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For the fiscal quarter ended September 30, 2008
INTER-AMERICAN DEVELOPMENT BANK {the “Bank")
Washington, D.C. 20577

Information as to any purchases or sales by the Bank of its primary obligations during
such quarter.

Attached hereto as Annex A is a table which lists sales and purchases by the Bank of its
primary obligations, all of which were of the Bank's ardinary capital.

Copies of the Bank's regular quarterly financial statements.

Attached hereto as Annex B are the financial statements, as of September 30, 2008, of
the Bank's ordinary capital.

Copies of any material modifications or amendments during such quarter of any exhibit
{other than (i) constituent documents defining the rights of holders of securities of other
issuers guaranteed by the Bank, and (ji) loans and guaranty agreements to which the
Bank is a party) previously filed with the Commission under any statute.

Not applicable: there have been no modifications or amendments of any exhibits
previously filed with the Commission.




Sales by the Inter-American Development Bank
of its Ordinary Capital Primary Obligations

Annex A

Borrowing Borrowing Coupon Issue Price Issue Maturity
Currency Amount (%) (%) Date Date
AUD 380,000,000 7.17 100.00 1-July-08 |21-June-2018
AUD 30,000,000 0.50 44,80 7-July-08 | 7-July-2023
RUB 1,000,000,000 7.75 100.925 8-luly-08 (8-Jan-2013
RUB 70,000,000 7.00 100.00 9-July-08 |{9-Jan-2013
JPY 1,196,000,000 Fixed 100.00 17-July-08 |22-July-2010
Rate/FX
Linked
BRL 33,000,000 11.00 100.00 29-July-08 |29-July-2013
BRL 9,540,000 10.00 98.38 30-July-08 |30-July-2010
RUB 70,000,000 7.10 100.00 7-Aug-08 |7-Aug-2013
JpY 1,445,000,000 Fixed 100.00 21-Aug-08 |19-Aug-2010
Rate/FX ‘
Linked
BRL 18,000,000 10.00 100.00 28-Aug-08 |28-Aug-2013
usD 1,000,000,000 4.25 99.863 10-Sep-08 [10-Sep-2018
IDR 760,180,000,000 |Zero 61.40 23-Sep-08 |23-Sep-2013
Coupon FX
Linked
BRL 17,000,000 9.50 100.00 25-5ep-08 |25-Sep-2013
BRL 6,000,000 9.00 100.00 29-Sep-08 |30-Sep-2011
usb 200,000,000 3.8625 100.00 29-Sep-08 |29-Sep-2015
usb 200,000,000 4.25 100.00 29-Sep-08 |28-Sep-2017
Purchases by the Inter-American Development Bank
of its Ordinary Capital Primary Obligations
Borrowing Original Coupon Original Maturity Re-Purchase Re-
Currency Borrowing (%) Issue Date Amount Purchase
Amount Date Settlement
" Date
JPY 21,000,000,000| CMS 24-Feb-2005 | 24-Feb-2020| 2,100,000,000 | 7-July-2008
Linked
JPY 21,000,000,000| CMS 24-Feb-2005 | 24-Feb-2020 | 2,300,000,000 {18-Sep-2008
Linked
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Management’s Discussion and Analysis

MANAGEMENT’S DISCUSSION AND
ANALYSIS
September 30, 2008

INTRODUCTION

The resources of the Inter-American Development Bank
(the Bank) consist of the Ordinary Capital, the Fund for
Special Operations, the Intermediate Financing Facility
Account, and the IDB Grant Facility, All financial in-
formation provided in this Management's Discussion and
Analysis refers to the Bank's Ordinary Capital.

This document should be read in conjunction with the
Bank’s Information Statement dated March 28, 2008,
which includes the Ordinary Capital financial statements
for the year ended December 31, 2007. The Bank un-
dertakes no obligation to update any forward-looking
statements.

FINANCIAL STATEMENT REPORTING

The financial statements of the Ordinary Capital are pre-
pared in accordance with generally accepted accounting
principles (GAAP). The preparation of such financial
statements requires management to make estimates and
assumptions that affect the reported results. Management
believes that some of the more significant accounting
policies it uses to present the Ordinary Capital financial
results in accordance with GAAP, for example the fair
value of financial instruments, the determination of the
loan loss allowance, and the determination of the pro-
jected benefit obligations, costs and funded status associ-
ated with the pension and postretirement benefit plans,
involve a relatively high degree of judgment and com-
plexity and relate to matters that are inherently uncertain,

Effective January 1, 2008, Management approved the
election of the fair value option provided by Statement
of Financial Accounting Standards (SFAS) No. 159
“The Fair Value Option for Financial Assets and Finan-
cial Liabilities” for certain medium- and long-term debt
(i.e., borrowings funding floating rate assets) with the
primary purpose of reducing the income volatility
resulting from previously accounting for its borrow-
ings at amortized cost and, as required by SFAS 133’
marking to market its borrowing swaps, with changes
in fair value recognized in income. The remaining re-
ported income volatility resulting from changes in fair
value of non-trading swaps, now mitigated by the
changes in fair value of the elected borrowings, is still
not fully representative of the underlying economics of
the borrowing transactions as the Bank generally holds
its bonds and related swaps to maturity. Accordingly, the
Bank continues to define Income before Net unrealized
gains and losses on non-trading derivatives and borrow-

! Refers o SFAS 133 "Accounting for Derivative Instruments and Hedg-
ing Activities", along with its related amendments.

ings measured at fair value® (previously Effects of SFAS
133 and currency transaction adjustments) as ‘‘Operating
Income”, which is more representative of the results of
the Bank’s operations.

Net unrealized gains and losses on non-trading deriva-
tives and borrowings measured at fair value are reported
separately in the Condensed Statement of Income and
Retained Earnings, and are excluded from the determina-
tion of ratios and other financial parameters.

FINANCIAL OVERVIEW

During the first nine months of 2008, the Bank ap-
proved 66 loans totaling $5.4 billion as compared to
45 loans that totaled $4.3 billion during the same pe-
riod in 2007. The Bank issued bonds for a total face
amount of $8.0 billion equivalent (2007 - $4.3 billion)
that generated proceeds of $7.6 billion equivalent
(2007 - $3.9 billion) and had an average life of 4.8
years (2007 - 9.3 years).

Operating Loss during the first nine months of 2008
was $384 million, compared to an Operating Income
of $363 million for the same period last year, The de-
crease was mainly due to a reduction in net interest
income of $719 million caused by the losses (mostly
unrealized) on the Bank’s trading investment portfolio
resulting from the continuing financial markets crisis,
as discussed under "Other Developments During the
Quarter”, and a Provision for loan and guarantee
losses of $52 million, compared to a credit of $17 mil-
lion for the same period last year.

Effective January 1, 2008, the Bank availed itself of
the fair value option under SFAS 159. Net unrealized
gains on non-trading derivatives and borrowings meas-
ured at fair value for the first nine months of 2008
amounted to $299 million. These net unrealized gains
include, among others, changes in fair value of lend-
ing swaps and fixed-to-fixed borrowing swaps, which
underlying loans and borrowings were not elected to
be measured at fair value. The fair value election of
borrowings that are part of a fixed-to-fixed swap rela-
tionship would have created greater income volatility.

Net unrealized gains on the Bank's non-trading deriva-
tives due to changes in interest rates were $474 mil-
lion for the first nine months of the year mainly due to
an overall decrease in long-term swap interest rates in
the global markets, compared to year-end 2007 levels.
These gains were partially compensated by net unreal-
ized losses of $175 million on borrowings elected
under the fair value option resulting from changes in

References to captions in the atached condensed quarterly financial state-
menis and refated notes are identified by the name of the caption beginning
with a capital letter every time they appear in this Management's Discus-
sion and Analysis,
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interest rates. This income volatility, which amounted
to a gain of $299 million for the nine months period
ended September 30, 2008, resulted mainly from a
small overall increase in the Bank's credit spreads
during the year.

During the nine month period ended September 30,
2008, there was a positive net currency translation

Box 1: Selected Financial Data

adjustment of $83 million on the Bank’s net assets,
mostly due to the appreciation of the Japanese yen
currency against the United States dollar, partially
offset by a depreciation of the Euro, compared to a
positive net currency translation adjustment of $185
million for the same period in 2007.

Box 1 presents comparative selected financial data for
the Bank’s Ordinary Capital.

(Amounts expressed in milltons of United States dollars)
Nine months ended Year ended
September 30, December 31,
2008 2007 2007
Lending Summary
Loans approved $ 5414 5 4298 s 1677
Undisbursed portion of approved loans 17,700 16,69t 16,428
Gross disbursements 3970 3,176 6,725
Net disbursements 274 (1.194) 1,460
Income Statement Daia
Operating (Loss) Income $ (384) % 363 S 283
Net unrealized gains (losses) on non-trading
derivatives and borrowings measuted at fair value i 299 (393} (149)
Net {loss) income (85) (30 134
Returns and Costs, after swaps
Retum on average loans outstanding 4.30% 5.38% 535%
Retum on avemge liquid investments 3.010)% 387% 2.93%
Avemge cost of borrowings outstanding during the period 387% 493% 4.92%
September 30, Decerber 31,
2008 2007 2007
Balance Sheetl Dato
Cash and investmenis-net m. after swaps $ 17,303 $ 18,443 § 16,301
Loans outstanding 48424 45,004 47,954
Bormmowings cutstanding o after swaps 46,412 44,669 45,036
Total equity 20,441 19,965 20,353
Total -Equity-to-Loans Ratio 38.6% 43.0% 40.2%
M Effective January 1, 2008, the Bank elected 1o nocount at fair value a substantial amount of its burrowings. ns allowed by SFAS 159,
with changes in fuir value recognized in income., Following the provisions of SFAS 159, previous periods have not been restated.
@ Net of Receivable/Payable for invesd ment wecuritics sold/purchascd.,
) Net of premium/discount.

CAPITAL ADEQUACY

The capital adequacy framework of the Bank consists of
a credit risk model, a policy on capital adequacy, and an
associated loan pricing methodology. The framework
allows the Bank to manage the risk inherent in its loan
portfolio due to the credit quality of its borrowers and the
concentration of its loans, while also offering its borrow-
ers low and stable loan charges.

The capital adequacy policy tracks the sufficiency of
economic capital, measured by the Total-Equity-to-

Loans Ratio or TELR.? According to the Bank’s capi-
tal adequacy policy, as long as Operating Income is
positive and the TELR is increasing between 32% and
38%, the Bank will apply standard loan charges equal to
a lending spread of 0.30%, a credit commission of
0.25%, and no supervision and inspection fee. In the
event that the actual TELR exceeds the upper limit of the

3 The TELR is the ratio of the sum of “Exquity” (defined as Paid-in capital stock,

Retained earnings and the allowances for loan and guarantee losses, minus bors
rowing countries’ local currency cash balances, net receivable frum members
(but not net payable 10 members), Posuctirernent benefit assets and cumulative
Net unrealized gains and losses on non-trading derivative and borrowings meas.
ured at fair value {previously Effects of SFAS 133 and currency transa¢tion ad-
justments) to outstanding loans and net grarantce exposure.
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band, the Board of Executive Directors may approve
loan charges that are different from the standard ones.

The level of the loan charges for the second semester of
2008 is currently under consideration by the Bank. Ac-
cordingly, loan income for the third quarter of 2008 has
been calcutated using the loan charges approved for the
first semester of 2008 (i.e., 0.15% lending spread, 0.10%
credit commission and no supervision and inspection fee).

Table 1 presents the TELR calculation. During the
period, the TELR decreased from 40.2% at the end of

last year to 38.6%. The decrease was mainly due to an
increase of $918 million in loans outstanding and net
guarantee exposure and a decrease in the equity used
in the TELR of $389 million, reflecting mostly operat-
ing losses of $384 million, and the one-time write-off
of deferred borrowing issue costs of $i63 million
against beginning retained earnings, as part of the im-
plementation of SFAS 159, that were partially offset
by positive translation adjustments of $83 miltion.

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

Equity used in TELR
Loans outstanding and net guarantee exposure
TELR

CONDENSED BALANCE SHEETS

LOAN PorTFoLIO: The Bank offers loans and guaran-
tees to its borrowing member countries to help meet
their development needs. In addition, under certain
conditions and subject to certain limits, up to 10% of
outstanding loans and guarantees, not including emer-
gency lending, may be made without a sovereign
guarantee (1) in all economic sectors, and (ii) directly
to private sector or sub-national entities carrying out
projects in borrowing member countries (Non-
sovereign guaranteed operations).

The loan portfolio is the Bank’s principal earning as-
set of which, at September 30, 2008, over 95% was
sovereign-guaranteed. At September 30, 2008, the
total volume of outstanding loans was $48.4 billion,
$0.4 billion higher than the $48.0 billion at December
31, 2007. The increase in the loan portfolio was
mostly due to a higher level of loan disbursements
($4.0 billion} than collections ($3.7 billion, including
collections of emergency loans of $0.5 billion) and
positive currency translation adjustments of $0.2 bil-
lion.

During 2008, the portfolio of non-sovercign-
guaranteed loans has increased $0.9 billion to a level
of $2.1 billion compared to $1.2 billicn at December
31, 2007. This increase reflects the Bank's emphasis in
growing its non-sovereign-guaranteed operations. As
of September 30, 2008, 6.3% of outstanding loans and
guarantees, not including emergency loans, were non-
sovereign-guaranteed, compared to 3.5% at December
31, 2007.

Nine months ended

September 30, December 31,
2008 2007 2007
$ 19,102 $ 19,639 $ 19,491
$ 49447 § 450623 $ 48,529
38.6% 43.0% 40.2%

INVESTMENT PORTFOLIO: The Bank's investment port-
folio is substantially comprised of highly-rated debt
securities and bank deposits. Its volume is maintained
at a level sufficient to ensure that adequate resources
are available to meet future cash flow needs. Net in-
vestment levels, after swaps, increased $984 million
during the first nine months of 2008, mainly resulting
from a net increase in cash flows from financing activi-
ties ($1,618 million) and positive cash flows from oper-
ating activities (3884 million), partially offset by the
losses on the trading investments portfolio ($907 mil-
lien), net loan disbursements ($274 million) and nega-
tive currency translation adjustments ($319 million).

BORROWING PORTFOLIO: The portfolio of borrowings
is mostly comprised of medium and long-term debt
raised directly in capital markets. Borrowings out-
standing, after swaps, increased $1.4 billion compared
with December 31, 2007, primarily due to a larger
amount of new borrowings than maturities ($1.6 billion),
that was partially offset by a one-time decrease of $256
miilion in the carrying value of the borrowings elected
for measurement at fair value, as part of the transition
adjustment under SFAS 159.

Eg@uity: Total equity at September 30, 2008 was $20.4
billion, an increase of $88 million from December 31,
2007, reflecting positive currency translation adjust-
ments of $83 million and the SFAS 159 cumulative ef-
fect adjustment of $93 million, partially offset by the Ne1
loss for the period of $35 million.
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RESULTS OF OPERATIONS

Table 2 shows a breakdown of Operating Income.
For the nine months ended September 30, 2008, the
Operating Loss was $384 million compared to an
Operating Income of $363 million for the same period
last year, an income reduction of $747 million, sub-
stantially due to a decrease in net interest income of
$719 million and a Provision for loan and guarantee
losses of $52 million, compared to a credit of $17
million in the same period last year.

The average interest-earning asset and interest-bearing
liability portfolios, after swaps, and the respective financial
returns and costs for the nine months ended September 30,
2008 and 2007 and the year ended December 31, 2007 are
shown in Table 3.

As discussed below under “Other Developments During
the Quarter”, the difficult market conditions resulting from
the financial crisis that started in mid-2007, continued to
affect the Bank’s investment operations. The Bank had
negative net interest income of $47 million during the first
nine months of the year compared to positive net interest
income of $672 million for the same period last year, a
decrease of $719 million. This decrease was mostly due to
a reduction in net investment income of approximately
$771 million on the Bank's trading investment portfolio,
resulting from investment losses of $907 million (mostly
unrealized) compared to $108 million for the same period
last year.

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

Nine months ended

September 30,
2008 2007
Loan interest income § 1,686 $ 1,792
Investment (loss) income'" 423) 476
1,263 2,268
Less:
Borrowing expenses 1,310 1,596
Nei interest (loss) income 7 672
Other loan income 37 25
Other expenses:
Provision {credit) for loan and guarantee losses 52 (17N
Net non-interest expense 322 351
Total 374 3K
Opemting (Loss) Income 5 (389 5 363

1 . . .
™ Ieludes realized and unrealized gains and losses.

Tohle 3: ASSET/LIABILITY PORTFOLIOS AND FINANCIAL RETURNS/COSTS
(Amounts expressed in millions of United States dollars)

Nine months ended Nine manths ended Year ended
September 30, 2008 September 30, 2007 December 31,2007
Awerage Return/Cost Awrnge Return/Cost Awerage Return/Cost
balance Fo balance T balnnce To
Loans " $ 48250 a2 $ 45164 531 $ 45569 528
Liguid investments 16,764 (301) 16,835 3.87 16,741 293
Total eurning assets 65,014 273 61,509 492 62,360 4,65
Bormowings 45,427 3.87 43,254 4.93 43,344 4.92
Incerest spread ' (1.14) (0.01) (0.27)
Net interest margin (0.10) 1.45 1.58

M Exlades Inan fees.

@ Negative interest spreads and net interest margins due to net investment bosses (mosily unnealized) resuliing fromthe
financial market crisis that began in late July 2007, as described below,
‘]'Rzpresenls net interest (loss) income as a percent of average eaming assets.
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COMMITMENTS

GUARANTEES: The Bank makes partial guarantees with
or without a sovereign counter-guarantee. During the
nine months ended September 30, 2008, there was one
approved non-traderelated guarantee without sovereign
counter-guarantee for $176 million, compared to four
guarantees for $600 million during the nine months
ended September 30, 2007. In addition, the Bank issued
91 guarantees for a total of $160 million under its non-
sovereign-puaranteed Trade Finance Facilitation Pro-
gram {2007 - 44 guarantees issued for a total of $77
million). No guarantees were approved with a sovereign
counter-guarantee.

CONTRACTUAL OBLIGATIONS: The Bank’s most signifi-
cant contractual obligations relate to undisbursed loans
and the repayment of borrowings. At September 30,
2008, undisbursed loans amounted to $17,700 million
and the average maturity of the medium- and long-term
borrowing portfolio, after swaps, was 5.0 years with con-
tractual maturity dates through 2038.°

OTHER DEVELOPMENTS DURING THE
QUARTER

PERFORMANCE AND EXPOSURE OF LiguID
INVESTMENT PORTFOLIO: The financial markets crisis
that began in late July 2007 has expanded and extended
into the third quarter of 2008. The Bank invests in certain
sectors of these markets, including asset-backed and mort-
gage-backed investment securities, and has been adversely
affected by the crisis. The effect of the persistent turbu-
lence in the financial markets characterized by lack of

liquidity, higher volatility and widening of credit spreads,
has continued to affect the Bank’s ability to mitigate its
risk by selling or hedging its exposures. In addition, valua-
tions continue to be impacted by market factors, external
to the Bank, such as default rates, rating agency actions,
and the prices at which actual transactions occur. The
Bank continues to maximize the use of market inputs in
the valuation of its investments, including, external pricing
services, independent dealer prices, and observable market
yield curves.

In response to the crisis and the contagion effect
across market sectors, the Bank has continued to
closely monitor the asset quality of its investments
portfolio, analyzing and assessing the fundamental
value of its securities, with a particular focus on its
structured credit products.

During the nine months ended September 30, 2008,
the Bank incurred $907 million of losses (mostly un-
realized) in its trading investments portfolio, virtually
all of which are related to the $5.1 billion asset-backed
and mortgage-backed securities portion of the portfo-
lio, and most of which remained AAA rated as of
September 30, 2008. The credit exposure for the
whole investment portfolio amounted to $17.1 billion
at September 30, 2008 ($16.1 billion at December 31,
2007). The quality of the portfolio continues to be
high, as 89% of the credit exposure is rated AAA and
AA, about 9% is rated A and about 1% carry the high-
est short-term ratings. Table 4 shows a breakdown of
the trading investments portfolio at September 30,
2008 and December 31, 2007, by asset category.

Tahle 4: TRADING INVESTMENTS PORTFOLIO BY ASSET CATEGORY
(Expressed in million of United States dollars)

Carrying Value
September 30, December 31,
Assect Category 2008 2007

Obligations of the United States Govemment
and is corporations and agencies......iwin $ 1221 % 454
Obligations of other govemments and agencies...._.... 624 127
Bank obHgations ........ccoceveinriinc s 6,333 4,707
Corporate SECURLIES . ..o.vvvivve o s e 294 411
Asset-backed and monigage-backed securities......... 5.093 6,608
Total trading investments...........ccccoomeiiiiinnn. $ 13565 8 12,307

5 The maturity structure of mediume and long-erm borrowings outstanding at the
end of 2007 is presented in Appendix I-5 10 the December 31, 2007 financial
statements,
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NON-SOVEREIGN-GUARANTEED LOAN: In April 2008,
the Bank approved a non-sovercign-guaranteed loan in
the amount of $400 million to an entity located in the
territory of a member country. As of September 30,
2008, the outstanding balance of this loan amounted to
$288 million. In September 2008, the constitutional
court of the member country resolved that the supreme
decree approving the Bank financing was unconstitu-
tional. The arguments of the constitutional court indi-
cate that the debt incurred constitutes public debt and
that the government of the member country is ulti-
mately responsible for the repayment of the loan.
Management is in the process of reviewing the situa-
tion with the government and, based on current events
and circumstances, is of the opinion that it is probable
that ali contractual cash flows of the toan will be col-
lected as provided in the original contract (including
the possibility of full prepayment) and that no losses
will arise from this matter. All amounts due continue
to be received monthly as per the terms of the loan
agreement.

FUNDED STATUS OF PENSION AND POSTRETIREMENT
BENEFIT PLANS (PLANS): GAAP require the Bank to
fully recopnize in its Balance Sheet an asset for its
Plans’ overfunded status (or a liability if the Plans are
underfunded) through comprehensive income. GAAP
also require that the measure of the funded status is
made and recognized on the measurement date which,
in the case of the Bank, is at the end of every year.
Accordingly, the overfunded status of the Bank’s pen-
sion and postretirement benefit plans is established
annually by subtracting the Plans’ benefit obligations
from the fair value of the Plans’ assets.

During 2008, the fair value of the Plans’ assets, a sig-
nificant component of the Plans’ funded status and
mainly comprising equities, fixed income and other
investments, has been adversely affected by the con-
tinuing instability in the financial markets. As a result,
the fair value of the Plans’ assets has decreased by
$672 million to $3,561 million as of September 30,
2008. In contrast to the Plans’ assets, which are meas-
ured each month, the Plans’ benefit obligations or
pension liabilities are measured only at the end of the
year.

The Postretirement benefit assets included in the
Bank’s balance sheet, amounting to $963 million as of
September 30, 2008, do not reflect the potential de-
crease of the Plans' funded status.

Changes in Postretirement benefit assets do not have
an impact on Net income or in the determination of
the TELR.

RECENT DEVELOPMENTS

PERFORMANCE AND EXPOSURE o©OF LiQUID
INVESTMENT PORTFOLIO: During October, 2008, the
financial markets conditions continued to be difficult.
Additional unrealized losses of approximately $157
million were incurred in the trading investments port-
folio, for a tota! of $1,064 million for the ten months
ended October 31, 2008,

MEMBERSHIP OF THE PEOPLE'S REPUBLIC OF CHINA:
In October 2008, the Board of Governors of the Bank
approved a Resolution for the admission of the Peo-
ple's Republic of China to membership in the Bank. In
accordance with the terms of the Resolution, the Peo-
ple's Republic of China shall become a member when
it has fulfilled certain conditions which include under-
takings concerning the obligations of membership and
the signature of the Agreement Establishing the Bank.
Comparable initiatives are also in process for the Peo-
ple’s Republic of China to be a Donor to the Multilat-
eral Investment Fund, a fund under administration by
the Bank, and the Inter-American Investment Corpo-
ration, a separate international organization the pur-
poses of which complement those of the Bank.

LIQUIDITY PROGRAM FOR GROWTH SUSTAINABILITY:
The Board of Executive Directors has forwarded to
the Board of Governors for consideration and ap-
proval a proposal to create a Liquidity Program for
Growth Sustainability, which would be a program
within the Bank's Emergency Lending category, of up
to $6 billion, designed 10 help borrowing member
countries address the effects of the current interna-
tional financial crisis on the region's economic and
social progress by protecting the flow of credit to the
economy through financial institutions.
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ORDINARY CAPITAL
INTER-AMERICAN DEVELOPMENT BANK

CONDENSED BALANCE SHEET
{Expressed in millions of United Siuates dollars)

September 30, December 31,
2008 2007
ASSETS (Unaudited)
Cash and investments
Investments
Trading. ..oviveemiiniininanns 13,565 12,307
Held-to-mmtumity ... occeiiiiinii i 3,779 $ 17,562 ___ 3858 § 16365
Loans outstanding.....cceceerineeranraiarisrsnciemtanrsrrrarsnernans 48,424 47,954
Allowance forloan losses. ... (89) 48,335 1)) 47,903
Accruedinterest and other charges.....ovviririiiiiia, 795 723
Receivihic from members.....occvivievemvsnirrnennnaes 407 412
Receivable from currency and intercst rate swaps......coveeune 2,236 3,026
Postretirement benefit assets......coovevvriirnirnicnsneiniiinniin 963 913
OHher BSSCLS . i vriirirnririnrsnrnssarisersntnsenassnasrsasanrrrssnaran 393 505
TOtA] DS SEIS . eemvrirasivsrerisrnscrssruresrasrsanrasassassaensssrnerans $ 70,691 $ 69,907
L AT

LIABILITIES AND EQUITY
Liabilitics
Bomowings
SROM-LEMM. .ot vve et rr et s s e s e e $ 1,767
Mediunr and long-term
Measured at fair value. ... .ooovven v vee e e e 32,779
Measured at amontized cost.......

12,693 $47,239

2,204

44,845 5 47.049

Payable for currency and interest rate swaps......... 1416 1,024
Payable for investment securities purchased..............o..0s 271 67
Amounts payable to maintain value

of currency holdings ....oovvevveiviiiiner s e v rerenens 483 616
Accrued interest on bomowings.......... 641 596
Other Babilities . .oo.ve e ivevr e e e 200 202
Total liabilities ...ociviiiiiiiiiiiiiiiiiiciiiciniriissin s 50,250 49,554

Equity

Capital stock

Subscribed 8,367,264 shares (2007-8,368,563 shares). .. .. 100,938 100,953

Less callable portion. ..o i (96,599) __(96,613)

Paid-in capital stock..........oceevvnivrme e 4,339 4,340

Retained Bamings .. ....cocovmmeiriiiniiir e ee e e cen e e 14,584 14,576
Accurmulated other comprehensive income......coooovvianenn 1,518 20441 1,437 20,353

Total linhilities and eqUty....c..evrreereeeersrarseransreen: $70,691 $ 69,907

The accompanying notes are an integral part of these condensed 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 Ninc months ended
September 30, September 30,
2008 2007 2008 2007
{(Unaudited) (Unaudited)

Income (loss)

LORNS ..ot e ettt e et e e $ 542 $ 07 $ 1,723 $ 1817

Investments e (@255) 101 (423) 476

Other...ovvvinn & 4 11 15

TOtAl INCOME. . ..uveveererirernesersvrirrare s senare e e seaees 193 712 1,311 2,308

Expenses

Borrowing expenses, after swaps........c...covevnviinenns 404 564 1310 1,596

Provision (credit) for loan and guarantee losses........ 34 (5) 52 (1n

AdmInistrative eXpensSes. ..., 109 136 299 351

Special programs.........cooieviiiin i, 12 6 M 15

Total expenses 559 701 1,695 1,945

Income (loss) before Net unrealized gains (losses) on

non-trading derivatives and borrowings measured

at fair value......... vrmebberriertarn et sarearetr st rasin, (266) 11 (384) 363
Net unrealized gains (Insses) on non-trading

derivatives and borrowings measured at fair value, .. 297 331 299 (393)
Net income (1088 v eirriarrerrirsarrassorarisaraniaasarsraanse k3| 342 (85) 30)
Retained earnings, beginning of period................... 14,553 14,070 14,576 14,442
SFAS 159 cumulatiw effect adjustment - - 93
Retained earnings, end of pEriode....iouverrrrvererversenies $14,584 $ 14,412 $14,584 $ 14412

" F¥orthe nine monthas ended September 30, 2008, includes net unrealized boases on trading potfofie instnements held at the end o T1he period.
of $848 millon (2007 - § U8 milion)

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

Three months ended Nine months ended
September 30, September 30,
2008 2007 2008 2007
(Unaudited) . (Unaudited)
INet income (JO5S5)....irviernnsiansnainsnrsniionsusisssntsasnsss $ 31 s 32 $ (85 b (30
Other comprehensive income (loss)
Translation adjustments...........coooiiiiiiiiiiiiniene. (179) 203 83 185
Reclassification to income - cash flow hedges.......... - - : (2} 2
Total other comprehensive income (loss)............. (179) 203 81 187
Comprehensive income (055)....iiiiiiiiiiiiiiin. $ (148) $ 545 $ 4) § 157

The accompanying notes are an integral part of these condensed 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)

Nine months ended

September 30,
2008 2007
{Unaudited)
Cash flows from lending and investing activities
Lending:
Loan disbursements (net of participations).............coovienen. $(3,970) $ (3,176)
Loan collections (net ofparticipations)........................‘.... 3,696 4,370
Net cash (used in) provided by lending activities.. TR (274) 1,194
Gross purchases of held-to-maturity investments.. 2,212) (1,605)
Gross proceeds from maturities ofheld-to-matunty investments ... 2,244 1,637
Miscellaneous assets and liabilities.. et e {56) (51)
Net cash (used in) provided by lendmg and mvestmg activities ... (298) 1,175
Cash flows from financing activities
Medium- and long-term borrowings:
Proceeds from iSSUaNCe. . vur et e v cre e et e tet sraieaan s e ran e 7,700 3,895
REPAYITIENLS .. ot iitieite et teve s e mentntr e e rrse e e s vanee s e me e ean e e (5,649) (3,213)
Short-term bomOWINgS, NEt...o.ivivieir e (438) {659)
Collections of receivable frommembers . ......coovvievvviiinviians e, 3 4
Net cash provided by financing activities...........cooo e ees 1,618 27
Cash flows from operating activities
| Gross purchases of trading investments. A (8,337) (9,437)
| Gross proceeds fromsale or maturity oftradmg investments....... 6,149 7519
l Loan income collections.. 1,842 1,847
Interest and other costs of borrowmgs aﬁer SWaps.. U (1,066) (1,435)
Incomefrommvcstmcnts..................................................... 423 580
Other income.. 11 15
Adrmmstratwe expenses (312) (315)
SPECIAl PIOBIAITE .. st iesveeieaaenn et e ne e st s ner e i s e v s s s e e e e e (14) {8
Net cash used in operatmg activities .. (1,304) {1,234
Hfect of exchange rate fluctuations oncash..................... ... 2 4
Net increase (decrease)incash........cooo e vii s 18 (28)
Cash, beginning of Year...........cooeee oot iir 200 276
Cash, end oF PEITOQ. ........ceev. v mrrieeieeeeeee e oo s ee e e $ 218 248

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

NOTE A - FINANCIAL INFORMATION

The primary activities of the Inter-American Develop-
ment Bank (the Bank) are conducted through the Ordi-
nary Capital, which is supplemented by the Fund for
Special Operations, the Intermediate Financing Facility
Account, and the IDB Grant Facility. Unless otherwise
indicated, all financial information provided in these
condensed quarterly financial statements refers to the
Ordinary Capital. The condensed quarterly financial
statements should be read in conjunction with the De-
cember 31, 2007 financial statements and notes therein.
Management believes that the condensed quarterly fi-
nancial statements reflect all adjustments necessary for a
fair presentation of the Ordinary Capital’s financial posi-
tion and results of operations in accordance with ac-
counting principles generally accepted in the United
States of America. The results of operations for the first
nine months of the current year are not necessarily in-
dicative of the results that may be expected for the fuil
year. :

NOTE B - NEW ACCOUNTING
PRONOUNCEMENTS

In May 2008, the Financial Accounting Standards Board
(FASB) issued Statement of Financial Accounting Stan-
dards (SFAS) No. 162 “The Hierarchy of Generally Ac-
cepted Accounting Principles”, which identifies the
sources of accounting principles and the framework for
selecting the principles used in the preparation of finan-
cial statements of nongovernmental entities that are pre-
sented in conformity with generally accepted accounting
principles. In addition, in March 2008, the FASB issued
SFAS 161 “Disclosures about Derivative Instruments
and Hedging Activities”, which amends and expands the
disclosure requirements of SFAS 133 “Accounting for
Derivative Instruments and Hedging Activities”, requir-
ing qualitative disclosures about objectives and strategies
for using derivatives, quantitative disclosures about fair
value amounts on derivative instruments and disclosures
about credit-risk-related contingent features in derivative
agreements. This pronouncement is effective for the
Bank beginning in 2009. The provisions of these stan-
dards will not have an impact on the Ordinary Capital’s
financial position and results of operations.

Effective January 1, 2008, the Bank adopted SFAS 157
“Fair Value Measurements” and SFAS 159 “The Fair

Value Option for Financial Assets and Financial Liabili-
ties”. SFAS 157 defines fair value, establishes a frame-
work for measuring fair value under generally accepted
accounting principles (GAAP) and enhances disclosures
about fair value measurements. Fair value is defined
under SFAS 157 as the exchange price that would be
received for an asset or paid to transfer a liability (an exit
price) in the principal or most advantageous market for
the asset or liability in an orderly transaction between
market participants on the measurement date. SFAS 159
allows an entity the irrevocable option to elect fair value
for the initial and subsequent measurement for certain
financial assets and liabilities on a contract-by-contract
basis. The impact of the adoption of SFAS 159 was an
increase in retained earnings as of January 1, 2008 of $93
million, reflecting the difference between the carrying
value and the fair value amount of certain borrowings for
which the fair value option was elected ($256 million),
and the write-off of related deferred issue costs ($163
million). Subsequent changes in fair value of these bor-
rowings are recognized in Net unrealized gains and
losses on non-trading derivatives and borrowings meas-
ured at fair value in the Condensed Statement of Income
and Retained Eamnings when they occur. For additional
information on the fair value of certain financial assets
and liabilities, see Note D — Fair Value measurements
and Note E ~ Fair Value Option to the Condensed Quar-
terly Financial Statements.

NOTE C - LOANS AND GUARANTEES

Loan Charges: The Bank’s standard loan charges
consist of a lending spread of 0.30% per annum on the
cutstanding amount, a credit commission of 0.25%
per annum on the undisbursed convertible currency
portion of the loan, and no supervision and inspection
fee. According to the Capital Adequacy Policy, stan-
dard loan charges are applied when the TELR is in-
creasing between 32% and 38% and as long as Oper-
ating Income is positive. These charges currently ap-
ply to Single Currency Facility loans and most Cur-
rency Pooling System and U.S. Dollar Window loans,
comprising approximately 94% of the loan portfolio,
and are subject to semiannual review and approval by
the Board of Executive Directors,

The level of the loan charges for the second semester of
2008 is currently under consideration by the Bank. Ac-
cordingly, loan income for the third quarter of 2008 has
been calculated using the loan charges approved for the
first semester of 2008 (i.e., 0.15% lending spread, 0.10%
credit commission and no supervision and inspection fee).
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Nonaccrual and impaired loans and allowance for
loan losses: At September 30, 2008, the Bank did not
have nonaccrual or impaired loans,

The changes in the allowance for loan and guarantee
losses for the nine months ended September 30, 2008
and the year ended December 31, 2007 were as follows
(in millions):

2008 2007
{Unaudited)
Balance, beginning of year...........ov § 70 $ 14
Provision (¢credit) for loan and
ENArANteC I0SSE8 . v invimnvinien i e 52 (13)
Non-sovereign-guaranteed loan
WIHE-OfTS . o v s s - 21)
Balance, end of period........coviinnnns 5 122 3 70
T —
Composed of:
Allowance forloan bsses ...l 5 B9 5 51
Allowance for guarantee losses™ ... 33 19
Total $ 122 $ 70
TS S —————

G The allowance for guarantee losses is included in Other liabilities
in the Condensed Balance Sheet,

Guarantees: As of September 30, 2008, the Bank had
approved, net of cancellations and maturities, non-trade
related guarantees without sovereign counter-guarantees
of $1,565 million ($1,38% million as of December 31,
2007), and a guarantee with sovereign counter-guarantee
of $60 million ($60 million as of December 31, 2007).

Under its non-sovereign-guaranteed Trade Finance Fa-
cilitation Program (TFFP), the Bank provides partial
credit guarantees on short-term trade related transactions.
This Program authorizes up to $40 million in credit sup-
port per approved trade-finance bank, and an aggregate
of no more than $400 million outstanding at any time.
During the nine month ended September 30, 2008, the
Bank issued 91 guarantees for a total of $160 million
under this program (2007 — 44 guarantees for a total of
$77 million).

At September 30, 2008, guarantees of $1,128 million
{$689 million as of December 31, 2007), including $149
million issued under the TFFP ($89 million as of Decem-
ber 31, 2007), were outstanding and subject to call. This
amount represents the maximum potential undiscounted
future payments that the Bank could be required to make
under these guarantees. An amount of $55 million ($58
million as of December 31, 2007) of guarantees out-
standing has been re-insured to reduce the Bank's expo-
sure, Qutstanding guarantees have remaining maturities
ranging from 2 to 16 years, except for trade related guar-
antees that have maturities of up to three years. As of
September 30, 2008, no guarantees provided by the Bank
have ever been called.

NOTE D ~ FAIR VALUE MEASUREMENTS
Effective January 1, 2008, the Bank adopted SFAS
157, which provides a framework for measuring fair
value under GAAP. SFAS 157 establishes a fair value
hierarchy that prioritizes the inputs to valuation tech-
niques used to measure fair value. The hierarchy gives
the highest priority to unadjusted quoted prices in
active markets for identical assets or liabilities (Level
1} and the lowest pricrity to unobservable inputs
(Level 3). The three levels of the fair value hierarchy
are as follows: .

Level 1 - Unadjusted quoted prices in active markets
that are accessible at the measurement date
for identical, unrestricted assets or liabili-
ties;

Level 2 - Quoted prices in markets that are not ac-
tive, or inputs that are observable, either
directly or indirectly, for substantially the
full term of the asset or liability;

Level 3 - Prices or valuation techniques that require
inputs that are both significant to the fair
value measurement and unobservable (i.e.,
supported by little or no market activity).

The Bank's investment instruments valued based on
quoted market prices in active markets include obliga-
tions of the United States and Japanese govermnments.
Such instruments are classified within Level ! of the
fair value hierarchy. As required by SFAS 157, the
Bank does not adjust the quoted price for such instru-
ments.

Substantially all other Bank investment instruments
are valued based on quoted prices in markets that are
not active, solicited non-binding broker/dealer prices
(with adequate level of trading activity), or prices
derived from alternative pricing models, utilizing dis-
counted cash flows, These methodologies apply to
investments including government agencies, corporate
bonds, asset-backed and mortgage-backed securities,
bank obligations, and related financial derivative in-
struments. In addition, substantially all the Bank’s
medium and long-term borrowings elected under the
fair value option allowed by SFAS 159 and lending
and borrowing currency and interest rate swaps are
valued based on discounted cash flows or pricing
models employing valuation inputs such as market
yield curves, exchange rates, and other inputs that are
observable during the full term of these instruments.
These instruments are classified within Level 2 of the
fair value hierarchy.

Level 3 investment, borrowing and related swap in-
struments are valued using Management’s best esti-
mates utilizing available information including (i)
actual portfolic prices provided by investment bro-
ker/dealers (with little, if any, trading activity) and (ii}
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market yield curves of other instruments, used as a
proxy for the instruments’ yield curves, for borrow-
ings and related swaps.

Financial assets:

The following tables set forth the Bank’s financial
assets and liabilities that were accounted for at fair
value as of September 30, 2008 by level within the
fair value hierarchy (in millions). As required by
SFAS 157, financial assets and liabilities are classi-
fied in their entirety based on the lowest level of input
that is significant to the fair value measurement.

Fair Value
Measurements
Assets September 30,2008 Lewl 1 Level 2 Lewl 3
Investments - Trading........oooooeeiiniiiiininenne. 13,626 $ 364 $ 13,100 5 162 °
Receivable from currency and interest rate swaps 2,389 - 2,323 66
Total. .ot 16,015 $ 364 $ 15423 § 228

) Represents the fair value of the referred assets, including their accrued interest presented in the condensed Balance Sheet under
Accrued interest and other charges of $61 million for trading investments and $153 million for currency and interest rate swaps.

Financial liabilities;

Fair Value
Measurements
Liahilities September 30,2008 _ Lewl 1 Level 2 Lesel 3
Borrowings measured at fair vatue.................. $ 33219 $ - 3 32,69 $ 525
Payable for curtency and interest rate swaps ..... 1,368 - 1,298 70
TOtAL et e e e e $ 34,587 $ - $ 33992 $ 595

(M Represents the fair value of the referred liabilities, including their accrued interest presented in the condensed Balance Sheet
under Accrued interest on borrowings of $440 million for borrowings and under Accrued interest and other charges of $(48)

million for currency and interest rate swaps.
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The tables below show a reconciliation of the begin-
ning and ending balances of al! financial assets and
financial liabilities measured at fair value on a recur-
ring basis using significant unobservable inputs
(Level 3) for the three and nine months ended Sep-
tember 30, 2008 (in millions). In addition, the tables
show the total gains and losses included in Net in-

Financial assets:

Balance - July 1, 2008

Total gains {losses) included o:
Net income (loss)... .
Other compn:hens ive mcome (los s)

Seftlements.. .
Transfer to ﬂnanctal hnbﬂmes

Transfer into level 3

Balance - September 30, 2008

Total gains (losses) for the period included in Net income
(loss) attributable to the change in unrealized gains or

losses related to assets still held at September 30, 2008.. ...

Balance - January 1, 2008

Total gains (lo'sscs) mcluded in:
Net income (loss)...
Other con‘pn:henswc income (loss)

Settlements.. ..
Transfer to fmanclal lmblhues

Transferimto level 3 .o

Balance - September 30, 2008

Total gains (losses) for the period included in Net income
(loss) attributable to the change in unrealized gains or

losses related to assets still held at September 30, 2008.. ...

come (loss) as well as the amount of these gains and
losses attributable to the change in unrealized gains
and tosses relating to assets and liabilities still held as
of September 30, 2008 and a description of where
these gains or losses arc reported in the Condensed
Statement of Income and Retained Eamnings.,

Fair Value Measurements Lsing Significant
Unobservahle Inputs (Lewel 3)
Three months ended September 30, 2008

Receivable
from
Currency and
Investment - Interest Rate
Trading Swaps Total

3 70 $ 114 $ 184
34 (34) (68)
i) (&) (18)
6 (2) (8)
- (4) 4)

142 - 142

$ 162 $ 66 $ 228
$ (10) 3 (38) $ (48)

Fair Value Measurements Uking Significant
Unobservahble Inputs (Level 3)
Nine months ended September 30, 2003

Receivable
from
Currency and
Investment - Interest Rate
Trading S waps ‘Total
$ 68 $ 89 3 157
(66) (&) (74)
“) (3) 4]
(18) (&) (26)
- 4) )
182 B 182
$ 162 b3 60 $ 228
3 (43) $ (31) 3 (74}




Condensed Quarterly Financial Statements

17

Gains (losses) are included in the Condensed Statement of Income and Retained Eamings as follows (in millions).

Total gains (losses) included

in Net incone (loss) for the period........ccoo v

Change in unrealized gains {losses)related to

assets still held at September 30, 2008.. ............. el

Total gains (losses) included

in Net income (loss) for the period...........viivinie

Change in unrealized gains (losses) related to

assets still held at September 30,2008...........cccivvennns

Three months ended September 30, 2008

Net
Unrealized
Losses on
Non-trading
Income Borrowing Derivatives
from Expenses, and
Investments after S waps Borrowings Total
$__0G9 $___4 $ (9 $ (69
$ (10 $ - 3 (38) $  (48)

Nine months ended September 30, 2008

Net
Unrealized
Losses on
Non-trading
Income Borrowing Derivatives
from Expenses, and
Inves tments after Swaps Borrowings Total
3 (66) 3 23 3 (3D 3P 79
$ (43 $ - $ (31 3 09
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Financial Liabilities:

Balance - July 1, 2008

Total (gains) losses included in:
Net income (1058).....ccvevenen.

Other comprehensive income (1085). .o vivvveeeivicvne i

Issuances and settlements, Nel...oviiiniii i r s rnre e

Transfer fromfinancial as5ets.....vivvvviiiimin i
Balance - September 30, 2008

Total (gains) losses for the peried included in Net income

(loss) attributable to the change in unrealized gains or
losses related to liabilities still held at September 30, 2008..

Balance - January 1, 2008

Total {(gains) losses included in;
Net income (088)......ocoveenee.

Other comprehensive income (loss).....ooiii

Issuances and settlements, Net......oovvviiiiiii e iiraean

Transfer from financial @855et8...ouvviviieiivireieinieinaans
Balance - September 30, 2008

Total (gains) losses for the period included in Net income
(ioss) attributable to the change in unrealized gains or
losses related to liabilities still held at Septernber 30, 2008..

Fair Value Measurements Using Significant
Unobs ervable Inputs (Lewel 3)

Three months ended September 30, 2008

Payable for
Borrowings Currency and
Measured Interest Rate
at Fair Value Swaps Total
3 658 3 81 £ 718
(68) 18 (50)
an - {an
(48) (5) (53)
- 4 @
$ 525 3 70 $ 595
$ 04 3 15 $ (59)

Fair Value Measuremenis Using Significant
Unobservable Inputs (Lewl 3)

Nine months ended S eptember 30, 2008

Payabl¢ for

Borrowings Currency and
Measured Interest Rate
at Fair Value Swaps Total
3 533 3 9 $ 51
(49) 45 (4)
©) - ©
47 (10) 37
- {4) @
$ 523 3 70 $ 595
3 (79) $ 40 $ (39)
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(Gains) losses are included in the Condensed Statement of Income and Retained Earnings as follows (in millions):

Total {(gains} losses included in Net income (loss)
fortheperiod.................... ool

Change in unrealized (gains) losses related to liabilities
still held at September30,2008. ...

Total (gains) losses included in Net income (loss)
forthe period..................

Change in unrealized (gains) losses related to liabilities
still held at September30,2008......c.eovii e

NOTE E - FAIR VALUE OPTION

Up to December 31, 2007, and since the discontinua-
tion of hedge accounting on January 1, 2004, the Bank
accounted for all its borrowings at amortized cost and,
as required by SFAS 133, marked to market all deriva-
tive instruments, including borrowing swaps, with
changes in fair value recognized in income. This ac-
counting treatment resulted in income volatility being
reported, which was not representative of the underly-
ing economics of the transactions as the Bank gener-
ally holds its borrowings and swaps to maturity. Ef-
fective January 1, 2008, Management approved the
election of the fair value option provided by SFAS
159 for certain medivm- and long-term debt (i.e., bor-
rowings funding floating rate assets) with the primary
purpose of reducing the income volatility resulting
from the previous accounting asymmetry, as SFAS
159 requires that changes in the fair value of elected
borrowings also be recorded in income. The Bank did
not elect the fair value option for other borrowings
within the same balance sheet category because they
do not contribute to a mitigation of, or do not produce,
income volatility.

The Bank recognizes interest on borrowings in a man-
ner that approximates the effective yield method upon
issuance of those borrowings.

Three months ended September 30, 2008

Unrealized
Losses on
Non-trading
Derivatives
Borrowing and
Expenses, Borrowings
after Swaps Measured at Total
$ 9 $ (59 $ (50
s 309 559

Nine months ended September 30, 2008

Unrealized
Losses on
Non-trading
Derivatives
Borrowing and
Expenses, Borrowings
after Swaps Measured at Total
5 37 3 @) 5 4
$ - $ (40 S (40)

The changes in fair value for borrowings elected under
the fair value option provided by SFAS 159 have been
recorded in the Condensed Statement of Income and
Retained Earnings for the three and nine months
ended September 30, 2008, as follows (in millions):

Three months ended September 30, 2008
Net Unrealized

Gains (losses) on

Non-trading
Derivatives and Total Changes in
Borrowing Borrowings Fair Value
Expenses, Measured Includedin
after Swaps at Fair Value Net Income (Loss)
$ (43D $ 1,170 $ 733
—

Nine months ended September 30, 2008
Net Unrealized
Gains (losses) on

Non-trading
Derivatives and Tota! Changes in
Borrowing Borrowings Fair Value
Expenses, Measured Includedin
after Swaps at Fair Value Net Income (Loss)
$(1.249) $ 1483 5_2’34

The difference of the fair value amount and the re-
maining aggregate contractual principal amount out-
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standing of borrowings measured at fair value as of
September 30, 2008, was as follows (in millions):

Fair Value Ovwer
Remaining Aggregate
Contractual Principal
Amount Qutstanding

Remaining Aggregate
Contractun) Principal

Amount Qutstanding
§ 33010

Fair Vaolue

§ 33219 $ 209

NOTE F - NET UNREALIZED GAINS (LOSSES)
ON NON-TRADING DERIVATIVES AND
BORROWINGS MEASURED AT FAIR VALUE

Net unrealized gains (losses) on non-trading derivatives
anl borrowings measured at fair value (before 2008,
Effects of SFAS 133 and currency transaction
adjustments) on the Condensed Statement of Income
and Retained Earnings for the three and nine months
ended September 30, 2008 and 2007 comprise the
following (in millions):

Three months ended
September 30,
2008 1007
(Unaudited)
Increase {decrease) i fair value of derivative
bsyuments due o movements n:

Exchange rates.. 51,740 5 33

IS EALS oo 714 326
Total change in far value of derivatives.. (1.026)
(Increase) decrease m fair value of SFAS 159 elected

borowings dug to movements mn:

Fxchange rates., 1579

Interest rates... YR (408) -
Total change in fa.lr value ofbnmwmgs 1,170 -
Cumency transaction gains {Josses) on bomrowings

AAMOMEE COSE. ..ot iriis e 149 (353)
Change in fafr value of hybrid borrowings. ........... - 1

Anortization of borowing and loan
basis adjustments... OO
Reclassification to income - cash flow hedges
TOAL oot s

14

§ 13l

Nine months ended

September 30,
2008 2007
(Unaudited)
Increase (decreasc) in fair value of derivative
instraments due 16 movements in:
Exchonpe rates., $ (132  $1,264

Interest rates.. 474 (402)
Total change in fan' value of derivatives,. (1,353) H62
Increase in fair value of SFAS 159 cheeted

borowings duc 1o tovements in:

Exchange mates.. 1.658 -

Interest mtes.. PN {175) -
Total chanpe mfau vnh.u: ofbormwmgl 1.483 +
Curmency tmnsaction gains {losscs) on bonowings

b BIMOLEED COSL . s v aie v vinrnnr e ermatrsernanens 150 (1,297
Chenge in fair value hybrid borrowings.............. - 2
Amortization of bormowing and loan

basis adjustments.......... 16 42
Reclassification to income - cash flow hetlgc: 3 {2)

Total.. SOTOOOTPRUPSIRPTRTPPPpTPP. - S (393

The Bank's borrowings in non-functional currencies are
fully swapped to functional currencies, thus protecting
the Bank against fluctuations in exchange rates. As
shown in the above table, the fair value election for
certain borrowings under SFAS 159 reduced the income
volatility previously generated by carrying at fair value
only the derivatives, as required by SFAS 133.

NOTE G - PENSION AND POSTRETIREMENT
BENEFIT PLANS

The Bank has two defined benefit retirement plans
(Plans), the Staff Retirement Plan (SRP) for the pen-
sion benefit of its international employees and the
Local Retirement Plan (LRP) for the pension benefit
of local employees in the country offices. The Bank
also provides certain health care and other benefits to
retirees under the Postretirement Benefits Plan
(PRBP).

Contributions; Al contributions are made in cash.
Contributions from the Bank to the Plans and the
PRBP during the first nine months of 2008 were $30
million (2007 — $37 million). As of September 30,
2008, the estimate of contributions expected to be paid
to the Plans during 2008 was $23 million, the same
amount disclosed in the December 31, 2007 financial
statements. Estimated contributions expected to be paid
to the PRBP also remained unchanged at $17 million.
Contributions for 2007 were $34 million and $16 mil-
lion, respectively.

Periodic benefit cost: Net periodic benefit costs are
allocated between the Ordinary Capital and the FSO in
accordance with an allocation formula approved by
the Board of Executive Directors for administrative
expenses and are included under Administrative ex-
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penses in the Condensed Statement of Income and NOTE H - SEGMENT REPORTING
Retained Earnings.
Management has determined that the Bank has only
The foltowing table summarizes the benefit costs as- one reportable segment since the Bank does not man-
sociated with the Plans and the PRBP for the three and age its operations by allocating resources based on a
nine months ended September 30, 2008 and 2007 (in determination of the contributions to net income of
millions): individual operations. The Bank does not differentiate
between the natures of the products or services pro-
Pension Benefity vided, the preparation process, or the method for pro-
Three months ended Nine months ended T . ' e .
viding the services among individual countries. For

September 30, September 30, {
2008 2007 2008 2007 the nine months ended September 30, 2008 and 2007,
Qmaudited) (Unadited) loans made to ot guaranteed by three countries indi-
SErVICE COS oo vneennrnnnns LY s 14 s 4l s 43 vidually generated in excess of 10 percent of loan in-
Interestcosl . ooovunnse 35 3 106 % come, as follows (in millions):
Expected retum on
planassets........o00au (43) (3% {128) {113
Anmrtization of Nine months ended
Priot Service Cosl o aan. 1 - 1 1 Sel:tember 30,
Net periodic benefit cost. . .. 5§ 7 5 9 5 20 $ 28 3008 2007
Of which:
ORCs share.............. $ 6 5 8 £ 17 S u Brazil. ..o oo oeeiriiiens $ 427 $ 433
FSO's share.............. % 1 ] 1 5 3 s 4 Argemma 297 348
Colombia.................. 185 170
Postretirement Benefits
Three months ended Nine months ended
September 30, September 30,
2008 2007 2008 2007
(Unaudited) (Unaudited)
Service COSt . vuv i £ 3 $ & L I} 5 M
Interestcost.....covmvans 16 13 47 40
Expected retumn on
plan assets.............. (7 (15 (51) {45)
Anortization of
prior service Cost. . v ulus - - 1 1
Net periodic benefit cost. ... $ 7 $ 6 $ 20 $ 20
Of which:
ORC's shart. ...ocvvnniiniinns $ 6 $ 5 s 17 s 7
FSO's share.. 5 1 s 1 $ 3 5 3
L




