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External Auditor’s Report

To the members of the Assembly of Representatives and the Directorship of the Latin American
Reserve Fund - FLAR (Fondo Latinoamericano de Reservas)

Opinion

I have audited the accompanying financial statements of Latin American Reserve Fund (hereafter “the
Fund™), which comprise the statement of financial position as of December 31, 2021 and the
corresponding statements of comprehensive income, changes in equity and cash flows for the year
then ended, and the summary of significant accounting policies and other explanatory notes.

In my opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of the Fund as of December 31, 2021, the results of its operations and its cash flows
for the year then ended, in accordance with International Financial Reporting Standards.

Basis for opinion

I conducted my audit in accordance with International Standards on Auditing. My responsibilities under
those standards are further described in the Auditor’s responsibilities for the audit of the financial
statements section of report. | am independent of the Fund, in accordance with the Code of Ethics
Manual for Professional Accountants, together with the ethical requirements that are relevant to my
audit of financial statements, and | have complied with all other applicable ethical responsibilities. |
believe that the audit evidence | have obtained is enough and appropriate to provide a basis for my
opinion.

Responsibilities of Management and Those Charged with Governance for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with International Financial Reporting Standards, to design, implement and maintain 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, to select and
apply the final accounting policies; and, to establish reasonable accounting estimates in the
circumstances.

In preparing the financial statements, management is responsible for assessing the Fund 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 management either intends to liquidate the Fund or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Fund s financial reporting process.
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Auditors’ Responsibility for the Audit of the Financial Statements

My objective is 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 auditor’'s 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 International Auditing Standards 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 International Auditing Standards. | exercise professional
judgment and maintain professional skepticism throughout the audit, I also:

e |dentify 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.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

e Conclude on the appropriateness of management’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 Fund'’s ability to
continue as a going concern. If | conclude that a material uncertainty exists, I am required to
draw attention in our auditor’s report to the related disclosures in the financial statements or,
if such disclosures are inadequate, to modify my opinion. The conclusions are based on the
audit evidence obtained up to the date of our auditor’s report. However, future events or
conditions may cause the Fund to cease to continue as a going concern.

e 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.

| communicated those responsible for the governance of the Fund, among other matters, the planned

scope and timing of the audit, significant audit findings, including any significant deficiencies in internal
control identified during the audit.

A member firm of Ernst & Young Global Limited
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Other Matters

| have audited the financial statements under International Financial Information Standards of the Latin
American Reserve Fund as of December 31, 2020, which are part of the comparative information of
the accompanying financial statements. They were audited in accordance with international auditing
standards, on which | expressed my unqualified opinion on February 24th, 2021.

Indeperdent Auditor
Professional Card 63486-T
Designated by Ernst & Young Audit S.A.S. TR- 530

Bogotd D.C., Colombia
March 8th, 2022.

A member firm of Ernst & Young Global Limited -3-
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LATIN AMERICAN RESERVE FUND - FLAR

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2021
(IN DOLLARS OF THE UNITED STATES OF AMERICA)

1. ORGANIZATION AND OPERATIONS

Latin American Reserve Fund (FLAR) is the organization established under public
international law, which replaced the Andean Reserve Fund (FAR) established in
1978. In 1988, the "Agreement for the Establishment of the Latin American
Reserve Fund" (Constitutive Agreement) replaced the treaty by which the FAR
was established.

The following are the main objectives of FLAR:

a) To support the balance of payments of member countries by granting credits
and guaranteeing loans for third parties.

b) To contribute to the harmonization of exchange rate, monetary and financial
policies of member countries.

c) To improve the investment status of international reserves held by member
countries.

Moreover, FLAR receives demand and term deposits from Latin American
multilateral organizations, central banks and public institutions of member
countries and public institutions of hon-member countries in the region.

In addition, FLAR provides asset management, custody and compliance services
to central banks and public institutions in member countries.

For the fulfillment of its purposes, Latin American Reserve Fund (FLAR) enjoys
immunity of its properties and other assets and all deposits and other resources
entrusted to FLAR, whether they consist of liabilities, represent patrimony or are
the product of fiduciary operations, with respect to any form of forced seizure in
the territory of its member states that may alter the FLAR’s dominion of FLAR
over such assets and liabilities, by effect of administrative actions of any of the
member countries and with respect to restrictions, regulations and control
measures or moratoriums established by them.

FLAR has its headquarters in the city of Bogota D.C., Republic of Colombia and
may establish branches, agencies or representations in any other city of the
member countries or outside them, if so agreed by the Board of Directors. To
date, FLAR has no agencies or branches.

FLAR's business model is based on the fact that, it is a multilateral financial
organization, whose main objective is to provide counter-cyclical financial
assistance to its members, which are sovereign states.

As far as the obligations of member countries to FLAR are concerned, they have
always given de facto Preferred Creditor Treatment to FLAR, PCT here in after.
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LATIN AMERICAN RESERVE FUND - FLAR

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2021
(IN DOLLARS OF THE UNITED STATES OF AMERICA)

1. ORGANIZATION AND OPERATIONS (CONTINUED)

In line with the above, FLAR expects its members to continue paying their
credits, even when they are in arrears with other creditors, and, in the
exceptional case that they fall behind in their obligations to FLAR, the amounts
owed are expected to be substantially recovered.

This is consistent with what has been observed in other multilateral financial
organizations, where expected and experienced credit losses also differ
significantly from those of commercial banks. FLAR's impairment model is
aligned with its nature as a multilateral international financial organization and
its institutional objectives.

FLAR is financing by its own capital, which is paid-in by members, demand
deposits from central banks and other official institutions, and debt issued in the
capital markets. Its income is derived primarily from interest income and fees
on loans to member countries, interest and capital gains on investment
portfolios, income from brokerage activities, and fees for asset management and
portfolio custody services provided to central banks and public institutions.

On July 12, 2021, the Assembly of Representatives approved the creation of a
complementary linkage mechanism to FLAR, establishing a membership
category called "associate central bank".

Thus, the new members of FLAR may be of two categories: i) the current option
of full members, for countries that adhere to the constitutive agreement, and ii)
the modality of associate central banks, through a linkage agreement approved
by the Board of Directors and the Assembly of Representatives of FLAR.

Currently, the full member countries of FLAR are Bolivia, Colombia, Costa Rica,
Ecuador, Peru, Paraguay, Uruguay and Venezuela.

2. BASIS OF PREPARATION

The financial statements have been prepared on a going concern basis and it is
expected that FLAR will continue its activity for the foreseeable future. The basis
of presentation is historical cost, except for marketable financial assets and
derivative financial instruments, which are measured at fair value.

The accounting basis is the accrual basis of accounting, except for the
preparation of the statement of cash flows.

2.1, COVID-19 Impacts

The world is currently being affected by the pandemic related to the COVID-19
virus. In an effort to contain the spread of the virus, authorities around the world
have implemented various preventive and protective measures, including
closures, which have significantly disrupted economic activity.

-9-
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LATIN AMERICAN RESERVE FUND - FLAR

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2021
(IN DOLLARS OF THE UNITED STATES OF AMERICA)

2.1. COVID-19 Impacts (continued)

While there is still significant uncertainty about the duration and economic
impact of this pandemic, economies around the world have seen their gross
domestic product levels affected and their indebtedness increased due to
reduced revenues and fiscal stimulus measures. The outbreak has increased
volatility in global financial markets.

FLAR's investment portfolio has a conservative profile and is composed primarily
of short-term, investment grade fixed income securities in U.S. dollars. This type
of investment tends to benefit in periods of increased risk aversion, and more
recently, central bank measures in developed economies to provide liquidity to
the markets have largely favored their performance, so that, to date, no
elements have been identified that would warrant revising the expected loss
model for investments in treasury portfolios.

In the foreseeable future, the treasury portfolio is expected to generate lower
yields because of the effect of the increase in market interest rates compared to
the previous two years. Additionally, given the uncertainty about the economic
effects of the pandemic, it cannot be ruled out that in the future there may be
periods of increased credit spreads or higher than expected market increases in
interest rates, which would affect the performance of the treasury portfolios.

FLAR is a multilateral entity whose role is to be a counter-cyclical lender.
Throughout its more than 40-year history, FLAR has been treated as a de facto
preferred creditor by its members, which have made payments to FLAR even
when they have defaulted on their claims on other creditors.

This situation is not expected to change in the near future, so no changes have
been made to the expected credit loss model for loans.

Given the exceptional circumstances created by the COVID-19 pandemic, FLAR
may face increased demand for credit to support its members' balance of
payments. To prepare for this scenario, the Board of directors approved an
increase in FLAR's long- term leverage capacity from 65% to 162% of paid-in
capital.

On the operational front, during 2021 and part of 2020, FLAR staff members
have been working remotely and there has been no material impact on
operations. To support business continuity, critical processes (those where the
absence of key personnel could affect daily operations) have been reviewed and
contingency plans have been determined.

Protocols have also been established to preserve the health and well-being of
employees at home and also in the few instances when they must interact in
person. Management continues to closely monitor the evolution of the pandemic
and will act accordingly, considering the safety of employees and continuity of
operations.

-10-
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LATIN AMERICAN RESERVE FUND - FLAR

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2021
(IN DOLLARS OF THE UNITED STATES OF AMERICA)

2.2. Basis of presentation and statement of compliance

The comparative financial statements of FLAR as of December 31, 2021, have
been prepared in accordance with International Financial Reporting Standards
IFRS, issued by the International Accounting Standards Board IASB.

Management is responsible for the information contained in these Financial
Statements, fully applying the requirements of IAS 1 Presentation of Financial
Statements.

2.3. Presentation of financial statements

FLAR's annual financial year runs from January 1 to December 31. The audited
financial statements of FLAR as of June 30 and December 31 are presented
semiannually to the Board of Directors, are expressed in U.S. dollars, and
comprise the statement of financial position, statement of comprehensive
income, statement of changes in equity and cash flows.

The statement of financial position is presented in order of liquidity. An analysis
with respect to the settlement or recovery of assets and liabilities within twelve
months after the reporting date is presented in Note 27.5 (table 4).

The statement of comprehensive income is presented considering the nature of
the expense, through a single statement comprising profit or loss for the period
and other comprehensive income.

FLAR prepares the statement of cash flows according to the nature of its
operations under the indirect method. It begins with the presentation of the
profit for the year, classifies the non-cash items that adjust the profit, presents
the flows from operating, investing and financing activities, and finally, discloses
supplementary information to the cash flows related to operations that do not
affect cash.

2.4. Accounting estimates and judgments

The preparation of financial statements requires management to make
judgments, estimates and assumptions that affect the application of accounting
policies and the reported amounts of assets, liabilities, revenues, expenses and
other commitments. Actual results may differ from these estimates.

The most significant estimates and judgements used in the application of
accounting policies relate to the following:

e The assumptions used to calculate the fair value of Level 2 and 3 financial
instruments.

e The valuation of financial assets measured at amortized cost to determine
the existence of impairment losses.

-11-
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LATIN AMERICAN RESERVE FUND - FLAR

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2021
(IN DOLLARS OF THE UNITED STATES OF AMERICA)

2.4. Accounting estimates and judgments (continued)

e The measurement of expected impairment losses on financial assets
measured at amortized cost (loans granted and investments measured at
amortized cost) whose model requires judgment to estimate, among other
variables, cash flows and the significant increase in credit risk, explained in
Note 27 Risk Management.

e The useful life of property and equipment; and

e The assumptions used in the actuarial calculation of the defined benefit plan
liability for three retirees, such as inflation rates, mortality, discount rates
and the consideration of future increases in the income paid by FLAR, are
detailed in Note 17 Other liabilities.

Management considers the above to be its best estimates based on the
information available on the facts analyzed at the date of preparation of the
accompanying financial statements. The estimates and underlying assumptions
are reviewed on an ongoing basis (annually for the closing with the support of
independent external experts for the actuarial calculation and for the fair value
of property and equipment). In case of material changes, their recognition would
be prospective and treated as a change in an accounting estimate in future
financial statements.

2.5. Functional currency and foreign currency transactions

The functional and presentation currency of FLAR is the U.S. dollar. Transactions
in currencies other than U.S. dollars are considered foreign currency and are
presented at the exchange rates in effect at the dates of the transactions. Assets
and liabilities denominated in foreign currencies are translated at the exchange
rate in effect at the date of the Financial Statements.

Net gains or losses on transactions denominated in currencies other than the
U.S. dollar are included in the results of operations for each period. The non-
U.S. dollar exchange rates used in the presentation of the financial statements
are as follows:

Exchange December 31, December 31,

rate 2021 2020
COP/USD 3,981.16 3,432.50
SDR/USD 1.39959 1.44878

2.6. Accrual basis of accounting
Following the principles mentioned in IAS 1, the financial statements have been

prepared on the accrual basis of accounting, except for the preparation of the
statement of cash flows.

-12-
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LATIN AMERICAN RESERVE FUND - FLAR

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2021
(IN DOLLARS OF THE UNITED STATES OF AMERICA)

2.7. Cash flows

FLAR prepares the statement of cash flows according to the nature of its
operations under the indirect method. It begins with the presentation of the
profit for the year, classifies the non-cash items that adjust the profit, presents
the flows from operating, investing and financing activities and, finally, discloses
supplementary information to the cash flows related to operations that do not
affect cash.

2.8. Relative importance and materiality

The recognition and presentation of economic events in the financial statements
are determined according to their materiality or relative importance, which
depends on their nature or magnitude, or both.

Materiality by value (magnitude) refers to the quantification of the significance
of the elements that make up a component of the financial statements or a group
of accounts. Materiality by nature is primarily associated with its qualitative
factors.

FLAR considers a transaction or economic event to be material when its omission
or misstatement, individually or taken together, could influence the economic
decisions made by users of the financial statements.

3. CHANGES IN ACCOUNTING POLICIES

Beginning in 2020, FLAR changed its accounting policy to record investment
transactions on the trade date instead of using the settlement date.

Cash is presented at settlement date and is supplemented by accounts
receivable and payable associated with investments traded at the closing date,
see Note 7- Cash and Note 11 Accounts receivable and payable on purchases
and sales of investments.

3.1. Change in accounting policy on the recording of commissions
and incentives for compliance in FLAR loans

For the year 2021, in order to improve the presentation of commissions and
incentives for compliance on loans granted, a change in their recording and
presentation was determined.

The change consists of maintaining the credit risk commissions received
recorded in liabilities, which only become income for FLAR when the debtor
defaults on its obligations (financial and non-financial) and consequently loses
the right to the performance incentive.

-13-
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LATIN AMERICAN RESERVE FUND - FLAR

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2021
(IN DOLLARS OF THE UNITED STATES OF AMERICA)

3.1. Change in accounting policy on the recording of commissions
and incentives for compliance in FLAR loans (continued)

This change eliminates accounting asymmetries between the income from
commissions that were amortized over the term of the loan in some periods and
the incentive expenses for compliance that were only incurred at a single
moment after maturity and payable for an amount equivalent to the value of the
commissions for credit risk received.

The change is detailed below:

Previous Presentation Current Presentation

Item Debit Credit Debit Credit
Financial income - commissions on
loans granted $ - % 1,048,346 $ - % -
Interest income - net of expected
credit losses on loans granted - 233,553 - -
Financial expenses — Incentive for
compliance with credit granted 5,450,044 - - -
Financial expenses - Change in
accounting policy on commissions
and incentive on credits - - 4,168,145 -
Total effect on results** $ 4,168,145 $ - $ 4,168,145 $ -

** The effect of the change in policy does not represent a material effect on the institution's
results.

4. SIGNIFICANT ACCOUNTING POLICIES

The accounting policies set forth below have been consistently applied under the
IFRS framework on a comprehensive basis for all periods presented by FLAR
unless otherwise stated.

4.1. Financial instruments

FLAR recognizes a financial assets or liabilities, when it becomes an obligor to a
contract, which gives rise to a financial asset or financial liability or an equity
instrument of another entity.

4.2, Initial recognition and measurement

Financial instruments are initially measured at fair value.

Transaction costs directly attributable to the acquisition or issue of financial
assets and liabilities (other than financial assets at fair value through profit or
loss) are added to or deducted from, the fair value of the financial assets or
liabilities, if any, on initial recognition.

When the fair value of financial instruments, on initial recognition, differs from
the transaction price, FLAR records the gain or loss in profit or loss.

-14-
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LATIN AMERICAN RESERVE FUND - FLAR

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2021
(IN DOLLARS OF THE UNITED STATES OF AMERICA)

4.2.1. Date of recognition

Effective January 1, 2020, FLAR changed the method of recording all its
investment transactions, which are recorded on the trade date instead of the
settlement date. The trading operations of financial assets and liabilities are
made in the term generally established by regulation or market convention.

Loans to central banks are recognized on the date on which the funds are
transferred to the accounts of member countries.

4.2.2. Classification and measurement of financial assets and liabilities
FLAR classifies all its financial assets considering two main criteria:

a. Evaluation of the business model: It refers to the way in which the entity
manages its financial assets to generate cash flows and achieve its objectives
through observable facts of the activities it carries out, such as:

e Use of credit lines to its member countries with loans to central banks;

¢ Management of investment portfolios derived from the paid-in capital
contributions of member countries;
Management of short-term intermediation;

e Management of investment portfolios derived from capital market issues;
and

e Management of third-party investment portfolios in which FLAR acts as
trustee.

b. Evaluation of the characteristics of the contractual cash flows of the financial
asset represented Solely Payment of Principal and interest (SPPI). They
mainly correspond to simple debt instruments with determinable dates and
cash flows.

As a result of the evaluation of the above criteria, FLAR classifies financial assets
into the following categories that determine their subsequent measurement:

Amortized cost: financial assets whose purpose is to be held in order to obtain
the contractual cash flows (principal and interest).

Deposit liabilities are recognized at amortized cost using the effective interest
method with effect in income. It is important to note that these operations
(assets and liabilities) are mostly concentrated in a term of less than three
months.

Effective interest rate method: Effective interest method is a technique of

calculating the amortized cost and of allocating the interest income or cost of a
financial instrument over its term.

-15-
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LATIN AMERICAN RESERVE FUND - FLAR

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2021
(IN DOLLARS OF THE UNITED STATES OF AMERICA)

4.2.2. Classification and measurement of financial assets and liabilities
(continued)

The effective interest rate is the rate that discounts estimated future cash flows
(including all fees and basis points paid or received that are an integral part of
the effective interest rate, transaction costs and other premiums or discounts)
through the expected life of the debt instrument or, where appropriate, a shorter
period, to the net carrying amount on initial recognition.

Income is recognized based on the effective interest rate for debt instruments
other than financial assets classified as at fair value through profit or loss.

Fair value through profit or loss (FVTPL): financial assets that are traded in
active markets with the objective of obtaining the profits resulting from the
variation of the market price. In general, a financial asset is classified in this
category if:

i. Itis purchased with the objective of selling it in a short period of time; or

ii. At initial recognition, it is part of a portfolio of identified financial instruments
that FLAR jointly manages, and for which there is a recent actual pattern of
short-term profit taking; or

iii. Itis a derivative thatis not designated and effective as a hedging instrument.

Fair value through other comprehensive income (FVOCI): financial assets
held to collect contractual cash flows and sell them at any time.

Moreover, a financial asset that is not held for trading purposes may be
designated as a financial asset at fair value through profit or loss upon initial
recognition if:

e Such designation eliminates or significantly reduces a valuation or
recognition inconsistency that would otherwise arise;

e The financial asset is part of a group of financial assets, financial liabilities or
both, which is managed and its performance is evaluated on a fair value
basis. This is in accordance with FLAR's documented risk management and
investment strategy, and information on that group is provided internally on
the same basis;

e It is part of a contract containing one or more embedded derivatives and
IFRS 9 - Financial Instruments permits the entire hybrid contract to be
designated as at fair value through profit or loss.

All financial liabilities are subsequently classified and measured at amortized

cost, except for derivative liabilities, which are subsequently measured at fair
value.

-16-
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NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2021
(IN DOLLARS OF THE UNITED STATES OF AMERICA)

4.2.2. Classification and measurement of financial assets and liabilities
(continued)

Financial assets at fair value through profit or loss FVTPL are recorded at fair
value, recognizing in income any gain or loss arising from their revaluation.

The net gain or loss recognized in income includes any dividend or interest
earned on the financial asset and is included in "Gains (losses) on marketable
securities transactions".

The following table summarizes the classification and measurement of financial
assets and liabilities in accordance with the aforementioned categories:

i. Amortized cost, applying the effective interest rate method! and

ii. Fair value through profit or loss, using market prices, whose methodology is
explained in Note 6. Currently, FLAR has no financial assets to be classified
in the category of fair value through other comprehensive income.

Financial instrument Value category Note
Cash in banks Amortized cost 7
Deposits in commercial banks Amortized cost 8
Investment portfolio held for trading Fair value through profit or loss 8
Portfolio of investments in fixed Amortized cost 8
income at a discount
Holdings of Special Drawing Rights Fair value through profit or loss 9
SDR (a)
Derivatives Fair value through profit or loss 10
Accounts receivable and payable on Fair value through profit or loss 11
sale and purchase of investments
Loans to member central banks Amortized cost 12
Deposits from central banks and Amortized cost 15

other institutions

(a) Holdings of Special Drawing Rights - SDRs

FLAR is authorized by the International Monetary Fund (IMF) to acquire, hold
and use Special Drawing Rights (SDR). SDR is an international reserve asset
issued by the IMF to supplement the official reserves of member countries, their
value is based on a basket of 5 currencies (Euro, Japanese Yen, Chinese
Renminbi, British Pound, and US Dollar) and holdings at the IMF are
remunerated at a rate determined by the IMF.

Considering that transactions in SDRs can only occur between authorized holders
and, for the convenience of the reader of the information, SDR holdings are
presented separately from other investments.

1 A method of calculating the amortized cost and of allocating the financial income or cost of a financial instrument
over its term.

-17-
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NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2021
(IN DOLLARS OF THE UNITED STATES OF AMERICA)

4.2.3 Derivative instruments and hedging transactions

FLAR's investment guidelines, contained in Agreement No. 324 of April 30, 2005
and its amendments, allow the use of interest rate swaps, bonds and interest
rates futures contracts and foreign exchange forwards for the management of
its investment portfolios, within the market and counterparty risk limits
established in the same document.

FLAR conducts these transactions using exchange-traded futures and over the
counter transactions with financial institutions with a long-term credit rating
equal to or higher than any of the following: Standard & Poor's A-, Moody's
A3and Fitch A-.

The general purpose of the derivative financial instruments in effect is to hedge
risks of the international reserves investment portfolio and to improve the
portfolio's performance. FLAR does not designate derivatives to hedge specific
assets for accounting purposes and does not apply hedge accounting. Therefore,
on the date on which it trades derivatives, it maintains them as marketable
assets at fair value and recognizes changes in their market value in the income
statement.

They are recorded as financial assets when their fair value generates rights and
as financial liabilities when their fair value generates an obligation.

4.2.4 Impairment of financial assets

At the end of each reporting period, financial assets other than financial assets
at fair value through profit or loss, such as: active deposits, securities at
amortized cost and loans granted, are tested for impairment.

For financial assets (deposits and securities) carried at amortized cost, the
amount of the impairment loss is recognized as the difference between the
asset's carrying amount and the present value of future cash flows, discounted
at the effective interest rate of financial asset.

For loans granted, FLAR developed the accounting impairment model under IFRS
9, considering the usual practices of similar multilateral organizations and the
de facto PCT that sovereigns give to these organizations.

The latter refers to the fact that sovereigns traditionally continue to pay their
financial obligations to multilaterals, even when they have defaulted to private
sector creditors. In addition, in cases where sovereigns have arrears with
multilaterals, they generally settle them before those with private sector
creditors.

The de facto PCT has been vitally important to the fact that multilaterals have
historically experienced lower default rates and higher recovery rates than
commercial lenders have on their sovereign exposures.
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4.2.4 Impairment of financial assets (continued)

Financial assets other than financial assets at fair value through profit or loss
are tested for impairment at the end of each reporting period. Some of these
are: loans granted to country members, commercial time deposits and securities
at amortized cost.

For financial instruments carried at amortized cost, the amount of the
impairment loss is recognized as the difference between the asset's carrying
amount and the present value of future cash flows, discounted at the financial
asset's effective interest rate.

In FLAR, the application of the impairment requirements of IFRS 9 is based on
the context of the nature of FLAR's financing and its unique institutional
situation:

e The de facto PCT, which has been tested several times during the more than
40 years of its existence.

e The unique relationship that FLAR has with its member countries, which is
based on the principle of cooperation. All members have paid-in capital in
FLAR.

e FLAR monitoring of borrowers' economies to review their reasonable
repayment capacity.

One of FLAR's special features is the Board's authority to approve the repayment
of a portion of the paid-in capital to a member country when it has operations in
arrears for more than 180 days and meets at least one of the following indicators
at the date of Board’s evaluation:

i) A cumulative fall in real gross domestic product of more than 30% in the last
three years and/or

ii) An annual inflation rate of more than 100% in the last three years.

The aforementioned power of the Board of Directors was granted by the
Assembly of Representatives in a General Capital Refund Policy approved by
Resolution 213 of 2020.

Once the repayment has been made, there is an offsetting of the reciprocal
obligations between FLAR (repayment of a portion of the paid-in capital) and the
member (repayment of the loan).

In addition to this General Policy, FLAR Regulations provide that the profits for

each financial year that FLAR is required to pay to its member countries may be
offset against any overdue obligations that any of them may have with FLAR.
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4.2.4 Impairment of financial assets (continued)

In both cases, the obligations are settled on a net amount, thus acting as
collateral or as a subsequent financial covenant when the situation so requires.

Therefore, the expected credit loss model reflects that FLAR's credit exposure is
significantly lower than the sovereign risk to which a commercial entity would
be exposed.

The stages of impairment defined by FLAR for loans granted and securities at
amortized cost are presented below:

Stage 1 - Assets with no signs of impairment in their credit quality. To this
category belong the loans granted that are up to date or have a delinquency or
arrears of up to 180 days and the investments that are up to date or have a
delinquency or arrears that do not exceed the grace period contained in the
prospectus and, in its absence, up to 30 days. In this case, the provision is made
for expected losses in a 12-month horizon.

Additionally, accrued interest is recognized in accordance with the terms of the
loan or investment.

Stage 2 - Assets with a significant decrease in their credit quality. The conditions
for classification depend on the asset class as follows:

e Loans granted: A loan falls into this category when it is in arrears for more
than 180 days or when default is contractually declared, whichever occurs
first. In this case, and as of that moment, a provision is made for expected
losses, evaluated for the next 12 months, corresponding to 10% of the
balance of the debt. Given the nature of the loans that FLAR makes to its
member countries and the relationship it has with them, it is expected that
the loans will be repaid, even if they are more than 180 days in arrears.

e Investments: An investment falls into this category when it presents delay
exceeding the grace period (as per the prospectus) or a delay of more than
30 days if it has no grace period. In this case, the provision is made in the
default category, assuming an expected recovery rate of 55%. At this point,
the investment guidelines establish that when an investment ceases to
comply with the policies, there is a 30-day term to liquidate it, so the
investments would be classified in this stage if it were not possible (or not
deemed convenient) to liquidate them in that window of time.

Stage 3 - Assets with objective evidence of impairment. As in the previous
stage, the conditions for classification depend on the type of asset, as follows:
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4.2.4 Impairment of financial assets (continued)

e Loans granted: Given FLAR's de facto preferred creditor status PCT and the
nature of the debtors, a loan would be classified at this stage upon discussion
and instruction of the Board of Directors. In this case, a provision would be
made for expected credit losses, up to 100% of the total balance of the debt
or the percentage established by the Board of Directors given its evaluation
of the estimated loss, without derecognizing the financial instrument in any
case.

e Investments: An investment enters this status if the debtor avails itself of
the bankruptcy laws of its jurisdiction. In this case, the provision is made in
default category, assuming an expected recovery rate of 55% or higher as
determined in the liquidation process.

Subsequent recoveries of the recorded amounts of the provision are reversed
up to their initial value. Changes in the value of the provision are recognized
directly in profit or loss for the period.

For financial assets measured at amortized cost, if, in a subsequent period, the
amount of the impairment loss decreases, and that decrease can be related
objectively to an event occurring after the impairment was recognized. The
previously recognized impairment loss is reversed through profit or loss to the
extent that the carrying amount of the investment at the date the impairment
was reversed does not exceed the amortized cost, that would have been had the
impairment not been recognized.

FLAR has determined that there is no indication of impairment in addition to the
expected loss allowance that requires disclosure and recording in its Financial
Statements as of December 31, 2021.

4.2.5 Derecognition of financial assets and liabilities

FLAR derecognizes a financial asset when the contractual rights to the cash flows
from the financial asset expire or when the risks and rewards of ownership of
the financial asset are substantially transferred.

FLAR recognizes its interest in the asset and the associated obligation for the
amounts it would have to pay, if FLAR neither transfer or retains substantially
all the risks and rewards of ownership and continues to retain control of the
transferred asset.

FLAR continues to recognize the financial asset and recognizes an obligation for

the resources received, if FLAR retains substantially all the risks and rewards of
ownership of a transferred financial asset.
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4.2.6 Derecognition of financial assets and liabilities (continued)

i.  On derecognition of a financial asset in its entirety, the difference between
the carrying amount of the asset and the sum of the consideration received
and receivable and the cumulative gain or loss that has been recognized in
other comprehensive income and retained earnings is recognized in profit or
loss.

ii.  On derecognition of a financial asset other than in its entirety (for example,
when FLAR retains an option to repurchase part of a transferred asset). FLAR
allocates the previous carrying amount of the financial asset between the
party it continues to recognize by virtue of its continuing involvement and
the party it no longer recognizes based on the relative fair values of those
parties at the date of transfer.

A financial liability is derecognized in the statement of financial position when:
i. The obligation has been paid or cancelled, or has expired.

ii. There is an exchange between a lender and a borrower of debt instruments
with substantially different terms, in which case it is accounted for as a
cancellation of the original financial liability and a new financial liability is
recognized.

iii.  There are substantial modifications to the current conditions of an existing
financial liability or part of it, which will be accounted for as a cancellation of
the original financial liability and a new financial liability will be recognized.

4.2.7 Financing instruments

Andean Pesos - By means of Agreement No. 83 of the Board of Directors of
FLAR dated December 17, 1984, FLAR was authorized to issue bonds
denominated in Andean Pesos for a value of PA $80,000,000. One Andean Peso
(PA) shall have a value equivalent to one United States dollar.

In addition to the central banks of the member countries and FLAR, the Board
of the Cartagena Agreement (JUNAC), the Development Bank of Latin America
(CAF), the Andean Parliament, the Central Bank of Chile and the Central Bank
of Argentina are authorized holders of Andean Pesos.

The list of holders of Andean Pesos was expanded with the approval of the Board
of Directors of FLAR, by means of Agreement No. 108 of September 20, 1986,
in which other Central Banks or other Latin American institutions different from
those of the sub-region that sign the respective agreement with FLAR were
qualified as authorized holders of Andean Pesos.
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4.2.7 Financing instruments (continued)

The Andean Pesos will be used exclusively to make payments through FLAR
among authorized holders. As of December 31, 2021, and December 31, 2020,
there are no outstanding balances of Andean Pesos.

FLAR Treasury Notes - By Resolution No. 100 of March 12, 1986, the Board
of Directors of FLAR authorized the issuance of short-term obligations
denominated "FLAR Treasury Notes" to be offered to central banks and other
institutions. As of December 31, 2021, and December 31, 2020, there are no
FLAR treasury notes outstanding.

4.3. Property and equipment

FLAR's fixed assets are presented in the Financial Statements at historical cost
less accumulated depreciation. For the category of real state, accumulated
impairment losses are presented in other comprehensive income.

Depreciation is recognized to write off the cost of assets over their useful lives
using the straight-line method. The estimated useful life, residual value and
depreciation method are reviewed at the end of each year, and the effect of any
change in the recorded estimate is recognized on a prospective basis.
Depreciation is calculated using the straight-line method, based on the probable
useful lives of the assets at annual rates.

Category Useful Life %
According to appraisal

Real state (75 years remaining as of 1.2

31/12/2021)

Systems equipment 3 years 33.0

Office equipment 10 years 10.0

Furniture and furnishings 10 years 10.0

Vehicles 5 years 20.0

FLAR's subsequent measurement policy for the real estate category is the
revalued cost model and for the other categories of fixed assets, the cost model.
FLAR performs annually the evaluation of the fair value of its fixed assets with
the support of an independent specialized firm.

During 2021, because of the periodic evaluation of the fair value of the property,
it was determined that the real state presents a surplus in its fair value. Applying
the revalued cost model, the value adjustment was made in other
comprehensive income. For further details, see Note 13 Property and equipment,
net.
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4.3. Property and equipment (continued)

An item of property and equipment is derecognized when ownership is
transferred or when no future economic benefits are expected to arise from the
continued use of the asset. The gain or loss arising on the sale or retirement of
an item of property and equipment is calculated as the difference between the
proceeds received from the sale and the carrying amount of the asset, and is
recognized in profit or loss. See Note 13 Property and equipment, net.

4.4. Intangible assets

FLAR currently has no intangible assets; all licenses and software acquired by
FLAR are recognized directly in income for the period.

4.5. Employee Benefits

FLAR recognizes as employee benefits all considerations originated in formal
plans or agreements, legal requirements or non-formalized practices that
generate implicit obligations, granted in exchange for services rendered by
employees or severance indemnity. Benefits comprise all remuneration paid
directly to employees or their beneficiaries or dependents or through third
parties, which may be settled through cash payments or the provision of goods
and services (non-monetary benefits).

4.5.1 Short-term benefits

In general, short-term benefits are recognized at the gross amount in the
period's expense accounts when FLAR consumes the economic benefit arising
from the service rendered by the employee, unless another IFRS requires or
permits their inclusion as a cost of an asset.

When the corresponding payment has not been made to the employee, FLAR
periodically causes the corresponding amounts in the liability accounts, through
provisions; annually it consolidates the benefits pending payment.

For expatriate employees FLAR has contracted with an international insurance
company for pension savings and a policy that covers disability and death risks.

4.5.2 Post-employment benefits

FLAR currently has two defined benefit plans: (i) a pension plan for three former
employees and (ii) a health plan for two of those former employees, whose
obligations are determined by the present value of future payments due, using
the projected unit credit method, with actuarial valuations performed at the end
of each annual reporting period.
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4.5.2 Post-employment benefits (continued)

The annual updates, which include a review of the demographic and financial
assumptions, performed by an independent actuarial firm, result in changes in
the value of the obligation, the accounting treatment of which is described
below:

i. Present service costs: This is the increase in the present value of the
obligation arising from services rendered by employees in the current period.
Considering that current employees are not beneficiaries of the pension or
health plans, no current service costs arise.

ii. Past service cost: The change in the present value of the obligation for
services rendered by employees in prior periods resulting from a plan
amendment.

iii. Net interest on the obligation: It is the increase produced during the
period in the present value of the obligations, because of the benefits
(pensions and health) being in a period closer to their maturity. It is
determined using the nominal discount rate in effect at the beginning of each
period.

iv. Re-measurements of the obligation: These primarily comprise actuarial
gains and losses arising from: experience adjustments (the effects of
differences between previous actuarial assumptions and actual plan events)
and the effects of changes in actuarial assumptions.

The first three items, together with any gains or losses arising at the time of
settlement of the plans, are recorded in income for the period when constituted.
The new actuarial measurements are recorded in ORI - Other Comprehensive
Income -.

To date, no assets have been designated for the payment of defined benefit plan
obligations.

The fair values of the allowances and the retiree medical plan as of December
31, 2021, and December 31, 2020 were recognized in accordance with the
actuarial calculation performed as of December 31, 2021 by an independent
firm. See Note 17 Other Liabilities.

4.5.3 Long-term benefits
Other long-term benefits are recognized gradually in the results of the period
over the time in which the employee is expected to render the services that will

entitle him/her to them, using a simplified actuarial method. Actuarial gains and
losses arising annually are taken directly to profit or loss for the period.
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4.5.4 Termination Benefits

Termination benefits arise from an entity's decision to terminate employment or
an employee's decision to accept an entity's offer of benefits in exchange for the
termination of the employment contract.

FLAR recognizes an expense and a liability for termination benefits when it
announces the offer and can no longer withdraw it, taking into account the
following criteria:

i. If expected to be settled within 12 months after the annual reporting period,
they are recognized at the agreed value without discount, using short-term
benefit requirements.

ii. If expected to be settled later than 12 months after the annual reporting
period, they are recognized at the present value of the obligation, in
accordance with the requirements for measuring long-term benefits.

As of December 31, 2021, and December 31, 2020, there are no long-term or
termination benefits.

4.5.5 Other financial liabilities

Other - Other financial liabilities correspond mainly to commissions received on
loans granted and interest payable on demand deposits and deposits received.

Accounts payable to suppliers, short-term labor obligations and pension
liabilities for allowances and medical plan of the three retirees are detailed in
note 16 - Other liabilities.

4.5.6 Provisions, contingent assets and liabilities.

The policy related to provisions, contingent assets and contingent liabilities is
framed within the definitions established by IAS 37. FLAR recognizes a provision
when all of the following conditions are met:

i. There is a present obligation, whether legal or implied.

ii. It arises because of a past event.

iii. It is probable that an entity will have to give up resources embodying
economic benefits to settle the obligation.

iv. A reliable estimate of the amount of the obligation can be made.
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4.5.6 Provisions, contingent assets and liabilities.

The following chart helps to define the accounting treatment when analyzing
the probability of an outflow of resources embodying economic benefits:

Resource Analysis
output
Likely The probability that the event will occur is greater
than the probability that it will not occur in the
future
Possible The probability that the event will occur is less than
the probability that it will not occur in the future
Remote Low probability of the event occurring in the future

In the event that no reliable estimate can be made, a

Treatment

Recognition of liabilities
(Allowance)

Disclosure of contingent
liabilities
None

liability cannot be

recognized, an exceptional situation that will give rise to a contingent liability
that will be disclosed in the notes to the financial statements.

4.6. Equity

FLAR's equity consists of subscribed and paid-in capital; institutional reserves;

profit for the year; and other comprehensive income.

4.6.1 Capital

A member may not withdraw, dispose of or pledge its paid-in capital
contributions to the Fund unless it denounces the Articles of Agreement and such
denunciation has taken full effect. In such a case, FLAR shall pay the withdrawin
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