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MANAGEMENT’S DISCUSSION AND
ANALYSIS
June 30, 2012

INTRODUCTION

The resources of the Inter-American DevelopmenkEtie
Bank) consist of the Ordinary Capital, the Fund $pecial
Operations, the Intermediate Financing Facility dhed, and
the IDB Grant Facility. All financial informationrpvided in
this Management's Discussion and Analysis referghto
Bank's Ordinary Capital.

This document should be read in conjunction wighBlank's
Information Statement dated March 9, 2012, whidtudtes
the Ordinary Capital financial statements for tearyended
December 31, 2011. The Bank undertakes no obligtio
update any forward-looking statements.

FINANCIAL STATEMENT REPORTING

The financial statements are prepared in accordaiticeac-
counting principles generally accepted in the Wn@¢ates of
America (GAAP). The preparation of such financites
ments requires management to make estimates amthpass
tions that affect the reported results. Manageiveligves that
some of the more significant estimates it usegdsegnt the
financial results in accordance with GAAP, for \aion of
certain financial instruments carried at fair valtiee allow-
ances for loan and guarantee losses, and the ivaluet
pension and postretirement benefit plan-relatetilitias,
involve a relatively high degree of judgment andhplexity
and relate to matters that are inherently uncertain

Most of the Bank’s borrowings and all swaps, incigcoor-
rowing and lending swaps, are measured at faievalough
income. The reported income volatility resultingnfr the
non-trading financial instruments is not fully repentative of
the underlying economics of the transactions asBiuek
holds these instruments to maturity. Accordinghg Bank
excludes the impact of the fair value adjustmest®aated
with these financial instruments from the regutsuits of its
operations. The Bank defines Income before Netviaine
adjustments on non-trading portfolios and Board>ofer-
nors approved transféras “Operating Income”. Net fair val-
ue adjustments on non-trading portfolios and Bo&f@over-
nors approved transfers are reported separatdlyeirCon-
densed Statement of Income and Retained Earnings.

FINANCIAL HIGHLIGHTS

L ENDING OPERATIONS During the first six months of 2012,
the Bank approved 56 loans totaling $3,356 mikiompared
to 27 loans that totaled $1,543 million during saene period
in 2011. There were two non-trade-related guaranége
proved without sovereign counter-guarantee for @lon
(2011 — two for $40 million) and 136 trade-relage@rantees

1 . . " .
References to captions in the attached condensadegy financial statements
and related notes are identified by the name ot#pion beginning with a cap-
ital letter every time they appear in this ManagetiseDiscussion and Analysis.

were issued for a total of $340 million (2011 —R@rantees
issued for a total of $195 million).

The portfolio of non-sovereign-guaranteed loanseimed to
a level of $3,624 million compared to $3,316 milliat De-
cember 31, 2011. The non-sovereign guarantees W@gPOS
increased $44 million to $891 million compared &% mil-
lion at the end of the previous year. As of June802, 6.7%
of the outstanding loans and guarantees exposisenor
sovereign-guaranteed, compared to 6.2% at DeceBier
2011.

Total allowances for loan and guarantee losses ratetiio
$215 million at June 30, 2012 compared to $175amilat
December 31, 2011. The Bank had non-sovereign-gieach
loans with outstanding balances of $264 milliorssiked as
impaired at June 30, 2012 compared to $129 milibthe
end of the prior year. All impaired loans have ffweallow-
ances for loan losses amounting to $82 millionuaieJ30,
2012, compared to $41 million at December 31, 2011.

In 2011, the Bank approved the Flexible Financiagilfy

(FFF), effective on January 1, 2012. The FFF is ti@only
financial product platform for approval of all neé@rdinary
Capital sovereign-guaranteed loans. With FFF Idaospw-

ers have the ability to tailor financial terms jgp@val or dur-
ing the life of a loan, subject to market avaiigbtnd opera-
tional considerations. The FFF platform allows baers to:
(i) manage currency, interest rate and other tygbesxpo-
sures; (ii) address project changing needs by mista loan
repayment terms to better manage liquidity risisntanage
loans under legacy financial products; and, (ivioceke
hedges with the Bank at a loan portfolio level.

For 2012, the Board of Executive Directors approadeind-
ing spread of 0.62%, a credit commission of 0.25#b @0

supervision and inspection fee, compared to argnsjpread
of 0.80%, a credit commission of 0.25% and no sigien

and inspection fee in 2011.

BORROWING OPERATIONS During the first six months of
the year, the Bank issued bonds for a total faceuatnof
$7,176 million (2011 — $1,098 million) that generht
proceeds of $6,478 million (2011 - $1,098 million),
representing increases of $6,078 million and $5r88(bn,
respectively, compared to the same period last Yaaraver-
age life of new issues was 4.0 years (2011 — ZarsyelThe
higher level of borrowing operations during thetfsemester
of 2012 was mainly due to a larger funding progrempart
based on a higher level of debt redemptions. litiadlast
year's lower borrowings reflected the positive itpan the
Bank’s liquidity levels of the conversion of $3,22filion of
non-borrowing member currency holdings subject &nm
tenance of value.
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FINANCIAL RESULTS: Operating Income during the first six further discussion on changes in fair value on tradling

months of 2012 was $425 million, compared to $62Bom
for the same period last year, a decrease of $HDSMThis
decrease was mainly due to a decrease in netsinieceme
of $81 million, a decrease in net investment gafri4 mil-
lion, an increase in net non-interest expense 6f Blion
and an increase in the provision for loan and gireedosses
of $63 million.

During the six months ended June 30, 2012, théngrad-

vestments portfolio experienced net mark-to-magiadns of
$115 million, compared to $159 million experienckding

the six months ended June 30, 2011. The tradirgstiments
portfolio’s net interest income, which excludeslized and
unrealized investment gains and losses, added @obi$il8
million during the first six months of the year qoaned to
$30 million during the same period in 2011.

The provision (credit) for loan and guarantee lbdsereased
from $(23) million in the first semester of 201150 million
in 2012 as a result of an increase in impairedsliathe non-
sovereign-guaranteed portfolio.

With the election of the fair value option for abstantial
number of the borrowings in 2008, the changesiivddue of
the borrowing swaps are significantly offset by ¢hanges in
fair value of the associated borrowings. Howewvecpine
volatility still results from changes in the Bankisedit
spreads and swap basis spreads, which affect lirgioa of
borrowings and swaps, respectively, the changtsrimalue
of lending swaps, which are not offset by corredpan
changes in the fair value of loans, as all Bardés$ are rec-
orded at amortized cost, and the changes in faie s equi-
ty duration swaps. To reduce, over time, the incootetility
resulting from these financial instruments, effectianuary 1,
2011, the Bank modified its borrowing fair valudiop poli-
cy addressing income volatility on a financial iinstents
portfolio basis rather than on an instrument-byrimsent
basis. Net fair value adjustments on non-tradintfghios for
the six months ended June 30, 2012 amounted 3 ai&88
million, compared to $188 miillion for the same pdriast
year. Fair value losses on lending swaps of $18&®m
losses associated with changes in the Bank’s adibds on
the borrowing portfolio (approximately $5 millioajd losses
from changes in swap basis spreads (approximablyn$i-
lion), were partially offset by gains on equity ation swaps
($51 million) and gains on swaps where the assatiaond
was not elected for fair value treatment ($101lionl (See
Note | to the Condensed Quarterly Financial Statésrfer

portfolios).

CAPITALIZATION . On February 29, 2012, the ninth general
increase in the resources of the Bank (IDB-9) edténto
effect, which was also the effective date of thst finstall-
ment. The IDB-9 provides for an increase in thekZa@rdi-
nary Capital of $70,000 million to be subscribedyoBank
members in five annual installments. Of this amo#ib{700
million is in the form of paid-in capital stock atige remaind-
er constitutes callable capital stock. As of Agfll 2012, the
deadline for member countries to commit to subsdodtaddi-
tional ordinary capital stock, subscriptions frof #hember
countries amounting to $65,731 million were recgibg the
Bank. The Netherlands and Venezuela did not siliestithe
respective shares of the increase that had beervedsfor
them amounting to $4,269 million (of which $237 limi
correspond to the shares reserved for the Netdsylamnd
$4,032 million correspond to those for Venezue@@j.the
total shares subscribed, 5,134,300 shares in thoeirdnof
$61,937 million, or 88% of the total increase, weligible for
allocation, representing the amount of shares shbsg less
shares that were not allocated in order to complly the
associated minimum voting power requirements of the
Agreement. Of the total shares allocated, $1,50Homi
represents paid-in capital stock and $60,433 miti@presents
callable capital stock.

The shares of the increase that had been resepvettief
Netherlands and Venezuela (19,639 and 334,278sshare
spectively) are being held by the Bank and wilidsdlocated
by the Bank’s Board of Governors.

On February 29, 2012, Canada notified the Bankitheas
exercising its right to replace shares of non-gptiallable
capital stock with shares allocated under the IDB«&or-
dingly, effective March 30, 2012, Canada replac8(5B
non-voting callable shares in the amount of $48lfomiwith
an equal amount of voting callable shares unddbDiBe9.

Despite the increased lending in response to timlfinan-
cial crisis, the Bank's capital adequacy positi@mains
strong, as determined by its capital adequacyypdlice capi-
tal adequacy framework provides rules that sughertieter-
mination of capital requirements for credit and kagrisk, as
well as operational risk.

The Total Equity-to-Loans Ratio (TELR) at June 3012
was 32.1% compared to 31.3% at the end of last (Bes
Table 1).
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Box 1: Selected Financial Data

(Amounts expressed in millions of United States dalrs)

Six months ended Year ended
June 30, December 31,
2012 2011 2011
Lending Summary
Loans and guarantees apprO\%d $ 3,376 $ 1,583 $ 10,400
Undisbursed portion of approved loans 25,188 20,834 23,994
Gross loan disbursements 2,046 2,728 7,898
Net loan disbursemenf& (244) 368 3,297
Income Statement Data
Operating Income ® $ 425 $ 628 $ 836
Net fair value adjustments on non-trading pormlfé) (88) (188) (919)
Board of Governors approved transfers (200) (200) (200)
Net income (loss) 137 240 (283)
Returns and Costs, after swaps
Return on average loans outstanding 2.55% 2.80% 2.75%
Return on average liquid investments 2.02% 2.64% 0.65%
Average cost of borrowings outstanding during tkeequ 0.92% 0.83% 0.81%
June 30, December 31
2012 2011 2011
Balance Sheet Data
Cash and investments-r&} after swaps $ 19,101 $ 13,758 $ 13,882
Loans outstandin’ 65,978 63,533 66,130
Borrowings outstandins), after swaps 62,298 55,284 58,015
Equity 20,194 21,199 19,794
Total Equity@-to-Loans “% Ratio 32.1% 33.7% 31.3%

6

Excludes guarantees issued under the Trade Feirrauilitation Program.

Includes gross loan disbursements less princgpady ments.

See page 7 for a full discussion of Operatingine under Results of Operations.

Net fair value adjustments on non-trading p oivfomostly relate to (a) the changes in the fdueaf the Bank'’s
lending swaps due to changes in USD interest ares for which the offsetting changes in valu¢hef loans are

not recognized since the loans are not fair valuesiwell as (b) the changes in the fair valughefBank’s borrowings
due to changes in the Bank’s own credit spreagls N®te | to the financial statements for furthetads.
Geometrically-linked time-weighted returns.

Net of Payable for investment securities purctias® cash collateral received and receivablenfeestment securities sold
Excludes lending swaps in a net liability positif $1,835 million as of June 30, 2012 (2011 7&#&nillion) and

$1,546 million as of December 31, 2011.

® Net of premium/discount.

O "Total Equity" is defined as Paid-in capital stdeks Capital subscriptions receivable, Retainexiregs and

the allowances for loan and guarantee loss®sis borrowing countries' local currency caslabeds, net receivable
from members (but not net payable to memted)the cumulative effects of Net fair value atfjusnts on non-trading

@

3

(4

(5

(6,

@

portfolios.
9 |ncludes loans outstanding and net guarantee expos

CAPITAL ADEQUACY

The capital adequacy framework consists of a politgapi- cy includes capital requirements for operatiorsd and the
tal adequacy and systems that support the deteionirat exposure from the obligation to fund any changesha
capital requirements for credit and market riskbath the  shortfall/surplus of the Bank’s retirement funds.

Bank’s lending and treasury operations. In additibe poli-
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The capital adequacy policy allows the Bank to mmeathe
inherent risk in its loan portfolio due to the dtepiality of its
borrowers and the concentration of its loans, anthake
flexible adjustments to changing market conditioAs.such,
specific risk limits in terms of capital requirenterior in-
vestments and derivatives are included that endbleage-
ment to design more efficient funding and investnstate-
gies following the risk tolerance established e Board of

Executive Directors. As determined under the pplitye
Bank is well capitalized.

Table 1 presents the composition of the TELR akiné 30,
2012 and December 31, 2011. It shows that the THEER
creased from 31.3% to 32.1% mainly due to an iserdéa
Total Equity, and lower loans outstanding and netrantee
exposure.

Table 1: TOTAL EQUITY-TO-LOANS RATIO
(Amounts expressed in millions of United States dalrs)

Equity

Paid-in capital StoCK...........cooovrmiriiiiiiiiiieeees
Less: Capital subscriptions receivable..............

Retained earnings:

1
General resen®.....oo.ooiieeeeeeeee,

Special FeSEVE. ..o,

Plus:

Allowances for loan and guarantee losses........

Minus:

Borrowing countries' local currency cash balances........

Net receivable frommembers..........cc.ooceeveienn

Cumulative net fair value adjustments on non-trgdin

POMFONIOS ...

Total BQUIY . .ovvveeiiiii
Loans outstanding and net guarantee exposure.......
Total Equity-to-Loans Ratio...............ceveeeviiinnnininn,

@ Includes Accumulated other comprehensive income.

CONDENSED BALANCE SHEET

June 30, December 31,
2012 2011
........... $ 4,640 $ 4,339
............ (61) -
4,579 4,339
........... 13,050 12,890
............ 2,565 2,565
20,194 19,794
........... 215 175
164 173
............ 85 76
............ (1,329) (1,241)
........... $ 21,489 $ 20,961
........... $ 66,921 $ 67,030
........... 32.1% 31.3%

$65,978 million, compared with $66,130 million &she-

L oAN PorTFoLIO. The Bank offers loans and guarantees cember 31, 2011. The slight decrease in the loatfolm

to its borrowing member countries to help meet thevel-
opment needs. In addition, under certain conditiorgs sub-
ject to certain limits, the Bank may make loans gudran-
tees without a sovereign guarantee (i) in all esdogectors,
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 reqeinésrior
such operations do not exceed 20% of Total Equity

The loan portfolio is the Bank’s principal earniagset of
which, at June 30, 2012, 95% was sovereign-guachnie
June 30, 2012, the total volume of outstandingdoans

2As of March 31, 2012, the date of the latest qugnteport to the Board of Executive
Directors, the risk capital requirements of noneseign-guaranteed operations was
$1,144 million, or 5.4% of Total Equity.

was mostly due to a higher level of loan colledi¢®2,290
million) than disbursements ($2,046 million), thets partial-
ly offset by positive currency translation adjusttse
($91million).

As of June 30, 2012, 6.7% of the outstanding |l@alsguar-
antees exposure was non-sovereign-guaranteed @iripar
6.2% at December 31, 2011. The non-sovereign- Qg
loan portfolio totaled $3,624 million, compared $8,316
million at December 31, 2011.

INVESTMENT PORTFOLIO. The Bank’s investment portfo-
lio is mostly comprised of highly-rated debt seesi and
bank deposits. Its volume is maintained at a Iswfficient to
ensure that adequate resources are available tofuhae
cash flow needs. Net investment levels, after syiageased
$5,317 million during the first six months of 20I#ainly
resulting from net cash inflows from borrowings ,Z81
million), net loan collections ($244 million), cetition of
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capital subscriptions under the IDB-9 ($240 miljjamet cash
inflows from operating activities ($404 millionyyé mark-to-
market gains ($115 million), partially offset bygadive cur-
rency translation adjustments ($36 million).

BorrowING PORTFOLIO: The portfolio of borrowings is
mostly comprised of medium- and long-term debterhidi-
rectly in capital markets. Borrowings outstandiragter
swaps, increased $4,283 million compared with Déeem
31, 2011, primarily due to a larger amount of newdwings
than maturities ($4,231 million), the accretiordafcount on
borrowings ($218 million), and collection of theceation of
discount on borrowing swaps ($75 million), paniatiffset
by a net decrease in the fair value of borrowings related
swaps ($181 million), and negative currency traioslead-
justments ($43 million).

Eouity: Equity at June 30, 2012 was $20,194 million, an

increase of $400 million from December 31, 201flectng
paid-in capital received under the IDB-9 of $240iom, net
income of $137 million, and the reclassificationuofecog-
nized actuarial losses of $28 million to net incopertially
offset by currency translation adjustments of $iani

RESULTSOFOPERATIONS
Table 2 shows a breakdown of Operating IncometHeosix

months ended June 30, 2012, Operating Income w25 $4

million compared to $628 million for the same periast
year, a decrease of $203 million. This decreasermaisly
due to a decrease in net interest income, lowenvestment

gains, and increases in non-interest expense anmdkision
for loan and guarantee losses.

The Bank had net interest income of $629 milliorirduthe

first semester of 2012, compared to $710 milliarttie same
period last year, a decrease of $81 million madhlg to a
reduction in net interest income from loans. Thediley

spread on most of the Bank’s loans decreased fr8@8®in

2011 t0 0.62% in 2012.

The Bank's trading investments portfolio contriduteet
mark-to-market gains of $115 million during the ipey
compared to $159 million for the same period in12@k the
portfolio’s recovery continued to be in line withet world
financial markets. Net losses of $85 million (iekato pur-
chased price) were realized, compared to $1 miti@v11.

Non-interest expense increased $20 million mainlg ¢
higher net periodic pension costs of $28 milliorassult of
the amortization of unrecognized net actuarialdesnd an
increase in the service cost due to the decredise discount
rate at the end of 2011, partially offset by a ease in special
programs of $6 million.

The provision (credit) for loan and guarantee lpgsereased
from ($23) million in the first semester of 2011$40 million

in the first semestaf 2012 mostly due to an increase in non-
sovereign-guaranteed impaired loans.

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

Six months ended

June 30,
2012 2011
Loan interest income $ 805 $ 845
Investment interest income 49 48
Other interest income 52 51
906 944
Less:
Borrowing expenses 277 234
Net interest income 629 710
Other loan income 32 27
Net investment gains 115 159
Other expenses:
Provision (credit) for loan and guarantee losses 40 (23)
Net non-interest expense 311 291
Total 351 268
Operating Income $ 425 $ 628
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The average interest-earning asset and interastdpdiabili-
ty portfolios, after swaps, and the respectiveniiie returns

and costs for the six months ended June 30, 204 2@l
and the year ended December 31, 2011 are shovablia 3.

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

Six months ended Six months ended Year ended
June 30,2012 June 30,2011 December 31, 2011
Average Return/Cost Average Return/Cost Awerage  Return/Cost
balance % balance % balance %
Loans™") $ 66,021 2.45 $ 62767 271 $ 63,420 2.65
Liquid investment?® 16,815 2.02 15,648 2.64 15,110 0.65
Total earning assets $ 82,836 2.36 $ 78,415 2.70 $ 78,530 2.27
Borrowings $ 60,493 0.92 $ 56,677 0.83 $ 56,794 0.81
Net interest margiﬁ” 1.53 1.83 1.82

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

® Represents annualized net interest income as ani@taverage earning assets.

COMMITMENTS

The Bank's exposure to structured assets contitmdae

GUARANTEES The Bank makes partial non-trade related reduced through repayments at par of $217 millising the

guarantees with or without a sovereign counteragiee. In
addition, the Bank provides credit guarantees wittzove-
reign counter-guarantee for trade-finance trarmsactunder
its Trade Finance Facilitation Program. Duringdixemonths
ended June 30, 2012, there were two non-tradedetptar-
antees approved without sovereign counter-guarfot&20
million (2011 — two for $40 million). Also, the BRrissued
136 trade-related guarantees for a total of $34@m(2011
— 90 guarantees issued for a total of $195 million)

CONTRACTUAL OBLIGATIONS. The Bank’s most signifi-
cant contractual obligations relate to undisbuteeds and
the repayment of borrowings. At June 30, 2012,simdsed
loans amounted to $25,188 million and the averaafeinity

of the medium- and long-term borrowing portfolidten
swags, was 4.4 years with contractual maturitysci@ugh
2042,

LIQUIDITY MANAGEMENT

Credit markets were mixed in the second quart20d® due
to uncertainty in the economic recovery of manyoean
countries. Other economies, notably that of theddrtates,
further showed signs of deceleration or weakneasping

downward revisions to global growth projectionstHis en-
vironment, rates in various markets continued réadtlower
due to growing expectations of further officiaivatii.

3 The maturity structure of medium- and long-terntweings outstanding at the end
of 2011 is presented in Appendix |-4 to the Decarfitie2011 financial statements.

first six months of the year (2011—$503 million)dase-
lected asset sales. While the market for structassdts con-
tinued to be depressed with limited liquidity, tRank ex-
ecuted a number of sales thereby reducing expdsttte
sector at higher prices. Valuations on the remgipirtfolio
continue to be impacted by market factors, suchnasen
liquidity, rating agency actions, and the prices/laich actual
transactions occur. The Bank continues to maximitere
possible, the use of the market inputs in the vialuaf its
investments, including external pricing servicadependent
dealer prices, and observable market yield curves.

The Bank continues to closely monitor the assdttyud its
investments portfolio, analyzing and assessindutihgamen-
tal value of its securities, with a particular fean its asset-
backed and mortgage-backed securities.

During the six months ended June 30, 2012, the Bzotg-
nized $115 million of mark-to-market gains in itading
investments portfolio (2011 — $159 million). Theseest-
ment gains, to a major extent, relate to gaingr@zed in the
$1,726 million asset-backed and mortgage-backadtites
portion of the portfolio and, the general recovirycredit
assets. As of June 30, 2012, 45.5% of this patislistill
rated AAA and AA, and 72.2% is rated investmenidgra
compared to 48.2% and 72.9%, respectively, at DieeeB1,
2011.
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Table 4 shows a breakdown of the trading investsneot-
folio and related swaps at June 30, 2012 and Desrefih
2011, by major security class, together with uiredlgains

and losses included in Income from Investments t-gilies
on securities held at the end of the respectiviegher

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

June 30, 2012 December 31, 2011

Unrealized Unrealized
Fair Gains Fair Gains
value @ (Losses)(z) value ™ (Losses)(z)
Obligations of the United States Government and
its corporations and agencies $ 5467 $ @ $ 19714 $
U.S. Government-sponsored enterprises 635 - 841 -
Obligations of non-U.S. governments and agencies 657,8 37 5,586 @
Bank obligations 3,723 (32) 3,323 6)
Mortgage-backed securities 1,050 27 1,269 (41)
U.S. residential 348 12 444 @)
Non-U.S. residential 353 16 419 (54)
U.S. commercial 140 @) 167 13
Non-U.S. commercial 209 - 239 7
Asset-backed securities 676 9 750 27
Collateralized loan obligations 438 13 470 22
Other collateralized debt obligations 110 (6) 125 4
Other asset-backed securities 128 2 155 1
Total investments-trading 19,416 40 13,743 27)
Currency and interest rate swaps (59) 32 (96) (41)
Total $ 19357 $ 72 $ 13647 $ (68)

@ Includes accrued interest of $33 million (2011 0 $illion) for trading investments and $15 milli¢2011 - $27 million) for currency
and interest rate swaps, presented in the Cond&wadce Sheet under Accrued interest and otlzges.

@ Represents unrealized gains and losses includedame from Investments-Net gains for the correstiray period.

COMMERCIAL CREDIT RISK

Commercial credit risk is the exposure to losses tould
result from the default of one of the Bank’s inwett, 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 cansgive risk
policies, the Bank will only invest in high qualitebt in-
struments issued by governments, government agenuig
tilateral organizations, financial institutions, daorporate
entities, including asset-backed securities.

Table 5 provides details of the estimated curreadicexpo-
sure on the Bank’s investment and swap portfolies, of
collateral held, by counterparty rating categorg. @& June
30, 2012, the credit exposure amounted to $19,8l8m
compared to $14,121 million as of December 31, 20h#
credit quality of the portfolios continues to bghjias 87.4%
of the counterparties are rated AAA and AA, 8.4%rated

As of June 30, 2012, out of the Bank's total curaedit
exposure in Europe of $7,392 million ($6,718 milliat De-
cember 31, 2011) the direct exposure to three Bosezoun-
tries rated BBB+ or lower (ltaly, Portugal, and @pavas
$18 million ($147 million at December 31, 2011)eTéxpo-
sure was entirely composed of government agerigiesldi-
tion, in the countries specified, the Bank had $88llion

($401 million at December 31, 2011) of exposuredeet-
backed and mortgage-backed securities, genertsly nsgh-
er than the sovereigns, and $1 million exposureswaps
($24 million at December 31, 2011). All the remadnEuro-
pean current exposure of $7,042 million ($6,148ionilat
December 31, 2011), regardless of asset classnveasin-
tries rated AA or higher.

A, 1.2% are rated BBB, and 3.0% are rated below BBB

compared to 88.8%, 4.8%, 2.5% and 3.9%, respagtiael
December 31, 2011.
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Table 5: Current Credit Exposure, Net of Collateral Held, by Counterparty Rating Category
(Amounts expressed in millions of United Stas dollars)

June 30, 2012

Total
Investments Exposure on

Governments ABS and Net Swap Investments % of
Counterparty rating and Agencies  Banks MBS Exposure and Swaps Total
AAA O $ 5,333 $ 331 $ 115 $ - $ 5779 29.1
AA 7,631 2,937 670 356 11,594 58.3
A 865 455 243 101 1,664 8.4
BBB 18 - 218 - 236 12
BB 120 - 83 - 203 1.0
B - - 129 - 129 0.6
CCC - - 152 - 152 0.8
CC and below - - 116 - 116 0.6
Total $ 13,967 $ 3,723 $ 1,726 $ 457 $ 19,873 100.0
M Includes $914 million of Governments and ageneiésd A1+, the highest short-term rating.

December 31, 2011
Total
Investments Exposure on

Governments ABS and Net Swap Investments % of
Counterparty rating and Agencies  Banks MBS Exposure and Swaps Total
AAA @ $ 3,756 $ 490 $ 273 $ - $ 4519 32.0
AA 4,436 2,587 701 290 8,014 56.8
A 147 246 202 88 683 4.8
BBB 62 - 296 - 358 25
BB - - 60 - 60 0.4
B - - 140 - 140 1.0
CCC - - 213 - 213 15
CC and below - - 134 - 134 1.0
Total $ 8,401 $ 3,323 $ 2,019 $ 378 $ 14,121 100.0

@ Includes $105 million of Governments and agenciésd A1+, the highest short-term rating.

OTHER DEVELOPMENTS

FINANCIAL ~ REFORM—THE DODD-FRANK WALL

STREET REFORM AND CONSUMER PROTECTION ACT.

In July 2010, the President of the United StateAroérica

signed into law the Dodd-Frank Wall Street Refornd a

Consumer Protection Act. The Act seeks to reforenUts.
financial regulatory system by introducing new tatprs and
extending regulation over new markets, entities, activi-
ties. The implementation of the Act is dependenthende-
velopment of various rules to clarify and interpitst re-
guirements. Pending the implementation of thesesruihe
Bank continues to assess the future impact offitrasicial
regulatory reform on its operations.

PATIENT PROTECTION AND AFFORDABLE CARE ACT
(PPACA) AND HEALTH CARE AND EDUCATION
RECONCILIATION ACT OF 2010 (HCERA). In March
2010, the President of the United States signedlamt the

PPACA and the HCERA. The new legislation seeks to

reform aspects of the U.S. health care systemtsuvaiious
provisions will be regulated and become effectiverahe
following several years. It is the Bank’s intentitanimple-
ment provisions of the legislation to the extent aleeady
reflected in the Bank’s employee medical insurgmogram
and as may be deemed appropriate given its statas -
ternational organization. The Bank continues tsajomoni-
tor the implementation of the legislation. Managetriae-
lieves that the impact of the legislation will & material to
the Bank’s financial position and results of operet
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LiTIGATION . On July 17, 2012, the Bank was notified

that a local court in one of the Bank’s borrowingmber On April 12, 2012, Mr. Jose Juan Ruiz Gomez wasiafgxl

countries had issued an order in a litigation ne¢ato a General Manager of the Department of Research aief C

non-sovereign guaranteed loan operation, pursuant t Economist, effective May 16, 2012.

which the Bank may be required to pay an amount in

connection with such litigation equivalent to appro CHANGE IN EXTERNAL AUDITOR: After a competitive

imately $40 million. The Bank is currently exanmgi bidding process, KPMG LLP was selected as the Exter

legal alternatives to contest the payment of thisant. nal Auditors of the Bank for the five-year perio@12-
2016, as Ernst & Young LLP completed its second and

MANAGEMENT CHANGES: On July 20, 2012, Mr. Jorge da  last five-year term in early 2012 in compliancehnihe

Silva was appointed Executive Auditor of the Baaffective Bank’s mandatory rotation policy

September 1, 2012.

On June 1, 2012, Ms. Daisy Seebach was appointecsEt
Officer of the Bank, effective August 1, 2012.
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Condensed Quarterly Financial Statements
(Unaudited)
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ORDINARY CAPITAL
INTER-AMERICAN DEVELOPMENT BANK

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

June 30, December 31,
2012 2011
(Unaudited) (Unaudited)
ASSETS
Cash and investments
(0] ¢ B V(o (<31 =SSP $ 1,644 $ 1,189
Investments - Trading - Notes C,G,Hand P...........cooooiicceniiiiininnnnn, 19,383 $ 21,027 13,703 $ 14,892
Loans outstanding - Notes D, Eand P............cooiiiiiiiii e 65,978 66,130
Allowance for Ioan I0SSES.......uuvuuiiiiiiiiiiiiiiieeiee e (192) 65,786 (150) 65,980
Accruedinterestand other charges...........ooovee i 807 851
Receivable frommembers ..o 294 295
Currency and interest rate swaps - Notes G, H, | ahP
INVESTMENES - trAdING .. ..t e 28 11
44 112
6,854 6,702
267 7,193 215 7,040
415 374
TOEl BSSELS ..o e eeeeeeees et ete et ee e ettt $ 95522 $ 89,432
LIABILITIES AND EQUITY
Liabilities
Borrowings - Notes F, G, H, land P
SNOMABIM. ettt $ 810 $ 898
Medium- and long-term:
Measured at fair ValUe............oviiiiiiiii e, 48,219 48,901
Measured at amortized COSt.........cvviviiiiiiiiieeii e 19472 $ 68,501 14,124  $ 63,923
Currency and interest rate swaps - Notes G, HdIRin
Investments - trading 72 80
Loans.......ccocevveeinnnnn. 1,879 1,658
Borrowings................... 651 794
OtNBT . 1 2,603 - 2,532
Payable for investment securities purchased ankl callateral received. 1,900 943
Amounts payable to maintain value of currency hr@di....................... 209 219
Due to IDB Grant Facility - NOte J........ccccoivimriiiiiiiiiiiiiicieeee e 403 272
Accrued interest 0N DOMMOWINGS ........cvvvvieeeriiiie e 533 538
Liabilities under retirement benefit plans...............coc e, 803 796
Other IabIlIIES ......ccciiiiiiiee et 376 415
Total HabilteS .....eiiie i 75,328 69,638
Ecquity
Capital stock - Note K
Subscribed 9,688,828 shares (2011 - 8,702,335share..................... 116,880 104,980
Less callable portion. .........ccccuiiiiiiiiiii (112,240) (100,641)
Paid-in capital STOCK. ........cooeiiiiiiiiii e 4,640 4,339
Capital subscriptions receivable.................c.ccooeiiiii, (61) -
Retained arningS ......c.uuuuuuiie e 15,625 15,488
Accumulated other comprehensive income (I0SS)...........commmmeeeeeenen. (10) 20,194 (33) 19,794
Total liabilities and €QUILY.............cceereriiririeiee e, $ 95,522 $ 89,432

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

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

Three months ended Six months ended
June 30, June 30,
2012 2011 2012 2011
(Unaudited) (Unaudited)
Income
Loans, after swaps - Notes Dand G..............coeeeeeeeeeiiiiiiiiiiiiiee e $ 413 $ 449 $ 837 $ 872
Investments - Notes Cand G:
INTEIEST...oe i 24 24 49 48
Net gains............... 18 30 115 159
Other interest income . 27 26 52 51
ONET . e 7 1 22 10
TOtA N COME .o oo 489 530 1,075 1,140
Expenses
Borrowing expenses, after swaps - Notes Fand G......cceceweevveivinnnennnnn, 135 104 277 234
Provision (credit) for loan and guarantee losslete E...............cc.cocceunnn (11) (25) 40 (23)
AdMINIStrative EXPENSES ......uuiiiiiiiieii et 164 147 313 275
SPECIAI PrOGIAMS ...ttt 12 16 20 26
TOtAl @XPENSES ...ttt 300 242 650 512
Income before Net fair value adjustments on non-tréing
portfolios and Board of Governors approvedtransfes..............c.cooeevevennn 189 288 425 628
Net fair value adjustments on non-trading portfolics - Notes F, Gand|......... (171) (238) (88) (188)
Board of Governors approved transfers - Note J..........ccocceviviiniiiiinenannns - - (200) (200)
Netincome.........ccovvviiieiiiiiiiins 18 50 137 240
Retained earnings, beginning of period 15,607 15,961 15,488 15,771
Retained earnings, end of PEriod................cccceieiieeiee e $ 15,625 $ 16,011 $15,625 $ 16,011
CONDENSED STATEMENT OF COMPREHENSIVE INCOME
(Expressed in millions of United States dollars)
Three months ended Six months ended
June 30, June 30,
2012 2011 2012 2011
(Unaudited) (Unaudited)
NEEINCOME ... ... ettt ettt e e et e e e e et e et e eeae e b e eeans $ 18 $ 50 $ 137 $ 240
Other comprehensive income (loss)
Translation adjusStmeNntS...........coouiiiiiiiiiiii e 9 @) (5) 1)
Reclassification to income - amortization of netegognized actuarial
losses and prior service cost on retirement benpltns....................... 14 - 28 -
Total other comprehensive iNCOMe (I0SS).....vvivvuuiiiiiiiiiiiii e iieeeee s 23 (1) 23 (1)
ComPreNeNSIVE INCOME ... ...ttt it et et et e et e e e $ 41 $ 49 $ 160 $ 239

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,
2012 2011
(Unaudited)
Cash flows from lending and other activities
Lending:
Loan disbursements (net of participations)...............ccuv i vmneeene. $ (2,046) $ (2,728)
Loan collections (net of participations)...........ccooveiieiiiinieeenieenns, 2,290 2,360
Net cash provided by (used in) lending activities .coccc......cocceieeennnns 244 (368)
Miscellaneous assets and liabilities..............ccoccoiiin e, (36) (75)
Net cash provided by (used in) lending and othévities...................... 208 (443)
Cash flows from financing activities
Medium- and long-term borrowings:
Proceeds fromisSUaNCe..... ..o 6,374 1,219
REPAYMENTS ... (2,055) (5,701)
Short-term bormowiNgS, NEt.........vviiiiiiii e (88) 1,409
Cash collateral received. ... ... e 553 24
Collection of capital SUDSCHPLIONS ........ooiviiii e e 240 19
Payments of maintenance of value to members.............cccoevveeenennnn, 11 (243)
Net cash provided by (used in) financing activities...............cc.......... 5,013 (3,273)
Cash flows from operating activities
Gross purchases of trading iNvestments..........ooooeiiiii i iemeee, (11,820) (9,548)
Gross proceeds from sale or maturity of tradingegtments.................. 6,652 12,650
Loan income collections, after SWaps .........coocviiiiiiiiiiiin e 867 875
Interest and other costs of borrowings, after swaps........................ 117) (126)
Income fromiNVeSIMENTS.........coiiiiiiii e (25) 53
Other iNtereSt INCOME ... .ouuiiii i 47 51
OtNEI INCOME .. .. e e 22 10
AdMINISTrative EXPENSES .. ..t et (291) (278)
SPECIAl PrOGIANMIS ...t et (30) (27)
Transfers to the IDB Grant Facility............ccoocoieiiiiiini s (69) -
Net cash (used in) provided by operating activities................c......... (4,764) 3,660
Effect of exchange rate fluctuations oncash...........ccooovviiiiiiis (2) 1
Netincrease (decrease) inCash............coooiiiiii 455 (55)
Cash, beginning of year.............coooii 1,189 242
Cash, end Of PEIIOCL .. ..ccuvreee et $ 1,644 $ 187

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
FINANCIAL 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, 2011 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 reshlis 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 liabilitiesjlid@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. Areas in which significatimeges
have been made include, but are not limited toyéheation
of certain financial instruments carried at faituea the al-
lowances for loan and guarantee losses, and thetiesl of
pension and postretirement benefit plan-relatéditias.

Accounting pronouncements

In 2011, the Financial Accounting Standards Bogr4SB)
issued Accounting Standards Update (ASU) No. 2A011-
“Balance Sheet (Topic 210): Disclosures about ®@iifge
Assets and Liabilities”, that requires disclosuidath gross
information and net information about financial afetiva-
tive instruments eligible for offset in the staternef finan-
cial position and instruments and transactionsestitip an
agreement similar to a master netting arrangerf@@rannual
reporting periods beginning on or after Januar8013, and
interim periods within those annual periods. Thieadive of
this disclosure is to facilitate comparison betwigse enti-
ties that prepare their financial statements onbidwss of
GAAP and those entities that prepare their findretate-
ments on the basis of International Financial Remp6tan-
dards. The required disclosures should be provietenspec-
tively for all comparative periods presented. TtaniBis in

the process of assessing the impact that thesediselasures
will have on its financial statements.

NOTE C — INVESTMENTS

As part of its overall portfolio management stratelie Bank
invests in government, agency, corporate, and bhiiga-
tions, asset-backed and mortgage-backed secutidsre-
lated financial derivative instruments, primarilyrency 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 eqlévad 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 eqint to a
AA- rating (asset-backed and mortgage-backed siesuri
require a credit quality equivalent to a AAA rajinghe
Bank also invests in short-term securities of tigibée in-
vestment asset classes mentioned above, provideth#y
carry only the highest short-term credit ratings.

Net unrealized gains of $72 million on trading foid in-
struments held at June 30, 2012 compared to $1BGnnait
June 30 2011, were included in Income from Investsie
Net gains. Unrealized gains recognized are toge laxtent
related to the asset-backed and mortgage-backedtissc
portion of the portfolio, which at June 30, 2012camted to
$1,726 million ($2,705 million at June 30, 2011pathe
general recovery in credit assets.

In the second quarter of 2012, the recovery oiftfestments
portfolio slowed down as a result of mixed markatthe

wake of increased macroeconomic uncertainty imibrd's

major economies. Valuations on the asset-backedramntd

gage-backed portion of the portfolio continue tarbpacted
by market factors, such as uneven liquidity, ratggncy
actions, and the prices at which actual transactioour. The
Bank continues to maximize, where possible, theotigaar-

ket inputs in the valuation of its investments|uding exter-
nal pricing services, independent dealer prices,anserva-
ble market yield curves.

A summary of the trading investments portfolio ael 30,
2012 and December 31, 2011 is shown in Note H ¥ “Fa
Value Measurements”.
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NOTE D — LOANS AND GUARANTEES

LoAN CHARGES For 2012, the Board of Executive Directors

approved a lending spread of 0.62%, a credit cosimniof
0.25%, and no supervision and inspection fee. Ttiemaes
apply to sovereign-guaranteed loans, excluding ggney
loans, comprising approximately 93% of the loartfpliw,
and are subject to annual review and approvalépdard of
Executive Directors.

GUARANTEES During the six months ended June 30, 2012,

there were two non-trade-related guarantees appnoitb-

out sovereign counter-guarantee for $20 milliorL{26 two
for $40 million). As of June 30, 2012, the Bank regut

proved, net of cancellations and maturities, nadetrelated
guarantees without sovereign counter-guaranteekl 4fl4
million ($1,094 million as of December 31, 2011%).dddi-
tion, the Bank has approved a guarantee with sgweteun-
ter-guarantee of $60 million.

Under its non-sovereign-guaranteed Trade Financiit&a
tion Program (TFFP), in addition to direct loar®e Bank
provides credit guarantees on short-term tradieckbteansac-
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 millristand-
ing at any time. During the first six months of ear, the
Bank issued 136 guarantees for a total of $34@omilinder
this program (2011 — 90 guarantees for a totall863$mil-

lion).

At June 30, 2012, guarantees of $1,022 million @&®8lion
at December 31, 2011), including $396 million issuader
the TFFP ($418 million at December 31, 2011), ware
standing and subject to call. This amount repregbatmax-
imum potential undiscounted future payments thatBank
could be required to make under these guaranteeamaunt
of $38 million ($38 million at December 31, 2011 paaran-
tees outstanding has been re-insured to reducBahk's
exposure. Outstanding guarantees have remainingitieat
ranging from 1 to 13 years, except for trade rdlgtearantees
that have maturities of up to three years. No guiees pro-
vided by the Bank have ever been called.

At June 30, 2012 and December 31, 2011, the Bamkis-
sure on guarantees without sovereign counter-giearanet
of reinsurance, amounted to $891 million and $84liom

respectively, and was classified as follows (ifiom):

June 30, December 31,

Internal Credit Risk Classification 2012 2011
Excellent........ccooovviiiiiiiiiiiiin, $ 104 $ 140
Very StroNg......cveeveevveiiiieeiiieeeeens 255 159
SONG .. i 163 146
Satisfactory......cocevveviieiieiniieiiein, 258 253
Falif e 12 27
WEAK. ...ceivii et 96 106
Possible 10SS ... 3 16

Total $ 891 $ 847

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 iredent in
its sovereign-guaranteed loan portfolio is difféan com-
mercial lenders. The Bank does not renegotiatesahedule
its sovereign-guaranteed loans and historically diasys
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, 2012 and December 31, 2011, aseefzd
by the long-term foreign credit rating assigneaach bor-
rower country by Standard & Poor’s (S&P), is atofes (in
millions):

June 30, December 31,

Country Ratings 2012 2011
A+t0A-..n, $ 1,233 $ 1,266
BBB+to BBB-.............. 37,566 35,864
BB+to BB-................. 5,242 6,995
B+tOoB-..oviviiiiieeenn, 17,972 18,478
CCC+to CCC-............ 341 211
Total $ 62,354 $ 62,814

The ratings presented above have been updatedaseo80,
2012 and December 31, 2011, respectively.

NON-SOVEREIGN-GUARANTEED LOANS The Bank does not
benefit from full sovereign guarantees when lendingon-
sovereign-guaranteed borrowers. Risk and perforenforc
these loans are evaluated by scoring the indivitklafactors
under each of the borrower and transaction dimessid he
major risk factors evaluated at the transactior!lewnsider
the priority that the loans made by the Bank hawelation
to other obligations of the borrower; the type efisity col-
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lateralizing the agreement; and the nature andhtesfethe
covenants that the borrower must comply. The najedit
risk factors considered at the borrower level maygtouped
into three major categories: political risk, comaoier 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 itrgaility of
the non-sovereign-guaranteed loan portfolio asuog J30,
2012 and December 31, 2011, excluding loans ta oiixe
velopment institutions, as represented by the Bainkernal
credit risk classification system, is as followsttiillions):

Outstanding balance at

June 30, December 31, S&P/Moody's Rating
Risk Classification 2012 2011 Equivalent
Excellent................ $ 217 $ 117 BBB / Baa3 or higher
Very Strong........... 577 494 BB+/ Bal
Strong......cceeeeens 1,330 1,270 BB/ Ba2
Satisfactory........... 496 517 BB-/ Ba3
Falir. oo 319 319 B+/B1
Weak.......ooovveeennns 34 114 B/ B2
Possible Loss........ 221 183 B-/B3
Impaired................ 264 129 CCC-D/ Caa-D

Total $ 3458 $ 3,143

In addition, as of June 30, 2012, the Bank hasslt@other
development institutions of $166 million (2011 —7$1mil-
lion), which are rated AAA, A+ and A-.

Past due and Non-accrual loans

As of June 30, 2012, there were no loans consigersttiue.
Non-sovereign-guaranteed loans with an outstarighifance
of $264 million were in non-accrual status ($12%ioni at
December 31, 2011), including $134 million whoseumity
has been accelerated.

Impaired loans

The Bank has non-sovereign-guaranteed loans wistaod-
ing balances of $264 million classified as impaaedune 30,
2012. Impaired loans have specific allowanceson losses
amounting to $82 million ($41 million at Decembet, 3
2011).

The following table provides financial informatioglated to
impaired loans as of June 30, 2012 and Decembet(031,
(in millions):

June 30, December 31,
2012 2011
Recorded investment
atend of period............ceeevvennennn. $ 264 $ 129
Average recorded investment
during the period.............cccouunee. 187 126

In addition, a summary of financial informationateld to
impaired loans affecting the results of operationshe three
and six months ended June 30, 2012 and 2011 dlasd
(in millions):

Three months ended

June 30,
2012 2011
Loan income recognized................ $ 3 $
Loan income that would have been
recognized on an accrual basis
during the period...........cc..c.occe. 4 1

Six months ended

June 30,
2012 2011
Loan income recognized................ $ 4 $ 2
Loan income that would have been
recognized on an accrual basis
during the period....................... 6 4

Allowance for Loan and Guarantee Losses
SOVEREIGN-GUARANTEED PORTFOLIG A collective evalua-
tion of collectibility is performed for sovereigmigranteed
loans and guarantees. The performance of saiclmitas
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 reokibt
service payments, sometimes for more than six reo8thce
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 loantraot.

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

An appropriate estimated rate of loss from projeotse im-
paired is determined based upon the Bank's speamifie-
rience gained in the assessment of the losses sigrmom
impairments in its own non-sovereign-guaranteedfqtior
Based upon (i) the impairment/default rate for e@thcate-
gory, (ii) the distribution of the non-sovereigreganteed
portfolio in each of these categories and (jii)ldss rate once
defaulted, the required level of the collectiveslabowance is
determined.

The changes in the allowance for loan and guardogses
for the periods ended June 30, 2012 and Decemb@031
were as follows (in millions):
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June 30, December 31
2012 2011
Balance, beginning ofyear.......... $ 175 $ 172
Provision for loan and
guaranteelosses .............. 40 3
Balance, end ofperiod .............. $ 215 $ 175
Composed of:
Allowance forloan losses ........... $ 192 $ 150
Allowance for guarantee loss®s . . . ... 23 25
Total $ 215 $ 175

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

As of June 30, 2012, the total allowance for loagh guaran-
tee losses is composed of $10 million related ¢osthve-
reign-guaranteed portfolio and $205 million relatedthe
non-sovereign-guaranteed portfolio (2011 - $9 anilliand
$166 million, respectively). The provision for loand guar-
antee losses include provisions of $1 million ahchdllion

related to sovereign-guaranteed loans in 2012 atd, 2Ze-
spectively.

During the first six months of 2012, there werechanges to
the Bank’s policy with respect to the allowancelf@n and
guarantee losses from the prior year. Except ®irtipaired

loans on the non-sovereign-guaranteed portfoliats and
guarantees have been collectively evaluated foaimment.

The collective allowance for loan and guarantesel®ss of
June 30, 2012 amounted to $133 million (2011 — $184

lion), including $123 million (2011 — $125 millionglated to
the non-sovereign-guaranteed portfolio.

Troubled debt restructurings

The Bank does not reschedule its sovereign-guacitans.
A modification of a loan is considered a troubletytdestruc-
turing when the borrower is experiencing finandifficulty
and the Bank has granted a concession to the arrow

A restructured loan is considered impaired whefoés not
perform in accordance with the contractual term¢hefre-
structuring agreement. A loan restructured und&owbled
debt restructuring is considered impaired, bus indt dis-
closed as such after the year it was restructurddss there
is a noncompliance under the terms of the restedtu
agreement.

During the first six months of 2012, there weretrmabled
debt restructurings or payment defaults associattrd the
loan modified as a troubled debt restructuringdihl2

NOTE F — FAIR VALUE OPTION

In 2008, the Bank elected the fair value optioneur@AAP
for most of its medium- and long-term debt to redtie
income volatility resulting from the previous acnbog
asymmetry of marking to market borrowing swaps ubto
income while recognizing all borrowings at amodizmst.
The changes in the fair value of elected borrowargsnow
also recorded in income.

In order to reduce the income volatility resultingm the
changes in fair value of its lending swaps, whiehret off-

set by corresponding changes in the fair valueanid, as all
the Bank’s loans are recorded at amortized costB#nk
modified in 2011 its borrowing fair value optionlipg to

address income volatility on a financial instrursdine., bor-
rowings and loans) portfolio basis rather than oringtru-
ment-by-instrument basis.

The changes in fair value for borrowings electedeurthe
fair value option have been recorded in the Coratkns
Statement of Income and Retained Earnings forhtlee and
six months ended June 30, 2012 and 2011, as follows
millions):

Three months ended

June 30
2012 2011
Borrowing expenses, after swaps........... $ (483) $ (535)
Net fair value adjustments on
non-trading portfolios.............cccccovens 112 (1,105)
Total changes in fair value
included in Netincome..............ccooeee $ (371) $ (1,640

Six months ended

June 30,
2012 2011
Borrowing expenses, after swaps........... $ (977) $ (1,069)
Net fair value adjustments on
non-trading portfolios............ccccoveenee (25) (963)
Total changes in fair value
included in Net income ....................... $ (1,002) $ (2,032)

The difference between the fair value amount aeditipaid
principal outstanding of borrowings measured ataiue as
of June 30, 2012 and December 31, 2011, was as/$o{in
millions):

December 31
June 30,2012 2011
Y TSN $ 48638  $ 49335
Unpaid principal outstanding............... 44,739 45,571
Fair value over unpaid principal
oUtStaANAiNG ...vvvvvvviiii e, $ 3,899 $ 3,764

@ Includes accrued interest of $419 million at J88@2012 and $434 million
at December 31, 2011.

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 ratasare mi-
tigated through its integrated asset and liahilignagement
framework. The objective of the asset and liabititgnage-
ment framework is to align the currency composjtioaturi-

ty profile and interest rate sensitivity charastas of the
assets and liabilities for each liquidity and lexgdproduct
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 atetdst
rate swaps, are used primarily for economic hedgingos-



Condensed Quarterly Financial Statements

20

es, but are not designated as hedging instrum@rasdount-
ing purposes.

A significant number of the current borrowing opiers

include swaps to economically hedge a specific ilyidg

liability, producing the funding required (i.e.etppropriate
currency and interest rate type). The Bank alse laswling
swaps to economically hedge fixed-rate, fixed-lmast rate
and local currency loans, and investment swapshtidge a
particular underlying investment security and poedithe
appropriate vehicle in which to invest existinghcag addi-
tion, the Bank utilizes interest rate swaps to taairthe du-
ration of its equity within a prescribed policy baof 4 to 6
years.

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 vafum-
vestment, lending, borrowing, and equity duratierivatives
is recorded in Income from Investments - Interkgtpme

Condensed Balance Sheet

Derivatives not Designated

from Loans, after swaps, Borrowing expenses, aft&ps,
and Other interest income, respectively, over ifeeof the
derivative contract, with the remaining changeghia fair
value included in Income from Investments-Net gdors
investment derivatives and in Net fair value adjestts on
non-trading portfolios for lending, borrowing anguiy du-
ration derivative instruments.

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

FINANCIAL STATEMENTS PRESENTATION The Bank'’s deriva-

tive instruments as of June 30, 2012 and Decenb&(3 1,

and their related gains and losses for the threésianmonths
ended June 30, 2012 and 2011, are presented @ahe
densed Balance Sheet, the Condensed Statemermoafidn
and Retained Earnings and the Condensed Staterfient o
Comprehensive Income as follows (in millions):

June 30, 201" December 31, 2011"

as Hedging Instruments Balance Sheet Location Assets Liahilities Assets Liabilities
Currency Swaps Currency and interest rate swaps
Investments - Trading $ 28 $ 30 $ 1 % 45
Loans 41 271 109 186
Borrowings 4,839 556 4,785 703
Accrued interest and other charges 108 (62) 113 (69)
Interest Rate Swaps Currency and interest rate swaps
Investments - Trading - 42 - 35
Loans 3 1,608 3 1,472
Borrowings 2,015 95 1,917 91
Other 267 1 215 -
Accrued interest and other charges 243 72 252 89
$ 7,54 $ 2,61 $ 7,40¢ $ 2,55

W) Balances are reported gross, prior to counterpgaatiing in accordance with existing master nettlegvative 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 2012 2011 2L 2011
Currency Swaps
Investments - Trading Income frominvestments:
Interest $ 4) $ @) $ 9 $  (13)
Net gains - 6) 11 12
Loans Income fromloans, after swaps (21) (25) 43) (48)
Net fair value adjustments on non-trading port®lio 49 (71) (144) (104)
Borrowings Borrowing expenses, after swaps 262 305 531 596
Net fair value adjustments on non-trading port®lio (244) 825 (26) 858
Other comprehensive income (loss)-Translation
adjustments 27 (10) 32 6)
Interest Rate Swaps
Investments - Trading Income frominvestments:
Interest 6) 7) 12) (13)
Net gains (@] ©9) ®3) (%)
Other comprehensive income (loss)-Translation
adjustments 15 (36) 32 (84)
Loans Income fromloans, after swaps (90) (103) (188) (206)
Net fair value adjustments on non-trading port®lio (349) (281) (136) (116)
Borrowings Borrowing expenses, after swaps 200 208 394 425
Net fair value adjustments on non-trading port®lio 270 323 96 13
Other comprehensive income (loss) -Translation
adjustments 4) 3 @) 9
Other Other interest income 26 26 52 51
Net fair value adjustments on non-trading port®lio 78 84 51 41
$ 205 $ 1219 $ 637 $ 1413
June 30, 2012
The Bank is not required to post collateral untéedérivative Derivative type/ Currency swaps Interest Rate swaps
agreements as long as it maintains a AAA creditgaShould Rate type Receivae _ Payable Receivable  Payahle
the Bank credit rating be downgraded from the otirf\A, Investments - trading
the standard swap agreements detail, by swap cpartie i';?d L $ Lots $ 188 $ »ors $  20m
the collateral requirements that the Bank wouldineesatisfy Jstable - ’ ) ’ )
in this event. The aggregate fair value of all\dgive instru- m;)lsd 5 o7 124 1199
ments With_(_:redit-risk related conti_ngent feat_u_km are in_ a Adjustable ... ... 2165 1188 11,99 o4
liability position at June 30, 2012 is $258 milli¢®180 mil- Bortowings
lion at December 31, 2011) (after consideratiomaster net- Foed........... 20,061 208 36,525 349
ting derivative agreements). If the Bank was doadgd one Adjustable ... 3,700 20.180 5.007 39,801
notch from the current AAA credit rating, it woulé required Other
to post collateral in the amount of $20 milliordabe 30, 2012 Foed.......... - - 7,823 ;
(2011 -$81 m||||on) Adjustable ... .. - - - 7,823
The following tables provide information on the trant val- December 31, 2011
ue/notional amounts of derivative instruments asuie 30,  Derivative type/ Currency swags Interest Rate swaps
2012 and December 31, 2011 (in millions). Curresiwpps ~ -Faebe e Receivele _ Payable __ Recehable Payable
are shqwn at face value and _int\_er_est rate swa@am at Fhed . . $ - s 135 $ - s 2207
the notional amount of each individual payableemeivable Adjustable ... 1,351 - 2,297 -
leg. Included in the other category are interdstsavaps used  Loans
to maintain the equity duration within policy lisit Ped........... - 932 141 12,750
Adjustable ... . .. 2171 1,137 12,950 341
Borrowings
Fixed........... 19,863 144 31,656 349
Adjustable ... . .. 4,014 20,336 5,408 36,142
Other
Fied.......... - - 6,143 -
Adjustable ... ... - - - 6,143
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NOTE H - FAIR VALUE MEASUREMENTS

The framework for measuring fair value establishésr val-
ue hierarchy that prioritizes the inputs to vatluatiechniques
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 based umted
market prices in active markets, a valuation teghniconsis-
tent with the market approach, include obligatiofithe Unit-
ed States and Japanese governments. Such inssuamnent
classified within Level 1 of the fair value hierdayc As re-
quired by the framework for measuring fair valles Bank
does not adjust the quoted price for such instrtsnen

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

available observable market inputs and discourastl flows.
These methodologies apply to investments, inclugmgern-
ment agencies and corporate bonds, asset-backethahd
gage-backed securities, bank obligations, ancetefaiancial
derivative instruments (primarily currency and riegt rate
swaps). These instruments are classified withireL2wf the
fair value hierarchy and are measured at fair vasirgy valua-
tion techniques consistent with the market and necap-
proaches.

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 ordggpsactions
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 pridasioed
from brokers/dealers. Brokers/dealers’ prices nepdsed
on a variety of inputs ranging from observed pricepro-
prietary valuation models. The Bank reviews theaaabili-
ty of brokers/dealers’ prices via the determinatifrfair

value estimates from internal valuation technigihes use
observable market inputs.

Medium-and long-term borrowings elected under tie f
value option and all currency and interest ratepsware
valued using quantitative models, including distedrtash
flow models as well as more advanced option moglelin
techniques, when necessary depending on the spstaift-
tures of the instruments. These models and teaksicg+
quire the use of various market inputs includingketyield
curves, exchange rates, interest rates, spredajties and
correlations. Significant market inputs are obdaevduring
the full term of these instruments. The Bank carsid
consistent with the requirements of the framewask f
measuring fair value, the impact of its own credithiness
in the valuation of its liabilities. These instrume are
classified within Level 2 of the fair value hiefaycin view
of the observability of the significant inputs teetmodels
and are measured at fair value using valuatiomigabs
consistent with the market and income 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 ligawlity
exists, a quoted price is out of date or pricesrgimo-
kers/dealers vary significantly, other valuatiooht@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. Theskadelo-
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 valigech June 30,
2012 and December 31, 2011 by level within theviaiue
hierarchy (in millions):
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Financial assets

Assets

Fair Value
Measurements

June 30, 2019 Lewel 1 Lewel 2 Lewel 3

Investments - Trading:
Obligations of the United States Government and
its corporations and agencies.........c.cccceeeevvnnnnnn,
U.S. Government-sponsored enterprises................
Obligations of non-U.S. governments and agencies
Bank obligations ...........cccooviiiiiiin

Mortgage-backed securities
U.S.residential...........ccccooiiiiiiiiii e,
Non-U.S. residential............ccooooviiiiiiiiiiiniinn,
U.S.commercial.........ccoooeeiiiiiiiiiiiiiiieieeeeen,
Non-U.S. commercial............ccoooviiiiniiiiiiinin.

Asset-backed securities
Collateralized loan obligations...........
Other collateralized debt obligations..

$ 5467 $ 5266 $ 201 $ -
635 - 635 )
7,865 539 7,326 -
3723 3723 -
1,050 - 1,045 5
34¢ - 34¢
35¢ - 34¢ 5
14(¢ - 14
20¢ - 20¢ )
676 - 608 68
438 - 438 ]
110 - 42 68
128 - 128 )
19,416 5,805 13,538 73
7,544 - 7,544 ]
$ 26,960 $ 5805 $ 21082 $ 73

@ Represents the fair value of the referred asg®tisiding their accrued interest presented in tbadensed Balance Sheet under
Accrued interest and other charges of $33 millmntfading investments and $351 million for curngraad interest rate swaps.

Fair Value
Measurements
Assets December 31, 2014 Lewel 1 Lewel 2 Lewvel 3
Investments - Trading:
Obligations of the United States Government and
its corporations and agencies................ccceeeeeennnn, $ 1,974 $ 1974 $ - $ -
U.S. Government-sponsored enterprises................ 841 - 841 -
Obligations of non-U.S. governments and agencies 5,586 143 5,443 -
Bank obligations ........cccoceiiiiiiiiii 3,323 - 3,323 -
Mortgage-backed securities 1,269 - 1,264 5
U.S. residential...........ccooviiiiiiiniiii e 444 - 444
Non-U.S. residential.............coccoviiiiiiiiiiiiiens 419 - 414 5
U.S. commercial........ccoooiiiiinieiiniiini e, 167 - 167 -
Non-U.S. commercial...........cccoovvviiiiineeineiiinnnn. 239 - 239 -
Asset-backed securities 750 - 680 70
Collateralized loan obligations.............cccceeeuvennnnn. 470 - 470 -
Other collateralized debt obligations.................... 125 - 55 70
Other asset-backed securities...........ccooevvieinnnnns 155 - 155 -
Total Investments - Trading........ccoovvvviiiiiniiiieiieeennn, 13,743 2,117 11,551 75
Currency and interest rate SWapS.........cccoeeuvveerneennnns 7,405 - 7,405 -
TOMAL .. $ 21,148 $ 2117 $ 18956 $ 75

W Represents the fair value of the referred asgetlsiding their accrued interest presented in tbadensed Balance Sheet under
Accrued interest and other charges of $40 millmntfading investments and $365 million for currganid interest rate swaps.
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Financial liabilities :

Fair Value
Measurements
Liakilities June 30, 2019 Level 1 Level 2 Lewel 3
Borrowings measured at fairvalue..................cccoeenn. $ 48,638 $ - $ 48,638 $ -
Currency and interest rate SWaps................uvvvvvnennnn 2,613 - 2,613 -
TOtAL et $ 51,251 $ - $ 51,251 $ -

) Represents the fair value of the referred liaeditincluding their accrued interest presentatiénCondensed Balance Sheet under Accrued intemest
borrowings of $419 million for borrowings and undescrued interest and other charges of $9 millimnciirrency and interest rate swe

Fair Value
Measurements
Liahilities December 31, 2011 Level 1 Level 2 Level 3
Borrowings measured at fairvalue .. ... .o ..o $ 49335 $ - $ 4933k % -
Currency and interest rate SWaps. ......c.oevvov.n.. 2,552 - 2,552 -
Total. . $ 51,887 $ - $ 51,887 $ -

(@ Represents the fair value of the referred liabditincluding their accrued interest presentefdndensed Balance Sheet under Accrued interesbroovings
of $434 miillion for borrowings and under Accruetieirest and other charges of $20 million for curyeand interest rate swaps.

The tables below show a reconciliation of the baigin and
ending balances of all financial assets measurédr aalue
on a recurring basis using significant unobservétyeits
(Level 3) for the three and six months ended Jihe@12
and 2011 (in millions). There were no financiabllities
measured at fair value using significant unobsdevaiputs
for the six months ended June 30, 2012 and 204Xddi-
tion, the tables show the total gains and losshsded in Net

Financial assets:

income as well as the amount of these gains asddctri-
butable to the change in unrealized gains anddastating
to assets still held as of June 30, 2012 and 261ilions)
and a description of where these gains or losseseported
in the Condensed Statement of Income and Retaiard E
ings.

Three months ended June 30,

2012

2011

Fair Value Measurements Using Significant
Unobsenable Inputs (Level 3)

Fair Value Measurements Using Significant
Unobsenvable Inputs (Level 3)

Currency and Currency and
Investments - Interest Rate Investments - Interest Rate
Trading Swaps Total Trading Swaps Total
Balance, beginning of period ..............ccoovvvviennenn. $ 81 $ - $ 81 $ 105 $ - $ 105
Total gains (losses) included in:
NEt INCOME......vviiiiiiiiiie i 1 - 1 2 - 2
Other comprehensive income (I0SS).........c..cc.... 4 - 4 1 - 1
SettlementS.....uiiiei e 5) - 5) 6) - (6)
Transfers out of Level 3 ..., - - - (7) - (7)
Balance, end of period............cccciiiiieiinniieeens $ 73 $ - $ 73 $ 95 $ - $ 95
Total gains (losses) for the period included in
Net income attributable to the change in
unrealized gains or losses related to assets
still held at the end of the period..............cc.cee.. $ - $ - $ - $ 2 $ - $ 2
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Six months ended June 30,

2012

2011

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 year $ 75 $ - $ 75 $ 100 $ $ 100
Total gains (losses) included in:

NetINCOME......vuiiiiiiiiiii e, 13 - 13 14 - 14

Other comprehensive income (I0SS)................... ) - 2 4 - 4
SettlemMeNtS . .. couiiii i (13) (13) (16) - (16)
Transfers out of Level 3. - - - (7) - (7)
Balance, end of period...........coouveeiiiiiiniiiiniieenn, 3$ 73 $ - $ 73 $ 95 3$ - 3$ 95
Total gains (losses) for the period included in

Net income attributable to the change in

unrealized gains or losses related to assets

still held at the end of the period......................... 3$ 12 $ - $ 12 3$ 123 3$ - $ 13

As of June 30, 2012, the investment portfolio idels $73
million of securities classified as Level 3. Théing infor-
mation for these securities is not developed arsteljl by the
Bank, and is obtained through external pricing esir

The significant unobservable inputs used in the value
measurements of the Bank’s investments in othdaitecd-
lized debt obligations and non-U.S. residential tgaaye-
backed securities classified as Level 3 are prepaynates,
probability of default, and loss severity in thervof default.
Significant increases (decreases) in any of thogets in
isolation would result in a significantly lower ghier) fair
value measurement. Generally, a change in the pisum
used for the probability of default is accomparigdh direc-
tionally similar change in the assumption usedtffier loss

severity and a directionally opposite change iraggimption
used for prepayment rates.

The Treasury Division is responsible for mark takatwval-

uations for financial statement purposes of invests) bor-
rowings, and derivatives, including those with Bigant

unobservable inputs, and reports to the Treasfitke @ank.
The Accounting Division is responsible for monitay; con-
trolling, recording and reporting fair values rethto invest-
ments, borrowings and all derivatives. The two gsowork
in close coordination to monitor the reasonableédsir

values. Such monitoring includes but is not limitedvalida-
tion against counterparty values, internally dgwetbmodels,
and independent price quotes for similar instrusjemhen
available.

Gains (losses) are included in the Condensed Stateafincome and Retained Earnings as follows(ilions):

Three months ended June 30,

2012 2011

Change in Change in

Total Gains Unrealized Total Gains Unrealized
(Losses) Gains (Losses) (Losses) Gains (Losses)
included in Net related to Assets includedin Net related to Assets
Income for the Still Held at End Income for the Still Held at End

Period of Period Period of Period
$ $ - $ 2 $ 2
$ 1 $ - $ 2 $ 2




Condensed Quarterly Financial Statements 26
Six months ended June 30,
2012 2011
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 for the Still Held at End Income for the Still Held at End
Period of Period Period of Period
Income frominvestments...........cccoeevvveeiieeieeennn. $ 13 $ 12 $ 14 $ 13
TOtAl e e $ 13 $ 12 $ 14 $ 13
Three months ended Six months ended

The Bank accounts for its loans and certain borrgsviat
amortized cost with their corresponding fair valigelosures
included in Note P — Fair Values of Financial lastents.

The fair value of the loan portfolio, which amouhte ap-
proximately $71,102 million as of June 30, 20120(382
million as of December 31, 2011) was determinedgusi
discounted cash flow method (income approach) bighwh
cash flows are discounted at (i) applicable maskeld
curves adjusted for the Bank’s own funding coss fiulend-
ing spread, for sovereign-guaranteed loans, anan@rket
yield curves consistent with the borrower’'s S&Rlitreating
equivalent, for non-sovereign-guaranteed loanss r@tho-
dology has been developed based on valuation assomp
that management believes a hypothetical marketiparit
would use in pricing the Bank’s loans. Those vamahs-
sumptions include observable inputs, such as tiketgeld
curves mainly based on LIBOR, and unobservabletsppu
such as internal credit risk assumptions. Due edfdht that
the unobservable inputs are considered signifidast,fair
value disclosure of the Bank’s loan portfolio hasib classi-
fied as Level 3.

The fair value of borrowings recorded at amortizedt,
which amounted to approximately $20,867 millioro&3une
30, 2012 ($15,463 million as of December 31, 20443
determined using the same inputs and valuatiomitpebs as
disclosed above for the borrowings recorded atvialue.
Such valuation techniques are based on discouastdiows
or pricing models (income approach) and utilize keiaob-
servable inputs. Accordingly, the fair value disci@ for
borrowings recorded at amortized cost is consideese! 2
under the fair value hierarchy.

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

Net fair value adjustments on non-trading portolan the
Condensed Statement of Income and Retained Earfaings
the three and six months ended June 30, 2012 dridc@mn-
prise the following (in millions):

June 30,
2012 2011

June 30,
2012

2011

Change in fair value of derivative
instruments due to movements in:

BExhangerates................ . % (465) $ 560 $ (199 $ 725

INterest rates. .........uvmeuevsunnns . 269 320 40 (33
Total change in fair value of derivatives............. (196) 880 (159) 692
Change in fair value of borrowings due

to movements in:

Behange rates. .........couvuvieveeeiiiiiines 549 (552) 103 (814)

Interest rates.........oueniviinn. . (437) (553) (128) (149)
Total change in fair value of borrowings............. 112 (1,105) (25) (963
Currency transaction gains (losses) on borrowings

and loans at anortized COSt ........oueeiv 87) (13 96 83

Total .o, S (171) 0§ (238) $ (88) $ (189)

Net fair value gains on non-trading derivativesiitegy from

changes in interest rates were $40 million for fifg six

months of 2012. These gains were offset by failevidsses
on borrowings of $128 million. The income volajilielated
to movements in interest rates, which amountedltssaof
$88 million for the six months period ended June 2812,

compared to a loss of $182 million for the saméogdast
year, was primarily due to fair value losses onlilem swaps
($185 million), losses associated with changebénBank’s
credit spreads on the borrowing portfolio (apprately $5
million) and losses from changes in swap basisadgrép-
proximately $50 million), which were partially offs by

gains on equity duration swaps ($51 million) anthg@n

swaps where the associated bond was not electéairfoal-

ue treatment ($101 million).

The Bank’s borrowings in non-functional currences fully
swapped to functional currencies, thus protectig Bank
against fluctuations in exchange rates. Duringfidsé six
months of 2012, exchange rate changes decreasedltiee
of borrowings and loans, resulting in a net gai$199 mil-
lion (2011 — net loss of $731 million), which wdfset by a
net loss from changes in the value of the borrowimd)lend-
ing swaps of $199 million (2011 — net gain of $ndllion).

NOTE J — BOARD OF GOVERNORS APPROVED
TRANSFERS

As part of the ninth general increase in the ressuof the
Bank (IDB-9), the Board of Governors agreed, imggle
and subject to annual approvals by the Board ofe@uovs
and in accordance with the Agreement, to providz0$8il-
lion annually in transfers of Ordinary Capital inw® to the
IDB Grant Facility, beginning in 2011 and throudh?Q. At
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its annual meeting in Montevideo, Uruguay, in Ma2€i2, Subscribed cagital
the Board of Governors approved the $200 milliamsfer Shares Paidin _ Callable Total
corresponding to 2012. Such transfers are recafj@izean Balance at
expense when approved by the Board of Governors an( January 1,2012.. 8702335 $ 4339 $ 100641 $ 104,980
funded in accordance with the IDB Grant Facilitphding Subscriptions
requirements. The undisbursed portion of approrsetsfers during 2012......... 1,026,851 301 12,086 12,387
is presented under Due to IDB Grant Facility on @un- Canada's retum of
densed Balance Sheet. callable capital.... (40,358) (487) (487)

Balance at

June 30, 2012...... 0688828 $ 4640 _$ 112240 $ 116,880

NOTE K — CAPITAL STOCK

Effective January 18, 2012, the Board of Goveradapted
a resolution authorizing the IDB-9, that provides &n in-
crease in the Bank's Ordinary Capital of $70,000ianito
be subscribed to by Bank members in five annudhlins
ments. Of this amount, $1,700 million is in thenfioof paid-
in capital stock and the remainder constituteslotallcapital
stock.

On February 29, 2012, the IDB-9 entered into effebich
was also the effective date of the first installm@&he IDB-9
provides for an increase in the Bank’s Ordinary itahpf
$70,000 million to be subscribed to by Bank membrefive
annual installments. Of this amount, $1,700 mili®m the
form of paid-in capital stock and the remainderstitutes
callable capital stock. As of April 20, 2012, theadline for
member countries to commit to subscribe to additiondi-
nary capital stock, subscriptions from 46 membemttes
amounting to $65,731 million were received by theniB
The Netherlands and Venezuela did not subscriltieetoe-
spective shares of the increase that had beervedstr
them amounting to $4,269 million (of which $237 limi
correspond to the shares reserved for the Netherlamd
$4,032 million correspond to those for Venezue@i.the
total shares subscribed, 5,134,300 shares in tloeirdanof
$61,937 million, or 88% of the total increase, weligible
for allocation, representing the amount of shanksaibed,
less shares that were not allocated in order tglyowith the
associated minimum voting power requirements of the
Agreement. Of the total shares allocated, $1,50Homi
represents paid-in capital stock and $60,433 millio
represents callable capital stock.

The shares of the increase that had been resesvetief
Netherlands and Venezuela (19,639 and 334,278sshare
spectively) are being held by the Bank and wiltdmlocated
by the Bank’s Board of Governors.

On February 29, 2012, Canada notified the Bankitttreds
exercising its right to replace shares of non-gptiallable
capital stock with shares allocated under the IDB«S:or-
dingly, effective March 30, 2012, Canada replac@(=B
non-voting callable shares in the amount of $48fomiwith
an equal amount of voting callable shares unddDiRe9.

The changes in subscribed capital during the sixtimso
ended June 30, 2012 were as follow (in millions):

As of June 30, 2012, the Bank has collected $24omof
the $301 million paid-in subscribed capital. Tkenaining
$61 million has been recorded as Capital subsmnptie-
ceivable reducing equity in the Condensed BalaheetS

NOTE L — PENSION AND POSTRETIREMENT BENE-
FIT PLANS

The Bank has two defined benefit retirement platens) 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 angioenther
benefits to retirees under the Postretirement Bsnefan
(PRBP).

CoNTRIBUTIONS: All contributions are made in cash. Contri-
butions from the Bank to the Plans and the PRBIRgltie
first six months of 2012 were $43 million (2011 46$mil-
lion). As of June 30, 2012, the estimate of coutiiims ex-
pected to be paid to the Plans and the PRBP d20itg) was
$50 million and $36 million, respectively, the saamaount
disclosed in the December 31, 2011 financial sktésn
Contributions for 2011 were $59 million and $34 lioni,
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 tharBaf
Governors for administrative expenses and aredadiwn-
der Administrative expenses in the Condensed Staieaf
Income and Retained Earnings.

The following table summarizes the benefit costeciated
with the Plans and the PRBP for the three and sirtins
ended June 30, 2012 and 2011 (in millions):

Pension Benefits

Three months ended Six months ended

June 30, June 30,
2012 2011 2012

2011

Service cost.. ...t $ 22 $ 6 $ 43 $ 33
Interestcost.................... 37 38 75 75
Expected return on

planassets.................. (46) 47) (92) (94)
Amortization of:

Prior service cost. . .............. - - 1

Unrecognized net actuarial losse 8 - 16 -
Net periodic benefit cost......... 21 $ 7 $ 4z $ 15

Of which:
ORC's share
FSOsshare..................

15

@ &+
© O
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Postretirement Benefits
Three months ended Six months ended
June 30, June 30,

2012 2011 2012 2011

Service Cost. ............iiiann $ 12 $ 9 $ 23 $ 17
Interestcost. ................... 19 19 37 37
BExpected return on

planassets................ .. (19) (19 @37 37
Amortization of :

Prior service cost. . ........... 2 9 4 18

Unrecognized net actuarial losse 4 - 9
Net periodic benefit cost......... $ 18 $ 18 $ 36 $ 35
Of which:

ORC's share.............ccooeveiiiinn, $ 17 $ 7 $ 35 $ 34

FSO's share..............cccccoeis $ 1 $ 1 3 1 $ 1

NOTE M — VARIABLE INTEREST ENTITIES

The Bank has identified loans and guarantees iabar
Interest Entities (VIES) in which it is not the pary benefi-
ciary but in which it is deemed to hold significastriable
interest at June 30, 2012. The majority of thedes\tdo not
involve securitizations or other types of struaiufieancing.
These VIEs are mainly: (i) investment funds, whbeegen-
eral partner or fund manager does not have suivstafuity
at risk; (ii) operating entities where the totaligginvestment
is considered insufficient to permit such entityfit@nce its
activities without additional subordinated finah@apport;
and (iii) entities where the operating activities so narrowly
defined by contracts (e.g. concession contracts) ehuity
investors are considered to lack decision makiiiiyab

The Bank’s involvement with these VIEs is limitedldans
and guarantees, which are reflected as such iBan&'s
financial statements. Based on the most receriabiatata,
the size of the VIEs measured by total assets inhwthe
Bank is deemed to hold significant variable interéstaled
$2,967 million at June 30, 2012 and December 311.20he
Bank’s total loans and guarantees outstandingesetVIEs
were $356 million and $92 million, respectively §83mil-
lion and $90 million, respectively, at December 2Q11).
Amounts committed not yet disbursed related to doahs
and guarantees amounted to $0 million ($3 millibrDe-
cember 31, 2011), which combined with outstandmgunts
results in a total Bank exposure of $448 millioJate 30,
2012 ($449 million at December 31, 2011).

The Bank has made a loan amounting to approxim@gay
million to one VIE for which the Bank is deemedbie the
primary beneficiary. The Bank’s involvement wittist VIE

is limited to such loan, which is reflected as simchthe

Bank’s financial statements. Based on the moshteavail-

able data, the size of this VIE measured by totsets
amounted to approximately $32 million, which is sidered
immaterial and, thus, not consolidated with thekBafinan-

cial statements.

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

A reconciliation of Net income to Net cash (usgdiovided
by operating activities, as shown on the CondeStsgment
of Cash Flows, is as follows (in millions):

Six months ended

June 30,
2012 2011

NEtINCOME. . .o\ $ 137 $ 240
Difference between amounts accrued

and amounts paid or collected for:

Loanincome. .........o.oviiiiiii 30 3

Investmentincome. .. ......o.imuur i (117) (31)

Otherinterestincome. .........couuiviieiieien... (5)

Net unrealized gain on trading investments........... (72) (123)

Interest and other costs of borrowings, afteapsw. . . ... 160 108

Administrative expenses, including depreciation.. . .. .. 23 )

Special programs. . ... .. ..ot e (10) 1)

Net fair value adjustments on non-trading pdidfo. . . . .. 88 188

Transfers to the IDB Grant Facility ... ............... 131 200

Net (increase) decrease in trading investments.......... (5,169) 3,102

Provision (credit) for loan and guarantee losses........ 40 (23)
Net cash (used in) provided by operating activities . . . . . $ (4764 _$ 3,660
Supplemental disclosure of noncash activities
Increase (decrease) resulting from exchange rateuftions:
Trading investments. ..........couuiviiiiin.. $ (36) $ 194
Loans outstanding. .. .........oumiiiiii (11) 43
BOMOWINGS. . .o e ettt e e 43) 230
Receivable frommembers-net...................... - (13)

NOTE O — SEGMENT REPORTING

Management has determined that the Bank has oelyssn
portable segment since the Bank does not managpsta-

tions by allocating resources based on a deteiiorinet the

contributions to net income of individual operasiormhe

Bank does not differentiate between the naturdefprod-

ucts or services provided, the preparation prooeghe me-
thod for providing the services among individualmiies.

For the six months ended June 30, 2012 and 20afs lo
made to or guaranteed by three countries indiiggainer-
ated in excess of 10% of loan income, before svapHl-
lows (in millions):

Six months ended

June 30,
2012 2011
Brazil...........ccooceuunn. $ 186 $ 209
MeXCO......ccvvvvnrnnnnn. 191 187
Argentina................ 155 167

NOTE P — FAIR VALUES OF FINANCIAL INSTRU-
MENTS

The following methods and assumptions were usethdy
Bank in measuring the fair value for its finanaistruments:

Cash: The carrying amount reported in the Condensed Bal-
ance Sheet for cash approximates fair value.

Investments: Fair values for investment securities are based
on quoted prices, where available; otherwise tmeybased

on external pricing services, independent dealimegr or
discounted cash flows.

Loans: The Bank is one of very few lenders of development
loans to Latin American and Caribbean countriedodts not
sell its loans nor does it believe there is a coaippa market
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for its loans. The absence of a secondary marketht®
Bank’s loans made it difficult to estimate their feaalue de-
spite the flexibility offered by the fair value freework.
However, effective in 2011, Management, in recagmiof a
steady practice of several years in the multilhigeaelop-
ment institutions industry, made the decision dineging
and disclosing the fair value of the Bank’s loantfptio us-
ing a discounted cash flow method, by which cashdlare
discounted at (i) applicable market yield curvesistdd for
the Bank’s own funding cost plus its lending spréadsove-
reign-guaranteed loans, and (i) market yield cireensis-
tent with the borrower's S&P credit rating equivajefor
non-sovereign-guaranteed loans.

Swaps: Fair values for interest rate and currency swaps a

based on discounted cash flows or pricing models.

Borrowings: The fair values of borrowings are based on

discounted cash flows or pricing models.

The following table presents the fair values of fihancial
instruments, along with the respective carrying amt®) as of
June 30, 2012 and December 31, 2011 (in millions):

2012" 2011”
Carmying Fair Camying Fair
Value Value Value Value

Cash.........oooiiiiit $164 $164 $ 118 $ 1189
Investrrents - trading. ... ... . ... 19416 19416 13743 13743
Loans outstanding, net. ... ... 66,218 71,102 66,446 70,882
Qurrency and interest rate

swaps receivable

Investnents - trading . ... . .. 23 PA] 5 5

loans..........cooven. 6 K9 103 103

Bomowings. . ............. 7,208 7,208 7077 7017

ohers.........ooviiennt 2 27 220 20
Borrowings

Shortterm............... 810 810

Medium and long-tem

Measured at fair value. . . . 48,638 48,633 49,33% 49335
Measured at anortized co 19,586 20,867 14,228 15463

Qurrency and interest rate

swaps payable

Investnents - trading. .. .. .. 83 8 101 101

loans..........ccovvennnn. 1,95 1,95 1738 1,738

Borrowings. .............. 574 574 713 713

ahers.........ooiiiiiii 1 1 - -

@ Indudes accrued interest.

NOTE Q — SUBSEQUENT EVENTS

Management has evaluated subsequent events théaugh
gust 3, 2012, which is the date the financial siatgs were
issued. As a result of this evaluation, there arsulbsequent
events that require recognition or disclosure & Bank's
Condensed Quarterly Financial Statements as of 3Qne
2012.



