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INDEPENDENT AUDITORS’ REPORT 
 
 
To the Fiduciary 
Décimo Tercer Fideicomiso de Bonos de Préstamos Hipotecarios 
 
Opinion 
 
We have audited the financial statements of Décimo Tercer Fideicomiso de Bonos de Préstamos 
Hipotecarios (“The Trust”) with Banco La Hipotecaria, S. A. acting as Fiduciary (“the Fiduciary”), 
which comprise the statement of financial position as at December 31, 2020, the statements of profit 
or loss and comprehensive income, changes in equity and cash flows for the year then ended, and 
notes, comprising significant accounting policies and other explanatory information. 
 
In our opinion, the accompanying financial statements present fairly, in all material respects, the 
financial position of the Décimo Tercer Fideicomiso de Bonos de Préstamos Hipotecarios with 
Banco La Hipotecaria, S. A. acting as Fiduciary as at December 31, 2020, and its financial 
performance and its cash flows for the year then ended in accordance with International Financial 
Reporting Standards (IFRS). 
 
Basis for Opinion 
 
We conducted our audit in accordance with International Standards on Auditing (ISAs). Our 
responsibilities under those standards are further described in the Auditors’ Responsibilities for the 
Audit of the Financial Statements section of our report. We are independent of the Trust in accordance 
with International Ethics Standards Board for Accountants Code of Ethics for Professional 
Accountants (IESBA Code) together with the ethical requirements that are relevant to our audit of the 
financial statements in the Republic of Panama and we have fulfilled our other ethical responsibilities 
in accordance with these requirements and the IESBA Code. We believe that the audit evidence we 
have obtained is sufficient and appropriate to provide a basis for our opinion. 
 
Key Audit Matters 
 
Key audit matters are those matters that, in our professional judgment, were of most significance in 
our audit of the financial statements of the current period. These matters were addressed in the 
context of our audit of the financial statements as a whole, and in forming our opinion thereon, and 
we do not provide a separate opinion on these matters.  
  



 

Allowance for loan losses 
See notes 4 (c), 6 (a) and 8 to the financial statements 
 
Key audit matter How the key matter was addressed by the audit 
 
The allowance for loan losses in loans at 
amortized cost is considered one of the 
most significant matters as it requires the 
use of judgments and assumptions made 
by management for the construction of 
expected credit loss model (‘ECL’) 
including the COVID-19 impact.  The loan 
portfolio at amortized cost represents 
98% of the total assets of the Trust. The 
reserve for losses on loans at amortized 
cost includes the ECL as the result of the 
loan qualification and the methodology to 
determine the probability of default of the 
loan according to the impairment stage in 
which it is assigned. 
 
The model for estimating the ECL is made 
up of estimates of the probability of 
default, loss given default, prospective 
analysis and exposure to default. 
 
The evaluation of whether or not a 
significant increase in the credit risk of the 
loans has been presented entails the 
application of important judgments in 
those methodologies. This is a challenge 
from an audit perspective due to the 
complexity in estimating the components 
used to perform these calculations and 
the application of judgment by the 
Trustee. 
  

 
Our audit procedures included: 

 
• We assessed the key controls over delinquency 

calculations, internal customer risk ratings, 
accuracy review of customer and model 
information and the methodologies used. 
 

• For individual allowance model, a test of the cash 
flows calculation considering the value of the 
collateral in reference to specialists developed 
valuations. 
 

• Tests of the key inputs used in to calculate the 
collective impairment allowance model. 

 
• We assessed the judgments applied by 

management on assumptions related to the 
current conditions of the economy, including the 
impact of COVID-19 and the considerations on the 
prospective analysis that could change the level of 
ECL, based on our experience and knowledge of 
the industry. 

 
• An independent assessment was made for the 

inputs used in the methodology, and a 
recalculation was carried out for the ECL 
estimation model. 
 

• The methodology applied by the Trustee in the 
estimation model of the ECL was assessed in 
accordance with IFRS 9 Financial Instruments, 
through the inspection of policies, manuals and 
methodology documented and approved by the 
Trustee's corporate governance. 

 
 

Responsibilities of Fiduciary for the Financial Statements 
 
The Fiduciary is responsible for the preparation and fair presentation of the financial statements in 
accordance with IFRS, and for such internal control as management determines is necessary to 
enable the preparation of financial statements that are free from material misstatement, whether due 
to fraud or error.  
 
In preparing the financial statements, the Fiduciary is responsible for assessing the Trust’s ability to 
continue as a going concern, disclosing, as applicable, matters related to going concern and using 
the going concern basis of accounting unless the Fiduciary and/or Trustees either intends to liquidate 
the Trust or to cease operations, or has no realistic alternative but to do so.  
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La Hipotecaria (Holding), Inc. (the “Trustee”), is responsible for overseeing the Trust’s financial 
reporting process.  
 
Auditors’ Responsibilities for the Audit of the Financial Statements 
 
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole 
are free from material misstatement, whether due to fraud or error, and to issue an auditors’ report 
that includes our opinion. Reasonable assurance is a high level of assurance but is not a guarantee 
that an audit conducted in accordance with ISAs will always detect a material misstatement when it 
exists. Misstatements can arise from fraud or error and are considered material if, individually or in 
the aggregate, they could reasonably be expected to influence the economic decisions of users taken 
on the basis of these financial statements. 
 
As part of an audit in accordance with ISAs, we exercise professional judgement and maintain 
professional skepticism throughout the audit. We also: 
 
• Identify and assess the risks of material misstatement of the financial statements, whether due to 

fraud or error, design and perform audit procedures responsive to those risks, and obtain audit 
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not 
detecting a material misstatement resulting from fraud is higher than for one resulting from error, 
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override 
of internal control. 

 
• Obtain an understanding of internal control relevant to the audit in order to design audit 

procedures that are appropriate in the circumstances, but not for the purpose of expressing an 
opinion on the effectiveness of the Fiduciary’s internal control.  

  
• Evaluate the appropriateness of accounting policies used and the reasonableness of accounting 

estimates and related disclosures made by the Fiduciary.  
 
• Conclude on the appropriateness of the Fiduciary’s use of the going concern basis of accounting 

and, based on the audit evidence obtained, whether a material uncertainty exists related to events 
or conditions that may cast significant doubt on the Trust’s ability to continue as a going concern. 
If we conclude that a material uncertainty exists, we are required to draw attention in our auditors’ 
report to the related disclosures in the financial statements or, if such disclosures are inadequate, 
to modify our opinion. Our conclusions are based on the audit evidence obtained up to the date 
of our auditors’ report. However, future events or conditions may cause the Trust to cease to 
continue as a going concern. 

  
• Evaluate the overall presentation, structure and content of the financial statements, including the 

disclosures, and whether the financial statements represent the underlying transactions and 
events in a manner that achieves fair presentation. 

 
We communicate with the Fiduciary regarding, among other matters, the planned scope and timing 
of the audit and significant audit findings, including any significant deficiencies in internal control that 
we identify during our audit. 
 
We also provided the Fiduciary with a statement that we have complied with relevant ethical 
requirements regarding independence and communicate with them all relationships and other 
matters that may reasonably be thought to bear on our independence, and where applicable, related 
safeguards.  
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From the matters communicated with the Fiduciary, we determine those matters that were of most 
significance in the audit of the financial statements of the current period and are therefore the key 
audit matters. We describe these matters in our auditors’ report unless law or regulation precludes 
public disclosure about the matter or when, in extremely rare circumstances, we determine that a 
matter should not be communicated in our report because the adverse consequences of doing so 
would reasonably be expected to outweigh the public interest benefits of such communication.  

The engagement partner on the audit resulting in this independent auditors’ report is Juan Carlos 
Castillo 
 
 
 KPMG (SIGNED) 
 
 
Panama, Republic of Panama 
March 31, 2021 
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DÉCIMO TERCER FIDEICOMISO DE BONOS DE PRÉSTAMOS HIPOTECARIOS
(with Banco La Hipotecaria, S. A., acting as FIduciary)
(Panama, Republic of Panama)

Statement of Financial Position

December 31, 2020

(Stated in Balboas)

Assets Note 2020 2019

Cash in banks 6, 7 510,096 630,039
Residential mortgage loans at

amortized cost (AC) 6, 8, 12 32,935,010 35,312,310
Account receivable 242,294 0
Total assets 33,687,400 35,942,349

Liabilities and Equity

Liabilities:
Bonds payable at amortized cost (AC) 6, 9, 11, 12 31,437,502 34,391,625
Account payable 11 2,244,898 1,545,724
Total liabilities 33,682,400 35,937,349

Equity:
Trust's equity 2, 6 5,000 5,000
Total equity 5,000 5,000
Total liabilities and equity 33,687,400 35,942,349

The statement of financial position should be read along with the accompanying notes
which are an integral part of the financial statements.
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DÉCIMO TERCER FIDEICOMISO DE BONOS DE PRÉSTAMOS HIPOTECARIOS
(with Banco La Hipotecaria, S. A., acting as FIduciary)
(Panama, Republic of Panama)

Statement of Income 

For the year ended  December 31, 2020

(Stated in Balboas)

Note 2020 2019

Interest income calculated using the effective
interest method:
Loans 2,549,661 2,765,746
Deposits in banks 731 855

Total interest income 2,550,392 2,766,601

Interest expense on bonds payable 11 1,609,951 1,765,188
Net interest income 940,441 1,001,413

Reversal of provision for loan losses 6 (351) (13,058)
Net interest income, after provision 940,792 1,014,471

Othe income 35,514 0

Operational expenses:
Commissions 11 969,240 1,009,249
Other expenses 7,066 5,222

Total operational expenses 976,306 1,014,471
Excess of income over expenses 0 0

The statement of income should be read along with the accompanying notes which
 are an integral part of the financial statements.
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DÉCIMO TERCER FIDEICOMISO DE BONOS DE PRÉSTAMOS HIPOTECARIOS
(with Banco La Hipotecaria, S. A., acting as Fiduciary)
(Panama, Republic of Panama)

Statement of Changes in Equity

For the year ended December 31, 2020

(Stated in Balboas)

Note 2020 2019

Trust's equity:
Balance at the beginning of the period 5,000 5,000
Balance at the end of the year 6 5,000 5,000

The statement of changes in equity should be read along with the accompanying notes
which are an integral part of the financial statements.
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DÉCIMO TERCER FIDEICOMISO DE BONOS DE PRÉSTAMOS HIPOTECARIOS
(with Banco La Hipotecaria, S. A., acting as Fiduciary)
(Panama, Republic of Panama)

Statement of Cash Flows

For the year ended December 31, 2020

(Stated in Balboas)

Note 2020 2019
Operating activities:
Adjustments to reconcile net income to net cash

from operating activities:
Reversal of provision for loan losses 6 (351) (13,058)
Interest income (2,550,392) (2,766,601)
Interest expense 1,609,951 1,765,189

Changes in operating assets and liabilities:
Residential mortgage loans at amortized cost (AC) 2,365,516 3,235,687
Accounts receivable (242,294) 0
Accounts receivable and other assets 699,174 466,895

Cash provided by operations:
Interest received 2,562,527 2,761,806
Interest paid (1,598,297) (1,779,523)

Cash flows from financing activities 2,845,834 3,670,395

Financing activities:
Repayments of bonds payable at AC (2,965,777) (3,531,395)
Capital contribution 0 (13,839)

Cash flows from operating activities (2,965,777) (3,545,234)

Net (decrease) increase on cash (119,943) 125,161
Cash at the beginning of the year 630,039 504,878
Cash at the end of the period 7 510,096 630,039

The statement of cash flows should be read along with the accompanying notes which are
an integral part of the financial statements.
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DÉCIMO TERCER FIDEICOMISO DE BONOS DE PRÉSTAMOS HIPOTECARIOS 
(With Banco La Hipotecaria, S. A., acting as Fiduciary) 
(Panama, Republic of Panama) 
 
Notes to the Financial Statements 
 
December 31, 2020 
 
(Stated in Balboas) 
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(1) Incorporation of the Trust and Fiduciary 
La Hipotecaria (Holding), Inc., a company incorporated under the laws of the British Virgin 
Islands, is the wholly owner of the shares issued with voting rights of Banco La Hipotecaria, S. 
A., among other companies. The main stockholder of La Hipotecaria (Holding), Inc. is Grupo 
ASSA, S. A. with a 69.01%. 
 
Banco La Hipotecaria, S. A., (the ‘Fiduciary’ or ‘Administrator’) previously La Hipotecaria, S. A., 
incorporated on November 7, 1996, under the laws of the Republic of Panama. As per resolution 
S.B.P. N° 120-2010 of June 4, 2010, the Superintendence of Banks of Panama granted a 
General Banking License to initiate operations officially as a Bank on June 7, 2010. Its principal 
activity is granting residential mortgages and personal loans, managing and securitizing 
residential mortgages and personal loans. 
 
The Trust’s business in Panama is regulated by the law No.1 of January 5, 1984, and the 
Executive Decree No.16 of October 3, 1997.  In order to support the fiduciary operation, the 
Bank has government bonds in favor of the Superintendence of Banks with a nominal value of 
B/.225,000 and a deposit in the Banco Nacional de Panama amounted B/.25,000, both in 
guarantee for the due compliance of its obligations arising from the Fiduciary License.   
 
By Public Deed of April 6, 2016, La Hipotecaria (Holding) Inc., as Trustee and Trustor and Banco 
La Hipotecaria S. A. as Fiduciary, constituted the Décimo Tercer Fideicomiso de Bonos de 
Préstamos Hipotecarios (the Trust), with the objectives of, among others, to transfer a portfolio 
of mortgage loans to a guarantee trust (the Guarantee Trust) to support the payment of bonds 
to be issued by the fiduciary of the Décimo Primer Fideicomiso de Bonos de Préstamos 
Hipotecarios. Banco General, S. A. acts as Trustor of the Guarantee Trust and paying agent, 
and La Hipotecaria, S. A. de C. V. is the Administrator in the Guarantee Trust.  
 
The manager, subject to the terms and conditions of the Management Agreement, is required 
to manage, for and on behalf of the fiduciary of the Guarantee Trust, the mortgage loans, 
including the setting up and operating the administrative and operating accounts, pay ordinary 
expenses and determine principal and interest payments of the bonds, among other duties. This 
Trust started its operations on september 2016. 
 
The main office of the Fiduciary and Administrator is located in Vía España, Plaza Regency, 
floor No.13, Panama City. 
 
The issuance of these financial statements was authorized by the Administrator of the Trust on 
March 31, 2021. 

  



DÉCIMO TERCER FIDEICOMISO DE BONOS DE PRÉSTAMOS HIPOTECARIOS 
(With Banco La Hipotecaria, S. A., acting as Fiduciary) 
(Panama, Republic of Panama) 
 
Notes to the Financial Statements 
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(2) General Terms of the Trust  
Below are presented the most important terms of the Décimo Tercer Fideicomiso de Bonos de 
Préstamos Hipotecarios: 
 

• The equity of the Trust consists in an initial contribution of the Trustor of B/.5,000, and any 
other real estate or fixed asset, tangible or of any other nature, that from time to time be 
transferred in trust by the trustor, or by third parties, to the Fiduciary.  During 2018, an 
additional capital contribution amount to B/.13,839 was made to the Trust. 
 

• The Fiduciary may issue and sell mortgage loan bonds through a public offering up to the 
amount of forty five million dollars ($45,000,000), legal currency of the United States of 
America; buy mortgage loans to La Hipotecaria, S. A. de C.V. (El Salvador) with funds 
generated by the sale of mortgage loans bonds and, under these activities, exercise all 
the functions and responsibilities of the issuer of securities and mortgagee. 
 

• The mortgage loan bonds will be issued in denominations of B/.1,000 or multiples of that 
amount, nominative and registered, without coupons attached, in three (3) series. The 
bonds will be registered with the Superintendence of Securities Market in Panama and will 
be sold in initial public offerings through the Stock Exchange of Panama or another stock 
exchange authorized to operate in Panama. 
 

• The mortgage loans bonds will be secured solely by the assets of the Décimo Tercer 
Fideicomiso de Bonos de Préstamos Hipotecarios and by the guarantee trust constituted 
by the Fiduciary of the Décimo Tercer Fideicomiso de Bonos de Préstamos Hipotecarios, 
acting as Trustor, Banco General, S.A. as Fiduciary, for the benefit of the bondholders 
whose assets are primarily mortgage loans. 
 

• The Décimo Tercer Fideicomiso de Bonos de Préstamos Hipotecarios will use the 
proceeds from the placement of bonds mainly to pay to La Hipotecaria, S. A. de C. V. the 
agreed price for the transfer of residential mortgages or be able to pay that price through 
the issuance and delivery of the bonds. 
 

• The Fiduciary shall, among other tasks, contract a performance bond in favor of the 
Fiduciary of the Guarantee Trust, with respect to the registration of the Mortgage Loans in 
the Land Registries and Mortgages of the Republic of El Salvador, within 180 days from 
the closing date. 
 

• The maturity of the mortgage loan bonds will be December 31, 2045 or the maturity date 
of the last mortgage loan, whichever occurs first. The Trust may make partial principal 
payments quarterly on bonds of Series A and once fully amortized Series A bond’s 
principal will deliver the principal payments for Series B and once fully amortized Series B 
bond’s principal will deliver the principal payments for Series C. Payment of principal of 
Series A bonds has priority over the payment of principal of the bonds Series B and 
principal of Series B bonds has priority over the payment of principal of the Series C 
Bonds. 

 
 



DÉCIMO TERCER FIDEICOMISO DE BONOS DE PRÉSTAMOS HIPOTECARIOS 
(With Banco La Hipotecaria, S. A., acting as Fiduciary) 
(Panama, Republic of Panama) 
 
Notes to the Financial Statements 
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(2) General Terms of the Trust, continued 
• The commission received by the Fiduciary for the management of the Trust is calculated 

on the basis of one point fifty five percent (1.25%) per annum of the unpaid principal 
balance of the mortgage loans, payable quarterly. The commission received by the 
Fiduciary Guarantee Trust will be calculated based on an annual eighth of one percent 
(0.125%) of the unpaid principal balance of the mortgage loans, payable quarterly. The 
commission received by the Paying Agent of the Trust will be calculated based on an 
annual sixteenth of one percent (0.0625%) of the unpaid principal balance of the mortgage 
loans, payable in a monthly basis. At December 31, 2020, the Trust had paid in fees the 
amount of B/.500,336 (2019: B/.538,495) to the Fiduciary, the Guarantee Trust’s Fiduciary 
and Paying Agent, which has been recognized as commissions in the statement of 
income. 

 
• Besides the management fee, the Administrator will receive as compensation for the 

services provided under the Administration Agreement the amounts debtors pay quarterly 
as expenses for management under the terms of the loan agreements. In addition to the 
management fee and commission described above, the Administrator is entitled to receive 
(a) from the insurance companies any compensation agreed upon from time to time for 
the management of insurance policies, (b) the fees paid by customers regarding the 
renewal or restructuring of its loans agreements and (c) the penalties charged in 
connection with the late payment of mortgage loans. This commission will be paid directly 
to the Administrator by insurance companies or customers, as appropriate.   
 

• Ordinary expenses such as administrative expenses, secretarial, accounting, stationery, 
communications and post, incurred by the Administrator in the ordinary course of their 
obligations under the Administration Agreement will be borne by the Administrator of the 
Trust.  
 

• The Trust will remain in effect until the residential mortgage bonds issued and outstanding 
are redeemed and mortgage loans have been paid in full or have been transferred by the 
Trust; or if the Trust is terminated by mutual agreement. 

 
La Hipotecaria (Holding) Inc., Banco La Hipotecaria, S. A., Banco General, S. A. and their 
respective shareholders, subsidiaries or affiliates do not guarantee or be liable for the 
obligations of the Décimo Tercer Fideicomiso de Bonos de Préstamos Hipotecarios including 
payment of mortgage loan bonds. 
 
Subject to the terms of the Administration Agreement that establishes a priority of payments of 
the funds available, Banco La Hipotecaria S. A., in its capacity as Issuer the Fiduciary may 
receive from the Trust a commission equivalent up to forty-five basis points (0.45%) per annum 
of the unpaid principal balance of the mortgage loans, accrued monthly and payable according 
to the availability of funds and in accordance with the conditions established in the 
Administration Agreement and other Agreement Documents. At December 31, 2020, The Trust 
has paid commissions to the Issuing Trustee in the amount of B/.435,075 (2019: B/.468,256). 
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(2) General Terms of the Trust, continued 
Subject to the terms of the Administration Agreement that establishes a priority of payments of 
the funds available, Banco La Hipotecaria S. A., as Administrator may receive quarterly from 
the funds in trust an incentive for timely collection equivalent to the amount of funds available 
after meeting with all other obligations established in the Issuer Trust, and payable only if funds 
are available and in accordance with the conditions established in the Administration Agreement 
and other Agreement Documents. At December 31, 2020 and 2019, the Trust had not paid the 
Administrator, incentive fees for timely collection. 
 
The Trust recorded for the payment of these fees the amount of B/.1,961,386 (2019: 
B/.1,501,216), under the line item of accounts payable in the statement of financial position. 
 

(3) Basis of Preparation 
(a) Statement of Compliance 

The financial statements have been prepared in conformity with International Financial 
Reporting Standards (IFRS) issued by the International Accounting Standards Board. 

 
(b) Basis of Measurement 

The financial statements were prepared based on their historical cost. 
 
(c) Functional Currency and Presentation 

The financial statements are presented in Balboas (B/.), the monetary unit of the Republic 
of Panama, which is at par and is freely exchangeable with the dollar of the United States 
of America (U.S. Dollar). The Republic of Panama does not issue its own currency paper 
and, instead, the U.S. Dollar is used as the legal tender.  The functional currency of the 
Trust is the Balboa. 

 
(4)    Summary of Significant Accounting Policies 

The significant accounting policies summarized as follows have been consistently applied by 
the Trust for all periods presented in these financial statements. 
 
(a) Financial Assets and Liabilities 
 

(a.1) Recognition 
 Initially, the Trust initially recognizes loans and receivables, and debt instruments 

issued on the date on which they are originated or date of settlement. 
 

(a.2) Classification 
The Trust classifies its financial assets as subsequently measured at amortized cost 
(AC), fair value through other comprehensive income (FVOCI), and at fair value 
through profit or loss (FVTPL), based on the business models of the Trust for the 
management of these financial assets and in accordance with their contractual cash 
flow characteristics. 
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(4) Summary of Significant Accounting Policies, continued 
A financial asset is measured at AC if it meets both of the following conditions and 
is not designated as at FVTPL: 
 

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

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

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

 
In addition, on the initial recognition, the Trust may irrevocably designate a financial 
asset that otherwise meets the requirements to be measured at AC or at FVOCI as 
at FVTPL if doing so eliminates or significantly reduces and accounting mismatch 
that would otherwise arise. The Trust has not made use of this option so far. 
 
Business model assessment 
The Trust makes an assessment of the objective of a business model in which an 
asset is held at a portfolio level because this best reflects the way the business is 
managed, and information is provided to management. The information considered 
includes: 
 
- The stated policies and objectives for the portfolio and the operation of those 

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

- The risks that affect the performance of the portfolios (and the financial assets 
held in the business model) and the way in which such risks are managed; 
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(4) Summary of Significant Accounting Policies, continued 
Assessment of whether the contractual cash flows are solely payments of principal 
and interest 
For the purpose of this assessment, ‘principal’ is defined as the fair value of the 
financial asset 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. 
 
In assessing whether the contractual cash flows are SPPI, the Trust 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 Trust changes its business model for managing financial assets. 
 

(a.3) Derecognition of financial assets and financial liabilities 
Financial assets 
The Trust 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 Trust 
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 OCI 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 Trust could be obliged to pay. 
 
Financial liabilities 
The Trust derecognizes a financial liability when its contractual obligations are 
discharged or cancelled or expire. 
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(4) Summary of Significant Accounting Policies, continued 
(a.4) Modification of financial assets  

Financial assets 
If the terms of a financial asset are modified, then the Trust 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. 
 

(a.5) Offsetting of financial assets and financial liabilities 
Financial assets and financial liabilities are offset and the net amount presented in 
the statement of financial position when, and only when, the Trust currently has a 
legally enforceable right to set off the amounts and it intends either to settle them on 
a net basis or to realize the asset and settle the liability simultaneously. Income and 
expenses are presented on a net basis only when permitted under IFRS, or for gains 
and losses arising from a group of similar transactions, such as those derived from 
financial instruments held for trading. 

 
(b)     Fair Value Measurement 

‘Fair value’ is the price that would be received to sell an asset or paid to transfer a liability 
in   an orderly transaction between market participants at the measurement date in the 
principal or, in its absence, the most advantageous market to which the Trust has access 
at that date. The fair value of a liability reflects its non-performance risk. 
 
When one is available, the Trust 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 Trust 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 take into account in pricing a transaction. 
 
The Trust establishes a fair value hierarchy that classifies the input data of valuation 
techniques used to measure fair value into three levels. The Trust recognizes transfers 
between levels of the fair value hierarchy as of the end of the reporting period during which 
the change has occurred. 

 
         (c)     Impairment of Financial Assets 

The Trust recognizes loss allowances for 'expected credit loss' (ECL) on the following 
financial instruments that are not measured at FVTPL: 
  
- Loans at amortized cost. 
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(4) Summary of Significant Accounting Policies, continued 
The Trust measures loss allowances at an amount equal to ‘lifetime ECL’, except for the 
following, for which they are measure as 12-month ECL: 
 
- Other financial instruments on which credit risk has not increased significantly since 

their initial recognition. 
 

‘12-month ECL’ are the portion of lifetime ECL that result from default events on a financial 
instrument that are possible within 12 months after the reporting date. Financial 
instruments for which ‘12-month ECL’ are recognized are referred to as ‘Stage 1 financial 
instruments’. Financial instruments allocated to ‘Stage 1’ have not undergone a significant 
increase in credit risk since initial recognition and are not credit-impaired. 
 
Lifetime ECL are the ECL that result from all possible events of default over the expected 
life of the financial instrument or its maximum contractual period of exposure. The financial 
instruments for which lifetime ECL are recognized but are not credit-impaired are referred 
to as ‘Stage 2 financial instruments’. Financial instruments allocated to ‘Stage 2’ are those 
that have experienced a significant increase in credit risk since initial recognition but are 
not credit-impaired. 
 
Financial instruments for which lifetime ECL are recognized and that are credit-impaired 
are referred to as ‘Stage 3 financial instruments’. 
 
Measurement of ECL 
ECL are a probability-weighted estimate of credit losses. They are measured as follows: 
 
- Financial assets that are not credit-impaired at the reporting date: as the present value 

of all cash shortfalls (i.e. the difference between the cash flows due to the entity in 
accordance with the contract and the cash flows that the Trust expects to receive); 

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

 
Restructured financial assets 
If the terms of a financial asset are renegotiated or modified or an existing financial asset 
is replaced with a new one due to financial difficulties of the borrower, then an assessment 
is made of whether the financial asset should be derecognized and ECL are measured as 
follows: 
 
- If the expected restructuring will not result in derecognition of the existing asset, then 

the expected cash flows arising from the modified financial asset are included in 
calculating the cash shortfalls from the existing asset. 
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(4) Summary of Significant Accounting Policies, continued 
- 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 Trust assesses whether financial assets carried at AC are 
credit-impaired (referred to as ‘Stage 3 financial instruments’). 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. 
 
Evidence that a financial asset is credit-impaired includes the following observable data: 
 
- Significant financial difficulty of the borrower or issuer. 
- A breach of contract such as default or past due event. 
- The restructuring of a loan or advance by the Trust on terms that the Trust would not 

consider otherwise. 
- It is becoming probable that the borrower will enter bankruptcy or other financial 

reorganization. 
 

A loan that has been renegotiated due to a deterioration in the borrower’s condition is 
usually considered to be credit-impaired unless there is evidence that the risk of not 
receiving contractual cash flows has reduced significantly and there are no other indicators 
of impairment. In addition, a loan that is overdue for more than 180 days is considered 
credit-impaired. 
 
Presentation of the 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 AC: 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 Trust 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 Trust to foreclose the collaterals (in the case they 
maintain). However, the financial assets that are written off could still be subject to 
enforcement activities in order to comply with the Trust’s procedures for recovery of 
amounts due. 
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(4) Summary of Significant Accounting Policies, continued 
(d) 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 Trust does not intend to sell immediately or in the near term.  
 
‘Loans’ are presented at AC considering the principal amount and the interest receivable, 
less the loss allowance for ECL. 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 
 

(e) Debt Securities in Issue 
The Trust classifies the debt instruments as financial liabilities in accordance with the 
substance of the instrument’s contractual terms. They are initially measured at fair value 
less incremental direct transaction costs, and subsequently are measured at amortized 
cost using the effective interest rate method. 
 

 (f) Interest 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 (POCI), the Trust estimates future cash flows 
considering all contractual terms of the financial instrument, but no the ECL. For POCI 
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 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. 
 
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 expected credit loss allowance. 
 
The ‘gross carrying amount of a financial asset’ is the amortized cost of a financial asset 
before adjusting for any expected credit loss allowance. 
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(4) Summary of Significant Accounting Policies, continued 
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 presented in the statement of income includes: 
 
- Interest on financial assets and financial liabilities measured at AC calculated using 

the effective interest method. 
 

 (g) Foreclosed Assets Held for Sale 
Non-current assets, or disposal group comprising assets and liabilities, including 
foreclosed assets held for sale, that are expected to be recovered primarily through sales 
rather than recovered through continued use are classified as available for sale. 

 
(h) New International Financial Reporting Standards (IFRS) and Interpretations not yet adopted 

A series of new rules go into effect for annual periods beginning after January 1, 2020 and 
early application is allowed; however, the Trust has not early adopted these new standards 
or amendments when preparing these financial statements as of December 31, 2020. 
 
The following new standards and amendments, required shortly by IFRS, are not expected 
to have a significant impact on the Trust's financial statements. 

       
  Effective date ―  

 
New standards or amendments (upcoming IFRS requirements) 

  
  Annual periods 

beginning on: 
  

    

  
1 January 2021 • Interest Rate Benchmark Reform – Phase 2 (Amendments to IFRS 9, IAS 39, 

IFRS 7, IFRS 4 and IFRS 16)    

 
1 January 2022 • Annual Improvements to IFRS Standards 2018-2020 

 

 
(5) Use of Estimates and Judgments in Applying Accounting Policies 

In preparing these financial statements in accordance with International Financial Reporting 
Standards, the Administrator has made judgements, estimates and assumptions that affect the 
application of the Trust’s accounting policies and the reported amounts of assets, liabilities, 
income and expenses. Actual results may differ from these estimates. 
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(5) Use of Estimates and Judgments in Applying Accounting Policies, continued 
Estimates and underlying assumptions are reviewed on an ongoing basis, taking into 
consideration historical experience and other factors, including expectations of future events 
that are believed to be reasonable under the circumstances. Revisions to estimates are 
recognized prospectively. 
 
The Administrator evaluates the selection, disclosures and application of critical accounting 
policies related to significant estimation uncertainties. Information about judgements made in 
applying accounting policies that have the most significant effects on the amounts recognized 
in the financial statements is included in the following notes: 
 
(a) Classification of financial assets 

When determining the classification of financial assets, the Administrator uses its judgment 
to assess the business model within which the assets are held and assessment of whether 
the contractual terms of the financial asset are SPPI on the principal amount outstanding. 
See Note 4 (a.2). 

 
(b) Impairment of financial assets 

The Administrator uses its judgment to determine the criterion of when a financial asset 
has significantly increased its credit risk since its initial recognition, and in the selection and 
approval of the models used to measure the ECL. 

 
In accordance with the defined criteria, the Administrator assesses at each reporting date 
whether the credit risk of financial assets has increased significantly since their initial 
recognition. See Note 4 (c) and Note 6 (a). 

 
Information about the assumptions and uncertainty in the Trust’s significant accounting 
estimates of the Trust is included in the following notes: 
 
(a) Impairment of financial assets – Key inputs and assumptions used for the measurement of 

ECL 
The evaluation performed by the Administrator to determine the inputs used in the ECL 
measurement model, including key assumptions used in estimating recoverable cash flows 
and incorporation of forward-looking information, is disclosed in detail in Note 4 (c) and 
Note 6 (a). 

 
(6) Financial Risk Management 

A financial instrument is any contract that originates a financial asset in one entity and a financial 
liability or equity instrument in another entity. The statement of financial position is comprised 
mainly of financial instruments. 
 
The Administrator is responsible for establishing and overseeing the risk management policies 
of financial instruments. For this purpose, it has created certain controls for management regular 
monitoring of risks to which the Trust is exposed. 

 
These instruments expose the bondholders to several types of risks. The main risks identified 
by the Administrator are credit, market and liquidity risks.  
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(6) Financial Risk Management, continued 
(a) Credit Risk: 

It is the risk that the debtor, issuer or counterpart of a financial asset owned by the Trust 
does not fully and timely comply with any payment due to the Trust, in conformity with the 
agreed upon terms and conditions, when the financial asset was acquired or originated by 
the Trust. This risk is also conceived as an impairment in the credit quality of the 
counterpart, of the collateral and/or the guarantee initially agreed. 
 
The Trust’s Administrator meets in a monthly basis to evaluate credit profiles of customers 
who have fallen into arrears during the month immediately preceding the date of the 
meeting.  
 
The purpose of this meeting is to assess trends and customer behaviors that have fallen 
into arrears and make the necessary arrangements based on the Trust’s credit policies. 
 
Credit quality analysis 
The following table sets out information about the credit quality of financial assets 
measured at AC, without taking into account collateral or credit enhancement. Unless 
specifically indicated, for financial assets, the amounts in the table represent gross 
carrying amounts. 
 
Explanation of the terms ‘Stage 1’, ‘stage 2’ and ‘Stage 3’, is included in Nota 4 (c). 
 

  2020  

 

 

 
12-month 

ECL 
(‘Stage 1’)  

Lifetime ECL 
(not credit-
impaired) 
(‘Stage 2’)  

Lifetime ECL 
(credit-

impaired) 
(‘Stage 3’) 

 

Total  
Loans at AC:          

A1, 2 - Normal or low-fair risk  
 

32,039,615   
0   

 
0    

32,039,615  
B1 - Watch-list  353,007  0   0   353,007  
B2 - Substandard  0   54,620  0   54,620  
C1, 2 - Doubtful  0   10,843  0   10,843  
D – Loss  0   0   406,961  406,961  
Accrued interest receivable  66,467  9,096  15,500  91,063  
Gross carrying amount  32,459,089  74,559  422,461  32,956,109  
Loss allowance (ECL)            (4,539)  (4,064)            (15,245)         (21,099)  
Total loans at AC  32,454,550  70,495  409,965  32,935,010  
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(6) Financial Risk Management, continued 
  2019  

 

 

 
12-month 

ECL 
(‘Stage 1’)  

Lifetime ECL 
(not credit-
impaired) 
(‘Stage 2’)  

Lifetime ECL 
(credit-

impaired) 
(‘Stage 3’) 

 

Total  
Loans at AC:          

A1, 2 - Normal or low-fair risk  
 

34,349,276   
0   

 
0    

34,349,276  
B1 - Watch-list  321,107  0   0   321,107  
B2 - Substandard  0   123,315  0   123,315  
C1, 2 - Doubtful  0   162,613  0   162,613  
D – Loss  0   0   274,251  274,251  
Accrued interest receivable  75,324  10,308  17,566  103,198  
Gross carrying amount  34,745,707  296,236  291,817  35,333,760  
Loss allowance (ECL)  (5,942)  (4,847)  (10,661)   (21,450)  
Total loans at AC  34,739,765  291,389  281,156  35,312,310  
          

Deposits placed with banks 
At December 31, 2020, the Bank held deposits placed with banks for B/.510,096 (2019: 
B/.630,039). These deposits are held with financial institutions counterparties that are 
rated at least BBB- y BBB+, based on Fitch Ratings Inc. 
  
Collateral held and other credit enhancements 
The Trust holds collateral and other credit enhancements against certain of its credit 
exposures, as security for their collection. The following table sets out the principal types 
of collateral held against different types of financial assets. 
 

 % of exposure that is 
subject to collateral 

requirement 

 

 
Type of credit exposure: 

 
2020 

 

 
2019 

 
Type of collateral held 

 
Loans 100% 100% Residential properties 

 
 

Residential mortgage loans 
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. 
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(6) Financial Risk Management, continued 
 

 2020  2019 
‘LTV’ ranges    
    
0-20% 43,345  50,262 
20-40% 519,205  358,705 
40-60% 2,576,331  2,793,384 
60-80% 17,511,731  15,805,487 
80-100% 12,214,434  16,222,724 
Total 32,865,046  35,230,562 

 
As of December 31, 2020, the estimated value of the mortgage guarantees on the 
properties amounted to B/.45,131,575 (2019: B/.47,503,607) and covered 100% (2019: 
100%) of the portfolio exposure. 
 
Amounts arising from expected credit losses (ECL) 
The accounting policies established by the Administrator for the measurement of the 
allowances for ECL on financial assets are disclosed in Note 4 (c). 
 

 
Significant increase in credit risk 
When determining whether the credit risk of a financial asset has increased significantly 
since its initial recognition, the Administrator considers reasonable and supportable 
information that is relevant and available without undue cost or effort, including both 
quantitative and qualitative information and analysis, based on the Administrator’s 
historical experience and expert credit assessment, including forward-looking information. 
 
The objective of this assessment is to identify if there has been a significant increase in 
credit risk for each exposure by comparing: 
 

• the remaining lifetime probability of default as at the reporting date;   
• the remaining lifetime probability of default for this point in time that was estimated at 

the time of initial recognition of the exposure.  
 
The Administrator uses three criteria to determining whether there has been a significant 
increase in credit risk: 
 
• a quantitative test based on movements in probability of default; 
• qualitative indicators; and 
• that the financial instrument has a delinquency greater than 90 days for mortgage 

loans. 
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(6) Financial Risk Management, continued 
Credit risk grades for the loan portfolio 
The Administrator 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 Administrator 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 so that risk of default occurring increases 
exponentially as credit risk deteriorates, 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.  
 
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 Administrator 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 Administrator 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 Administrator, 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 Administrator uses the scheme of 
arrears or delinquency ranges of financial assets, these being as detailed below: 
 
A1 – 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’)  
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(6) Financial Risk Management, continued 
Generating the term structure of PD 

• Instrument treatment approach: 
Given the homogeneity of the profiles of the borrowers that comprise the Trust's 
credit portfolios, when determining their credit impairment, it was established that 
in 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. 
 
The Administrator has identified that the instruments comprising the Trust’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 Administrator has not identified 
instruments in the Trust’s loan portfolio that require individual evaluation. 

 
Consequently, the Administrator determined as convenient to group the financial 
instruments that make up the Trust's credit portfolio in the following segment: 

 
• Residential loans with mortgage guarantee (LWMG).  

 
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. 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 Trust, in general, are of the 
residential type for use of the borrowers, which present a relatively low to middle 
income level, and their families.  
 
In order to determine the PD of the segments identified, and in the context of the 
collective treatment of credit portfolios, the Bank 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 Bank's 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. 
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(6) Financial Risk Management, continued 
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). 

   
Through this process, ‘pairs’ of categories corresponding to a historical period of 
five (5) 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 Administrator 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 Trust to be very 
low when compared to the behavior of other types of loans.  
 
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 portfolio, is the high number 
of clients that pay their debts to the Trust ‘Direct Discount’, which is one of the 
conditions for the approval of credit in the Trust. 
 
By virtue of the foregoing, to define ‘default’ in the identified 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 to the identification of the level of default, its calculation was 
made using the default heights (by days of arrears) for the loan portfolio of the 
identified segment, taking as a basis its historical series. 
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(6) Financial Risk Management, continued 
Under this statistical approach, intermediate matrices were initially developed in a 
monthly basis, for the identified segment, between January 2012 and July 2017, 
containing the monthly roll-rates of delinquency of the loans granted by the Trust 
according to their rates of delinquency. Subsequently, the Administrator has 
periodically prepared updated matrices in order to reflect a probability of 
occurrence of arrears based on delinquency ranges. 
 
The arrays show the probabilities that an instrument reaches a certain height of 
default according to the range of delinquency at the beginning of the period in a 
horizon of 1 year. Also shown are the accumulated percentage of arrears in which 
the instruments of the segment fall within a horizon of 12 months after the month 
of the start of the count. 
 
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 Administrator has decided that the 
default would be established from 180 days for the segment of mortgaged-backed 
credit instruments of the Trust. 

 
Determine whether credit risk has increased significantly 
The Administrator assesses whether the credit risk has increased significantly since initial 
recognition at each reporting date. 
 
In order to determine whether there has been a significant increase in the credit risk of the 
financial asset, the assessment is based on quantitative information and qualitative 
information. The Administrator considers the following factors, although not exhaustively, 
in the evaluation of whether credit risk has increased significantly: 
 

• Significant changes in credit risk indicators as a consequence of a change in credit 
risk since its initial recognition; 

• Significant changes in the value of the collateral that supports the obligation. 
 
As a backstop, the Administrator considers that a significant increase in credit risk occurs 
no later than when a residential mortgage loans is more than 90 days past due. Days past 
due are determined by counting the number of days since the earliest elapsed due date 
in respect of which full payment has not been received. Due dates are determined without 
considering any grace period that might be available to the borrower. 

 
If there is evidence that there is no longer a significant increase in credit risk relative to 
initial recognition, then the loss allowance on an instrument returns to being measured at 
12-month ECL. In these cases, the Bank determines a probation period during which the 
financial asset is required to demonstrate good behavior to provide evidence that its credit 
risk has declined sufficiently. When the contractual terms of a loan have been modified, 
evidence that the criteria for recognizing lifetime ECL are no longer met includes a history 
of up-to-date payment performance against the modified contractual terms. 
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(6) Financial Risk Management, continued 
The Administrator monitors the effectiveness of the criteria used to identify significant 
increases in credit risk by regular 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 residential mortgage loans become 
90 days past due; 

• the average time between the identification of a significant increase in credit risk and 
default appears reasonable; 

• exposures are not generally transferred directly from 12-month ECL measurement to 
credit-impaired; and 

• there is no unwarranted volatility in loss allowance from transfers between 12-month 
PD (‘Stage 1’) and lifetime PD (‘Stage 2’). 

 
Definition of default 
The Administrator considers that a financial asset is impaired when: 
 

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

• the borrower is more than 180 days in residential mortgage loans. 
 

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

• Qualitative: e.g. breaches of covenants; 
• Quantitative: e.g. 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 Administrator’s 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 country where the Trust’s loan 
portfolio is geographically concentrated, 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.  
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(6) Financial Risk Management, continued 
Given these limitations, in order to identify those external inputs that could impact the 
payment behavior of its financial assets, the Administrator determined it appropriate to 
use those that meet at least a series of profiles that make them suitable 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 Administrator has selected from among the available variables, 
those that present the indicated profiles of regularity, accessibility and reliability, as 
detailed below: 

 
a) Inflation (Consumer Price Index or ‘CPI’) 
b) Unemployment 
c) Social security contributors 
d) Gross Domestic Product (‘GDP’) 
e) Monthly Index of Economic Activity (‘MIEA’)  
f)  Past due loan portfolio of the Trust 
g) Past due loan portfolio of the financial system. 

 
The methodology implemented by the Administrator 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 Trust ‘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 (considered independent variables). This calculation allows to 
determine if those last ones 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 Administrator 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. 
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(6) Financial Risk Management, continued 
iii. Finally, the results were compared with those corresponding to the existing 

correlation between the Trust’s ‘Past Due Loans Portfolio’ and those of the 
financial system, 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 2013 and 2019, the Administrator 
determined as appropriate to use the following 'forward-looking' variables as part of the 
ECL model for the segment identified for the Trust’s loan portfolio, for the period 2020: 

 

• El Salvador – Operations with Guarantees (Social security contributors). 
 

The following table reflects a summary of the prospective information incorporated by 
the Trust in the estimation process of the ECL as of December 31, 2020: 

 

 
 
 
 
 

Segment 

 
 

Forward-looking 
variable correlated with 

past due portfolio 

Historical 
variable 

Incorporation of forward-looking ('FL') variables 
in the estimation of the ECL as of Dec 31, 2020 

 
2018 

 
2019 

 
Scenario 

Expected 
trend 

Projected 
FL variable 

  ‘FL’ 
Factor 

Impact on 
 the ECL 

Salvador – Operations 
with Guarantees 

Social security 
contributors - CPI in 

El Salvador 
-11.76% -13.14% Unique Positive -11.53% 0.0389% B/.8 

 
Modification of financial assets 
The contractual terms of a loan may be modified for a number of reasons, including 
changing market conditions, customer retention and other factors not related to a current 
or potential credit deterioration of the customer. An existing loan whose terms have been 
modified may be derecognized and the renegotiated loan recognized as a new loan at fair 
value in accordance with the accounting policy set out in Note 4 (a.4). 
 
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: 
 

• its remaining lifetime PD at the reporting date based on the modified terms; with 
• the remaining lifetime PD estimated based on data on initial recognition and the 

original contractual terms.  
 

When modification results in derecognition, a new loan is recognized and allocated to 
‘Stage 1’ (assuming it is not credit-impaired at that time). 
 
Measurement of estimated credit losses (ECL) 
The key inputs in the measurement of ECL are the structure terms of the following 
variables: 

 
• Probability at Default (PD); 
• Loss Given Default (LGD); 
• Exposure at Default (EAD).  
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(6) Financial Risk Management, continued 
ECL for exposures in ‘Stage 1’ are calculated by multiplying the ‘12-month PD’ by LGD 
and EAD. Lifetime ECL are calculated by multiplying the ‘lifetime PD’ by LGD and 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. 
 
As previously mentioned, for the determination of the PD of the identified segments, as 
explained previously under the heading ‘Generating the term structure of PD’, and in the 
context of the collective treatment of the credit portfolios, the Administrator’s methodology 
used when determining the loan segments’ PD is focused in the process denominated as 
‘Markov Chain’. 
 
The Administrator estimates the PD parameters based on the history of recovery rates of 
claims against impaired counterparts. The PD models consider the structure, the 
guarantee, the antiquity of the claim, the counterpart industry and the recovery costs of 
any guarantee that is integral to the financial asset. For secured loans with properties, 
LTV ratios are a key parameter for determining the PD.  
 
PD estimation 
The calculation of the PD 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 determined as completed by 
the Administrator, either due to the total recovery of the amounts owed or due to justified 
withdrawal from collection according to approved credit management policies. 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 the estimated PD for the Trust’s loan portfolio: 
 

- PD of mortgage operations that have gone through judicial process and/or dation of 
payment 
For the calculation, a database was used where all the operations for which the Trust 
has received the asset, have been registered, either by means of dation or by 
adjudication via judicial process. This sheet is recorded when the loan starts the 
process and the good is received until it is sold or is placed again in the figure of a 
credit to another customer. The legal expenses and repairs that for the recovery of the 
asset were incurred by the Bank are also taken into consideration. This will allow 
calculating the PD of operations received as dation in payment or via judicial process. 

 
Exposure at Default (EAD) 
EAD represents the expected exposure in case of default. The Administrator determines 
the EAD of the current exposure of the counterparty and the possible 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. 
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(6) Financial Risk Management, continued 
The Administrator determines the annual EAD over the remaining life of the instruments 
for its subsequent weighting by the respective marginal annual PD. 
 
The Administrator estimates the value of the annual nominal EAD from the projection of 
the balances at amortized cost of the instruments. In order to determine the EAD, the 
Administrator periodically makes a projection of the amortization tables of the loans of 
each segment until their cancellation. Based on the above, the projected annual average 
of the residual capital balances is obtained, a value that is used as the projected annual 
EAD exposure for the life of the instruments. Finally, these balances are discounted at the 
effective annual interest rate. 
 
Aggrupation is subject to periodic review to ensure that exposures within a particular group 
remain appropriately homogenous. 
 
Loss allowance 
The following tables show reconciliation from the opening to the closing balance of the 
loss allowance by class of financial instrument. The basis for determining transfers due 
to changes in credit risk is set out in the accounting policy. See Note 3 (c). 
 

  2020 

  

12-month 
ECL 

(‘Stage 1’)  

Lifetime ECL 
 (not credit-
impaired / 

collectively 
assessed  
(‘Stage 2’)  

Lifetime ECL 
 (credit-

impaired / 
individually 
assessed  
(‘Stage 3’)  Total 

Loans at AC:         
 
Balance at January 1   5,942  4,847  10,661  21,450 
Transfer to Stage 1  7,405                     (6,604)                   (801)  0 
Transfer to Stage 2                (1,903)  5,226                (3,323)  0 
Transfer to Stage 3  0                       (5,664)  5,664  0 
Net remeasurement of loss allowance                (6,789)  6,259                 3,089              2,559 
Financial instruments that have been 

derecognized                   (116)                          0  (2,794)             (2,910) 
Balance at December 31  4,539  4,064  12,496  21,099 
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(6) Financial Risk Management, continued 
 

  2019 

  

12-month 
ECL  

(‘Stage 1’)  

Lifetime ECL 
 (not credit-
impaired / 

collectively 
assessed  
(‘Stage 2’)  

Lifetime ECL 
 (credit-

impaired / 
individually 
assessed 
(‘Stage 3’)  Total 

Loans at AC:         
 

Balance at January 1   9,500  8,059  16,949  34,508 
Transfer to Stage 1  13,573                 (7,337)               (6,236)  0 
Transfer to Stage 2              (3,920)  6,204               (2,284)  0 
Transfer to Stage 3  0                 (3,183)  3,183  0 
Net remeasurement of loss allowance           (12,710)  1,617                  (951)          (12,044) 
Financial instruments that have been 

derecognized                (501)                    (513)  0            (1,014) 
Balance at December 31  5,942  4,847  10,661  21,450 

 
The following table provides a reconciliation between: 

 

- amounts shown in the above tables reconciling opening and closing balances of 
loss allowances for the financial instruments; and 

- the ‘impairment losses on financial instruments’ line item in the statement of 
income. 

 
 2020  2019 
 Loans at AC  Loans at AC     
 
 Net remeasurement of loss allowance 

 
           2,559  (12,044) 

Financial assets that have been derecognized         (2,910)          (1,014) 
Total       (351)               (13,058)        

 
Credit-impaired financial assets 
The accounting policies established by the Administrator related to credit-impairment 
financial are disclosed in Note 4 (c). 
 
Credit-impairment financial assets are classified by the Bank in risk category ‘D’ for 
residential mortgage loans, these being assigned to ‘Stage 3’. 
 
Concentration of credit risk 
The Trust's residential mortgage loans are geographically concentrated in the Republic of 
Panama. 
 

(b) Liquidity Risk: 
The liquidity risk is defined as the inability of the Trust to comply with all its obligations 
because of, among other reasons, the impairment of the quality of the loans portfolio, the 
devaluation of securities, the excessive concentration of liabilities from one particular 
source, a gap between assets and liabilities, a shortage of asset liquidity, or financing of 
long-term assets with short-term liabilities.  
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(6) Financial Risk Management, continued 
Liquidity risk management 
The Trust mitigates its liquidity risk, according to their maturity structure of liabilities for 
periods compatible with the maturities of its assets. 
 
The table below sets out the undiscounted cash flows of the financial assets and liabilities 
of the Trust with respect to the contractual maturity date.   
 

2020 
Carrying 
Amount 

Gross nominal 
amount 

(outflow)/inflow 
Up to 
1 year 

From 1 to 5 
years 

 
From 5 to 10 

years 
More than 10 

years 
       
Financial liabilities:       
Bonds payable at AC 31,437,502 (38,669,581) (4,317,338) (14,853,309) (12,733,406)   (6,765,528) 
Total financial liabilities 31,437,502 (38,669,581) (4,317,338) (14,853,309) (12,733,406)   (6,765,528) 
       
Financial assets:       
Deposits in banks 510,096              510,096      510,096                0                       0                    0  
Residential mortgage loans at AC 32,935,010 76,392,651 3,810,664 15,217,372 18,735,427   38,629,188 
Total financial assets 33,445,106 76,902,747   4,320,760 15,217,372 18,735,427     38,629,188 

 

2019 
Carrying 
Amount 

Gross nominal 
amount 

(outflow)/inflow 
Up to 
1 year 

From 1 to 5 
years 

 
From 5 to 10 

years 
More than 10 

years 
       
Financial liabilities:       
Bonds payable at AC 34,391,625 (42,159,466) (4,528,395) (15,404,269) (13,534,507)   (8,692,295) 
Total financial liabilities 34,391,625 (42,159,466) (4,528,395) (15,404,269) (13,534,507)   (8,692,295) 
       
Financial assets:       
Deposits in banks 630,039            630,039      630,039                  0    0  0  
Residential mortgage loans at AC 35,312,310        84,034,501   4,007,793   16,004,317      19,733,872 44,288,519 
Total financial assets 35,942,349       84,664,540    4,637,832 16,004,317      19,733,872 44,288,519 

 
Below, an analysis of remaining maturities of the most important assets and liabilities is 
presented: 
 

 2020 2019 
Financial assets:   
Loans 32,127,236 33,947,794 
   
Financial liabilities:   
Bonds payable 28,232,946 31,261,581 

 
Loans receivables with a gross carrying amounting to B/.32,956,109 (2019: 
B/.35,333,760) are pledged as guarantee of the bonds payable issued by the Trust. 

 
(c) Market Risk: 

It is 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.   
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(6) Financial Risk Management, continued 
The Trust has no assets nor liabilities in other currencies different to its functional currency, 
therefore the Trust has no exchange rate risk. 

 
Cash flow’s Interest rate risk  
The interest rate risk of the cash flow is the risk of fluctuation of the future cash flows and 
the value of a financial instrument due to changes in market interest rates.  The interest 
rate risk of the fair value is the risk of fluctuation of a financial instrument’s value due to 
changes in interest market rates. 
 
The Administrator reviews in a monthly basis the performance of interest rates of assets 
and liabilities, measures the impact of mismatch on the results of the Trust and takes 
appropriate measures to minimize negative impact on its financial results. 

 
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, considering as a premise, the minimum rate of 0.005% in 
cases that their results yield negative values to raise the actual values. The impact on net 
interest income and equity is summarized below: 
 

 Increase of  Decrease of Increase of Decrease of 
 25 bp 25 bp  50 bp 50 bp 

Sensitivity of projected net  
    interest income:     

 
December 31, 2020 82,163 (82,163) 164,325 (164,325) 
December 31, 2019 88,076 (88,076) 176,153 (176,153) 
 
Sensitivity of reported equity to   
    interest rate movements:     

 
December 31, 2020 82,163 (82,163) 164,325 (164,325) 
December 31, 2019 88,076 (88,076) 176,153 (176,153) 

 
The Trust significantly mitigates its exposure to the effects of fluctuations in market interest 
rates, as a result of the variability in rates of assets based on the rates structure of its 
liabilities. 

 
(d) Capital Management: 

As of December 31, 2020, the Trust held primary capital of B/.5,000 (2019: B/.5,000) La 
Hipotecaria (Holding) Inc., Banco La Hipotecaria S. A., Banco General, Inc. and their 
respective shareholders, subsidiaries or affiliates do not guarantee or are liable for the 
obligations, residual profits or losses of the Décimo Tercer Fideicomiso de Bonos de 
Préstamos Hipotecarios including the payment of mortgage loan bonds.  
 
According to the terms and conditions of the Trust, in case of financial loss, the 
bondholders may be affected in the payment of interest and principal. 
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(7) Cash in Banks 
At December 31, 2020, the Trust held savings accounts at a local bank, with a balance of 
B/.510,096 (2019: B/.630,039) bearing interest ranging from 0.25% (2019: 0.25%) annually on 
its average balance.  
 

(8) Residential Mortgage Loans at Amortized Cost (AC) 
The group of mortgages which comprised the Trust consists of 1,031 (2019: 1,084) residential 
mortgage loans, whose original disbursements amounted on B/.38,532,749 (2019: 
B/.40,420,582), which at December 31, 2020 had an outstanding principal balance of 
B/.32,865,046 (2019: B/.35,230,562). 
 
At December 31, 2020, the residential mortgage loans measured at AC are detailed as follows: 

 
 2020 2019 
   
Residential mortgage loans 32,865,046 35,230,562 
Accrued interest receivable        91,063        103,198 
Gross carrying amount 32,956,109 35,333,760 
Less: loss allowance (ECL)         (21,099)        (21,450) 
Total loans at AC 32,935,010 35,312,310 

 
Residential mortgage loans have final maturities from July 31, 2021 to August 13, 2041. As of 
December 31, 2020, the range of interest rates accrued by the mortgage loan portfolio is from 
6.67% to 10.50% (2019: 6.72% to 10.75%). 
 
The credit risk concentration by geographic location of the residential mortgage loans portfolio 
measured at AC, and other detailed information about its allowance for expected credit losses 
(ECL), are disclosed in Note 6 (a). 
 
As disclosed in Note 2, the loans have been assigned to a guarantee trust, for the benefit of the 
Bondholders. 

 
(9) Bonds Payable at Amortized Cost (AC) 

At December 31, 2020, the bonds payable at amortized cost amounted to B/.31,437,502 (2019: 
B/.34,391,625). 
 
On September 26, 2016, the Trust issued two series of mortgage bonds for a total of 
B/.45,000,000: Series A mortgage bonds with a par value of B/.39,600,000 Series B mortgage 
bonds for B/.4,500,000 and 900,000 in series C bonds. These bonds were issued in nominative 
form and registered without coupons attached, in amounts of B/.1,000 or multiples of that 
amount.  The maturity of the bonds is December 8, 2045 or the maturity of the last mortgage 
loan, whichever occurs first. 
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(9) Bonds Payable at Amortized Cost (AC), continued 
The interest rate established for mortgage bonds is as follows: 
 
• Series A Bonds: Series A bonds will earn interest at the fixed annual rate of 4.65%. The 

Series A Bonds will pay interest monthly on the eight (8) of each month or the first business 
day after the eight (8) of each month, ("Payment Date") until the maturity date. If a Payment 
Date is not a business day, said Payment Date shall be extended to the business day 
immediately thereafter, but without affecting the Payment Calculation Date, the 
Accumulation Period or the Payment Date in order to compute the amount of interest. to 
be paid to the Holder. As of December 31, 2020, the interest rate paid was 4.65% (2019: 
4.65%). 
 

• Series B Bonds: Series B bonds will bear interest at a fixed annual interest rate of 6.50%. 
The Series B Bonds will pay interest monthly on the eight (8) of each month or the first 
business day after the eight (8) of each month, ("Payment Date") until the Maturity Date. If 
a Payment Date is not a business day, said Payment Date shall be extended to the 
business day immediately thereafter, but without affecting the Payment Calculation Date, 
the Accumulation Period or the Payment Date in order to compute the amount of interest. 
to be paid to the Holder. As of December 31, 2020, the interest rate paid was at 6.50% 
(2019: 6.50%). 
 

• Series C Bonds: Series C bonds will earn interest at an annual fixed interest rate of 8.50%. 
On any Payment Calculation Date, Holders of Series C Bonds shall be entitled to receive 
monthly, on each Payment Date, an amount (each, a “Payment of Series C Interest”), from 
the Available Funds, said sum is subordinated to the payment of interest of series A and 
Series B. 

 
   At December 31, 2020, the balance of Series A bonds payable is B/.27,286,661 (2019: 

B/.29,949,751), Series B of B/.3,121,643 (2019: B/.3,401,022) and B/.900,000 (2019 
B/.900,000) for Series C bonds. 

 
At December 31, 2020, the accrued interest payable amounted to B/.129,198 (2019: 
B/.140,852). The Trust held interest payable on the Series A bonds amounting to of B/.105,289 
(2019: B/.116,055),  interest payable on Series B bonds for B/.17,534 (2019: B/.18,422) and 
interest payable on Bonds C for B/.6,375 (2019: B/.6,375). 
 

(10) Taxes 
In accordance with Panamanian tax laws, the Trust is not subject to the payment of income tax 
for profits because it exclusively directs, from an office established in Panama, transactions that 
are perfected, consumed and have their effects on the abroad, and consequently, most of its 
income is from a foreign source. In addition, the income from interest on term deposits in trusts 
that operate in Panama is exempt from the payment of income tax. 
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 (11) Transaction with the Fiduciary  
In the ordinary course of business, the Trust has incurred in transactions with its Fiduciary. At 
December 31, 2020, the balances and aggregate results regarding these transactions are 
detailed as follows: 
 

 2020 2019 
 
Bonds payable 5,385,996 5,798,530 
Interest payable      21,897      22,807 
Accounts payable 1,961,386 1,501,216 
Interest expense on bonds     355,510    387,208 
Commissions     866,804    979,628 

 
(12) Fair Value of Financial Instruments 

The fair value of financial assets and financial liabilities that are traded in active markets are 
based in quoted prices in this markets or quotes from market participants.  For every other 
financial instrument, the Trust determine fair values using other valuation techniques. 
 
For financial instruments that are traded infrequently and have little price information available, 
the fair value is less objective, and its determination requires the use of varying degrees of 
judgment dependent on liquidity, concentration, uncertainty of market factors, assumptions in 
the determination of prices and other risks affecting the specific instrument. 
 
The Trust measures the fair value using the following levels of hierarchy that reflects the 
significance of the inputs used in making the measurements: 

 
• Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities to 

which the Trust may access at the measurement date. 
 

• Level 2: inputs other than quoted prices included within Level 1 that are observable either 
directly (i.e. as prices) or indirectly (i.e. derived from prices). This category includes 
instruments valued using: quoted market prices in active markets for similar instruments; 
quoted prices for identical or similar instruments in markets that are considered less than 
active; or other valuation techniques in which all significant inputs are directly or indirectly 
observable from market data. 

 
• Level 3: inputs that are unobservable. This category includes all instruments for which the 

valuation technique includes inputs not based on observable data and the unobservable 
inputs have a significant effect on the instrument’s valuation. This category includes 
instruments that are valued based on quoted prices for similar instruments for which 
significant unobservable adjustments or assumptions are required to reflect differences 
between the instruments. 

 
Other valuation techniques include net present value and discounted cash flow models, 
comparison with similar instruments for which market observable prices exist and other 
valuation models.  The assumptions and inputs used in valuation techniques include free 
reference rate risk, credit spreads and other assumptions used in estimating discount rates.  
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(12) Fair Value of Financial Instruments, continued 
The objective of a valuation technique it to arrive at a fair value measurement that affects the 
price that would be received to sell the assets or paid to transfer the liability in an orderly 
transaction between market participants at the measurement date. 
 
The following table sets out the fair value of financial instruments not measured at fair value on 
a recurring basis. This table does not include information about the fair value of financial 
instruments when their book value approaches their fair value. 
 

 2020 2019 

 
Carrying 
amount 

Fair  
value 

Carrying 
amount 

Fair  
value 

Financial assets:     
Residential mortgage loans at AC 32,935,010 31,189,871 35,312,310 33,697,149 
 
Financial liabilities:     
Bonds payable at AC 31,437,502 31,553,755 34,391,625 34,684,798 

 
As of December 31, 2020, these instruments are classified as level 3 if the fair value hierarchy, 
based on the inputs and valuation techniques used. The table below describes the valuation 
techniques and inputs data used in fair value measurements of financial instruments not 
measured at fair value classified in level 3: 
 

Financial Instruments Valuation Techniques and Data Used Posts 
 
Residential mortgage loans at AC 

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

Bonds payable at AC The fair value of mortgage loan bonds payable represents the 
discounted cash flow at current market rates. 

 
 

 
(13)  Response to COVID-19 Effect 

During the first months of the year ended December 31, 2020, the Coronavirus (COVID-19) 
outbreak has spread throughout the world, resulting in the closure of production and supply 
chains, in addition to the disruption of trade. international, which could lead to a global economic 
slowdown affecting various industries. The world authorities, including the country where the 
portfolio of residential mortgage loans that are part of the Trust is concentrated, have adopted, 
among other measures, the temporary closure of establishments, in order to preserve the social 
balance, health and life of the population; Among other measures, the travel restriction and 
social isolation through quarantine stand out in common. 
 
In this way, it is hoped to avoid the collapse of health systems and guarantee specialized 
medical care when required, preserving the lives of people who can be cured by being 
adequately assisted. This situation could have adverse effects on the results of operations, the 
financial situation and the liquidity of the Trust. The aforementioned aspects are being 
periodically monitored by the Trustee to take all appropriate measures to minimize the negative 
impacts that may arise from this situation during 2021.  
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(13)  Response to COVID-19 Effect, continued 
As of December 31, 2020, except for some specific cases mentioned below, the impact of 
COVID-19 has not been significant for the Trust. However, during the period after the date of 
the financial statements and up to the date of their issuance, management continues to monitor 
and analyze the effects that the situation is having on its operations and those of its clients. 

 
The Trustee considers that the main factors of the COVID-19 crisis that have an impact on the 
Trust's financial statements, based on the information available and the analyzes carried out to 
date, are those described below: 

 
(a) Risk management 

As disclosed in detail in Note 6, the Trust has management systems that allow it to monitor 
the exposure to different financial risks (credit, liquidity and market risks). 
 
Credit and market risk 
2020, as is natural under this scenario, was impacted by lower economic dynamics and 
by its effects on employment, demand, market behavior and global growth, directly 
affecting the repayment capacity of borrowers of the Trust's residential mortgage portfolio. 
 
The Trust has strengthened the active management of its loan portfolio, aware of its high 
relevance in terms of liquidity and financial soundness. 
 
Liquidity risk 
The liquidity risk has taken on vital importance as a result of the economic conditions 
generated by the pandemic. In this sense, the Trustee monitors the flow of repayments of 
the Trust on a recurring basis so that through it repayments can be made to bondholders 
in compliance with the contractual conditions of the issuance of these debt securities. 
 
Based on the foregoing, management does not foresee that the Trust will present liquidity 
problems to meet its obligations. 

 
Exchange rate risk 
As disclosed in Note 6, the Trust does not have exposures in foreign currencies. 

 
(b) Impairment of financial assets 

The Trust's financial assets that are within the scope of the expected credit losses (ECL) 
model of IFRS 9 (loans receivable) are being recurrently evaluated to incorporate the 
impact of COVID-19 in the measurement of its PCE. Based on the foregoing, the impacts 
are expected to take place mainly in the following aspects: 

 
• Measurement of the ECL over a 12-month horizon ('Stage 1') or during the life of 

the financial asset ('Stage 2 or 3', as appropriate). In cases where a significant 
increase in credit risk (default risk) is identified for financial assets classified in 
'Stage 1', derived from the effects of COVID-19, these will be classified in 'Stage 2 
or 3 ', as appropriate, and their ECL will be measured over your lifetime; Y 
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(13)  Response to COVID-19 Effect, continued 
• The PCE estimate includes: 

− Credit risk, the behavior of which could vary according to the segment 
structure of the Trust's loan portfolio (sources of repayment of the borrowers) 
and how affected they are by the situation, eventually increasing the ECL 
percentages even since the beginning of 2021. 
 

− The estimated loss as a result of the default (loss given the default), which 
could increase taking into account that in some cases there could be a 
decrease in the fair value of the non-financial assets pledged as collateral. 

 
The estimate of the ECL on the Trust's residential mortgage loan portfolio as of 
December 31, 2020 incorporates parameters and inputs considered adequate 
based on the projections arising from forward-looking information, reflecting the 
effects of the public policy decisions implemented in relation to with COVID-19 and 
taking into account the high level of uncertainty regarding the intensity and duration 
of the disruption in the economy. 
 
The estimation of the PCE is based on the best available information obtained, 
considering the geographic area where the Trust's residential mortgage loan 
portfolio is concentrated, incorporates the possible effects on its segmentation, and 
considers prospective information (including macroeconomic information) for the 
evaluation of adverse scenarios as a consequence of the current economic 
situation. 
 
The Trustee will subsequently make the pertinent updates to the estimate of the 
ECL on financial assets, considering the evolution of the COVID-19 pandemic and 
its impacts on macroeconomic conditions, and based on the best available 
information obtained.  

 
(c) Going concern 

The Trustee considers that at the moment the Trust does not present significant difficulties 
that prevent it from continuing as a going concern. 
 
The Trustee, who in turn is the Administrator of the Trust, has for his part implemented 
measures that allow him to continue properly and uninterruptedly executing his functions 
and obligations that support the operating activities of the Trust in accordance with the 
clauses of the prospectus and the contract of administration. 
 
At a financial level, the liquidity of the Trust has been evaluated, in order to verify its 
financial capacity in the projected scenario of the COVID-19 situation and thus ensure 
compliance with its obligations and the preservation of its operations in accordance with 
the clauses of the prospectus. As a result of this evaluation, it was evidenced that the 
Trust has an adequate collection structure that allows it to face the current situation and 
continue operating under the going concern principle. 
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