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The management of the Central American Bank for Economic Integration (the Bank) is responsible for
establishing and maintaining an effective internal control over financial reporting. Management has
evaluated the Bank’s internal control over financial reporting using the criteria for effective internal control
established in the Intemal Control-Integrated Framework used by the Committee of Sponsoring of the
Treadway Commission (COSO criteria).

Management has assessed the effectiveness of the Bank’s internal control over financial reporting as of
December 31, 2008. Based on this assessment, Management believes that the Bank’s internal control over
financial reporting is effective as of December 31, 2008.

There are inherent limitations in the effectiveness of any internal control system, including the possibility of
human error and the circumvention or overriding of established controls. Accordingly, even an effective
internal control can provide only reasonable assurance with respect to financial statement preparation.
Further, because of changes in conditions, the effectiveness of internal control may vary over time.

The Bank's financial statements as of December 31, 2008 have been audited by Deloitte and Co. S. de
R.L., and independent registered public accounting firm. In addition, Deloitte & Co. S. de R.L has issued an
independent and favourable Opinion on the Bank's intemal control over financial reporting.

Nick Rischbieth
Executive President

/
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Chief Operations MaRager.
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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
Tequcigalpa, Honduras

We have auditedhe internal control over financial repany of CENTRAL AMERICAN BANK FOR
ECONOMIC INTEGRATION (CABEI) as ofDeember 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 COSG@riteria). The Bankés management i s responsible
control over financial reporting and for its aegtion of the effectiveness of internal control over financial
reporting. Our responsibility is to express an opinionorBtlken k 6s i nt ernal control over
on our audit.

We conducted ouaudit in accordance withthe standardsestablishedby the American Institute of Certified

Public Accountants(United States)and in accordance with the audit standadodsthe Public Company
Accounting Oversight Board (United State$hose 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 repectsOur 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 assesssk Our audit also includegerforming such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A Companyédés internal contr ol gnedéy or tinden thensaperaidion ofgh@o r t i n
Companyds principal executive and principal financi a
effected by the Companyds board of director sgncemanage .|
regarding the reliability of financial reporting and the preparation of finastaééments for external purposes in
accordance with generally accepted accounting princi|
includes those polies 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 @ssary 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 ofrtipaucy; and (3) provide reasonable

assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
companyds assets that could have a material effect or

Because of the inherent limitatiorof internal control ovefinancial 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. pkt§ectons 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 i qroficocedures

may deteriorate.

In our opinion,CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATIONmaintained, in all material
respects, effective internal control over financial reporting as of December 31, 2008, based on the criteria
established in thinternal Controd Integrated 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 Publi
Accountants (United States) and in accordance with theirgidiandards of the Public Company Accounting
Oversight Board (United States), the financial statements as of and fisctileyear ended December 31, 2008

of the Bank, and our report datedtfuary27, 2009, expressed an unqualified opinion thereon.

Pdulle § 0. s0.L.

February 27, 2009

A member firmo f
Deloitte & Co. S.R.L. i Registro de Soc. Com. CPCECABAf{ T° 1 Folio 3 Deloitte Touche Tohmatsu

Deloitte refers to one or more of Deloitte Touche Tohmatsu, a Swiss Verein, and its network of member firraswéach is a legally separate and
independent entity. Please se@w.deloitte.com/abouor a detailed description of the legal structure of Deloitte Touche Tohmatsu and its Member Firms.
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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
Tequcigalpa, 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

i ncome, changes in stockhol der s 6 s thapendedy Thesa financah s h  f |
statements are the responsibility of the Bankds Mana
financial statements based on our audits.

We conducted our audiin accordance with the standards establishedhb 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 oltain 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 prineipd used and the fairness of the signi
Management, as well as evaluating the overall financial statement presentation. We believe that ©ur audit
providea reasonable basis for our opinion.

In our opinion, such financiadtatements 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 deeh i@nconformity 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 accoo#amwith the audit standards of the Public Company Accounting
Oversight Board (United States), tBanKs internal control over financial reporting as of December 31, 2008,
based on the Internal Controlntegrated Framework issued by the Committee of Spang Organizations of

the Treadway Commission (the COSO criteria) and our report dated FeRMI&9® expressed an unqualified
opinion on the Bank's internal control over financial reporting.

Pd’etn}/ L Go. SRL

February27, 2009

A member firmo f
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Deloitte refers to one or more of Deloitte Touche Tohmatsu, a Swiss Verein, and its network of member firraswéach is a legally separate and
independent entity. Please se@w.deloitte.com/abouor a detailed description of the legal structure of Deloitte Touche Tohmatsu and its Member Firms.



‘ CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION

CABEI

Balance sheets

As of December 312008 and 2007
(Expressed in thousandsWfS. dollars)

Assets

Cash and due from banks (note 4)
Interest-bearing deposits in banks (note 5)
Investment securities (note 6):

Securities available for sale
Loans receivable

Less allowance for loan losses
Loans receivable, net (note 7)
Interest receivable (note 8)
Property, furniture and equipment (note 9)
Derivative financial instruments (note 19)
Equity investments (note 10)
Other assets (note 11)

Total assets

Liabilities

Loans payable (note 12) (139,113 at fair value at December 31, 2008)
Bonds payable (note 13 a) (923,579 at fair value at December 31, 2008)

Commercial paper program (note 13 b)
Certificates of deposit (note 14 a)
Certificates of investment (note 14 b)
Interest payable (note 15)
Derivative financial instruments (note 19)
Other liabilities (note 16)
Total liabilities
Equity

Paid-in capital (note 17 a)
(Authorized capital 2,000,000)

Special contributions to equity (note 17 a)
Accumulated other comprehensive (loss) / income (note 22)
Retained earnings
General reserve
Total equity

Total liabilities and equity

The accompanying Notes 1 to 8@ an integral part of these financial statements

December 31, 2008

December 31, 200

33,659 6,261
561,010 489,201
468,819 499,399
4,315,027 3,948,931
(162,277) (140,441)
4,152,750 3,808,49(
56,400 55,426
28,703 29,515
114,679 82,838
12,601 12,689
22,756 7,363
5,451,377 4,991,182
1,113,886 1,088,537
1,702,303 1,590,67¢
57,736 33,923
654,372 505,955
2,673 42,599
29,857 35,240
149,625 16,714
32,503 41,949
3,742,955 3,355,597
427,425 420,225
5,625 4,000
(10,755) 8,528
83,291 80,773

1,202,836 1,122,063

1,708,422 1,635,58¢

5,451,377 4,991,182




‘ CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION
CABEI

Statements of Income
For thefiscal yearsendedDecember 312008 and 2007
(Expressed in thousandsWfS. dollars)

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
Net interest and fee income after provision
for loan losses 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 finar

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

The accompanying Notes 1 to 8& an integral part of these financial statements
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‘ CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION

CABEI
Statements of Comprehensive Income
For thefiscal yearsendedDecember 312008 and 2007
(Expressed in thousandsWfS. dollars)
December 31, 2008 December 31, 2007
Net income 83,291 80,773

Other comprehensive loss:

Unrealized (losses) / gains on securities availat

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

Reclassification adjustment for net realized los

/ (gains) included in earnings 2136 (5,973)
Subt ot al I Securities available fo(zo,ﬁﬁle (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 8@ an integral part of these financial statements



‘ CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION

CABEI

Statements of Changesi®t ockhol der s 6
For the fiscal years ended December 31, 2008 and 2007

(Expressed in thousandsWfS. dollars)

Paid-in capital
At beginning of fiscal year

Increase of fiscal year (Note 17 a)
At end of fiscal year

Accumulated other comprehensive (loss) / income
At beginning of fiscal year
Net change in other comprehensive income
At end of fiscal year

Retained earnings
At beginning of fiscal year
Transfer to general reserve
Net income of fiscal year
At end of fiscal year

General reserve
At beginning of fiscal year
Transfer from retained earnings
At end of fiscal year

Special contributions to equity
At beginning of fiscal year
Contributions of the fiscal year (Note 17 a)
At end of fiscal year

Total stockholders' equity

December 31, 2008

Equity

December 31, 2007

420,225 404,125
7,200 16,100
427,425 420,225
8,528 10,878
(19,283) (2,350)
(10,755) 8,528
80,773 72,923
(80,773) (72,923)
83,291 80,773
83,291 80,773
1,122,063 1,049,140
80,773 72,923
1,202,836 1,122,063
4,000 2,375
1,625 1,625
5,625 4,000
1,708,422 1,635,589

The accompanying Notes 1 to @B an integrgbart of these financial statements



‘ CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION
CABEI

Statements of Cash Flows
For the fiscal years ended December 31, 2008 and 2007
(Expressed in thousandsWfS. dollars)

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 equip ment (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

Sup plemental information
Cash interests payments 168,175 181,724
Unrealized net losses on securities available for sale (20,614) (3,611)

The accompanying Notes 1 t8 @re an integral part of these financial statements



‘ CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION
CABEI

Notes tofinancial statements
For thefiscal years ended December 31, 2008 and 2007
(Expressed in thousands of U.S. dollars)

(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 udt&nala, 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 mefhesuanta protocol subscribed on
September 2, 1989 drnin force since 1992, the participation of N@agional 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 Econamtegiation 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 Bankdés objective is to pr omovelepméenhadthe Foundingr at i on
Members.

The activitiesof the Bank arecomplementedy the activities carried out kthe Technical Cooperation
Fund(Fondo de Cooperacion TécnicdONTEC)and bythe Special Fund fothe Social Transformation

of Central AmericgFondo Especial para la Transformacion Social en CentroamiéRET S).These two

Funds are regulated by their own-layvs and are independent and separate from the Bank, though they
are run by the Bankés Manage me rety,the ddseatss liabilitfes andh n c i a |
operations of the BankVith respect tothe financial informatiomegarding the abovementioned 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 tfiscal yearendedDeaember31, 2007 includes a change arisimgrh

the reclassificationof Realizedgains on securitea vai | abl e f or sal ltereswhi ch ail
and fee incomé& | nvest ment in securitieso for the purpc
statement of théiscal yearendedDecember31, 2008.

(c) Treatment of currencies

The Bankés functional cur r encyTransactiond ia cutdemdies e d St a
other than the U.S. dollar are recorded at the effective exchange rates prevailing at the transaction
date.Assets and liabilitie 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 theaadskbilities

denominated in currencies other than the U.S. dallarpresented und@ther operating income or

other operating expense feachfiscal year as appropriate.



‘ CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION
CABEI

Notes tofinancial statements
For thefiscal years ended December 31, 2008 and 2007
(Expressed in thousands of U.S. dollars)

(d) Cash and equivalents

For the purpose of the Statements of Cash Flowd) easl equivalents represent the amounts
included in cash and due from banks.

(e) Investment securities

Marketable securitesr e cl assi fied as fAavailable for salebo
gains and losses being excluded from net inconteraported as a separate component of equity
underaccumulated 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 geties 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 specifiatidantif
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 prograsistomin lending certain

securities in exchander a premium that the securities borrower has to pay. Under the tetims of

securities lending agreement, CABEI requires collateral grieater value thathe fair value of the

loaned securities. The Banhkaintains effective control of the loaned securities during the term of the
transactiongiven thatitmayba bl e t o redeem the subject l oan pr
maturity, the investment company returns the securities lent, similar secuott 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 gearsmt
individuals and companies, both public and private, béisteed in the founding members or in
beneficiary countries, as well as to neegional financial institutions that operate in Central
Americg in order to meet the needs of development and integration programs and projects in the
founding members.

In acordance 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 setttardend to be negatileaffectedby
market conditions or technologiceghanges. Th@arametes have been established in relation to the
B a nskequity, defined as paid capital, reserves and earning$Significant parameters are as
follows:

A The total of its |l oan portfolio may not exceed

A The B eaquikyshsuld bemantained ata level not lower than 35% dital risk weighted
assets.



‘ CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION
CABEI

Notes tofinancial statements
For thefiscal years ended December 31, 2008 and 2007
(Expressed in thousands of U.S. dollars)

A The weighted %posure inany of the founding memberasust not exceed 100% of t
equity or 30% of the Bankés total ri sk assets.
whichthe Bank concentrates in a single borrowdrether such borrower & country, a public or
mixed institution, an individual or a private sector company.

A Exposure in each one of the nfounding beneficiary countriesyith the statusof extraregional
member will be up to the sum of the capital paid in cash pluspitrion in cash of the special
contributionto equity multiplied by thefactor that results from dividinthe loan portfolio of the
founding countriedy the capitapaid by those cauries.

A Exposure in each one of the nfunding beneficiary countriesot holding anextraregional
memberstatus will be up to thespecialcontributionto equitypaid in cash multiplied by thiactor
that results frondividing theloan portfolio of thefounding countriedy the capital paid by the
founding countries.

A Exposure to a single public sector company or mixed institwtitim public majority ownership
with theexcepion of stateownedbanks without sovereign guarantee, shouldt exceed 2% of
t h e Bstockkolilersequity.

A Exposure to a Statein bank, with no sovereign guarantee, shal e x ceed 12% of t he
stockholdes 6 equi t y.

A Exposure to a group of companies registered in any of the beneficiary countries and based on its
credit rating, shalhot e x ceed 10% of the Bankds sharehol der s
a single enterprise within suchockhpaldesu@ escuwiltly .nev

A Exposure to a group of companies not registered with anjefbeneficiary countriewhile
taking into accounton its credit rating, shaliot e x c e ed 5 % otbckhd hdee rBsabn kebqsu i st y .

A Exposure to a single enterprise or private bank stuille x ceed 5% of the Bankods
equity.

A The exposurdéimit to a singleeconomic sector withowt sovereign guarantee tise lower of the
following limits:

0 Hirschman/Herfindahl indeg), up to 125%
0 30% of the portfolio
o 10 times the Bankbés equity

(*) Credit concentration per industry.

(g) Loans and allowand®r loan losses

Loans are stated at theaarnedprincipal 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 institatiche region
and, in the case of direct-dmanced loans, CABEI obtains such collateral as it considers appropriate
(including mortgages, bank pledges, financial guarantees and credit default swaps).



‘ CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION
CABEI

Notes tofinancial statements
For thefiscal years ended December 31, 2008 and 2007
(Expressed in thousands of U.S. dollars)

A private sector loan is considered impaired wHeased 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 themortization plan established in tleentractual terms of théoan Factors
considerd by managemenih determining impairment include payment status, collateral value, and
the probability of collecting scheduled principal and interest payments when due. \Whbighs
experience insignificant payment arrears generally are not classifiéshpaired. Management
determines the significance of payment arrears on alpasase basis, taking into consideration all

the circumstances related to the loan and the borrower, including the length of the delay, the reasons
for the ar r espriospaynert ecord,amndrithe aneunbdof the shortfall in relation to the
principal and interest owed.he majority of theseémpaired loans are classified in sstandard or

lower categories and therefore alreddve a specific provisiorallocated to tam Impairment is
measuredyr ef erence to the present value of expected
original interest rate or to the fair value of any collateral. If the valuation of the impaired loans is less
than the recorded investmdntthe 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 ortordgitprovision.

Public sector loans are granted to governments and autonomous entities of the founding members
andnonfunding beneficiary countries with sovereign guarantee of thespectivecountry. In duly

qualified cases, the Bank requireggeneic guarantee of thborrowerthat covers100% of theloan

amount

CABEI establishes an allowance for public sector loans that takes the individual risk of the
borrowing countriesnto considerationThis methodology includes the calculation of the prdiigbi

of defaul't based on the credit i nsurance percent
credit transactions in the borrowing countries.
creditor status. Additionally, this methodology ditfetiates the risk of public sector loans that do

not have a sovereign guarantee. Management believes that this methodology reastieatsthe
estimated risk embedded i n t he tBeaefoleddssidepsuhel i ¢ s e«
resultingamount of allowances for public sector loandeadequate. As ddecember31, 2008and

2007, there were no impairgaliblic sector loans.

The allowances for loan losses are established through estimates of possible losses, which are
charged to income ithe fiscal year they are incoed and disclosed as separate lindem under

Loans receivable. Loan losses are written off against the allowancemaremgement confirms the
uncollectibility of the loan balances. Subsequent recoveries, if any, areedreapitovisionfor loan

losesin the statement ofincome. The allowance for loan losses is assessed on a regular basis by
management.

(h) Non-accrual loans

Loans are classified dsaving nonraccrual statysin the case of private sector loans, when they

become delinquent by more than 90 dasdin the case of gblic sector loanswhen they becme
delinqguent by more than 180 days in accordance Vv
loans and the establishment of allowances for loan lossesntédést accrued but not collected on

loans that arelassified as havingon-accrual statuss reversed against interest income. Past due

interest on nosaccrual loans is recognized as income in the fiscal yeatich CABEI receives

satisfactory paymerof nonaccrued overdue interest.



‘ CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION
CABEI

Notes tofinancial statements
For thefiscal years ended December 31, 2008 and 2007
(Expressed in thousands of U.S. dollars)

Interest on loans for which the original conditions have been modified are recorded on a cash basis
until the loans perform normally for a reasbty extended period (see Notg Buch period is
typically 90 days.

(i) Propety, furniture and equipment

Property, furniture and equipment as&atedat cost less accumulated depreciation. Renewals and
major improvements are capitalized, while minor replacements, repairs and maintenance which do
not improve the asset or extensl iemaining useful life are charged as expenses when incurred.
Depreciation is computed withe straighfine methodover the estimatedseful life of the assets.

The estimated useful life dheassets is as follows:

Years
Buildings 40
Facilities 10
Furniture and equipment 10 and 5
Vehicles 4
Hardware and software 3,5and 1C

() 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 hastibsequent to settlement, valuations are periodically
performed bymanagement and the assets are carried at the lower of cost or faitessdiestimated

costs of salelncome and expensé®m operationand changes in thealuationare included in th
statement ofncome.

(k) Taxes

According to the Bankés Constitutive Agreement,
exempt from any payment, withholding or collection of any tax, contribution or duty.

() 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 hedgedge 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 foreigmrency fairvalue or cash flow édge (foreign

currency hedge¥or all hedging trarections, the Bank formally documents the hedging relationship

and its riskmanagement objective and strategy for undertaking the hedge, the hedging instrument,
the hedged item, the nature of the risk being
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, casHlow, or foreigncurrency hedges to spéciassets and liabilities on the balance sheet or

to specific firm commitments or forecasted transactions. The Bank also formadiyors both at

the hedgebés inception and on an ongoing basis,
transactios are highly effective in offsetting changes in fair values or cash flows of hedged items.

The changes in the fair value of a derivativieich is highly effective andvhich is designated and
qualifies as a faiwalue hedge, along with the loss or gaim the hedged asset or liability or
unrecognized firm commitment of the hedged item that is attributable to the hedged risk, are
recorded undesther operating income/expense in thegement ofncome. Changes in the fair value

of a derivative that is higy effective andvhichis designated and qualifies as a cfisiv hedge are
recorded iraccumulatedbther comprehensive income to the extent that the derivative is effective as
a hedge, until earnings are affected by the variability in cash flows ofedigrnéted hedged item.
Changes in the fair value of derivatives that are highly effective and are designatechkifiydaqu
foreign-currency hedgare recorded in either income or other comprehensive income, depending on
whether the hedge transaction ifaa-value hedge or a cadlow hedge. The ineffective portion of

the change ithe fair value of a derivative instrument that qualifies as either avidire hedge or a
cashflow hedge is reported in the statement of income.

The Bank discontinues hedgecounting 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 expiresldr isrminated,

or exercised; the derivative is designated as not being a hedging instrument because it is unlikely that
a forecasted transaction will occur;rmanagemendetermines that designation of the derivative as a
hedging instrument is no longappropriate.

When hedge accounting is discontinued because it is determined that the derivative no longer
qualifies as an effective fairalue hedge, the Bank continues to carry the derivative on the balance
sheet at its fair value armtases tadjust he 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 fihnm commitment from the balance sheet,

and recognizes any gain or loss in stegement ofncome.

When hedge accounting is discontinued because it is probable that a forecasted transaction will not
occur, the Bank continues to carry the derivative tbe balance sheet at its fair value with
subsequent changes in fair value included instaéement of incomeand gains and losses that were
accumulated ither comprehensive income are immediatelyognizedn the statement ofncome.

In all other sitations 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 thestatement ofncome.
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In addition, the Bank also contractsriglatives that although being used as hedge they do not

classify for hedge accounting in accordance with the guidelindsA8f No. 133 Accounting for

Derivatives and Hedging Activitie§=AS-133). Changes to théair values of these derivatives are

recorded n A Qperhtiegncome /otheroper ati ng expenseod of the state

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 decideuo additional
exposure in a given country.

(n) Equity investments
Equity investments have mainbeenvaluedat cost, which is lower than the value determihgdhe

equity method Equity method icalculated on the basis of the equity of the relevantpemy, as
shown in itsmost recent availabl@ancial statements.

(o) Donations received and contributions granted

Donations are recorded ather income when they are received, unless the donations are received
with donorimposed conditionsyherebythey are registeredas a liability until the conditions have
beensatisfied in all material respeais the donor has explicitly waived the conditon

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

yearin 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 statemieicbafie

(p) Endorsement and guarantees granted

The main objective of the endomsents 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 mactess

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 ldagn arrangements (sln as bank endorsements or

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

compliance with obligations related to execution of a project. These endorsements and guarantees are
granted taking into account theedit risk concentrationlimt t o CABEI 6s Wprrower s (

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

American region and are generally sh@nm arrangements that are fully collateralizedliquid
assets and are generally related to letters of credit and acquisitions of goods and services.
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(a) Use of estimates

To prepare itsf i nanci al st at mamagentersrelies orhcertainrBassankpiioss and
estimates that have an impact on theount of the assets and liabilities, the disclosure of
contingencies at the date of the financial statements and the amountsesfultegenerated during

the reportingdfiscal years.The finalresultsmay differ from such estimates. The estimates tiay

have significant variationgn the shorterm 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) Fairvalues

(a) Measuremst of fair values

FAS No. 157 Fair Value MeasuremenfBAS-157), defines that fair value is the price that would be
received to sell an asset or paid to transfer a liability in amany transaction between market
participants at the measurement dafuch standard also establishescaeme for determiningair
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 marketobrcdinancial
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 accodance with thguidelines of FASL57, the Bankas categorized its financial instruments in
three fair value levels on the basis of the informatidnerarchy used for determining such
instruments:

e Level 1: The information used to determine tfaér valuescomesfrom market quotations of
identical instruments in active markets.

e Level 2: The information used to determine tlaér values includes: market quotations of
similar instruments in active markets, market quotations of similar or identical instsument
nonactive markets or valuation models that use informatlerived from or observedn
market data.

e Level 3: The informationused to determine the fairalue cannot be observed and it is
significart to determine such values. Suitffiormation requiret h e B aamdgérentom
make significant judgments and estimates.

Whenever the information used to determine fiie values includes more than one information
level, in accordance with the previously defif@drarchy, the faivalue has been categoed at
the lowest levethat is significant for its determination.

The assetsral liabilities valued at their fairalueon arecurrent basias ofDecember31, 2008 are
as follows:
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Levell Level 2 Level 3 Total

Assets

Investmensecurities 248589 165361 54,89 468819
Derivative financial instruments - 114,60 - 114,6®
Liabilities

Loans payable - 139,113 - 139113
Bonds payable - 923579 - 923579
Derivative financial instruments - 149,625 - 149,625

Valuation technigues applied

e 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 cuent yields or similar securities.

e Derivative financial instruments: fair values have been determined on the basis of valuation
models that use parameters constructed from market data, such as the yieluf ouerest
rate. Another factor taken intoceount is the counterparty and tBea n k @eglit risks
according to whether the fair value of the derivative is positive or negative (See also Note
19).

e Loans and bondpayable fair values are determined through the use of valuation models
based on imrest rate yield curves constructed from market data. Said yield curves also take
into considerationthB a n k 6 sspread.e d i t

Changes irfair values of the instruments classified in Leveh@toccurredduring thefiscal year
endedDecember31, 2008 are¢he following

Gains / (losses) discal

year
Included in Carrying
Carrying other Purchases, (sale: amount at
amountat  Included in comprehensive issuancesr Transferinand December3l,
January 1, 20( netincome income / (loss) (settlenenty oroutof level 3 2008
Assets
Investnent securities 55,447 - (378 (200 - 54,869

ii. [Fair value option

The financial accounting standard 15%ir Value Option for Financial Assets and Financial
Liabilities (FAS-159), allows the option to chooge measurat 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 faithalue of these financial assets and
liabilities be recorded in the@comestatemenbof thefiscal year.
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