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Capital and Risk Management Pillar 3 Disclosures for the period ended December 31, 2024

1. Overview
1.1 Background

Effective September 1, 20211, the Cayman Islands Monetary Authority (“CIMA” or the “Authority”) implemented the
disclosure requirements proposed by the Basel Committee on Banking Supervision (“BCBS”) and referred to as the
Pillar 3 disclosures under the Basel Il regulatory framework.

Pillar 3 disclosures are designed to promote market discipline by providing market participants with key information
on a firm’s risk exposure and risk management processes. Pillar 3 also aims to complement the minimum capital
requirements described under Pillar 1, as well as the supervisory processes of Pillar 2.

Increased transparency allows for independent and timely scrutiny by stakeholders (i.e. investors, analysts, financial
customers and other market participants). In turn, the bank’s board of directors (the “board”) and senior management
are aligned with the interests of stakeholders due to periodic monitoring. Furthermore, it encourages the
strengthening of core business practices that mitigate the bank’s exposures to risks in addition to the level of
capitalisation. Stakeholders influence the behaviour of the bank and discourage the bank’s decisionmakers from
engaging in activities which may result in exposure to undue risk that undermine their interests.

The Pillar 3 disclosures will also improve comparability and consistency of disclosures between banks, with a common
framework allowing market participants to engage in meaningful comparisons between banks.

1.2 Basis of Disclosures

This disclosure document has been prepared by the Bank on a standardised basis and in accordance with the rules
laid out in the BCBS standards issued in January 2015 entitled ‘Revised Pillar 3 Disclosure Requirements’ and in March
2017 entitled “Pillar 3 disclosure requirements — consolidated and enhanced framework” and as summarised by the
CIMA in its Rules and Guidelines — Market Discipline Disclosure Requirements — Pillar 3.

Unless otherwise stated, all figures are as at December 31, 2024 and are expressed in US dollars. Certain tables in this
report may not sum due to rounding.

1.3 Scope of Application

Butterfield Bank (Cayman) Limited is regulated by the CIMA. The Basel Il Framework, therefore, applies to the Bank
and its subsidiary undertakings (together referred to as the “Bank”). Full details of the basis of consolidation can be
found in Note 2 of the Bank’s audited consolidated financial statements for the year ended December 31, 20242,

There are no differences between the basis of consolidation of the Bank for accounting and prudential purposes.

The Bank is made up of the following principal operating entities, which are all wholly owned subsidiaries and fully
consolidated in the Bank’s financial statements:

Butterfield Bank (Cayman) Limited
Butterfield Trust (Cayman) Limited

1.4 Location and Verification

Pursuant to CIMA guidance issued in September 2021, these disclosures have been submitted following Board
approval.

! Market Discipline Disclosure Requirements (Pillar 3) - Rules and Guidelines — 1 September 2021

2 butterfield-cayman-financial-statements-2024-final.pdf
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The disclosures are not subject to external audit except where they are equivalent to those prepared under the
accounting requirements for the inclusion in the Bank’s Audited Financial Statements.

These disclosures have been published on the Bank’s corporate website?.
2. Risk Management Objectives and Policies (OVA)
2.1 Risk Governance

The principal types of risk inherent in the Bank’s business are financial, compliance, operational, reputational and
strategic risks.

The Board has overall responsibility for determining the strategy for risk management, setting the Bank’s risk appetite
and ensuring that risk is monitored and controlled effectively. It accomplishes its mandate through the activities of
the following dedicated committee:

The Audit, Compliance and Risk Policy Committee ("ACRPC"): This committee of the Board assists the Board in
fulfilling its responsibilities by overseeing the Bank’s risk profile and its performance against approved risk appetites
and tolerance thresholds. Specifically, the ACRPC considers the sufficiency of the Bank’s policies, procedures and limits
related to the identification, measurement, monitoring and control of activities that give rise to credit, market,
liquidity, interest rate, operational, regulatory, compliance, climate and reputational risks, as well as overseeing its
compliance with laws, regulations and codes of conduct. In addition, the ACRPC reviews the overall adequacy and
effectiveness of the Bank's system of internal controls and the control environment, including in respect of the risk
management process. The ACRPC reviews recommendations arising from internal and independent audit review
activities and management's response to any findings raised.

The ACRPC’s Terms of Reference are aligned with the strategic risk management objectives of the Bank’s parent
company (The Bank of N.T. Butterfield & Son Limited, Bermuda) and its Group Board. The Committee is chaired by a
non-executive director drawn from the Bank’s Board.

The Management Committee is led by the Managing Director and is responsible for setting business strategy and for
monitoring, evaluating and managing risks across the Bank. It is supported by the following management committees:

The Risk Committee: This committee comprises executive and senior management team members and is chaired
by the Chief Risk Officer. The Risk Committee provides a forum for the strategic assessment of risks assumed across
the Bank as a whole based on an integrated view of risks including credit, market, liquidity, legal, regulatory and
financial crime compliance, fiduciary, operational, cybersecurity, climate, insurance, pension, investment, capital and
reputational risks, ensuring that these exposures are consistent with the risk appetites and tolerance thresholds
promulgated by the Board and oversees the compliance of regulatory obligations arising under applicable laws, rules
and regulations. It is responsible (i) for reviewing, evaluating and recommending the Bank's Risk Appetite Framework,
the results of the Internal Capital Adequacy Assessment Process (“ICAAP”) (including all associated stress testing
performed) and the Bank’s key risk policies to the Board for approval or ratification of Group Policies; (ii) for reviewing
and evaluating current and proposed business strategies in the context of our risk appetites; and (iii) for identifying,
reviewing and advising on current and emerging risk issues and associated mitigation plans; and (iv) for reviewing the
Bank’s compliance with external regulations and internal policies. The Risk Committee is supported in the execution
of its mandate by the work undertaken by the Group Compliance and Operational Risk Committee (“CORC”), a
dedicated sub-committee that is responsible for the evaluation and monitoring of non-financial risks, including
compliance, reputational and operational risks, as well as the Group's policies.

The Asset and Liability Committee ("ALCO"): This committee comprises executive and senior management team
members and is chaired by the CFO. ALCO is responsible for liquidity, interest rate and foreign exchange rate risk
management and other balance sheet issues. It also oversees key policies and the execution of the Bank's investment
and capital management strategies and monitors the associated risks assumed. It is supported in the execution of its

3 https://www.butterfieldgroup.com/en-ky#accordion-item-link-pillar-3-disclosure
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mandate by the work undertaken by the Group Credit Committee ("GCC"), that is responsible for the evaluation and
approval of recommended inter-bank and counterparty exposures assumed in the Bank’s treasury and investment
portfolios along with the Group Treasury, and Market Risk functions.

The Credit Committee ("CC"): This committee comprises executive and senior management and is chaired by the
Chief Risk Officer. CC is responsible for a broad range of activities relating to the monitoring, evaluation and
management of credit risks assumed across the Bank at both transaction and portfolio levels. It is supported in the
execution of its mandate by the Cayman and Group Credit Risk Management Teams. Credit authorisations above
delegated limits are escalated to the GCC for approval. The committee is also responsible for approving significant
provisions and other impairment charges. It also oversees the overall credit risk profile of the Bank in regards to non-
accrual loans and assets. Provision recommendations are made to the Group Provisions and Impairments Committee.

2.2 Risk Management (MRA)

The Bank manages its exposure to risk through a three "lines of defence" model.

The first "line of defence" is provided by our Jurisdictional business units, which retain ultimate responsibility for the
risks they assume and for bearing the cost of risks associated with these exposures.

The second “line of defence” is provided by our Risk Management and Compliance groups, which work in
collaboration with our business units to identify, assess, mitigate and monitor the risks associated with our business
activities and strategies. They do this by:

e making recommendations to the ACRPC and the Group Risk and Compliance Committee (“GRCC”) of the
Group Board regarding the constitution of the Risk Appetite Framework;

e setting risk strategies that are designed to manage risk exposures assumed in the course of pursuing our
business strategies and aligning them with agreed appetites;

e establishing and communicating policies, procedures and limits to control risks in alignment with these risk
strategies;

*  measuring, monitoring and reporting on risk levels;

e opining on specific transactions that fall outside delegated risk limits; and

e identifying and assessing emerging risks.

The functions within the Risk Management and Compliance groups that support our risk management activities are
outlined below.

Group Market Risk (“GMR”) — This unit provides independent oversight of the measurement, monitoring
and control of liquidity and funding risks, interest rate and foreign exchange risks as well as the market risks
associated with our investment portfolios. GMR also monitors compliance with both regulatory requirements
and our internal policies and procedures relating to the management of these risks.

Cayman Credit Risk Management (“CCRM”) and Group Credit Risk Management (“GCRM”) — These units
are responsible for the adjudication and oversight of credit risks associated with our retail and commercial
lending activities and the management of risks associated with our investment portfolios and counterparty
exposures. GCRM also establishes the parameters and delegated limits within which credit risks may be
assumed and promulgates guidelines on how exposures should be managed and monitored.

Cayman Operational Risk (“COpRisk”) and Group Operational Risk (“GOpRisk”) — These units assess the
effectiveness of our procedures and internal controls in managing our exposure to various forms of
operational risk, including those associated with new business activities and processes and the deployment
of new technologies. COpRisk and GOpRisk also oversee our incident management processes and reviews
the effectiveness of our loss data collection activities.

Cayman Compliance and Group Compliance — These units provide independent analysis and assurance of
our compliance with applicable laws, regulations, codes of conduct and recommended best practices,
including those associated with the prevention of financial crime, including money laundering and terrorist
financing. Compliance is also responsible for assessing our potential exposure to upstream risks and for
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providing guidance on the preparations that should be made in advance of these changes coming into effect.
The Group Head of Compliance and Operational Risk reports directly to the President and Group CRO.

The third “line of defence” is provided by our Group Internal Audit function, by providing independent and objective
assurance over the design and effectiveness of controls in place to manage the key risks impacting the Group. To
enhance the independence of the function, the Group Head of Internal Audit has a functional reporting line to the
Chair of the Audit Committee and administratively reports to the Chairman & CEO.

Further details on the risk management framework can be found in the Group's Annual Report on Form 20-F for the
year ended December 31, 2024 under Item 5.A: Risk Management (Page 79)*.

3. Prudential Metrics

The table below provides an overview of the Bank’s prudential regulatory metrics for the last 5 quarters.

Table 1: Key Metrics (CAP) (OV1) (LR2) (LIQ1) (LIQ2)

a b c d e
December 31, | September 30, December 31,
June 30, 2024 |March 31, 2024
(in millions of $) 2024 2024 2023
Capital Constituents (amounts)
Tier 1 Capital 408,075,538 405,706,635 407,936,060 402,922,295 395,633,002
B Deductions from Tier 1 Capital 7,101,259 7,376,550 7,651,840 7,927,130 8,202,421
Net Tier 1 Capital (A-B) 400,974,279 398,330,085 400,284,219 394,995,165 387,430,581
C Tier 2 Capital 1,625,972 1,705,327, 1,745,872 2,054,050 2,079,352
D Deductions from Tier 2 Capital - - - - -
Net Tier 2 Capital (C-D) 1,625,972 1,705,327, 1,745,872 2,054,050 2,079,352
E Tier 3 Capital - - - - -
Available Capital Base (A-B+C-D+E) 402,600,251 400,035,413| 402,030,091| 397,049,214 389,509,933
Risk-weighted assets (amounts)
Total RWA 1,364,473,129 1,361,035,132| 1,377,952,440( 1,395,014,938| 1,346,842,604
Risk-based capital ratios as a percentage of RWA
Tier 1 ratio (%) 29.4% 29.3% 29.0% 28.3% 28.8%
Total capital ratio (%) 29.5% 29.4% 29.2% 28.5% 28.9%
Basel lll Leverage Ratio
Total Basel Il leverage ratio measure 4,394,656,995 4,208,442,027| 4,336,045,825| 4,363,032,825| 4,394,444,297
Basel Ill leverage ratio (%) 9.1% 9.5% 9.2% 9.1% 8.8%
Liquidity Coverage Ratio
Total HQLA 1,446,021,722 1,113,185,369| 1,390,518,155| 1,396,440,773| 1,328,093,608
Total net cash outflow 633,798,202 629,219,479 722,575,921 728,034,203| 658,012,228
LCR ratio (%)5 228% 177% 192% 192% 202%
Net Stable Funding Ratio
Total available stable funding 2,578,906,334 2,430,788,755( 2,549,378,311( 2,556,304,572| 2,599,510,964
Total required stable funding 1,219,888,949 1,195,622,293| 1,217,019,353| 1,254,912,707| 1,278,421,905
NSFR ratio (%)° 211% 203% 209% 204% 203%

Capital levels increased, driven by earnings in excess of dividend distributions. Risk-weighted Assets (“RWA”) were up
marginally year over year with increases in operational risk partially offset by credit risk items led by reductions in
residential mortgages resulting from significant early principal repayments.

Net Tier 1 Capital improvements during the year is the main driver for the annual increase in the Leverage Ratio.
The Liquidity Coverage Ratio (“LCR”) increased year over year driven by increased levels of HQLA and increasing

proportion of customer deposits shifting from demand to time deposits with maturities greater than 30 days thereby
reducing net outflows while Net Stable Funding Ratio (“NSFR”) improved as available stable funding declined at a

4 https://www.butterfieldgroup.com/investor-relations/financial-reports

5 The LCR and NSFR ratios are shown as the actuals at the end of the relevant quarter. The LCR ratio shown in table LIQ1 under section 6 is shown
as the simple average of the 3 monthly observations in the quarter.
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slower pace than the required stable funding on improved capital and lower levels of residential mortgages at the end
of the year.

4. Capital Adequacy
4.1 Capital Management

One of management’s primary objectives is to maintain the confidence of our clients, Bank regulators and
shareholder. A strong capital position helps the Bank to take advantage of profitable investment opportunities and
withstand unforeseen adverse developments.

The Bank manages its capital on a legal entity basis, through its ICAAP process. The Finance division has the
responsibility for measuring, monitoring and reporting capital levels within guidelines and risk appetite limits.

In establishing the guidelines and limits for capital, a variety of factors are taken into consideration, including the
overall risk of the business in stressed scenarios, regulatory requirements, capital levels relative to our peers, and the
impact on our credit ratings.

4.2 Regulatory Capital Framework

The current regulatory capital framework is based on three pillars:

e  Pillar 1: Sets the minimum capital requirements for credit, market and operational risk. Information is
presented in Tables 2-4 below.

e  Pillar 2: Under the Basel framework as implemented by the CIMA, the Bank undertakes an ICAAP process,
which is an internal assessment of all material risks to determine the sufficiency of the Bank’s capital
adequacy. This internal assessment takes account of the minimum capital requirement and other risks not
covered by the minimum capital requirement (Pillar 2). Where capital is deemed as not being able to
mitigate a particular risk, alternative management actions are identified and described within the ICAAP.
The ICAAP is presented to the ACRPC prior to being presented to the Board for challenge and approval and
then submission to the Authority. The ICAAP process is performed annually or more frequently should the
need arise.

e  Pillar 3: Aims to promote market discipline through regulatory disclosure requirements.

4.3 Capital Structure (CAP)

Tier 1 capital is comprised of common share capital, retained earnings and other reserves. It may also include interim
retained profits that have been reviewed by external auditors.

Regulatory adjustments to Tier 1 capital include: goodwill and intangible assets. For accounting purposes, acquired
customer relationships are capitalised as intangible assets where they meet certain criteria and amortised over a
period not exceeding 15 years.

Tier 2 capital is comprised of qualifying allowances for expected credit losses®.

Table 1 above shows the composition of capital constituents in arriving at Available Capital Base.

6 Expected credit losses on fully performing loans are considered as qualifying for inclusion. See also discussion under Section 5.6 under
Allowances for Credit Losses.
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4.4 Linkages Between Financial Statements and Regulatory Exposures

Table 2: Differences between accounting and regulatory scopes of consolidation and mapping of financial
statement categories with regulatory risk categories (LI1)

a b [ d e f g
Carrying values of items:
Under regulatory Not SLII?]EC( to
Balance sheet as at scope of . o Subjectto Subject to the . ‘capltal
b 31,2024 idation as at Subject to credit risk| counter, di o Subject to market requirements or
! framework u party credit securitization risk framework subject to
December 31, 2024 risk framework framework N
deduction from

(in millions of $) capital
Assets

Cash and Cash Equivalents 775,578,077 775,578,077 775,578,077 - - -

Short-term Investments 68,403,049 68,403,049 68,403,049 - - -

Investments - Held to maturity 1,565,518,877 1,565,518,877 - - 1,565,518,877 -

Financial assets - Available for sale - at fair value 748,822,212 748,822,212 294,570,821 - 454,251,391 -

Derivative financial instruments 2,243,228 2,243,228 2,243,228 -

Loans and advances to banks - - - -

Loans and advances to customers 1,099,521,139 1,099,521,139 1,099,521,139

Premises, equipment and computer software 42,378,542 42,378,542 42,378,542 - - -

Accrued interest 8,786,583 8,786,583 4,063,758 - 4,722,826 -

Goodwill 550,568 550,568 = o = 550,568

Intangible assets 6,550,691 6,550,691 - 6,550,691

Other assets 19,476,382 19,476,382 19,476,382 = = =
Total assets 4,337,829,349 4,337,829,349 2,306,234,996 - 2,024,493,094 - 7,101,259
Liabilities = = =

Deposits from banks (497,963) (497,963) - - - - (497,963)

Items in the course of collection due to other banks = = = =

Customer accounts (3,971,103,237) (3,971,103,237) - - - - (3,971,103,237)

Repurchase agreements and other similar secured borrowings - - - - - - -

Trading portfolio liabilities - - - - - -

Financial liabilities designated at fair value - - - - - -

Derivative financial instruments - - - - - - -

Other liabilities (65,012,590) (65,012,590) = = = = (65,012,590)
Total liabiliti (4,036,613,790) (4,036,613,790) - - - - (4,036,613,790)

While the scope of accounting and regulatory consolidation are consistent, Intangible assets and Goodwill are
treated as a deduction from Tier 1 Capital. See Table 1 (CAP), Capital Constituents “B”.

U.S. Government Treasuries held in the Available for Sale investment portfolio are subject to the credit risk
framework while other asset backed securities and associated accrued interest (including Ginnies, Fannies, Freddies)
are subject to the securitisation framework.

Table 3: Main sources of differences between regulatory exposure amounts and carrying values in financial
statements (L12)

a b c d e
Items subject to:
Credit risk Securitization Counterparty credit Market risk
(in millions of $) Total framework framework risk framework
1 |Asset carrying value amount under scope of reg Y idation (as per L1) 4,337,829,349 2,306,234,996 2,024,493,094 - -
2 Liabilities carrying value amount under regulatory scope of consolidation (as per template LI1) (4,036,613,790) - - - -
3 |Total net amount under y scope of idati: 301,215,559 2,306,234,996 2,024,493,094 - -
4 Off-balance sheet amounts 225,580,213 65,438,399 -
5 Differences in valuations = =
6 Differences due to different netting rules, other than those already included in row 2
7 Differences due to consideration of provisions
8 Differences due to prudential filters - - - - -
9 |Exposure idered for regul. y 526,795,772 2,371,673,395 2,024,493,094 - -

4.5 Minimum Capital Requirement: Pillar 1
As at December 31, 2024, the Tier 1 and Total capital ratios of the Bank were 29.4% and 29.5%, respectively.

The following table provides a general overview of RWAs by type of risk with additional disclosures pertaining thereto
in the following sections:
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Table 4: Overview of RWA (0V1)

a b c
RWA Minim.um capital
requirements
December 31, 2024 September 30, 2024 December 31, 2024

1 |Credit risk (excluding counterparty credit risk) (CCR) 697,521,304 688,117,858 76,727,343
2 |Securitization exposures 346,469,854 353,167,936 38,111,684
3 |Counterparty credit risk 1,064,616 341,473 117,108
4 Of which: current exposure method 1,064,616 341,473 117,108
5 Of which: standardised method - - -
6 |Market risk 493,848 484,359 54,323
7 Of which: Equity Risk (ER) - - -
8 |Operational risk 318,923,507 318,923,507 35,081,586
9 Of which: Basic Indicator Approach - - -
10 Of which: Standardised Approach 318,923,507 318,923,507 35,081,586
11 Of which: Alternative Standardised - - -
12 [Total (1+2+3+6+8) 1,364,473,129 1,361,035,132 150,092,044

Increase in credit risk RWA's stem from increases in customer deposits in the 4™ quarter deployed in claims on banks,
claims on corporates partially offset by declining claims on the retail portfolio.

4.6

Leverage Ratio

The Basel Il framework introduced the leverage ratio as a simple, non-risk based measure to restrict the build-up of
leverage in the banking sector.

As at December 31, 2024, the leverage ratio for the Bank was 9.1%, which is in excess of the 3% regulatory minimum
set by the CIMA.

The tables below provide a reconciliation of the accounting assets and the leverage ratios denominator, the exposure
measure, and the data is presented as the actuals at the end of the two quarters in the second half of 2024

Table 5: Summary comparison of accounting assets vs leverage ratio exposure measure (LR1)

December 31, 2024 September 30, 2024

1 |Total consolidated assets as per published financial statements 4,337,829,349 4,150,239,877
9 Adjustment for investments in banking, financial, insurance or commercial entities that are consolidated

for accounting purposes but outside the scope of regulatory consolidation - -
5 Adjustment for securitised exposures that meet the operational requirements for the recognition of risk

transference = =
4 |Adjustments for temporary exemption of central bank reserves (if applicable) - -
5 Adjustment for fiduciary assets recognised on the balance sheet pursuant to the operative accounting

framework but excluded from the leverage ratio exposure measure (7,101,259) (7,376,550)
6 |Adjustments for regular way purchases and sales of financial assets subject to trade date accounting - -
7 |Adjustments for eligible cash pooling transactions - -
8 |Adjustments for derivative financial instruments 2,494,855 1,341,295
9 |[Adjustment for securities financing transactions (i.e. repurchase agreements and similar secured lending) - -
10 Adjustment for off balance sheetitems (i.e. conversion to credit equivalent amounts of off-balance sheet

exposures) 59,737,531 62,461,383
a Adjustments for prudent valuation adjustments and specific and general provisions which have reduced

Tier 1 capital 1,696,520 1,776,022
12 |Other adjustments - -
13 |Leverage ratio exposure measure 4,394,656,995 4,208,442,027
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Table 6: Leverage ratio common disclosure template (LR2)

a

b

Dec 31, 2024

Sep 30, 2024

On-balance sheet exposures

On-balance sheet exposures (excluding derivatives and securities financing transactions
(SFTs), but including collateral)

Gross up for derivatives collateral provided where deducted from balance sheet assets
pursuant to the operative accounting framework

(Deductions of receivable assets for cash variation margin provided in derivatives
transactions)

(Adjustment for securities received under securities financing transactions that are
recognised as an asset)

(Specificand general provisions associated with on balance sheet exposures that are
deducted from Basel Il Tier 1 capital)

(Asset amounts deducted in determining Basel Ill Tier 1 capital and regulatory adjustments)

4,335,001,123

1,696,520
(7,101,259)

4,149,873,808

1,776,022
(7,376,550)

Total on-balance sheet exposures (excluding derivatives and SFTs) (sum of lines 1 and 6)

4,329,596,384

4,144,273,280

10
11
12

Derivative exposures
Replacement cost associated with all derivatives transactions (where applicable net of
eligible cash variation margin and/or with bilateral netting)
Add on amounts for potential future exposure associated with all derivatives transactions
(Exempted central counterparty (CCP) leg of client cleared trade exposures)
Adjusted effective notional amount of written credit derivatives
(Adjusted effective notional offsets and add-on deductions for written credit derivatives)

2,828,225
2,494,855

366,068
1,341,295

13

Total derivative exposures (sum of lines 8 to 12)

5,323,080

1,707,363

14

15

Securities financing transaction exposures
Gross SFT assets (with no recognition of netting), after adjusting for sale accounting
transactions
(Netted amounts of cash payables and cash receivables of gross SFT assets)

16
17

CCR exposure for SFT assets
Agent transaction exposures

18

Total securities financing transaction exposures (sum of lines 14 to 17)

19
20

21

Other off-balance sheet exposures
Off-balance sheet exposure at gross notional amount
(Adjustments for conversion to credit equivalent amounts)
(Specific and general provisions associated with off balance sheet exposures deducted in
determining Tier 1 capital)

219,537,133
(159,781,814)

(17,788)

224,285,620
(161,816,461)

(7,775)

22

Off-balance sheet items (sum of lines 19 and 21)

59,737,531

62,461,383

Capital and total exposures

23
24

Tier 1 capital
Total exposures (sum of lines 7,13, 18 and 22)

400,974,279
4,394,656,995

398,330,085
4,208,442,027

Leverage ratio

9.12%

9.47%

25

25

Q

26
2

~N

Basel Il leverage ratio (including the impact of any applicable temporary exemption of
central bank reserves)

Basel Ill leverage ratio (excluding the impact of any applicable temporary exemption of
central bank reserves)

National minimum leverage ratio requirement

Applicable leverage buffers

3%
6.12%

3%
6.47%

The decrease in the leverage ratio is driven primarily by the 4.5% increase in Total exposures versus the 0.7% increase
in Tier 1 Capital. Growth in total exposures was driven by growth in customer deposits in the Bank’s fourth quarter.

5.

5.1

Credit Risk Measurement, Mitigation and Reporting (CRA)(CCRA)(CRB)(CRC)(CRD)

Credit Risk Overview

Credit risk is defined as the risk that unexpected losses arise as a result of the Bank's borrowers or market
counterparties failing to meet their obligations to repay. Credit risk is managed through the CCRM and GCRM function.
CCRM provides a system of checks and balances for our diverse credit-related activities by establishing and monitoring
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all credit-related policies and practices throughout the Bank and assuring their uniform application. These activities
are designed to diversify credit exposure on an industry and client basis, thus lessening overall credit risk. These credit
management activities also apply to our use of derivative financial instruments, including foreign exchange contracts
and interest rate risk management instruments, which are used primarily to facilitate client transactions.

Individual credit authority for commercial and other loans is limited to specified amounts and maturities. Credit
decisions involving commitment exposure in excess of the specified individual limits are submitted to CRM and then
to the GCC, which provides a forum for ongoing executive review of loan activity, establishing our credit guidelines
and policies and approving selected credit transactions in accordance with our business objectives. The committee
reviews large credit exposures, establishes and reviews credit strategy and policy and approves selected credit
transactions. The GCC manages counterparty risk in respect of third party bank counterparties which do not have
commercial credit relationships within the Group and also approves country exposure limits.

As part of our ongoing credit granting process, internal ratings are assigned to commercial clients before credit is
extended, based on an assessment of creditworthiness. At least annually, a review of all significant credit exposures
is undertaken to identify, at an early stage, clients who may be facing financial difficulties. Internal borrower risk
ratings are also reviewed during this process, allowing identification of adverse individual borrower and sector trends,
and accurate application of internal borrower risk ratings which incorporates but not limited to an assessment of
climate risk impacting borrower risk ratings.

An integral part of the CRM function is to formally review past due and potential problem loans to determine which
credits, if any, need to be placed on non-accrual status or charged off. The allowance for loan losses is reviewed
quarterly to determine the amount necessary to maintain an adequate provision for current expected credit losses.

Another way credit risk is managed is by requiring collateral. Management's assessment of the borrower's
creditworthiness determines whether collateral is obtained. The amount and type of collateral held varies but may
include deposits held in financial institutions, mutual funds, US Treasury securities, other marketable securities,
income-producing commercial properties, accounts receivable, residential real estate, property, plant and equipment,
and inventory. Values of variable collateral are monitored on a regular basis to ensure that they are maintained at an
appropriate level, which includes an assessment of the climate risk impact on the value of the collateral.

5.2 Credit Risk - Retail and Private Banking

Retail and private lending activity is split between residential mortgages, personal loans, credit cards and authorised
overdrafts. Retail credit risks are managed in accordance with limits and processes set out in the credit risk policies
and guidelines approved by GCC and GRCC (and approved by the Board). The policies set out where specialist
underwriting may be needed.

For residential mortgages, a combination of lending policy criteria, lending guidelines and underwriting are used to
make a decision on applications for credit. The primary factors considered are affordability, residential status,
residential history, credit history, employment history, nature of income and LTV of the residential property. In
addition, confirmation of a borrower's identity is obtained and an assessment of the value of the collateral carried out
prior to granting a credit facility. When considering applications, the primary focus is placed on the willingness and
ability to repay.

For other retail lending products, similar lending policy criteria are used and each product has its own policy and
underwriting guidelines to enable decisions on applications for credit and to manage accounts. The factors used are
attuned to the relevant lending product, although affordability and credit history are considered in all cases. Ongoing
monitoring of all retail and private banking credit is undertaken by the business unit concerned as well as by CCRM.
In addition, the GCC reviews reports on a weekly basis. In the event that particular exposures show adverse features
such as arrears, the Bank's specialist recovery teams generally work with borrowers to resolve the situation.
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5.3 Credit Risk - Commercial Banking

Commercial credit risks are managed in accordance with limits and asset quality measures set out in the credit risk
policies and guidelines approved by GCC (and ratified by the Board).

In respect of Commercial Banking, there is a level of delegated sanctioning authority to underwrite certain credit risks
based upon an evaluation of the borrower's experience, track record, financial strength, ability to repay, transaction
structure and security characteristics. Lending decisions for large or high-risk exposures are based upon a thorough
credit risk analysis and the assignment of an internal borrower risk rating, and are subject to further approval by the
assigned officers in CRM or the GCC.

Consideration is also given to risk mitigation measures which will provide the Group with protection, such as third-
party guarantees, supporting collateral and security, legal documentation and financial covenants. Commercial
portfolio asset quality monitoring is based upon a number of measures, including the monitoring of financial
covenants, cash flows, pricing movements and variable collateral. In the event that particular exposures begin to show
adverse features such as payment arrears, covenant breaches or business trading losses, a full risk reassessment is
undertaken. Where appropriate, a specialist recovery team will work with the borrower to resolve the situation. If this
proves unsuccessful, the case will be subject to intensive monitoring and management procedures designed to
maximize debt recovery.

5.4 Credit Risk - Treasury

Treasury credit risks are managed in accordance with limits, asset quality measures and criteria set out within the
policy approved by the GCC and ratified by the Board. The policy also sets out powers that require higher levels of
authorisation according to the size of the transaction or the nature of the associated risk. The GCC identifies, assesses,
prioritizes and manages our risks associated with counterparty exposure to other financial institutions, as well as
country-specific exposures.

Exposures to financial institutions arise within the Bank's investment portfolio and treasury operations. Treasury
exposures primarily take the form of deposits with banks and foreign exchange positions. Exposures to financial
institutions in the investment portfolio can take the form of bonds, floating rate notes and or certificates of deposit.

Diversification and avoidance of concentration is emphasised. The Group establishes limits for countries and each
financial institution where there is an expected exposure. Treasury allocates these counterparty and country limits
to each jurisdiction and periodically updated and presented to ALCO and the jurisdictional boards of directors.
Ongoing asset quality monitoring is undertaken by Treasury and CRM and reports are sent to GCC on a monthly basis
and the GRCC on a quarterly basis. Exception reporting takes place against a range of asset quality triggers. Treasury
uses a number of risk mitigation techniques including netting and collateralisation agreements. Other methods (such
as margining and derivatives) are used periodically to mitigate the risk associated with particular transactions or group
of transactions.

For its exposure to Treasury credit risk, the Group uses external credit assessment institutions as permitted under
Basel Il and Il for sovereign, financial institutions, asset-backed securities, covered bonds and corporate credit risks.
With regards to financial institutions and corporates, the Group's preference for a long-term rating is the senior
unsecured rating. However, counterparty ratings and/or short-term deposit or commercial paper ratings are used if
this is unavailable. For asset-backed securities, the issue or tranche rating is used.

5.5 Exposures (CRD)

Tables 7, 16 and 17 analyse the Bank’s regulatory credit risk exposures as at December 31, 2024. Exposures are
allocated to specific standardised exposure portfolios determined by the Authority’s rules and guidelines and it is
these portfolios that determine the risk weights used. Off-balance sheet exposures analysed in Table 16. are shown
separately both before and after Credit Conversion Factors have been applied.
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Table 7: Credit Quality of Assets (CR1)

a b c d
A Allowances / Net values
Gross carrying values of B )
impairments (a+b-c)
Defaulted exposures| Non-defaulted exposures
1 |Loans 1,636,099 1,099,581,559 (1,696,519) 1,099,521,139
2 |Debt securities - 2,373,283,549 - 2,373,283,549
3 |Off-balance sheet exposures - 218,817,133 (17,788) 218,799,344
4 [Total 1,636,099 3,691,682,241 (1,714,308) 3,691,604,033

Defaulted exposures noted above are those for which the accrual of interest has been discontinued.

Impaired loans are defined in the Bank’s accounting policies in Note 2. h. Loans. “A loan is considered to be impaired
when, based on current information and events, the Bank determines that it will not be able to collect all amounts
due according to the original loan contract, including scheduled interest payments. Impaired loans include all non-
accruing loans and all loans modified in a troubled debt restructuring even if full collectability is expected following
the restructuring.” The tables 8, 9 and 10 below are prepared using the above accounting definition of impaired loans.

Table 8: Assets by geographical distribution (CRB)

United States of
Cayman Bermuda Canada Ireland United Kingdom America Other Total
Cash and deposits 40,675,333 - 74,139,544 398,771,688 4,651,423 12,900,350 312,842,788 843,981,126
Loans 1,066,448,835 3,791,055 29,281,249 - - - - 1,099,521,139
Investments - - - 2,314,341,089 - 2,314,341,089
Other Assets 70,498,504 11,724 1,120,954 - - - 8,349,122 5,691 79,985,994
Total Assets 1,177,622,672 3,802,779 104,541,747 398,771,688 4,651,423 12,900,350 |  2,635,532,999 5691 | 4,337,829,349
Impaired Loans 9,070,452 - - - - - - - 9,070,452
Total Unimpaired Assets 1,168,552,220 3,802,779 104,541,747 398,771,688 4,651,423 12,900,350 |  2,635,532,999 5691 | 4,328,758,897
Table 9: Assets by industry (CRB)
Cash & Short Total
Term Liquidity Loans Other Assets Total Total ired L ired
Government and Public Sector institutions 260,926,830 229,653,463 2,311,042,124 161,492 | 2,801,783,909 2,801,783,909
Commercial Buildings - 45,788,608 - - 45,788,608 45,788,608
Apartments, Condominiums and Housing Development Complexes (for resale or rental) 52,656,176 52,656,176 52,656,176
Other Professional Services 4,414,795 4,414,795 - 4,414,795
Real Estate Agents, Property Management & Other Related Activities 36,792,942 - 36,792,942 940,818 35,852,124
Other Business Activities (general business activity) - 3,132,721 - 11,850,331 14,983,052 - 14,983,052
Other Financial Institutions (intermediaries/auxiliaries) 550,274,315 1,869,821 3,298,964 9,495,544 564,938,644 - 564,938,644
Real Estate Mortgage Loans - 596,409,342 - 1,105,322 597,514,664 8,079,551 589,435,113
Land & Real Estate 13,603,592 - 13,603,592 50,083 13,553,509
Home Improvements/Renovations 11,294,640 11,294,640 - 11,294,640
Motor Vehicles o 7,124,803 = 7,124,803 7,124,803
Other 32,779,981 96,780,237 - 57,373,305 186,933,524 - 186,933,524
Total 843,981,126 | 1,099,521,139 2,314,341,089 79,985,994 | 4,337,829,349 9,070,452 | 4,328,758,897
Table 10: Assets by residual maturity (CRB)
Up to 12 months|  1-5years More than 5years | No specific maturity Total

Cash and deposits 843,981,126 - - - 843,981,126
Loans 59,935,342 122,594,931 916,990,867 - 1,099,521,139
Investments 15,003,633 279,567,188 2,019,770,268 = 2,314,341,089
Other Assets 25,795,813 - - 54,190,181 79,985,994
Total 944,715,914 402,162,119 2,936,761,135 54,190,181 | 4,337,829,349
Impaired Loans - 874,762 8,195,690 - 9,070,452
Unimpaired assets 944,715,914 401,287,356 2,928,565,445 54,190,181 | 4,328,758,897
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Table 10 above shows residual maturity of assets stated on a contractual, rather than an expected basis and does not
take into account the cash flows payable or receivable over the life of the asset.

The table below details the mappings between the main external credit assessment institutions i.e. Fitch, Moody's
and S&P used by the Bank and the credit quality steps used to determine the risk weightings applied to rated
counterparties. Where no external rating is used in the risk weighted assets calculation, the unrated credit quality
step applies.

In August 2023, Fitch downgraded the US Long-Term Foreign-Currency Issuer Default Rating to 'AA+' from 'AAA' which
impacted the ratings on the Banks' holdings of US government treasuries and mortgage-backed securities issued by
US governmental agencies.

Asset classes for which ECAl is used includes: sovereigns; public sector entities; corporates; and banks and securities
firms.

Table 11: ECAl Mapping

5.6 Impairment Provisions

Impairment of Financial Assets

The Bank uses a CECL model which is based on expected losses. The CECL model is applied by the Bank to the
measurement of credit losses on financial instruments at amortised cost, including loan receivables and HTM debt
securities. The Bank also applies the CECL model to certain off-balance sheet credit exposures such as undrawn loan
commitments, standby letters of credit, financial guarantees, and other similar instruments. In line with Topic 326,
the Bank will present credit losses on AFS securities as a valuation allowance rather than as a direct write-down.
Changes in expected credit losses are recorded through the respective credit loss allowances on the consolidated
balance sheets as well as in the provision for credit losses (or recoveries) in the consolidated statements of operations.

Under the CECL model, the Bank collects and maintains attributes as they relate to its financial instruments that are
within the scope of CECL including fair value of collateral, expected performance over the lifetime of the instruments
and reasonable and supportable assumptions about future economic conditions. The Bank's measurement of
expected losses takes into account historical loss information and is primarily based on the product of: the respective
instrument’s PD, LGD and EAD. For AFS securities, any allowance for credit losses is based on an impairment
assessment.

Past Due, Non-accrual, TDR and Impaired Loans

A loan is considered to be impaired when, based on current information and events, the Bank determines that it will
not be able to collect all amounts due according to the original loan contract, including scheduled interest payments.
Impaired loans include all non-accruing loans and all modified loans to borrowers experiencing financial difficulty even
if full collectability is expected following the restructuring. The definitions for past due, non-accrual, TDRs and
impaired loans are the same for both accounting and regulatory purposes. Detailed information regarding the
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definitions of past due, non-accrual, TDRs and impaired loans can be found in Note 2 (h. Loans) of the Bank’s
Consolidated Financial Statements for the year ended December 31, 20247.

The following table shows the past due loans and allowances for impaired exposures and charges to the consolidated

statement of operations for the period ended December 31, 2024. The amounts shown as delinquent represent the
full amount of the loan outstanding and not just the delinquent amount:

Table 12: Loan exposures (CRB)

Commercial Real
Commercial Loans Estate Consumer Loans Residential Mortgages Total

1 |Neither past due nor impaired 254,459,369 148,050,407 65,228,934 626,698,092 1,094,436,802
2 |Impaired but not delinquent - - - - -

3 |Delinquent: - 345,805 251,175 6,183,876 6,780,856
4 30 to 59 Days - 345,805 220,881 1,868,875 2,435,562
5 60 to 89 Days = 30,294 137,314 167,608
6 Over 90 Days - - - 4,177,687 4,177,687
7 Total Exposures (1+2+3) 254,459,369 148,396,212 65,480,109 632,881,968 1,101,217,658
8 Allowance for expected credit losses (390,293) (69,632) (1,129,634) (106,960) (1,696,519)
9 Net Exposures (7+8) 254,069,077 148,326,580 64,350,475 632,775,008 1,099,521,139
10 Provision taken (released) during the period (462,625) (57,062) 485,749 (98,746) (132,684)

Table 13: Change in stock of defaulted loans and debt securities (CR2)

a
1 |Defaulted loans and debt securities at end of the previous reporting period 1,862,353
2 |Loans and debt securities that have defaulted since the last reporting period 32,057
3 |Returned to non-defaulted status 98,441
4 | Amounts written off -
5 |Other changes 159,870
6 |Defaulted loans and debt securities at end of the reporting period (1+2-3-4x5) 1,636,099

The net decrease in defaulted loans was driven by collections from sales proceeds and borrowers who have brought
their payments current and no longer in non-accrual status. Further details of the Bank’s past due, non-accrual and
impaired loans can be found in Note 6 of the Bank’s audited Consolidated Financial Statements for the year ended
December 31, 20248,

Allowance for Credit Losses

The Bank maintains an allowance for credit losses, which in management’s opinion is adequate to absorb all estimated
credit-related losses in its lending and off-balance sheet credit-related arrangements at the balance sheet date.

For AFS debt securities in an unrealised loss position, the Bank first assesses whether it intends to sell, or it is more
likely than not that it will be required to sell the security before recovery of its amortised cost basis. If either of the
criteria regarding intent or requirement to sell is met, the security’s amortised cost basis is written down to fair value
through income. For AFS debt securities that do not meet the aforementioned criteria, the Bank evaluates whether
the decline in fair value has resulted from credit losses or other factors. In making this assessment, management
considers the extent to which fair value is less than amortised cost, any changes to the rating of the security by a
rating agency, and adverse conditions specifically related to the security, among other factors. If this assessment
indicates that a credit loss exists, the present value of cash flows expected to be collected from the security are
compared to the amortised cost basis of the security. If the present value of cash flows expected to be collected is

7 butterfield-cayman-financial-statements-2024-final.pdf

8 butterfield-cayman-financial-statements-2024-final.pdf
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less than the amortised cost basis, a credit loss exists and an allowance for credit losses is recorded for the credit loss,
limited by the amount that the fair value is less than the amortised cost basis. Any impairment that has not been
recorded through an allowance for credit losses is recognised in other comprehensive income.

Losses are charged against the allowance when management believes the uncollectibility of an AFS debt security is
confirmed or when either of the criteria regarding intent or requirement to sell is met.

The allowance for credit losses on loans is a valuation account that is deducted from the loans” amortised cost basis
to present the net amount expected to be collected on the loans. Loans are charged off against the allowance when
management believes the uncollectibility of a loan balance is confirmed. Expected recoveries do not exceed the
aggregate of amounts previously charged-off and expected to be charged-off.

Management estimates the allowance balance using relevant available information, from internal and external
sources, relating to past events, current conditions, and reasonable and supportable forecasts. Historical credit loss
experience provides the basis for the estimation of expected credit losses. Adjustments to historical loss information
are made for differences in the current-loan specific risk characteristics such as differences in underwriting practices,
vintage, portfolio mix, delinquency level, term as well as changes in environmental conditions, such as changes in
macroeconomic factors and collateral values.

The allowance for credit losses is measured on a collective pool basis when similar risk characteristics exist. The Bank
has identified the following portfolio segments: Residential mortgages, Consumer loans (including overdrafts),
Commercial loans (including overdrafts), Commercial real estate loans and Credit cards. For loans and overdrafts,
Management uses a PD and LGD model to estimate the allowance for credit losses, and a loss-rate. Loans that do not
share risk characteristics are evaluated on an individual basis. Loans evaluated individually are not also included in the
collective evaluation. For Credit cards, Management uses a loss rate to estimate expected credit losses.

Expected credit losses are estimated over the contractual term of the loans. The contractual term excludes potential
extensions, renewals and modifications unless management has a reasonable expectation at the reporting date that
the extension or renewal options included in the original contract will occur or that a troubled debt restructuring will
be executed. Credit card receivables do not have stated maturities, therefore establishing a contractual term is
performed by using analytical approximation of behaviour.

The following table summarises the movement in the allowance for expected credit losses for the period to December
31, 2024:

Table 14: Loan Allowances

Commercial Real
Commercial Loans Estate Consumer Loans Residential Mortgages Total
Allowances at beginning of year 862,080 126,694 975,104 193,069 2,156,946
Provision increase (decrease) (462,625) (57,062) 485,749 (98,746) (132,684)
Recoveries of previous write-offs - - 249,203 12,638 261,841
Charge-offs, by origination year -
2023 - -
2022 - -
2021 = =
2020 -
2019 =
Prior - - -
Overdrafts and credit cards (9,162) (580,423) (589,585)
Other - - - - -
Allowance for expected credit losses at end of year 390,293 69,632 1,129,634 106,960 1,696,519
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5.7 Credit Risk Concentrations

Concentration risk is defined as: any single exposure or group of exposures with the potential to produce losses large
enough, relative to the Bank's capital, total assets or overall risk level, to threaten the Bank's health or ability to
maintain core operations.

The management of concentration risk is addressed in the first instance by the Bank's large exposure policy and
related credit guidelines, which require that credit facilities to entities that are affiliated through common ownership
or management are aggregated for adjudication and reporting purposes. The policy also defines what constitutes a
large exposure and the related reporting requirements. The CRM function also undertakes monitoring and assessment
of our exposure to concentration risk, reporting the results of these analyses to the CC, GCC, the ACRPC, the GRCC
and Risk Policy and Compliance Committee (“RPCC”).

The factors taken into consideration when assessing concentration risk are as follows:

e single or linked counterparty;

e industry or economic sector (e.g. hospitality, property development, commercial office building investment);
e geographic region;

e product type;

e collateral type; and

e maturity date (whether of the facility or of interest rate fixes).

5.7.1  Counterparty Concentration is the risk associated with assuming a high level of exposure to a single
counterparty, the failure of which may have an adverse impact on the Bank.

Large exposures and concentrations are reviewed quarterly by the ACRPC, GRCC and RPCC for the loan portfolio and
the treasury/investment portfolios. Group Market Risk and Treasury functions work closely together on daily treasury
positions and exceptions. The review of large exposures considers:

e  Facility total,

e Any link with other facilities;

e  Total linked facility being within guidelines;

e BRR;

e  Security value on the facility; and

e LTV percentage against minimum security covenants.

5.7.2 Industry Concentration encompasses the scenario that a risk factor inherent within an industry is tied to an
entire portfolio of accounts or investments; e.g., a portfolio made up of a large number of small individual loans where
all the counterparties are hotel operators. We believe that due to the nature of the Bank’s client base our exposure
to the property, insurance and fund sectors could be classified as industry concentration, although we believe that
geographic and product concentration are the more appropriate risks to measure. See also Table 9.

5.7.3  Geographic Concentration of the book is monitored as follows:

e  Reports are generated which provide details of all the property loan exposure of the Bank. Through this,
loans are subdivided into regional exposure.

e  From this, the percentage breakdown per region of the Bank’s property exposure is analysed and
reported to the ACRPC, GRCC and RPCC. Assessment of the exposure allows the committees to decide
whether the Bank should decline further lending in any area in which it is becoming over-weighted.

The geographic distribution of loans is presented in “Note 7: Credit risk concentration” of the Bank’s December 31,
2024 audited consolidated financial statements®. See also Table 8.

9 butterfield-cayman-financial-statements-2024-final.pdf
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5.7.4  Product Concentration is defined in the context of credit risk, as an over-weighting in the portfolio to a given
product type, making the Bank vulnerable to the impact of a variety of external factors that could either reduce
demand for the product itself or lead to an increase in the level of default rates experienced.

Butterfield operates as a full service bank in Cayman and aims to satisfy the requirements of its customers in the
community through the range of products and services it offers. Accordingly, there is no dependence or concentration
on a single product in this market outside of the residential mortgage portfolios which comprise 57.5% of the Banks’s
loan book, and loans for many purposes (e.g. education, business support, family requirements, green products) may
also be in the form of residential mortgages.

Product category analysis confirms that the total lending portfolio is concentrated in the property market; this has
been addressed in stress testing performed.

5.7.5 Collateral Concentration considers whether the Bank’s loan book is secured by a limited number of
collateral types. An example of this would be when a large value of loans to a diversified group of borrowers is all
secured by shares in the same company or by the shares of various companies within the same industry sector. Any
decline in the value of these shares or in the performance of the sector as a whole could have an adverse impact on
the Bank’s security position across all affected borrowers.

The most relevant example of collateral concentration is the Bank’s exposure to real estate property values. Ignoring
cash-backed facilities, the largest collateral concentrations within the portfolio are to residential and commercial
property. The greatest risk with collateral concentration is that the value of the security could be severely reduced.
To simulate this, the Bank’s stress testing process incorporates a scenario in which all real estate collateral is devalued
by factors as high as 30%.

5.7.6  Maturity concentration has been classified as the concentration of loans that are either:

e Maturing at any similar time, leading to a sudden fall in the value of the portfolio and the income that
this generates; or

e Have fixed interest rates that are approaching maturity at similar times, potentially impacting the
repayment obligations on the borrowers (if rates have subsequently risen) and therefore the risk of
default in the affected portfolio. See also Table 10.

5.7.7  Credit Stress Testing Scenarios

The Bank conducts Credit Stress Testing on a regular basis and documents this in its annual ICAAP Document.

e  Exposure to unexpected losses in our commercial and residential property portfolios resulting from the
combination of increasingly severe collateral price shocks (Scenarios: Mild Recession 10%; Recession 20%;
Severe Recession — 30%; Severe Recession - 40%) and default rates (2% - 100%).

e  Exposure to unexpected losses in our commercial and retail loan portfolios resulting from the impact of
deteriorating economic conditions (simulated through the application of increasingly severe loss given
default rates).

e Assessment of the impact that an unexpected deterioration in counterparty asset quality would have on the
total capital requirement relating to the Bank’s investment portfolio simulated through a two-pronged
approach, assessing the impact of a spread shock using observed market movement during February 2009
to December 2024 and a credit loss-based method using empirical cumulative credit loss estimates.
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Table 15: ICAAP Credit Stress Test Scenarios

Scenario Price Characteristics
Shock

ICAAP Credit 20% Residential: Reflects a severe cyclical downturn with high unemployment of 12% and

Stress Test significant departure of the more transient elements of the expatriate community. The

Scenario scenario outlook is a marked decline in economic activity and key industrial drivers. A 20%
reduction is taken from the estimated current valuations on residential prices.

30% Commercial: Reflects a severe cyclical downturn with high unemployment of 12% and
significant departure of the more transient elements of the expatriate community. The
scenario outlook is a marked decline in economic activity and key industrial drivers. A 30%
reduction is taken from the estimated current valuations on commercial prices.

Mild Recession 10% Reflects a normal cyclical downturn with usual economic symptoms of rising
unemployment peaking at 5%. The scenario outlook is a modest decline in Cayman’s
finance, construction and tourism sectors.

Recession 20% Reflects a serious cyclical downturn with higher than usual unemployment in the 5-10%
range. The scenario outlook is a noticeable decline in Cayman’s finance, construction and
tourism sectors.

Severe Recession 30% Reflects a severe cyclical downturn with high unemployment in excess of 10% and

significant departure of elements of the expatriate community. The scenario outlook is a

marked decline in Cayman’s finance, construction and tourism sectors. Rental income

would be down approx. 35% in this scenario.

5.8 Credit Risk Mitigation (CRC)

The Bank uses a wide range of techniques to reduce credit risk of its lending. The most basic of these is performing
an assessment of the ability of a borrower to service the proposed level of borrowing without distress. However, the
risk can be further mitigated by obtaining security for the funds advanced.

The following tables reflect the split between the Bank's secured and unsecured exposures as well the effects of the

credit risk mitigation techniques utilised.

Table 16: Credit Risk Mitigation Techniques - Overview (CR3)

a b C d e f g
Exposures secured Exposures secured
Exposures secured ) R X
Exposures Exposures secured by financial Exposures secured by credit
Exposures secured | by collateral, of ) R X T
unsecured: . by financial guarantees, of by credit derivatives, of
N by collateral which: secured i e )
carrying amount amount guarantees which: secured derivatives which: secured
amount amount
1 |Loans 229,899,131 857,252,213 857,252,213 12,369,795 12,369,795
2 [Debt securities 353,513,281 2,019,770,268 2,019,770,268 - -
3 |[Total 583,412,412 2,877,022,481 2,877,022,481 12,369,795 12,369,795 -
4 |0f which defaulted - 1,636,099 1,636,099
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Table 17: Standardised Approach - Credit Risk Exposure and Credit Risk Mitigation Effects (CR4)

a | b c | d e | f
Exposures before CCF and CRM Exposures post-CCF and CRM RWA and RWA Density
On-balance sheet Off-balance | On-balance sheet| Off-balance RWA RWA Density
amount sheet amount amount sheet amount

1 Sovereigns and their central banks 796,261,454 - 786,936,142 - - -
2 Non-central government public sector entities - - -
5] Multilateral development banks - - - - - -
4 |Banks 552,674,913 20,000,000 552,674,913 4,000,000 139,865,631 25.1%
5 Securities firms - - - - - -
6 |Corporates 68,232,590 186,240,224 68,869,079 51,291,521 95,073,400 79.1%
7 Regulatory retail portfolios 65,978,543 7,282,189 66,050,534 1,456,438 55,681,871 82.5%
8 Secured by residential mortgages 630,548,807 6,014,720 631,575,603 3,007,360 226,555,396 35.7%
9 Secured by commercial real estate 102,535,924 - 103,259,807 - 103,259,807 100.0%
10 Past-due exposures 4,177,687 - 4,177,687 - 4,177,687 100.0%
11  [High-risk categories 72,884,735 - 72,884,735 - 72,884,735 100.0%
12 |Other Balance Sheet Exposures 32,893,866 5,323,080 32,893,866 5,323,080 1,087,393 2.8%
13 |Total 2,326,188,517 224,860,213 2,319,322,365 65,078,399 698,585,920 29.3%

The RWA density declined from 30.6% to 29.3% in fiscal 2024 driven by an increase in commercial construction
financing partially offset by strong residential mortgage prepayment and repayment levels.

Table 18: Standardised Approach - exposures by asset classes and risk weights (CR5)

a b c d e f g h
Total credit
Risk Weight exposures
0% 20% 35% 50% 75% 100% 150% amount (post
CCF and post-
Asset Classes CRM)
1 Sovereigns and their central banks 786,936,142 - - - - - - 786,936,142
2 Non-central government public sector entities - - - - - -
3 Multilateral development banks - - - - - - - -
4 Banks - 468,239,420 - 84,435,494 - 4,000,000 - 556,674,913
) Securities firms = = = = = = = =
6 Corporates 8,406,569 13,244,812 - 12,169,563 - 86,339,656 - 120,160,600
7 Regulatory retail portfolios 1,152,930 - - - 42,688,682 23,665,359 - 67,506,972
8 Secured by residential mortgages - 623,454,565 - 11,128,398 - - 634,582,963
9 Secured by commercial real estate - - - - - 103,259,807 - 103,259,807
10 Past-due exposures - - - - - 4,177,687 - 4,177,687
11 High-risk categories - - - - - 72,884,735 - 72,884,735
12 Other Balance Sheet Exposures 32,779,981 5,436,965 - - - - - 38,216,946
13 [Total 829,275,622 486,921,197 623,454,565 96,605,056 53,817,081 294,327,244 - 2,384,400,765

Residential mortgages

Residential property is the Bank’s main source of collateral and means of mitigating credit risk inherent in the
residential mortgage portfolio. All mortgage lending activities are supported by underlying assumptions and estimated
values received from independent third parties.

All residential property must be insured to cover property risks through a third party.
Commercial

Commercial property is the Bank’s primary source of collateral and means of mitigating credit risk inherent in its
commercial portfolios. Collateral for the majority of commercial loans comprises first legal charges over freehold or
long leasehold property but the following may also be taken as security:

Life insurance policies Credit balances assignments Equitable charges
Shares Guarantees Charges over residential property
Debentures Chattel mortgages

For property-based lending, supporting information such as professional valuations are an important tool to help
determine the suitability of the property offered as security and, in the case of investment lending, generating the
cash to cover interest and principal payments.

All standard documentation is subject to in-house legal review and sign-off in order to ensure that the Bank's legal
documentation is robust and enforceable. Documentation for large advances may be specifically prepared by
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independent solicitors. Insurance requirements are always fully considered as part of the application process and the
Group ensures that appropriate insurance is taken out to protect the property against an insurable event.

Treasury (CCRA) (CCR)

Collateral held as security for treasury assets, including investments, is determined by the nature of the instrument.
Loans, debt securities, treasury and other eligible bills are generally unsecured with the exception of asset-backed
securities and similar instruments, which are secured by pools of financial assets.

The ISDA Master Agreement is the Bank’s preferred method of documenting derivative activity. It is common in such
cases for a Credit Support Annex to be executed in conjunction with the ISDA Master Agreement in order to mitigate
credit risk on the derivatives portfolio. Valuations are performed, agreed with the relevant counterparties, and
collateral is exchanged to bring the credit exposure within agreed tolerances.

The Bank’s legal documentation with its counterparties for derivative transactions grants legal rights of set-off for
those transactions. Accordingly, for credit exposure purposes, negative market values on derivatives will offset
positive market values on derivatives with the same counterparty in the calculation of credit risk, subject to an
absolute exposure by counterparty.

The EAD value to the counterparty is measured under the standardised approach for measuring counterparty credit
risk exposures method and is derived by adding the gross positive fair value of the contract (replacement cost) and

an add-on potential future exposure and applying a multiple of 1%.

The following table shows the exposures to counterparty credit risk for derivative contracts as at December 31, 2024

Table 19: Analysis of CCR exposure by approach (CCR1)

Add-On
Total .
Potential
Replacement
Future EAD post-CRM RWA
Cost Mark-To-
Market Exposure
(PFE)
1 [Current Exposure Method (CEM) 2,828,225 2,494,855 5,323,080 1,064,616
2 |Standardised Method - - - -
3 [Simple Approach for Credit Risk Mitigation (for SFTs) - - - -
4 [Comprehensive Approach for Credit Risk Mitigation (for SFTs) - - - -
5 |Total 2,828,225 2,494,855 5,323,080 1,064,616

Table 20: Standardised Approach - CCR exposures by regulatory portfolio and risk weights (CCR3)

a b c d e f g h i
Risk Weight
% 10% 20% 50% 75% 100% 150% Others Total credit
exposure

Regulatory portfolio
Sovereigns and their central banks and MDBs
Non-central government public sector entities - -
Banks and securities firms = = 5,323,080 = = = © S 5,323,080
Corporates - - - -
Regulatory retail portfolios
Secured by residential property
Secured by commercial real estate
Equity
Past-due loans
Higher-risk categories
Other assets = = = = =
Total - - 5,323,080 - - - - - 5,323,080
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Table 21: Standardised Approach — Composition of collateral for CCR exposure (CCR5)

a

[ b

| c I

d

e I

f

Collateral used in derivative transactions

Collateral used in SFTs

Fair value of collateral received

Fair value of posted collateral

Segregated

Segregated

Fair value of
collateral received

Fair value of posted
collateral

Cash - domestic currency
Cash - other currencies
Domestic sovereign debt
Other sovereign debt
Government agencty debt
Corporate bonds

Equity securities

Other collateral

Unsegregated

9,460,589

Unsegregated

Total

9,460,589

5.9 Securitisation (SECA)

The Bank has not, to date, securitised assets that it has originated. The Bank’s total exposure to purchased
securitisation positions as at December 31, 2024 was $2.0 billion by carrying value, with U.S. government and federal
agencies accounting for the majority of this exposure. Refer to Table 22 below.

Table 22: Securitisation exposures in the banking book (SEC1)

a

b

c

[ e [
Bank acts as sponsor

f

h

i
Bank acts as investor

i

Bank acts as originator

(in millions of $)

Traditional

Synthetic

Sub-Total

Traditional

Synthetic

Sub-Total

Traditional

Sub-Total

Synthetic

© X NOU L LD

-
I =

Retail - of which
Residential mortgages
Credit cards
Other retail exposures
Re-securitisation

Wholesale - of which
Toans to corporates
Commercial mortgages
Lease and receivables
Other wholesale
Re-securitisation

2,019,770,268
2,019,730,368

39,900

2,019,770,268
2,019,730,368

39,900

Total

2,019,770,268

2,019,770,268

A combination of ratings published by Fitch, Moody’s and S&P are used to derive the external rating to be used under
the standardised approach for securitisation exposures.

The following table shows the aggregate amount of the Bank’s purchased securitisations and accrued interest by risk
weighting as at December 31, 2024:

Table 23: Securitisation Exposures in the Banking Book and Associated Capital Requirements - Bank Acting as

Investor (SEC4)
a b < d e f g h i i K
Exposure values (by RW bands) Exposure values (by regulatory RWA (by regulatory approach) Capital charge after cap
approach)
=
g g g g g 5 z g £ 5 £
g E E g : 2 g b g s 8
v g g g 8 s H s
P i 2
A
1 [Total exposures 2,024,493,094 2,024,493,094 346,469,854 38,111,684
2 [Traditional securitization 2,024,493,094 2,024,493,094 346,469,854 38,111,684
3| Of which securitization 2,024,493,094 2,024,493,094 346,469,854 38,111,684
4 Of which retail underlying 2,024,493,094 2,024,493,094 346,469,854 38,111,684
5| of whichwholesale - o o -
6 | Of which re-securitization
7 Of which senior
8 |  Of which non-senior
9 |synthetic securitization
10 | Of which securitization
11| Of which retail underlying
12| Of which wholesale
13| Of which re-securitization
14 Of which senior
15| Of which non-senior
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6. Market and Liquidity Risk
6.1 Market Risk Overview (MRA)

Market risk is the risk of a loss in earnings or decrease in value of the Bank’s balance sheet due to adverse movements
in market factors such as interest rates, foreign exchange rates, credit spreads and equity prices.

Market risk exposures are generally calculated and monitored independently of each other. All market risks are
monitored closely and regularly reported to ALCO and GALCO by the Group Market Risk function, within the Risk
Management Group.

6.2 Interest Rate Risk (IRR)

Interest rate risk is our exposure to movements in interest rates. Such risk is a normal part of banking and exposure
to it can be an important source of profitability and shareholder value. However, where risk is excessive, the threat to
earnings and capital can be significant. Changes in interest rates impact earnings by changing net income as well as
the level of other interest-sensitive income and expenses. Such changes also affect underlying value of assets,
liabilities and off balance-sheet instruments, and hence the economic value of the Bank, since the present value of
future cash flows changes as interest rates shift. With respect to investments, this risk only arises in the banking book,
as the Bank does not run a trading book.

The principal objective of our interest rate risk management is to maximize profit potential while minimising exposure
to changes in interest rates. Our actions in this regard are taken under the guidance of ALCO and GALCO. The
committees are actively involved in formulating the economic assumptions that we use in our financial planning and
budgeting processes and establishes policies which control and monitor the sources, uses and pricing of funds. From
time to time, we utilise hedging techniques to reduce interest rate risk. ALCO and GALCO uses interest income
simulation and economic value of equity analysis to measure inherent risk in our balance sheet at specific points in
time. The Bank does not presently use derivatives to hedge the IRRBB exposure. Our approach is to initially manage
the risk within limits by matching the duration of assets and liabilities, the investment portfolio being utilised as the
adjustment variable in this regard.

Appetite for interest rate risk is documented in the Bank’s and Group’s policies on market risk and investments. This
includes the completion of stress testing on at least a quarterly basis of the impact of an immediate and sustained
shift in interest rates of +/- 200 basis points on Net Interest Income (“NII”), Economic Value of Equity (“EVE”) and the
ratio between Tangible Total Equity and Average Tangible Assets.

Key modelling and parametric assumptions used in calculating AEVE and ANII in the table below include:

e The average repricing maturity of deposits is the product of the modelled maturity of deposits and their
sensitivity to market rate movements. These models are calibrated based on historical observations, industry
benchmarking and expert judgement. The models are also subjected to periodic back-testing and
challenge/reaffirmation.

e Loan prepayment rates are calibrated from historical observations and expert judgement.

e For U.S. Agency Mortgage Backed Securities, which constitute the majority of the Bank’s investment
portfolio, we use models developed by an external service provider. The outcomes of these models are
periodically challenged using two different industry prepayment models and fitted as necessary.

e Commercial margins are included in the calculation of EVE.

e The Bank does not perform any aggregation across currencies. Risk metrics are calculated for each balance
sheet item at the individual level using yield curves and discount factors applicable to the item's original
currency.

e Average and longest repricing maturities assigned to non-maturity deposits are 5.8 and 6 years, respectively.

e In addition to the Bank specific modelling and parametric assumptions listed above, the Bank uses the
Standardised Interest Rate Shock Scenarios as prescribed by the BIS in Annex 2 of the Standards Interest Rate
Risk in the Banking Book (IRRBB).

Under this approach, IRRBB is measured by means of the following six scenarios:
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ii) parallel shock down (-200bps);

iv) flattener shock (short rates up and long rates down) (+300bps -150bps);
v) short rates shock up (+300bps); and
vi) short rates shock down (-300bps)

i) parallel shock up (+200bps);

Table 24: Quantitative information on IRRBB (IRRBB1)*°

(
(
(iii) steepener shock (short rates down and long rates up) (-300bps +150bps);
(
(
(

AEVE ANII

(in millions of US$) December 31, 2024 | December 31, 2023 | December 31, 2024 | December 31, 2023
Parallel up (29.2) .2 5.8 8.5
Parallel down 14.9 7.3 (9.3) (13.2)
Steepener (24.3) (12.3)
Flattener 16.8 18.7
Short rate up 1.2 9.2
Short rate down (11.6) (14.7)

Maximum (29.2) (14.7) (9.3) (13.2)

December 31, 2024 December 31, 2023
Tier 1 capital 401.0 387.4

The Bank’s Market Risk Policy parameters:

e Net interest income (NII) shall not decline more than 30% from its base case in the one year measurement
period for each +/ 200 basis point (2.00% ) immediate and sustained shift in interest rates.

Table 25: NIl Sensitivity

e Economic Value of Equity (EVE) shall not decline more than 15% of its base in the 6 rate scenarios prescribed
by the Basel Committee on Banking Supervision in its Standards for Interest Rate Risk in the Banking Book

(IRRBB).

10 Updated on an annual basis only
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Table 26: EVE Sensitivity Impacts

Global central banks began easing interest rates in 2024 with the European Central Bank reducing base rates by
135bps in 2024, the Bank of England by 50bps and the U.S. Federal Reserve by 100bps.

Market expectations are for interest rates to continue to ease albeit at a slower pace in 2025. Whilst lower interest
rates should relieve the pressure on deposit funding costs, the Bank's short-term earnings are also exposed to a loss
of income on floating rate loans and treasuries. Management plans to continue to strategically redeploy proceeds
from investment maturities and paydowns, and excess liquidity into fixed-rate investments to minimise volatility in
earnings.

Additional details are given in the Group’s Annual Report on Form 20-F for the year ended December 31, 2024 under
“Item 5.A: Market Risks (Page 81)”.

6.3 Foreign Exchange Risk (MRA) (MR1)

The Bank holds various non-Cayman Dollar (“KYD”) denominated assets and liabilities. The domestic currency of the
Cayman Islands is pegged to the U.S. Dollar (“USD”).

Assets and liabilities denominated in currencies other than KYD or USD are translated to USD at the rates of exchange
prevailing at the balance sheet date. The resulting gains or losses are included in foreign exchange revenue in the
consolidated statement of operations.

We also provide foreign exchange services to our clients, principally in connection with our community banking and
wealth management businesses, and effect other transactions in non-KYD currencies. Foreign currency volatility and
fluctuations in exchange rates may impact the value of non-KYD denominated assets and liabilities and raise the
potential for losses resulting from foreign currency trading positions where aggregate obligations to purchase and sell
a currency other than KYD or USD do not offset one another, or offset each other in different time periods. If the
policies and procedures we have in place to assess and mitigate potential impacts of foreign exchange volatility are
not followed, or are not effective to mitigate such risks, our results and earnings may be negatively affected.

The Bank and Group maintains a clearly articulated foreign exchange risk exposure tolerance framework which limits
exposures to select currencies. A full definition of the tolerance framework is contained in the Group’s Market Risk
Management Policy and its associated standards.

The Bank does not take open-ended FX positions and operates on a matched book basis with very low non-material
and well defined maximum direct currency position limits for operational purposes which are reported daily to our
Treasury, Group Market Risk, Group and Cayman ALCO committees. The non-material impact of these FX positions
can be seen in the MR1 Table to be included below.
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Table 27: Standardised Approach - Market Risk (MR1)

Outright products -
Interest rate risk (general and specific) -
Equity risk (general and specific) -
Foreign exchange risk 493,848
Commaodity risk -
Options -
Simplified approach -
Delta-plus method -
Scenario approach -
Securitisation -
Total 493,848

A W N -

V| N OO U

Note 15 of the Consolidated Financial Statements as at December 31, 2024! provides details of the Bank’s foreign
exchange and other derivative instruments as at that date.

6.4 Liquidity Risk (LIQA)

The objectives of liquidity risk management are to ensure that the Bank can meet its cash flow requirements and
capitalise on business opportunities on a timely and cost effective basis. Liquidity is defined as the ability to hold
and/or generate cash adequate to meet the Bank’s needs for day-to-day operations, severely adverse conditions, and
material long and short-term commitments. Liquidity risk is the risk of potential loss if the Bank were unable to meet
its funding requirements at a reasonable cost.

Liquidity is monitored and managed at each banking jurisdictional level and on a group-wide basis. The Group treasury
functions, located in Bermuda, Cayman Islands, Guernsey, Jersey and the United Kingdom, manage day-to-day
liquidity in each of their respective jurisdictions. The Group Market Risk function has the responsibility for measuring
and reporting to senior management on liquidity risk positions. Liquidity is managed based on demand, commitments,
specific events and uncertainties to meet current and future financial obligations of a short-term nature. The objective
in managing liquidity is to respond to the needs of depositors and borrowers as well as to earnings enhancement
opportunities in a changing marketplace. Management is responsible for establishing and monitoring liquidity targets
as well as strategies to meet these targets. The Bank and Group adopts a cautious liquidity risk appetite with internal
quantitative liquidity risk tolerances more stringent than regulatory requirements. Specifically, the Bank and Group
manages liquidity against internal limits established by the Market Risk Management Policy and its related Liquidity
Risk Standard and quarterly stress testing methodology. An assessment of the Bank’s ability to sustain combined
systemic and idiosyncratic liquidity stress scenarios, and the impact of those stresses on the Bank’s financial condition
are summarised in Table 27. below.

The balance sheet includes loans representing 25.3% of total assets as at December 31, 2024. Further, at that date
there were significant sources of liquidity within the balance sheet in the form of cash and cash equivalents, short-
term investments and investments amounting to $3.2 billion, or 72.8%, of total assets.

An important element of the liquidity management is the liquidity contingency plan which can be employed in the
event of a liquidity crisis. The objective of the liquidity contingency plan is to ensure that liquidity is maintained during
periods of stress. This plan takes into consideration a variety of scenarios that could challenge liquidity. These
scenarios include specific and systemic events that can impact on and off-balance sheet sources and uses of liquidity.
This plan is reviewed and updated at least annually.

1 butterfield-cayman-financial-statements-2024-final.pdf
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The below tables detail liquidity stress tests in the 7 day and 30 day timeframes and risk appetite levels for the
Moderately Adverse Scenario. At 31 December 2024, the coverage ratio for the moderate and severe scenarios
remained in the Green status. The charts below reflect the stress testing results for the Moderately Adverse Scenario
over the past six quarters.

Table 28: Liquidity Stress Test Results

There is no central bank in Cayman or Bermuda and thus there is no ‘lender of last resort’ and neither does the Group
have committed standby facilities in its favour. The Group does have access to funding from the inter-bank market on
an uncommitted basis and also have put in place formalised but uncommitted repurchase and collateralised facilities
with counterparties which enable it to access funding on a secured basis. However, in a financial crisis, access to some
of these liquidity sources may be restricted or the Bank or Group may not be able to access them at all. Another source
of liquidity for the Bank and Group is the ability to draw funding from capital markets globally. The availability and
cost of these funds are influenced, in part, by the Group's credit rating; as a result, a downgrade in the Group's credit
ratings could have an adverse impact on its liquidity funding and the cost thereof. Similarly, a downgrade in Cayman
or Bermuda’s sovereign credit rating could also adversely affect the Bank’s and Group's ability to access liquidity.

Additional details are given in the Group’s Annual Report for the year ended December 31, 2024 under Item 5.B:
Liquidity and Capital Resources.

6.4.1 Liquidity Coverage Ratio

The objective of the LCR is to promote the short-term resilience of a bank’s liquidity risk profile, ensuring that it has
adequate stock of unencumbered HQLA that can easily be converted into cash to meet its liquidity needs in an acute
stress scenario lasting for 30 days. The CIMA requires Cayman banks to maintain a minimum LCR of 100%. The Bank
remained in compliance with this requirement as at December 31, 2024 and throughout the year then ended.

Data is presented as the simple average of the three monthly observations over the last quarter of 2024. HQLA is

comprised predominantly of Canadian and US sovereign debt and US government and federal agency securities whilst
customer deposits remain the primary source of funding.
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Table 29: LCR Disclosure Template (LIQ1)

Quarter Ended December 31, 2024
a b
TOTAL UNWEIGHTED VALUE| TOTAL WEIGHTED VALUE
(average) (average)

HIGH-QUALITY LIQUID ASSETS
1 |Tota| high-quality liquid assets (HQLA) 1,204,096,767
CASH OUTFLOWS
2 |Retail deposits and deposits from small business customers of which: 993,903,586 99,390,359
3 |Stable deposits - -
4 |Less stable deposits 993,903,586 99,390,359
5 |Unsecured wholesale funding, of which: 2,297,302,548 931,641,925
6 Operational deposits (all counterparties) and deposits in networks of

cooperative banks 697,946,762 174,486,691
7 |Non-operational deposits (all counterparties) 1,599,355,786 757,155,234
8 |Unsecured debt - -
9 Secured wholesale funding - -
10 Additional requirements, of which: 63,428,247 8,392,640
11 |Outflows related to derivative exposures and other collateral requirements - -
12 |Outflows related to loss of funding on debt products - -
13 |Credit and liquidity facilities 63,428,247 8,392,640
14 |Other contractual funding obligations - -
15 |Other contingent funding obligations 142,399,074 5,791,669
16 |TOTAL CASH OUTFLOWS 3,497,033,456 1,045,216,593
CASH INFLOWS
17 |[Secured lending (e.g. reverse repos) - -
18 [Inflows from fully performing exposures 482,254,515 422,191,642
19 |Other cash inflows 42,441 -
20 |TOTAL CASH INFLOWS 482,296,955 422,191,642

TOTAL ADJUSTED VALUES

21 |TOTALHQLA 1,204,096,767
22 |TOTAL NET CASH OUTFLOWS 623,024,951
23 |LIQUIDITY COVERAGE RATIO (%) 193%

The average LCR has improved over the period as a result of increased levels of HQLA and increasing proportion of
customer deposits shifting from demand to time deposits with maturities greater than 30 days thereby reducing net
outflows. The proportion of customer time deposits to total deposits increased from 25.7% to 29.7% year over year,

contributing to the reduction in net cash outflows.

6.4.2 Net Stable Funding Ratio

The objective of the NSFR is to require banks to maintain a stable funding profile in relation to the composition of
their assets and off-balance sheet activities over a one-year horizon. The CIMA requires Cayman banks to maintain a
minimum NSFR of 100%. The Bank is in compliance with this requirement as at December 31, 2024 and for the year

then ended.
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Table 30: NSFR Disclosure Template (LIQ2)

a b c | d e
Unweighted value by residual maturity
. 6 months to <1 Weighted value
No maturity* <6 months 2lyear
(in millions of $) year
Available stable funding (ASF) item
1 [Capital: - - - 409,701,510 409,701,510
2 Regulatory capital - - - 409,701,510 409,701,510
3 | Other capital instruments - - - - -
4 |Retail deposits and deposits from small business customers: 843,342,616 304,102,607 27,584,209 7,788,666 1,065,315,155
5 | Stable deposits - - - - -
6 Less stable deposits 843,342,616 304,102,607 27,584,209 7,788,666 1,065,315,155
7 [Wholesale funding: 1,955,751,809 817,951,256 14,239,747 840,289 1,103,889,668
8 Operational deposits 742,362,663 (0) - - 371,181,331
9 Other wholesale funding 1,213,389,146 817,951,256 14,239,747 840,289 732,708,337
10 |Liabilities with matching interdependent assets - - - - -
11 |Other liabilities: 65,012,590 - - - -
12 | NSFRderivative liabilities - - - - -
13 | All other liabilities and equity not included in the above categories 65,012,590 - - - -
14 [Total ASF = = = = 2,578,906,334
Required stable funding (RSF) item
15 [Total NSFR high-quality liquid assets (HQLA) 312,383,086
16 |Deposits held at other financial institutions for operational purposes 56,169,062 - - - 28,084,531
17 |Performing loans and securities: - 537,149,023 48,042,543 999,412,328 775,669,639
18 | Performing loans to financial institutions secured by Level 1 HQLA - - - - -
19 Performing loans to financial institutions secured by non-Level 1 HQLA and
unsecured performing loans to financial institutions - 484,644,665 - - 72,696,700
20 Performing loans to non-financial corporate clients, loans to retail and small
business customers, and loans to sovereigns, central banks and PSEs, of which: - 38,202,901 33,019,694 382,351,678 286,561,571
n With a risk weight of less than or equal to 35% under the Basel Il standardised
approach for credit risk - - - - -
22 | Performing residential mortgages, of which: - 14,301,457 15,022,849 613,761,685 413,607,248
23 With a risk weight of less than or equal to 35% under the Basel Il standardised
approach for credit risk - 14,301,457 15,022,849 613,761,685 413,607,248
2 Securities that are not in default and do not qualify as HQLA, including exchange-
traded equities - - - 3,298,964 2,804,120
25 |Assets with matching interdependent liabilities - - - - -
26 |Other assets: - 21,794,172 147,341 73,284,632 87,184,645
27 | Physical traded commodities, including gold - -
28 Assets posted as initial margin for derivative contracts and contributions to default
funds of CCPs - - - -
29 | NSFRderivative assets - - - -
30 | NSFRderivative liabilities before deduction of variation margin posted - - - -
31| All otherassets notincluded in the above categories - 21,794,172 147,341 73,284,632 87,184,645
32 |Off-balance sheet items - 317,660,967 - 16,567,048
33 [Total RSF 1,219,888,949
34 |Net Stable Funding Ratio (%) 211%

* |tems to be reported in the "no maturity" time bucket do not have a stated maturity. These may include, but are not limited to, items such as
capital with perpetual maturity, non-maturity deposits, short positions, open maturity positions, non-HQLA equities and physical traded
commodities.

There have been no changes to the Bank’s overall strategy, funding structure or circumstances.

The NSFR ratio improved from 203% to 211% YoY reflecting as available stable funding declined at a slower pace than the required stable funding
on improved capital lower levels of residential mortgages at the end of the year.

7. Operational Risk (OPR)

In providing services, the Bank is exposed to operational risk. This is the risk of loss from inadequate or failed internal
processes and systems, actions or inactions of people, or from external events.

The Bank views the management of operational risk as integral to its objective of creating and maintaining shareholder
value. Risk management requires the consideration of the risk/reward relationship in both the management of existing
activities and the execution of all new business strategies. Our success is also dependent, in part, upon maintaining
our reputation as a well-managed institution with our shareholder, existing and prospective clients, creditors, and
regulators. In order to maintain this reputation, we seek to minimise the frequency and severity of operational losses
associated with compliance and fiduciary matters, product, process, technology failures, and business continuity.
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Operational risk is mitigated through effective internal controls embedded in our business activities and our risk
management practices, which are designed to continuously re-assess the effectiveness of these controls in order to
keep the risk we assume at levels appropriate to our risk appetite as approved by the Board. Our overall approach is
based on the following four guiding principles:

e Assessing risks is a day-to-day business activity that is the concern of every employee;

e Decisions are based on an assessment of all relevant operational risks;

e Risk decisions shall be made at the appropriate level based on clear lines of responsibility and delegated
authority; and

e Unnecessary risks shall be avoided.

Data on operational losses and any significant control failures incurred are captured through an incident reporting
process. These events are reported to the Risk Committee, GRCC, ACRPC and RPCC, which assess the sufficiency of
the corrective actions taken by management to prevent recurrence. Committees also receive regular reporting on
actual performance against established risk tolerance metrics.

For the purposes of calculating its operational risk capital requirements, the Bank and Group have adopted the
Standardised Approach as set out in the Basel Capital Accord. Under this, gross income is regarded as a proxy for the
operational risk exposure within each business line and the capital charge for operational risk is calculated based on
gross income over the preceding three years.

Risk Weighted Assets and corresponding capital charge assigned to Operational Risk in 2024 was $ 318.9 million and
$35.1 million respectively (2023: $277.9 million; $30.6 million).

8. Remuneration (REM)

Details of Butterfield Group’s remuneration and compensation strategy for senior management and staff may be
found commencing on page 97 of the 2024 Annual Report*?.

The Compensation & Human Resources Committee (page 99) of the Group’s Board of Directors reviews and confirms
strategic compensation and remuneration decisions as follows;

“The Compensation & Human Resources Committee, on behalf of the Board, reviews and approves executive
compensation, employee salary ranges, levels and degrees of participation in incentive compensation programs
(including bonuses and equity-based incentive plans) and oversees employee development, relations and succession.
Specifically, the Compensation & Human Resources Committee evaluates the fairness and effectiveness of the
compensation practices implemented by the Group, approves overall compensation packages for executives, provides
regular updates on executive compensation to the Board, approves changes in employee salary ranges for employees,
approves the criteria and design of the Group's incentive bonus plans and approves changes to the other employee
benefit plans. The Compensation & Human Resources Committee also recommends to the Board changes in the
Group's equity-based incentive plans and the granting of awards under such plans, reviews and approves changes to
our pension plans, reviews periodic management reports on our compensation and benefits, as well as other matters
bearing on the relationship between management and employees, while making recommendations to the Board
concerning our senior level organization structure and staffing, training and employee development programs. The
Compensation & Human Resources Committee is also responsible for administering the Group's compensation
clawback policy for executive officers.”

The Bank uses the Group and Jurisdictional Scorecards which sets out the specific metrics on which the Group’s
performance is measured. The Group Board’s Compensation & Human Resources Committee (the “Committee”)
approves the Group Scorecard each year and subsequently reviews the Scorecard achievements at the completion of
the relevant performance period. The overall assessment determined by the Committee will determine the level of
discretionary variable compensation that is available for distribution Bank wide.

12 https://www.butterfieldgroup.com/investor-relations/financial-reports
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The Scorecard is comprised of 4 primary components and is designed in such a way that rewards performance that is
consistent with, among other factors, its strategic priorities. The components of the current allocations are as follows;

Financial performance 40%
Strategic performance 25%
Risk performance 25%
People 10%

Each component is rated as a Partially Meets, Meets, Exceeds or Outperform. It also concludes on whether the other
elements of the scorecard have been achieved and to what degree.

Individual staff incentives levels are derived from a combination of the staff members’ grade band, the Group and
Jurisdictional performance factor and the employee’s individual performance review results against established goals
and adherence to Bank’s Code of Conduct & Ethics along with other Group Standards and Policies.

There were no compensation consultants used by the Bank during fiscal 2024.

Cayman based Compliance and Risk Function Staff do not participate in deferred remuneration components as
outlined below.

At December 31, 2024, the Bank in Cayman had 224 full time permanent employees, the majority of whom were
eligible to participate in the discretionary incentive bonus plan based on overall Group, Jurisdictional and Individual
performance measured against an overall scorecard which includes financial and risk based metrics. No portion of the
discretionary incentive bonus plan is guaranteed. For fiscal 2024, discretionary incentive components of Salaries and
other employee benefits accounted for 11.9% of the total Salaries and other employee benefits (2023: 8.8%).

9. Asset Encumbrance

The Bank has provided cash collateral for certain foreign exchange swap facilities with two of its counterparties as at
year end. Details of these balances may be seen in Note 4: Short term investments and Note 15: Accounting for
derivatives and risk management in the Bank’s audited consolidated financial statements for the year ended
December 31, 2024. In addition, the Bank has a facility by one of its custodians, whereby the Bank may offer up to
$200 million of standby letters of credit to its customers on a fully secured basis. Under the standard terms of the
facility, the custodian has the right to set-off against securities held of 110% of the utilised facility. At 31 December
2024, $138.2 million (2023: $119.8 million) of standby letters of credit were issued under this facility.

Table 31: Asset Encumbrance (ENC)

a b c d
ional
Encumbered (Optional) Unencumbered
Central Bank Total
Assets . Assets

Facilities
Short Term Investment 9,183,468 - - 9,183,468
Investments 152,003,571 - 2,162,337,518 | 2,314,341,089
All other assets - - 2,014,304,792 | 2,014,304,792
161,187,039 - 4,176,642,310 | 4,337,829,349
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10. Other Information
10.1 Abbreviations

The following abbreviated terms are used throughout the document:

AFS Available-for-Sale

ASF Available Stable Funding

ACRPC Audit, Compliance and Risk Policy Committee
ALCO  Asset and Liability Committee

BCBS  Basel Committee on Banking Supervision
Board Board of Directors

BRR Borrower Risk Ratings

CCR Counterparty Credit Risk

CE Common Equity

CECL  Current Expected Credit Losses

CEO Chief Executive Officer

CFO Chief Financial Officer

CIMA  Cayman Islands Monetary Authority

CORC Compliance and Operational Risk Committee
CRM Credit Risk Management

EAD Exposure at Default

EVE Economic Value of Equity

ECAls  External Credit Assessment Institutions
GALCO Group Asset and Liability Committee

GCC Group Credit Committee

GRCC  Group Risk and Compliance Committee
HQLA  High Quality Liquid Assets

HTM Held-to-Maturity

ICAAP Internal Capital Adequacy Assessment Process

IRRBB Interest Rate Risk in the Banking Book
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ISDA

LCR

LGD

LTV

NI

NSFR

PCD

PCl

PD

RPCC

RSF

RWA

S&P

SA-CCR

SAP

TDR

International Swaps and Derivatives Association
Liquidity Coverage Ratio

Loss-Given Default

Loan-to-Value

Net Interest Income

Net Stable Funding Ratio

Purchased Credit Deteriorated

Purchased Credit-Impaired

Probability of Default

Risk Policy and Compliance Committee
Required Stable Funding

Risk-weighted Assets

Standard and Poor’s rating agency
Standardised Approach for measuring Counterparty Credit Risk exposures
Supervisory Assessment Process

Troubled debt restructuring
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12 Albert Panton Street

PO Box 705

George Town

Grand Cayman KY1-1107
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