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FREE ENGLISH LANGUAGE TRANSLATION FROM SPANISH VERSION

AUTHORIZED PUBLIC ACCOUNTANT CERTIFICATION

We have prepared the consolidated financial statements of Banco La Hipotecaria, S. A. and
subsidiaries (‘the Bank”), which comprise the consolidated statement of financial positionas of
March 31, 2019, the consolidated statements of income, comprehensive income, changes in equity
and cash flows for the period, and notes, comprising a summary of significant accounting policies
and other explanatory information.

We believe that the internal control procedures established in the Bank, allows us to prepare and
present fairly, in all material respects, the consolidated financial position of theBank, free from
material misstatement, whether due to fraud or error.

The supplementary information included in Schedules 1 and 2 is presented for purposes of
additional analysis of the consolidated financial statements and not to present the financial position
nor the operational results or changes in equity of the individual companies.

The consolidated financial statements of Banco La Hipotecaria, S.A. and subsidiaries as of March
31, 2019 have been prepared internally in accordance with the International Financial Reporting
Standards (IFRS) issued by the International Accounting Standards Committee (“IASC).

Panama, Republic of Panama

M
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BANCO LA HIPOTECARIA, S. A. AND SUBSIDIARIES

(Panama, Republic of Panama)

Consolidated Statement of Financial Position

March 31, 2019

(Stated in Balboas)

Assets

Cash and cash equivalents

Deposits in banks:
Demand deposits in local banks
Demand deposits in foreign banks
Savings deposits in local banks
Savings deposits in foreign banks
Total deposits in banks
Total of cash, cash equivalents and
deposits in banks at amortized cost

Investment in securities
Allowance for investment securities
Investment securities, net

Loans

Accrued interest receivable
Allowance for loan losses
Loans at amortized cost

Furniture, equipment and improvements, net

Accounts and interest receivable
Accounts receivable - related parties
Tax credit

Deferred tax

Rigth of use

Other assets

Total assets

Note

co

10

11

31
26

12

2019 2018
214,927 350,656
19,479,172 30,673,537
3,048,540 6,039,906
1,078,572 1,098,281
768,710 958,288
24,374,994 38,770,012
24,589,921 39,120,668
98,387,520 68,069,658
(624) (877)
98,386,896 68,068,781
614,042,758 688,536,501
1,355,790 1,635,088
(688,587) (603,038)
614,709,961 689,568,557
2,827,836 2,933,309
2,542,922 2,292,536
462,557 30,000
11,094,562 8,097,687
1,056,488 1,032,623
4,006,968 0
4,608,279 2,921,412
764,286,390 814,065,567

The consolidated statement of financial position should be read along with the accompanying notes

which are an integral part of the consolidated financial statements.




Liabilities and equity

Liabilities:

Deposits from customers:
Savings deposits - local
Savings deposits - foreign
Time deposits - local
Time deposits - foreign
Accrued interest payable

Total deposits from customers

Negotiable commercial papers
Negotiable commercial notes
Covered bonds

Ordinary bonds

Investment certificates

Other negotiable debts
Borrowed funds

Income tax payable

Leases Liabilities

Other liabilities

Total liabilities

Equity:
Common shares
Additional paid-in capital
Treasury shares
Capital reserve
Fair value reserve
Currency translation reserve
Regulatory reserves
Retained earnings

Non-controlling interest
Total equity

Commitments and contingencies

Total liabilities and equity

Note
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2019 2018
1,235,617 1,038,387
830,355 557,914
191,926,045 180,882,818
65,535,414 57,264,547
1,352,406 1,633,175
260,879,837 241,276,841
86,177,293 90,688,165
102,896,281 113,118,210
10,400,802 10,431,427
7,911,461 8,832,345
23,314,901 15,893,531
11,047,169 18,997,888
171,907,687 237,023,005
1,390,667 982,678
4,051,658 0
11,763,097 5,901,582
691,740,853 743,145,672
15,000,000 15,000,000
25,025,329 25,025,329
(727,000) (727,000)
1,800,000 1,800,000
1,703,534 1,569,569
(5,986,618) (6,455,494)
8,443,066 7,883,553
26,411,382 25,977,166
71,669,693 70,073,123
875,844 846,772
72,545,537 70,919,895
764,286,390 814,065,567




BANCO LA HIPOTECARIA, S. A. AND SUBSIDIARIES
(Panama, Republic of Panama)

Consolidated Statement of Income
Period ended March 31, 2018

(Stated in Balboas)

Interest and commission income:
Interest on:
Loans
Investment securities
Deposits in banks

Commisions on loan granting
Total interest and commission income

Interest and commision expense:
Deposits
Borrowed funds
Commissions
Total interest and commision expense
Net Interest and commision income

Provision for loan losses

Provision for credit losses on securities at amortized cost
Provision for credit losses on securities at FVOCI

Net interest and commission income, after provisions

Income from banking services, commissions and others, net:
Management and servicing commisions earned
Net gain on securities
Othe income
Other commissions incurred
Total income from banking services and others, net

General and administrative expenses
Salaries and other personnel benefits
Depreciation and amortization
Professional and legal fees
Taxes
Other expenses

Total general and administrative expenses

Net income before income tax

Income tax

Net income

Income attributable to:
Controlling interest
Non-controlling interest

Earnings per share:
Basic eamnings per share
Diluted sarnings per share

The consolidated statement of income should be read along with the accompanying
notes which are an integral part of the consolidated financial statemants.
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2019 2018
11,065,043 10,129,565
812,145 567,188
52,740 36,018
11,029,928 10,732,771
703,882 520,983
12,633,810 11,253,754
2,905,194 2,477,707
5,562,823 4,648,617
297,065 141,695
8,765,082 7,268,018
3,868,728 3,985,735
175,573 208,641
-253 0
77,143 0
3,770,561 3,777,094
1,574,469 1,344,360
388,401 614,105
805,020 759,380
-179,086 -149,704
2,588,804 2,568,141
2,329,869 2,274,486
232,842 210,414
521,558 829,625
535,018 528,465
1,469,927 1,060,713
5,089,214 4,903,703
1,270,141 1,441,532
265,638 401,382
1,004,503 1,040,150
993,729 1,028,427
10,774 11,723
1,004,503 1,040,150
70.37 72.87
70.37 72.87




BANCO LA HIPOTECARIA, S. A. AND SUBSIDIARIES
(Panama, Republic of Panama)

Consolidated Statement of Comprehensive Income
Period ended March 31, 2019

(Stated in Balboas)

Net income

Other comprehensive income:
Items that are or may be reclassified subsequently
to the statement of income:
Fair value reserve:
Fair value of loan portfolio acquired:
Amortization
Valuaticn of debt securities
Reclassified to the statement of income
Net change in fair value
Provision for credit losses on debt securities
Foreign currency transiation differences for foreign operations
Total other comprehensive income
Total comprehensive income

Comprehensive income attributable to:
Controlling interest

Non-controlling interest
Total comprehensive income

2019 2018
1,004,503 1,040,150
-845,832 -19,835
0 0
1,056,940 -186,033
-77,143 0
487,174 1,697,162
621,139 1,491,294
1,625,642 2,531,444
1,596,570 2,519,721
29,072 11,723
1,625,642 2,531,444

The consolidated statement of comprehensive income should be read along with the accompanying

notes which are an integral part of the consolidated financial statements.
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BANCO LA HIPOTECARIA, 8. A. AND SUBSIDIARIES

(Panama, Republic of Panama)
Consolidated Statement of Cash Flows
Period ended March 31, 2018

(Stated in Balboas)

Operating activities:

Net income

Adjustment to reconcile net income and cash
from operating activities:

Provision for loan losses

Provisien for losses on Investment securities

Unrealized gain on investment securities at fair value

Net gain gain on sale of investment securities

Depreciation and amortization

Interest income, nat

Income tax expense

Changes In operating assets and liabllities:
Loans

Accounts receivahle

Accounts recelvable - related parties
Sale of tax credits

Acerual of tax credits

Other assets

Time deposits from customers

Saving deposits from customers

Other liabilities

Cash generated from operations:
Interest received

Interest paid

Income tax paid

Cash flows from operating activities

Investment actlvities:

Purchase of Invastment securities

Sale of Investment securities at FVOCI
Redemption of ifivestment securities
Purchase of furniture and equipments
Cash flows from investment activities

Financing activities:
Proceeds from borrowed funds
Payment of borrowad funds

Proceads from issuance of negotiable commercial papers

Redemption of negotiable commercial papers

Proceads from issuance of negotiable commercial notes

Redemption of negotiable commercial notes
Proceads from issuance of investment certificates
Redemption of investment certificates
Proceeds from issuance of negotiable debts
Redemption of negotiable debta
Redemption of ordinary bonds

Praceeds from |ssuance of coverad bonds
Additional paid-in capital

Common shares

Non-controlling interest

Complementary tax

Cash flows from financing activities

Effect of exchange rate fluctuations on cash and cash equivalents held
Net increase (decrease) in cash and cash cash equivalents
Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

The consolidated statement of cash flows should be read along with the accompanying noles which are
an integral part of the copsolidated financial statements.

Note

2013 2018
1,004,503 1,040,150
175,573 208,841
77,396 0
-474,786 -485,169
182,731 -128,936
232842 210,414
-3,461,911 -3,608,447
265,638 401,282
73,837,185 -20,437,815
-420,798 -29,822
-432 557 -71,184
] 0
2,886,875 -478,081
-5,717,698 -1,280,805
19,133,325 3,303,343
468,671 -5,108
9,738,361 -1,204,834
12,100,339 10,842,749
-7,820,836 -6,361,871
-221.018 -390,543
95 407 292 18,474,747
-38,785,499 -4,543,974
7,267,268 3,865,518
558,363 1,563,088
-129,940 -275,823
-29,098,807 508,790
10,509,316 33,250,000
-75,624,634 -29,730,910
23,671,128 28,634,603
-28,182,000 -23 573,000
11,958,071 12,934,558
-22,180,000 -2,415,000
7,421,370 0
0 0
1,048,281 9,501,741
9,000,000 -3,000,000
-820,884 -227 368
-30,625 0
0 -1,274,671
] -72%,000
18,298 0
0 a
-81,310,679 23,372,053
471,477 1,720,086
-15,002,194 5,508,956
39,120,668 27,534,184
24,588,951 34,761,248




BANCO LA HIPOTECARIA, S. A. AND SUBSIDIARIES
(Panama, Republic of Panama)

Notes to the Consolidated Financia! Statements

March 31, 2019

(Stated in Balboas)

(1)

(2)

General information

Banco La Hipotecaria, S. A. (formerly, La Hipotecaria, S. A.), was incorporated on November
7, 1996 under the law of companies of the Republic of Panama. According to Resolution S.
B. P. No. 127-2010 of June 4, 2010, the Superintendence of Banks of Panama granted a
General Banking License to start operations as a Bank on June 7, 2010, which allows it to
provide banking services, indistinctly, in Panama or abroad, and conduct any other activity
authorized by the Superintendence.

Banco La Hipotecaria, S. A. is a private bank whose shareholder is La Hipotecaria (Holding),
Inc. a company incorporated under the laws of the British Virgin Islands whose main
shareholder is Grupo Assa, S. A. in 69.01% (2016: 69.01%).

Through Resolution FID No. 3-97 of August 8, 1997, the Superintendence of Banks granted
the Bank a fiduciary license that allows it to conduct trust business in or from the Republic of
Panama. The Bank is registered with the Superintendence of the Securities Market by means
of Resolution N0.487-01 of December 14, 2001.

The following table provides the detail of the Bank's significant subsidiaries:

Country of
Activity Incorporation  Controlling Interest

2019 2018
Grant residential morigage loans,
manage residential mortgage loans in Colombia 94.99%  94.99%
the Republic of Colombia.

La Hipotecaria Compafiia de
Financiamiento, S. A,

Grant residential and personal
mortgage loans, manage residential
and personal mortgage loans in the
Republic of El Salvador.

La Hipotecaria, S. A.de C. V. El Salvador 99.98%  99.98%

The main office is located on Via Espafia, Plaza Regency, floor No. 13, Panama City.
Thereafter, Banco La Hipotecaria, S. A. and its subsidiaries will be referred to as "the Bank".

Basis of Preparation

(a) Statement of Compliance
The Bank's consolidated financial statements have been prepared in accordance with
International Financial Reporting Standards (IFRS).

The Audit Committee of the Bank reviewed and authorized the issuance of these
consolidated financial statements on March 27, 2019.




BANCO LA HIPOTECARIA, S. A. AND SUBSIDIARIES
(Panama, Republic of Panama)

Notes to the Consolidated Financial Statements

(Stated in Balboas)

(2)

(3)

Basis of Preparation, continued

(b) Basis of Measurement
The consolidated financial statements have been prepared on a historical cost basis,
except for the following items:

Ite Basis of Measurement

Financial instruments at fair value through profit
or loss (FVTPL) Fair value

Investments in securities measured at fair value
through other comprehensive income (FVOCI) Fair value

(c) Functional and Presentation Currency
The consolidated financial statements are expressed in Balboas (B/.) the monetary unit
of the Republic of Panama, which is at par and freely exchangeable with the United
States Dollar (U.S. Dollars). The Republic of Panama does not issue its own paper
currency and, instead, the U.S. Dollar is used as a legal tender.

Summary of Significant Accounting Policies

Except for changes explained in Note 3(c.2), Note 3(e), Note 3(h), Note 3(j) and Note 3(r), the
accounting policies detailed below have been consistently applied by the Bank for all periods
presented in these consolidated financial statements.

(a) Base of Consolidation
(a.1) Subsidiaries

The subsidiaries are participated entities controlled by the Bank. The Bank
controls a subsidiary as it is exposed, or has rights, to variable returns from its
involvement in the subsidiary and has the ability to affect those returns through its
power over the investee. The Bank reassesses whether it has control over a
participated entity if there are changes to one or more of the three elements of
control. The financial statements of subsidiaries, as described in Note 1, are
included in the consolidated financial statements from the date on which control
commences until the date when control ceases.

10 Nl




BANCC LA HIPOTECARIA, S. A. AND SUBSIDIARIES
(Panama, Republic of Panama)

Notes to the Consolidated Financial Statements

(Stated in Balboas)

(3)

Summary of Significant Accounting Policies, continued
(a.2) Structured Entities

A structured entity, is an entity that has been designed so that the rights to vote or
similar they are not the determinant factor to decide who controls the entity, as
when the rights to vote are related only to the administrative tasks and the relevant
activities are directed by contractual agreements. In the evaluation to determine if
the Bank has sufficient rights to give power on these participated entities, the Bank
considers factors of the participated entity; such as, its intention and design: its
present aptitude to direct the relevant activities; the nature of its relation with other
parts; and the exposition to the implication in the participated entity.

(a.3) Non-controlling Interests

Changes in the Bank's interest in a subsidiary that do not result in a loss of control
are accounted for as equity transactions.

(a.4) Loss of Control

When the Bank ioses control over a subsidiary, it derecognizes the assets and
liabilities of the subsidiary, and any related non-controlling interest and other
components of equity. Any resuiting gain or loss is recognized in the consolidated
statement of profit or loss. Whether the Bank retains any interest in the former
subsidiary is measured at fair value when control is lost.

(a.5) Transactions Eliminated on Consolidation

Intra-group balances and transactions, and any unrealized income and expenses
arising from intra-group transactions, are eliminated in preparing the consolidated
financial statements.

(a.6) Funds Administration

The Bank acts as administrator and trustee of trust contracts at the risk of
customers. The financial statements of these entities are not part of these
consolidated financial statements except when the Bank has control over the
entity.

Foreign Currency
(b.1) Foreign Currency Transactions

Transactions in foreign currencies are translated into the respective functional
currency at the current exchange rates at the date of the transactions.

Monetary assets and liabilities denominated in foreign currencies are translated
into the functional currency at the exchange rate at the reporting date. Foreign
currency differences arising on translation are generally recognized in the
consolidated statement of profit or loss. However, foreign currency differences
arising from the translation of equity instruments measured at fair value through

other comprehensive income
11 “ ‘




BANCO LA HIPOTECARIA, S. A. AND SUBSIDIARIES
(Panama, Republic of Panama)

Notes to the Consolidated Financial Statements

(Stated in Balboas)

(b.2) Foreign Operations
The functional currency of the subsidiary in Colombia is the Colombian peso
(COP), and the functional currency of the subsidiary in El Salvador is the U.S.
Dollar (U.S. Dollar).

The financial position and the results of any subsidiary in a different functional
currency are translated to the presentation currency as follows:

Assets and liabilities, at the current exchange rate at the end of the year.

- Revenue and expenses, at the monthly average exchange rate of the year.

- Equity accounts are measurad at historical cost, at relevant exchange rate at
the time of each transaction.

The resulting adjustments due to translation are recorded in a separate account
directly in the consolidated statement of changes in equity, under currency
translation reserve.

(c) Financial Assets and Liabilities
(c.1) Recognition
The Bank initially recognizes loans, receivables, investments, deposits, debt
instruments issued, and borrowing on the date on which they are originated or date
of settlement.

(c.2) Classification
The Bank classifies its financial assets as subsequently measured at amortized
cost (AC), fair value through other comprehensive income (FVOCI), and at fair
value through profit or loss (FVTPL), based on the business models for the
management of these financial assets and in accordance with their contractual
cash flow characteristics.

A financial asset is measured at AC if it meets both of the following conditions and
is not designated as at FVTPL:

- the asset is held within a business model whose objective is to hold assets to
collect contractual cash flows; and

- the contractual terms of the financial asset give rise on specific dates to cash
flows that are solely payments of principal and interest on the principal amount
outstanding.

12 )




BANCO LA HIPOTECARIA, S. A. AND SUBSIDIARIES
(Panama, Republic of Panama)

Notes to the Consolidated Financial Statements

(Stated in Balboas)

(3)

Summary of Significant Accounting Policies, continued

A debt instrument is measured at FVOCI only if it meets both of the following
conditions and has not been designated as a FVTPL:

- the asset is held within a business model which objective is achieved by both
collecting contractual cash flows and selling financial assets; and;

- the contractual terms of the financial asset give rise on specific dates to cash
flows that are solely payments of principal and interest on the principal amount
outstanding.

On initial recognition of an equity investment that is not held for trading, the Bank
may irrevocably elect to present subsequent changes in fair value in other
comprehensive income. This election is made on an investment-by-investment
basis. All other financial assets are classified as measured at FVTPL.

Additionally, on the initial recognition, the Bank may irrevocably designate a
financial asset that otherwise meets the requirements to be measured at amortized
cost or at FVOCI as at FVTPL if doing so eliminates or significantly reduces and
accounting mismatch that would otherwise arise.

Business model assessment

The Bank makes an assessment of the objective of a business model in which an
asset is held at a portfolio level because this best reflects the way the business is
managed and information is provided to management. The information considered
includes:

- the stated policies and objectives for the portfolio and the operation of those
policies in practice. Those includes, whether management's strategy focuses
on earning contractual interest revenue, maintaining a particular interest rate
profile, matching the duration of the financial assets to the duration of the
liabilities that are funding those assets or realizing cash flows through the sale
of the assets;

- the frequency, volume and timing of sales in prior periods, the reasons for such
sales and its expectations about future sales activity.

Financial assets that are held for trading or managed and whose performance is
evaluated on a fair value basis, are measured at FVTPL because they are neither
held to collect contractual cash flows nor held both to collect contractual cash flows
and to sell financial assets.

=
=




BANCO LA HIPOTECARIA, S. A. AND SUBSIDIARIES
(Panama, Republic of Panama)

Notes to the Consolidated Financial Statements

(Stated in Balboas)

(3)

Summary of Significant Accounting Policies, continued

Assessment of whether the contractual cash flows are solely payments of principal
and interest

For the purpose of this assessment, "principal" is defined as the fair value of the
financial asset at the time of initial recognition. "Interest" is defined as the
consideration of the time value of money and the credit risk associated with the
amount of the principal amount outstanding during a particular peried of time and
for other basic lending risk and costs (i.e. liquidity risk and administrative costs), as
well as profit margin.

In assessing whether the contractual cash flows are solely payment of principal
and interest, the Bank considers the contractual terms of the instrument. This
includes whether the financial asset contains a contractual term that could change
the timing or amount of the contractual cash flows such that it would not meet this
condition.

- Investments securities held-to-maturity measured at amortized cost under IAS
39 will generally maintain this measurement under IFRS 9.

- Investments in equity instruments classified as available for sale under IAS 39
will generally be measured at FVTPL under IFRS 9.

Reclassification

Financial assets are not reclassified subsequent to their initial recognition, except
in the period after the Group changes its business model for managing financial
assets.

(c.3) Derecognition of financial assets and financial liabilities

Financial assets

The Bank derecognizes a financial asset when the contractual rights to the cash
flows from the financial asset expire, or it transfers the rights to receive the
contractual cash flows in a transaction in which substantially all of the risks and
rewards of ownership of the financial asset are transferred or in which the Bank
neither transfers nor retains substantially all of the risks and rewards of ownership
and it does not retain control of the financial asset.
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(3)

Summary of Significant Accounting Poiicies, continued

(d)

On derecognition of a financial asset, the difference between the carrying amount
of the asset (or the carrying amount allocated to the portion of the asset
derecognized) and the sum of (i) the consideration received (including any new
asset obtained less any new liability assumed) and (ii) any cumulative gain or loss
that had been recognized in other comprehensive income is recognized in profit or
loss.

The guaraniee on the transferred asset is measured as the lower between the
original book value of the asset and the maximum amount of the consideration that
the Bank could be obliged to pay.

Financial liabilities
The Bank derecognizes a financial liability when its contractual obligations are
discharged or cancelled, or expire.

(c.4) Modification of financial assets

Financial assets

If the terms of a financial asset are modified, then the Bank evaluates whether the
cash flows of the modified asset are substantially different. If the cash flows are
substantially different, then the contractual rights to cash flows from the original
financial asset are deemed to have expired. In this case, the original financial asset
is derecognized and a new financial asset is recognized at fair value.

(c.5) Offsetting of financial assets and financial liabilities

Financial assets and financial liabilities are offset and the net amount presented in
the consolidated statement of financial position when, and only when, the Bank
currently has a legally enforceable right to set off the amounts and it intends either
to settle them on a net basis or to realize the asset and settle the liability
simultaneously. Income and expenses are presented on a net basis only when
permitted under IFRS, or for gains and losses arising from a group of similar
transactions such as in the Bank's trading activity.

Fair Value Measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date in the
principal or, in its absence, the most advantageous market to which the Bank has
access at that date. The fair value of a liability reflects its non-performance risk.

When one is available, the Bank measures fair value of an instrument using the quoted
price in an active market for that instrument. A market is regarded as active, if
transactions for the asset or liability take place with sufficient frequency and volume to
provide pricing information on an ongoing basis.
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(3)

Summary of Significant Accounting Policies, continued

(e)

If there is no quoted price in an active market, then the Bank uses valuation technigues
that maximize the use of relevant observable inputs and minimize the use of
unobservable inputs. The chosen valuation technique incorporates all of the factors that
market participants would take into account in pricing a transaction.

The best evidence of the fair value of a financial instrument at initial recognition is
normally the transaction price. If the Bank determines that the fair value on initial
recognition differs from the transaction price and the fair value is evidenced neither by a
quoted price in an active market for an identical asset or liability nor based on a
valuation technique for which any unobservable inputs are judged to be insignificant in
relation to the measurement, then the financial instrument is a initially measured at fair
value, adjusted to defer the difference between the fair value on initial recognition and
the transaction price. Subsequently, that difference is recognized in profit or loss on an
appropriate basis over the life of the instrument but no later than when the valuation is
wholly supported by observable market data or the transaction is closed out.

The fair value of a demand deposit is not less than the amount payable on demand,
discounted from the first date on which the amount could be required to be paid.

The Bank recognizes transfers between levels of the fair value hierarchy as of the end of
the reporting period during which the change has occurred.

Impairment

Policy applicable from January 1, 2018
The Bank recognizes loss allowances for 'expected credit loss' (ECL) on the following

financial instruments that are not measured at FVTPL:

- Loans receivable;
Financial assets that ars debt instruments.

No impairment loss is recognized on equity instruments.

The Bank measures loss allowances at an amount equal to lifetime ECL, except for the

following, for which they are measure as 12-month ECL:

- Debt investment securities that are determined to have low credit risk at the reporting
date; and

- Other financial instruments on which credit risk has not increased significantly since
their initial recognition.
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Summary of Significant Accounting Policies, continued

12-month ECL are the portion of ECL that result from default events on a financial
instrument that are possible within 12 months after the reporting date.

Measurement of ECL
ECL are a probability-weighted estimate of credit losses. They are measured as follows:

- Financial assets that are not credit-impaired at the reporting date: as the present
value of all cash shortfalls (i.e. the difference between the cash flows due to the
entity in accordance with the contract and the cash flows that the Bank expects to
receive):

- Financial assets that are credit-impaired at the reporting date: as the difference
between the gross carrying amount and the present value of estimated future cash
flows.

Restructured financial assets

If the terms of a financial asset are renegotiated or modified or an existing financial asset
is replaced with a new one due to financial difficulties of the borrower, then an
assessment is made of whether the financial asset should be derecognized and ECL are
measured as follows:

- If the expected restructuring will not result in derecognition of the existing asset, then
the expected cash flows arising from the modified financial asset are included in
calculating the cash shortfalls from the existing asset.

- If the expectéd restructuring will result in derecognition of the existing asset, then the
expected fair value of the new asset is treated as the final cash flow from the existing
financial asset at the time of its derecognition. This amount is included in calculating
the cash shortfalls from the existing financial asset that are discounted from the
expected date of derecognition to the reporting date using the original effective
interest rate of the existing financial asset.

Credit-impaired financial assets

At each reporting date, the Bank assesses whether financial assets carried at amortized
cost and debt financial assets carried at FVOCI are credit-impaired. A financial asset is
‘credit impaired’ when one or more events that have a detrimental impact on the
estimated future cash flows of the financial asset have occurred.
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Notes to the Consolidated Financial Statements

(Stated in Balboas)

Evidence that a financial asset is credit-impaired includes the following observabled
data:

- significant financial difficulty of the borrower or issuer;

- a breach of contract such as default or past due event;

- the restructuring of a loan or advance by the Bank on terms that Bank would not
consider otherwise;

- it is becoming probable that the borrower will enter bankruptcy or other financial
reorganization; or

- the disappearance of an active market for a security because of financial difficulties.

A loan that has been renegotiated due to a deterioration in the borrower's condition is
usually considered to be credit-impaired unless there is evidence that the risk of not
receiving contractual cash flows has reduced significantly and there are no other
indicators of impairment. In addition, a loan that is overdue for more than 180 days is
considered credit-impaired.

In making an assessment of whether an investment in sovereign debt is credit-impaired,
the Bank considers the following factors.

- The market's assessment of creditworthiness as reflected in the bond yields.

- The rating agencies’ assessments of creditworthiness.

- The country’s ability to Access the capital markets for new debt issuance.

- The probability of debt being restructured, resulting in holders suffering losses
through voluntary or mandatory debt forgiveness.

Presentation of the allowance for ECL in the consolidated statement of financial position
Loss allowances for ECL are presented in the statement of financial position as follows:

- financial assets measured at amortized cost: as a deduction from the gross carrying
amount of the assets; and

- debt instruments measured at FVOCI: no loss allowance is recognized in the
statement of financial position because the carrying amount of these assets is their
fair value. However, the loss allowance is disclosed and is recognized in the fair
value reserve.

Write-off
Loans and debt securities are written off (either partially or in full) when there is no
reasonable expectation of recovering in its entirety or a portion thereof. This is generally
the case when the Bank determines that the borrower does not have assets or sources
of income that could generate sufficient cash flows to repay the amounts subject to the
write-off.
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Summary of Significant Accounting Policies, continued

(7

(g)

(h)

(i

Financial assets that are written off could still be subject to enforcement activities in
order to comply with the Bank's procedures for recovery of amounts due.

Cash and Cash Equivalents

For purpose of the consolidated statement of cash flows, cash equivalents include
demand deposits with banks and term deposits with original maturities of three months
or less, excluding restricted deposits.

Trading Assets and Liabilities

‘Trading assets and liabilities’ are those assets and liabilities that the Bank acquires or
incurs principally for the purpose of selling or repurchasing in the near term, or holds as
part of a portfolio that is managed together for short-term profit or position taking.

Trading assets and liabilities are initially recognized and subsequently measured at fair
value in the consolidated statement of financial position, with transaction costs
recognized in profit or loss. All changes in fair value are recognized as part of net trading
income in profit or loss.

Loans

Loans are non-derivative financial assets with fixed determinable payments that are not
guoted in the active market, and are generally originated by providing funds to debtors
and the Bank does not intend to sell immediately or in the near term.

Loans are presented at amortized cost considering the principal amount and the interest
receivable, less the loss allowance for ECL. The loans are measured initially at its fair
value plus those incremental direct transaction costs; subsequently at their amortized
cost using the effective interest rate method.

Allowance for Expected Credit Loss

The allowance for 'expected credit loss’ (ECL) is constituted to cover the losses derived
from the Bank's credit granting process, inherent to the loan portfolic and loan
commitments, as well as the investment securities measured at AC and at FVOCI,
applying the model of ECL. Increases in the reserve for ECL is recognized with a charge
to the consolidated statement of profit or loss. Write-offs are deducted from the reserve
and subsequent recoveries are added. The reserve is also reduced for reversions with
charges to profit or loss.
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Summary of Significant Accounting Policies, continued

The losses allowance for ECL attributed to financial assets measured at amortized cost
is presented as a deduction from their gross carrying amount, and for the financial
assets measured at FVGCI in the fair value reserve in OCI.

The Bank measures ECL as a way to reflect. (a) an unbiased probability-weighted
estimate determined by assessing a range of possible outcomes; b) the value of money
over time; and c¢) reasonable and sustainabie information about past events, current
conditions and forecasted future economic conditions, that is available without
disproportionate cost or effort at estimation date.

The model of ECL reflects the general pattern of deterioration or improvement in the
credit quality of financial assets. The amount of ECL recognized as a reserve or
provision depends on the degree of credit deterioration since its initial recognition. The
model of ECL have two measurement criteria:

- 12-month ECL (stage 1), which applies to all financial assets (on initial recognition),
provided that there is no significant impairment in their credit quality, and

- Lifetime ECL (stages 1 and 3), which applies when the credit risk of the financial
assets has increased significantly individually or collectively. In stages 2 and 3
interest income is recognized. In stage 2 (as well as in stage 1), there is a complete
dissociation between the recognition of interest and impairment, and the interest
income is calculated on the gross amount in books. In stage 3, is when the financial
assets becomes impaired.

The allowance for ECL includes a specific active component and a component based on
a formula. The specific active component, or of specific assignment, refers to the
allowance for losses in financial assets considered impaired and assessed individually,
case by case. A specific allowance is recognized when the discounted cash flows (or
observable fair value of collateral) of the financial asset is less than the book value of
that asset. The second component, which is based on a formula, covers the credit
portfolio of the Bank classified as ‘normal’ and is determined through a process that
estimates the probable loss inherent to the portfolio, based on Management's statistical
analysis and qualitative judgment. This analysis takes into account the complete
information that incorporates not only default data, but other relevant credit information,
such as prospective macroeconomic information,
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Summary of Significant Accounting Policies, continued

In order to determine whether there has been a significant increase in the credit risk of
the financial asset, the assessment is based on quantitative and qualitative information.
The Bank considers the following factors, although not exhaustive, in measuring the
significant increase in credit risk:

a) Significant changes in credit risk indicators as a result of a change in credit risk from
the beginning;

b) Significant changes in the credit risk indicators of the external market for a specific
financial instrument or similar financial instruments with the same expected life;

c) A real or expected significant change in the external credit rating of the financial
instrument;

d) Significant changes in the value of collateral that supports the obligation.

As a cap, the Bank considers that a significant increase in credit risk occurs no later than
when an asset has more than 90 days of delinquency for personal loans or, for mortgage
loans, more than 180 days past due. The days due are determined by counting the
number of days elapsed since the oldest due date with respect to which the total
payment has not been received. The due dates are determined without considering any
grace period that may be available to the debtor.

The Bank monitors the effectiveness of the criteria used to identify significant increases
in credit risk through periodic reviews to confirm that:

The balances of the allowances for ECL are calculated by applying the following formula:

ECL = } (EAD x PD x LGD); in where:

- Exposure at default (EAD): represents the expected exposure in the event of a
default. The Bank derives the EAD from the current exposure to the counterparty and
potential changes to the current amount allowed under the contract arising from
amortization. The EAD of a financial assets is its gross carrying amount at the time of
default. For loans arising from a line of credit facility which approved amount have
not been used in its entirety by the customer, this parameter includes the Bank's
expectations of future disbursements under the facility incorporating a credit
conversion factor (CCF).

- Probability of default (PD): represents the probability that a client does not comply
with the total and timely payment of its credit obligations within a one-year horizon.
The estimated PD for a period of 12 months is adjusted by the loss identification
period to estimate the probability of default.
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Summary of Significant Accounting Policies, continued

0

The probability of default of one year applied to the portfolio for expected losses less
than 12 months and during the life-time for expected losses greater than 12 months,
are based on the historical performance of the Bank's porifolio by credit grade
category.

- Loss given default (LGD): is the magnitude of the likely loss if there is a default,
which estimation uses a factor based on histarical information.

Investment securities

The ‘investment securities' caption in the consolidated statement of financial position
includes:

- Debt investment securities measured at amortized cost; these are initially measured
at fair value plus incremental direct transaction costs, and subsequently at their
amortized cost using the effective interest method;

- Debt and equity investment securities mandatorily measured at FVTPL; these are at
fair value with changes recognized immediately in profit or loss;

- Debt securities measured at FVOCI.

For debt instruments measured at FVOCI, gains and losses are recognized in OCI,
except for the following, which are recognized in profit or loss in the same manner as for
financial assets measured at amortized cost:

- Interest revenue using the effective interest method; and
- Losses allowance for ECL and reversals.

When debt security measured at FVOCI is derecognized, the cumulative gain or loss
previously recognized in OCI is reclassified from equity to profit or loss.
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Summary of Significant Accounting Policies, continued

(k)

()

Furniture, Equipment and Improvements

Furniture, equipment and improvements include buildings, furniture and equipment used
by branches and offices of the Bank. All furniture, equipment and improvements are
measured at cost less accumulated depreciation and amortization. The historic cost
includes the expense that is directly attributable to the acquisition of the asset.

Subsequent expenditure is capitalized only when it is probable that the future economic
benefits of the expenditure will flow to the Bank. Ongoing repairs and maintenance are
expensed as incurred. Cost considered as repairs and maintenance is charged to the
consolidated profit or loss statement during the financial period that they are incurred.

The depreciation expense of furniture and equipment, and amortization of improvements
to the leased property is charged to current period using the straight-line method over
the estimated useful life. The estimated useful life of assets is summarized as follows:

- Furniture and equipment 3-10 years
- Vehicles 5 years
- Improvements 3 -10 years

The assets' useful lives and residual value are reviewed, and adjusted if appropriate, at
each consolidated statement of financial position date. Furniture and equipment are
subject to review for impairment when there are events or changes in the circumstances
that indicate that the carrying value may not be recoverable. An asset's carrying amount
is written-down immediately to its recoverable amount if the asset's carrying amount is
greater than its estimated recoverable amount. The recoverable amount is the higher of
the asset's fair value less costs to sell and value in use.

Assets Classified as Held for Sale

Non-current assets, or disposal groups comprising assets and liabilities, that are
expected to be recovered primarily through sale rather than through continuing use, are
classified as held for sale.

Immediately before classification as held for sale, the assets, or components of a
disposal group, are remeasured in accordance with the Bank's accounting policies.
Thereafter generally the assets, or disposal group, are measured at the lower of their
carrying amount and fair value less cost to sell. An impairment loss is recognized due to
reductions in the initial value of such assets. Impairment losses on initial and subsequent
classification as held for sale are recognized in the consolidated statement of profit or
loss.
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Summary of Significant Accounting Policies, continued
(m) Deposits, Borrowed Funds and Debt Securities Issued

(n)

(o)

(p)

(@)

These financial liabilities correspond to the Bank’