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AUTHORIZED PUBLIC ACCOUNTANT CERTIFICATION

We have prepared the financial statements of La Hipotecaria, S. A. de C. V. (“the Company”), which
comprise the statement of financial positions of March 31, 2023, the 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 Company, allows us to prepare and
present fairly, in all material respects, the financial position of the Company, free from material
misstatement, whether due to fraud or error.

The financial statements of La Hipotecaria, S.A. de C. V as of March 31, 2023 have been prepared
internally in accordance with the International Financial Reporting Standards (IFRS) issued by the
International Accounting Standards Committee (“IASC).

April 28, 2023




LA HIPOTECARIA, S.A. DE C.V.

(Salvadorian Company Subsidiary of Banco La Hipotecaria, S.A.)

(San Salvador, Republic of El Salvador)
Statement of Financial Position

March 31, 2023
(with 2022 figures)

(Stated in U.S. Dollars)

Assets;
Cash
Demand deposits
Savings deposits
Total cahs and cash equivalents

Investment, net

Loans
Minus: loan loss reserves
Loans, net

Furniture, equipment and improvements, net
Investment in Affiliate
Accounts and interest receivable
Deferred taxes
Right-of-use assets, net
Other assets
Total del activo

Liabilities and Equity
Liabilities:
Investment certificates
Other negotiable debis
Borrowings
Leases Liabilities
Other liabilities
Total liabilities

Equity:
Common Shares
Legal reserve
Capital reserve
Voluntary waiver reserve
Investment reserves
Loss on financial investments
Retained earnings

Total equity
Total liabilities and equity
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2023 2022
700 700
4,539,021 6,972,827
3,615,029 2,115,030
8,154,750 9,088,557
1,842,800 1,821,000
116,192,265 117,006,784
(662,026) (608,101)
115,530,239 116,398,683
20,502 30,156
362,260 362,260
1,678,491 1,711,762
207,722 191,544
115,765 136,190
459,909 411,827
128,372,438 130,151,979
19,408,794 21,529,914
1,876,822 1,725,000
85,526,500 86,371,168
132,565 151,999
3,128,582 2,291,885
110,073,263 112,069,966
5,799,000 5,799,000
1,159,800 1,159,800
1,800,000 1,800,000
25,124 25,124
12,720 3,720
(185,177) (208,814)
9,687,708 9,503,183
18,299,175 18,082,013
128,372,438 130,151,979

The acompanying notes in pages 9 to 54 are an integral part of the financial statements.

Y



LA HIPOTECARIA, S.A. DEC.V.
(Salvadorian Company Subsidiary of Banco La Hipotecaria, S.A.)

(San Salvador, Republica de El Salvador)
Statement of Income and Other Comprehensive Income

Period ended March 31, 2023
(with 2022 figures)

(Stated in U.S. Dollars)

Operating income:
Interest:
L.oans
Investment Securities
Deposits in banks
Commision for administration and management, net
Commision for receivable loans

Total de ingresos por intereses y comisiones

Interest expense and commisions;
Borrowings, debt securities issued and leases
Commisions

Total interest expense and commisions

Net interest income and commisions

Investment loss provisions

Loan loss provisions 7
Net interest income and commisions, after

provisions for impaired loans

Other income:
Other income
Total other income

General and administrative expenses:
Salaries and other personnel benefits 13
Depreciation and amortiztion 8
Depreciation of right-of-use assets
Professional and legal fees
Taxes
Other expenses 13

Total operating expenses
Net income before income tax

Income tax, estimated 15
Net Income

2023 2022
2,250,239 2,268,424
6,444 6,428
3,240 724
279,383 258,026
24,252 44,444
2,563,558 2,578,046
1,596,156 1,189,087
12,500 92,314
1,608,656 1,281,401
954,902 1,296,645
61,179 (100,193)
9,000 1,200
884,723 1,395,638
23,793 61,857
23,793 61,857
237,120 233,142
9,654 25,554
20,424 20,424
70,323 125,606
143,470 113,948
108,134 74,919
589,125 593,593
319,391 863,902
(134,866) (278,321)
184,525 585,581

The acompanying notes in pages 9 to 54 are an integral part of the financial statements.



LA HIPOTECARIA, S.A. DEC.V.
(Salvadorian Company Subsidiary of Banco La Hipotecaria, S.A.)
(San Salvador, Republica de El Salvador)

Statement of Other Comprehensive Income

Period ended March 31, 2023
(with 2022 figures)

(Stated in U.S. Dollars)

Utilidad neta

Other comprehensive income:

to the income statement:

Movement in the fair value reserve of financial instruments
debt to FVOCI:

Net change in fair value

Movement in the reserve for expected credit losses (ECL)
of debt instruments to FVOCI:

Net change in reserve for ECL

Movement in the fair value reserve of the acquired portfolio:
Amortization of fair value acquired portfolio

Total other comprehensive income

Total comprehensive income

The acompanying notes in pages 9 to 54 are an integral part of the financial statements.

2023 2022
184,525 585,581
23,637 (102,193)

0 0

9,000 1,200

0 (41,474)
32,637 (142,467)
217,162 443114
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LA HIPOTECARIA, S.A.DEC.V.

(Salvadorian Company Subsidiary of Banco La Hipotecaria, S.A.)
(San Salvador, Reptiblica de El Saivador)

Statement of cash flow

Period ended March 31, 2023
(with 2022 figures)

(Stated in U.S. Dollars)

Operating activities
Net Income
Adjustment to renconcile net income and cash from operating activities:
Depreciation and amortization

Depreciation of right-of-use assets
Provision for credit losses

Provision for Investment in securities losses
Interest income

Interest expenses

Tax expenses
Sub total

Changes in operating assets and liabilities
(Increase) decrease in asstes:
L.oans
Intereses and account receivable
Others assets
Increase (decrease) in liabilities:
Others liabilities

Cash generate from operations before interest and taxes

Tax expenses paid
Interest received
Interest paid
Cash flow’s from operating activities

Cash flow’s from investment activities:
Purshased of Investment securities
Acquisition of furniture, equipment and improvements

Cash flow's of investment activities

Cash flow's from Financing activities:
Repayments of borrowings
Proceeds of borroeings
Redemption of investment certificates
Proceeds of investment certificates
Redemption of negotiable debts
Proceeds of negotiable debts
Payment of lease liabilities

Cash flow's from Financing activities:

Net increase in cash
Cash at the beginning of the year

Cash at the end of the year

The acompanying notes in pages 9 fo 54 are an integral part of the financial statements.

Notes

16

2023 2022
184,525 585,581
9,654 25,554
20,424 45,969
61,179 (100,193)
9,000 1,200
(2,259,923) (2,275,576)
1,608,656 1,189,087
134,866 278,321
(231,619) (250,057)
807,265 1,008,939
6,327 106,547
(64,259) (61,290)
888,425 366,783
1,406,139 1,170,922
(171,208) (177,472)
2,286,867 2,302,520
(1,622,205) (1,202,636)
1,899,593 2,093,334
0 1,407
0 (13,104)
(11,697)
(844,668) (1,785,714)
0 4,181,085
(3,092,120) (1,995,934)
971,000 0
0 (2,996,698)
151,822 0
(19,434) (16,842)
(2,833,400) (2,614,103)
(933,807) (532,466)
9,088,557 8,711,408
8,154,750 8,178,940




LA HIPOTECARIA, S.A. DE C.V.
(Salvadoran Company Subsidiary of Banco La Hipotecaria, S.A.}
(San Salvador, Republic of El Salvador)

Notes to the Financial Statements

March 31, 2023
(with corresponding figures from 2022)

(Figures in Dollars of the United States of America)

(1)

()

Constitution and Operations

La Hipotecaria, S.A. de C.V. (hereinafter "the Company") was incorporated on September 3, 2002 and registered at
number 33 from folio 218 to folio 233 of book 1716 of the Companies Registry of the Commercial Registry of the
Republic of El Salvador. Its main activity is granting, managing and securitizing residential mortgage loans.

La Hipotecaria, S.A. de C.V. is a private company whose main shareholder is Banco La Hipotecaria, S.A. a bank
incorporated under the laws of Panama, Republic of Panama and supervised by the Superintendency of Banks of
Panama.

Banco La Hipotecaria, S.A. is owned 100% by La Hipotecaria (Holding), Inc. whose shareholders are Grupo ASSA, S.A.
with 79.16%.

The main office is located at Alameda Roosevelt N2 3107 and 592 Avenida Sur, Colonia Escaldn, Edificio La
Centroamericana, San Salvador.

The Administration of La Hipotecaria, S.A. de C.V. authorized the issuance of these financial statements on April 28,
2023. The financial statements can only be modified by resolution of the General Shareholders' Meeting, which
constitutes the highest authority of the Company.

As of March 31, 2023, and 2022, the Company had a total of 62 and 56 employees respectably.
Summary of Significant Accounting Policies

2.1 Statement of compliance
The financial statements have been prepared in accordance with International Financial Reporting Standards
(IFRS), promulgated by the International Accounting Standards Board (“IASB”).

2.2 Basis of measurement
The financial statements as of and for the period from January 1 to March 31, 2023 have been prepared in United
States dollars (US $) on the basis of historical cost or amortized cost, except for certain items that the Company
decide to carry the fair value, which are appropriately identified.




LA HIPOTECARIA, S.A. DE C.V.
(Salvadoran Company Subsidiary of Banco La Hipotecaria, S.A.)
(San Salvador, Republic of El Salvador)

Notes to the Financial Statements

(2)  Summary of Significant Accounting Policies, continued

In preparing the financial statements in accordance with IFRS, Management has made certain accounting
estimates and critical assumptions, and has exercised its judgment in the process of applying the Company's
accounting policies, which affect the reported figures of the assets and liabilities and disclosures of contingent
assets and liabilities at the date of the financial statements and the figures reported in the statement of
comprehensive income during the period. The estimates and related assumptions are based on historical
experiences and other factors, which are believed to be reasonable under the circumstances, which results in
the basis on which the book value is established with which some assets and liabilities that cannot be recorded
are established. be determined otherwise. Actual results may differ from these estimates (see note 18).

2.3 Finanacial assets and liabilities

{a)  Recognition
The Company initially recognizes loans and receivables, investment securities, deposits, debt securities
issued and borrowings on the date on which they are originated. All other financial instruments are
recognized on the trade date.

(b)  Classification

Financial assets

On initial recognition, a financial asset is classified as measured at: amortized cost, at FVOCI or at FVTPL.
A Financial asset is classified based on the Company business model for its management and its
contractual characteristics of cash flows.

A financial asset is measured at amortized cost 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 (sppi) on the principal amount outstanding.

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
sppi on the principal amount outstanding.

10




LA HIPOTECARIA, S.A. DE C.V.
(Salvadoran Company Subsidiary of Banco La Hipotecaria, S.A.)
(San Salvador, Republic of El Salvador)

(2)

Summary of Significant Accounting Policies, continued

On initial recognition of an equity investment that is not held for trading, the Company may irrevocably
elect to present subsequent changes in fair value in OCl. This election is made on an investment-by-
investment basis. All other financial assets not classified as measured at amortized cost or at FVQC|, as
described above, are classified as measured at FVTPL.

In addition, on the initial recognition, the Company 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. The
Company has not made use of this option so far.

Business model assessment

The Company 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. In particular, 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;

- How the performance of the portafolio is evaluated and reported to the group’s management;

-  The risks that affect the performance of the business model (and the financial assets held
within that business model) and its strategy for how those risks are managed; and

- How the business managers are remunerated (for example, if the compensation is based on
the fair value of the assets under management or on the contractual cash flows obtained)

- The frequency, value and timing of sales in prior periods, the reasons for those sales, and its
expectations about future sales activity.

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 on 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 period of time and
for other basic lending risk and costs {i.e. liquidity risk and administrative costs), as well as profit margin.

11




LA HIPOTECARIA, S.A. DE C.V.
{Salvadoran Company Subsidiary of Banco La Hipotecaria, S.A.)
{San Salvador, Republic of El Salvador)

()

Summary of Significant Accounting Policies, continued

In assessing whether the contractual cash flows are SPPI, 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.

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

Financial liabilities
The Company classifies all financial liabilities as subsequently measured at amortized cost

2.4 Derecognition of financial assets and financial liabilities

Financial assets

The Company 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.

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 OCl is recognized in profit or loss.

The guarantee 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 Company could be obliged to pay.

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

(a)  Moadification of financial assets

Financial assets

If the terms of a financial asset are modified, then the Company 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.

12




LA HIPOTECARIA, S.A. DEC.V.
(Salvadoran Company Subsidiary of Banco La Hipotecaria, S.A.)
{San Salvador, Republic of El Salvador)

()

Summary of Significant Accounting Policies, continued

(b)  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 Company 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 Standards, or for gains and losses arising from a group of similar transactions such as in the
Company’s trading activity.

2.5 Fairvalue 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 Company has access at that date. The fair value of a liability reflects its non-
performance risk.

When one is available, the Company 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.

if there is no quoted price in an active market, then the Company uses valuation techniques 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 consider in pricing a transaction.

The best evidence of the fair value of a financial instrument on initial recognition is normally the transaction
price. If the Company determines that the fair value on initial recognition differs from the transaction price and
the fair value is not evidenced by a price quoted in an active market for an identical asset or liability nor is it
based on a valuation technique for which is judged to be insignificant relative to the measurement, then the
financial instrument is initially measured at its fair value, adjusted to differ the difference between the fair value
on initial recognition and the transaction price. Subsequently, that difference will be recognized in income on
an appropriate basis throughout the useful life of the instrument, but at the latest when the valuation is fully
supported by observable market data or when the transaction closes.

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 Company recognizes transfers between levels of the fair value hierarchy at the end of the period during
which the change occurred.

13




LA HIPOTECARIA, S.A. DEC.V.
(Salvadoran Company Subsidiary of Banco La Hipotecaria, S.A.)
(San Salvador, Republic of El Salvador)

(2) Summary of Significant Accounting Policies, continued

2.6 Impairment
The Company recognizes loss allowances for 'expected credit loss' (ECL) on the following financial instruments
that are not measured at FVTPL:

- Loans
No impairment loss is recognized on equity instruments.

The Company measures loss allowances at an amount equal to lifetime ECL, except for the following, for
which they are measure as 12-month ECL:

Financial instruments on which the credit risk has not increased significantly since their initial recognition.
The 12-month ECL is the portion of the ECL that results from loss events on a financial instrument that are
possible within a period of 12 months after the reporting date.

Measurement of ECL
La PCE es la probabilidad ponderada estimada de pérdida crediticia y es medida de la siguiente manera:

- Financial assets that do not show credit impairment at the reporting date: the present value
of all arrears of contractual cash payments.

- 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 expected 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 Company 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.

14




LA HIPOTECARIA, S.A. DE C.V.
(Salvadoran Company Subsidiary of Banco La Hipotecaria, S.A.)
{San Salvador, Republic of El Salvador)

(2)  Summary of Significant Accounting Policies, continued

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

2.7

2.8

- Significant financial difficulty of the borrower or issuer;

- Abreach of contract such as default or past due event;

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

Aloan 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 personal loan that is overdue for
more than 90 days and for more than 180 days for a mortgage loan is considered credit-impaired.

Presentation of allowance for ECL in the 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.

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 Company 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, with no course of action by the Company to foreclose the
collaterals (in the case they maintain). However, financial assets that are written off could still be subject to
enforcement activities in order to comply with the Company procedures for recovery of amounts due.

Cash and cash equivalents
For purpose of the 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.

Negotiable assets and liabilities

Negotiable assets and liabilities are those that the Company acquires or contracts mainly for the purpose of
selling or repurchasing in the short term, or they are held as part of a portfolio that is jointly managed to take
positions or short-term gains.

Negotiable assets and liabilities are initially recognized and are subsequently measured at fair value in the

statement of financial position, with transaction costs recognized in income. All changes in fair value are
recognized as part of the net marketable income in results.

15




LA HIPOTECARIA, S.A. DE C.V.
(Salvadoran Company Subsidiary of Banco La Hipotecaria, S.A.)
(San Salvador, Republic of El Salvador)
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2.9 loans

Loans are non-derivative financial assets with fixed determinable payments that are not quoted in the active
market, and are generally originated by providing funds to debtors and the Company 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.

2.10Allowance for Expected credit loss

The allowance for credit losses is established to cover the losses derived from the credit granting process,
inherent to the loan portfolio and loan commitments. Increases to the reserve for ECL are made with a charge
to results. ECL are deducted from the allowance, and subsequent recoveries are added. The allowances is also
reduced by reversals of the reserve with credit to results

The allowance attributable to financial instruments measured to AC is presented as a deduction for loans.

The Company measures ECL in a way that reflects: a) an unbiased probability weighted amount that is
determined by evaluating a range of possible outcomes; b) the value of money over time; and c) reasonable and
supportable information that is available without undue cost or effort on the date of the presentation on past
events, current conditions and the forecast of future economic conditions.

The ECL model 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 impairment
from initial recognition. There are two endpoints:

- 12-month ECL (stage 1), which is applied to all financial assets (on initial recognition), as long
as there is no significant deterioration in credit quality, and

- ECL during the life time (stages 2 and 3), which is applied when there has been a significant
increase in credit risk individually or collectively. In these stages 2 and 3, interest income is
recognized. In stage 2 (as in stage 1), there is a complete decoupling between interest
recognition and impairment and interest income is calculated on the gross carrying amount.
In stage 3, is when the financial asset becomes impaired.
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The provision for ECL includes a specific active component and a formula-based component. The specific asset
component, or the specific allocation, refers to the provision for losses on financial assets considered impaired
and evaluated individually, on a case-by-case basis. A specific provision is established 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
component based on the formula (collective tax base), covers the Company's normal loan portfolio and is
established based on a process that estimates the probable loss inherent in the portfolio, based on the statistical
analysis and qualitative judgment of the company. Management. This analysis considers comprehensive
information that incorporates not only delinquency data, but other relevant credit information, such as forward-
looking macroeconomic information.

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

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

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

¢) An actual or expected significant change in the external credit rating of the financial instrument;

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

As a limit, the Company considers that a significant increase in credit risk occurs no later than when an asset is
more than 90 days past due for personal loans or, for mortgage loans, more than 180 days past due. Days past
due are determined by counting the number of days since the earliest due date for which full payment has not
been received. Due dates are determined without considering any grace period that may be available to the
debtor.

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

 The criteria are capable of identifying significant increases in credit risk before an exposure is in default;
» The criteria do not align with the point in time when an asset becomes 30 days past due; Y

* There is no unjustified volatility in the allocation for loss of transfers between the 12-month Probability of
Default (PI) (stage 1) and the remaining lifetime PI (stage 2).

The balances of the allowance for PCE are calculated by applying the following formula:

ECL=3 (EAD x PD x LGD); where:
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Exposure at default (EAD}): it is defined as the current balance of the principal as of the date of the statement
of financial position. In the case of credits or loans that include a line of credit with a quota that can be used
in its entirety in the form of loan contracts, this parameter includes the Company's expectations of future
disbursements incorporating a credit conversion factor (CCF).

Probability of default (PD): the probability that a client will not meet the full and timely payment of credit
obligations over a one-year horizon. The estimated Pl for a 12-month period is adjusted using the Loss
Identification Period (LIP) to estimate the probability of specific default as of the date of the statement of
financial position.

The one-year default probability applied to the portfolio for expected losses of less than 12 months and
during the lifetime for expected losses of more than 12 months. The default percentages are based on the

historical performance of the Company's portfolio by rating category.

Loss Given Default (LGD): a factor based on historical information is used.

2.11investment Securities
Investment securities caption in the statement of financial position includes

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 FVTPL, gains and losses are recognized in the statement of comprehensive
income, except for the following, which are recognized in earnings or losses in the same way as for financial
assets measured at amortized cost:

* Interest income using the effective interest method;
* Reserves for PCE and reversals.

When the investment values measured at FVTPL are derecognized, the gain or accumulated loss previously
recognized in the statement of comprehensive income and is reclassified of equity to profit or loss.

2.12Furniture, equipment and improvements
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 costs are included in the book value of the asset or recognized as a separate asset, as appropriate,
only when there is a probability that the economic benefit associated with the asset will return to the Company
and the cost of the asset can be recorded in a reliable way. Costs considered as repairs and maintenance are
charged to the comprehensive income statement when incurred.
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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 furniture, equipment and improvement for the current and comparative periods are as follows:

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

The assets useful lives and residual value are reviewed, and adjusted if appropriate, at each statement of
financial position date.

Furniture, equipment and improvements 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.

2.13Employee benefits

{a)  Termination benefits
Termination benefits are recognized as expenses whichever occurs first when the Company can no longer
withdraw the offers of these benefits, or when the Company recognizes costs for a restructuring. If the
benefits are not expected to be canceled within twelve months from the date of the statement of financial
position, then such benefits are discounted to determine their present value.

(b)  Short-term benefits
Short-term benefits are recognized as expenses when the service has been received by the Company. The
liability is recognized for the undiscounted amount to be paid by the Company and there is a present
obligation, legal or implicit, to make such payments as a result of past events and a reliable estimate of
the obligation can be made.

{c)  Provision for voluntary withdrawal

The “Regulatory Law of the Economic Benefit for Voluntary Resignation” establishes that private sector
institutions and autonomous institutions whose labor relations are governed by the Labor Code, will be
obliged to cancel an economic benefit due to the voluntary resignation of their workers. To be entitled to
the economic benefit, the worker must have at least two years of continuous and effective service in the
company accredited and must give a written notice to the employer. Workers will receive an economic
benefit equivalent to 15 days of the basic salary in force for each year of service, said salary may not be
greater than twice the current legal minimum daily salary corresponding to the economic activity sector
of the employer.
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The Company establishes a provision for this obligation based on calculations made by an independent
actuary using the actuarial method of the Projected Credit Unit, which consists of awarding one unit of
credit per year of the worker's service. New measurements of the provision for labor obligation, which
include actuarial gains and losses, are immediately recognized in other comprehensive income.

2.14Assets impairment

The book values of the Company's assets are reviewed as of the date of the statement of financial position to
determine if there is an impairment in their value. If such impairment exists, the asset's recoverable value is
estimated and an impairment loss equal to the difference between the asset's book value and its estimated
recovery value is recognized. An impairment loss in the value of an asset is recognized as an expense in the
statement of comprehensive income.

2.15Loans payable and debt securities issued

Loans payable are the result of the resources that the Company requests to maintain liquidity. The Company
classifies equity instruments into financial liabilities or equity instruments according to the substance of the
contractual terms of the instrument.

These are initially measured at fair value, plus transaction costs, and are subsequently measured at amortized
cost using the effective interest method, except for liabilities that the Company decides to record at fair value
with changes in comprehensive income.

2.16Interest income and expense

Effective interest rate

Interest income and expense are recognized in profit or loss using the effective interest method. The ‘effective
interest rate’ is the rate that exactly discounts estimated future cash payments or receipts through the expected
life of the financial instrument to:

- The gross carrying amount of the financial asset; or
- The amortized cost of the financial liability.

When calculating the effective interest rate for financial instruments other than purchased or originated credit-
impaired assets, the Company estimates future cash flows considering all contractual terms of the financial
instrument, but no the ECL. For impairment financial assets, a credit-adjusted effective interest rate is calculated
using estimated future cash flows including ECL.

The calculation of the effective interest rate includes transaction costs and fees paid or receive that are an

integral part of the effective interest rate. Transaction costs include incremental costs that are directly
attributable to the acquisition or issue of a financial asset or a financial liability.
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Amortized cost and gross carrying amount

The amortized cost of a financial asset or a financial liability is the amount at which the financial asset or
financial liability is measured on initial recognition minus the principal repayments, plus or minus the
cumulative amortization using the effective interest method of any difference between that initial amount and
the maturity amount and, for financial assets, adjusted for any ECL allowance.

The gross carrying amount of a financial asset is the amortized cost of a financial asset before adjusting for any
ECL.

Calculation of interest income and expense
In calculating interest income and expense, the effective interest rate is applied to the gross carrying amount of
the financial asset (when the asset is not credit-impaired) or the amortized cost of the financial liability.

For the financial assets that were credit-impaired on initial recognition, interest income is calculated by applying
the credit-adjusted effective interest rate to the amortized cost of the asset.

Presentation
Interest income calculated using the effective interest method presented in the statements of profit or loss and
OCl includes:

* Interest on financial assets and financial liabilities measured at amortized cost calculated using the effective
interest method

Interest income and expenses on all marketable assets and liabilities are considered incidental to the Company's
trading operations and are presented together with all other changes in the fair value of marketable assets and
liabilities in net business income.

2.17Income Tax

Current income tax is the expected tax payable on the taxable income for the year using tax rates enacted at the
statement of financial position date, and any adjustment to the tax payable in respect of previous years.

Deferred income tax represents the amount of income tax payable and/or receivable in future years resulting
from temporary differences between the carrying accounts of assets and liabilities for financial reporting
purposes and the amounts used for taxation purposes, using the tax rates enacted at the statement of financial
position date. These temporary differences are expected to be reversed in future years. If it is determined that
the deferred tax would not be realized in future years, the deferred tax will be totally or partially reduced.
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2.18Leases

At inception of a contract, the Company assesses whether a contract is, or contains, a lease. A contract is, or
contains, a lease if the contract conveys the right to control the use of an identified asset for a period of time in
exchange for consideration. To assess whether a contract conveys the right to control the use of an identified
asset, the Company assesses whether:

- The contract involves the use of an identified asset. This may be specified explicitly or implicitly and should
be physically distinct or represent substantially all of the capacity of a physically distinct asset. If the supplier
has a substantial substitution right, then the asset is not identified;

- The Company has the right to obtain substantially all the economic benefits from use of the asset
throughout period of use; and
- The Company has the right to direct the use of the asset. The Bank has this right when it has the decision-
making rights that are most relevant to changing how and for what purpose the asset is used. In rare cases
where all the decisions about how and for what purpose the asset is used are predetermined, the Company
has the right to direct the use of the asset if either:

e The Company has the right to operate the asset; or
¢ The Company designated the asset in a way that predetermines how and for what purpose it will be used..

At commencement or on modification of a contract that contains a lease component, the Company allocates
consideration in the contract to each lease component on the basis of its relative stand-alone prices. However,
for leases of land and buildings in which is a lessee, the Bank has elected not to separate non-lease components
and account for the lease and non-lease as a single lease component.

As Lessee

The Company recognizes a right-of-use asset and a lease liability on the commencement date. The right-of-use
asset is initially measured at cost, which comprises the initial amount of the lease liability adjusted for any lease
payments made on or before the commencement date, plus any initial direct costs incurred and an estimate of
costs to dismantle and remove the underlying asset or to restore the underlying asset or the site on which is
located, less any lease incentives received.

The right-of-use asset is subsequently depreciated using the straight-line method from the commencement date
to the earlier of the end of the useful life of the right-of-use asset or at the end of the lease term. The estimated
useful lives of right-of-use assets are determined on the same basis as those of furniture, equipment and
improvements. In addition, the right-of-use asset is periodically reduced by impairment losses, if any, and is
adjusted for certain new measurements of the lease liability.

The lease liability is initially measured at the present value of the lease payments that are not paid at the
commencement date, discounted using the interest rate implicit in the lease or, if that rate cannot be easily
determined, the Company incremental borrowing rate. The Bank uses its incremental borrowing interest rate as
the discount rate. The Company uses its incremental interest rate as the discount rate and a term of three years.
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Lease payments included in the measurement of the lease liability comprise the following:

* Fixed payments, including fixed payments in substance

* Variable lease payments that depend on an index or a rate, initially measured using the index or the rate on
the commencement date,

e Amounts expected to be paid under a residual value guarantee; and

e The exercise price under a call option that the Company is reasonably certain to exercise, the lease payments
in an optional renewal period if the Company is reasonably certain of exercising an extension option, and the
penalties for the early termination of a lease unless the Company is reasonably certain not to terminate early.

The lease liability is measured at amortized cost using the effective interest method. It is remeasured when there
is a change in future lease payments arising from a change in an index or rate, if there is a change in the Company
estimate of the amount expected to be paid under a residual value guarantee, or if the Company changes its
evaluation of whether it will exercise a purchase, extension or termination option.

When the lease liability is remeasured in this way, a corresponding adjustment is made to the carrying amount
of the right-of-use asset or is recorded in profit or loss if the carrying amount of the right-of-use asset has been
reduced to zero.

The Company presents right-of-use assets and the liabilities for leases separated line items in the statement of
financial position.

Short-term leases and low-value asset leases

The Company has chosen not to recognize right-of-use assets and liabilities for leases of computer equipment
that have a term of 12 months or less and for leases of low-value assets. The Company recognizes the lease
payments associated with these leases as a straight-line expense during the term of the lease, in the statement
of comprehensive income.

2.19Trust Operation

Assets held on trusts or in function of the trustee are not considered part of the Company and therefore, those
assets and its corresponding income are not included in its financial statements. it is a Company’s obligation to
manage the resources of the trusts in conformity with the contracts and independently of its equity.

The Company charges a commission for the trusteeship of the funds in trusts, which is paid by the trustors based
on the value of the trust’s portfolio or according to agreements between the parties. These commissions are
recognized as income in accordance with the terms of the trust contracts, whether monthly, quarterly or
annually on an accrual basis.
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2.20 New regulations and amendments to regulations that were effective in the current period
New standards and interpretations that were effective in the current period Certain new standards became
effective during the year 2023. The Company evaluated and adopted the relevant standard for its financial
statements according to the following detail:

- Onerous contracts, cost of fulfilling a contract (amendment to IAS 37) for existing contracts on the date the
amendments are first applied. The amendments specify which costs an entity includes when determining the
cost of fulfilling a contract for the purpose of assessing whether the contract is onerous.

- Otherstandards and amendments: there are other standards and amendments such as:

* Rental concessions related to COVID-19 beyond June 30, 2021 (amendment to IFRS 16}

* Annual improvements to IFRS standards 2018-2020

e Property, plant and equipment: amounts obtained prior to their intended use (amendments to IAS 16)
¢ Reference to the conceptual framework (amendment to IFRS 3)

» Classification of liabilities as current or non-current (amendment to IAS 1)

e |[FRS 17 Insurance Contracts and amendments to IFRS 17 Insurance Contracts

» Deferred tax related to assets and liabilities arising from a single transaction. (amendment to IAS 12)

» Disclosure of accounting policies {amendment to IAS 1 and IFRS 2 practice statement)

» Definition of accounting estimates (amendment to IAS 8)

2.21New International Financial Reporting Standards (IFRS) and Interpretations not yet adopted
New standards, interpretations and amendments to IFRS have been published, but are not mandatory as of
March 31, 2023, and have not been early adopted by the Company.

The Company is in the process of evaluating the possible impact that the application of IFRS 17 will have on
its financial statements at the time of its implementation:

« Classification of liabilities as current or non-current (amendment to IAS 1)

« Disclosure of accounting policies {amendment to 1AS 1 and IFRS 2 practice statement)

« Definition of accounting estimates (amendment to I1AS 8)

» Deferred tax related to assets and liabilities arising from a single transaction. (amendment to IAS 12)

* Sale or Contribution of Assets between an investor and his associate or joint venture. (Amendments to
IFRS 10 and BIC 28)

* Amendments to IFRS 17 Insurance contracts

Financial Risk Management

A financial instrument is any contract that originates in turn a financial asset in one entity and a financial liability or
an equity instrument in another entity. The activities of the Company are related to the use of financial instruments
including derivatives and, as such, the statement of financial position is mainly composed of financial instruments.

The Company's Board of Directors is responsible for establishing and monitoring the risk management policies for
financial instruments. To this end, it has established certain committees for the administration and periodic
surveillance

of the risks to which the Company is exposed, among these committees are the following: Credit Committee,
Collections Committee and Audit Committee.
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The main risks identified by the Company are credit, liquidity, market, interest rate and operational risks, which are
described below: :

Credit Risk:

It is the risk that the debtor or issuer of a financial asset owned by the Company does not comply, completely and
on time, with any payment that should be made to the Company in accordance with the terms and conditions
agreed upon at the time the Company acquired the financial asset. respective.

To mitigate credit risk, the Company has formulated a credit policy manual to comply with it, which establishes the
terms and conditions that each loan granted by the Company must comply with.

Additionally, the Company has a credit department that analyzes each loan request, conducts the pertinent, valid
investigations and certifies compliance with credit policies, and submits and supports said request to the credit
committee. The credit committee assigned by the Board of Directors monitors compliance with the credit policies of
each approved loan.

The Company has established some procedures to manage credit risk, as summarized below:

* Formulation of credit policies: These credit policies are reviewed and updated taking into account the
macroeconomic environment of the country, the experience that the Company has maintained in its own loan
portfolio, and the trends and practices of the industry in which it operates. the company. The credit executive
committee, which formulates credit policies, is made up of the General Manager, the Executive Vice President of
Business, the Country Manager, and the Vice President of Assets and Collections.

» Establishment of authorization limits: The Company has established maximum loan granting limits amounting to
US$200,000 for mortgage loans and US$25,000 for personal loans. Additionally, each loan request must have the
approval of a minimum of two members of the credit committee, which is made up of the General Manager,
Country Manager, the Vice President of Assets and Collections, the Credit Manager, and the Credit Officer. . This
credit committee is made up of members from Panama and El Salvador.

» Concentration and exposure limits: The Company's technological platform allows defining certain levels of
concentration of clients within its portfolio, of which the credit area analyzes the exposure for distant siblings, the
exposure for a specific project and the exhibition of houses that we can take within a project.

» Development and maintenance of risk assessment: The Company's risk department established a collections
committee, which meets on a monthly basis to evaluate the credit profiles of clients who have fallen into default
during the month immediately prior to the meeting date. The objective of this meeting is to evaluate trends and
behaviors of clients who have fallen into default and evaluate credit policies to make recommendations for
pertinent adjustments to them.

¢ Review of compliance with policies: The review of compliance with credit policies falls on the credit department,

which reviews and analyzes each loan application, and on the credit committee that evaluates and approves loan
applications
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Credit Quality Analysis

The following table presents information on the credit quality of financial assets measured at the AC. Unless
specifically noted, for financia! assets, the amounts in the table represent gross book values.

2023 2022
Lifetime ECL (not Lifetime ECL
12-month ECL credit-impaired) (credit-impaired)

{‘Stage 1) {‘Stage 2') {‘Stage 3°) Total Total

Loans uss uss uss uss uss
Normal or low-fair risk 110,967,340 0 0 110,967,340 109,447,173
Watch list 1,503,836 0 0 1,503,836 4,043,229
Subnormal 0 754,519 35,813 790,332 911,362
Doubtful 0 602,533 85,118 687,651 617,661
Loss 0 1] 2,243,106 2,243 106 1,987,359
Monto bruto 112,471,176 1,357,052 2,364,037 116,192,265 117,006,784
Loss atloeance (ECL) (128,092) (89,739) (444,195) (662,026) (608,101)
Total loans at AC 112,343,084 1,267,313 1,919,842 115,530,239 116,398,683

As of March 31, 2023, the Company maintains in a "non-delinquent without impairment" classification, deposits in
banks for the sum US$8,154,050 (2022: USS 8,710,706).

Guarantees and Other Improvements to Reduce Credit Risk and its Financial Effect

The Company maintains guarantees and other credit enhancements to ensure the collection of its financial assets
exposed to credit risk. The table below presents the main types of collateral maintained with respect to different
types of financial assets.

% of expousure that is
Subject to collateral requirement

type
2023 2022 of colateral held
Loans 93% 93% Properties

Residential mortgage lending

The following tables stratify credit exposures from residential mortgage loans by ranges of loan-to-value (LTV)
ratio. LTV is calculated as the ratio of the gross amount of the loan to the value of the collateral. The valuation of
the collateral excludes any adjustments for obtaining and selling the collateral. The value of the collateral for
residential mortgage loans is based on the collateral value at origination. For credit-impaired loans, the value of
collaterals is based on the most recent appraisals.

2023 2022
uss uss
Ratio of loans to the value of the guarantee (LTV)
Loans without impairment
0-20% 226,818 218,336
20-40% 1,776,187 1,704,611
40-60% 6,861,545 6,796,274
60-80% 38,525,569 37,741,467
80-100% 63,013,677 64,415,393
Total 110,403,796 110,876,081
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The Company does not routinely update the valuation of the guarantees held. Collateral appraisals are updated for
home loans when the credit risk of a loan deteriorates significantly and the loan is more closely monitored. For

doubtful loans, the Company obtains the collateral appraisal because the present value of the collateral is an input
for measuring impairment.

Assets obtained by taking possession of collateral

Details of assets obtained by the Company during the year by taking possession of collateral held as security against
loans and held at the year-end are shown below:

2023 2022
Uss uss
Properties 330,055 298,177

Amounts arising from expected credit losses (ECL)

When evaluating whether the credit risk of a financial instrument has increased significantly, the Company considers
the change in default risk that occurs since initial recognition. For a financial instrument that incurs an event of
default, management will consider the criteria based on the different stages of default as established for the
implementation of the Expected Loss, while evaluating the application of other criteria used in the default risk model.
internal credit such as behavioral scoring, bureau score and / or qualitative aspects and factors, where applicable.
On each reporting date, the Company assesses whether there is a significant increase in credit risk based on the
change in default risk that occurs during the expected life of the credit instrument. In order to evaluate whether a
significant credit impairment has occurred, the Company considers reasonable and sustainable information that is
available without undue cost or effort comparing:

e The risk of default that occurs in the financial instrument on the reporting date

Credit risk grades

The Company allocates each exposure to a credit risk grade based on the delinquency transitions that the operation
generates. These migrations are assigned to a ‘Probability of Default’ (PD} based on the results of transition matrices
that were reviewed at 1, 2 and 3 years, which gives a real default rate based on the default level at which the
operation is. Moreover, the Company is in the process of adapting other variables in addition to the actual rate of
default, such as behavior scoring, bureau scoring and/or collective factors, depending on the economic events that
the sectors of the economy can present.

Credit risk grades are defined and calibrated such that the risk of default ocurring increases exponentially as credit

risk deteriorates so, for example, the difference in risk of default between credit risk grades 1 and 2 is smaller than
the difference between credit risk grades 2 and 3.
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Each exposure is allocated to a credit risk grade on the initial recognition based on available information about the
borrower. Exposures are subject to ongoing monitoring, which may result in an exposure being moved to a different
credit risk grade. )

Consequently, the Company will periodically determine the changes in the credit risk of financial assets throughout
their remaining life, with respect to that evaluated on the date of their initial recognition. Based on this evaluation,
the Bank assigns each financial asset in one of the following three ‘stages’ {‘buckets’) of credit risk impairment:

¢  Stage 1: Financial instruments with a low credit risk;
® Stage 2: Financial instruments with significant impairment of credit risk:
®  Stage 3: Impaired financial instruments (high credit risk).

The objective of the assignment to different stages of credit risk is to adjust the algorithm for calculating the ECL, in
such a way that the losses of the instruments that would have been assigned to ‘Stage 1’ will be determined for a
horizon of 12 months. The losses for instruments assigned to ‘Stage 2 or 3, will be calculated for the residual life of
the instruments, that is, until their maturity or expiration {‘lifetime’).

The Company, has implemented an internal rating for the assessment of credit impairment, based mainly on the
delinquency information of financial assets. Therefore, for the assignment of credit impairment ratings, the Bank
uses the scheme of arrears or delinquency ranges of financial assets, these being as detailed below:

A1l - Current (without arrears or delinquency) and from 1 to 30 days {Normal}
A2 — Delinquency range from 31 to 60 days (Low-fair risk)

B1 — Delinquency range from 61 to 90 days (Watch-list)

B2 — Delinquency range from 91 to 120 days (Substandard)

C1 - Delinquency range from 121 to 150 days (Doubtful)

C2 - Delinquency range from 151 to 180 days (Doubtful)

D - Delinquency range greater than 180 days (Loss)

Construction of the probability of default (PD) term

Instrument treatment approach

Given the homogeneity of the profiles of the borrowers that comprise the Company credit portfolios, when
determining their credit impairment, it was established, that in a general, except for certain exceptions, they will be
treated under a collective approach. For practical purposes, this implies that the determined PD and loss given
default (LGD) values will be shared collectively, either partially or totally, by all the instruments that participate in
each identified segment.
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For the calculation of the PD, transition matrices have been structured that reflect the annual migration of the risk
categories of the instruments taken monthly. For structuring the matrix, the historical series of grades of each
instrument that makes up each portfolio segment of each country will be used, which will be arranged in historical
series of five (5) years for each instrument. With this database, the grade (risk category) of an instrument is compared
monthly at the end of a certain month, with the category of that instrument for the same months of different time
horizons (1, 2, 3 or more years).

The Company has identified that the instruments comprising the Company’s loans portfolio present similar risk
profiles in relation to the amount of exposure, interest rate, guarantees and other factors within the group to which
they belong.

For this, dispersion statistics (volatility) of the values of such profiles were determined around average values. To
date, the Company has not identified instruments in its loan portfolio that require individual evaluation.

Consequently, management determined as convenient to group the financial instruments that make up the credit
portfolio of the Company by segments about the guarantee. Consequently, two segments were defined:

a) Residential loans with mortgage guarantee and personal loans with mortgage guarantee (LWMG);
b) Personal loans without guarantee (LWOG).

The implementation of this instrument grouping criterion arises, not only from the risk sharing requirement, but
from the need to facilitate the subsequent calculation of the LGD of the segments, a parameter significantly
associated with the guarantees of the instruments.

In the sense, in the case of the LWMG, the loss rate includes in the calculation, the value of recoveries derived from
the execution of mortgages and appropriations in payment, which explains the importance of its disaggregation with
respect to another type of recoveries that do not present such quality of guarantees. In the specific case of the
LWMG, the main risk factor they share, in addition to the volatility of the value of the mortgaged property, is the
moral risk, in as much as the houses financed by the Company, in general, are of the residential type for use of the
borrowers, which present a relatively low to middle income level, and their families. The LGD of the LWOG segment
will be determined through the recoveries.

In order to determine the PD of the segments identified, and in the context of the collective treatment of credit
portfolios, the Company will focus the measurement based on the processes denominated ‘Markov Chain’, through
which the probability (conditional) that an instrument, which is at a certain moment in a certain risk category,
migrates to another in a time horizon that is also determined. Mathematically, it is expressed as the probability that
an event A will occur, given another event B. The Company calculation process will determine the probability that
an instrument that at the reporting date presents a certain grade will default for a horizon of time.

For the calculation of the PD, transition matrices have been structured that reflect the annual migration of the risk
categories of the instruments taken monthly. For the structuring of the matrix will be based on the historical series
of ratings of each instrument that makes up each portfolio segment of each country, which will be arranged in
historical series of five years to each instrument. With this database, the rating is compared monthly (category of
risk) of an instrument at the close of a given month, with the category of that same

instrument for the same months of different time horizons (1, 2, 3 or more years).
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Through this process, "pairs” of categories corresponding to a historical period of five years will be formed within
each segment. Each "pair" represents the risk grade of each instrument for a given month (T) and the same month
of the following year (T + 12), the same month as other years (T + 24, T + 36, T + n), depending on the time horizon
analyzed. With arranging the matrix pairs and calculating the frequencies of their occurrence, the conditional
probability of migration between the current category of risk of the instrument and the category of default for
different time horizons will be obtained.

The Company uses statistical models to analyze the data collected and generate PD estimates for the remaining life
of the exposures and how they are expected to change as a result of the passage of time.

General approach for determining default and refutation of presumptions:

The behavior and payment commitment of the clients when it comes to taking care of their home, causes the
delinquency of the loans granted by the Company to be very low when compared to the behavior of other types of
loans. Even the unsecured personal loans granted by the Company remain below the default curves of the market.
It is estimated that this behavior is due to the fact that the Company only offers personal or consumer foans to clients
that have mortgages with the Company.

The previous hypothesis is reinforced by the implementation of adequate origination policies and an effective
collection strategy. Undoubtedly, another important aspect about the low delinquency of the loan portafolio, is the
high number of clients that pay their debts to by Direct Discount, which is one of the conditions for the approval of
credit in the Company

By virtue of the foregoing, to define ‘default’ in each segment, the different transitions of arrears that the credit
facilities have shown have been analyzed according to their default heights (delinquency ranges).

As a first approach for the identification of the level of default, its calculation was made using the default heights (by
days of arrears) of the operations in each segment (mortgage and personal loans), made by the Company.

Under this statistical approach, intermediate 66 matrices were initially developed in a monthly basis for each
segment between 2012 and 2017, containing the monthly roll-rates of delinquency of the loans granted by the
Company according to their rates of delinquency. From these matrices, 2 matrices were elaborated with average
data, corresponding to each credit segment, in such a way that they reflect a probability of occurrence of arrears
according to ranges of delinquency.

The values allow, in each segment, to determine the range of delinquency in which it is estimated that the default
would occur from a percentage considered as the acceptance limit. Based on this information, the Company has
decided that the default would be established from 180 days for the segments of mortgage-backed credit
instruments and 90 days for the segments of personal credit instruments without mortgage guarantee.
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The Company intends to implement or incorporate other variables and elements to complement the Probability of
Default or Real Rate of Default. These elements may include the incorporation of a behavioral scoring, the
incorporation of credit bureau scores and / or collective elements associated with economic situations.

Modified financial assets

The contractual terms of a loan can be modified for a number of reasons, including changes in market conditions,
customer retention, and other factors unrelated to the customer's current or potential credit impairment. An existing
loan whose terms have been modified can be derecognized and the renegotiated loan is recognized as a new loan
at fair value in accordance with the accounting policy established in note (2 literal d1).

When the terms of a financial asset are modified and the modification does not result in derecognition, the
determination of whether the asset's credit risk has increased significantly reflects the comparison of:

e The risk of default on the remaining life time on the filing date based on the modified terms; with
» The risk of non-compliance with the remaining life time estimated based on the data in the initial recognition and
the original contractual terms.

The Company renegotiates loans for clients in financial distress (known as “tolerance activities”) to maximize
collection opportunities and minimize the risk of default. Credit tolerance is selectively granted if the debtor is
currently in default on its debt or if there is a high risk of default, there is evidence that the debtor made all
reasonable efforts to pay under the terms set forth in the original contract and the debtor is expected to be able to
comply with the revised terms.

The revised terms generally include extending the maturity, changing the interest payment schedule, and modifying
the terms of the loan agreements. Both mortgage and consumer loans are subject to tolerance activities.

For financial assets modified as part of the Company's tolerance activities, the default risk estimate reflects whether
the modification has improved or restored the Company's ability to collect interest and principal and the Company's
previous experience of similar actions. tolerance. As part of this process, the Company assesses the performance of
the debtor's payment against the modified contractual terms and considers various performance indicators.

In general, tolerance is a qualitative indicator of a significant increase in credit risk, and an expectation of tolerance
can be evidence that an exposure is credit-impaired or delinquent. A client must demonstrate consistently good
payment behavior, over a period of time before the exposure is no longer considered credit impaired or in default
or the risk of default is considered to have diminished so that the loss allows it to be re-measured at an amount equal
to 12 months of estimated credit losses
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Definition of default
The Company considers a financial asset to be in default when

¢ The borrower is unlikely to pay its credit obligations to the Bank in full, without recourse by the Bank to actions
such as the performance of the guarantees (if any is held); or

e The borrower is more than 90 days past due in personal loans and more than 180 days in residential mortgage
loans;

When evaluating if a borrower is in default, the Company considers indicators that are:

e Qualitative— Breaches of covenants.
e Quantitative— Overdue status and non-payment on another obligation of the same borrower or issuer to the
bank; and based data developed internally and obtained from external sources

Inputs into the assessment of whether a financial instrument is in default and their significance may vary over time
to reflect changes in circumstances.

Incorporation of forward-looking information

The incorporation of ‘forward-looking’ information into the Company calculation process for ECL is made based on
the possible impact that could be recorded in the value of those losses, caused by expected changes in the short and
medium term of the behavior of macroeconomic variables that could affect the payment flow of the instruments.

In the Central American region and especially in the countries where the Bank operates, statistics on macroeconomic
aggregates are provided almost exclusively by state statistical agencies, and in practice they constitute the main
source of information for obtaining these external indicators and inputs. Given these limitations, in order to identify
those external inputs that could impact the payment behavior of its financial assets, the Bank determined it
appropriate to use those that meet at least a series of profiles that make them suitabie for this type of measurement.
These are: a) that they are regularly available; b) that they are accessible to the public in a relatively simple way; c)
that they are reasonably reliable. In order to have acceptable data to measure the ECL of the loan portfolio, and as
long as there are no alternative sources that allow confirming or validating other possible macroeconomic inputs
that could have an impact on the behavior of payments for these financial instruments, the Bank has selected from
among the available variables, those that present the indicated profiles of regularity, accessibility and reliability, as
detailed below:

a) Inflation (CPI)

b) Unemployment

c) Volume Index of Economic Activity (VIEA)

d) Gross Domestic Product

e) Past due loan portfolio

f)  Past due loan portfolio of the financial system
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The methodology implemented by the Bank to identify the ‘forward-looking” variables that would be used in the
determination of ECL, is based on a ‘Multiple Correlation Coefficient’ calculation. The process of defining the most
significant variables among the universe of those that are available, consists of the following three steps:

i.  The Multiple Correlation and Explanation coefficients were calculated between the historical series of the annual
percentage variations of the value of the Company ‘Past Due Loan Portfolio’ (taken as a dependent variable),
and the historical series of the values of the inter-annual variations of GDP, MIEA, Inflation and Unemployment
{which are considered independent variables). This calculation allows to determine if those could explain and/or
reasonably infer the possible impacts on the payment behavior of the instruments in the future.

ii. Once the existence of an acceptable degree of association between these variables was determined, the Bank
proceeded to calculate the marginal contribution of each, separately, to the value of the multiple correlation,
by neglecting the contribution of each one to the value of that correlation. This is achieved by recalculating the
multiple correlation by sequentially eliminating each variable that participates in the original series. The new
multiple correlation value after these eliminations, would allow to infer the contribution of each elimination to
the originally calculated correlation value.

iii. ~ Finally, the results were compared with those corresponding to the existing correlation between the Company’s
‘Past Due Loans Portfolio’ and those of the financial system of each country, in order to confirm the meaning of
the associations.

As a result of the application of the methodology outlined above, and based on historical series corresponding to
annual periods between 2016 and 2021, the following variables were identified:

El Salvador Operation with Guarantee (Unemployment).
El Salvador Operation Without Guarantee (IVAE).

The Company incorporates forward-looking information in its assessment of whether the credit risk of a financial
asset has increased significantly since its initial recognition and its measurement of estimated credit losses. Based
on the advice of the Company's Credit Committee and economic experts and the consideration of a variety of
external real and forecast information, the Company formulates a "base case" view of the future direction of relevant
economic variables, as well as, a representative range of other possible forecast scenarios. This process involves
developing two or more additional economic scenarios and considering the relative probabilities of each outcome.
External information includes economic data and forecasts published by government agencies and monetary
authorities in the countries where the Company operates.

The base case represents the most likely outcome and is aligned with the information used by the Company for other
purposes, such as strategic planning and budgeting. The other scenarios represent more optimistic and more
pessimistic results. Periodically, the Company conducts more extreme stress tests to calibrate its determination of
these other representative scenarios.
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Measure of estimated credit losses
The key inputs in the measurement of ECL are the term structure of the following variables:

e  Probability of Default (PD);
e Loss Given Default (LGD);
e Exposure at Default (EAD).

These parameters are usually derived from internally developed statistical models and other historical data. They
are adjusted to reflect the forward-looking information as described above

For the determination of the PD of the identified segments, and in the context of the collective treatment of the loan
portfolios, the Company will focus the measurement from the processes known as Markov Chains, through which
the probability is calculated (conditional) that an instrument, which is at one time in a certain risk category, migrate
to another within a certain time horizon as well. Mathematically it is expressed as the probability that an event A
occurs, given another event B. In the calculation process in the Company, the probability that an instrument that at
the reporting date presents a certain rating, fails to comply for horizons of weather.

The Company estimates LGD parameters based on the history of claims recovery rates against impaired
counterparties. PDI models consider the structure, collateral, claim age, counterparty industry, and recovery costs
of any collateral that is integral to the financial asset. For property secured loans, foan to value (LTV) ratios are a key
parameter in determining LGD.

PD estimation

The calculation of the PD is implemented for each segment identified and requires comparing the amounts recovered
in each of those against the unrecovered amounts. The convenience of providing information on ‘closed’ cases was
established, that is, the data of non-compliance and recoveries will correspond to specific events, whose collection
management has been. The final objective of the calculations is to establish the percentage ratio of recoveries over
the value of unrecovered exposures. The following are definitions relevant to the calculation of PD in the Company.

PD of mortgage operations that have gone through legal process and/or in lieu of payment

For its calculation, a database was used where all the operations for which the Company has received the asset,
have been registered, either by means of in lieu of payment or by adjudication via legal process. The information in
this database is recorded when the loan starts the legal process and the good is received until it is sold or is placed
again in the figure of a credit to another customer. Legal and repairs expenses that for the recovery of the asset
were incurred by the Company are also taken into consideration. This will allow calculating the PD of operations
received in lieu of payment or via legal process.
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PD of operations that reached more than 90 days for personal loans, which were canceled or recognized as a loss
For this_case, personal loan operations that reach the number of days in arrears indicated above and which ended
up canceled or in the portfolio at loss are taken into consideration, that is, the recoveries of the personal loans that
were recognized as a loss and also those of personal loans who having reached the point of default were canceled.
Then the average of both PD is obtained and averaged to obtain the PD of the Personal Loans Segment. In the case
of personal loans, due to their nature, legal recovery expenses are not incurred.

Exposure at Default (EAD)

EAD represents the expected exposure in the event of a default. The Company derives the EAD from the current
exposure to the counterparty and potential changes to the current amount allowed under the contract and arising
from amortization. The EAD of a financial asset is its gross carrying amount at the time of default. For loan
commitments and financial guarantees, the EAD includes the amount used, as well as potential future amounts that
may be drawn under the contract, which are estimated based on historical observations and forward-looking
forecasts. For some financial assets, EAD is determined by modelling the range of possible exposure outcomes at
various points in time using scenario and statistical techniques.

The EAD is the amortized cost of the balances exposed. The Company determines the annual EAD over the remaining
life of the instruments for subsequent weighting by the respective marginal annual default probability.

in the Company, the value of the annual nominal EAD will be calculated from the projection of the balances at
amortized cost of the instruments. To calculate the EAD, the Company periodically projections the loan amortization
tables for each segment until they are canceled. Based on the above, the annual average of the residual capital
balances (projected) is obtained annually, a value that is used as the annual exposure (EAD) projected for the life of
the instruments. Finally, these balances are discounted at the annual effective rate.

Aggrupation is subject to periodic review to ensure that exposures within a particular group remain appropriately
homogenous.
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The Company monitors concentrations of credit risk by sector and by geographic location. An analysis of
concentrations of credit risk at the date of the consolidated financial statements is as follows:

Loans Deposits
2023 2022 2023 2022
uss uss uss uss
Concentration by sector:
Mortgage banking 110,403,796 110,876,081 0 0
Personal banking 5,788,469 6,130,703 0 0
Other sectors 0 0 8,154,050 9,087,857
116,192,265 117,006,784 8,154,050 9,087,857
Loans Deposits
2023 2022 2023 2022
uss uss Uss uss
Concentration by location:
El Salvador 116,192,265 117,006,784 7,593,143 4,656,690
Panama 0 0 560,907 4,431,167
Book Value 116,192,265 117,006,784 8,154,050 9,087,857

Geographical concentrations of loans and deposits with banks are based on the location of the debtor

Liquidity Risk

Liquidity risk is defined as the inability of the Company to meet all its obligations due to, among others, an
unexpected withdrawal of funds contributed by creditors or clients, the deterioration of the quality of the loan
portfolio, the reduction in the value of the investments, the excessive concentration of liabilities in a particular
source, the mismatch between assets and liabilities, the lack of liquidity of the assets, or the financing of long-term

assets with short-term liabilities. The Company manages its liquid resources to honor its liabilities upon maturity
under normal conditions.

Liquidity risk management

The Company controls this risk with appropriate reserves of liquidity and easily realizable assets with adequate
maturity between assets and liabilities and with contingency plans that are periodically reviewed and updated.
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The following table analyzes the assets and liabilities of the Company in groups of estimated principal maturity:

to 1to5 More than
2023 lyear years 5 years Total
uss Uss uss uss
Assets:
Cash 700 0 0 700
Bank accounts 8,154,050 0 0 8, 154,'050
Loans 0 1,842,800 0 1,842,800
Receivable accounts 25,820 1,140,819 114,363,600 115,530,239
Total assets 1,678,491 0 0 1,678,491
9,859,061 2,983,619 114,363,600 127,206,280
Liabilities:
Negotiable debts 1,879,371 0 0 1,879,371
Investment certificates 7,804,000 11,647,720 0 19,451,720
Borrowings 11,666,666 67,644,443 7,555,161 86,866,270
Other Liabilities 851,697 [ 0 851,697
Total Liabhilities 22,201,734 79,292,163 7,555,161 109,049,058
Net liquidity margin (13,342.673) (76,308,544) 106,808,439 18,157,222
to 1to5 More than
2022 1year years 5 years Total
uss Uss uss Uss
Assets:
Cash 700 0 o] 700
Bank accounts 9,087,857 0 4] 9,087,857
Loans 0 1,821,000 0 1,821,000
Receivable accounts 20,580 1,029,824 115,956,380 117,006,784
Total assets 1,711,762 0 0 1,711,762
10,820,899 2,850,824 115,956,380 129,628,103
Liabilities:
Negotiable debts 1,727,339 0 0 1,727,339
Investment certificates 9,950,000 11,579,914 0 21,529,914
Borrowings 11,666,666 66,980,899 7,723,603 86,371,168
Other Liabilities 2,443,884 0 0 2,443,884
Total Liabilities 25,785,550 78,560,813 7,723,603 112,069,966
Net liquidity margin (14,694,651) (75,709,589) 108,232,777 17,558,137

The Company has the possibility of securitizing mortgage loans, with this characteristic of securitizing its loan
portfolio and maintaining notarized lines of credit, mitigating any mismatch in its liquidity.
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The following table sets out the availability of the Company financial assets to support future funding.

Pledged as Available as
2023 Collateral Collateral Total
Uss Uss uss
Cash and cash equivalent 0 8,154,750 8,154,750
Investment securities 0 1,842,800 1,842,800
Loans at AC 51,800,000 64,392,265 116,192,265
Receivable loans interest 0 1,678,491 1,678,491
Non-financial assets 0 20,502 20,502
51,800,000 76,088,808 127,888,808
Restringidos No restringidos
como disponible para
2022 colateral colateral Total
uss Uss Uss
Cash and cash equivalent 0 9,088,557 9,088,557
Investment securities 0 1,821,000 1,821,000
Loans at AC 52,800,000 63,598,683 116,398,683
Receivable loans interest 0 1,711,762 1,711,762
Non-financial assets 0 30,156 30,156
52,800,000 76,250,158 129,050,158

Market Risk

Itis the risk that the value of a financial asset is reduced as a result of changes in interest rates, in monetary exchange
rates, stock prices and other financial variables, as well as the reaction of market participants to political and
economic events. These elements cause that the Company is subject to latent losses as to potential profit. The
objective of the Bank’s market risk management is to manage and control market risk exposures within the
acceptable parameters to ensure the Bank’s solvency while optimizing the return on risk.

Interest rate risk

Interest rate risk is the exposure of the Company's financial situation (financial margin and market value of equity),
due to possible losses derived from adverse movements in interest rates.

The Company assumes an exposure to the effects of fluctuations in the prevailing levels of market interest rates,
both in its fair value risk and in its cash flow risk. Interest margins may increase as a result of such changes, but may
decrease or create losses in the event of unexpected movements. On a monthly basis, the Board of Directors reviews
the behavior of interest rates on assets and liabilities, measures the impact of the mismatch on the Company's results
and takes the appropriate measures to minimize negative repercussions on the Company's financial results.
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The basic analysis carried out every month by management consists in determining the impact caused on financial
assets and liabilities by increases or decreases of 25 and 50 basis points in interest rates. The impact on net interest

income and equity is summarized below:

Sensitivity 25pb 25pb
Of projected net interest income increase decrease
uss uss
2023
March 31 77,100 (77,100)
2022
December 31 75,017 (75,017)
Sensitivity
Of reported equity to interest rate
movement
2023
March 31 77,100 (77,100)
2022
December 31 75,017 (75,017)

S0pb de
increase
uss
154,201

150,034

154,201

150,034

50pb de
decrease

uss

(154,201)

(150,034)

(154,201)

(150,034)

The table below summarizes the Company's exposure to interest rate risks. The assets and liabilities of the
Company are included in the table at their book value, classified by categories by whichever occurs first between

the new contractual rate setting or the expiration dates.

2023 More than
— 1year 1year
uss Uss

Assets:
Banks 4,243,226 o]
Investment Securities 0 1,842,800
Loans 116,370,495 0
Total Assets 120,613,721 1,842,800
Liabilities:
Investment Certificate 0 19,425,000
Negotiable debts 1,877,000 0
Lease 0 132,565
Borrowings 11,666,666 74,500,001
Total liabilities 13,543,666 94,057,566
Interest rate sensitivity, net 107.070.055 (92,214,766)

2022 More than

= 1year 1year

uss Uss
Assets:
Banks 2,115,030 0
Loans 0 1,821,000
Total Assets 116,398,683 o
125,486,540 1,821,000

Liabilities:
Investment Certificate 0 21,554,000
Negotiable debts 1,725,000 0
Lease 0 151,999
Borrowings 11,666,666 75,333,334
Total liabilities 13,391,666 96,887,334
Interest rate sensitivity, net 103,007,017 (95,218,333)
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no

interest Total
Uss Uss

3,910,824 8,154,050

0 1,842,800

0 116,370,495

0 126,367,345

0 19,425,000

0 1,877,000

0 132,565

0 86,166,667

0 107,601,232

3,910,824 18,766,113

no

interest Total
uss Uss

6,972,827 9,087,857

0 1,821,000

0 116,398,683

6,972,827 127,307,540

0 21,554,000

0 1,725,000

0 151,999

0 87,000,000

0 110,430,999

9,087,857 16,876,541
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The Company obtains its funds mainly with liabilities whose interest rates fluctuate in the following ways: 1) Fixed
rates for periods not exceeding one year. 2) Variable rates according to fluctuations in the LIBOR rate adjusted,
quarterly or semi-annually. 3) Fixed rates for periods greater than one year.

Interest rates earned on the Company's assets fluctuate in the following ways: 1) Variable rates that are adjusted as
determined by the Company, from time to time, based on the cost of its liabilities. 2) Rates determined by the
Company where the liquidity is deposited.

The following table presents the different classes of assets and liabilities and the number of the different classes
described above.

2023 2022
Liabilities Category uss Uss
Variable rates according to the LIBOR ajusted
Quarterly or semi-annually 86,166,667 39,000,000
Fixed rates for periods greater than two and six years 47,166,667 48,151,999
Fixed rates for periods not exceeding one-year negotiable obligations 1,877,000 1,725,000
Fixed rates for periods greater than one-year negotiable obligations 19,425,000 21,544,000
Assets category
Adjusted rates as determined by the Company, from time to time in
based on the cost of the Company's liabilities 116,192,265 117,006,784
Variable rates for periods less than one year (current account, 8,154,050 2,115,030

savings and time deposits)

In general, the interest rate risk position is managed directly by the Company's Treasury in order to eliminate or
minimize the sensitivity between interest rate fluctuations between financial assets and financial liabilities.

Operational risk
Operational risk is the risk of potential losses, direct or indirect, related to the Company's processes, personnel,

technology and infrastructure, and external factors that are not related to credit and liquidity risks, such as those
arising from legal and regulatory requirements.

The Company's objective is to manage operational risk, seeking to avoid financial losses and damage to the
Company's reputation.

The main responsibility for the development and implementation of controls over operational risk is assigned to
senior management within each business area. The General Management monitors important operational risks
supported by its management team and designs and implements adequate controls that mitigate those important
operational risks. The policies and procedures that formalize these controls are developed and monitored. Before
being implemented, all policies are approved by the General Management.

During the year, the General Management together with its management team performs continuous evaluations

on the effectiveness in the design and operation of the key controls. Weaknesses in the design or operation of the
processes are attacked immediately to prevent future errors.
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{3) Financial Risk Management, continued

This responsibility is supported by the development of standards to manage operational risk, developed and
implemented by the General Management in the following areas:

o Aspects of the adequate segregation of duties, including independence in the authorization of
transactions.

Requirements on the adequate monitoring and reconciliations of transactions.
Compliance with regulatory and legal requirements.

Documentation of controls and processes

Report of losses in operations and the proposals for the solution of these.
Development of the contingency plan.

Development of training for the Company's personnel.

Application of ethical standards in the business.

Development of activities to mitigate risk, including security policies.

These policies established by the Company are supported by a program of periodic reviews. The results of these
reviews are discussed with the personnel in charge of each business unit for their corrective action.

(4) Related Parties
Then we submit the balances with related parties as of March 31, 2023:

2023 2022
uss Uss
Assets:
Savings account deposits 3,507,117 2,007,118
Investment in affiliate 362,260 362,260
Liabilities:
Insurance accounts payable 80,101 80,206

The principal transactions with related companies for the ended March 31 are:

2023 2022
uss uss
Income from insurance brokerage income commission 36,845 152,098

{5)  Accounts Receivable and Interest Receivable
The accounts receivable and interest receivable as of March 31, 2023, are detailed as follows:

2023 2022
Uss Uss
Accounts receivable:
Customers 192,290 575,101
Employees 3,873 0
Others 642,072 700,226
838,235 1,275,327
Interest receivable:
Investment securities 1,838 2,760
Clients 838,418 433,675
1,678,491 1,711,762
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(6) Cash and Cash Equivalents

The cash and cash equivalents are detailed as follows:

2023 2022
uss uss
Cash 700 700
Demand deposits 4,539,021 6,972,827
Saving accounts 3,615,029 2,115,030
8,154,750 9,088,557
(7) Loans- Nets
The composition of the loans portfolio is summarized as follows:
2023 2022
uss uss
Loans:
Personal and others 5,788,469 6,130,703
Residential mortgages 110,403,796 110,876,081
116,192,265 117,006,784
Less loss allowance (662,026) (608,101}

115,530,239 116,398,683

As of March 31, 2023, the Company had mortgage loans for por USS$ 52,800,000 (2022: US$ 52,800,000) as
collateral for obligations contracted with various financial institutions (see note 12).

The annual interest rates that mortgage loans accrue ranged from 6.40 % a 10.75 % (2022: 6.40 % a 10.75 %) and
personal loans accrued interest ranging from 6.50 % a 17.00 % (2022: 6.50 % a 17.00 %).
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(7}  Loans - Nets, continued

The movement of the allowance for expected credit losses on loans is detailed below.

2023
Lifetime ECL
{not credit- Lifetime ECL
impaired / {credit-impaired /
12-month collectively individually
ECL (‘Stage assessed assessed)
(Stage 1’) (‘Stage 2) (‘Stage 3') Total
uss Uss uss uss
Balance at January 1 138,676 97,518 371,907 608,101
Transfer to Stage 1 70,923 {36,105) (34,818) 0
Transfer to Stage 2 (26,922) 37,348 (10,425) 0
Transfer to Stage 3 (6,183) (57,715) 63,898 0
Net reamesurement of loss allowance (46,490) 48,332 81,561 83,403
New financial assets originated 915 0 0 915
Financial instruments that have been
derecognized (2,827) 0 (20,311) (23,139)
Write-off 0 0 {7.255) (7,255)
Balance at March 31, 2023 128,092 89,739 444,195 662,026
2022
Lifetime ECL
(not credit- Lifetime ECL
impaired / (credit-impaired /
12-month collectively individually
ECL (‘Stage assessed assessed)
(Stage 1’} (‘Stage 2’) {‘Stage 3') Total
uss Uss uss Uss
Balance at January 1 221,411 45,786 188,429 455,626
Transfer to Stage 1 342,778 (236,026) (106,752) 0
Transfer to Stage 2 (156,095) 231,137 (75,042) 0
Transfer to Stage 3 0 (188,841) 188,481 0
Net reamesurement of loss allowance {250,568) 242,452 294,146 286,030
New financial assets originated 4,540 5,086 0 9,626
Financial instruments that have been
derecognized {23,390) (2,076) (44,844) (70,311)
Write-off (72,872) (72,872)
Recovery amounts previouly 0 0 0 0
Overlay liberation 0 0 0 0
Balance at March 31, 2022 138,676 97,879 371,907 608,101
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(8) Investment securities

investments in securities as of March 31, 2023, are US$1,842,800 (2022: US$1,821,000) and correspond to United
States Treasury Bonds, which are measured at FVOCI, maturing in November 2026.

ECP Reserve

The following tables show a reconciliation of the beginning and ending balances of the reserve for impairment losses
on financial assets. The basis for determining transfers between 'Stages' due to changes in credit risk.

Investment in securities FVOCI:
Balance at the beginning of the period

Allowance for credit losses for investment
Balance at the end of the period

Investment in securities FVOCI:
Balance at the beginning of the period

Allowance for credit losses for investment
Balance at the end of the period

(9) Furniture, Equipment and Improvements

Furniture, equipment and improvements are summarized as follows:

Cost:

Balance at the beginning

Additions
Sales and discards

Balance at the end of the period

Accumulated depreciation:
Balance at the beginning
Depreciation for the year
Sales and dicards

Balance at the end of the period

Net Balance

Furniture

uss

35,375
0
0
35,375

2023
Lifetime ECL
(not credit-impaired
/ collectively
12-month ECL assessed
3,720 0 3,720
9,000 0 9,000
12,720 0 12,720
2022
Lifetime ECL
{not credit-impaired
/ collectively
12-month ECL assessed
3,240 0 3,240
1,680 0 1,680
3,720 0 3,720
March 31, 2023
Office Leasehold
Equipment Vehicles improvements Total
uss Uss Uss uss
328,450 39,190 217,548 620,563
0 0 0 0
0 0 0 0
328,450 39,190 217,548 620,563
310,342 33,197 211,785 590,407
5,161 1,058 3,397 9,654
0 0 0 0
315,503 34,255 215,182 600,061
12,947 4,935 2,366 20,502
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(9) Furniture, Equipment and Improvements, continued

Cost:

Balance at the beginning

Additions
Sales and discards

Balance at the end of the period

Accumulated depreciation:
Balance at the beginning
Depreciation for the year
Sales and dicards

Balance at the end of the period

Net Balance

(10) Investment Certificates

Furniture

uss

37,207
0

(1,832)
35,375

December 31, 2022
Office Leasehold
Equipment Vehicles improvements

Uss uss Uss
556,039 40,509 217,548
14,878 0 0
(242 467) 1.319 0
328,450 39,190 217,548
508,051 29,920 177,699
44,758 4,596 34,086
(242,467) (1,319) 0
310,342 33,197 211,785
~18.108 -5.993 5763

Total
uss

851,303
14,878

(245,618)
620,563

751,392

84,633
{245,618)

590,407

30,156

The Company is authorized by the Superintendence of Securities Market of El Salvador two issuance of Investment
Certificates up to US$50,000,000. As of March 31, 2023, and the amounts are:

Type Program
26 CILHIPO3
01 CILHIPO4
02 CILHIPO4
03 CILHIPO4
05 CILHiPO4
06 CILHIPO4
07 CILHIPO4
04 CILHIPO4
08 CiLHIPO4
10 CILHIPO4
11 CILHIPO3
12 CILHIPO3
13 CILHIPO3
14 CILHIPO3
09 CILHIPO3

Interest Rate

5.38%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.13%
4.75%
5.25%
5.50%
5.50%
5.50%
5.50%
5.25%

Less commision

Maturity

January-2023
February-2023
March-2023
March-2023
April-2023
April-2023
August-2023
August-2023
December-2023
December-2023
February-2024
September-2024
October-2024
February-2025
June-2025
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2023
Uss

[=leNe)

0
1,000,000
2,000,000

850,000
1,000,000
2,000,000

954,000
1,000,000
6,000,000
2,000,000

621,000
2,000,000

19,425,000
(16,206)
19,408,794

2022

uss
500,000
600,000
1,000,000
1,000,000
1,000,000
2,000,000
850,000
1,000,000
2,000,000
604,000
1,000,000
6,000,000
2,000,000
0
2,000,000
21,554,000
(24,086)
21,529,914
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(11) Negociable debts

The Company has authorized by the Superintendence of the Financial System of El Salvadar one rotating plans of up
to USS$35,000,000 (2022: two), which are backed with the general credit of the Company

As of March 31, 2023 and 2022 the balance is composed as follows:

2023
Type Interet rate Maturity Amount
uss
Tranche 18 4.5000% June 2023 1,847,000
Tranche 19 6.0000% March 202 30,000
1,877,000
Less comission (178)
Total 1,876,822
2022
Type Interet rate Maturity Amount
uss
Tranche 18 4.5000% June 2023 1,725,000
(12) Borrowings
The borrowings are summarized as follows
2023 2022
Uss Uss
Line of credit for working capital for B/.8,000,000, with maturity in the year 2024, and an fixed
rate. 8,000,000 8,000,000
Line of credit for working capital for B/.10,000,000, with maturity in the year 2028, and an annual
fixed interest, backed by a portfolio of residential mortgage loans 9,166,667 10,000,000
Line of credit for working capital for B/.60,000,000, with maturity in the year 2028, and an annual
fixed interest, backed by a portfolio of residential mortgage loans 19,000,000 19,000,000
Line of credit for working capital for B/.50,000,000, with maturity in the year 2028, and an annual
fixed interest, backed by a portfolio of residential mortgage loans 20,000,000 20,000,000
Line of credit for working capital for B/.15,000,000, with maturity in the year 2026, and an annual
fixed interest, 10,000,000 10,000,000
Line of credit for working capital for B/.10,000,000, with maturity in the year 2026, and an annual
fixed interest 10,000,000 10,000,000
Line of credit for working capital for B/.10,000,000, with maturity in the year 2026, and an annual
fixed interest. 10,000,000 10,000,000
Total of Borrowings 86,166,667 87,000,000
Less issuance costs (640,167) (628,832)
Total Balance of borrowings 85,526,500 86,371,168

The Company had mortgage loans receivable for USS 51,800,000 (2022: USS 52,800,000) in guarantee of the
obligations contracted with financial institutions (see note 7).
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(13)

Segment Information

The information by segments of the Company is presented regarding the businesses and has been prepared by
Management exclusively to be included in these financial statements. The internal reports structured and
produced regularly by the Administration do not contemplate the separation of assets, liabilities, income and
expenses corresponding to each business segment.

The composition of the business segments is described as follows:

- Mortgages as assets: Within this concept interest income is recognized less costs generated by financing
mortgages loans that Bank hold as assets, plus commissions for disbursements and the proportional share of the
commissions from collections and reinsurance services from the insurance Company to which it provides the

service of reinsurance.

- Trust management: This segment includes commissions earned by management and collection of mortgage and
personal loans belonging to third parties, which hires the Company under management contracts to carry out

such function.

- Personal loans as assets: Within this concept interest income is recognized less costs generated by financing
personal loans that Bank hold as assets, plus commissions for granted and the proportional share of the
commissions from collections and reinsurance services from the insurance Company to which it provides the

service of reinsurance.

All of the Company's operations are concentrated within the Republic of El Salvador.

2023

Interest income

interest expenses

Net income fron granting loans

Income for commission and administration management
Others incomes

Allowance for expected credit losses

Operation expenses

Depreciation and amortization

Profit by segment before income tax

Segment assets

Segment liabilities

2022

Interest Income

Interest expenses

Net income fron granting loans

Income for commission and administration management
Others incomes

Allowance for expected credit losses

Operation expenses

Depreciation and amortization

Profit by segment before income tax

Segment assets

Segment liabilities

Other investments: This concept includes the income generated by other investments of the Company.

Personal
Trust Mortgage loans Other
management as assets as assets investment Total
uss uss uss uUss uss
2,086,596 143,451 9,684 2,239,731
(1,504,652) (78,889) (25,115) (1,608,656)
43,618 826 0 44,444
220,815 58,568 0 0 279,383
0 22,255 1,167 371 23,793
(52,743) (17,436) 0 (70,179)
(8,915) (570,556) 0 0 {579,471)
149 {9,505) 3] 0 {9,654)
211,752 73,580 49,119 (15,059} 319,391
0 120,072,830 6,295,417 2,004,190 128,372,438
0 102,932,543 5,396,752 1,718,094 110,047,389
Personal
Trust Mortgage loans Other
management as assets as assets investment Total
uss uss uss uss Uss
0 2,082,828 185,596 7,152 2,275,576
0 (1,188,737) (73,467) (19,197) (1,281,401)
43,618 826 0 44,444
246,711 11,315 0 0 258,026
0 62,121 (209) (55) 61,857
84,028 14,965 0 98,993
(8,739) (559,300} 0 0 (568,039)
(393) (25,161) 0 4] (25,554}
237,579 510,712 127,711 (12,100} 863,902
—0 121442485 6,714,954 1.994,540 130,161,079
— 0 104,546,339 5780711 1.742,916 112,069,966
47

Y



LA HIPOTECARIA, S.A. DE C.V.
(Salvadoran Company Subsidiary of Banco La Hipotecaria, S.A.)
(San Salvador, Republic of El Salvador)

(14) Salaries, Other Personnel Expenses, and Operational Expenses

Salaries, other personnel expenses and other operating expenses for the period ended March 31, are detailed below:

2023 2022
uss uss
Salaries and other personnel benefits:

Wages 142,885 139,261
Bonuses 65,000 59,546
Employer fees 21,772 25,225
Employement benefits 140 420
Travel, per diem and fuel 1,587 500
Other 5,736 8,190

237,120 233,142
Other operational expenses:

Rent 1,870 1,361
Rigth of use depreciation 20,424 20,424
Advertising 87 11,946
Equipment maintenance 8,460 6,256
Office supplies 1,012 377
Public services 8,177 10,267
insurance ' 6,238 6,048
Other 82,290 18,240

128,558 74,919

(15) Leases

As of March 31, 2023, the Company maintains real estate leases mainly where its offices operate, which do not meet
the definition of investment properties in IAS 40.

Leases have a term of no more than 1 to 3 years and some include an option to renew the lease for an additional
period of the same duration after the end of the lease term.

Right of use assets
As of March 31, 2023, the book value of the right to use assets of real estate lease contracts is as follows:

2023 uss
Properties

Balance at January 1 136,190
Depreciation for the year (20,424)
Balance at March 31 115,766
2022 v uss

Properties

Balance at January 1 217,886
Depreciation for the year (81,696)
Balance at December 31 136,190
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(15)

Leases, continued
As of March 31, 2023, the Company has recognized depreciation expenses for right-of-use assets for USS 81,696
(2022: USS 81,696), as part of other expenses in the statement of comprehensive income (see note 13)

Lease liabilities
As of March 31, 2023, the Company's lease liabilities amount to USS$ 132,565 {2022: USS 151,999) and its maturity
analysis is as follows:

2023 2022
uss Uss
1 to 3 years 132,565 151,999

As of March 31, 2023, the Company has recognized expenses related to leases of ‘short-term’ and ‘low value for US$
3,048 (USS 16,240) as part of rental expenses in profit or loss.

Additionally, as of March 31, 2023, the Company recognized expenses related to leases evaluated as "short-term"

and "low-value assets" for US$1,870 (2022: USS$2,553) as part of the lease expenses in the income statement {see
note 14)
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(16)

(17)

Income tax

The total income tax expense presented in the statement of profit or loss is detailed as follows:

2023 2022

Uss uss
Current tax expense, estimate - expense 151,043 245,472
Deferred tax expense — temporary differences - income (16,177) 32,849
Total income tax expense 134,866 278,321
Effective tax rate 47.29% 28.41%

Current tax income is determined by applying 30% to taxable net income. The reconciliation between financial

income before income tax and taxable net income as of March 31 is detailed below:

2023 2022

uss uss
Net income before income tax 319,391 863,903
Deductions not counted as expenses (4,411) (13,949)
Non deductible expenses 20,979 8,102
Net taxable income 294,001 858,056
Impuesto sobre la renta corriente 151,043 245,472
Pago a cuenta (216,987) (236,025)
Impuesto sobre la renta por pagar 0 9,447

The Tax Administration has the power to audit the last three fiscal periods.

The Administration made estimates of deferred income tax for temporary differences that mainly originate from the
reserve for losses on loans and labor provisions using the 30% rate for both years, resulting in a deferred income tax
asset of de USS 207,722 (2022: USS 191,544), and an expense for the year of USS 16,177 (2022: expense USS 34,081).

Capital and Reserves

Capital management

Management's policy is to maintain a solid capital structure. The issued share capital as of March 31, 2023 and
2022 is US$5,799,000 for both years, of which US$12,000 constitutes minimum share capital, and US$5,787,000 is
variable share capital. The capital stock is made up of 579,900 common shares with a par value of US$10 each.
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(17)

(18)

Capital y Reserves, continuation

The Company's businesses are managed and directed by the Board of Directors. Consequently, the Board of Directors
or the Executives it designates may assign loan portfolio to guarantee obligations to local or foreign financial
institutions.

The Company must annually allocate 7% of its profits before tax to constitute a legal reserve until reaching a
minimum of 20% of the capital stock. This reserve must be maintained in the manner prescribed by law, which
requires that a certain portion of it be invested in certain types of assets. As of March 31, 2023, and 2022, the legal
reserve is US$1,159,800 for both years.

As of March 31, 2023 and 2022, Management has designated a capital reserve to back any loss in the loan portfolio
for US$1,800,000, based on prudential credit risk management criteria. This reserve was created from accumulated
earnings as of December 31, 2008.

There is no time limit for the distribution of profits. The profits or dividends that are distributed, either in cash or in
shares, corresponding to profits obtained up to December 31, 2010, constitute income not taxed on income tax for
the partner or shareholder who receives them, as long as the company that distributes them has paid the
corresponding income tax. The distribution of dividends from the profits obtained as of fiscal year 2011 will be
subject to a 5% withholding that will constitute the definitive payment of income tax for the shareholder who
receives the dividend.

At the end of each fiscal period, the Board of Directors evaluates the results after deducting income tax and a
percentage for the purchase of equipment and reserve for investments, to determine participation to executives and
distribution of dividends, if any. As of March 31, 2023, retained earnings total USS 9,687,708 (2022: USS$ 9,503,183).

As of March 31, 2023, the Company not pays its shareholders dividends (2022: US$2,000,000) based on the
agreement reached on June 2, 2022, according to act No. 61.

As of March 31, 2023, it maintains a fair value reserve for financial instruments of US$185,177 (2022: US$208,814)
and a reserve for expected investment losses of US512,720 (2022:USS 3,720)

As of March 31, 2023, it maintains a reserve for voluntary withdrawal of US$25,124. (2020: 25,124)

Fair value of Financial Instruments

The following assumptions were made by Management to estimate the fair value of each category of financial
instrument in the statement of financial position:

{a) Cash on hand and banks / accrued interest receivable / accounts receivable / accrued interest payable / other
liabilities
For the above financial instruments, the book value is close to its fair value due to its short-term nature.
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(18)

Fair value of Financial Instruments, continued

(b)

{c)

(d)

(e)

()

Investment securities

Some investments are measured at fair value based on valuation techniques that include unobservable input
data and have a significant effect on determining fair value. Other investments are measured using valuation
through discounted cash flows.

Loans
The estimated fair value for loans represents the discounted amount of estimated future cash flows to be
received. The cash flows provided are discounted at current market rates to determine their fair value.

Borrowings
The fair value for loans payable with interest rate adjustments is determined using future cash flows discounted
at the current market interest rate.

Negotiable debts
The book value of securities with a maturity of one year or less is close to its fair value, due to its short-term
nature.

Investment certificate
The fair value for investment certificates is determined using future cash flows discounted at the current
market interest rate.

Fair value estimates are made at a specified date, based on market estimates and information on financial
instruments. These estimates do not reflect any premium or discount that may result from the offer to sell a
particular financial instrument at a given date. These estimates are subjective by their nature, they involve
uncertainty and elements of judgment, therefore, they cannot be determined with accuracy. Any change in the
assumptions can significantly affect the estimates.

The estimated fair values for the financial instruments defined above are summarized below:

2023 2022
Book Fair Book Fair
value value value value
Uss Uss Uss Uss
Loans 116,192,265 114,730,775 (117,006,784)  {122,837,831)
Investment Cetificate (19,425,000) (19,409,645) (21,554,000)  {21,537,082)
Negotiable debt (1,877,000} (1,877,000) (1,725,000) {1,725,000)
Borrowings (86,166,667) (82,524,485) (86,371,168}  (83,117,980)
52




LA HIPOTECARIA, S.A. DE C.V.
(Salvadoran Company Subsidiary of Banco La Hipotecaria, S.A.)
(San Salvador, Republic of El Salvador)

(19) Critical Accounting Estimates and Judgments in the Application of Accounting Policies

The Company makes estimates and assumptions that affect the reported amounts of assets and liabilities.
Estimates and decisions are continually evaluated and are based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances.

a) Financial assets classification
When determining the classification of financial assets, the Company uses its judgment to evaluate the
business model within which the assets are held and whether the contractual terms of the financial asset are
only payments of the principal, and interest on the amount of the principal. pending.

b) Impairment losses on loans and advances
The Company reviews its loan portfolios for impairment on at least a quarterly basis. In determining whether an
impairment loss should be recorded, Management makes decisions as to whether there is observable
information indicating that there is a reduction that can be measured in the estimated future cash flows of a
loan portfolio before the reduction can be identified with an individual loan in that portfolio.

This evidence includes observable information that indicates that there has been an adverse change in the
payment condition of borrowers in a group, or national or local economic conditions that correlate with defaults
on assets in the group. Management uses estimates based on experience of expected losses for assets with
credit risk characteristics and objective evidence of impairment similar to those in the portfolio when
programming its future cash flows. The methodology and assumptions used to estimate the sum and timing of
future cash flows are regularly reviewed to reduce any difference between loss estimates and current loss
experience.

(20) Provision for Labor Obligation

The Company has recorded a provision for benefits payable to employees who voluntarily resign; said obligation is
unfunded. The main assumptions used in the calculation as of March 31, 2023 are the minimum wage increase
rate of 3.91% (3.91% for 2022), the staff turnover rate of 29.33% (29.33% for 2022), and the discount rate of
5.10%. (5.10% for 2022).

A summary of the movement of the estimate balance is as follows:

2023 2022

uss Uss
Initial Balance 30,380 69,252
Present services cost 0 7,360
Financial cost 0 880
Actuarial losses 0 (40,977)
Benefits paid 0 (6,135}
Final balance 30,380 30,380
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(21) Critical Accounting Estimates and Judgments in the Application of Accounting Policies, continued

Sensitivity analisis
Reasonably possible changes in the relevant actuarial assumptions at the reporting date, provided that the other
assumptions remained constant, would have affected the obligation in the amounts as detailed below:

2023
Increase Decrease
Variables
Minimun salary (1% variation) (5,222) 6,500
Discount rate (1% variation) (5,126) 6,487
Personal rotation rate (1% variation) (531) 531
2022
Increase Decrease
Variables
Minimun salary (1% variation) (5,222) 6,500
Discount rate (1% variation) (5,126) 6,487
Personal rotation rate (1% variation) (531) 531

(22) Main Applicable Laws and Regulations
The main laws and regulations applicable in the Republic of El Salvador are detailed below:
(a)  Commercial Code
The operations of commercial companies in Ef Salvador are regulated by the Commercial Code, contained in

Legislative Decree No. 671 of May 26, 1970.

(b) Taxes
The applicable tax regulation is mainly made up of the following laws:

i) Income Tax Law, contained in Legislative Decree No. 134 of December 18, 1991 and its amendments.

ii) Law of Tax on the Transfer of Goods and the Provision of Services (VAT), contained in Legislative Decree
No. 296 of July 24, 1992 and its amendments.

iii) Tax Code, contained in Legislative Decree No. 230 of December 14, 2000 and its amendments.

(c)  Securities regulation
The Securities Market Law issued in Decree No. 809 of February 16, 1994, regulates the public offering of
securities and these, their transactions, their respective intermediary markets and issuers. The
Superintendence of the Financial System is the Institution that oversees compliance with this Law and other
regulations on the issuance of securities in El Salvador.

(23) Contingencies
As of March 31, 2023, there is an administrative process against the Company by the General Directorate of Internal

Taxes. The process is in the stage of assessing the arguments and evidence provided, and as of the date of issuance
of these financial statements, its result or effect is unknown.
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