensures that risk-mitigating controls are implemented and
adhered to.

The Group Reputational Risk Committee (GRRC) decides
on client relationships which could represent a material
reputational risk for VP Bank Group.

Group Treasury & Execution (GTR) bears the responsibility
for the steering and management of financial risks within
the objectives and limits laid down by the Board of Direc-
tors and Group Executive Management. This is done while
also taking into account the Group's risk-bearing capacity,
as well as its compliance with statutory and regulatory
prescriptions.

Group Credit Consulting (CRQ), as the first line of defence,
is responsible for credit risk structuring and assessment

of all credit applications at group level, as well as for the
monitoring process of credit exposure on the individual

loan level with regard to cover and limits. CRQ is repre-
sented by units in all Group locations. For non-standard
credit applications, Group Credit Risk (CCC) carries out
a review of the risk analysis, which was prepared by CRQ
in the first instance. In addition, CRQ approves loans on
its own authority or submits them to the corresponding
competence centres for assessment.

The Chief Risk Officer (CRO) heads the risk management
function. Within Group Executive Management, the CRO
is responsible for independent risk monitoring of VP Bank
Group and the individual Group subsidiaries. The CRO
assures compliance with the existing statutory, legal
supervisory and internal bank provisions regarding risk
management as well as the implementation of new risk
management provisions.

Group Credit Risk (CCC) is the second line of defence,
which is responsible for credit risk assessment of the largest
individual credit risks of the Group. This concerns all credit
exposures that go beyond CRQ's own area of authority and
trigger an additional credit assessment by the second line
of defence on the basis of defined risk criteria. In addition,
CCC is responsible for all material credit risk standards of
VP Bank Group as well as their IT implementation. These
include all guidelines, risk concepts, the lending methodo-
logy and the underlying lending parameters. CCC also
supports and initiates all development projects related to
the credit business of VP Bank Group, including regulatory
projects. Furthermore, CCC regularly prepares portfolio
credit risk reports in close cooperation with Group Finan-
cial Risk for the attention of Group Executive Management
and of the Board of Directors.

Group Financial Risk (GFR) is responsible for the indepen-
dent monitoring of financial risks (market risks, non-traditio-
nal assets risks, liquidity risks and credit risks from a
portfolio perspective) as second line of defence. It is res-
ponsible for defining and assessing the risk methods and
models for financial risks as well as reporting on such risks
and monitoring the economic risk-bearing capacity.

Group Compliance & Operational Risk is responsible for
the independent monitoring of operational and compliance
risks as second line of defence. In addition, it is responsible
for the risk inventory and the related risk reporting.

The responsible bodies are regularly informed by the CRO
division about the risk situation, developments and compli-
ance with limits through risk reporting.

Process to ensure risk-bearing capacity

The primary objective of the ICAAP and ILAAP is to comply
with the regulatory requirements in order to assure
continuation of the bank as a going concern. The risks of
banking operations are to be borne by the available risk
coverage potential. The components of the risk manage-
ment process established at VP Bank for all material risks
are explained below:
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Process supervision / Group Internal Audit

Definition of risk strategy and determination of risk appetite
- Board of Directors / Risk Committee
- Group Executive Management / Group Risk Commitee

- Determination of the risk strategies: The risk strategies
for each risk group (strategic and business risks, financial
risk, operational and compliance risks) are derived from
the business strategy of VP Bank and provide the frame-
work conditions for risk management of the respective
types of risk. The risk policy represents the basic frame-
work for the individual risk strategies.

- Determining the risk coverage potential and setting the
risk tolerance: In the risk-bearing capacity calculation,
a distinction must be made between a regulatory and a
value-oriented perspective.
The findings from each of the two perspectives are used
in turn to validate and supplement one another. With both
perspectives, the identification of the risk-bearing capa-
city is based on consideration of appropriate risk buffers.
On the basis of the risk-bearing capacity calculation, the
Board of Directors determines the limits and objectives
for arolling risk horizon of one year. All significant risks
and the available risk coverage potential are juxtaposed
(risk-bearing capacity calculation) in each quarter.

Risk identification (risk inventory): With the annual risk
inventory to be undertaken as part of the review of the
framework and risk strategies, it is ensured that all signifi-
cant risks for the Group (quantifiable, not quantifiable or
difficult to quantify) are identified. The analysis is carried
out on a top-down and/or bottom-up basis using both
quantitative and qualitative criteria. Significant risks are
integrated fully into the risk management process and
backed by risk capital. Insignificant risks are reviewed
and monitored at least annually within the scope of the
risk inventory. As part of the risk inventory, potential risk
concentrations in all significant risk types are evaluated.

Risk measurement: Eligible equity as well as the regula-
tory level of committed capital are relevant for the assess-
ment of risk-bearing capacity from a regulatory view-
point. From a value-oriented point of view, the risk-bea-
ring capacity results from the net present value of equity
capital after deducting operating costs, a buffer for other
risks and the economic capital requirement. For the pur-
pose of determining the economic capital requirement,
all risk types which are classified as material within the
scope of the annual risk inventory are taken into account
and possible unexpected losses are considered. The
economic risk assessment also includes risk types which
are not covered by the regulatory capital-adequacy requi-
rements for the bank. To determine the economically
required capital, all significant risks are aggregated to
form an overall assessment.

Assessment of risk-bearing capacity: Risk-bearing capa-
city exists when the available risk coverage potential is
greater than the risks taken at any time. In this process,
early-warning stages permit a timely change of direction
in order not to endanger the continuation of the bank as
a going concern.

Risk steering encompasses all measures on all organisati-
onal levels to actively influence the bank’s risks identified
as being significant. In this respect, the objective is the
optimisation of the risk return ratio within the limits and
objectives set by the Board of Directors and Group Exe-
cutive Management to ensure the risk-bearing capacity of
the Group while also complying with statutory and legal
supervisory stipulations. Risk management is performed
at strategic as well as operating levels. Based upon the
juxtaposition of risks and limits on the one hand, as well



as of regulatory and economically required capital and
risk coverage potential on the other, countermeasures
are taken in case of a negative variance.

- Independent risk monitoring (control and reporting to
GEM and the Board of Directors): Risk steering is accom-
panied by comprehensive risk monitoring, which is func-
tionally and organisationally independent of risk steering.
Risk monitoring covers control and reporting. As part of
the monitoring of financial risks, steering impulses can
be derived from a routine target-to-actual comparison.
The target is constituted by the limits and objectives set,
as well as from legal and supervisory-law prescriptions.
For review of the extent to which limits are used (actual),
early-warning stages are also deployed in order to take
timely steering measures for any risks before they materi-
alise.

As operational risks may arise as a result of internal control
failures during current business activities, monitoring of
operational risks in all organisational units of VP Bank is
undertaken by the respective executive management.

From a risk-monitoring perspective, risk-based checks for
compliance and operational risks are carried out on an
ongoing basis by Group Compliance & Operational Risk,
while the respective business units are responsible for
management of compliance and operational risks.

Reputational risks can result from financial, operational,
compliance and ESG risks as well as from strategic and
business risks. The strategic and business risks as well as
any reputational risks are handled by Group Executive
Management.

As part of reporting, results of monitoring are set forth in
aregular, understandable and transparent manner. Repor-
ting is made ex ante as an input for decisions and ex post
for control purposes - in particular to analyse any deviation
from budgeted values - as well as ad hoc in case of sud-
denly and unexpectedly occurring risks.

The process of ensuring the risk-bearing capacity of VP Bank
Group is presented in the figure on the previous page.

4. Own funds disclosure

The required qualitative and quantitative information on
capital adequacy requirements, on the strategies and pro-
cedures for risk management and on the risk situation of
VP Bank are set forth in the risk report and the commentary
on the consolidated financial statements. Over and above
this, VP Bank Group has drawn up a disclosure report for
the 2023 financial year. On this basis, the bank fulfils the
regulatory requirements of the Banking Ordinance (BankO)
and the Banking Act (BankA) as well as the Capital Require-
ments Regulation (CRR) and the Capital Requirements
Directive (CRD), which represent the implementation of the
Basel lll Accord currently in force in the European Union.

VP Bank computes its required equity in accordance with
the provisions of the CRR. In this connection, the following
approaches are applied:

- Standardised approach for credit risk under Part 3, Title I,
Chapter 2 of the CRR

- Basic-indicator approach for operational risk under Part 3,
Title Ill, Chapter 2 of the CRR

+ Standardised procedure for market risk under Part 3, Title
IV, Chapters 2 to 4 of the CRR

+ Standard method for credit valuation adjustment (CVA)
risks in accordance with Art. 384 CRR

- Comprehensive method for CRR risks to take account of
financial collateral in accordance with Art. 223 CRR

In regard to strategy, business and reputational risk, no
explicit regulatory capital-adequacy requirements are
stipulated in the CRR. The table on the next page shows
the Group's capital-adequacy situation as of 31 December
2023.
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The following table shows the capital-adequacy situation of the Group as of 31.12.2023.

Capital-adequacy computation (Basel Il1)

in CHF 1,000 31.12.2023 31.12.2022
Core capital
+ Share capital 66,154 66,154
- Deduction for treasury shares -49,224 -53,220
- Capital reserves 22,854 23,305
of which premium for capital instruments 47,505 47,505
+ Retained earnings 1,157,251 1,143,724
of which group netincome 44,209 40,160
+ Actuarial gains/losses from defined-benefit pension plans -33,502 -25,797
+ Unrealised gains/losses on Fair Value Through OCI (FVTOCI) financial instruments -22,135 -24,757
- Foreign-currency translation differences -34,246 -27,284
Total shareholders’ equity 1,107,152 1,102,125
+ Deduction for dividends as per proposal of Board of Directors -33,077 -33,077
-+ Deduction for equity instruments as per art. 28 CRR 0 0
- Deduction for actuarial gains/losses from IAS19 33,502 25,797
+ Deduction deferred taxes on IAS 19 -4,188 -3,225
+ Deduction for goodwill and intangible assets -41,140 -42,681
- Other regulatory adjustments (deferred tax, securisation positions, prudential filter) -4,512 -2,758
Eligible core capital (CET1 = Tier 1) 1,057,737 1,046,181
Eligible core capital (adjusted) 1,057,737 1,046,181
Creditrisk (in accordance with Liechtenstein standard approach) 283,639 327,306
thereof price risk regarding equity securities in the banking book 9,454 9,756
Market risk (in accordance with Liechtenstein standard approach) 3,501 8,683
Operational risk (in accordance with basic indicator approach) 51,626 48,943
Credit Value Adjustment (CVA) 654 1,378
Total required equity 339,420 386,310
Capital buffer 197,285 223,723
Total required equity including capital buffer 536,705 610,033
CET1 equity ratio 24.9% 21.7%
Tier 1 ratio 24.9% 21.7%
Overall equity ratio 24.9% 21.7%
Total risk-weighted assets 4,242,745 4,828,876
Return on investment (netincome / average balance sheet total) 0.4% 0.3%




5. Financial risks

While engaged in complying with the relevant statutory
and regulatory provisions, the monitoring and manage-
ment of financial risks is based on internal bank objectives
and limits relating to volumes, sensitivities and risk metrics.
Scenario analyses and stress tests also demonstrate the
effect of events which were not or not sufficiently taken into
consideration within the scope of ordinary risk evaluation.

In this respect, the Board of Directors sets strategic guard
rails within which risk management is undertaken.

Group Executive Management is responsible for the imple-
mentation and observance of the risk strategy for financial
risks as approved by the Board of Directors. At operational
level, the identification, assessment and monitoring of all
relevant risks is carried out by the CRO functions, which
are independent of the risk management units. The risk-
managing units are responsible for risk management

and first-instance compliance with the targets and limits
relevant to them.

Market risks

Market risks arise from taking positions in financial assets
(debtinstruments, equities and other securities), foreign
currencies, precious metals and corresponding derivatives,
as well as from client business, interbank business and
from consolidated subsidiary companies whose functional
currency is a foreign currency.

Interest rate risk is a significant component of market risk.

It arises mainly due to divergent maturities between posi-
tions on the asset and liability sides of the balance sheet.
The table "Maturity structure of assets and liabilities” shows
the assets and liabilities of VP Bank broken down into posi-
tions at sight, callable positions and positions with specific
maturities (= cf. note 35).

Asset and liability positions of VP Bank denominated in
foreign currencies are of importance to determine the
currency risk. An overview, analysed by currency, is to
be found in note 34 (= cf. balance sheet by currencies).

The bank employs a comprehensive set of methods and
key figures for the monitoring and management of market
risks. In this respect, the value-at-risk approach has estab-
lished itself as the standard method to measure market
risk. The value-at-risk for market risks quantifies the poten-
tial loss in market value of all market risk positions on the
evaluation date, expressed in CHF. The value-at-risk is
computed on a group-wide basis with the aid of historic
simulation. In this process, the historical movements in
market data over a period of at least five years are used in
order to evaluate all positions subject to market risk.

The projected loss refers to an investment horizon of 250
trading days and will not be exceeded with a probability

of 99 per cent. The calculation of interest rate risk generally
takes into account the contractual fixing period of interest-
bearing positions. For non-maturing positions, an internal
replication model is applied.

The market value-at-risk (99 per cent / 250 days) of VP Bank
Group as of 31 December 2023 amounted to CHF 135 mil-
lion (previous year: CHF 184 million). Since January 2023,
in addition to interest rate, currency and equity risks,
credit-spread risks of the bond portfolio have also been
recognised in market risk. At the same time, the switch

was made to a combined market risk calculation, as a result
of which the market value-at-risk is significantly lower than
with an additive calculation. During 2023, the market
value-at-risk fluctuated between CHF 125 million and CHF
138 million, which was mainly due to fluctuations in interest
rate positioning. In contrast to the previous year, ongoing
market interest rate movements did not play a role in the
development of market value-at-risk. The observable
increase in the market value-at-risk over 2023 was essen-
tially determined by the interest rate risk, while the simulta-
neously fluctuating currency risk had no significantimpact.
There were no material changes in the credit-spread and
equity risk factors.

The following table shows the value-at-risk analysed by
types of risk and the total market value-at-risk.
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Market-Value-at-Risk (end of month values)

in CHF million Total Interest-  Credit-spread- Equity Currency
rate risk risk and risk
commodity
risk
2023
Year-end 134.8 135.6 53.5 47.0 16.0
Average 131.9 133.2 55.1 50.2 10.9
Highest value 138.1 140.9 56.2 53.2 16.0
Lowest value 125.4 125.1 53.5 47.0 6.1
2022
Year-end 183.6 124.2 n.a. 49.6 9.8
Average 147.7 77.2 n.a. 49.4 21.0
Highest value 187.3 124.4 n.a. 51.8 32.9
Lowest value 124.0 39.7 n.a. 45.2 9.7

As the maximum losses arising from extreme market situations cannot be determined with the value-at-risk approach, the
market risk analysis is supplemented by stress tests that allow an assessment of the effects of extreme market fluctuations
on the present value of equity capital and on net interest income. In this manner, the fluctuations in net present value of
all balance sheetitems and derivatives in the area of market risks are computed with the aid of sensitivity indicators based
on simulated market movements (parallel shift, rotation or inclination of interest rate curves, exchange rate fluctuations
by a multiple of their implicit volatility, slump in equity share prices). In addition, the development of interest income is
simulated for selected market scenarios (rising interest rates, falling interest rates, falling exchange rates).

The following table exemplifies the results of the key rate duration. For this, first of all, the present values of all asset and
liability items as well as derivative financial instruments are calculated. Then, the interest rates of the relevant interest rate
curves are increased by 1 basis point and the resulting change of present value is scaled to 1 per cent (100 basis points) in
each maturity band and per currency. The respective movements represent the gain or loss of the net present value resul-
ting from the shift in the interest rate curve. Negative values point to an excess of assets, while positive values indicate an
excess of liabilities over the relevant term.

Key rate duration profile per 100 basis points increase

in CHF 1,000 within 1t03 3to 12 1to5 over Total
1 month months months years 5years

31.12.2023

CHF 395 1,550 -868 -20,827 -247 -19,997
EUR 267 54 -1,683 -6,867 -8,286 -16,515
usD 47 -27 -435 -14,628 -5,466 -20,509
Other currencies -34 -117 -82 1,145 0 912
Total 675 1,460 -3,068 -41177 -13,999 -56,109
31.12.2022

CHF 387 2,621 -1,184 -13,067 -3,992 -15,235
EUR 73 320 -1,270 -6,512 -7,653 -15,042
usD 245 -1,035 -929 -12,500 -5,210 -19,429
Other currencies -77 -201 -10 103 0 -185
Total 628 1,705 -3,393 -31,976 -16,855 -49,891

The following table sets out the effects of a negative movement in the principal foreign currencies on group netincome
and equity capital. The applied variance scenario reflects the implicit annual FX rate volatilities as of 31 December 2023
and 31 December 2022, respectively.



Movements in significant foreign currencies

Currency Variance Effect on Effecton
in% netincome equity
in CHF 1,000 in CHF 1,000
2023
EUR -6 -3,616 0
usb -8 -4,530 -5,712
2022
EUR -6 -3,693 0
usb -8 -7,166 -5117

The following table illustrates the impact of a possible
downturn in equity markets of 10, 20 and 30 per cent,
respectively, on group net income and equity capital.

Movement in relevant equity share markets

Variance Effect on Effecton
netincome equity
in CHF 1,000 in CHF 1,000
2023
-10% -4,899 -12,922
-20% -9.797 -25,844
-30% -14,696 -38,767
2022
-10% -4,848 -12,471
-20% -9,697 -24,942
-30% -14,545 -37,413

For risk management purposes, derivative financial instru-
ments are entered into exclusively in the banking book

and serve to hedge equity price, interest rate and currency
risks as well as to manage the banking book. The risk policy
defines the derivatives approved for this purpose.

VP Bank refinances its medium- and long-term client loans
and its nostro positions in interest-bearing debt securities
primarily with short-term client deposits and is therefore
subject to an interest rate risk. Rising interest rates have an
adverse impact on the net present value of fixed income
business activities, and they also increase refinancing
costs. As part of VP Bank's asset and liability management,
interest rate swaps measured at fair value are deployed to
hedge this risk. VP Bank applies fair-value hedge accoun-
ting under IFRS in order to record the offsetting effect of
changes in the value of the hedged item on the balance
sheet. For this purpose, a portion of the underlying trans-
actions (fixed interest loans) is linked to the hedging
transactions (payer swaps) through hedging relationships.
In the event of fair-value changes caused by interest rate
changes, the carrying value of the underlying transactions
concerned are adjusted and the gains/losses taken to
income.

Fixed rate positions are transformed into variable interest
rate positions through the conclusion of payer swaps,
thus establishing a close economic relationship between
the hedge item (loan) and the hedge instrument (swap).

Therefore, the hedge ratio between the designated amount
of the hedge item and the designated amount of the hedge
instruments is one. A hedge relationship is efficient and/or
effective whenever the movements in the value of the hedge
item and the hedging transactions induced by interest rate
changes offset each other. Ineffectiveness mainly results
from variations in duration, such as those which arise from
different maturities of transactions, interest payment dates
or different interest rates.

The initial efficiency of a hedge relationship is proven by
a prospective effectiveness test. For this purpose, future
changes in the fair value of the hedge item and hedge
instrument are simulated on the basis of scenarios and
are subjected to a regression analysis. Effectiveness is
assessed on the basis of the results of the analysis. Repea-
ted reviews take place during the duration of the hedge
relationship.

By entering into foreign exchange transactions, VP Bank
has hedged its own financial investments against exchange
rate fluctuations in the principal currencies. Currency risks
from the client business generally may not arise; currency
positions that remain open are closed via the foreign
exchange market. Group Treasury & Execution is respon-
sible for the management of foreign currency risks from
client business.

Liquidity risks

Liquidity risks may arise through contractual mismatches
between the inflows and outflows of liquidity in the indi-
vidual maturity bands. Any differences arising demonstrate
how much liquidity the bank must eventually procure in
each maturity band in the event of an outflow of all volumes
at the earliest possible time. Furthermore, refinancing
concentrations may lead to a liquidity risk if they are so
significant that a massive withdrawal of the related funds
could trigger liquidity problems.

Liquidity risks are monitored and managed using internal
targets and limits for interbank and lending business

and other balance-sheet-related key figures - while also
complying with statutory liquidity norms and provisions
regarding cluster risks.

VP Bank has a very comfortable liquidity situation, with
an LCR of 306 per cent and an NSFR of 157 per cent at the
end of 2023.

The maturity structure of assets and liabilities is set out in
note 35. In the short-term band range, the bank refinances
itself primarily through client deposits at sight as well as
call and time deposits.

VP Bank can rapidly procure liquidity on a secured basis

in case of need through its access to the Eurex repo market.
The risk of an extraordinary, nevertheless plausible event
with low probability can be measured using stress tests. In
this manner, VP Bank can take all applicable remedial action
on a timely basis and set limits where necessary.
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Credit risks

Credit risks arise from all transactions for which payment
obligations of third parties in favour of VP Bank exist or can
arise. Credit risks accrue to VP Bank from client lending
activities, the money market business including bank gua-
rantees, correspondent and metals accounts, the reverse
repo business, the bank’s own portfolio of securities, secu-
rities lending and borrowing, collateral management and
OTC derivative trades.

Risk concentrations can arise through large exposures
(cluster risks) or inadequate diversification of the loan or
collateral portfolio. Such concentrations can constitute
exposures from borrowers which are domiciled in the same
countries or regions, are active in the same industry seg-
ment or possess similar collateral. Concentrations can lead
to the creditworthiness of borrowers or the recoverability of
collateral being impacted by the same economic, political
or other factors. Risk concentrations are closely monitored
by VP Bank as well as being controlled with corresponding
limits and operational checks.

As of 31 December 2023, the total credit exposure exclu-
ding collateral was CHF 9.4 billion (as of 31 December 2022:
CHF 10 billion). The following table shows the composition
of the balance-sheet and off-balance-sheet items.

Credit exposures

in CHF 1,000 31.12.2023 31.12.2022

On-balance-sheet assets

Receivables arising from money market

papers 170,894 196,993
Due from banks 1,353,783 1,539,929
Due from customers 5,467,098 5,758,448
Public-law enterprises 421 463
Trading portfolios 213 172
Derivative financial instruments 41,960 58,540
Debt instruments at fair value 4,182 6,592
Financial instruments measured at amortised

cost 2,371,683 2,436,650
Total 9,410,233 9,997,786
Off-balance-sheet transactions

Contingent liabilities 110,507 112,901
Irrevocable facilities granted 148,537 92,768
Total 259,044 205,669

The change in client loans is mainly the result of a decline in
volume in the lombard loan business. Clients continued

to be more reserved and cautious due to the market uncer-
tainties (deleveraging) in 2023. While the volume of unse-
cured loans was deliberately kept low, the volume of mort-
gage loans was increased by around CHF 88 million. The
volume of receivables from banks decreased compared to
the previous year and amounted to CHF 1.4 billion at the
end of 2023. Free liquid assets continue to be invested with
banks with good credit ratings, predominantly cantonal
and regional banks in Switzerland.

Receivables from clients are granted by default on a
secured basis. This area primarily includes the mortgage
business in Switzerland and Liechtenstein, the lombard
loan business as well as a small number of special loans.

In the mortgage business, cover is primarily provided by
residential, mixed or commercial properties in Switzerland
and Liechtenstein. In Liechtenstein, the regulations of the
Capital Requirements Regulation apply regarding guide-
lines and procedures for the valuation and management
of mortgage collateral. Lombard loans are granted in
exchange for the pledging of primarily liquid and diversi-
fied securities portfolios. In addition, life insurance policies
can be used as collateral. Predefined minimum require-
ments apply to the issuers of the corresponding policies.
Each issuer must be pre-approved.

The qualitative requirements for eligible collateral and
permissible loan-to-value ratios are defined internally.
In 2023, further methodological improvements for the
quantitative derivation of loan-to-value ratios in margin
lending transactions were developed and successfully
introduced. Risk concentrations within the collateral are
to be avoided through a prudent credit policy.

Within the scope of the client loan business, loans are
granted on a regional and international basis to private
and commercial clients. The focus remains on the private
client business with a volume of CHF 3.3 billion of mort-
gage credits (31 December 2022: CHF 3.2 billion). From
aregional perspective, VP Bank conducts the lion’s share
of this business in the Principality of Liechtenstein and in
the eastern part of Switzerland.

The ten largest single exposures encompass 7.8 per cent
of total credit exposures (31 December 2022: 8.5 per cent).

The credit regulations, the framework directive and the
Group Standard Credit form the binding framework for
credit risk management of client loans. In addition to

the general guidelines and framework conditions for the
lending business, these also set out the decision-making
powers and related ranges for the approval of loans (rules
on powers of authority).

In principle, exposures in the private client loans business
and in the commercial loans business must be covered by
the loan-to-value of the collateral (collateral after haircut).
Counterparty risks in the loan business are governed by
limits which restrict the level of exposure depending on
the creditworthiness, industry segment, collateral and risk
domicile of the client. VP Bank uses an internal method for
risk classification to assess creditworthiness. Deviations
from credit-granting principles (exceptions to policy) are
dealt with as part of the credit risk management process
based on an individual risk assessment.

VP Bank enters into both secured and unsecured positions
in the interbank business. Unsecured positions result from
money market activities (including bank guarantees, corres-
pondent and metals accounts), secured positions arising
from reverse repo transactions, securities lending and
borrowing, collateral management and OTC derivative



transactions. Repo deposits are fully secured, and the
collateral received serves as a reliable source of liquidity
in a crisis situation. Hence, counterparty risk and liquidity
risk is reduced with reverse repo transactions.

Counterparty risks in the interbank business may only be
entered into in approved countries and with approved
counterparties. Exposures to banks relate to institutions
with a good credit rating (investment-grade rating) and
registered office in an OECD country. A comprehensive
system of limits contains the level of exposure depending
on the term, rating, risk domicile and collateral of the
counterparty. In this regard, VP Bank relies on the rating
of banks by the two rating agencies Standard & Poor's
and Moody's. OTC derivative transactions may be
concluded exclusively with counterparties with whom

a netting agreement has been agreed.

Credit risks are managed and monitored not only on an
individual transaction level but also on a portfolio level.
On the portfolio level, VP Bank uses expected and
unexpected credit loss estimates to monitor and measure
credit risk. The expected credit loss represents the average
loss that can be expected within one year. Unexpected
credit loss represents a scenario-based unexpected loss
from a stressed loss framework that is the difference
between the potential loss in a stressed scenario (stressed
loss) and the loss to be expected in a normal market
environment (expected loss) over one year. In particular,
the stressed loss framework takes greater account of
idiosyncratic credit risks. The unexpected loss is limited
and monitored by a corresponding credit risk limit, both
overall and per loan portfolio.

Credit derivatives (contract volume)

in CHF 1,000 Providers of Providers of
collateral as of collateral as of

31.12.2023 31.12.2022

Collateralised debt obligations 0 0
Total 0 0

No proprietary trading transactions in credit derivatives
were carried out in the past financial year.

Country risk

Country risks arise whenever political or economic condi-
tions specific to a country impinge on the value of an expo-
sure abroad. The monitoring and management of country
risk is undertaken using volume limits which restrict the
respective aggregate exposures per country rating (Stan-
dard & Poor’s and Moody’s). All receivables on the balance
sheet are considered in this process; positions in the
Principality of Liechtenstein and Switzerland do not fall
under this country limit rule.

The risk domicile of an exposure is the basis for recognising
country risk. With secured exposures, consideration

is usually given to the country in which the collateral is
located.

The following table shows the distribution of credit expo-
sures by country rating. Non-rated country exposures are
mostly exposures from local business activities (receivables
secured by mortgage) of VP Bank (BVI) Ltd.

Country exposures according to rating

in% 31.12.2023 31.12.2022
AAA 78.7 87.4
AA 18.4 8.9
A 0.8 1.5
BBB-B 0.6 0.7
CCC-C 0.0 0.0
Not Rated 1.5 1.5
Total 100.0 100.0
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IFRS 9 Impairment

The following pages show the additional tables from IFRS 9 Impairment to be disclosed.

Credit exposures by rating classes

in CHF 1,000 Carrying amount of the below financial positions
Rating Stage 1 Stage 2 Stage 3 Total
(Standard & 31.12.2023
Poor's or
Equivalent)
Cash and cash equivalents
Investment Grade
-+ Very Low credit risk AAA 1,591,475 1,591,475
AA+ AA, AA-,
+ Low credit risk A+ A, A- 0
+ Moderate credit risk BBB+, BBB, BBB- 0
BB+, BB, BB-,
B+, B, B-,
CCC+, CCC,
Non Investment Grade CCC-,CC,C 0
Default D 0
Gross Carrying amount 1,591,475 0 0 1,591,475
Loss allowance -24 -24
Carrying amount 1,591,451 0 0 1,591,451
Receivables arising from money market papers
Investment Grade
+ Very Low credit risk AAA 104,078 104,078
AA+, AA, AA-,
+ Low credit risk A+, A, A- 66,824 66,824
- Moderate credit risk BBB+, BBB, BBB- 0
BB+, BB, BB-,
B+, B, B-,
CCC+, CCC,
Non Investment Grade CCC-, CC,C 0
Default D 0
Gross Carrying amount 170,902 0 0 170,902
Loss allowance -8 -8
Carrying amount 170,894 0 0 170,894
Due from banks
Investment Grade
- Very Low creditrisk AAA 33,485 33,485
AA+ AA, AA-,
+ Low credit risk A+ A, A- 1,012,395 1,012,395
+ Moderate credit risk BBB+, BBB, BBB- 78,588 78,588
BB+, BB, BB-,
B+, B, B-,
CCC+, CCC,
Non Investment Grade CCC-, CC,C 571 571
Default D 0
Gross Carrying amount 1,124,468 571 0 1,125,039
Loss allowance -87 -87
Carrying amount 1,124,381 571 0 1,124,952
Due from customers
Low credit risk 5,316,900 7,826 5,324,726
Moderate credit risk 110,015 8,515 118,530
High Credit Risk 8,007 8,007
Doubtful 2,757 2,757
Default 35,370 35,370
Gross Carrying amount 5,316,900 110,015 62,475 5,489,390
Loss allowance -1,313 -454 -20,105 -21,872
Carrying amount 5,315,587 109,561 42,370 5,467,518




Credit risks by rating classes (continued)

in CHF 1,000 Carrying amount of the below financial positions
Rating Stage 1 Stage 2 Stage 3 Total
(Standard & 31.12.2023
Poor's or
Equivalent)
Financial instruments measured at amortised cost
Investment Grade
+ Very Low credit risk AAA 657,218 657,218
AA+, AA, AA-,
- Low credit risk A+ A, A- 1,416,871 1,416,871
« Moderate credit risk BBB+, BBB, BBB- 281,472 281,472
BB+, BB, BB-,
B+, B, B-,
CCC+, CCC,
Non Investment Grade CCC-,CC,C 17,169 17,169
Default D 0
Gross Carrying amount 2,355,561 17,169 0 2,372,730
Loss allowance -608 -439 -1,047
Carrying amount 2,354,953 16,730 0 2,371,683

in CHF 1,000 Exposure to credit risk on loan commitments and financial guarantee
contracts
Stage 1 Stage 2 Stage 3 Total
31.12.2023
Exposure to credit risk on loan commitments and financial guarantee contracts
Low credit risk 0
Moderate credit risk 220,807 14,717 235,524
High Credit Risk 0
Doubtful 0
Default 0
Gross Carrying amount 220,807 14,717 0 235,524
Loss allowance -20 -232 -252
Carrying amount 220,787 14,485 0 235,272
in CHF 1,000 Carrying amount of the below financial positions
Rating Stage 1 Stage 2 Stage 3 Total
(Standard & 31.12.2022
Poor’s or
Equivalent)
Cash and cash equivalents
Investment Grade
+ Very Low credit risk AAA 2,178,286 2,178,286
AA+, AA, AA-,
+ Low credit risk A+, A, A-
+ Moderate credit risk BBB+, BBB, BBB-
BB+, BB, BB-,
B+, B, B-,
CCC+, CCC,
Non Investment Grade CCC-,CC,C 0
Default D 0
Gross Carrying amount 2,178,286 0 0 2,178,286
Loss allowance -27 -27
Carrying amount 2,178,259 0 0 2,178,259
Receivables arising from money market papers
Investment Grade
+ Very Low credit risk AAA 121,896 121,896
AA+ AA, AA-,
+ Low credit risk A+ A, A- 75,108 75,108
+ Moderate credit risk BBB+, BBB, BBB- 0
BB+, BB, BB-,
B+, B, B-,
CCC+, CCC,
Non Investment Grade CCC-,CC,C 0
Default D 0
Gross Carrying amount 197,004 0 0 197,004
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Credit exposure by rating classes (continued)

in CHF 1,000 Carrying amount of the below financial positions
Rating Stage 1 Stage 2 Stage 3 Total
(Standard & 31.12.2022
Poor's or
equivalent)
Loss allowance -1 -1
Carrying amount 196,993 0 0 196,993
Due from banks
Investment Grade
+ Very Low credit risk AAA 97117 97,117
AA+, AA, AA-,
+ Low credit risk A+ A, A- 1,240,191 1,240,191
+ Moderate credit risk BBB+, BBB, BBB- 102,640 102,640
BB+, BB, BB-,
B+, B, B-,
CCC+, CCC,
Non Investment Grade CCC-,CC,C 6,606 6,606
Default D 0
Gross Carrying amount 1,439,948 6,606 0 1,446,554
Loss allowance -93 -1 -94
Carrying amount 1,439,855 6,605 0 1,446,460
Due from customers
Low credit risk 5,664,445 3,451 5,667,896
Moderate credit risk 52,397 9,473 61,871
High Credit Risk 10,064 10,064
Doubtful 34 34
Default 42,143 42,143
Gross Carrying amount 5,664,445 52,397 65,166 5,782,008
Loss allowance -852 -30 -22,215 -23,097
Carrying amount 5,663,592 52,368 42,951 5,758,911
Financial instruments measured at amortised cost
Investment Grade
+ Very Low credit risk AAA 625,837 625,837
AA+, AA, AA-,
+ Low credit risk A+, A, A- 1,500,910 1,500,910
+ Moderate credit risk BBB+, BBB, BBB- 290,747 290,747
BB+, BB, BB-,
B+, B, B-,
CCC+, CCC,
Non Investment Grade CCC-, CC, C 20,449 20,449
Default D 0
Gross Carrying amount 2,417,494 20,449 0 2,437,943
Loss allowance -666 -628 -1,294
Carrying amount 2,416,828 19,822 0 2,436,650

in CHF 1,000 Exposure to credit risk on loan commitments and financial guarantee
contracts
Stage 1 Stage 2 Stage 3 Total
31.12.2022
Exposure to credit risk on loan commitments and financial guarantee contracts
Low credit risk 0
Moderate credit risk 0
High Credit Risk 176,114 8,219 184,333
Doubtful 0
Default 0
Gross Carrying amount 176,114 8,219 0 184,333
Loss allowance -301 -2 -303
Carrying amount 175,813 8,217 0 184,030




Expected credit losses according to IFRS 9 allowance for credit losses
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in CHF 1,000 Expected credit loss of the below financial positions

Stage 1 Stage 2 Stage 3 Total

2023

Due from customers - mortgage loans'
1 January 2023 112 14 3,112 3,238
New financial assets originated or purchased 30 30
Transfers 0
- tostage 1 0
- tostage 2 0
- tostage 3 -4 4 0
Net remeasurement of loss allowance -9 =i 5,281 5,271
Financial assets derecognised during period (not written off)
i.e. repayments, modifications, sales etc. -25 -1 -172 -198
Changes in models/risk parameters 0
Amounts written off on loans / utilisation in accordance with purpose 0
Foreign exchange and other adjustments 541 541
31 December 2023 108 8 8,766 8,882
Due from customers - lombard loans’
1 January 2023 548 10 15,891 16,449
New financial assets originated or purchased 721 34 755
Transfers
+ tostage 1
- tostage 2 463 -463
- tostage 3
Net remeasurement of loss allowance -43 -58 341 240
Financial assets derecognised during period (not written off)
i.e. repayments, modifications, sales etc. -213 -2 -30 -245
Changes in models/risk parameters 0
Amounts written off on loans / utilisation in accordance with purpose -5,256 -5,256
Foreign exchange and other adjustments -647 -647
31 December 2023 1,013 447 9,836 11,296
Due from customers - other loans'
1 January 2023 192 5 3,212 3,410
New financial assets originated or purchased 121 121
Transfers 0
- tostage 1 0
- tostage 2 0
- tostage 3 -6 6 0
Net remeasurement of loss allowance -33 629 596
Financial assets derecognised during period (not written off)
i.e. repayments, modifications, sales etc. -84 -5 -1,288 -1,377
Changes in models/risk parameters 0
Amounts written off on loans / utilisation in accordance with purpose -1,017 -1,017
Foreign exchange and other adjustments 2 -41 -39
31 December 2023 192 0 1,501 1,694
' By type of collateral.
in CHF 1,000 Expected credit loss of the below financial positions

Stage 1 Stage 2 Stage 3 Total

2022

Due from customers - mortgage loans’
1 January 2022 42 21 7,590 7,653
New financial assets originated or purchased 12 4 1,933 1,949
Transfers 0
-+ tostage 1 15 -15 0
- tostage 2 0
- tostage 3 0
Net remeasurement of loss allowance 21 6 27

Financial assets derecognised during period (not written off)
i.e. repayments, modifications, sales etc. -10 -2 -5,273 -5,285
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Expected credit losses according to IFRS 9 allowance for credit losses (continued)

in CHF 1,000 Expected credit loss of the below financial positions

Stage 1 Stage 2 Stage 3 Total

2022

Changes in models/risk parameters 32 32
Amounts written off on loans / utilisation in accordance with purpose -1,515 -1,515
Foreign exchange and other adjustments 377 377
31 December 2022 112 14 3,112 3,238
Due from customers - lombard loans’
1 January 2022 573 617 16,435 17,625
New financial assets originated or purchased 68 1 1" 80
Transfers 0
+ tostage 1 1 -1 0
- tostage 2 0
- tostage 3 -449 449 0
Net remeasurement of loss allowance 134 -169 -35
Financial assets derecognised during period (not written off)
i.e. repayments, modifications, sales etc. -227 -1 -525 -753
Changes in models/risk parameters 0
Amounts written off on loans / utilisation in accordance with purpose 0
Foreign exchange and other adjustments -467 -467
31 December 2022 548 10 15,891 16,449
Due from customers - other loans’
1 January 2022 188 57 1,149 1,394
New financial assets originated or purchased 2 5 2,027 2,034
Transfers 0
- tostage 1 0
- tostage 2 0
+ tostage 3 -37 36 -1
Net remeasurement of loss allowance 57 57
Financial assets derecognised during period (not written off)
i.e. repayments, modifications, sales etc. -96 -20 =117
Changes in models/risk parameters 41 1
Amounts written off on loans / utilisation in accordance with purpose 0
Foreign exchange and other adjustments 1 1
31 December 2022 192 5 3,212 3,410

' By type of collateral.

The following table shows the effect on valuation allowances of significant changes in the gross carrying values of financial
instruments.

in CHF 1,000 Impact: increase/decrease
Stage 1 Stage 2 Stage 3 Total
2023
Appropriate use of loan loss provisions (two customers) -6,275 -6,275
Bond sale Stage 2 -100 -100
Lombard loans: change from stage 3 to stage 2 439 -439 0
Irrevocable Letter (off balance, 1 customer): change from stage 1 to stage 2 -253 253 0
Other effects 365 -127 -162 76
Reassessment of individual value adjustments 4,763 4,763
Total 112 465 -2,113 -1,536
in CHF 1,000 Impact: increase/decrease
Stage 1 Stage 2 Stage 3 Total
2022
Model adjustments: floor PD banks, money market paper and bonds -706 -706
Bonds: Change to stage 2 (due to Ukraine crisis) -8 451 443
Lombard loans: change from stage 2 to stage 3 (due to forbearance) -449 449 0
Reassessment of individual value adjustments -1,828 -1,828
Utilisation in accordance with purpose -1,515 -1,515
Other effects 172 -213 -65 -107

Total -543 -21 -2,959 -3,713




The following table provides disclosures on assets which were modified and at the same time have a stage 2 and 3 valua-

tion allowance.

Information about the nature and effect of modifications on the measurement of provision Total Total

for doubtful debts (Stage 2 and 3)
in CHF 1,000

2023 2022

Financial assets modified during the period

Amortised cost before modification

Net modification loss

Financial assets modified since initial recognition

Gross carrying amount at 31 December of financial assets for which loss allowance has changed from stage 2 or stage 3

to stage 1 during the period

2,000 11,124

6. Operational risk

Whereas financial risks are deliberately assumed in order
to earn income, operational risk should be avoided by
suitable controls and measures or, if this is impossible,
should be reduced to a level set by the bank.

There is a wide variety of causes for operational risks.
People make mistakes, IT systems fail, external risks affect
the bank or business processes do not work. It is therefore
necessary to determine the factors which trigger important
risk events and their impact in order to contain them with
suitable preventive measures.

The management of operational risks is understood in
VP Bank to be an integral cross-divisional function which is
to be implemented across all business units and processes
on a uniform group-wide basis. The following methods are
used:

- The internal control system of VP Bank encompasses all
process-integrated and process-independent measures,
functions and controls which assure the orderly conduct
of business operations.

« Early-warning indicators are used to recognise potential
losses in a timely manner and to ensure that enough time
still remains for the planning and realisation of counter-
measures.

- Significant loss occurrences are recorded systematically
and are then evaluated centrally. The findings from the
collection of loss data are integrated directly into the risk
management process.

- Operational risks are assessed within the framework of
periodic top-down and bottom-up risk assessments.
Based on these assessments, Group Executive Manage-
ment decides how to deal with the identified risks and, if
necessary, determines proactive risk-reducing measures.

The Group Operational Risk & Methodology unit, which

is part of Group Compliance & Operational Risk, is respon-
sible for the group-wide implementation, monitoring

and further development of the methods and tools used
to manage operational risks.

Each person in a management position is responsible
for identification and evaluation of operational risks as
well as for definition and performance of key controls

and measures to contain risks.

Controls are periodically assessed for adequacy and effec-
tiveness. The current operational risk situation is reported
to the Executive Board and the Board of Directors on a
quarterly basis.

Business continuity management (BCM) is a further import-
ant sub-area of operational risk management. In summary,
BCM denotes a management method that ensures continu-
ity of business activity under crisis conditions, or at least
unforeseeable difficult conditions, with the help of a life
cycle model. The objective of BCM at VP Bank is to syste-
matically prepare for the management of extraordinary loss
events so that critical processes are not interrupted or only
temporarily interrupted even in extraordinary situations
and contingencies. The BCM strategy, which defines the
principles, objectives, responsibilities and structure of

the BCM system, serves as the basis. The group-wide crisis
organisation is part of the VP Bank organisational structure
and becomes operative as soon as a business-critical

loss event occurs or a state prevails that could escalate

to become business-critical. The members of the crisis
organisation are trained at regular intervals.

7. Business risk and strategic risk

Business risk on the one hand results from unexpected
changes in market and underlying conditions with an
adverse effect on profitability or equity. On the other hand,
it indicates the danger of unexpected losses that may result
from management decisions regarding the business policy
orientation of the Group (strategic risk). Group Executive
Management is responsible for managing business

risk. Taking into account the banking environment and the
internal corporate situation, this risk is analysed by Group
Executive Management, top-risk scenarios are derived and
appropriate measures are worked out, the implementation
of which is entrusted to the responsible body or organisati-
onal unit (top-down process).
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8. Compliance risk

Compliance risk is understood to be breaches of statu-
tory and regulatory provisions that can cause significant
damage to VP Bank’s reputation or result in sanctions,
fines or even in the bank’s licence being withdrawn. The
compliance risk of VP Bank consists in particular in the fact
that VP Bank does not or does not sufficiently recognise
financial crime compliance risks of its clients and counter-
parties - such as money laundering, financing of terrorism,
violations of sanctions and embargoes, and fraud and
corruption activities - and has not established appropriate
surveillance and monitoring processes/measures for
identification, management and limitation of cross-border
compliance risks as well as tax and investment compliance
risks.

All relevant compliance risks which are of significance for
the business and service activities of VP Bank Group are
recorded and assessed within the scope of a group-wide,
annual non-financial risk assessment. In this regard, all
relevant, risk-based compliance controls as well as proces-
ses and systems within the overall organisation of VP Bank
Group are assessed in order to determine whether they
are up to date, appropriate and effective. In this context,
the risk-based compliance controls must be proportionate
to the respective risk, the management effort and the
intended control objectives. VP Bank Group also ensures
through regular compliance training that all employees of
VP Bank Group are familiar with and adhere to the relevant
compliance regulations.

9. ESG risks and climate-related
financial risks

ESG risks and climate-related financial risks (hereinafter
"ESG risks”) represent the risk of adverse economic impacts
on VP Bank that may arise from environmental (Environ-
ment), social (Social) and corporate management (Gover-
nance) factors. VP Bank does not view ESG risks as an
independent risk category but rather as a risk driver that

can manifest itself in other risk groups or risk categories.
The inclusion of ESG risks in the risk taxonomy and in the
risk management process reflects the increasing import-
ance of sustainability in the financial sector. VP Bank
records, evaluates and takes into account ESG risks in

its business activities as well as in the assessment of its
counterparties and client relationships. VP Bank has

set itself the goal of aligning its material loan portfolios
and investment portfolios on the balance sheet with
net-zero emissions by 2050. In addition, VP Bank expects
business partners to comply with at least three interna-
tionally recognised standards, namely the “"UN Global
Compact”, the "United Nations Guiding Principles for
Business and Human Rights” and the “International Labour
Organisation (ILO) Standards”.

(Z
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10. Reputational risk

Reputational risk represents the risk of negative economic
effects that could arise as a result of damage to the public
image or reputation of VP Bank. Strategic and business
risks, operational and compliance risks, financial risks as
well as ESG risks can lead to reputational risks and weaken
the confidence of employees, clients, shareholders,
regulators or the public in general in the bank.

This may result in asset losses or a decline in earnings, for
instance due to deteriorating or terminated client relations-
hips, rating downgrades, higher refinancing costs or more
difficult access to the interbank market.

Reputational risks are monitored by Group Executive
Management.



