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Management'’s Discussion and Analysis

MANAGEMENT’S DISCUSSION AND
ANALYSIS
June 30, 2011

INTRODUCTION

The resources of the Inter-American DevelopmentkB#me
Bank) consist of the Ordinary Capital, the FundSpecial Op-
erations, the Intermediate Financing Facility Actgpand the
IDB Grant Facility. All financial information proslied in this
Management's Discussion and Analysis refers toBhek's
Ordinary Capital.

This document should be read in conjunction with Bank’s
Information Statement dated March 7, 2011, whiclugtes the
Ordinary Capital financial statements for the yeaded De-
cember 31, 2010. The Bank undertakes no obligatiapdate
any forward-looking statements.

FINANCIAL STATEMENT REPORTING

The financial statements are prepared in accordaiticgiener-
ally accepted accounting principles (GAAP). Theppration of
such financial statements requires management ke msti-
mates and assumptions that affect the reportedtscedan-
agement believes that some of the more signifigacdunting
policies it uses to present the financial resaltcicordance with
GAAP, for example the fair value of financial instients, the
determination of the loan loss allowance, and #terchination
of the projected benefit obligations, costs andiéahstatus as-
sociated with the pension and postretirement deplefis, in-
volve a relatively high degree of judgment and demity and
relate to matters that are inherently uncertain.

Most of the Bank’s borrowings and all swaps, intigdoor-
rowing and lending swaps, are measured at faieviiiough
income. The reported income volatility resultingnfr the non-
trading financial instruments is not fully represdine of the
underlying economics of the transactions as thek Baids
these instruments to maturity. Accordingly, the IBamrcludes
the impact of the fair value adjustments associaiéd these
financial instruments from the regular resultstsfdperations.
The Bank defines Income before Net fair value adfjests on
non-trading portfolios and Board of Governors appdbtrans-
fers' as “Operating Income”. Net fair value adjustmemtsion-
trading portfolios and Board of Governors approtratisfers
are reported separately in the Condensed Statehémtome
and Retained Earnings.

ACCOUNTING DEVELOPMENTS. As described in Note B to
the financial statements, in the first semest@0dfl the Finan-
cial Accounting Standards Board (FASB): (i) proddaddi-
tional guidance to help creditors in determiningethier a re-
structuring constitutes a troubled debt restruntyr(ii) issued
converged fair value measurement guidance expawoeingin
disclosures about fair value measurements; afdiininated

1 . . . .
References to captions in the attached condensategy financial statements and
related notes are identified by the name of theicapbeginning with a capital let-
ter every time they appear in this Management's@sion and Analysis.

the current option to report other comprehensivenre
and its components in the statement of changepiityeby
requiring the presentation of items of net incame other
comprehensive income in one continuous statemeirt or
two separate but consecutive statements. Noneesk th
standards is expected to have a material effettteoBank’s
financial condition or results of operations.

FINANCIAL HIGHLIGHTS

L ENDING OPERATIONS: During the first six months of
2011, the Bank approved 27 loans totaling $1,54Bomi
compared to 43 loans that totaled $2,442 milliorngLthe
same period in 2010. There were two non-tradeecblat
guarantees approved without sovereign counter-giggra
for $40 million (2010 — two for $53 million) and %fade-
related guarantees were issued for a total of $ii@on
(2010 — 52 guarantees issued for a total of $7AN)l

The portfolio of non-sovereign-guaranteed loansedesed

to a level of $3,012 million compared to $3,224liomil at
December 31, 2010. The non-sovereign guarantegs exp
sure increased $23 million to $694 million compared
$671 million the previous year. As of June 30, 2Bl8%

of the outstanding loans and guarantees expos@@ara
sovereign-guaranteed, compared to 6.1% at DeceBiber
2010.

For 2011, the Board of Executive Directors approged
lending spread of 0.80%, a credit commission &% 2nd
no supervision and inspection fee, compared todirlg
spread of 0.95%, a credit commission of 0.25% anduA
pervision and inspection fee in 2010.

BORROWING OPERATIONS; During the first six months
of the year, the Bank issued bonds for a total d&aeunt of
$1,098 million (2010 — $9,807 million) that genetht
proceeds of $1,098 million (2010 — $8,902 million),
representing decreases of $8,709 million and $7r804
lion, respectively, compared to the same periotyiear.
The average life of new issues was 3.7 years (2082
years). The decrease in borrowing operations waslyma
due to the positive impact on the Bank’s liquidéyels of
the conversion to United States dollars of $288lbn in
December 2010 of non-borrowing member currency-hold
ings subject to maintenance of value and lower debt
demptions.

FINANCIAL RESUL TS: Operating Income during the first
six months of 2011 was $628 million, compared t8556
million for the same period last year, a decread$so mil-
lion. This decrease was mainly due to lower netstment
gains of $98 million and an increase in net noerett ex-
pense of $23 million, partially offset by a deceeas the
provision for loan and guarantee losses of $6amill

During the six months ended June 30, 2011, théngad
investments portfolio experienced net mark-to-ntagkéns
of $159 million, compared to $262 million experiedc
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during the six months ended June 30, 2010. Thingranlest-
ments portfolio’s net interest income, which exelsidealized
and unrealized investment gains and losses, addethé of
$30 million during the first six months of the yeampared to
$35 million during the same period in 2010.

With the election of the fair value option for dstantial num-
ber of the borrowings in 2008, the changes invaiue of the
borrowing swaps are significantly offset by therdes in fair
value of the associated borrowings. However, incoatatility
still results from changes in the Bank’s crediespls and swap
basis spreads, which affect the valuation of bdrgsvand
swaps, respectively, changes in fair value of gqgitration
swaps, and the changes in fair value of lendingpswahe
changes in fair value of lending swaps are notbffy corres-
ponding changes in fair value of loans, as allBhek’s loans
are recorded at amortized cost. To reduce the iacaiatility
resulting from these financial instruments, effectlanuary 1,
2011, the Bank modified its borrowing fair valudiop policy,
addressing income volatility on a financial instents portfolio
basis rather than on an instrument-by-instrumesis bilet fair
value adjustments on non-trading portfolios for shemonths
ended June 30, 2011 amounted to a loss of $188mitiom-
pared to a loss of $777 million for the same pelést year.
Fair value losses on lending swaps of $104 milliod losses
associated with changes in the Bank’s credit spreadhe bor-
rowing portfolio (approximately $127 million), wergartially
offset by gains on equity duration swaps of $4lionil (See
Note | to the Condensed Quarterly Financial Stat¢snéor
further discussion on changes in fair value ontrading port-
folios).

Currently, member countries are voting to apprbea¢so-
lution authorizing increases in the Bank’s Ordin@gpital.
Voting is to close by October 31, 2011, thoughBbard of
Executive Directors has the authority to extencitredline,
if necessary. The resolution provides that the Bazdpital
increase would be fully implemented through 20%5the
corresponding authorities in each of its membentias
appropriate the necessary funds.

Despite the increased lending in response to thgabfi-
nancial crisis, the Bank’s capital adequacy pasit@mains
strong, as determined by its capital adequacy ypolibe
capital adequacy framework provides rules that atipbe
determination of capital requirements for credd amarket
risk, as well as operational risk.

The Total Equity-to-Loans Ratio (TELR) at June 2011
was 33.7% compared to 33.4% at the end of last($esr
Table 1).

ASSET AND LIABILITY MANAGEMENT: In 2010, the
Board of Executive Directors approved the convargib
approximately $3,200 million of non-borrowing membe
country currency holdings subject to maintenanceahfe
to United States dollars. Conversions were cawigdin
December 2010 and May 2011. Settlement of these
amounts would be made upon consultation with eaah-m
ber country subject to the terms of the Bank’s &hafs a
result, during the second quarter of 2011, the Baeke
payments of $243 million to non-borrowing membeaureo
tries as settlement of maintenance of value oliggt

CAPITALIZATION: TO enhance the Bank’s financial capacity As part of the asset/liability management poli¢grtsg in

following its response to the global economic syiie Board
of Governors, on July 21, 2010, agreed to vote &noposed
Resolution that would provide for the ninth genématease in
the Bank’s Ordinary Capital resources of $70,00Miomithat

would be subscribed to by Bank members in five ahmi

stallments, starting in 2011. Of this amount, $Q,Taillion

would be in the form of paid-in ordinary capitabcit and the
remainder would represent callable capital stock.

2010 it has been the Bank’s policy to convert al-b/'S
dollar equity to United States dollars; as a reselt curren-
cy translation adjustments have been substantediyced

to a level of$1 million net losses in the first semester of
2011, compared to net losses of $55 million for dame
period in 2010.
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Box 1: Selected Financial Data

Lending Summary

1)
Loans and guarantees appro\
Undisbursed portion of approved loans
Gross loan disbursements

Net loan disbursemen®

Income Statement Data
Operating income
Net fair value adjustments on non-trading portfaslio
Board of Governors approved transfers
Net income (loss)

Returns and Costs, after swaps
Return on average loans outstanding

Return on average liquid investmen™®

Balance Sheet Data
Cash and investments-nw, after swap
Loans outstandinés)

Borrowings outstandinéa), after swaps
Equity

Total Equity ")_to-Loans ® Ratio

Average cost of borrowings outstanding during thezipd

(Amounts expressed in millions of United States dtdrs)

Six months ende: Year endec
June 30 December 31
2011 2010 2010
$ 1,582 $ 2,49t $ 12,13¢
20,834 21,129 22,357
2,728 2,413 10,341
368 178 4,742
$ 628 $ 685 $ 1,252
(188) (777) (850)
(200) - (72)
240 (92) 330
2.80% 3.16% 3.12%
2.64% 3.85% 3.37%
0.83% 0.96% 0.96%
June 30, December 31,
2011 2010 2010
$ 13,75¢ $ 20,01¢ $ 16,58t
63,533 58,219 63,007
55,284 57,277 57,874
21,199 20,526 20,960
33.7% 35.2% 33.4%

&

(2

@

Geometrically-linked time-weighted returns.
(4

G

$655 million as of December 31, 2010.
®) Net of premium/discount.

® Includes loans outstanding and net guarantee expos

Excludes guarantees issued under the Trade Fatédn Program.
Includes gross loan disbursements less principphy ments.

Net of Payable for investment securities purclitaaed cash collateral received and receivable fieestment securities sold.
Excludes lending swaps in a net liability positiof $878 million as of June 30, 2011 (2010 - $88#lion) and

M Total Equity" is defined as Paid-in capital stodketained earnings and the allowances for loan g@natantee losses, minus
borrowing countries' local currency cash baks, net receivable from members (but not net péy &b members) and the
cumulative effects of Net fair value adjustm®mn non-trading portfolios.

CAPITAL ADEQUACY

The capital adequacy framework consists of a politgapi-
tal adequacy and systems that support the deteionirat
capital requirements for credit and market riskbath the
Bank’s lending and treasury operations. In additiba poli-
cy includes capital requirements for operatiorsl. ri

The capital adequacy policy allows the Bank to meathe
inherent risk in its loan portfolio due to the dtepiality of its
borrowers and the concentration of its loans, anchake
flexible adjustments to changing market conditidecific
risk limits in terms of capital requirements foréstments

and derivatives are included that enable Managetnete-
sign more efficient funding and investment stratedollow-
ing the risk tolerance established by the BoarBbafcutive
Directors. As determined under the policy, the Banbell
capitalized.

Table 1 presents the composition of the TELR akiné 30,
2011 and December 31, 2010. It shows that the TEBER
creased from 33.4% to 33.7% mainly due to an iserdéa
Total Equity, partially compensated by higher loantstand-
ing and net guarantee exposure.
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Table 1: TOTAL EQUITY-TO-LOANS RATIO
(Amounts expressed in millions of United States dairs)

June 30, December 31,
2011 2010
Equity
Paid-in capital STOCK. ..........evvvviriiiiiiiiiiiiiiii $ 4,339 $ 4,339
Retained earnings:
Generalresernv®) ... 14,294 14,055
Special reSerV ) e 2,566 2,566
21,199 20,960
Plus:
Allowances for loan and guarantee losses................... 149 172
Minus:
Borrowing countries' local currency cash balances....... 132 13€
Net receivable frommembers.............c.ocoovviiiiiiinniennnnn, 53
Cumulative net fair value adjustments on non-trgdin
POIOlIOS ... (509) (322)
TOtAl EQUILY - $ 21,672 $ 21,318
Loans outstanding and net guarantee exposure.................. $ 64,279 $ 63,731
Total Equity-t0-Loans Ratio...........cvveeiivviiiiieeiiiiiiiieeeeeenie, 33.7% 33.4%

@ Includes Accumulated other comprehensive income.

CONDENSED BALANCE SHEET

INVESTMENT PORTFOL/0. The Bank’s investment portfo-

L 0AN PorTFOLIO. The Bank offers loans and guarantees lio is mostly comprised of highly-rated debt setisi and

to its borrowing member countries to help meet thevel-
opment needs. In addition, under certain conditaorgs sub-
ject to certain limits, the Bank may make loans gudran-
tees without a sovereign guarantee (i) in all esdocectors,
and (ii) directly to private sector or sub-natiosalities carry-
ing out projects in borrowing member countries. Bamk
also lends to other development institutions witlsowereign
guarantee. Non-sovereign guaranteed operatiocsiaently
capped to an amount such that risk capital reqeinésrfor
such operations do not exceed 20% of Total Eliity

The loan portfolio is the Bank’s principal earniagset of
which, at June 30, 2011, 95% was sovereign-guachnie

June 30, 2011, the total volume of outstandingdoans
$63,533 million, compared with $63,007 million &sD®-

cember 31, 2010. The increase in the loan portiadie most-
ly due to a higher level of loan disbursements7@2,mil-

lion) than collections ($2,360 million), and positicurrency
translation adjustments ($157 million).

As of June 30, 2011, 5.8% of the outstanding |l@alsguar-
antees exposure was non-sovereign-guaranteed @iripar
6.1% at December 31, 2010. The non-sovereign gean
loan portfolio totaled $3,012 million, compared $8,224
million as of December 31, 2010.

2As, of March 31, 2011, the date of the latest qugrteport to the Board of Executive
Directors, the risk capital requirements of noneseign-guaranteed operations was
$1,077 million, or 5% of Total Equity.

3Effective January 1, 2013, limitations on non-seigr-guaranteed operations will be
established by the Board of Executive Directorshjest to the Bank's Non-
Sovereign-Guaranteed Business Plan and capitaladgqolicy.

bank deposits. Its volume is maintained at a Iswfficient to
ensure that adequate resources are available tofuhae
cash flow needs. Net investment levels, after sweps
creased $2,749 million during the first six monti2011,
mainly resulting from net cash outflows from boriogs
($3,073 million), net loan disbursements ($368iom), and
payments of maintenance of value to members ($243 m
lion), partially offset by net cash inflows fromespting ac-
tivities ($558 million), mark-to-market gains ($188llion),
and positive currency translation adjustments ($ilibn).

BorROWING PORTFoOL0: The portfolio of borrowings is
mostly comprised of medium- and long-term debtedhidi-
rectly in capital markets. Borrowings outstandirafter
swaps, decreased $2,590 million compared with Deeem
31, 2010, primarily due to a smaller amount of nwow-
ings than maturities ($3,073 million) and a netrelese in the
fair value of borrowings and related swaps ($37ianj,
partially offset by the accretion of discount onrrbaings
($289 million), and currency translation adjustrae®230
million).

EourTy: Equity at June 30, 2011 was $21,199 million, an
increase of $239 million from December 31, 201fectng
the net income of the period.

RESULTS OF OPERATIONS

Table 2 shows a breakdown of Operating IncometHeosix
months ended June 30, 2011, Operating Income w2& $6
million compared to $685 million for the same périast
year, a decrease of $57 million. This decreasenweadly due

to lower net investment gains and an increase rirmerest
expense, partially offset by a decrease in theigoowv for
loan and guarantee losses.
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The Bank had net interest income of $710 milliorirduthe
first semester of 2011, compared to $707 milliortie same
period last year. The increase was substantiaéiytala slight
net reduction of net interest income from loanse TEmding
spread on most of the Bank’s loans decreased fré&3€in
2010 to 0.80% in 2011, which was partially comptatsay
an increase in the average loan balance of $4,1EnThe

effect of this decrease was offset by an increatigeiincome
contribution of the portion of the portfolio fundedth equity.

The Bank's trading investments portfolio contriduteet
mark-to-market gains of $159 million during the ipey
compared to $262 million for the same period inRG@Lde-
crease of $103 million, mostly due to a slowdowithi re-
covery of the financial markets.

Table 2: OPERATING INCOME
(Expressedin millions of United States dollars)

Loan interest income
Investment interest income
Otherinterest income

Less:
Borrowing expenses

Net interest income

Otherloan income
Net investment gains
Other expenses:

(Credit) provision forloan and guarantee losses

Net non-interest expense
Total

Operating Income

The average interest-earning asset and interastdpdiabili-
ty portfolios, after swaps, and the respectiveniiied returns
and costs for the six months ended June 30, 201 2Gi0
and the year ended December 31, 2010 are shovabia 3.

Six months ended

June 30,
2011 2010
$ 845 $ 883
48 93

51 -

944 976
234 269
710 707

27 27

159 257
)(23 38

291 268
268 306

$ 628 $ 685

Table 3: ASSET/LIABILITY PORTFOLIOS AND FINANCIAL R ETURNS/COSTS
(Amounts expressed in millions of United States diars)

Six months ended Six months ended Year ended
June 30, 2011 June 30, 2010 December 31,2010
Average Return/Cost Average Return/Cost Average Return/Cost
balance % balance % balance %
Loans® $ 62,767 2.71 $ 57,999 3.08 $ 58,732 3.01
Liquid investments?® 15,648 2.64 18,786 3.85 19,631 3.37
Total earning assets $ 78,415 2.70 $ 76,785 3.27 $ 78,363 3.10
Borrowings $ 56,677 0.83 $ 56,700 0.96 $ 57,555 0.96
Net interest margil‘f‘) 1.83 1.86 1.79

@ Excludes loan fees.
2 Geometrically-linked time-weighted returns.
® Includes gains and losses.

) Represents net interest income as a percent ohgeearning assets.

COMMITMENTS

reign counter-guarantee for trade-finance trarmsactunder

GUARANTEES: The Bank makes partial non-trade related its Trade Finance Facilitation Program. Duringdixemonths

guarantees with or without a sovereign counteraqee. In
addition, the Bank provides credit guarantees wittzove-

ended June 30, 2011, there were two non-tradedetptar-
antees approved without sovereign counter-guaréot&0
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million (2010 — two for $53 million). Also, the BRrissued
90 trade-related guarantees for a total of $19%0mi2010 —
52 guarantees issued for a total of $78 million).

CONTRACTUAL OBLIGATIONS: The Bank’'s most signifi-
cant contractual obligations relate to undisbuteeds and
the repayment of borrowings. At June 30, 2011, simdsed
loans amounted to $20,834 million and the averaageinity

of the medium- and long-term borrowing portfolidten
swales, was 4.7 years with contractual maturityscieugh
2047T.

LIQUIDITY MANAGEMENT

The second quarter of 2011 was marked by growingieha
concerns regarding the strength of the economavegg in
the United States, the financial stability of vasdzuropean
countries, and the ongoing impact from the devagtegrth-
guake in Japan and geopolitical risks in the MideHst and
North Africa.

Exposure to structured assets was further reduwedgh
repayments at par. Valuations on the remainingfghiort
continue to be impacted by market factors, suchnasen
liquidity, rating agency actions, and the prices/laich actual
transactions occur. The Bank continues to maximidtere

possible, the use of the market inputs in the valuation of its
investments, including external pricing services, independent
dealer prices, and observable market yield curves.

During the six months ended June 30, 2011, the Bzodg-
nized $159 million of mark-to-market gains in itading
investments portfolio (2010 — $262 million). Theseest-
ment gains substantially relate to further recegein the
$2,705 million asset-backed and mortgage-backadtites
portion of the portfolio. Although liquidity for th portion of
the portfolio remains limited and valuations comtirto be
highly discounted, as of June 30, 2011, 25% i rsiikd
AAA and 76% is rated investment grade comparedéd 3
and 78% respectively, at December 31, 2010. Thectied
in AAA holdings came mainly as a result of downgsadhto
other investment grade categories as well as repagnat
par. Except for @e minimisamount of principal losses dur-
ing the period, the portfolio continued to perfotmaddition,
during the first six months of the year, the Bariid&lings of
these securities were further reduced mainly bgymeents at
par of $503 million (2010 - $565 million).

Table 4 shows a breakdown of the trading investsneot-
folio at June 30, 2011 and December 31, 2010, hgrma-
curity class, together with unrealized gains argbds in-
cluded in Income from Investments — Net gains auries
held at the end of the respective period.

Table 4: TRADING INVESTMENTS PORTFOLIO BY MAJOR SEC URITY CLASS
(Expressed in millions of United States dalts)

June 30, 2011 December 31, 2010

Unrealized Unrealized
Fair Gains Fair Gains
value (Losses)(z) value (Losses)(z)
Obligations of the United States Government and

its corporations and agencies $ 536 $ - $ 822 % -
U.S. government-sponsored enterprises 594 3 505 @)
Obligations of non-U.S. governments and agencies 046,6 15 7,045 8
Bank obligations 3,450 4 5,054 (20)
Mortgage-backed securities 1,738 41 1,925 165
U.S. residential 539 2 573 87
Non-U.S. residential 708 5 875 21
U.S. commercial 188 15 182 a4
Non-U.S. commercial 303 19 295 13
Asset-backed securities 967 60 1,043 106
Collateralized loan obligations 603 40 633 64
Other collateralized debt obligations 166 17 152 30
Other asset-backed securities 198 3 258 12
Total trading investments $ 13,889 $ 123 $ 16,394 $ 262

@ Includes accrued interest of $29 million at JuneZ&L1 and $38 million at December 31, 2010, piteskim the Condensed Balance

Sheet under Accrued interest and other charges.

@ Represents unrealized gains and losses includeddme from Investments-Net gains for the corresfimy period.

4 The maturity structure of medium- and long-ternrtwwings outstanding at the end
of 2010 is presented in Appendix I-4 to the Decen®i, 2010 financial statements.
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COMERCIAL CREDIT RISK

Commercial credit risk is the exposure to losses tould
result from the default of one of the Bank’s inuet, trad-
ing or swap counterparties. The main sources ofreencial
credit risk are the financial instruments in whitle Bank
invests its liquidity. In accordance with its cansdive risk
policies, the Bank will only invest in high qualitiebt in-
struments issued by governments, government agenuig
tilateral organizations, financial institutions, daorporate
entities, including asset-backed securities.

Table 5 provides details of the estimated cregibsyre on
the Bank’s investment and swap portfolios, netaateral

held, by counterparty rating category. As of Jube2®11,

the credit exposure amounted to $14,317 miliompared
to $17,138 million as of December 31, 2010. Theitopiali-

ty of the portfolios continues to be high, as 86.8f4he

counterparties are rated AAA and AA, 7.1% are raied
2.1% are rated BBB, and 4.6% are rated below BBB)-c
pared to 90.6%, 4.2%, 1.4% and 3.8%, respectiatiipe-

cember 31, 2010.

Table 5: Credit Exposure, Net of Collateral Held, ly Counterparty Rating Category
(Amounts expressed in millions of United Stas dollars)

June 30, 2011

Total
Investments Exposure on

Governments ABS and Net Swap Investments % of
Counterparty rating and Agencies Banks MBS Exposure and Swaps Total
AAA O $ 5,866 $ 250 $ 664 $ - $ 6,780 47.4%
AA 1,491 2,758 789 520 5,558 38.8%
A 238 446 298 38 1,020 7.1%
BBB - - 300 - 300 2.1%
BB - 105 - 105 0.7%
B - 198 - 198 1.4%
Cccc - 230 - 230 1.6%
CC and below - - 126 - 126 0.9%
Total $ 7,595 $ 3,454 $ 2,710 3$ 558 $ 14,317 100.0%
M Includes $909 million of Governments and agenciged Al+, the highest short-term rating.

December 31,2010
Total
Investments Exposure on

Governments ABS and Net Swap Investments % of
Counterparty rating and Agencies Banks MBS Exposure and Swaps Total
AAA @ $ 6,564 $ 973 $ 1,138 $ $8,675 50.6%
AA 1,832 3,568 803 644 6,847 40.0%
A 13 521 140 52 726 4.2%
BBB - 81 154 - 235 1.4%
BB - - 194 - 194 1.1%
B - 92 - 92 0.5%
CccC - 240 - 240 1.4%
CC and below - - 129 - 129 0.8%
Total $ 8,409 $ 5,143 $ 2,890 3$ 696 $ 17,138 100.0%

@ Includes $1,896 million of Governments and agemcaed Al+, the highest short-term rating.

OTHER DEVELOPMENTS

FINANCIAL REFORM - THE DODD-FRANK WALL STREET
REFORM AND CONSUMER PROTECTION ACT. On July 21,
2010, the President of the United States of Amesigaed
into law the Dodd-Frank Wall Street Reform and QComsr
Protection Act. The Bank continues assessingntipagt of
this financial regulatory reform on its operations.
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ORDINARY CAPITAL
INTER-AMERICAN DEVELOPMENT BANK

CONDENSED BALANCE SHEET
(Expressed in millions of United States dollars)

ASSETS
Cash and investments
Cash- Note P..........

Investments - Trading - Notes C,G,Hand P.........ccooii it iciimm i
Loans outstanding - Notes D and E... ... ... ... ii oot it it et e e e et et s e s

Allowance forloan l0SSES ... i it iie it

Accruedinterestand other Charges ... ... ..o voe oot i e e e e e

Receivable from members............

Currency and interest rate swaps - Notes G, H, | athP
INVESTMENTS = trAGING .. cee it it et et et e et et et e e e aees

Loans.......cooeeeiininns

12 T0] ¢ 0 X1 o Yo P

[ (=T = T3 Y =Y PP

I €= U TSR =Y

LIABILITIES AND EQUITY
Liabilities
Borrowings - Notes F, G, H, l and P

5] o] 4 & (=T 1 1 PO PP

Medium- and long-term:

Measured at fair Value ... .......uiuniitii e

Measured at amortized cost...............

Currency and interest rate swaps - Notes G, Hdl Bn

Investments - trading...
Loans.......coeeeveiennn

BOTTOWINGS c sttt ettt et ettt i et b e e et e e te e te e ee e e et et eeeeeeeeeen e

Other ..............

Payable for investment securities purchased anth cadateral received.

Amounts payable to maintain value of currency hogs.............coevne
Due to IDB Grant Facility - Note J.........coovveviivieiiennnns
Accrued interest on borrowings........cooviiii i
Other liabilities .........ove i e

LI U L= Lo T L = P

Equity
Capital stock - Note K
Subscribed 8,702,335 shares...
Less callable portion. .............

Paid-in capital STOCK. .. ...ttt e e e

Retained earnings............

Accumulated other comprehensive iINCOME.......cc.vvuiiiiiiiii i e e e
Total liabilities and @ qUItY ... ... ... oot iee vee e s e e e e e e e

June 30 December 31,
2011 2010
(Unaudited)

$ 187 $ 242
13,860 $ 14,047 16,356 $ 16,598

63,533 63,007

(129) 63,404 145 62,862

886 865
347 378

20 38

6,532 5,887

10 6,566 . 5,932
570 582

$85,820 $ 87,217

50,510 52,846
9,101 $61,050 10,077 $ 62,953

126 55
898 693
766 808

42 1,832 72 1,628

167 13

294 535

272 72

555 555

451 501

64,621 66,257

104,980 104,980

(100,641) (100,641)

4,339 4,339

16,011 15,771
849 21,199 850 20,960
$85,820 $ 87,217

The accompanying notes are an integral part of éhesndensed quarterly financial statements.



Condensed Quarterly Financial Statements

ORDINARY CAPITAL
INTER-AMERICAN DEVELOPMENT BANK

CONDENSED STATEMENT OF INCOME AND RETAINED EARNINGS
(Expressed in millions of United States dollars)

Income
Loans, after swaps - Notes D and G
Investments - Note C

IS . e
N GAINS ettt
Other interest income

Expenses
Borrowing expenses, after swaps - Notes Fand G.....cccueeuvevieninnanen.
Provision (credit) for loan and guarantee losskete E
Administrative expenses
Special programs

Total expenses

Income before Net fair value adjustments on non-trding
portfolios and Board of Governors approved transfes

Net fair value adjustments on non-trading portfolics - Notes F, G and |
Board of Governors approved transfers - Note J

NEtINCOME (0SS ). .. it e e e e e e e
Retained earnings, beginning of period....

Retained earnings, end of period

CONDENSED STATEMENT OF COMPREHENSIVE INCOME
(Expressed in millions of United States dollars)

Three months ended

Six months ended

June 30, June 30,
2011 2010 2011 2010
(Unaudited) (Unaudited)

$ 449 $ 456

$ 872 $ 910

24 45 48 93
30 63 159 257

26 - 51 -

1 5 10 14

530 569 1,140 1,274

104 124 234 269
(25) 12 (23) 38

147 136 275 259

16 16 26 23

242 288 512 589
288 281 628 685
(238) (760) (188) (777)

- - (200) -
50 (479) 240 (92)
15,487 15,828 15,771 15,441
$15,537  $ 15,349 $16,011  $ 15,349

Net income (loss)

Other comprehensive income (loss)
Translation adjustments

Total other comprehensive income (loss)

Comprehensive income (loss)

Three months ended

Six months ended

June 30, June 30,
2011 2010 2011 2010
(Unaudited) (Unaudited)

$ 50 $ (479)

(€8] @n

$ 240 $ (92

1 (55)

(@) (27

@ (59)

$ 49 $ (506)

$ 239 $  (147)

The accompanying notes are an integral part ofglvesdensed quarterly financial statements.
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ORDINARY CAPITAL
INTER-AMERICAN DEVELOPMENT BANK

CONDENSED STATEMENT OF CASH FLOWS
(Expressed in millions of United States dollars)

Six months ended

June 30
2011 2010
(Unaudited)
Cash flows from lending and investing activities
Lending:
Loan disbursements (net of participations).............occoevveveenennn. $ (2,728) $ (2,413)
Loan collections (net of participations)...........cocovvviiiiiievicnnns 2,360 2,235
Net cash used in lending activities ............coo i, (368) (178)
Gross purchases of held-to-maturity investments........................ - (2,989)
Gross proceeds from maturities of held-to-matuirityestments......... - 3,217
Miscellaneous assets and liabilities.............coooo i (75) (99)
Net cash used in lending and investing activities ...cc.......oovvveee. (443) (49)
Cash flows from financing activities
Medium- and long-term borrowings:
Proceeds fromM iSSUANCE ... ..ottt e e e e eeaas 1,219 8,776
REPAYMENTS .o e e e (5,701) (7,563)
Short-term borrowings, Net... ..o e 1,409 (1,239)
Cash collateral reCeived . ........veiii i e 24 3
Collections of receivable frommembers.............oooii i, 19 4
Payments of maintenance of value to members................. .o (243) -
Net cash used in financing activities............ccoove i e (3,273) (19)
Cash flows from operating activities
Gross purchases of trading iNnvesStments..........cc.ooeviiiiiie i e (9,548) (17,305)
Gross proceeds from sale or maturity of tradingeistments............. 12,650 16,814
Loan income collections, after Swaps.......cc.oovvii i i 875 925
Interest and other costs of borrowings, after swaps..................... (126) (246)
INncome from iNVESTMENTS ... .ottt e 53 87
OtherintereSt iNCOME ... ...ttt e e e 51 -
Ot I INCOME ..t e e e e e e e e e eeeee 10 13
AdMINISTrative EXPENSES ..ot e e e (278) (271)
Specialprograms.....................J................................................ 27) (29)
Net cash provided by (used in) operating activities...................... 3,660 (2)
Effect of exchange rate fluctuations oncash.............cocoooivii e, 1 (6)
Netdecrease in Cash..........ooo i (55) (76)
Cash, beginning of year...... ... 242 242
Cash, end of PEFIOG.. ......uuu e e e $ 187 $ 166

The accompanying notes are an integral part ofglvesdensed quarterly financial statements.
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ORDINARY CAPITAL
INTER-AMERICAN DEVELOPMENT BANK

NOTES TO THE CONDENSED QUARTERLY FI-
NANCIAL STATEMENTS (UNAUDITED)

NOTE A — FINANCIAL INFORMATION

The primary activities of the Inter-American Devmitent
Bank (the Bank) are conducted through the OrdiGaital,
which is supplemented by the Fund for Special Qipasa
(FSO), the Intermediate Financing Facility Accowmtg the
IDB Grant Facility. Unless otherwise indicated, faibncial
information provided in these Condensed Quartergi€ial
Statements refers to the Ordinary Capital. The Gosed
Quarterly Financial Statements should be readnjunotion
with the December 31, 2010 financial statementsrentels
therein. Management believes that the condensetiedya
financial statements reflect all adjustments necgder a fair
presentation of the Ordinary Capital’s financiasifion and
results of operations in accordance with accoutiimgiples
generally accepted in the United States of AmdERAP).
The results of operations for the first six moraththe current
year are not necessarily indicative of the reshtis may be
expected for the full year.

NOTE B — SUMMARY OF SIGNIFICANT ACCOUNT-
ING POLICIES

The financial statements are prepared in conformiti
GAAP. The preparation of such financial statemestsiires
Management to make estimates and assumptionsffiett a
the reported amounts of assets and liabilitiesjlig@osure of
contingent assets and liabilities at the date effitancial
statements, and the reported amounts of revenubgxan
penses during the reporting period. Actual resultdd differ
from these estimates. Significant judgments haes Ineade
in the valuation of certain financing instrumettite, determi-
nation of the adequacy of the allowances for loghguaran-
tee losses, and the determination of the projdxetadfit obli-
gations of the pension and postretirement benlefitsp the
fair value of plan assets, and the funded statismenperiod-
ic benefit cost associated with these plans.

New accounting pronouncements

The Financial Accounting Standards Board (FASB)dds
the following Accounting Standard Updates (ASUgvaht
to the Bank during the semester ended June 30; 2011

ASU No. 2011-02 Receivables (Topic 310), A Credtor
Determination of Whether a Restructuring Is a Tredilbebt
Restructuring, which provides additional guidantedéter-
mining whether a creditor has granted a concessiwh
whether a debtor is experiencing financial diffied for
purposes of determining whether a restructuringtitates a
troubled debt restructuring. ASU 2011-02 is effecfor the
Bank as of September 30, 2011 and it will not zameaterial
impact on the Bank’s financial condition or resaifopera-
tions.

ASU No. 2011-04, Fair Value Measurement (Topic 820)
Amendments to Achieve Common Fair Value Measurement
and Disclosure Requirements in U.S. GAAP and IFR3&
ASU expands existing disclosure requirements forvédue
measurements to achieve common disclosure requiteme
with international standards. ASU No. 2011-04 feative

for the Bank as of March 31, 2012. The applicgbieance
and the related relevant disclosures required @y stan-
dard are not expected to have a material impaitteoBank’s
financial condition or results of operations.

ASU No. 2011-05, Comprehensive Income (Topic 220),
eliminates the current option to report other carhpnsive
income and its components in the statement of esaimgy
equity. This standard allows reporting entitieselect pre-
senting items of net income and other compreheirsizene
in one continuous statement, referred to as thenstat of
comprehensive income, or in two separate, but cotige
statements. In either case, the statement(s) wmadd to be
presented with equal prominence as the other pyifiran-
cial statements. The new requirements are effefdivéhe
Bank as of March 31, 2012.

NOTE C — INVESTMENTS

As part of its overall portfolio management strafelie Bank
invests in government, agency, corporate, and baiiga-
tions, asset-backed and mortgage-backed secutidsre-
lated financial derivative instruments, primariyrency and
interest rate swaps.

For government and agency obligations, includiraysies
issued by an instrumentality of a government or atingr
official entity, the Bank’s policy is to invest iobligations
issued or unconditionally guaranteed by governmainter-
tain countries with a minimum credit quality eqléva to a
AA- rating (agency asset-backed and mortgage-bass@at-
ities require a credit quality equivalent to a Afating). Ob-
ligations issued by multilateral organizations exja credit
quality equivalent to a AAA rating. In addition,ettBank
invests in bank obligations issued or guaranteedrbgntity
with a senior debt securities rating of at least @&dd in cor-
porate entities with a minimum credit quality eglent to a
AA- rating (asset-backed, and mortgage-backed iiesur
require a credit quality equivalent to a AAA rajinghe
Bank also invests in short-term securities of tigibte in-
vestment asset classes mentioned above, providethdy
carry only the highest short-term credit ratings.

Net unrealized gains of $123 million on trading tfwdip

instruments held at June 30, 2011 compared to $186n

at June 30, 2010, were included in Income fromdimaents-
Net gains. Unrealized gains and losses recogneedud-
stantially related to the asset-backed and mortigagieed
securities portion of the trading investments pbaf which
at June 30, 2011 amounted to $2,705 million ($3rB8lion

at June 30, 2010).
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The rate of recovery in the investments portfolioved
down in the second quarter of 2011 due to weakesiong
nomic indicators and growing concerns regardingfitra-
cial stability of various European countries, whaffected
credit markets generally. Valuations on the assekdéd and
mortgage-backed portion of the portfolio continoeé im-
pacted by market factors, such as uneven liquiditing
agency actions, and the prices at which actuasdrtions
occur. The Bank continues to maximize, where plessihbe
use of market inputs in the valuation of its ineeestts, in-
cluding external pricing services, independenteateptices,
and observable market yield curves.

A summary of the trading investments portfolio anel 30,

2011 and December 31, 2010 is shown in Note H ¥ “Fa

Value Measurements”.

NOTE D — LOANS AND GUARANTEES

LoAN CHARGES:. For 2011, the Board of Executive Directors

approved a lending spread of 0.80%, a credit cosimnisf
0.25%, and no supervision and inspection fee. Ttiemaes
apply to sovereign-guaranteed loans, excluding geney
loans and loans under the Liquidity Program, cosmi
approximately 94% of the loan portfolio, and arbject to
annual review and approval by the Board of Exeeuliirec-
tors.

GUARANTEES: During the six months ended June 30, 2011,

there were two non-trade-related guarantees appnith-

out sovereign counter-guarantee for $40 milliorl(28 two
for $53 million). As of June 30, 2011, the Bank e

proved, net of cancellations and maturities, nadetrrelated
guarantees without sovereign counter-guaranteeil B0
million ($1,179 million as of December 31, 2010).dddi-
tion, the Bank has approved a guarantee with sgneceun-
ter-guarantee of $60 million.

Under its non-sovereign-guaranteed Trade Financiité&a
tion Program (TFFP), in addition to direct loarie Bank
provides credit guarantees on short-term tradeceteansac-
tions. The TFFP authorizes lines of credit in suppbap-
proved issuing banks and non-bank financial in&tits, with
an aggregate program limit of up to $1,000 millmnstand-
ing at any time. During the first six months of tear, the
Bank issued 90 guarantees for a total of $195amillinder
this program (2010 — 52 guarantees for a totar 8frillion).

At June 30, 2011, guarantees of $828 million ($&ilibn at
December 31, 2010), including $218 million issuader the
TFFP ($153 million at December 31, 2010), weretanting
and subject to call. This amount represents theimoa
potential undiscounted future payments that thek Ramld
be required to make under these guarantees. Anrarabu
$43 million ($45 million at December 31, 2010) afagan-
tees outstanding has been re-insured to reducBahk’s
exposure. Outstanding guarantees have remainingitiaat
ranging from 4 to 14 years, except for trade rdlgte@arantees

that have maturities of up to three years. No giees pro-
vided by the Bank have ever been called.

At June 30, 2011 and December 31, 2010, the Bank's-
sure on guarantees without sovereign counter-gea;anet
of reinsurance, amounted to $694 million and $67llom

respectively, and was classified as follows (irliom):

June 30, December 31,

Internal Credit Risk Classification 2011 201cC
Excellent.......ccoovvveiiiiiiiiiiiiieee $ 115 $ 115
Very StroNg.....coeuvvevvieieeieeiieiiniians 106 95
StrONG et iee e e 70 58
Satisfactory........cooviiiiiiiii e 305 17
Fair ..o 9 253
WeakK... .o i 70 118
Possible 10SS.......ccovvviiiiiiinn 19 15

Total $ 694 $ 671

NOTE E — CREDIT RISK FROM LOAN PORTFOLIO

The loan portfolio credit risk is the risk that thank may not
receive repayment of principal and/or interest 0@ @r more
of its loans according to the agreed-upon termg [6hn
portfolio credit risk is determined by the credigdity of, and
exposure to, each borrower.

The Bank manages two principal sources of cresktfrom
its loan activities: sovereign-guaranteed loans aod-
sovereign-guaranteed loans. Approximately 95%efdhns
are sovereign-guaranteed.

SOVEREIGN-GUARANTEED LOANS. When the Bank lends to
public sector borrowers, it generally requireslbasiovereign
guarantee or the equivalent from the borrowing nesrstate.
In extending credit to sovereign entities, the Banixposed
to country risk which includes potential lossesiag from a
country’s inability or unwillingness to service dbligations
to the Bank.

For the Bank, the likelihood of experiencing a eredent in
its sovereign-guaranteed loan portfolio is difféan com-
mercial lenders. The Bank does not renegotiatesahedule
its sovereign-guaranteed loans and historically dlasys
received full principal and interest due at thelgon of a
sovereign credit event. Accordingly, the probabgitof de-
fault to the Bank assigned to each country arestajuto
reflect the Bank’s expectation of full recoveryatifits sove-
reign-guaranteed loans. However, even with fulbyepent
of principal and interest at the end of a crediintvthe Bank
suffers an economic loss from not charging intevasbver-
due interest while the credit event lasts.

The credit quality of the sovereign-guaranteed [oatfolio
as of June 30, 2011 and December 31, 2010, aseefzd
by the long-term foreign credit rating assigneaach bor-
rower country by Standard & Poor’s (S&P), is atofes (in
millions):



Condensed Quarterly Financial Statements

16

June 30, December 31,

Country Ratings 2011 2010
A $ 1,048 $ 1,085
BBB.....ooii e 35,295 28,400
BB...oooiiiii 7,529 13,950
Bovi 16,481 16,194
CCC.ovvviiiieeiiieci, 168 154
Total $ 60,521 $ 59,783

The ratings presented above have been updatedase80,
2011 and December 31, 2010, respectively.

NON-SOVEREIGN-GUARANTEED LOANS: The Bank does not
benefit from full sovereign guarantees when lendingon-
sovereign-guaranteed borrowers. Risk and perforenémc
these loans are evaluated by scoring the indivitklafactors
under each of the borrower and transaction dimessidhe
major risk factors evaluated at the transactior!lewnsider
the priority that the loans made by the Bank hauwelation
to other obligations of the borrower; the type efisity col-
lateralizing the agreement; and the nature andtesfethe
covenants that the borrower must comply. The najedit
risk factors considered at the borrower level maygtouped
into three major categories: political risk, comaer or
project risk, and financial risk.

The country rating is considered a proxy of thedotwf the
macro-economic environment on the ability of therdwer
to reimburse the Bank and as such, it is considemelling
for the transaction dimension risk rating. The itrgaBlity of
the non-sovereign-guaranteed loan portfolio asuog J30,
2011 and December 31, 2010, excluding loans ta olife
velopment institutions, as represented by the Bainkernal
credit risk classification system, is as followsttiillions):

Qutstanding balance at

June 30, December 31, S&P/Moody's Rating
Risk Classification 2011 2010 Equivalent
Excellent................ $ 115 $ 215 BBB- /Baa3 or higher
Very Strong............ 1,044 1,059 BB+/Bal
Strong............ 853 823 BB/Ba2
Satisfactory........... 289 312 BB-/Ba3
Fair.....cccociiiiinninn 162 163 B+/B1
WeakK......cooeeviieeens 137 261 B/B2
Possible Loss........ 131 62 B-/B3
Impaired................ 100 140 CCC-D/Caa-D

Total $ 2831 $ 3,035

In addition, as of June 30, 2011, the Bank hassltawother
development institutions of $181 million (2010 -8$1mil-
lion), which are rated AAA, A+ and A-.

Past due and Non-accrual loans

As of June 30, 2011, there were no loans consigerstdue
and non-sovereign-guaranteed loans with outstanblatg
ances of $100 million ($92 million at December 3010)
were in non-accrual status.

Impaired loans

The Bank has non-sovereign-guaranteed loans wistaod-
ing balances of $100 million classified as impaaedune 30,
2011. All impaired loans have specific allowancasléan
losses amounting to $46 million ($55 million at Bewber
31, 2010).

The following table provides financial informatioglated to
impaired loans as of June 30, 2011 and Decembet(30,
(in millions):

June 30, December 31,
2011 2010
Recorded investment
atend of period...............oeeeevene. $ 100 $ 140
Average recorded investment
during the period................o.oee. 136 128

In addition, a summary of financial informationateld to
impaired loans affecting the results of operationshe three
and six months ended June 30, 2011 and 2010 dlasd
(in millions):

Three months ended

June 30,
2011 2010
Loan income recognized................ $ - $ 1
Loan income that would have been
recognized on an accrual basis
during the period.............c..ceeeit 1 2

Six months ended

June 30,
2011 2010
Loan income recognized................ $ 2 $ 2
Loan income that would have been
recognized on an accrual basis
during the period............c..con... 4 3

Allowance for Loan and Guarantee Losses
SOVEREIGN-GUARANTEED PORTFOLIO: A collective evalua-
tion of collectibility is performed for sovereigmgranteed
loans and guarantees. The performance of saiclitis
been excellent, particularly given the market ¢nedings of
many of the Bank’s borrowing countries. However the
past the Bank has experienced delays in the renkqgebt
service payments, sometimes for more than six rmo8thce
the Bank does not charge interest on missed infgEgments
for these loans, such delay in debt service payigrtewed
as a potential impairment as the timing of the dasts are
not met in accordance with the terms of the loatraot.

NON-SOVEREIGN-GUARANTEED PORTFOLIO: For non-sove-
reign-guaranteed loans and guarantees, a colldotgeal-
lowance is determined based on the Bank’s intemreait
risk classification system. The first step in tiadcuolation of
the collective loan and guarantee loss allowantteigstima-
tion of an expected rate of transition of projeaten non-
impaired risk categories to the impaired/defaulegary.
This impairment/default rate is applied to eack category.
Transitions of debt instruments from various rigkegories
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to impairment/default status are modeled utilizivagldwide
non-sovereign data gathered from the documentestierpe
of rated non-sovereign-guaranteed debt issuancesniér
risk levels.

An appropriate estimated rate of loss from projeatse im-
paired is determined based upon the Bank's spemifie-
rience gained in the assessment of the losses sigrfnom
impairments in its own non-sovereign-guaranteedfqtior
Based upon (i) the impairment/default rate for e@dhcate-
gory, (i) the distribution of the non-sovereigraganteed
portfolio in each of these categories and (jii)ltss rate once
defaulted, the required level of the collectiveslabiowance is
determined.

The changes in the allowance for loan and guardogses
for the periods ended June 30, 2011 and Decemb&03Q
were as follows (in millions):

June 30, December 31,
2011 2010
Balance, beginning ofyear................... $ 172 $ 148
Provision (credit) for loan and guarantee losse: (23) 24
Balance, end of period . ......... ... . ... .. $ 149 $ 172
Composed of:
Allowance forloanlosses .................... $ 129 $ 145
Allowance for guarantee loss€ .............. 20 27
Total $ 149 $ 172

@ The allowance for guarantee losses is include@tiner liabilities in the
Condensed Balance Sheet.

As of June 30, 2011, the total allowance for loash guaran-
tee losses is composed of $8 million related tsthvereign-
guaranteed portfolio and $141 million related te tion-
sovereign guaranteed portfolio (2010 - $8 milliow £164
million, respectively). The provision (credit) fétwan and
guarantee losses includes credits of $0 millionghchillion

related to sovereign-guaranteed loans in 2011 at@, 2e-
spectively.

During the first semester of 2011, there were ranghs to
the Bank’s policy with respect to the allowancelf@n and
guarantee losses from the prior year. Except ferstmall
amount of impaired loans on the non-sovereign-gized
portfolio, all loans and guarantees have been ctioiigy
evaluated for impairment. The collective allowafareloan
and guarantee losses as of June 30, 2011 amouard03
million (2010 — $117 million), including $95 millio(2010 —
$109 million) related to the non-sovereign-guarechigortfo-
lio.

Troubled debt restructurings

A restructured loan is considered impaired whefoés not

perform in accordance with the contractual termghefre-

structuring agreement. A loan restructured undiowbled

debt restructuring is considered impaired, bus ihét dis-

closed as such unless there is a noncompliance timele
terms of the restructured agreement.

The Bank does not reschedule its sovereign-guachitans.
During the first six months of 2011, there weretrmabled
debt restructurings of non-sovereign-guaranteatsloa

NOTE F — FAIR VALUE OPTION

The Bank has elected the fair value option undeABAor

most of its medium- and long-term debt to reduedribome
volatility resulting from the previous accountingyenmetry
of accounting for borrowings at amortized cost aratking

to market the associated borrowing swaps, with gsim
fair value recognized in income, as the offsettihgnges in
the fair value of elected borrowings are also @&drin in-
come. The Bank did not elect the fair value optmrcertain
borrowings that are within the same balance staetyory
because they do not contribute to a mitigatiomadime vola-
tility. In addition, in order to reduce the incomaelatility

resulting from its lending swaps, effective Janubry011,
the Bank modified its borrowing fair value optioalipy to

address income volatility on a financial instrursgmbrtfolio

basis rather than on an instrument-by-instrumesisba

The changes in fair value for borrowings electedeurthe
fair value option have been recorded in the Coratens
Statement of Income and Retained Earnings forhtlee and
six months ended June 30, 2011 and 2010, as follimws
millions):

Three months ended

June 30,
2011 2010
Borrowing expenses, after swaps............ $ (535) $ (507)
Net fair value adjustments on
non-trading portfolios................ccceoeel (1,105) (87)
Total changes in fair value
included in Netincome (Ioss)............... $ (1,640) $  (594)

Six months ended

June 30,
2011 2010
Borrowing expenses, after swaps........... $ (1,069) $ (1,008)
Net fair value adjustments on
non-trading portfolios.............ccc.ceeee (963) (654)
Total changes in fair value
included in Netincome (I0SS)............... $ (2,032) $ (1,662

The difference between the fair value amount aeditipaid
principal outstanding of borrowings measured atfaue as
of June 30, 2011 and December 31, 2010, was as/$o{in
millions):

June 30, December 31
2011 2010
Fair Value......o..oooooooooooeeoe . $ 50978 $ 53302
Unpaid principal outstanding............... 48,597 51,133
Fair value over unpaid principal
outstanding..........ccoeeviiiiiiiniee $ 2,381 $ 2,169

@ ncludes accrued interest of $468 million at J80e2011 and $456 million
at December 31, 2010.
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NOTE G — DERIVATIVES

RISK MANAGEMENT STRATEGY AND USE OF DERIVATIVES:
The Bank faces risks that result from market movespe
primarily changes in interest and exchange rdtasare mi-
tigated through its integrated asset and liahitignagement
framework. The objective of the asset and liabititgnage-
ment framework is to align the currency compositioaturi-
ty profile and interest rate sensitivity charastas of the
assets and liabilities for each liquidity and legdproduct
portfolio in accordance with the particular reqoiests for
that product and within prescribed risk parameté/ben
necessary, the Bank employs derivatives to achibige
alignment. These instruments, mostly currency atetast
rate swaps, are used primarily for economic hedgingos-
es, but are not designated as hedging instrumr@rasdount-
ing purposes.

A significant number of the current borrowing opiers
include swaps to economically hedge a specific lyidg
liability, producing the funding required (i.e.etlppropriate
currency and interest rate type). The Bank alss lesling
swaps to economically hedge fixed-rate, fixed-luast rate
and local currency loans, and investment swapshtidge a
particular underlying investment security and poedithe
appropriate vehicle in which to invest existinglcai addi-
tion, the Bank utilizes interest rate swaps to taairthe du-
ration of its equity within a prescribed policy daof 4 to 6
years.

Condensed Balance Sheet

Derivatives not Designated

ACCOUNTING FOR DERIVATIVES: All derivatives are recog-
nized in the Condensed Balance Sheet at theivdhie and
are classified as either assets or liabiliteseddmg on the
nature (debit or credit) of their net fair valuecamt.

The interest component of the changes in fair valum-
vestments, lending, borrowing, and equity duratieniva-
tives is recorded in Income from Investments -r&gg In-
come from Loans, after swaps, Borrowing expendés;, a
swaps, and Other interest income, respectively, nelife
of the derivative contract, with the remaining dmesin the
fair value included in Income from Investments-iyains for
investment derivatives and in Net fair value adpastts on
non-trading portfolios for lending, borrowing anguiy du-
ration derivative instruments.

The Bank occasionally issues debt securities tbatam
embedded derivatives; these securities are caatiefdir
value.

FINANCIAL STATEMENTSPRESENTATION: The Bank’s deriva-
tive instruments as of June 30, 2011 and Decenih@(3o,

and their related gains and losses for the threésianmonths
ended June 30, 2011 and 2010, are presented i@ahe
densed Balance Sheet, the Condensed Statemertoafen

and Retained Earnings and the Condensed Staterhent o

Comprehensive Income as follows (in millions):

June 30, 2011Y December 31, 2018

as Hedging Instruments Balance Sheet Location Assets Liabilities Assets Liabilities
Currency Swaps Currency and interest rate swaps
Investments - Trading $ - $ 104 $ - $ 29
Loans 9 354 10 249
Borrowings 5,221 615 4,596 640
Accrued interest and other charges 210 5) 182 12)
Interest Rate Swaps Currency and interest rate swaps
Investments - Trading 4 22 7 26
Loans 11 544 28 444
Borrowings 1,311 151 1,291 168
Other 10 42 - 72
Accrued interest and other charges 196 33 189 36
$ 6,97: $ 1,860 $ 6,30% $ 1,65

@ Balances are reported gross, prior to counterpeetiing in accordance with existing master nettdegvative agreements.
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Condensed Statement of Income and Retained Earningsd Condensed Statement of Comprehensive Income

Derivatives not Designated

Three months ended June 30,

Six months ended June 30,

as Hedging Instruments Location of Gain (Loss) from Derivatives 2011 2010 2011 2010
Currency Swaps
Investments - Trading Income frominvestments:
Interest $ (@) $ - $ (13) $ @)
Net gains 6) - 12 -
Loans Income from loans, after swaps (25) (21) (48) (35)
Net fair value adjustments on non-trading port®lio (71) 48 (104) 37)
Borrowings Borrowing expenses, after swaps 305 284 596 573
Net fair value adjustments on non-trading port®lio 825 (592) 858 (149)
Other comprehensive income (loss)-Translation
adjustments (20) (11) 6) 2
Interest Rate Swaps
Investments - Trading Income frominvestments:
Interest @ (15) (13) (19)
Net gains ) - ()] (6)
Other comprehensive income (loss)-Translation
adjustments (36) 4 (84) 6
Loans Income from loans, after swaps (103) (96) (206) (190)
Net fair value adjustments on non-trading portf®lio (281) (694) (116) (864)
Borrowings Borrowing expenses, after swaps 208 203 425 400
Net fair value adjustments on non-trading port®lio 323 631 13 828
Other comprehensive income (loss) -Translation
adjustments 3 (10) 9 (18)
Other Other interest income 26 - 51 -
Net fair value adjustments on non-trading portf®lio 84 - 41 -
Futures Income frominvestments:
Net gains - 1) - D)
$ 1,219 $ (270) $ 1,413 $ 485

The Bank is not required to post collateral untéedérivative
agreements as long as it maintains a AAA crediitgaShould
the Bank credit rating be downgraded from the otirf\A,
the standard swap agreements detail, by swap cpartie
the collateral requirements that the Bank wouldinessatisfy
in this event. The aggregate fair value of all\dgive instru-
ments with credit-risk related contingent features are in a
liability position at June 30, 2011 is $257 milli¢efter con-
sideration of master netting derivative agreementsjhe
Bank was downgraded from the current AAA credingato
AA+, it would be required to post collateral in thmount of
$81 million at June 30, 2011.

The following tables provide information on the trant val-
ue/notional amounts of derivative instruments asuvie 30,
2011 and December 31, 2010 (in millions). Curres:saps
are shown at face value and interest rate swapshaven at
the notional amount of each individual payableemeivable
leg. Included in the other category are interdstsevaps used
to maintain the equity duration within policy lisit

June 30, 2011

Derivative type/

Currency swaps

Interest Rate swaps

Rate type Receivable Payable Receivable Payable
Investments - trading
Fixed ............ $ $ 1,466 % - $ 2,106
Adjustable ....... 1,381 2,106 -
Loans
Fixed ............ - 1,013 177 12,817
Adjustable ....... 2,088 1,295 12,817 177
Borrowings
Fixed ............ 21,677 171 28,239 349
Adjustable ....... 4,907 21,590 5,426 32,739
Other
Fixed .......... 6,502 -
Adjustable .. ... - 6,502

December 31,2010

Derivative type/

Currency swaps

Interest Rate swaps

Rate type Receivable Payable Receivable Payable
Investments - trading
Fixed ............ $ - $ 618 $ -3 1,867
Adjustable ....... 611 1,867 -
Loans
Fixed ............ - 889 183 13,316
Adjustable ....... 2,007 1,228 13,316 183
Borrowings
Fixed ............ 21,456 217 30,188 349
Adjustable ....... 7,573 24,491 5,815 35,071
Other
Fixed .......... 5,495 -
Adjustable .. ... - 5,495
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NOTE H - FAIR VALUE MEASUREMENTS

The framework for measuring fair value establishésr val-
ue hierarchy that prioritizes the inputs to vatuatiechniques
used to measure fair value. The hierarchy givdsehigriori-
ties to unadjusted quoted prices in active marfketslentical
and unrestricted assets or liabilities (Level 1)l adljusted
guoted prices in markets that are not active, putgithat are
observable, either directly or indirectly, for demiassets or
liabilities (Level 2), and the lowest priority tonabservable
inputs (i.e., supported by little or no market\att) (Level 3).

The Bank’s investment instruments valued basedumted
market prices in active markets, a valuation teqiiconsis-
tent with the market approach, include obligatiafisthe
United States and Japanese governments. Suchmesits
are classified within Level 1 of the fair value faiehy. As
required by the framework for measuring fair valtie
Bank does not adjust the quoted price for suchuimesnts.

Substantially all other Bank investment instrumentsvalued
based on quoted prices in markets that are netaetkternal
pricing services, where available, solicited brédesler pric-
es, or prices derived from alternative pricing nigdatilizing

discounted cash flows. These methodologies appyvist-

ments, including government agencies and corpaatels,
asset-backed and mortgage-backed securities, Haliga-o
tions, and related financial derivative instrumefuismarily

currency and interest rate swaps). These instrsmaeatclassi-
fied within Level 2 of the fair value hierarchy aate meas-
ured at fair value using valuation techniques cbaisi with

the market and income approaches.

The main methodology of external pricing servicevjaters

involves a “market approach” that requires a pedahed

activity volume of market prices to develop a cositgoprice.

The market prices utilized are provided by ordgepsactions
being executed in the relevant market; transactizaisare not
orderly and outlying market prices are filtered iputhe de-

termination of the composite price. Other exteprade pro-

viders utilize evaluated pricing models that vayyalsset class
and incorporate available market information throbgnch-

mark curves, benchmarking of like securities, segtoup-

ings, and matrix pricing to prepare valuations.

Investment securities are also valued with pritésioed from
brokers/dealers. Brokers/dealers’ prices may bedbas a

variety of inputs ranging from observed pricesrtuppetary
valuation models. The Bank reviews the reasonalmlit
brokers/dealers’ prices via the determination af ¥alue
estimates from internal valuation techniques.

Medium-and long-term borrowings elected under tie f
value option and all currency and interest ratepsware
valued using quantitative models, including distedrcash
flow models as well as more advanced option moglelin
techniques, when necessary depending on the specifi
structures, that require the use of multiple mamptits
including market vyield curves, and/or exchange srate
interest rates and spreads to generate continuelds oy
pricing curves and the spot price of the underlyiolgtility
and correlation. Significant market inputs are olmde
during the full term of these instruments. Coretatand
items with longer tenors are generally less obblevd he
Bank considers, consistent with the requirementghef
framework for measuring fair value, the impacttefawn
creditworthiness in the valuation of its liabilitieThese
instruments are classified within Level 2 of the falue
hierarchy in view of the observability of the siipant
inputs to the models and are measured at fair vading
valuation techniques consistent with the marketiacoime
approaches.

Level 3 investment, borrowing and swap instrumefs)y,
are valued using Management's best estimatesingiliz
available information including (i) external pripeoviders,
where available, or broker/dealer prices; when ligeility
exists, a quoted price is out of date or pricesrgrimro-
kers/dealers vary significantly, other valuatiochtd@ques
may be used (i.e., a combination of the marketcgmbr and
the income approach) and (ii) market yield cunvestber
instruments, used as a proxy for the instrumenisdy
curves, for borrowings and related swaps. Theskatelb-
gies are valuation techniques consistent with theket and
income approaches.

The following tables set forth the Bank’s finaneiasets and
liabilities that were accounted for at fair valgecd June 30,
2011 and December 31, 2010 by level within thevialue
hierarchy (in millions):
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Financial assets

Fair Value
Measurements
Assets June 30, 2011" Level 1 Level 2 Level 3
Investments - Trading:

Obligations of the United States Government and
its corporations and agencies.. $ 536 $ 506 $ 30 $ -
U.S.government-sponsored enterprlses e 594 - 594 -
Obligations of non-U.S. governments and agenues“ 6,604 119 6,485 -
Bank obligations ........c.coooiiii i 3,450 - 3,450 -
Mortgage-backed securities 1,738 - 1,732 6
U.S.residential............coo v, 539 - 539 -
Non-U.S. residential........ 708 - 702 6
U.S. commercial... ...... 188 - 188 -
Non-U.S.commercial............coo oot 303 - 303 -
Asset-backed securities 967 - 878 89
Collateralized loan obligations..........c..co oo oo, 603 - 603 -
Other collateralized debt obligations... 164 - 75 89
Other asset-backed securities........... 200 - 200 -
Total Investments - Trading....... 13,889 625 13,169 95
Currency and interest rate SWapsS.......coccovvvverveen ven e 6,972 - 6,972 -
TOAL . e e e e e e e $ 20,861 $ 625 $ 20,141 $ 95

) Represents the fair value of the referred assiatduding their accrued interest presented in tlrbm@ensed Balance Sheet under
Accrued interest and other charges of $29 milliem tfrading investments and $406 million for currgn@nd interest rate swaps.

Fair Value
Measurements
Assets December 31, 2010’ Level 1 Level 2 Level 3
Investments - Trading:
Obligations of the United States Government and
its corporations and agencies..........coeeeeeieiiiinnns $ 822 $ 822 % - $ -
U.S. government-sponsored enterprises.. e, 505 - 505 -
Obligations of non-U.S. governments and agenmes. 7,045 430 6,615 -
Bank obligations ..........c.oiiiiiiiii e 5,054 - 5,054 -
Mortgage-backed securities 1,925 - 1,916 9
U.S.residential..........ccooo i 573 - 573
Non-U.S.residential..........cc.ovuviiiiiiiiiiiii e 875 - 866 9
U.S.commercial...... ..o e 182 - 182 -
Non-U.S. commercial............cooeeiiiiiiii e 295 - 295 -
Asset-backed securities 1,043 - 952 91
Collateralized loan obligations.............ccccoiveiinnnes 633 - 633 -
Other collateralized debt obligations..................... 152 - 62 20
Other asset-backed securities.............cccevveieennn. 258 - 257 1
Total Investments - Trading..........ccovviiviviiiiinninnnn 16,394 1,252 15,042 100
Currency and interest rate swaps 6,303 - 6,303 -
TO Al e $ 22,697 $ 1252 $ 21,345 $ 100

@) Represents the fair value of the referred assetduding their accrued interest presented on tlh@dnsed Balance Sheet under Accrued interest and

other charges of $38 million for trading investmemind $371 million for currency and interest ratass.
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Financial liabilities:

Fair Value
Measurements
Liabilities June 30, 20111) Level 1 Level 2 Level 3
Borrowings measured at fairvalue.............c.ooc o $ 50,978 $ - $ 50,978 $ -
Currency and interest rate SWapS......c..covevvveveinnvnn e 1,860 - 1,860 -
TOtAL et e e $ 52,838 $ - $ 52,838 $ -

o Represents the fair value of the referred lialeitit including their accrued interest presentethia Condensed Balance Sheet under Accrued intemst

borrowings of $468 million for borrowings and und&ccrued interest and other charges of $28 millfom currency and interest rate swa

Fair Value
Measurements
Liabilities December 31, 2010’ Level 1 Level 2 Level 3
Borrowings measured at fairvalue .. ................ $ 53,302 $ - $ 53,302 $ -
Currency and interest rate swaps. ... .. .cooww.v.n.... 1,652 - 1,652 -
Total. .. $ 54,954 $ - $ 54,954 $ -

) Represents the fair value of the referred liateifit including their accrued interest presentedioe Condense Balance Sheet under Accrued intemest o

borrowings of $456 million for borrowings and und&ccrued interest and other charges of $24 milioncurrency and interest rate swaps.

The tables below show a reconciliation of the baigin and
ending balances of all financial assets and fizgtiebilities
measured at fair value on a recurring basis usgmifisant
unobservable inputs (Level 3) for the three andnsbnths
ended June 30, 2011 and 2010 (in millions). Intexfdithe
tables show the total gains and losses includdikirincome
as well as the amount of these gains and lossitsit@ble to

Financial assets:

the change in unrealized gains and losses reltirgsets
and liabilities still held as of June 30, 2011 @6d0 (in mil-

lions) and a description of where these gains ssele are
reported in the Condensed Statement of Income atadridd

Earnings, as applicable.

Three months ended June 30,

2011

2010

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Currency and

Currency and

Investments - Interest Rate Investments - Interest Rate
Trading Swaps Total Trading Swaps Total

Balance, beginning of period .............cccccceiiee $ 105 $ - $ 105 $ 106 $ - $ 106
Total gains (losses) included in:

Net income (loss)... 2 - 2 19 - 19

Other comprehensive income (I0SS).......ccccvvvennns 1 - 1 (5) - (5)
SettlementS.......cooiiiii (6) - 6) @ - @
Transfers out of Level3 ......ccoovvviiiiiiiiiiiiiieeiees (7) - (7) - -
Balance, end of period...........cccceveiiiiiiinii, $ 95 $ - $ 95 $ 113 $ - $ 113
Total gains (losses) for the period included in

Net income (loss) attributable to the change in

unrealized gains or losses related to assets

still held at the end of the period...........cccccccueeee. $ 2 $ - $ 2 $ 19 $ - $ 19
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Six months ended June 30,

2011

2010

Fair Value Measurements Using Significant
Unobservable Inputs (Lewvel 3)

Fair Value Measurements Using Significant
Unobservable Inputs (Lewvel 3)

Currency and Currency and
Investments - Interest Rate Investments - Interest Rate
Trading Swaps Total Trading Swaps Total
Balance, beginning of period $ 100 $ - $ 100 $ 104 $ 20 $ 124
Total gains (losses) included in:
Net income (IoSS).....ccvvvviieiiiinannn. 14 - 14 28 - 28
Other comprehensive income (loss).. 4 - 4 (¢3)) - (¢3))
Settlements.................. .. e - (16) (11) - (11)
Transfers outoflevel 3 ... (7) - (@) - (20) (20)
Balance, end of period $ 95 $ - $ 95 $ 113 $ - $ 113
Total gains (losses) for the period included in
Net income (loss) attributable to the change
in unrealized gains or losses related to assets
still held at the end of the period........................... $ 13 $ - $ 13 $ 27 $ - $ 27
Gains (losses) are included in the Condensed Satarhincome and Retained Earnings as followm({iiions):
Three months ended June 30,
2011 2010
Change in Change in
Total Gains Unrealized Total Gains Unrealized
(Losses) Gains (Losses) (Losses) Gains (Losses)
includedin Net related to Assets included in Net related to Assets
Income (Loss) Still Held at End Income (Loss) Still Held at End
for the Period of Period for the Period of Period
Income from investments.........cooveevievee i vee it e $ 2 $ 2 $ 19 $ 19
T O Al oo $ 2 $ 2 $ 19 $ 19
Six months ended June 30,
2011 2010
Change in Change in
Total Gains Unrealized Total Gains Unrealized
(Losses) Gains (Losses) (Losses) Gains (Losses)
includedin Net related to Assets includedin Net related to Assets
Income (Loss) Still Held at End Income (Loss) Still Held at End
for the Period of Period for the Period of Period
Income frominvestments...........ccoevevenieiiniineinen. $ 14 $ 13 $ 28 $ 27
TOtAl e $ 14 $ 13 $ 28 $ 27

Financial Liabilities:

Three months ended June 30,

2011

2010

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Borrowings Currency and Borrowings  Currency and
Measured at Interest Rate Measuredat Interest Rate
Fair Value Swaps Total Fair Value Swaps Total
Balance, beginning of period.............c.ccoceiiie. 8§ - $ - $ $ $ - $
Transfers outof Level3 ... - -
Balance, end of period.........ccoecii i . $ - $ - $ $ $ - $
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Six months ended June 30,

2011 2010

Fair Value Measurements Using Significant
Unobservable Inputs (Lewvel 3)

Fair Value Measurements Using Significant
Unobservable Inputs (Lewvel 3)

Borrowings Currency and Borrowings  Currency and
Measured at Interest Rate Measuredat Interest Rate
Fair Value Swaps Total Fair Value Swaps Total
Balancepeginning of period ...........cccoooeeviiiiiinennan. $ $ $ $ 282 $ 27 $ 309
Transfers outof Level3... ..o (282) (27) (309)
Balanceend of period .........c.cccuevveeeeeieiiiiiiieeeeee $ $ $ $ - $ - $ -

NOTE | — NET FAIR VALUE ADJUSTMENTS ON
NON-TRADING PORTFOLIOS

Net fair value adjustments on non-trading portoln the
Condensed Statement of Income and Retained Earfaings
the three and six months ended June 30, 2011 4Gdc@mn-
prise the following (in millions):

Six months ended
June 30,
2011

Three months ended
June 30,
2011 2010

2010

Change in fair value of derivative
instruments due to movements in:
Exchange rates
Interest rates

Total change in fair value of derivatives...

$ 560
320
880

$ (856) $ 725
249 (33)
(607) 692

$ (650)
428
(222)

Change in fair value of borrowings due
to movements in:
Exchange rates
Interest rates
Total change in fair value of borrowings....

921
(1,008)
(87)

560
(1,214)
(654)

(552)
(553)
(1,105)

(814)
(149)
(963)

Currency transaction gains (losses) on
borrowings and loans at amortized cost
Amortization of borrowing and loan

3) (66) 83 %8

1
$ (777)

$ (23;3) $ (76C-)) $ (lSi;)

Net fair value losses on non-trading derivativesitiag from
changes in interest rates were $33 million for fire six
months of 2011. These losses were increased bydiie
losses on borrowings of $149 million. The incoméatiliy
related to movements in interest rates, which ateduto a
loss of $182 million for the six months period ethdene 30,
2011, compared to a loss of $786 million for theesgeriod
last year, was primarily due to fair value lossaslemding
swaps ($104 million) and losses associated withngdein
the Bank’s credit spreads on the borrowing podftdipprox-
imately $127 million), which were partially offdey gains on
equity duration swaps of $41 million.

The Bank’s borrowings in non-functional currences fully
swapped to functional currencies, thus protectig Bank
against fluctuations in exchange rates. Duringfils¢ six
months of 2011, exchange rate changes increasedltieeof
borrowings and loans, resulting in a net loss @&1%illion
(2010 — net gain of $658 million), which was offbgta net
gain from changes in the value of the borrowing landing
swaps of $725 million (2010 — net loss of $650iomn).

NOTE J — BOARD OF GOVERNORS APPROVED
TRANSFERS

As part of the Bank’s general increase in resouraggntly
underway, the Board of Governors agreed, in piliecnd
subject to annual approvals by the Board of Goverand in
accordance with the Agreement, to provide $200iamill
annually in transfers of Ordinary Capital incomehe 1DB
Grant Facility, beginning in 2011 and through 2080its
annual meeting in Calgary, Canada, in March 20hé, t
Board of Governors approved the $200 million transbr-
responding to 2011. Such transfers are recognzeth &x-
pense when approved by the Board of Governorsiamiél
in accordance with the IDB Grant Facility fundirequire-
ments. The undisbursed portion of approved tramsdeqore-
sented under Due to IDB Grant Facility on the Cosdd
Balance Sheet.

NOTE K — CAPITAL STOCK

On July 21, 2010, the Board of Governors agreedton a
Proposed Resolution that would provide for an eseeof the
Bank’s Ordinary Capital resources in the amourg#f,000
million that would be subscribed to by Bank memliefa/e
annual installments, starting in 2011. Of this anto$1,700
million would be in the form of paid-in capital atice re-
mainder would represent callable capital.

Currently, member countries are voting to apprbeaé¢solu-
tion authorizing increases in the Bank's Ordinagpi@l.
Voting is to close by October 31, 2011, thoughBberd of
Executive Directors has the authority to extenddisadline,
if necessary. The resolution provides that the Bacdpital
increase would be fully implemented through 20X5ttee
corresponding authorities in each of its membemt®Es
appropriate the necessary funds.

NOTE L — PENSION AND POSTRETIREMENT BENE-
FIT PLANS

The Bank has two defined benefit retirement plateng) for
providing pension benefits to employees of the Bahé
Staff Retirement Plan for international employess] the
Local Retirement Plan for national employees incentry
offices. The Bank also provides health care an@ioenther
benefits to retirees under the Postretirement Bsnefan
(PRBP).
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CONTRIBUTIONS. All contributions are made in cash. Contri-

butions from the Bank to the Plans and the PRBIPgltine
first six months of 2011 were $46 million (2010 41$mil-

lion). As of June 30, 2011, the estimate of coutiiims ex-
pected to be paid to the Plans and the PRBP deihty was
$60 million and $34 million, respectively, the saamount
disclosed in the December 31, 2010 financial statésn
Contributions for 2010 were $55 million and $30 lionil,

respectively.

PERIODIC BENEFIT COST: Net periodic benefit costs are allo-
cated between the Ordinary Capital and the FSCzdora
dance with an allocation formula approved by tharBaof
Governors for administrative expenses and aredaedlwn-
der Administrative expenses in the Condensed Staieai
Income and Retained Earnings.

The following table summarizes the benefit costoeiated
with the Plans and the PRBP for the three and sirtins
ended June 30, 2011 and 2010 (in millions):

Pension Benefits
Three months ended Six months ended

June 30, June 30,
2011 2010 2011 2010
Servicecost. ... $ 16 $ 14 $ 33 $ 28
Interestcost.................... 38 36 75 72
BExpected return on
planassets............... ... (47) (45) (94) (90)
Amortization of prior service cost. . - - 1 1
Net periodic benefit cost......... $ 7 $ 5 $ 5 $ 11
Of which:
ORC'sshare................c.. $ 7 $ 6 $ 15 $ 11
FSOsshare...............c.. $ - $ $ -8
Postretirement Benefits
Three months ended Six months ended
June 30, June 30,
2011 2010 2011 2010
Servicecost.................c..  $ 9 $ 8 3 17 $ 15
Interestcost. ................... 19 17 37 34
Expected return on
planassets.............. (19) 19 @7 (38)
Amortization of prior service cost. . 9 9 18 19
Net periodic benefitcost......... $ 18 $ 5 % 35 $ 30
Of which:
ORC's share.... $ 17 $ 5 3% 34 $ 29
FSO's share.... $ 1 $ - % 1 3% 1

NOTE M — VARIABLE INTEREST ENTITIES

The Bank has identified loans and guarantees irs \ftE
which it is not the primary beneficiary but in whidt is

deemed to hold significant variable interest aeJ8M, 2011.
The majority of these VIEs do not involve secuaiiians or
other types of structured financing. These VIEsraainly:

(i) investment funds, where the general partnéummd man-
ager does not have substantive equity at riskpfi§rating
entities where the total equity investment is atersid insuf-
ficient to permit such entity to finance its adtes without
additional subordinated financial support; and @@ntities

where the operating activities are so narrowly reefi by

contracts (e.g. concession contracts) that equisiors are
considered to lack decision making ability.

The Bank’s involvement with these VIEs is limitedldans

and guarantees, which are reflected as such iBan&'s

financial statements. Based on the most receribbleadata
from these VIEs, the size of the VIES measuredtay &ssets
in which the Bank is deemed to hold significantalae in-

terests totaled $3,238 million at June 30, 20110686 mil-

lion at December 31, 2010). The Bank’s total |cams guar-
antees outstanding to these VIEs were $353 millimh$104
million, respectively ($609 million and $157 miliprespec-
tively at December 31, 2010). Amounts committed yit
disbursed related to such loans and guaranteesn&edaio

$5 million ($58 million at December 31, 2010), whicom-

bined with outstanding amounts results in a totaikBexpo-
sure of $462 million at June 30, 2011 ($824 milla@rDe-

cember 31, 2010).

NOTE N — RECONCILIATION OF NET INCOME
(LOSS) TO NET CASH PROVIDED BY (USED IN)
OPERATING ACTIVITIES

A reconciliation of Net income (loss) to Net casbvided
by (used in) operating activities, as shown onGbadensed
Statement of Cash Flows, is as follows (in milljons

Six months ended

June 30,
2011 2010
Netincome (I0SS). . ..... ... .. oo $ 240 $ (92

Difference between amounts accrued
and amounts paid or collected for:
Loanincome. ......... ... iiiiiiii 3 15

Investmentincome. . ...t (31) (73)
Net unrealized gain on trading investments...... .. ... .. (123) (191)
Interest and other costs of borrowings, afteap®. . .. ... 108 23
Administrative expenses, including depreciation... . . ... 3) (13)
Special programs. . ... ... 1) 5
Net fair value adjustments on non-trading pdit®. .. . . .. 188 777
Transfer to the IDB Grant Facility . ... ................. 200 -
Net increase (decrease) in trading investments......... 3,102 (491)
Provision (credit) for loan and guarantee losses........ (23) 38
Net cash provided by (used in) operating activities . .. ... $3,660 $ (2
Supplemental disclosure of noncash activities
Increase (decrease) resulting from exchange ratéuhtions:
Trading investments. .. ...........o i $ 194 $ (397)
Held-to-maturity investments. ...................... (247)
Loans outstanding. ............ceeiiiiiiii 43 (29)
BOMOWINGS. . oot ettt et e e e e 230 (443)
Receivable frommembers-net. . ..... ... L (13) 207

NOTE O — SEGMENT REPORTING

Management has determined that the Bank has oelyesn
portable segment since the Bank does not managpeita-
tions by allocating resources based on a deterioiinat the
contributions to net income of individual operasiormhe
Bank does not differentiate between the naturd@fprod-
ucts or services provided, the preparation proceshe me-
thod for providing the services among individualimmnes.
For the six months ended June 30, 2011 and 2046s lo
made to or guaranteed by four countries indivigugdinerat-
ed in excess of 10% of loan income, before swapillaws
(in millions):
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The following table presents the fair values of fihancial

Six months ended instruments, along with the respective carrying amt®) as of
June 30, X ) .
ol 3010 June 30, 2011 and December 31, 2010 (in millions):
Brazil.......ocvocvvveennn, $ 209 $ 242 2011% 2010
Mexco........ » 187 133 Carrying  Fair Carrying Fair
Argentina.... 167 183 —Yalue ~_Value =~ _ Value = Value
Colombia................. 107 117 Cash. .o $ 187 $ 187 $ 242 $ 242
Investments - trading. ........ 13,889 13,889 16,394 16,394
NOTE P — FAIR VALUES OF FINANCIAL INSTRU- .
Loans outstanding, net....... 63,882 N/A 63,342 N/A
MENTS
Currency and interest rate
. . swaps receivable
The following methods and assumptions were usethéy Investments - trading . ... .. 7 7 6 6
B k . th f . | f t f .. ts: loans.................... 2 2 11 11
ank in measuring the fair value for its finanastruments: Borowings. ... rro 6.054 6,954 6.085 6.285
Others..............ovnn. 12 12 1 1
Cash: The carrying amount reported in the Condensed Bal-sorrowings
ance Sheet for cash approximates fair value. Short-term. . .. ... SRS 1,439 1,439 30 30
Medium- and long-term:
Measured at fair value. . . .. 50,978 50,978 53,302 53,302
Investments: Fair values for investment securities are based  Measured atamortized cos 9,188 9.994 10.176 11,048

on quoted prices, where available; otherwise theybased  Curency and interest rate

swaps payable

on external pricing services, independent dealiegr or Investments - trading. . .. . .. 146 146 77 77

discounted CaSh ﬂOWS. Loans.. ................... 975 975 759 759
Borrowings................ 705 705 750 750
Others.................... 37 37 66 66

Loans: The Bank is one of very fe\_/v lenders of d_evelopment N/A = Not available

loans to Latin American and Caribbean countrieg @b- @ Includes accrued interest.

sence of a secondary market for development loakssrit

difficult to estimate the fair value of the Bankémding port- ~ NOTE Q — SUBSEQUENT EVENTS

folio despite the flexibility offered by the fairalue frame-

work. The Bank continues to explore possible valnabols ~ Management has evaluated subsequent events thAaugh

to estimate the fair value of its lending portfolighout hav- ~ gust 8, 2011, which is the date the financial stateis were
ing to incur excessive costs. issued. As a result of this evaluation, there arsutbsequent

events that require recognition or disclosure & Bank's
Swaps: Fair values for interest rate and currency swaps a Condensed Quarterly Financial Statements as of 30ne
based on discounted cash flows or pricing models. 2011.

Borrowings: The fair values of borrowings are based on
discounted cash flows or pricing models.



