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INDEPENDENT AUDITORS´ REPORT  

To the Executive President, Board of Directors and Board of Governors of 

CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION  

Tegucigalpa, Honduras 

We have audited the internal control over financial reporting of CENTRAL AMERICAN BANK FOR 

ECONOMIC INTEGRATION (CABEI) as of December 31, 2008, based on the criteria established in the 

Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway 

Commission (the COSO criteria). The Bankôs management is responsible for maintaining effective internal 

control over financial reporting and for its assertion of the effectiveness of internal control over financial 

reporting. Our responsibility is to express an opinion on the Bankôs internal control over financial reporting based 

on our audit. 

 

We conducted our audit in accordance with the standards established by the American Institute of Certified 

Public Accountants (United States), and in accordance with the audit standards of the Public Company 

Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to 

obtain reasonable assurance about whether effective internal control over financial reporting was maintained in 

all material respects. Our audit included obtaining an understanding of internal control over financial reporting, 

assessing the risk that a material weakness exists, testing and evaluating the design and operating effectiveness of 

internal control based on the assessed risk. Our audit also included performing such other procedures as we 

considered necessary in the circumstances.  We believe that our audit provides a reasonable basis for our opinion. 

 

A Companyôs internal control over financial reporting is a process designed by, or under the supervision of, the 

Companyôs principal executive and principal financial officers, or persons performing similar functions, and 

effected by the Companyôs board of directors, management, and other personnel to provide reasonable assurance 

regarding the reliability of financial reporting and the preparation of financial statements for external purposes in 

accordance with generally accepted accounting principles. A companyôs internal control over financial reporting 

includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, 

accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable 

assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance 

with generally accepted accounting principles, and that receipts and expenditures of the company are being made 

only in accordance with authorizations of management and directors of the company; and (3) provide reasonable 

assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the 

companyôs assets that could have a material effect on the financial statements. 

 

Because of the inherent limitations of internal control over financial reporting, including the possibility of 

collusion or improper management override of controls, material misstatements due to error or fraud may not be 

prevented or detected misstatements on a timely basis. Also, projections of any evaluation of the effectiveness of 

the internal control over financial reporting to future periods are subject to the risk that the controls may become 

inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures 

may deteriorate. 

 

In our opinion, CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION maintained, in all material 

respects, effective internal control over financial reporting  as of December 31, 2008, based on the criteria 

established in the Internal ControlðIntegrated Framework issued by the Committee of Sponsoring Organizations 

of the Treadway Commission (the COSO criteria). 
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We have also audited, in accordance with the standards established by the American Institute of Certified Public 

Accountants (United States) and in accordance with the auditing standards of the Public Company Accounting 

Oversight Board (United States), the financial statements as of and for the fiscal year ended December 31, 2008 

of the Bank, and our report dated February 27, 2009, expressed an unqualified opinion thereon. 

 

February 27, 2009 
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INDEPENDENT AUDITORS' REPORT  

 

To the Executive President, Board of Directors and Board of Governors of 

CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION  
Tegucigalpa, Honduras 

 

We have audited the accompanying balance sheets of CENTRAL AMERICAN BANK FOR ECONOMIC 

INTEGRATION as of December 31, 2008 and 2007, and the related statements of income, comprehensive 

income, changes in stockholdersô equity and cash flows for the fiscal years then ended. These financial 

statements are the responsibility of the Bankôs Management. Our responsibility is to express an opinion on these 

financial statements based on our audits. 

 

We conducted our audits in accordance with the standards established by the American Institute of Certified 

Public Accountants (United States), and in accordance with the audit standards of the Public Company 

Accounting Oversight Board (United States). Those standards require that the auditor plan and perform the audit 

to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit 

includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, 

assessing the accounting principles used and the fairness of the significant estimates made by the Bankôs 

Management, as well as evaluating the overall financial statement presentation. We believe that our audits 

provide a reasonable basis for our opinion. 

 

In our opinion, such financial statements referred above present fairly, in all material respects, the financial 

position of CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION as of December 31, 2008 and 

2007, and the results of its operations and its cash flows for the fiscal years then ended, in conformity with 

accounting principles generally accepted in the United States of America. 

 

We have also audited, in accordance with the standards established by the American Institute of Certified Public 

Accountants (United States), and in accordance with the audit standards of the Public Company Accounting 

Oversight Board (United States), the Bank's internal control over financial reporting as of December 31, 2008, 

based on the Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of 

the Treadway Commission (the COSO criteria) and our report dated February 27, 2009 expressed an unqualified 

opinion on the Bank's internal control over financial reporting. 

 
February 27, 2009 
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Balance sheets 

As of December 31, 2008 and 2007 
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December 31, 2008 December 31, 2007

Assets

Cash and due from banks (note 4) 33,659 6,261

Interest-bearing deposits in banks (note 5) 561,010 489,201

Investment securities (note 6):

    Securities available for sale 468,819 499,399

Loans receivable 4,315,027 3,948,931

Less allowance for loan  losses (162,277) (140,441)

Loans receivable, net (note 7) 4,152,750 3,808,490

Interest receivable (note 8) 56,400 55,426

Property, furniture and equipment (note 9) 28,703 29,515

Derivative financial instruments (note 19) 114,679 82,838

Equity investments (note 10) 12,601 12,689

Other assets (note 11) 22,756 7,363

Total assets 5,451,377 4,991,182

Liabilities

Loans payable (note 12) (139,113 at fair value at December 31, 2008) 1,113,886 1,088,534

Bonds payable  (note 13 a) (923,579 at fair value at December 31, 2008) 1,702,303 1,590,679

Commercial paper program (note 13 b) 57,736 33,923

Certificates of deposit (note 14 a) 654,372 505,955

Certificates of investment (note 14 b) 2,673 42,599

Interest payable (note 15) 29,857 35,240

Derivative financial instruments (note 19) 149,625 16,714

Other liabilities (note 16) 32,503 41,949

Total liabilities 3,742,955 3,355,593

Equity

Paid-in capital (note 17 a)

(Authorized capital 2,000,000) 427,425 420,225

Special contributions to equity (note 17 a) 5,625 4,000

Accumulated other comprehensive (loss) / income (note 22) (10,755) 8,528

Retained earnings 83,291 80,773

General reserve 1,202,836 1,122,063

Total equity 1,708,422 1,635,589

Total liabilities and equity 5,451,377 4,991,182
 

 

 

The accompanying Notes 1 to 23 are an integral part of these financial statements.
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Statements of Income 
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December 31, 2008 December 31, 2007

Interest and fee Income

Public sector loans 159,225 167,132

Private sector loans 118,663 107,057

Investment securities 19,785 26,612

Due from banks 11,486 21,111

Total interest and fee income 309,159 321,912

Interest and fee expenses

Loans payable and other liabilities 54,244 59,327

Bonds payable 77,390 85,944

Commercial paper program 5,601 3,298

Certificates of deposit and investment 25,557 32,753

Securities sold under repurchase agreements -                               158                          

Total interest and fee expenses 162,792 181,480

Net interest and fee income 146,367 140,432

Provision for loan losses 21,836 6,957

124,531 133,475

Administrative expenses

Salaries and employee benefits 21,920 20,805

Other administrative expenses 9,226 9,186

Depreciation 3,890 3,981

Other expenses 157 156

Total administrative expenses 35,193 34,128

Other operating income

Administration fee 7,689 3,444

Other income 6,557 1,188

Audit and supervision fee 2,232 785

Dividends from equity investments 1,038 2,412

Total other operating income 17,516 7,829

Other operating expenses

Market value adjustment of swap transactions and other financial 

instruments 6,187 4,247

Adjustments on securities available for sale 5,087 -                               

Foreign exchange losses / (gains) 2,307 (102)

Adjustment to investments risk capital 1,867 (372)

Other financial expenses 1,425 1,378

Adjustment on foreclosed and other assets -                               311

Total other operating expenses 16,873 5,462

Earning 89,981 101,714

Other expenses

Special contributions 6,641 20,321

Technical assistance and other expenses 49 620

Total other expenses 6,690 20,941

Net income 83,291 80,773
 

Net interest and fee income after provision 

for loan losses

 

The accompanying Notes 1 to 23 are an integral part of these financial statements. 
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Statements of Comprehensive Income 

For the fiscal years ended December 31, 2008 and 2007 

(Expressed in thousands of U.S. dollars) 
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December 31, 2008 December 31, 2007

Net income 83,291 80,773 

Other comprehensive loss: 

Unrealized (losses) / gains on securities available 

for sale, net                       (22,750)                        2,362 

Reclassification adjustment for net realized losses 

/ (gains) included in earnings
                         2,136                       (5,973)

Subtotal ï Securities available for sale
                      (20,614)                       (3,611)

Gain from cash flow hedge                          1,331                        1,261 

Other comprehensive loss                       (19,283)                       (2,350)

Comprehensive income                        64,008                      78,423 
 

 

 

The accompanying Notes 1 to 23 are an integral part of these financial statements. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION 

Statements of Changes in Stockholdersô Equity 

For the fiscal years ended December 31, 2008 and 2007 

(Expressed in thousands of U.S. dollars) 
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December 31, 2008 December 31, 2007

Paid-in capital

At beginning of fiscal year                      420,225                      404,125 

Increase of fiscal year (Note 17 a)                          7,200                        16,100 

At end of fiscal year      427,425      420,225 

Accumulated other comprehensive (loss) / income

At beginning of fiscal year                          8,528                        10,878 

Net change in other comprehensive income (19,283) (2,350)

At end of fiscal year (10,755) 8,528

Retained earnings

At beginning of fiscal year                        80,773                        72,923 

Transfer to general reserve (80,773) (72,923)

Net income of fiscal year                        83,291                        80,773 

At end of fiscal year        83,291        80,773 

General reserve

At beginning of fiscal year                   1,122,063                   1,049,140 

Transfer from retained earnings                        80,773                        72,923 

At end of fiscal year   1,202,836   1,122,063 

Special contributions to equity

At beginning of fiscal year          4,000          2,375 

Contributions of the fiscal year (Note 17 a) 1,625                         1,625                         

At end of fiscal year          5,625          4,000 

Total stockholders' equity 1,708,422                  1,635,589                  
  

 

The accompanying Notes 1 to 23 are an integral part of these financial statements. 
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Statements of Cash Flows 
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December 31, 2008 December 31, 2007

Cash flows from operating activities

Net income 83,291                     80,773                     

Items to reconcile net income to net cash provided by operating 

activities:

Depreciation 3,890                       3,981                       

Provision for loan losses 21,836                     6,957                       

Adjustment to investments risk capital 1,867                       (372)                        

Adjustments on securities available for sale 5,087                       -                               

Foreign exchange loss / (gain) 2,307                       (102)                        

Other income (4,703)                     -                               

Market value adjustment of swap transactions and other 

financial instruments 6,187                       4,247                       

Increase in interest receivable (974)                        (8,707)                     

Net (increase) / decrease in other assets (18,383)                   78                            

Decrease in interest payable (5,383)                     (244)                        

Net (decrease) / increase in other liabilities (7,063)                     23,134                     

Net cash provided by operating activities 87,959                     109,745                   

Cash flows from investing activities

Net increase in interest-bearing deposits in banks (71,809)                   (61,101)                   

Net decrease / (increase) in securities available for sale 17,609                     (58,377)                   

Increase in property, furniture and equipment (3,078)                     (3,947)                     

Net increase in derivative financial instruments (4,321)                     (79,116)                   

Decrease in securities sold under repurchase agreements -                               (9,805)                     

Disbursements of loans receivable (1,668,445)              (1,479,227)              

Collections of loans receivable 1,308,479                1,211,462                

Net increase / (decrease) in other liabilities 2,353                       (5,747)                     

Net decrease / (increase) in other assets 1,210                       (48)                          

Net cash used in investing activities (418,002)                 (485,906)                 

Cash flows from financing activities

Net increase in loans payable 39,695                     43,406                     

Net increase / (decrease) in commercial paper program 23,813                     (163,676)                 

Net increase in bonds payable 179,314                   406,952                   

Net decrease in certificates of investment (39,926)                   (4,183)                     

Net increase in certificates of deposits payable 148,417                   78,968                     

Capital contributions 7,200                       16,100                     

Special contributions to equity 1,625                       1,625                       

Net cash provided by financing activities 360,138                   379,192                   

Effect of exchange rate fluctuations on cash (2,697) (40)

Cash at beginning of fiscal year 6,261                       3,270                       

Cash at end of fiscal year 33,659                     6,261                       

Net increase in cash and  equivalents 27,398                     2,991                       

Supplemental information

Cash interests payments 168,175                   181,724                   

Unrealized net losses on securities available for sale (20,614)                   (3,611)                     

The accompanying Notes 1 to 23 are an integral part of these financial statements. 
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Notes to financial statements 

For the fiscal years ended December 31, 2008 and 2007 

(Expressed in thousands of U.S. dollars) 
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(1) Origin and Nature of the Bank 

 

The Central American Bank for Economic Integration (CABEI or the Bank) is a legal financial institution 

under public international law founded by the governments of Guatemala, El Salvador, Honduras and 

Nicaragua pursuant to the Constitutive Agreement dated as of December 13, 1960. On September 23, 

1963, the Republic of Costa Rica was included as a founding member.  Pursuant a protocol subscribed on 

September 2, 1989 and in force since 1992, the participation of Non-Regional Members was allowed. The 

Bank began operations on May 31, 1961 and has its headquarters in Tegucigalpa, Honduras.  Pursuant to 

the Constitutive Agreement, as a financial institution of the Economic Integration Program and through its 

sector investment policy, the Bank acts as both a development financing institution and a Central 

American institution for economic promotion. 

 

The Bankôs objective is to promote the integration and economic and social development of the Founding 

Members. 

 

The activities of the Bank are complemented by the activities carried out by the Technical Cooperation 

Fund (Fondo de Cooperación Técnica ï FONTEC) and by the Special Fund for the Social Transformation 

of Central America (Fondo Especial para la Transformación Social en Centroamérica ï FETS). These two 

Funds are regulated by their own by-laws and are independent and separate from the Bank, though they 

are run by the Bankôs Management. These financial statements include, solely, the assets, liabilities and 

operations of the Bank. With respect to  the financial information regarding  the above-mentioned funds, a 

detail has been included in note 20. 

 

(2) Summary of material accounting policies 

 

(a) Applicable accounting principles 

 

The financial statements have been prepared in conformity with generally accepted accounting 

principles in the United States of America.  

 

(b) Comparative statements 

 

The statement of income for the fiscal year ended December 31, 2007 includes a change arising from 

the re-classification of Realized gains on securities available for sale, which are recorded in ñInterest 

and fee income ï Investment in securitiesò for the purpose of comparison with the pertinent 

statement of the fiscal year ended December 31, 2008. 

 

(c) Treatment of currencies 

 

The Bankôs functional currency is the United States dollar (U.S. dollar). Transactions in currencies 

other than the U.S. dollar are recorded at the effective exchange rates prevailing at the transaction 

date. Assets and liabilities denominated in currencies other than the U.S. dollar are expressed in such 

currency using the prevailing exchange rates as of the date of the financial statements. Foreign 

currency gains and losses resulting from updating such exchange rate for the assets and liabilities 

denominated in currencies other than the U.S. dollar are presented under Other operating income or 

other operating expense for each fiscal year, as appropriate. 
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(Expressed in thousands of U.S. dollars) 
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(d) Cash and equivalents 

 

For the purpose of the Statements of Cash Flows, cash and equivalents represent the amounts 

included in cash and due from banks. 

 

(e) Investment securities 

 

Marketable securities are classified as ñavailable for saleò and recorded at fair value, with unrealized 

gains and losses being excluded from net income and reported as a separate component of equity 

under accumulated other comprehensive income. 

 

Equity securities without a readily determinable market value are recorded at cost and are adjusted to 

reflect declines in value. 

 

Interest income on investment securities is recorded using the accrual method.  Discounts and 

premiums are recognized as interest income using the accrued yield method.  Gains and losses on the 

sale of securities are recorded on the trade date and are determined using the specific identification 

method. 

 

Declines in the fair value of investment securities below their cost, which are deemed to be other 

than temporary, are recorded as a loss in the Statements of Income. 

 

The Bank participates in a securities lending program. This program consists in lending certain 

securities in exchange for a premium that the securities borrower has to pay. Under the terms of the 

securities lending agreement, CABEI requires collateral of a greater value than the fair value of the 

loaned securities. The Bank maintains effective control of the loaned securities during the term of the 

transactions given that it may be able to redeem the subject loan prior to its maturity. At the loanôs 

maturity, the investment company returns the securities lent, similar securities or cash. The 

Management believes these transactions bear low risk. 

 

(f) Concentration of credit risk  
 

In compliance with its objective and financial policies, the Bank grants loans and guarantees to 

individuals and companies, both public and private, established in the founding members or in 

beneficiary countries, as well as to non-regional financial institutions that operate in Central 

America, in order to meet the needs of development and integration programs and projects in the 

founding members. 

 

In accordance with such policies, the Bank avoids concentration of its loan portfolio in individual 

countries or in a small group of countries, as well as in sectors that tend to be negatively affected by 

market conditions or technological changes. The parameters have been established in relation to the 

Bankôs equity, defined as paid-in capital, reserves and earnings. Significant parameters are as 

follows: 

 

Á The total of its loan portfolio may not exceed 3.5 times the Bankôs equity. 

 

Á The Bankôs equity should be maintained at a level not lower than 35% of total risk weighted 

assets.  
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Á The weighted exposure in any of the founding members must  not exceed 100% of the Bankôs 

equity or 30% of the Bankôs total risk assets. Exposure is defined as the aggregate risk assets 

which the Bank concentrates in a single borrower, whether such borrower is a country, a public or 

mixed institution, an individual or a private sector company.  

 

Á Exposure in each one of the non-founding beneficiary countries, with the status of extra-regional 

member, will be up to the sum of the capital paid in cash plus the portion in cash of the special 

contribution to equity, multiplied by the factor that results from dividing the loan portfolio of the 

founding countries by the capital paid by those countries. 

 

Á Exposure in each one of the non-founding beneficiary countries not holding an extra-regional 

member status, will be up to the special contribution to equity paid in cash multiplied by the factor 

that results from dividing the loan portfolio of the founding countries by the capital paid by the 

founding countries. 

  

Á Exposure to a single public sector company or mixed institution with public majority ownership, 

with the exception of state owned banks without a sovereign guarantee, should not exceed 20% of 

the Bankôs stockholders´ equity.  

 

Á Exposure to a State-run bank, with no sovereign guarantee, shall not  exceed 12% of the Bankôs 

stockholdersô equity. 

 

Á Exposure to a group of companies registered in any of the beneficiary countries and based on its 

credit rating, shall not  exceed 10% of the Bankôs shareholdersô equity. Additionally, exposure to 

a single enterprise within such group shall never exceed 5% of the Bankôs stockholdersô equity. 

 

Á Exposure to a group of companies not registered with any of the beneficiary countries while 

taking into account  on its credit rating, shall not  exceed 5% of the Bankôs stockholdersô equity. 

 

Á Exposure to a single enterprise or private bank shall not  exceed 5% of the Bankôs shareholdersô 

equity. 

 

Á The  exposure limi t to a single  economic sector without a sovereign guarantee is the lower  of the 

following limits: 

 

o Hirschman/Herfindahl index (*) , up to 12.5% 

o 30% of the portfolio 

o 1.0 times the Bankôs equity 

 
 (*) Credit concentration per industry. 

 

(g) Loans and allowance for loan losses 

 

Loans are stated at the unearned principal balance. Interest income is recognized on the accrual basis 

according to the contractual terms of the loans. 

 

Loans to the private sector are granted mainly through eligible financial institutions of the region 

and, in the case of direct co-financed loans, CABEI obtains such collateral as it considers appropriate 

(including mortgages, bank pledges, financial guarantees and credit default swaps).   
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A private sector loan is considered impaired when, based on current information and events, it is 

probable that the Bank will be unable to collect the scheduled payments of principal or interest when 

due according to the amortization plan established in the contractual terms of the loan. Factors 

considered by management in determining impairment include payment status, collateral value, and 

the probability of collecting scheduled principal and interest payments when due.  Loans which 

experience insignificant payment arrears generally are not classified as impaired. Management 

determines the significance of payment arrears on a case-by-case basis, taking into consideration all 

the circumstances related to the loan and the borrower, including the length of the delay, the reasons 

for the arrears, the borrowerôs prior payment record, and the amount of the shortfall in relation to the 

principal and interest owed. The majority of these impaired loans are classified in sub-standard or 

lower categories and therefore already have  a specific provision allocated to them. Impairment is 

measured by reference to the present value of expected future cash flows, discounted at the loanôs 

original interest rate or to the fair value of any collateral. If the valuation of the impaired loans is less 

than the recorded investment in the loan, the Bank recognizes the impairment by creating a specific 

allowance for loan losses with a corresponding charge to the provision for loan losses or by adjusting 

an existing allowance for the impaired loan with a corresponding charge or credit to the provision. 

 

Public sector loans are granted to governments and autonomous entities of the founding members 

and non-funding beneficiary countries with a sovereign guarantee of the respective country. In duly 

qualified cases, the Bank requires a generic guarantee of the borrower that covers 100% of the loan 

amount. 

 

CABEI establishes an allowance for public sector loans that takes the individual risk of the 

borrowing countries into consideration. This methodology includes the calculation of the probability 

of default based on the credit insurance percentage assigned by Export Credit Agencies (ECAôs) to 

credit transactions in the borrowing countries. This probability is adjusted for CABEIôs preferred 

creditor status. Additionally, this methodology differentiates the risk of public sector loans that do 

not have a sovereign guarantee. Management believes that this methodology reasonably reflects the 

estimated risk embedded in the Bankôs public sector lending activities and therefore considers the 

resulting amount of allowances for public sector loans to be adequate. As of December 31, 2008 and 

2007, there were no impaired public sector loans. 

 

The allowances for loan losses are established through estimates of possible losses, which are 

charged to income in the fiscal year they are incurred and disclosed as a separate line item under 

Loans receivable. Loan losses are written off against the allowance when management confirms the 

uncollectibility of the loan balances.  Subsequent recoveries, if any, are credited to provision for loan 

losses in the statement of income. The allowance for loan losses is assessed on a regular basis by 

management. 

 

(h) Non-accrual loans 

 

Loans are classified as having non-accrual status, in the case of private sector loans, when they 

become delinquent by more than 90 days and in the case of public sector loans, when they become 

delinquent by more than 180 days in accordance with the Bankôs policy regarding classification of 

loans and the establishment of allowances for loan losses.  All interest accrued but not collected on 

loans that are classified as having non-accrual status is reversed against interest income.  Past due 

interest on non-accrual loans is recognized as income in the fiscal year in which CABEI receives 

satisfactory payment of non-accrued overdue interest. 
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Interest on loans for which the original conditions have been modified are recorded on a cash basis 

until the loans perform normally for a reasonably extended period (see Note 7). Such period is 

typically 90 days. 

 

(i) Property, furniture and equipment 

 

Property, furniture and equipment are stated at cost less accumulated depreciation.  Renewals and 

major improvements are capitalized, while minor replacements, repairs and maintenance which do 

not improve the asset or extend its remaining useful life are charged as expenses when incurred. 

 

Depreciation is computed with the straight-line method over the estimated useful life of the assets. 

 

The estimated useful life of the assets is as follows: 

 
 Years 

Buildings 40 

Facilities 10 

Furniture and equipment 10 and 5 

Vehicles 4 

Hardware and software 3, 5 and 10 

 

 

(j) Foreclosed assets 

 

Assets acquired through, or in lieu of, loan settlements are initially recorded at fair value at the date 

of settlement, establishing a new cost basis.  Subsequent to settlement, valuations are periodically 

performed by management and the assets are carried at the lower of cost or fair value less estimated 

costs of sale. Income and expenses from operations and changes in the valuation are included in the 

statement of income. 

 

(k) Taxes 
 

According to the Bankôs Constitutive Agreement, the income and transactions of the Bank are 

exempt from any payment, withholding or collection of any tax, contribution or duty. 

 

(l) General reserve and annual net income 
 

According to the Constitutive Agreement, the general reserve is increased by the total annual net 

income.  

 

(m) Derivative instruments and hedging activities 

 

All derivatives are recognized on the balance sheet at their fair values, and are classified as assets or 

liabilities based on the fair value of each derivative (debit or credit). 
 

Certain derivatives contracted by the Bank are designated as either a hedge of the fair value of a 

recognized asset or liability or of an unrecognized firm commitment (fair value hedge), a hedge of a 

forecasted transaction or the variability of cash flows to be received or paid related to a recognized 
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asset or liability (cash flow hedge), or a foreign-currency fair-value or cash flow hedge (foreign 

currency hedge). For all hedging transactions, the Bank formally documents the hedging relationship 

and its risk-management objective and strategy for undertaking the hedge, the hedging instrument, 

the hedged item, the nature of the risk being hedged, the assessment of hedge transactionôs 

effectiveness in hedging the exposure attributable to the hedged risk, and a description of the method 

of measuring ineffectiveness. This process includes linking all derivatives that are designated as fair-

value, cash-flow, or foreign-currency hedges to specific assets and liabilities on the balance sheet or 

to specific firm commitments or forecasted transactions.  The Bank also formally monitors, both at 

the hedgeôs inception and on an ongoing basis, whether the derivatives that are used in hedging 

transactions are highly effective in offsetting changes in fair values or cash flows of hedged items.   
 

The changes in the fair value of a derivative which is highly effective and which is designated and 

qualifies as a fair-value hedge, along with the loss or gain on the hedged asset or liability or 

unrecognized firm commitment of the hedged item that is attributable to the hedged risk, are 

recorded under other operating income/expense in the statement of income. Changes in the fair value 

of a derivative that is highly effective and which is designated and qualifies as a cash-flow hedge are 

recorded in accumulated other comprehensive income to the extent that the derivative is effective as 

a hedge, until earnings are affected by the variability in cash flows of the designated hedged item. 

Changes in the fair value of derivatives that are highly effective and are designated and qualify as 

foreign-currency hedge are recorded in either income or other comprehensive income, depending on 

whether the hedge transaction is a fair-value hedge or a cash-flow hedge. The ineffective portion of 

the change in the fair value of a derivative instrument that qualifies as either a fair-value hedge or a 

cash-flow hedge is reported in the statement of income.  
 

The Bank discontinues hedge accounting when it is determined that the derivative is no longer 

effective in offsetting changes in the fair value or cash flows of the hedged item; the derivative 

expires or is sold, terminated, or exercised; the hedged asset or liability expires or is sold, terminated, 

or exercised; the derivative is designated as not being a hedging instrument because it is unlikely that 

a forecasted transaction will occur; or management determines that designation of the derivative as a 

hedging instrument is no longer appropriate. 
 

When hedge accounting is discontinued because it is determined that the derivative no longer 

qualifies as an effective fair-value hedge, the Bank continues to carry the derivative on the balance 

sheet at its fair value and ceases to adjust the hedged asset or liability for changes in fair value.  The 

adjustment of the carrying amount of the hedged asset or liability is accounted for in the same 

manner as other components of the carrying amount of that asset or liability. When hedge accounting 

is discontinued because the hedged item no longer meets the definition of a firm commitment, the 

Bank continues to carry the derivative on the balance sheet at its fair value, removes any asset or 

liability that was recorded pursuant to recognition of the firm commitment from the balance sheet, 

and recognizes any gain or loss in the statement of income.  

 

When hedge accounting is discontinued because it is probable that a forecasted transaction will not 

occur, the Bank continues to carry the derivative on the balance sheet at its fair value with 

subsequent changes in fair value included in the statement of income, and gains and losses that were 

accumulated in other comprehensive income are immediately recognized in the statement of income. 

In all other situations in which hedge accounting is discontinued, the Bank continues to carry the 

derivative at its fair value on the balance sheet and recognizes any subsequent changes in its fair 

value in the statement of income. 
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In addition, the Bank also contracts derivatives that although being used as hedge they do not 

classify for hedge accounting in accordance with the guidelines of FAS No. 133 Accounting for 

Derivatives and Hedging Activities (FAS-133). Changes to the fair values of these derivatives are 

recorded in ñOther operating income / other operating expenseò of the statement of income. 

 

The Bank may also enter into derivatives to manage its credit exposure, which includes the 

possibility of selling hedges in circumstances in which the Bank may decide to incur additional 

exposure in a given country. 

 

 

(n) Equity investments  

 

Equity investments have mainly been valued at cost, which is lower than the value determined by the 

equity method. Equity method is calculated on the basis of the equity of the relevant company, as 

shown in its most recent available financial statements. 

 

 

(o) Donations received and contributions granted  

 

Donations are recorded as other income when they are received, unless the donations are received 

with donor-imposed conditions, whereby they are registered as a liability until the conditions have 

been satisfied in all material respects or the donor has explicitly waived the conditions. 

 

Contributions granted to public and private sector institutions are recorded as expenses in the fiscal 

year in which the contributions are authorized by the Board of Directors and the related contracts are 

signed. These are shown in the Special contributions line of the statement of income. 

 

 

(p) Endorsement and guarantees granted  

 

The main objective of the endorsements and guarantees granted by the Bank is to support the 

regional banking systems and the development and integration of the Central American region and to 

expand and diversify the banking services offered by CABEI so that its customers may have access 

to a broader range of services and lower financial costs in developing their projects.  

 

In furtherance of this objective, the Bank grants two main types of endorsements and guarantees:  

 

- those that replace financing:  generally long-term arrangements (such as bank endorsements or 

payment guarantees) that support a financial document or credit contract which itself secures 

compliance with obligations related to execution of a project. These endorsements and guarantees are 

granted taking into account the credit risk concentration limits to CABEIôs borrowers (Note 2.f);  

 

- those that do not replace financing:  granted to support projects for the development of the Central 

American region and are generally short-term arrangements that are fully collateralized by liquid 

assets and are generally related to letters of credit and acquisitions of goods and services. 
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(q) Use of estimates 

 

To prepare its financial statements, the Bankôs management relies on certain assumptions and 

estimates that have an impact on the amount of the assets and liabilities, the disclosure of 

contingencies at the date of the financial statements and the amounts of the results generated during 

the reporting fiscal years. The final results may differ from such estimates. The estimates that may 

have significant variations in the short-term are mainly related to the loan loss provisions, the 

measurement at fair value of financial instruments and actuarial assumptions used to measure 

liabilities related to pension plans. 

 

(3) Fair values 

 

(a) Measurement of fair values 

 

FAS No. 157 Fair Value Measurements  (FAS-157) , defines that fair value is the price that would be 

received to sell an asset or paid to transfer a liability in an ordinary transaction between market 

participants at the measurement date.  Such standard also establishes a scheme for determining fair 

values. 

 

The fair value is more accurately reflected through a quoted market price, if available. If a quoted 

market price is not available, fair value will be based on the quoted market price of a financial 

instrument with similar characteristics, the present value of estimated future cash flows or other 

valuation techniques, which are significantly affected by the assumptions used.  

 

i. Fair value hierarchy measured on a recurring basis 

 

In accordance with the guidelines of FAS-157, the Bank has categorized its financial instruments in 

three fair value levels on the basis of the information hierarchy used for determining such 

instruments: 

 

 Level 1: The information used to determine the fair values comes from market quotations of 

identical instruments in active markets. 

 

 Level 2: The information used to determine the fair values includes: market quotations of 

similar instruments in active markets, market quotations of similar or identical instruments in 

non-active markets or valuation models that use information derived from or observed in 

market data. 

 

 Level 3: The information used to determine the fair value cannot be observed and it is 

significant to determine such values. Such information requires the Bankôs management to 

make significant judgments and estimates. 

 

Whenever the information used to determine the fair values includes more than one information 

level, in accordance with the previously defined hierarchy, the fair value has been categorized at  

the lowest level that is significant for its determination. 

 

The assets and liabilities valued at their fair value on a recurrent basis as of December 31, 2008 are 

as follows: 
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Valuation techniques applied: 

 

 Investments in securities: fair value has been calculated on the basis of the prices as quoted in 

the market and in the absence of such, they have been calculated based on discounted cash 

flows using the current yields or similar securities. 

 

 Derivative financial instruments: fair values have been determined on the basis of valuation 

models that use parameters constructed from market data, such as the yield curve of interest 

rate. Another factor taken into account is the counterparty and the Bankôs  credit risks 

according to whether the fair value of the derivative is positive or negative (See also Note 

19). 

 

 Loans and bonds payable:  fair values are determined through the use of valuation models 

based on interest rate yield curves constructed from market data. Said yield curves also take 

into consideration the Bankôs credit spread. 
 

Changes in fair values of the instruments classified in Level 3 that occurred during the fiscal year 

ended December 31, 2008 are the following: 
 

 

   

Gains / (losses) of fiscal 

year       

 

Carrying 
amount at 

January 1, 2008  

Included in 

net income  

Included in 

other 
comprehensive 

income / (loss)  

Purchases, (sales), 
issuances or 

(settlements)   

Transfer in and / 

or out of level 3  

Carrying 

amount at 
December 31, 

2008 
             

Assets             

Investment securities  55,447  -  (378)  (200)  -  54,869 
 

 

 

 

ii.  Fair value option 
 

The financial accounting standard 159 Fair Value Option for Financial Assets and Financial 

Liabilities (FAS-159), allows the option to choose to measure at fair value certain financial assets 

and liabilities that do not require such measurement. Once the option has been chosen it becomes 

irrevocable. The standard also requires that changes to the fair value of these financial assets and 

liabilities be recorded in the income statement of the fiscal year.  
 

 

Level 1 

 

Level 2 

 

Level 3 

 

Total 
        

Assets        

Investment securities 248,589  165,361  54,869  468,819 

Derivative financial instruments -  114,679  -  114,679 

        

Liabilities        

Loans payable -  139,113  -  139,113 

Bonds payable -  923,579  -  923,579 

Derivative financial instruments -  149,625  -  149,625 




