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The following information is filed in accordance with Regulation IA, Rule 2(a), adopted
pursuant to Section 11(a) of the Inter-American Development Bank Act.
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(3)

For the fiscal quarter ended September 30, 2010
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 by the Bank of its
primary obligations, all of which were of the Bank’s ordinary capital. There
were no purchases by the Bank of its primary obligations.

Copies of the Bank's regular quarterly financial statements.

Attached hereto as Annex B are the financial statements, as of June 30, 2010,
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 (ii) 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

Callable

Borrowing|  Borrowin _Issue |

 Currency | Amou ate

INR 1,160,000,000 2.50 99.70 12-July-2010 |11-Mar-2013

IDR 225,000,000,000 |6.50 100.00 12-July-2010 |4-June-2014

BRL 279,000,000 8.12 99.97 14-July-2010 |24-July-2014

BRL 35,000,000 9.50 103.585 19-July-2010 |6-Jan-2014

UsD 40,000,000 Zero Coupon [100.00 27-July-2010 |27-July-2040
Callable

usb 100,000,000 0.34 100.00 27-July-2010 |12-Aug-2011

usD 10,000,000 Zero Coupon [100.00 10-Aug-2010 |10-Aug-2040
Callable

usb 10,000,000 Zero Coupon |100.00 10-Aug-2010 |10-Aug-2040
Callable

usD 10,000,000 Zero Coupon [100.00 10-Aug-2010 |10-Aug-2040
Callable

BRL 14,520,000 7.03 100.00 26-Aug-2010 |28-Aug-2012

uUsD 1,750,000,00 2.375 99.303 12-Aug-2010 |15-Aug-2017

ush 10,000,000 Zero Coupon |100.00 16-Aug-2010 |16-Aug-2040
Callable

uspb 10,000,000 Zero Coupon |100.00 16-Aug-2010 |16-Aug-2040
Callable

usbD 10,000,000 Zero Coupon |100.00 16-Aug-2010 |16-Aug-2040
Callable

NzD 50,000,000 6.00 103.675 17-Aug-2010 |15-Dec-2017

usb 10,000,000 Zero Coupon [100.00 17-Aug-2010 |17-Aug-2040
Callable

usb 10,000,000 Zero Coupon |100.00 17-Aug-2010 |17-Aug-2040
Callable

usD 10,000,000 Zero Coupon [100.00 17-Aug-2010 |17-Aug-2040
Callable

IDR 2,800,000,000,000 | Zero Coupon |74.59 20-Aug-2010 |20-Aug-2015
FX Linked

usbD 10,000,000 Zero Coupon |100.00 25-Aug-2010 |25-Aug-2040
Callable

usb 10,000,000 Zero Coupon [100.00 25-Aug-2010 |[25-Aug-2040
Callable

usb 10,000,000 Zero Coupon |100.00 25-Aug-2010 |[25-Aug-2040
Callable

usD 10,000,000 Zero Coupon |100.00 30-Aug-2010 [30-Aug-2040




-}

usD 1-0,000,-000 Zero Coupon T100.00 30-Aug-2010 |30-Aug-2040
: , Callable
usD 10,000,000 Zero Coupon (100.00 30-Aug-2010 |30-Aug-2040
Callable o o
usD 30,000,000 Zero Coupon (100.00 16-Sep-2010 |16-Sep-2040
____|Callable , , .
IDR 250,000,000,000 |6.00 101.1375 17-Sep-2010 |17-Sep-2013
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Management’s Discussion and Analysis

MANAGEMENT’S DISCUSSION AND
ANALYSIS

‘September 30, 2010

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 informa-

tion provided in this Management’s Discussion and Analy-
sis refers to the Bank's Ordinary Capital.

This document should be read in conjunction with the
Bank’s Information Statement dated March 1, 2010, which
includes the Ordinary Capital financial statements for the
year ended December 31, 2009. The Bank undertakes no
obhgatlon to update any forward-lookmg statements.

FINANCIAL STATEMENT REPORTING
The financial statements are prepared in dccordance with

- generally accepted accounting principles (GAAP). The
preparation of ‘such financial statements requires manage- -

ment 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
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 projected
benefit obligations, costs and funded status associated with
the pension and postretirement benefit plans, involve a rela-
tively high degree of judgment and complexity and relate to
matters that are inherently uncemun

Most of the Bank’s borrowmgs and all swaps, mcludmg
borrowing and lending swaps, are measured at fair value

through income. The reported income volatility resulting’

from these non-trading financial instruments is not fully

representative of the underlying economics of the transac- -

tions as the Bank holds these instruments to maturity. Ac-
cordingly, the Bank excludes the impact of' the- fair value
adjustments associated with these financial instruments
from the regular results of the Bank’s operations. The Bank
defines Income before Net fair value adjustments on non-
trading portfolios and Board of Governors approved trans-
fers' - as “Operating Income”. Net fair value adjustments on
non-trading portfolios and Board of Governors approved
transfers are reported separately in the Condensed State-
ment of Income and Retained Earnings.

ACCOUNTING DEVELOPMENTS: As described in Note B to
the condensed quarterly financial statements, in the first
quarter of 2010, the Bank adopted an amendment to the
accounting standard for Fair Value Measurements (FASB
ASC 820-10). This amendment required further disclosures

! References to captions in the attached condensed quarterly financial statements and
related notes are identified by the name of the caption beginning with a capital let-
ter every time they appear in this Management’s Discussion and Analysis.

-regarding fair value measurements. In addition, a new

accounting update was issued in the third quarter of
2010 addressing *the ‘disclosures for financing recei-
vables, as defined, and the related allowance for credit
losses at disaggregated levels; this update is mostly
effective at year-end with some provisions to be appli-
cable in 2011.

OVERVIEW

LEcovosic ENvIROVMENT: In light of the global fi-
nancial and economic situation and its impact on bor-
rowing member countries, during 2008 and specially in
2009 demand for Bank lending increased affecting the
Bank lending capacity in the near term. In 2010, Bank
lending has decreased compared to 2008 and 2009
record levels but is still higher than those in 2007. To
address the short-term lending constraint, in 2009 the
Bank took ‘¢ertain measures including: (i) the elimina-
tion of a policy-based lending constraint, instead rely-
ing on the Bank’s existing borrowing limits, and (ii) the
acceptance of ‘an offer by Canada to increase its-calla-
ble capital, on a temporary basis, by $4 billion. In addi-
tion, to ensure that the Bank has adequate- capital to
meet its long term objectives, the Board of Governors
at its Annual Meeting in Cancun in March 2010 agreed,
subject to the completion of all requirements under the
respective domestic laws, to pursue a capital increase
for the Bank in the amount of $70 billion that would be
subscribed to by Bank members over a five-year pe-
riod, starting in 2011. Of this amount, $1.7 billion
would be in the form of paid-in capital and the re-
mainder would represent callable capital. Effective July
21, 2010, the Board of Governors agreed to vote on a

" Proposed Resolution that would provide for an increase

of the Bank’s Ordinary Capital resources in the above-
mentioned amount. Additionally, the Board of Gover-
nors approved the transfer of $72 million of Ordmary
Capital income to the IDB Grant Facility and agreed, in
principle and subject to annual approvals by the Board
of Governors, to provide $200 million annually in
transfers of Ordinary Capital income, beginning in
2011 and through 2020, to the IDB Grant Facility (See
Other Developments During the Quarter section for
further details).

Despite of the global financial crisis and the current
economic situation, the capital adequacy position of the
Bank remains strong, as indicated by the equity-to-
loans ratio? (See Table 1). In addition, the liquidity le-
vels are robust and in line with Bank policy.

2 The equity-to-loans ratio is “Equity” (defined as the sum of Paid-in capital
stock, Retained eamings and the allowances for loan and guarantee losses,
minus borrowing countries’ local currency cash balances, net receivable from
members (but not net payable to members), and cumulative Net fair value
adjustments on non-trading portfolios) to outstanding loans and net guaran-
tee exposure.
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During the nine months ended September 30, 2010, the
trading investments - portfolio experienced net mark-to-
market gains of $347 million, compared, to $284 million
..experienced during the nine months ended September 30,
2009. The trading “investments. portfolio’s net interest
income, which excludes realized and unrealized investment

gains and losses, added income of $45 million during the - .;
first nine months of the year compared to $55 million dur-

. ing the same period in 2009.

FIvANeZAL OrERVIEW: During the first nine months of
2010, the Bank approved 81 .loans totaling. $5.9 billion
compared to 66 loans that totaled $9.6. billion during the
same period in 2009. In addition, the Bank issued bonds for
a total face amount of $12.7 billion (2009 — $13.7 billion)
that generated. proceeds.of $11.5 billion (2009 — $13.0 bil-
lion), representing decreases of $1.0 billion and $1.5 bil-
lion, respectively. The average life of new issues was 5.4
years. (2009 — 4.9 years).

During the nine months ended: September 30, 2010, there
were three approved non-trade-related guarantees without
sovereign. counter-guarantee for $58 million (2009 — $0
nmillion). In addition, the Bank issued 84 trade-related guar-
antees. for a total of $129 million (2009 — 92 guarantees
issued for a total 0of $149 million).

For the second semester of 2010, the: Board of Executive

Directors maintained the lending spread at 0.95%, the cre-

dit commission at 0.25%, and no supervision and inspec-
. tion fee. '

Operating Income during the first nine months.of 2010 was
$976 million, compared to '$853 million for the same period
last year, an increase of $123 million. This increase was
mainly due to higher net interest income of $115 million,
substantially resulting from an increase in net interest in-

come from loans, and higher net investment gains of $58

million, partially effset by an increase in net non-interest
expense of $36 million. .

With the election of the fair value optien for.a substan-
tial number of the borrowings in 2008, the .changes in
fair value of the borrowing swaps are significantly. off-
set by the changes in fair value of the associated bor-
rowings. However, income volatility still results from
changes in the Bank’s credit spreads and swap basis
spreads, which affect the valuation of berrowings and
swaps, respectively, and the .changes in fair value of
lending swaps, which are not offset by corresponding
changes in-fair value of loans, as:all the Bank’s loans
are recorded at amortized cost. Net fair value adjust-
ments on non-trading portfolios for the nine months
ended September 30, 2010 amounted to a loss of
$1,472 million, compared to a loss of $852 million for
the same period last year. Fair value losses-on lending

. swaps of $1,366 million and losses associated with a

slight tightening.of the Bank’s credit spreads on the
borrowing portfolio (approximately $149 million) were
partially compensated by changes in swap basis spreads
(approximately $37 million). (See Note H to the Con-
densed Quarterly Financial Statements for further dis-

«cussion on changes in fair value on non-trading portfo-

lios).

-During the nine months period ended September 30,

2010, there were net currency translation losses. of $14
million on the Bank’s net assets, mostly due to.a net
depreciation of the euro against the United States dollar
during the year, partially offset by an appreciation of
the Japanese yen, compared to net cutrency translation
losses of $43 million for the same period in.2009.

As part of the Bank’s general increase in resources cur-
rently underway, effective July 21, 2010, the Board of
Governors approved, for the first time, the transfer of
$72 millien of Ordinary Capital income to the IDB .
Grant Facility to provide grants to Haiti.

The equity-to-loans ratio at September 30, 2010 was
35.2% compared to 34.2% at the end of last year.
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Box 1 Selected Financial Datn

- Lending Siiﬁimary
Loans and guarantees approve:
Undisbursed portion of approved loans
Gross loan disbursements
Net loan disbursements -

d(l)(Z)

Income Statement Data.
Operating income

Board of Governors approved transfers
Net income (Joss)

Returns aiidCosts, after swapsr
Retum on average loans outstanding
Return on &verage liquid investrients @

Balance Sheet Data

Cash and mvestments-net
(O]

D after swaps
Loans outstanding
Borrowings outstanding (7), afterswaps
Total equity - :

Equity-to-Loans ® Ratio

(Amolmts expressed in millions of Umted States dollnrs)

Net fair value adjustments on non-trading portfolios @

Average cost of borrowings outstanding during the period

Nine months ended Year ended
September 30, December 31,
2010 2009 2009
$ 5982 $ 9,601 $15,278
22,869 20,946 21,555
4,004 6,476 11,424
827 3,456 6,882
'$ 9% $ 853 $ 1,294
(1,472) (852 (500)
72) . - -
(568) 1 794
3.15% 3.86% 3.75%
3.44% 3.82% 4.29%
0.98% 2.01% 1.78%
September 30, December 31,
2010 2009 2009
$.21,275 $-20,295 $ 20,204
. 59,024 54,660 58,049
59,024 54,889 57,697
20,092 19,404 20,674
352% 34.7% 34.2%

@ Geometrically-linked txmn—wexgbted returns.
™ Net of premium/discount.

value adjustments on non-trading portfolios.
- © Includes loans outstanding anid niet guarantee exposure.

@ Excludes guarantees issued under the Trade Facilitation Program.
@ Asof Deoember 31, 2009, mcludos $800 million of loan approvals.cancelled dunngthe year.
® Previously known as Net unrealized gains and loss&s on non-trading denvatlvm and borrowings measured at fair value.

® Net of Receivable/Payable for investment secﬁntm sold/purchased and Payable for cash collateral received.
© Excludes lending swaps in a net liability position of $1,357 million. :

- ® Paid in capital stock, retained earnings a.nd the allowanm for loan and gnarantee losses, minus borrowing countries' local
currency: cash balances, net recivable from members (but not net payable to members) and the cumulative effect of net fair

CAPITAL ADEQUACY

During the first quarter of 2010, the Bank adopted a new
capital adequacy framework that consists of a revised
policy on capital adequacy and new systems that support
the determination of capital requirements for credit and
matket risk in both its lending and treasury operations. In

addition, the policy includes capital requirements for
operational risk.

The new policy allows the Bank to- measure the inherent
risk in its' loan portfolio due to the credit quality of its
borrowers and the concentration of its loans, and to make
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flexible adjustments to changing market conditions. As
such, specific risk limits in terms of capital requirements
for investments and derivatives are included: that will

enable Management to design mere efficient funding and
investment strategies following the risk tolerance estab-

- lished by the Board of Executive Directors.

“Table 1: EQUITY TO LOANS RATIO
(Amounts expressed in millions of United States dollars)

Equity

Paid-in capital StOCK. ..ovuiuieimrenerirrne e e et e

Retained eamings:
General res exve
Special reserve

()

Plus:

Allowances for loan and guarantee loSSes........ooovrvviinienn

Minus:

Bormrowing countries’ local currency cash balances S
Cunulative net fair value adjustments on non tradmg

portfolios. ..

Equity usedin Fqnty to Loans Rauo

Loans outstanding and net guarantee exposure..

Equity to Loans Ratio..

@ Includes Accumulated other comprehensive income.

CONDENSED BALANCE SHEETS

Zoan Porrrorio: 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, the Bank may make loans
and guarantees without a sovereign guarantee (i) in all
economic sectors,. and (ii) directly to. private sector or
sub-national entities carrying out projects in borrowing
member countries (Non-sovereign guaranteed opera-
tions). Effective July 21, 2010, the Board of Governors
approved the expansion of the Bank’s Non-sovereign-
guaranteed (NSG) operatlons , which, until December
31, 2012 will be capped to an amount such that risk capi-
tal requirements for such operatlons do not exceed 20
percent of total equity calculated in the context of the
Bank’s capital adequacy policy*. (See Other Develop-
ments During the Quarter section for further details).

The loan portfolio is the Bank’s principal earning asset
of which, at September. 30, 2010, 95% was. sovereign--
guaranteed. At September 30, 2010, the total volume of
outstanding loans was $59.0 billion, compared with
$58.0 billion as of December 31, 2009. The increase in
the loan portfolio was mostly due to a higher level of

3 Up o Tuly 20, 2010, NSG operations were limited to 10% of oustanding loans and
guarantees, not including emergency lending and loans under the Liquidity Program.

Asomee30 2010 (the latest information available); the risk capital requirements of
. NSGopemtxonswnsSlibilhm,od:t%ofwalequﬂy asdeﬁnedmfoomoﬁeSm
" Box L

September 30, December 31,
2010 2009
$ 4339 $ 47339
13,187 - : 13,766
2,566 - 2,569
176 148"
138 131
(943) 528
$ 21,073 $ 20,163
$ 59,865 $ 58935
' 35.2% 342%

loan disbursements ($4.0 billion) than collections ($3.2
billion) and currency translation adjustments ($0.1 bil-
lion).

As of September30, 2010, 6.4% of the loans and guaran-
tees exposures was non-sovereign-guaranteed compared
to 6.3% at December 31, 2009. The non-sovereign guar-
anteed loan portfolio” totaled $3.0 -billion, compared to
$2.9 billion as of December 31, 2009.

" IVVESTMENT PORTFOLIO: The Bank’s investment port-

folio is mostly comprised of h1ghly-rated debt securities
and bank deposxts Its volume is maintained at a level
sufficient to ‘ensure that adequate resources are available
to' meet future cash flow needs. Net investment levels,
after swaps, ‘increased ‘$1,114 million during the first
nine months of 2010, mainly resulting from net cash in-
flows from borrowings ($1,123 million), net cash inflows

from operating activities (3678 million) and mark-to-

market gains ($342. million), partially offset by net loan
disbursements ($827 million) -and- currency translation

- adjustments ($197 mitlion). Higher levels of investment

are expected at this time of the year as traditionally loan
disbursements increase substantially during the last quar-
ter. -

_During the. ﬁrst quarter 0f 2010, a loss of $5 rmlhon was
‘included in earnings as a result of the transfer of a held-
'to-matunty security to the tradmg mvestments ponfollo
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Borrowmve PorrroLso. The portfolio of borrowings
is mostly comprised of medium- and:long-term debt
raised directly in capital markets. Borrowings outstand-
ing, after swaps, increased $1.3 billion compared with
December 31, 2009, primarily due to a larger amount of
new borrowings than maturities ($1.1 billion), a net in-
crease in the fair value of borrowings and related swaps
(8$0.1 billion) and the accretion of discount on. borrow-
ings ($0:2 billion), partially offset by currency translatlon
adjustments ($0.1 billion).

Zpuiry: Equity at September 30, 2010 was $20,092
million, a decrease of $582 million from December-31,

2009, reflecting a net loss of $568 million and currency
translation losses of $14 million.

RESULTS OF OPERATIONS
Table 2 shows a breakdown of Operating Income. For
the nine months ended September 30, 2010, Operating

- Income was $976 million compared to $853 million for

the same period last year, an increase of $123 million.
This increase was mainly due to higher net interest in-

come and net investment gains, partially offset by an
increase in net non-interest expense. -

The Bank had net interest income of $1,052 million dur-
ing the first nine months of 2010, compared to $937 mil-
lion for the same period last year. The increase of $115
was substantially due to higher net interest income from
loans. The lending spread on most of the Bank’s loans
increased from an average of 0.52% during the first nine
months of 2009 to 0.95% during the same period this
year. The effect of this increase was partially offset by a
reduction in_the return on the portion of the portfolio
funded with equity.

The Bank's trading investments portfoho ‘has contributed
net mark-to-market gains of $347 million during the
year, compared to $284 million for the same period in
2009, an increase of $63 million.

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

Loan interest income
. Investment interest income

. Less: . R
Borrowing expenses .
Net interest income
Other loan income
Net investment gaiils -
Other expenses: -

" Provision forloan and guarantee losses

Net non-interest expense
Total
Operating Income

Nine months ended
- September 30,
2010 2009
$1332  $1470
138 242
1470 . 1,712
418 775
1,052 937
39 . 43
342 284
28 18
429 393
457 411

$ 976 $ 853
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The averageinterest-earning asset-and interest-bearing
liability portfolios, after swaps; and the respective finan-
cial returns and costs for the nine months ended Septem-

‘ber 30,2010 and 2009 and the year- ended December 31,
2009-are shown in Table 3.

Table 3: ASSEI/LIABILITY PORTFOLIOS AND FINANCIAL REFURNS/COSTS

(Amounts expressed in millions of United States dollars)

Nine months ended

Nine months ended

Year ended

September 30,2010 Septeniber 30,2009 December 31,2009
. Average Return/Cost Average . Return/Cost Awerage Return/Cost
) ) bal %, balance % balance %
Loans ¥ $58,191 3.07 $ 52,547 3.75 $ 53,434 3.62
Liquid investments ©*® 19415 . 344 18,122 382 19,061 429
Total earning assets $ 77,606 3.16 $ 70,669 3.77 '$ 72.495 ) 3.80
Borrowings _$57251 098 $51,911 2.01 $53,372 1.78
Net interest iargin“ ° 1.81 177 1.77
SE—

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

9 Represents net interest income as a percent of average earning assets.

COMMITMENTS

GUARANTEES: The Bank makes partial non-trade related
guarantees with or without a sovereign counter-
guarantee. In addition, the Bank provides credit guaran-
tees without sovereign counter-guarantee for trade-
finance transactions under its Trade Finance Facilitation
Program. During the nine months ended September 30,
2010, there were three approved non-trade-related guar-
antees without sovereign counter-guarantee for $58 mil-
lion (2009 — $0 million). Also, the Bank issued 84 trade-
related guarantees for a total of $129 million (2009 — 92
guarantees issued for a total of $149 million).

CONTRACTUAL OBLIGATIONS: The Bank’s most signif-
icant contractual obligations relate to undisbursed loans
and the repayment of borrowings. At September 30,
2010, undisbursed loans amounted to $22,869 million
and the average maturity of the medium- and long-term

borrowing portfolio, ‘after swaps, was 4.88 years with .

contractual. matunty dates through 2040°.

LIQUIDITY MANAGEMENT

During the first nine months of 2010 many market indic-
es and economic indicators continued to show signs of
moderate improvement although turning increasingly
mixed as the year has progressed. Furthermore, as a re-
sult of the still weak economic fundamentals in the
world’s major economies and the ongoing deleveraging
of financial institutions, the recovery in market pricing

for structured securities has lagged other sectors that -

5 ﬁnmnnitymcmeofrwdhmmﬂbng-wnnbomwiugsamndingatﬂwend
of 2009 is presented in Appendix I-5 to the December 31, 2009 financial statements.

reached pre-crisis (2007) levels at the end of the first
quarter.

" The volatility and limited liquidity in the asset-backed

and miortgage-backed securities markets have continued
to affect the Bank’s ability to mitigate its credit risk by
selling or hedging its exposures. Nevertheless, certain
subsectors have improved, permitting the execution of
limited sales in the third quarter thereby reducing expo-
sure at higher prices. Valuations on the remaining portfo-
lio continue to be impacted by market factors, such as
rating agency actions, and the prices at which actual
transactions occur. The Bank continues to maximize,
where possible, the use of the market inputs in the valua-
tion of its investments, including external pricing servic-
es, independent dealer prices, and observable market
yield curves.

During the nine months ended September 30, 2010, the
Bank recognized.$347 million of mark-to-market gains
in its trading investments portfolio (2009 — $284 mil-
lion). These investment gains substantially relate to the
$3.2 billion asset-backed-and mortgage-backed securities
pottion of the portfolio. Although liquidity for this por-
tion of the portfolio remains limited and valuations con-
tinue to be highly discounted, as of September 30, 2010,
41.1% is still rated AAA, 82.3% is rated investment
grade, and except for $0.5 million in 2009 and $1.9 mil-
lion in 2010 of principal losses, the portfolio continues to
perform, The exposure for the whole investment portfo-
lio amounted to $21.1 billion at September 30, 2010
($20.0 billion at December 31, 2009). The quality of the
overall portfolio continues to be high, as 86.0% of the
exposure is rated AAA and AA, 5.7% carry the highest
short-term ratings (A1), 3.9% is rated A, and 4.4% is
rated below A. Table 4 shows a breakdown of the trading
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investments portfolio at September 30,:2010 and De- investments on securities held at the end of the respective

. cember 31, 2009 by-major security class together with periods.
: um'eahzed gams and losses: mcluded in-Income ' from

 Table' 4: TRADING INVES TMENTS PORTFOLIO BY MAJOR SECURITY CLASS
(Expressedin millions of United States dollars):

~ September 30,2010 Decemher 31,2009
: Unrealized ' Unrealized
Fair Gains Fair Gains
_ Value ¥ . (Losses) Value ¥ (Losses)
Obligations of the United States Goverament and : .

its corporations and agencies - $. 3,046 $ 1 $ 819 $ -
U.S. government-sponsored enterprises 1325 . . Q)] 540 3

‘ Obligations of non-U.S. govemments and agencies 5,666 : 18 6,574 17
' Bankobligations = . 4,959 ‘ 29 4,458 57
Corporate securities : ’ - - 49 7
Mortgage-backed secuntles . ' 2,030’ 5 . 145 2,337 184
U.S. residential ey 579 74 574 62
Non-U.S. residential ) ) - .1,027 29 1,248 109
U.S. commercial : . 179 0 165 12

" Non-U.S.commercial 295 2 350 1
Asset-backed securities L : 1,148 o 102 1,558 i 114
Collateralized loan obligations 686 . : 62 1,028 78
Other collateralized debt obligations - : 155 N - 28 135 13)
Other asset-backed securities p : 307 12 395 - 49
Total trading investments P $ 18224 $ 230 $_16.335 $ 382

O Includes accrued htemst of $26 million at September 30, 2010 and $31 million at December 31, 2009, presented in the Condensed Balance
sheet under Accrued interest and other charges.
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OTHER DEVELOPMENTS DURING THE
QUARTER v

CaPITAL INCREASE: Effective July 21, 2010, the Board
of Governors agreed to vote on a Proposed Resolution
that would provide for an.increase of the Bank’s Ordi-

nary Capital resources in the amount of $70.0 billion that -

would be subscribed to by Bank members over a five-
year period, starting in 2011. Of this amount; $1.7 billion
would be in the form of paid-in capital and the remainder
would represent callable cap1tal The Board of Governors
also approved the expansion of the Bank’s NSG opera-
tions, which, until December 31, 2012 will be capped to
an amount such that risk capital requirements for such
operations do not exceed 20 percent of total equity calcu-
lated in the context of the Bank’s capital adequacy poli-
cy. Effective January 1, 2013, limitations on NSG opera-
tions different from such 20 percent shall be established
by the Board of Executive Directors, subject to the
Bank’s NSG Strategy and capital adequacy policy. Addi-
tionally, and in an effort to ensure the Bank’s continued
support for Haiti’s reconstruction and development, the
Board of Governors approved the transfer of $72 million
of Ordinary Capital income to the. IDB Grant Facility and
agreed, in principle-and subject to annual approvals by
the Board of Governors, to provide $200 million annual-
ly in transfers of Ordinary Capital income, beginning in
2011 and through 2020, to the IDB Grant Facility.

The Board of Governors also approved an Income Man-
agement Model (IMM) for the Ordinary Capital of the
Bank. With the approval of the IMM, annual decisions
related to uses of Ordinary Capital income will be driven
by the trade-offs associated with the inter-relations of
various parameters, such as: the level of loan charges;
the annual lending and disbursement programs; the an-
nual budget; and annual income transfers. The IMM pro-
vides the Board of the Executive Directors and Manage-
ment with a methodology to review these parameters in
an integrated fashion.

CONVERSION OF SINGLE CURRENCY FACILITY (SCF)
AND CORRENCY POOLING SYSTEM (CPS) ADIUSTABLE
RATE LOANS 70 LIBOR-BASED LOANS - SECOND
Execorion: As part of the Bank’s effort to continue
developing flexible, market-based products that enable
“borrowers to better manage their debt with the Bank, in
January 2009, the Board of Executive Directors ap-
proved an offer to borrowers to convert on specific dates,
in 2009 and 2010, outstanding and undisbursed loan bal-
ances under the SCF- and CPS-adjustable rate products
to USD LIBOR-based or fixed-rate or any combination
thereof (the Conversion Offer).

As a result of the second execution of the Conversion
Offer, conversion of outstanding loan balances of $5.7
billion were carried out at market rates with an effective
date of August 1, 2010, as follows: $1.4 billion of CPS
converted to USD LIBOR-based rate, $1.3 billion of

CPS to. USD fixed rate, $0.7 billion of SCF to USD
LIBOR-based rate, and $2:3 billion of SCF to fixed rate.

- Future disbursements on converted loans will carry the

same fixed cost basis, which excludes the Bank’s lending
spread; over LIBOR determined at the time of execution
of the conversion.

With the second execution, the Bank completed its Con-
version Offer, which resulted in total loan conversions of
$32 billion as follows: $3.0 billion of CPS to USD
LIBOR-based rate, $6.7 billion .of CPS. to USD fixed
rate, $1.9 billion of SCF'to USD: LIBOR-based rate, and
$20.4 billion of SCF to fixed rate.

ASSET AND LIABILITY MJIVAG’EJIE/VI’MZICK‘ On July
28, 2010, the Board of Executive. Director approved a
new policy for asset/liability management for the Bank.
Under this new policy, the Bank will continue its ap-
proach of aligning its assets and liabilities to minimize
market risk. In addition, the policy provides rules for the
active management of equity duration and for limiting
the accumulation of debt redemptions within any 12-
month period.

MANAGCEMENT CHANGES: On July 6, 2010, the Board of
Governors re-elected Mr. Luis Alberto Moreno as Presi-
dent of the Bank for an additional five year term begin-
ning on October 1, 2010. Mr. Moreno was first elected
by the Board of Governors on July 27, 2005 for a five-
year term beginning on October 1, 2005.

On July 1, 2010, Mr. Daniel M. Zelikow resigned as Ex-
ecutive Vice President of the Bank. Ms. Julie T. Katz-
man, General Manager of the Office of the Multilateral
Investment Fund, has been appointed to serve as Execu-
tive Vice President, a.i.

‘Effective September 1, 2010, Mr. Gerald S. Johnson was

appointed as General Manager, Country Department
Caribbean Group.

FINANCIAL REFORM - THE DODD-FRANK WALL STREET
REFORM AND CONSUMER PROTECTION ACT:On July 21,
2010, the President of the United States of America
signed into law the Dodd-Frank Wall Street Reform and
Consumer Protection Act. The Bank is currently assess-
ing the impact of this financial regulatory reform on its
operations.

PATIENT PROTECTION AND AFFORDABLE CARE ACT
(THE PPACA) AND THE HEALTH CARE AND
EDUCATION RECONCIZIATION ACT 0F 2010 (HCERA)-
In March 2010, the President of the United States of
America signed into law the PPACA and the HCERA.
The new legislation seeks to reform the U.S. health care
system and its various provisions will be regulated and
become effective over the following several years. The
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Bank is currently evaluating the impact of this new legis-
lation, including the impact on its Postretirement Bene-
fits Plan.

RECENT DEVELOPMENTS »
MANACEMENT CHANGES: Effective November 1, 2010,
Mr. Jaime Sujoy, the Bank’s Representative in Chile,
was appointed to serve as Vice President for Finance and
Administration of the Bank, succeeding Mr. Manuel Ra-
poport, who retired from the Bank.

11
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ORDINARY CAPITAL )
INTER-AMERICAN DEVELOPMENT BANK

CONDENSED BALANCE SHEET

(Expressed in ty;iliions of United States dollars)

ASSETS
Cash and lnvestments
Cash..

Investtmnts Note C

Trading. ..

Held-to-rmtuuty .

Loans outstanding - Note D.............cc..... eneeerereeeeneesesnesnsnn:
~ Allowance forloan IoSSES.....u.ueereureniireeivesencesoeoenersereees

Accruedfnterest and other charges.......ccceceeveecnnees cecsncessienas
Receivable from members....cceeivereeesssvoncesesecesconsessoracesasas -
Currency and interest rate swaps - Notes F, GandM

I.Dans .

LIABILITIES AND EQUITY
Liabilities
Borrowings - Notes E, Gand M
Short-tem.. .. e i e e
Medium- and long-term :
Measured at fair value..
Measuled at amortized cost

‘Currency and-interest rate swaps - Notes F, Gaud M

Investm_.:nts Tradmg
Loans...
Borrowmgs
Payable for i mvestnent secuntles purchased
Amounts payable to maintain value
" of currency holdings.................
Accrued interest on borrowings. ..
" .Due to IDB Grant Faclhty Note I
Other liabilities. .

Total llalillﬁes ceesseseisessseesacessrns sesesectesreresussesnassrsasens

Equity »
Capital stock - Note J

Subscribed 8,702,335 shares.........ccevcvmnmiiininiiniieees
Less callable portion. ......ccccv v ineiviomin i
Paid-incapita]stock

Retained eammgs

Accumulated other conprehens ive income.. .
Total liabilities and equity.......ccoeeuveee.... sseeseersersessesescee

September 30, December 31,
2010 2009
(Unaudited)
$ 200 $ 242
18,198 16,304
3,118 $ 21,516 3,810 $ 20,356
59,024 58,049
141 58,883 (116 57,933
1,028 895
377 . 401
10 248
6,274 - 6,284 3,647 - 3,895
560 526
$ 88,648 $ 84,006
$ 144 $ 1,908
54,464 .- 45493
10,033 $64,641 12,906 $ 60,307
40 11
1,367 171
657 2,064 1,037 1,219
200 140
562 556
563 622
72 -
454 488
68,556 63,332
104,980 104,980
(100,641) (100,641)
4,339 4,339
14,873 15,441
880 20,092 894 20,674
$ 88,648 $ 84,006

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 Nine months ended

September 30, September 30,
2010 2009 2010 2009
(Unaudited) : (Unaudited)
Income .
Loans, afterswaps - Notes Dand F...............ccccoeviiiviiinnnnn, $ 460 $ 495 $ 1,371 $ 1,513
Investments - Note C
IEETOSE. .o se vt e veseeevs s eee e ee e s ee s s asae s ssmeseme e ee et 45 66 138 242
NEL BAIMIS..cvevev e e nnsesaeeaeeresresaesaresensennmssensesnsessen 85 325 342 284 -
Other. .. e e 5 5 19 15
TOtAl MCOME. ..t eveevsereee e ereseecsees e seneeenr s eeerss e tee e 595 891 1,870 2,054
Expenses
Bormrowing expenses, after swaps - Notes'E, Fand G.................. 150 208 418 775
Provision (credit) for loan and guarantee losses - Note D........... )] 10 28 18
Administrative expenses..... e eeeneane 141 131 400 358
SPeCial PIOZIAIMS .. ..c..cuvviiiniiiiiiieiiet e et et ee e ce et aeeeae e e 24 20 48 50
TOtAl EXPENSES...eueererirtreseietire e s ee e mnree et st ars e et 305 369 894 1,201
" Income before Net fair value adjustments on non-trading :
portfolios and Board of Governors approved transfers...... sesesoss 290 522 976 853
Net fair value adjustments on non-trading portfollos - Notes E,

F,Gand H. (694) (710) 1,472) (852)
Board of Governors approved trans fers -Note L. (72) - - a2y -
Net income (10SS)...veerrererseeesrsveesivessssooosmenes eeeevevesasesanane @76) iss). (568) 1
Retained earnings, beginning of period...... coecoonsseces veseserssecnnse 12,683 . 14,836 12,775 14,647
Retained earnings, end of PEriot.........vesvvesesessesemssrsessonsossnn $12,207 $ 14,648 $12,207 $ 14,648
CONDENSED STATEMENT OF COMPREHENSIVE INCOME
(Expressed in millions of United States dollars)

: Three months ended Nine months ended
September 30, September 30,
2010 2009 2010 2009
(Unaudited) (Unaudited)
Net income (loss)........... sesesisansusesnsesesrsrsesesnsosnsnsnsessonseseass $ (@76) $ (188 $ (568) $ 1
Other comprehensive income (loss) )
Translation adjustments............ e e 41 90 a4 “43)
Reclassification to income - cash ﬂow hedges - 1 - 2
Total other comprehensive income (loss)... eeenenreeanen . .41 . . 91 ;- -(14) 41)
Comprehensive income (108S).....ceecevencnne. ceeeessantesnisietnsiaeins $ (435) $° 9D $’"§§82‘!' $ !402

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

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

Nine months ended

September 30,
2010 : 2009
Ll : i (Unaudited)
: Cash flows from leming and mvestmg activities
Lending: v
Loan dlsbursements (net of partlcxpatlons) oo an $ 4,004) (6,476)
Loan collections (net of partxmpatlons) ereeonesneseasirneaten 5 3,177 . 3,020
Net cash used in lending activities.. Cereentiesesniensiiane 827) (3,456)
Gross purchases of held-to-rmturlty mvestments reereaen 4,066) 2,927)
Gross proceeds from maturities of held-to-rmtunty mvestments v 4,682 2,958
Miscellaneous assets and liabilities.. .(95) (18)
Net cash used in lending and mvestmg actlvmes EEPTORUOPRR (306) (3,443)
Cash flows from ﬁnancmg actlvmes o i
Medlum- and long-tennborrowmgs : A
Proceeds ﬁ'omlssuance 11,352 12,964
Repayments... (8,465) 4,735)
Short-tennborrowmgs net (1,764) ' (2,215)
Cash collateral received... - 602
Collections of receivable frommembers e ete e e aaraans 30 4
Net cash provided by:financing. actlvltles et erreiieeis et bes 1,153 6,620
Cash flows from operating activities .
Gross purchases of trading investments.. (23,903) (24,884)
Gross proceeds fromsale or maturity of tradmg mvestments S 22337 21,610
Loan income collections, after swaps.. ’ 1,292 1,575
Interest and other costs of borrowmgs aﬁer swaps.. venesreener 306) (834)
INCOME. FIOM MVESIMENLS ... vevvesevvierreeeeeeennraneeraaessnnssassnrenes 125 228
Other INCOME. ......ieenieuivieesaivonsorsnessvisorsossnsanssionsinssiisrermennss B 19 15
AdmINIStrative EXPENSES..covureeeruerieisivrsierinservnmiirieronsnmnmss 416) (288)
Specxalprograrm T (36) (29
Net cash used in operating actwmes e oot et (888) (2,603)
- Hifect of_exchange rate ﬂuctuatlons on cash 1) 2
Net (decrease)mcrease in cash ' 42) 576
Cash beglnmng ofyear 242 301
877

Cash,endofperlod $ 200

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

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

NOTE A - FINANCIAL INFORMATION

The primary activities of the Inter-American Develop-
ment Bank: (the Bank) are conducted through the Ordi-
nary Capital;- which. is supplemented by the Fund for
Special Operations (FSO), 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, 2009 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 accerdance with ac-
counting principles generally accepted in the United
States of America (GAAP). The results of operations for
the first nine months of the current year are not necessar-
ily indicative of the results that may be expected for the
full year.

NOTE B - NEW ACCOUNTING
PRONOUNCEMENTS

In September, 2010 the FASB issued the Accounting
Standard Update (ASU) No. 2010-20 “Disclosures about
the Credit Quality of Financing Receivables and the Al-
lowance for Credit Losses”. This update improves the
disclosure requirements related to Receivables and out-
lines: specific disclosures required for the allowance for

-credit losses and all financing receivables. A significant

change from the current disclosure requirements will be
to provide information for both the financing receivables
and the related allowance for credit losses at disaggre-
gated levels.

The new guidance requires an entity to provide disaggre-
gated disclosures such as: a roll forward schedule of the
allowance for credit losses and the related ending bal-
ance of the financing receivables; the credit quality of the
financing receivables portfolio; the aging of past due

financing receivables; the nature and extent of troubled

debt restructurings that occurred and their impact on the
allowance for credit losses; the nonaccrual status of fi-
nancing receivables; and the impaired financing recei-
vables, among others.

The new disclosures of information as:of the end of a-

reporting period will become effective for interim and
annual reporting periods ending after Décember 15,
* 2010. Specific items regarding activity that occurred
before the issuance of the ASU, will be required for pe-

riods beginning after December 15, 2010. Since this
standard ‘only ‘adds disclosures to interim and annual fi-
nancial statements, its provisions will not have an impact
on ‘the- Bahk’s financial position and results of opera-
tions..

. In January 2010, the FASB issued ASU No. 2010-06

“Improving Disclosures about Fair Value Measure-
ments”. This update improves the disclosure require-
ments related to Fair Value Measurements and Disclo-
sures. ASU No. 2010-06 requires separate disclosure of
transfers in and, out of Levels 1 and 2 and a descnptlon
of the reasons for these transfers. It also requires disclo-
sures on a gross basis of purchases, sales, issuances, and
settlements in the reconciliation for fair value measure-
ments using significant unobsefvable inputs (Level 3). In
addition, ASU No. 2010-06 clarifies the requirement to
provide fair - value measurement - disclosures for each

~ class rather than major categories of assets and liabilities.
This update also clarifies the requirement to disclose the

valuation techniques and significant inputs used to meas-
ure fair ‘value for both recurring and nonrécurring fair
value measurements classified as either Level 2 or Level
3. The new disclosures and clarifications of existing dis-
closures were effective for the Bank for interim and an-
nual reporting periods beginning in 2010, except for the
disclosures about purchases, sales, issuances, and settle-
ments in the reconciliation of activity in Level 3 fair val-
ue measurements, which are effective for, periods begin-
ning in 2011. The applicable new disclosure require-
ments have been incorporated in Note G — “Fair Value
Measurements” to the condensed :quarterly financial
statements. -

NOTE C - INVESTMENTS

As part of its overall portfolio management strategy, the
Bank invests in government, agency, corporate, and bank
obligations, asset-backed and mortgage-backed securi-
ties, and related financial derivative instruments, primari-
ly currency and interest rate swaps.

For government and agency obligations, including secur-
ities issued by an instrumentality of a government or any
other official entity, the Bank’s policy is to invest in ob-
ligations issued or unconditionally guaranteed by gov-
ernments of certain -countries with a minimum credit
quality equivalent to a AA- rating (agcncy asset-backed
and mortgage-backed securities require a credit quality
equivalent to.a. AAA rating).- Obligations issued by mul-
tilateral organizations require a credit quality equlvalent
to a AAA rating. In addition; the Bank invests in bank
obligations issued or guaranteed by an entity with a se-
nior debt securities rating of at least A+, and in corporate
entities.. ‘with- a. minimum credit quality’ equivalent to a
AA- rating (asset-backed, and mortgage-backed securi-
ties require a credit quality equivalent to a AAA rating).
The Bank also invests in short-term securities of the eli-
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gible investment asset classes mentioned above, provided
that they carry only.the hnghest short-term ‘credit ratlngs

Net unrealized:gains of $230 million on trading portfolio
instruments held at September 30, 2010 compared to
$166 million at September 30, 2009, were included in
Income from investments. Unrealized gains and losses
recognized are substantially related to.the asset-backed
and mortgage-backed securities portion of the trading
iinvestments portfolio, which at September 30, 2010
amounted to $3.2 billion ($3.8 billion at September 30,
2009)

In 2009, the investment portfoho started to recover from
the financial markets crisis that started in 2007, as finan-
cial market conditions improved. During 2010, the effect
of the crisis, characterized by limited liquidity and high
volatility in the markets, has improved hence allowing
limited sales of mortgage-backed securities at higher
prices thereby further reducing exposures to the sector.

Nevertheless, the Bank’s ability to mitigate its credit risk
by selling or hedging its exposures, especially in many
structured finance sectors, is still limited. While valua-
tions continue to be impacted by market factors such as
rating agency actions and the prices at which actual
transactions occur, the recovery that started in 2009 has
continued in 2010, as the Bank recognized additional net

. mark-to-market gains from its trading portfolio. The

Bank continues to maximize, where possible, the use of
market inputs-in the valuation of its trading investments,
including external pricing services; independent dealer
prices, and observable market yield curves.

A summary of the trading investments portfolio at Sep-
tember 30, 2010 and December 31, 2009 is shown in
Note G — “Fair Value Measurements”. In addition, a
summary of the held-to-maturity portfolio and the portfo-
lio’s maturity structure at September 30, 2010 and De-
cember 31, 2009 are shown below (in millions):

HELD-TO-MATURITY

" September 30, 2010 December 31, 2009
Net = Gross 1 i Net Gross Gross

carrying” unrealized unrealized carrying unrealized - unrealized

Investment Category /Years of Maturity amount gains Fair value amount gains losses Fair value )
Obligations of non-U.S. governments S

andagencies.... ... iiiiee e iad.n L8.2675 8 14 $ - $ 2,749 $ 3521 § 76 S 6 §$ 3591
2010........: I 585 - - - 585 1369 6 - 1,375
2014402014, 00 Ll B 2,090 74 - 2,164 2,152 70 6 2216
Bank obligations........ceeeeriisiorsrnacacionn. 360 - Lo 360 167 1 - 168
20010 ...t 335 - - 335 143 - R - 143
2011802014 - oeeenenanne. 25 . - 25 24 1 - 25
Asséi-backed: lecurities ....................... 83 - - 83 o122 2 - 124
2000, . ..t e 48 - - . 48 88 1 - 89
2011t02014......... el 35 - - 35 : 34 1 35
Total $ 3,118 $ 74 $ - $ 3192 - § 3810 8 79 S 6 $ 3,883
2000 ...t 968 . - el 968 1,600 7 - 1,607
2011102004, . ... oiuiinanann, 2,150 74 cle 2,224 - 2,210 72 6 2,276

M Excludes accrued i

As of September 30, 2010 and December 31, 2009, the
Bank does not have any investment that is other-than-
temporarily impaired in its held-to“maturity investments
portfolio. Held-to-maturity investments with continuous

unrealized losses, that are not deemed to be other-than-
temporarily impaired as of September 30, 2010 and De-
cember 31, 2009, are summarized below (in millions):
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September 30,2010 B
_ Less than 12 Menths. 12:Months or Greater . Total
Category of : Fair Unrealized Fair Unrealized Fair Unrealized
. :Investments - Value Losses o o Valge Losses o Value Losses ‘"
Obligations.of non-U.S. govemments :
and agencies.........oiveeerrevniiniivinniiineenee - . $ 383 - $ - $ - $ 383 . 8% -
Bank obligations.............cocmvnieninnirnninninn. 272 - . - - 272 -
Total oo e $ 655 - $ .- $ - i 655 - . $ -
@ Unrealized losses are less than $0.5 miillion.
December 31, 2009
Less than 12 Months 12 Months or Greater Total
Category of Fair Unrealized: Fair Unrealized . Fair Unrealized
. Investments . . Value .Losses = . Value. " Losses _ Value Losses
Obligations of non-U.S. govemments S . :
and agencies. .......ocooieiernsevinnneirnenenis $ 552 3 % 5 $ 3 $ 603 $ 6
Bank ObHEAtions........cveveeeeprrverneirennenis 111 - ; - - 111
Total.. ..ottt vt b eare e $ 663 3. $ 51 $ 3 $. 714 $ 6

The Bank only invests in high credit quality instruments,
At September 30, 2010, 65% of the Held-to-maturity

investments are rated AAA, 33% are rated AA, 1% are

rated A and 1% are rated below A.

During the first quarter of 2010, the Bank transferred a
security with a’ carrying value of $52 million from the
held-to-maturity portfolio to the trading investments
portfolio due to the further deterioration of the issuer’s
credit worthiness. A loss of $5 million was included in
earnings as a result of such transfer.

NOTE D - LOANS AND GUARANTEES

Lo4AV CHARGES: For the second semester of 2010, the
Board of Executive’ Directors: maintained the lending
spread at 0.95%, the credit commission at 0.25%, and no
supervision and inspection fee. These charges currently
apply to Single Currency Facility and Local Currency
Facility loans, and most Currency Pooling System and
U.S. Dollar Window loans, comprising approximately
93% of the loan portfolio, and are subject to periodic
review and approval by the Board of Executive Direc-
tors. : ’ :

LMPAIRED LOANS AND ALLOWANCE FOR LOAN LOSSES:
The Bank has non-sovereign guaranteed loans with out-
standing balances of $138 million classified as impaired
at September 30, 2010. All impaired loans have specific
allowances for loan losses amounting to $56 million.

The following table provides financial information re-
lated to impaired loans as of September 30, 2010 and
December 31, 2009 (in millions):

2010 2009
‘Recorded investment
atend of period...........ccevvvvnnnnnn.. $ 138 $ 110
Average recorded investment
during period. .........occ.vveerusuerivenn 125 300

In addition, a summary of financial information related
to impaired loans affecting the results of operations for
the three and nine months ended September 30, 2010 and
2009 is as follow (in millions):

Three months ended
September 30,
2010 2009
Loan income recognized................... $ 1 $ 3
Loan income that would have been
recognized oni an accrual basis
during the period.........c..oceeeerene.... 2 3
. Nine months ended
_September 30,
2010 _ 2009
Loan income recognized...................  $. 38 9
Loan income that would have been
mcognimd on an:accruaAl basis 5
during the period..........0...c...iu . 5 9

The changes in the allowance for loan and guarantee
losses for the nine months ended September 30, 2010
and the year ended December 31, 2009 were as follows
(in millions): ‘
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: S - 2010 2009
Balance, beginning of year............i.. . '8 148 $ 169
Provision (credit) for loan and ) R
guarantee Josses........ccoeinniinnin 28 21
Balance, end of period............civienic. 8176 : 8. 148
" Composed of: ) : b
Allowance for loan Tosses.....0...........© '$ 141 $ 116
Atlowance for guarantee losses®...... 35 32
Total $ 176 $ 148

D). The allowance, for guarantee losses is included in Other liabilities in
the Condensed Balance Sheet. o) .

GUARANTEES: As of September 30, 2010, the Bank had

approved, net of cancellations and maturities, non-trade
“related guarantees without sovereign counter-guarantees
of $1,377 million (2009 — $1,404 million).. In addition,
the Bank has approved a guarantee with sovereign coun-
ter-guarantee of $60. million. ;During,.the nine. months

ended September 30, 2010, there were three approved .

- non-trade-related guarantees without sovereign counter-
guarantee for $58 million (2009 — $0 million).

Under its non-sovereign-guaranteed Trade Finance Faci-
litation: Program (TFFP), in-addition to ditect loans, the

Bank provides:credit guarantees on short-term trade re-

lated transactions. The TFFP authorizes lines of credit in
support of approved issuing banks and non-bank finan-
- cial institutions, with an aggregate program limit of up to
_$1 billion outstanding at any time. During the first nine
‘months. of the year, the Bank issued 84 guarantees for a
total of $129 million: under-this program (2009 - 92
guarantees for a total of $149 million).

At September 30, 2010, guarantees .of :$936: million
($988. million. at December 31,:2009), including, $100
million issued under the TFFP ($97 million at December
31, 2009), 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 $47 million ($50
million at December 31, 2009) of guarantees outstanding
has been re-insured to reduce the Bank’s exposure. Out-
standing -guarantees have remaining maturities ranging
from 1 to 15.years, except for trade related guarantees

that have maturities of up to three years. No guarantees -

provided by the Bank have ever been called.

At September 30, 2010, the Bank’s exposure on guaran-
tees without sovereign counter-guarantee, net of reinsur-
ance, amounted to $788 million and was classified as
follows (in millions):

" Amount

Internal Credit Risk Classification

Excellent $ 109
Very Strong- : 60
Strong : 41
Satisfactory 25
Fair 429
Weak 115
Possible loss 9

Total $ 788

NOTE E - FAIR VALUE OPTION

In 2008, Management approved the election of the fair

‘ value option under GAAP for meost of its medium- and

long-term debt (mostly borrowings funding floating rate
assets) to reduce the income volatility resulting from

" previously -acéounting for borrowings at amortized cost

and marking to market the related borrowing swaps, with
changes in‘ fair vValue recognized in income. The Bank
did not elect the fair value option for other borrowings
that are within the same balance sheet category because

~they do not contribute to a mitigation of, or do not pro-

duce, income volatility.

The changes in fair valué for borrowings elected under
the fair value option have been recorded in the Con-
densed Statement of Income and Retained Earnings for

- the threé and nine months ended September 30,2010 and

2009, as follows (in millions):"

‘Three months en&ed
—_September 30,
2010 . 2009
Borrowing expenses, afterswaps............. $ (528) $ @459
Net fair value adjustments on
non-trading portfolios.....cc.....c.iivmmnenn. (2,430) (1,561)
Total changes in fair value S
’ included in Net income (108S)..uceueerennnne $ (2958 $ (2,015
. Nine months ended
o September 30,

' T 2010 2009
Borrowing expenses, after swaps............. $ (1536) 8 (1,279
Net fair value adjustments on

non-trading portfolios............ceivvumnne. (3,084) (2,008)
Total changes in fair value .
included:in Net income (loss)............... $ (46200 8 (3280

The difference between the fair value amount and the
unpaid principal outstanding of borrowings measured at
fair value as of September 30, 2010 and December 31,
2009, was as follows (in millions):
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December 31,

September 30,
2010 2009
o
Fait VaHIE. .cvveoveevesesecrccossiecnnsenees 54963 $ 45808 ©
Unpaid principal outstanding.................. 51,680 44,813
Fair value over unpaid principal
ding.. $ 3283 $ 1,085

O fncludes accrued interest of $499 million at September 30, 2010, and $405 million
at December 31, 2009.

NOTE F — DERIVATIVES

RISKE . MANAGEMENT STRATEGY  AND USE OF
DERIVATIVES: The Bank’s financial risk management
- strategy is designed to strengthen the Bank’s ability to
fulfill -its purpese. This strategy consists primarily of
designing, implementing, updating, and. monitoring the
Bank’s interrelated set of financial policies and -guide-
lines, and utilizing appropriate financial instruments and
organizational structures. The Bank faces risks that result
from -market movements, primarily changes in interest
and exchange rates that are mitigated through its inte-
grated asset and liability management framework. The
objective of the asset and liability management frame-
work is-to align the currency composition, maturity pro-
file and interest rate.sensitivity characteristics of the as-
sets and liabilities for each liquidity and lending product
.portfolio in accordance with the particular requirements
for that product and within prescribed risk parameters.
When . necessary, the Bank employs derivatives to
achieve this alignment. These instruments, mostly cur-
rency and interest rate swaps, are used primarily for eco-
nomic hedging purposes.

A significant number of the current borrowing operations
include swaps to economically hedge a specific underly-
ing liability, producing the funding required (i.e., the
appropriate currency and interest rate type). The Bank
also uses lending swaps to economically hedge fixed-
rate, fixed-base cost rate and local currency loans, and

..-investment swaps that hedge a particular underlying in-

vestment security and produce the appropriate vehicle in
which to invest existing cash.

ACCODNTING FOR DERIVATIVES: All derivatives are
recognized in the Condensed Balance Sheet at their fair
value and are classified as either assets or liabilities, de-

endmg on the nature (debit or credit) -of their net fair
value amount.

Changes in the fair value of investment derivatives and
the related interest component are recorded in Income
from investments. The interest component of the changes
in fair value of lending and borrowing derivatives is rec-
orded in Income from loans and Borrowing expenses,
respectively, over the life of the derivative contract. The
remaining changes in fair value of these instruments are
recorded in Net fair value adjustments on nen-trading
portfolios (before 2010, Net unrealized gains (losses) on

"ﬁbn-traﬂing derivatives and borrowings measured at fair

value) in-the Condensed Statement of Income and Re-
tained Earnings.

"The Bank occasionally issues debt securitiés that contain

embedded derivatives; these securities are’ allocated to
fund floating rate assets and are carried at fair value.

FINANCIAL STATEMENTS PRESENT.A 770V All derivative
instruments are reported at fair value. The Bank’s deriv-
ative' instruments-as of September 30, 2010 and Decem-
ber 31, 2009, ‘and their related gains and losses for the
three and nine months ended September 30, 2010 and
2009, are presented in the Condensed Balance Sheet, the
Condensed Statément of Income and Retained Earnings

‘and the Condensed Statement of Comprehensive Income

as follows (in millions):

Condensed Balance Sheet
Derivatives not Designated September 30,2010 December 31,2009
_as Hedging Instruments Balance Sheet Location Asset Liability __Assets Liahilities
Curmrency Swaps Currency and interest rate swaps :
Investments - Trading $ - $ 2 $ - - 8 3
Loans 10 213 51 106
Borfowings 4,285 560 2,810 848
Accrued interest and other charges 236 ) 142 (65)
Interest Rate Swaps " Currency and interest rate swaps .
Investments - Trading - 38 - - 8
Loans - 1,154 197 65
Borrowings | 1,989 97 837 189
Accrued interest and other charges 192 87 117 (11
$ 6,712 $ 2,107 $ 4,154 $ 1,143

~® Balances are reported gross, prior to counterparty netting in accordance with existing master netting derivative agreements.
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Condensed Statement of Income and Retained Earnings and Condensed Statement of Comprehensive Income

Derivatives not Designated Three montlis ended Svemnlfer 30, Nine months ended September 30,

as lbg} ing Instruments Location of Gain or (Loss) from Derivatives 2010 2009 2010 - 2009
Currency Swaps :
Investments - Trading Income from investments:
Interest S $ - $ o $ 03] $ @
Loans Income from loans, after swaps (16) (¢)] v (52) [#3)]
Net fair value adjustiments on non-trading .
portfolios - ) : 92) o (129) 59
Borrowings - Borrowing expenses, after swaps 282 252 853 628
; ‘ N ‘ _
Net fair value adjustments on non-trading .
portfolios 1.843 1,083 1,693 1,943
Other comprehensive income-Translation . o . -
. adjustments ) 24 .2 22 25
Interest Rate Swaps v ' '
Investments - Trading Income from investments:
) Interest .~ - . . © @ an -
Net gains (losses) a0 ©® 9 @
Other conptehensive‘ income-TFranslation .
» " adjustments , ) . @ @ 2 7))
Loans - Income from loans, after swaps (106) (65) (296) 95
Net fair value adjustments on non-trading
portfolios (426) (318) (1,290) (155)
Borrowings Bomowing expenses;after swaps 201 157 603 388
Net fair value adjustments on non-trading
portfolios 439 218 1,268 (458)
Otl;er comprehensive income-Translation
adjustments - : 15 4 : 3 | 2
Futures .. Income from investments: :
Net gains (losses) - - [U)) 1
Loz S 106 8262, w10
The Bank is not required to post collateral under its deriv-
ative -agreements ‘as long: as it maintains' a- AAA credit September 30,2010
rating. Should the Bank credit rating be downgraded from e type/ Currencyswags . __InterestRateswaps
the current AAA, the standard swap agreements detail, by -~ Rstetvpe ~  Recehable  Paysble =~ Recelwble Payable
§ 3 Investments .
swap counterparty, the .colla'teral requirements the Baqk e s L s o s s s
would need to satisfy in this event. The aggregate fair Adjustable 35 - 1,718 -
value of all derivative instruments with credit-risk related Loans
: - are in.a Hahili T _ Fixed . . 858 - 13,540
contmgent} featnre§ that.are ina 11ab1hty position on Sep Adpastable “f 4th e 5540 °
tember 30, 2010-is $219 million (after consideration of )
. ;e e - Bomowings
master netting derivative agreements). If the Bank was Fixed 21891 217 30,527 349
downgraded from the current AAA credit rating to AA+, Adjustable 7695 25407 6,285 35,881
it would be required to post collateral in the amount of
$27 million at September 30, 2010.
: — . December31,2000
o . . . . Derivative | . C; Yy Swaps Interest Rate swaps
The following tables provide information on the contract R”;BLEWW m.i‘:::" 'P-:ﬂ' = meiv:.:.i - p;, able
value/notional amounts- of derivative instruments as of lﬂ;'?s;m'“'s . s s s s o
- September 30, 2010 and December 31, 2009 (in millions). e 3 X 586 )
Currency swaps are shown at face value and ‘interest rate
swaps -are shown at the notional amount of each individu- - 783 - 12,206
al payable or receivable leg. 1438 Mad 12.206 .
20,427 645 24,561 415
Adjustable .. ... 6958 2397 5,198 28,880
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NOTE G - FAIR VALUE MEASUREMENTS

The framework for measuring fair value establishes a fanr
value hierarchy that prioritizes the inputs to valuation
techniques 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 priority 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 iden-
tical, unrestricted assets or liabilities;

Level 2 - Quoted prices in markets that are not active, or
inputs that are observable, either directly or in-

directly, for substantially the full term of the as- -

set or liability;

Level 3 - Prices ‘or valuation techniques that require in-
puts 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, a valuation tech-
nique consistent with the market approach, include obli-
gations of the United States and Japanese governments.
Such instruments are classified within Level 1 of the fair
value hierarchy. As required by the framework for mea-
suring fair value, the Bank does not adjust the quoted
price for such instruments.

Substantially all other Bank vinvestixient instruments are
valued based on quoted prices in markets that are not ac-
tive, external pricing services, where available, solicited

broker/dealer prices, or prices derived from alternative .
pricing models, utilizing. discounted cash flows. These .

methodologies apply to investments, including govern-

ment agencies and corporate bonds, asset-backed and -

mortgage-backed securities, bank obligations, and related
financial derivative instruments (primarily currency and

interest rate swaps). These instruments are classified with- .

in Level 2 of the fair value hierarchy and are measured at
fair value using valuation techniques consistent with the
market and income approaches.

The main methodology of external pricing service provid-

ers. involves-a “market approach” that requires a prede-

termined acuillty volume of market prices to develop a

by orderly transactlons being. executed in. the relevant
market; transactions that are not orderly and outlying
market prices are filtered out in the determination of the
composite'price Other external price providers utilize
evaluated pricing models that vary by asset class and in-
corporate available market information through bench-

-mark curves, ‘benchmarking of like securities, sector

groupings, and matrix pricing to prepare valuations.

Investment. securities -are also valued with prices ob-
tained from brokers/dealers. Brokers/dealers’ prices
may be based on a variety of inputs ranging from ob-
served prices to proprietary valuation models. The Bank
reviews the reasonability of brokers/dealers’ prices via
the determination of fair value estimates from internal
valuation techniques.

Medium-and long-term borrowings elected under the
fair-value option and lending and borrowing. currency
and interest rate swaps are valued using quantitative
models; including discounted cash flow models as well
as more advanced option modeling techniques, when
necessary depending on the specific structures, that re-
quire the use of multiple market inputs including market
yield curves, and/or exchange rates, interest rates and
spreads to generate continuous yield or pricing curves
and the spot price of the underlying volatility and corre-
lation. Significant market inputs are observable during
the full term of these instruments. Correlation and items

~ with longer tenors are generally less observable. The

Bank considers, consistent with the requirements of the
framework for measuring fair value, the impact of its
own creditworthiness in the valuation of its liabilities.
These instruments are classified within Level 2 of the
fair value hierarchy in view of the observability of the
significant inputs to the models and are measured at fair
value 'using valuation techniques consistent with the
market and income approaches.

Level 3 investment, borrowing and swap instruments, if
any, are valued using Management’s best estimates uti-
lizing available information including: (i) external price

. providers, where available, or broker/dealer  prices;

when less liquidity exists, a quoted price is out of date
or prices among brokers/dealers vary significantly, other
valuation techniques may be used (i.e., a combination of

ithe market approach and the income approach).and (ii)
~ market: yield :curves of other. instruments, used as a

proxy for the instruments’ yield curves, for:berrowings
and ‘related swaps. These methodologies are valuation
techniques consistent with the market and income ap-
proaches.

The following tables set forth the Bank’s financial as-
sets and liabilities that were accounted for at fair value
as. of .September 30, 2010 and December 31, 2009 by
level within: the: fair value hierarchy (in millions). As
required by the framework for measuring fair value,
financial assets andliabilities are classified in their enti-
rety based on the lowest level of input that is significant
to the fair value measurement.
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Financial assets:

Fair Value
Measurements .
Assets - September 30,2010 Level 1 Level 2 Level 3
Investments - Trading:

Obligations of the United States Government and

its corporations.and agencies.......ccccceeerevnueenecmannn. $ 3,046 $ 2,971 $ 75 $ -
U.S: govemmenit-sponsored enterpnses 1,325 - 1,325 -
Obligations of non-U.S. governments and agencles......“ 5,666 395 5,271 -
Bank obligations .. 4,959 - . 4959 . -
Mortgage-backed securmes

U.S. residential... 579 - 579 -

Non-U.S. residential........ 1,026 - 1,017 9

U.S. commercial................. 179 - 179 -

Non-U.S. commercial.......... 295 - 295 -
Asset-backed securities: : : )

Collateralized loan obligations. ... ......cceeeveraeenresnanns ' 686 - 686 -

Other collateralized debt obligations.... 156 - i 64 92

‘Otherasset-backed securities............. 307 - 307 -

Total mvestments - TrAdiNg........ucivereerereeernsenesison 18,224 3,366 14,757 101

Currency and interest rate SWaps........c..o.vueueressisereseesns 6,711 - 6,711 -

Total erresesasanesncesmmens $ 24235 . 33,366 $ 21468 $ 101

® 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 $26 million for trading investments and $427 million for currency and interest rate swaps.

Fair Value
, Measurements -
Assets ‘ December 31,2009 Level 1 Level 2 Level 3
Investments - Trading:
Obligations. of the United States Government and
- its corporations and ageNncCies......coivuer i i iivnenianns $ 819 . § . 819 3 - $ -
U.S. government-sponsored enterprises. .......ccoeeeveneen . 540 - 540 -
Obligations of non-U.S. govemments and agencies 6,574 330 6,244 -
Bank oblgations ........cooeeivieemiiiuiiiueniinenieees 4,458 - 4458 - -
Corporate securities. .. 49 - 49 -
Mortgage-backed securities: . :
U.S. T€SIAENtAL. . oo cecee e enaaieteseveienaeesnecvemie e 574 - 574 -
Non-U.S.residential.........ccooimiininimnnnneiienene 1,248 - 1,239 9
U.S. commercial. . cc.cociviurniennesunnmmencmnmeniniinnenn : 165 - 165 -
NOD-U.S. COMMEICIAL . ......vo v e vevereeeesenansnrsseaanes 350 - 350 -
Asset-backed securities: '
Collateralized loan obligations...........ccveevecvininlle 1,028 - 1,028 -
Other collateralized debt obligations.... cerereeennn 135 - 54 81
Other asset-backed securities........ccoceeervieennnrncenae - 395 - 381 14
Total Investments - Trading.........o.veeerenninreienninnn. 16,335 1,149 15,082 104
Currency and Interest rate SWapPS.....cc.vveuerierersessesesmens 4,154 - 4,134 20
Total....cceeereeescscnsosecssscnces seesesesens serssvsrserassesce. $ 20489 $ 1,149 $ 19,216 $ . 124

. ® 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 $31 million for trading investments and $259 million for currency and interest rate swaps.
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Financial liahilities:
Fair Value
Meas urements
, Liabilities _September 30,2010 - _Level 1 Level 2 Level 3
Borrowings measured at fair Valle..oiveericricerienieareeennen $ 54,§63 $ - $ 54963 $ -
Currency and interest rate SWaps .........ccuevveerernineeennnnn.s 2,107 - 2,107 -
TOLAL e eree e ceeene ettt ce e et se e e sevars e an e se s erann s $ 57070 $ - $ 57,070 $ -

® Reépresents the fair value of the referred liabilities, including their accrued interest presented in the Cond

d Balance Sheet-under:

Accrued interest on borrowings of $499 million for borrowings and under Accrued interest and other charges of $43 million for

currency and interest rate swaps.

Fair Value
Measurements
Liahilities December 31,2009 Lewl 1 Lewel 2 Lewl 3
Borrowings measured at fair value...........coceeveveeininnennss $ 45898 $ - $ 45616 % 282
Currency and interest rate SWaps ........cceeueeeeesenuenmnennas 1,143 - 1,116 27
TOtaAL . eeieiei it ettt cve e e et e e se e e ar s ve e ae e e s e as $ 47,041 : 3 = $ 46,732 _$ 309

P

) Represents the fair value of the referred liabilities, including their acerued interest presented in the Condensed Balance Sheet under Accrued
interest on borrowings of $405 million for borrowings and under Accrued interest and other charges of $(76) million for currency and

interest rate swaps.

The tables below show a reconciliation of the beginning
and ending balances of all financial assets and financial
liabilities measured at fair value on a recurring basis us-
ing significant unobservable inputs (Level 3) for the
three and nine months ended September 30, 2010 and
2009 (in millions). In addition, the tables show the total
gains and losses included in Net income (loss) as well as
the amount of these gains and losses attributable to the
change in unrealized gains and losses relating to assets
and liabilities still held as of September 30, 2010 and

2009 (in millions) and a description of where these gains
or losses are reported in the Condensed Statement of
Income and Retained Earnings.

During the first quarter of 2010, certain securities were
transferred from Level 3 to Eevel 2 due to refinements in
the utilization of observable market data in the Bank’s
internal valuation models. The Bank’s policy for trans-
fers between levels is to reflect these transfers effective
as of the beginning of the reporting period:

Financial assets:
Three months ended September 30,
2010 2009
Fair Value Measurements Using Significant Fair Value Measurements Using Significant
Unobservable Inputs (Level 3) Unobservahie hputs (Ievel 3)
Currency and Currency.and
Investments - Interest Rate Investments - Interest Rate
Trading Swaps ‘Total Trading Swaps - Total
Balance, beginning of period $ 113 $ - $ 113 $ 106 $ 89 $ 195
Total gains (losses) included in:
Netincome (J0SS)....ccovuveeenmrenennns 13) - a3 4 26 30
Other comprehensive income (J0Ss)......ccouueerueiunnnnn. 6 - 6 2 1 3
SEHIEMENLS. . ... eer e eeeeeseireees s esfeee s e oees e ©® - o) ® - ®
Transfers out of level 3 .. - - - - (26) 26)
Balance, end of period $ 101 $ - $ 101 ' $ 106 $ 90 $ 196
Total gains (losses) for the period included in
Net i (loss) attributable to the change in
unrealized gains or losses related to assets
still held at the end of the period........cccccccevmeiuenncnnn. $ (14) $ - $ (149 $ 1 $: 24 $ 25
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Nine months ended September 30,

2010

2009

" Fair Value Measurements Using Significant

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Unobservable Inputs (Level 3)

R L Currency and Currency and
Investments - Interest Rate Investments - Interest Rate
Trading : Swaps Total Trading Swaps Total
Balance, beginning of period $ 104 $ - $ 104 $ 1m . 71 $ 181
Total gains (losses) included in: v
Net income (I0sS).......cccovive v 15 - 15 ® 52 4
Other comprehenswe income (loss) 2 - (03] 3 1 4
Settlements............o.... 16 - 16) a9 6] )
Transfers in (out) of level 3 .. - - - 20 26) ©)
Transfers to financial liabilities..........cooeeeeniieieiiennenn - - - - (5) (5)
Balance, end of period $ 101 $ - $ 101 $ 106 $ 90 $ 196
Total gains (losses) for the period included in
Net i (loss) attributable to the chang
- in unrealized gains or losses related to assets d :
still held at the end of the period........coocvvvvveivvinriin $ 13 $ - $ 13 $ (15 $ 42 $ 27
Gains (losses) are included in the Condensed Statement of Income and Retained Earnings as follows (in millions):
Three months ended September 30,
2010 2009
Change in Change in
Total Gains Unrealized Total Gains Unrealized
(Losses) Gains (Losses) (Losses) Gains (Losses)
includedin Net related to Assets included in Net related to Assets
Income (Loss) Still Held at End Income (Loss) Still Held at End
for the Period of Period for the Period of Period
Income from iNVEStmMENTS..ccvuvecerecrinrneriirnninrernrennaene. $ (13) $ (149 $ 4 $ 1
Borrowing expenses,aﬁerswaps.........................;..... - - 2 -
Net fair value adjustments on non-trading portfolios...... - - 24 24
TOLAL «.eeeiieeieeceeeeraeneneicetnearasraninesarbrnesrasrssennnann $ (13) $ (14) $ 30 $ 25
Nine months ended Semptember 30,
2010 2009 _
Change in Change in
Total Gains Unrealized Total Gains Unrealized
(Losses) Gains (Losses) (Losses) "Gains (Losses)
includedin Net relatedto Assets included in Net related to Assets
Income (Loss) Still Held at Fnd Income (Loss) Still Held at End
S for the Period of Period for the Period of Period
Income frominvestments.. $ 15 $ 13 $ ®) $ 15)
Borrowing expenses, aﬁer swaps.. e - : - 10 -
Net fair vahie adjusttmnts on non-tmdmg po:tfohos - - 42 42
Total . ieeiorriiirciieinc e e e B $ 15 $ 13 $ 44 $ 27
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Financial Liabilities:

Balance, beginning of period

Total (gains) losses included- m
Net income (loss)... FTRON
Other conprehensnve income (loss). .

Transfers out of level 3 .....cc.iiuiininnnniiniiiiiiiiieneeens

Balance, end of period

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

still held at the end of the period .....................

- Balance, beginning of period

‘Total (gains) losses ncluded mn:
Net income (loss)...

Other compxehenswe income (loss)

Settlements.. e
Transfers out of level 3

Transfers from financial assets...........ccccceveeeirinrennnnn.

Balance, end of period

Total (gains) losses for the period included
in Net i (loss) attributablé to the chang
in unrealized gains or losses related to liabilities

still held at the end of the period ........cvevruernrenrusane.

2010

Tliree months ended September 30,

2009

Fair Value Measurements Using Slgmﬁcant
“Unobservable Inputs (Level 3)

Fair Value Measurements Using Significant

Unobs ervable Inputs (Level 3)

Fair Value Measurements Using Slgniﬁcam
Unobservable Tnputs (Level 3)

Borrowings  Currencyand Borrowings Currency and

Measured at Interest Rate Measuredat Interest Rate

Fair Value Swaps Total Fair Value : Swaps Total

$ - $ - - $ 518 s m: $ 612
- . - 34 © 25
- - - 5. - 5
- - - (193) - (193)

$ - $ - - $ 424 - -$ 25 $ 449

$ - $ - - $ 32 $ (9 $ 23

2010 2009 .

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Borrowings Currency and Borrowings Currencyand

‘Measured at Interest Rate Measuredat  Interest Rate

Fair Value Swaps Total Fair Value Swaps Total

$ 282 $ 27 309 $ 540 $ 42 $ 582
. - - 89 a2 o7
- - - 8 8
- - - @0 - @0

(282) @n (309) (193) (193)

- - - - (5) (&)

3 - - N 3 424 $ 25 - $ . 449

3 - 3 - - $ 77 $ 12 $ 65

(Gains) losses are include;i in the Condensed Statement of Income and Retained Earnings as follows (in millions):

Three months ended S eptember 30,

2010 2009
Change in Change in
Total (Gains) Unrealized (Gains) Total (Gains) Unrealized(Gains)
Losses Included Losses related to Losses Included Losses relatedte
in Net Income Liabilities Still in Net Income Lialililies Still
(Loss) for the - Heldat Endof (Lioss) for the “Held at End of
Period . Period Period :
Borrowing expénses, after swaps $ $ - $ 2 $ -
Net fair value adjustments on non-trading portfolios...... - 23 23
TOtal ccoireiieiiiiiieiieiicieriie i s ierrer e s resae e beesreae s ar s nearesas $ $ - $ 25 $ 23
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Nine months ended September 30,

2010 2009
Changein . Change in
Total (Gains) Unrealized (Gains) Total (Gains) Unrealized (Gains)
Losses Included Losses relatedto - Losses Included Losses related to
in Net Income Liabilities Still’ in Net Income Liabilities Still
. (Loss) for:the Held at End of (Loss) for the Held at End of
_ Period Period . Period Period
Bomowing expenses, aﬁer swaps.. eeee $ - $ - $ 12 $ -
- Net fair value adjustments on non«tmdmg ponfohos ...... . - - 65 65
Total .. $ - $ - $ 77 8 65
NOTE"H —NET FAIR VALUE ADJUSTMENTS ON
NON-TRADING PORTFOLIOS
Net fair value adjustments on non-trading portfolios on
the Condensed Statement of Income and Retained Earn-
ings for the three and nine months ended September 30,
2010 and 2009 comprise the following (in millions):
Three months ended . Nine months ended
September 30, September 30,
2010 2009 2010 2009
Change in fair value of derivative
instruments due to movements in:
Exchange rates.. $ 1,562 $ 1,129 $ 912 .$2638
Interest rates.. . 202 -(153). 630 (1,367)
Total change in ﬁur value of denvatlves 1,764 - 976 1,542 1,271
Changge in fair value of borrowmgs due
" “to movements in: ‘
Echange rates.. (1,532) (1,004) 972) (2,440)
Interest rates.. . (898) (557 (2,112) 432
Total change in ﬁur value of bormwmgs (2,430) (1,561) (3,084) (2,008)
Currency transaction gains (losses) on borrowings
. and loans at aMOTtZed COSt ...v. v ersevunrerserensenns @8 az7n 70 a4
Amortization of Bonbwing and loan : ~
basxs adjustments........... - 2 - 11
Reclassification to income - cash ﬂow hedges e - . - - )
Total.. $ . (694) $ _(710) . $ (1,472) $ (852

Net fair value gains on.non-trading derivatives resulting
from changes in interest rates were $630 million for the
first nine months of 2010, as a result of an overall de-
crease in long-term swap interest rates in the global mar-
~ kets, compared to year-end 2009 levels. These gains

were offset by fair value losses on borrowings of $2,112
million. The income volatility:related to movements in
interest rates, which amounted to a loss of $1,482 million
for the nine months period ended September 30, 2010
compared to.a loss of $935 million. for the same period
- last year, was primarily due to fair value losses on lend-
ing swaps ($1,366 million), and losses associated with a
slight tightening of the Bank’s credit spreads on the bor-
rowings portfolio (approximately $149 million), which
were partially compensated by changes in-swap basis
spreads (approximately $37 million).

The Bank’s borrowings in non-functional currencies are

- fully swapped ‘to functional currencies, thus protecting

the Bank against fluctuations in exchange rates. During
the first nine months of 2010, exchange rate changes
increased the value of borrowings and loans, resulting in
a net loss of $902 million (2009 — $2,564 million), which
was offset by a net gain from changes in the value of the
borrowing and lending swaps of $912 million (2009 -
$2,638 million). :

NOTE I - BOARD OF GOVERNORS APPROVED
"TRANSFERS -

As part of the Bank’s general increase in resources cur-
rently underway, effective July 21, 2010, the Board of
Governors approved the transfer of $72 million of Ordi-
nary Capital income to the IDB Grant Facility to provide
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grants to Haiti. The Board of Gevernors also approved in
principle and subject to annual approvals, to provide
$200" million annually beginning in 2011 and through
2020. Such transfers are recognized as an expense when
- approved by the Board of Governors and funded in ac-
cordance with the IDB Grant Facility funding require-

-ments. The undisbursed portion of approved transfers-is

presented: under Due to IDB Grant Facility on the Bal-
ance Sheet.

NOTE J— CAPITAL STOCK

Effective July 21, 2010, the Board of Govemors agreed
to vote on a Proposed Resolution that would provide for
an inciease of the Bank’s Ordinary Capital resources in
the amount of $70 billion that would be subscribed to by
Bank members over a five-year period, starting in 2011.
Of this amount, $1.7 billion would be in the form of

paid-in capital and the remainder would represent calla-

ble capital.

NOTE K - PENSION AND POSTRETIREMENT
BENEFIT PLANS

The Bank has two defined benefit retirement plans
(Plans) for providing pension benefits to employees of
the Bank: the Staff Retirement Plan: for international em-
ployees, and the Local Retirement Plan for national em-
ployees in the country offices. The Bank also provides
certain health care and other benefits to retirees under the
Postretirement Benefits Plan (PRBP).

Contributions: All contributions are made in cash. Con-
tributions from the Bank to the Plans and the PRBP dur-
ing the first nine months of 2010 were $63 million (2009
— $48 million). As of September 30, 2010, the estimate
of contributions expected to be paid to the Plans and the

PRBP during 2010 was $55 million and $30 million,

respectively, the same amount disclosed in the December
31, 2009 financial statements. Contributions for 2009
were $39 million and $25 million, respectively.

Periodic benefit cost: Net periodic benefit costs are al-

located between the Ordinary Capital and the FSO in

accordance with an allocation percentage approved by

the Board of Executive Directors for administrative ex-

penses and are included under Administrative expenses

in the Condensed Statement of Income and Retained
Earnings.

The following table summarizes the benefit costs asso-

_ciated with the Plans and the PRBP for, .he three months
and nine months ended September 30, 2010 and 2009 (in
millions):

Pension Benefits
Three months ended Nine months ended
September 30, September 30.
2010 2009 2010 2009
Service cost.............. $ 14 $ 15 $ 41 $ 48
Interestcost.............. 36 35 109 104
Expected return on
planassets.............. 44 (43) (134 (130)
Prior service cost.......... - - 1 1
Net periodic benefit cost.... § 6 $ 7 $ 17 $ 23
. Ofwhich:
ORC's share.......:..... $ 6 ‘$ 7 $ 7 $ 22
FSO's share............. $ - $ - $ $ 1
__mww_
Three months ended Nine months ended
___ September 30, * . September 30,
2010 2009 2010 2009
Servicecost.............. $ 8 $ 8 $ 23 $ 24
Interestcost.............. 17 15 52 46
Expected retumon
planassets.............. 19 (18) (58) (56)
Prior service cost. ......... 9 - - 28 1
Net periodic benefitcost.... $ 15 $ 5 $ 45 $ 15
Of which:
ORC's share........coeecveeee. $ 14 $ 5 $ 43 $ M
FSO's share.......cccceveeie. $ S ) - $ 2 $ 1

NOTE L - SEGMENT RE‘PORTING

Management has determined that the Bank has only one
reportable segment since the Bank does not manage its
operations by allocating resources based on a determina-
tion of the contributions to net income of individual op-

. ecrations. The Bank does not -differentiate between the

nature of the products-or services provided, the prepara-
tion process, or the method for providing the services

among individual countries. For the mine months ended

September 30, 2010 and 2009, Ioans made to or guaran-
teed by four countries individually generated in excess of
10 percent of loan income, as follows (in millions):

Nine months ended

September 30,

2010 2009
Brazil........ccceeeeeeeeeee. $ 357 $ 366
Argentina................. 277 261
MEXICO...curerrenariannnnn 212 152

Colombid.......cocnns. - 176 1

NOTE- M — FAIR VALUES OF FINANCIAL
INSTRUMENTS

" The following’ methods ‘and assumptions: were used by

the Bank in measuring the fair value for its financial in-
strumentS‘

‘ Cash,. The ‘carrying amount reported in -the ‘Balance

Sheet for cash-approximates fair value.
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Investments: Fair values for investment securities are
based on quoted prices, where available; otherwise they

- are based on external pricing services, independent deal-
er prices, or discounted cash flows.

Loans: The Bank is one of very few lenders of develop-
ment loans to Latin American and Caribbean countries.
The absence of a secondary market for development
loans makes it difficult to estimate the fair value of the
Bank’s lending portfolio despite the flexibility offered by
the new fair value framework. The Bank continues to
explore possible valuation tools to estimate the fair value
of its lending portfolio without having to incur excessive
costs.

Swaps: Fair values for interest rate and currency swaps
are based on discounted cash flows or pricing models.

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

The following table presents the fair values of the finan- -

cial instruments, along with the respective carrying

amounts, as of September 30, 2010 and December 31, .

2009 (in millions):
2010 2000
Carrying Fair Carrying Fair
Value Value Value Value

Cashoeeiiiniiieeeieeenn, $ 200 § 200 s 22 0§ 2w
Investments )

Trading. ................... Lo 18224 18224 16335 16,335

Held-to-maturity. ....... .- 3,153 3227 3,843 3916
Loans outstanding, net.......... 59,466 NA 58,429 NA
Currency and interest rate

swaps receivable

Loans.............coiviunens 9 9 186 186

Borrowings. ......... ... 6,703 6,703 3,968 3,968
Bormrowings

Short-term.................... 144 144 1,908 1,908

Medium- and long-ternx )

Measured at fair value. ... ... 54,963 54,963 45,898 45,898
Measured at amortized cost. . 10,097 11,245 13,123 13,878

Currency and interest rate

swaps payable

Investments - trading. ......... 53 53 19 19

Loans...........c.co.o..o. 1451 1,451 191 191

Borrowings. ...........coooaa. 604 604 933 933

N/A =Not available
D Includes accrued interest,

NOTE N - SUBSEQUENT EVENTS

Management has evaluated subsequent events through No-
vember 15, 2010, which is the date the financial statements
were issued. As a result of this evaluation, there are no sub-
sequent events that require recognition or disclosure in the
Bank’s Condensed Quarterly Financial Statements as of
September 30, 2010. :
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SECURITIES AND EXCHANGE COMMISSION

100 F Street, NE

Washington, D.C. 20549

PERIODIC REPORT

The following information is filed in accordance with Regulation IA, Rule 2(a), adopted
pursuant to Section 11(a) of the Inter-American Development Bank Act.
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For the fiscal quarter ended September 30, 2010
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 by the Bank of its
primary obligations, all of which were of the Bank’s ordinary capital. There
were no purchases by the Bank of its primary obligations.

Copies of the Bank's regular quarterly financial statements.

Attached hereto as Annex B are the financial statements, as of June 30, 2010,
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 (ii) 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

urrency

Borrowing|  Borrowi

INR

71,160,000,000

Annex A

12-July-2010

2.50 99.70 11-Mar-2013

IDR 225,000,000,000 |6.50 100.00 12-July-2010 {4-June-2014

BRL 279,000,000 8.12 99.97 14-July-2010 |24-July-2014

BRL 35,000,000 9.50 103.585 19-July-2010 |6-Jan-2014

usD 40,000,000 Zero Coupon {100.00 27-July-2010 |27-July-2040
Callable

usD 100,000,000 0.34 100.00 27-July-2010 |12-Aug-2011

usD 10,000,000 Zero Coupon [100.00 10-Aug-2010 |10-Aug-2040
Callable

usbD 10,000,000 Zero Coupon {100.00 10-Aug-2010 |10-Aug-2040
Callable

usD 10,000,000 Zero Coupon [100.00 10-Aug-2010 |10-Aug-2040
Callable

BRL 14,520,000 7.03 100.00 26-Aug-2010 |(28-Aug-2012

usD 1,750,000,00 2.375 99.303 12-Aug-2010 |15-Aug-2017

usD 10,000,000 Zero Coupon |100.00 16-Aug-2010 |16-Aug-2040
Callable

usD 10,000,000 Zero Coupon |100.00 16-Aug-2010 |16-Aug-2040
Callable

usD 10,000,000 Zero Coupon [100.00 16-Aug-2010 |16-Aug-2040
Callable

NzD 50,000,000 6.00 103.675 17-Aug-2010 |15-Dec-2017

usbD 10,000,000 Zero Coupon |100.00 17-Aug-2010 |[17-Aug-2040
Callable

uspb 10,000,000 Zero Coupon |100.00 17-Aug-2010 |17-Aug-2040
Callable

usbD 10,000,000 Zero Coupon [100.00 17-Aug-2010 |17-Aug-2040
Callable

IDR 2,800,000,000,000 |Zero Coupon [74.59 20-Aug-2010 |20-Aug-2015
FX Linked

usbD 10,000,000 Zero Coupon |100.00 25-Aug-2010 |25-Aug-2040
Callable

uspb 10,000,000 Zero Coupon |100.00 25-Aug-2010 |[25-Aug-2040
Callable

usD 10,000,000 Zero Coupon {100.00 25-Aug-2010 |{25-Aug-2040
Callable

UsD 10,000,000 Zero Coupon |100.00 30-Aug-2010 |30-Aug-2040

Callable




uUsD 10,000,000 Zero Coupon {100.00 30-Aug-2010 |30-Aug-2040
Callable
uUsD 10,000,000 Zero Coupon (100.00 30-Aug-2010 |30-Aug-2040
B Callable . .
UsD 30,000,000 Zero Coupon |100.00 16-Sep-2010 |16-Sep-2040
Callable_ v N
IDR |250,000,000,000 6.00 101.1375 17—Sep-2010_ 17-Sep-2013
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Management’s Discussion and Analysis

MANAGEMENT’S DISCUSSION AND
ANALYSIS ¢ . oo
September 30, 2010 :

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 informa-
tion provided inthis Management’s Discussion and Analy-
sis refers to the Bank's Ordinary Capital. - -

This document should be read in conjunction with the
- Bank’s Information Statement dated March 1, 2010, which
includes the Ordinary Capital financial statements for the
year ended December 31, 2009. The Bank undertakes no
obligation to update any forward-looking statements.

FINANCIAL STATEMENT REPORTING
The financial statements are prepared in accordance with

generally accepted accounting  principles (GAAP). The-
- preparation of such financial statements requires manage--

ment 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
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 projected™

benefit obligations, costs and funded status associated with

the pension and postretirement benefit plans,-involve a rela- -

tively high degree.of judgment and complexity and relate to
matters that are inherently uncertain.

Most of the Bank’s borrowings and all' swaps, including
borrowing and lending swaps, are measured at fair value
through income. The reported income volatility resulting
from these non-trading financial instruments is not fully
representative of the underlying economics of the transac-
tions as the Bank holds these instruments to maturity. Ac-
cordingly, the Bank excludes the impact of the fair value
adjustments associated with these financial instruments
from the regular results of the Bank’s operations. The Bank
defines Income before Net fair value adjustments on non-
trading portfolios and Board of Governors approved trans-
fers' as “Operating Income”. Net fair value adjustments on
non-trading portfolios and Board of Governors approved
transfers are reported separately in the Condensed State-
ment of Income and Retained Earnings.

ACCOUNTING DEVELOPMENTS: As described in Note B to
the condensed quarterly financial statements, in the first
quarter of 2010, the Bank adopted an amendment to the
accounting standard for Fair Value Measurements (FASB
ASC 820-10). This amendment required further disclosures

1 A .
References to captions in the attached condensed quarterly financial statements and
related notes are identified by the name of the caption beginning with a capital let-
ter every time they appear in this Management’s Discussion and Analysis. '

. regarding fair value measurements. In addition, a new

accounting update was issued in the third quarter of
2010" addressing the disclosures for financing recei-
vables, as defined, and the related allowance for credit
losses ‘at disaggregated levels; this update is mostly

. effective at year-end with some provisions to be appli-
- cable in 2011.

OVERVIEW
Ecovomrc ENviRONMENT: Tn light of the global fi-

nancial and economic situation and its impact on bor-

rowing member countries, during 2008 and specially in
2009 demand for Bank lending increased affecting the
Bank lending capacity in the near term. In 2010, Bank
lending has ‘ decreased compared to.2008 and 2009
record levels but is still higher than those in:2007. To
address the short-term lending constraint, in 2009 the
Bank took certain measures including: (i) the elimina-
tion of a policy-based lending constraint, instead rely-
ing on the Bank’s existing borrowing limits, and (ii) the
acceptanice of an offer by Canada to increase its calla-

. ble capital, on a temporary basis; by $4 billion. In addi-

tion, to. ensure. that the Bank has adequate capital to

- meet-its: long term objectives, the Board of Governors

at its' Annual Meeting in Cancun in March 2010 agreed,
subject to the completion of all requirements under the
respective domestic laws, to pursue a capital increase
for the Bank in the amount of $70 billion that would be

“subscribed to by Bank members over a five-year pe-

riod, starting in 2011. Of this amount, $1.7 billion
would be in the form of paid-in capital and the re-
mainder would represent callable capital. Effective July
21, 2010, the Board of Governors agreed to vote on'a
Proposed Resolution that would provide for an increase
of the Bank’s Ordinary Capital resources in the above-
mentioned amount. Additionally, the Board of Gover-
nors approved the transfer of $72 million of Ordinary

~ Capital income to the IDB Grant Facility and agreed, in
* principle and subject to annual approvals by the Board

of Governors, to provide $200 million annually in
transfers of Ordinary Capital income, beginning in
2011 and through 2020, to the IDB Grant Facility (See
Other Developments During the Quarter section for:
further details).

Despite of the global financial crisis and the current
economic situation, the capital adequacy position of the
Bank remains strong, as indicated by the equity-to-
loans ratio® (See Table 1). In addition, the liquidity le-
vels are robust and in line with Bank policy.

2 The equity-to-loans ratio is “Equity” (defined as"the sum of Paid-in capital
stock, Retained earnings and the allowances for loan and guarantee losses,
minus borrowing countries’ local currency cash balances, net receivable from
members (but not net payable to members), and cumulative Net fair value
adjustments on non-trading portfolios) to outstanding loans and net guaran-
tee exposure.
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During the nine months ended: September-30; 2010, the
trading investments portfolio - experienced -net - mark-to-

market gains of $347 million, compared: to. $284 million -

experienced during the nine ‘months ended: September 30,
2009. The- trading investments: portfolio’s net ‘interest
income, which excludes realized and unrealized investment
gains and losses, added i income of $45 million during the

first nine months of the year compared to $55 million dur- :

ing the same penod in 2009.

FIVANCIAL OVERVIEW: Durmg the. first nine. months of
2010, the Bank approved 81 loans totaling $5.9 billion
compared to 66 loans that totaled $9.6: billion during the
same period in 2009. In addition, the Bank issued bonds for
a total face amount of $12.7 billion (2009 — $13.7 billion)
that generated proceeds of $11,5 billion' (2009 — $13.0 bil-
lion), representing decreases of $1.0.billion and $1.5 bil-
lion, respectively. The average life of new issues was 5.4
years (2009 - 4.9 ycars)

During the nine months ended September 30 :2010, there .

were three approved: non-trade-related guarantees without
sovereign counter-guarantee for $58 million (2009 — $0
million). In addition, the Bank-issued 84 trade-related guar-
antees for a total of $129 million (2009 — 92 guarantees
issued for a total of $149 million).

For the second:semester of 2010, the Board of Executive
Directors maintained the lending spread at 0.95%, the cre-

dit commission at 0.25%, and no supervision and inspec- -

tion fee.

Operating Income during the first nine months of 2010 was
$976 million, compared to $853 million for the same period

last year, an increase of $123-million. This increase was -

mainly due to higher net interest income of $115 million,
substantially resulting from an .increase.in net mterest in-
come from loans, and higher net investment gains of $58
million, partially offset by an increase in net non-mterest
expense of $36 million.

With the election-of the fair value option for.a substan-
tial number of the borrowings in 2008, the changes in
fair value of the borrowing swaps are significantly off-
set by the changes in fair value of the associated bor-
rowings. However, income volatility ' still results from
changes in the Bank’s credit spreads ‘and swap basis
spreads, which affect the valuation of borrowings and
swaps, respectively, and the changes in:fair value of
lending:swaps, which are not offset by corresponding
changes in fair value of loans, as all the Bank’s loans
are recorded at amortized cost. Net fair value adjust-
ments on non-trading portfolios for the nine months
ended  September 30, 2010 amounted to a loss of
$1,472 million, compared to aloss of $852 million for

- the same period last year. Fair value losses on lending

swaps. of $1,366 million and losses associated with a
slight tightening of the Bank’s credit spreads on the
borrowing portfolio (approximately $149 million) were
partially compensated by changes in swap basis spreads
(approximately $37 million). (See Note H to the Con-
densed Quarterly Financial Statements for fusther dis-
cussion on changes-in fair value on non-trading portfo-
lios).

-During the nine months. period ended September 30,

2010, there were net currency translation losses of $14
million on the Bank’s net assets, mostly due to a net
depreciation.of the euro against the United States dollar
during the year, partially offset by an appreciation of
the Japanese yen, compared to net currency translation

- losses of $43 million for the same.period in 2009.

As part of the Bank’s general increase in resources cur-
rently underway, effective July 21, 2010, the Board of
Governors approved, for the first time, the transfer of
$72 million of Ordinary -Capital income to the IDB
Grant Facility to provide grants to Haiti.

The equity-to-loans ratio at September 30, 2010 was
35.2% compared to 34.2% at the end of last year.
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Box 1: Selected Financial Data

(Amounts exlressedin mlllions of United Slates dollars)
Nine months ended Year ended
September 30, December 31,
2010 2009 2009
Lending 'Sinnmary : p
Loans and guarantees approwed(lm) $ 5982 $ 9601 . $15278
Undisbursed portion of approved loans 22,869 20,946 21,555
Gross loan disbursements 4,004 6,476 11,424
Net loan disbursements 827 3456 . 6,882
Income Statement Data
Operating income $ 97 $ 853 8 1,294
Net fair value adjustments on non-trading portfolios ® (1,472) (852) (500)
Board of Govemors approved transfers (72) - -
Net income (loss) (568) 1 794
Returns and Costs, after swaps
Retumn on average loans outstanding 3.15% 3.86% 3.75%
Retum on average liquid investments 3.44% 3.82% 4.29%
Average cost of borrowings outstanding during the period 0.98% 2.01% 1.78%
September 30, December 31,
2010 2009 2009
Balance Sheet Data :

" Cash and investments-net ”, after swaps $ 21275 $ 20,295 $ 20,204
Loans outstanding © 59,024 54,660 58,049
Borrowings outstanding (7),~aﬁeI" swaps 59,024 54,889 57,697
Total equity 20,092 19,404 20,674

8] (L] 0,
Equity -to-Loans ~ Ratio 35.2% 34.7% 34.2%
@ Excludes guarantees issued under the Trade Facilitation Program. '
@ As of December 31, 2009, includes $800 million of loan approvals cancelled during the year.
® Previously known as Net unrealized gains and losses on non-trading derivatives and borrowings measured at fair value.
@ Geometmally finked tnm—weiglted returns.
® Net of Receivable/Payable for investment securities sold/purchased and Payable for cash collateral received.
® Excludes lending swaps in a net liability position of $1,357 million.
™ Net of premiunydiscount.
® Paid in eapntal stock, retained ea.rmng and the allowances for loan and guarantee losses, minus borrowing countries' local
currency, cash balmm, net teclvable from members (but not net payable to members) and the cumulative effect of net fair
value adjustments on non—tradmgponfohos
@ Includes loans outstanding and net guarantee exposure.

CAPITAL ADEQUACY

During the first quarter of 2010, the Bank adopted a new
capital adequacy framework that consists of a revised
policy on capital adequacy and new systems that support
the determination of capital requirements for credit and
market risk in both its lending and treasury operations. In

addition, the policy includes capital requirements for
operational risk.

The new policy allows the Bank to.measure the inherent
risk in its loan portfolio due to the credit quality of its
borrowers and the concentration of its loans, and to make
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flexible adjustments to changing market conditions. As.
such, specific risk limits in terms of capital requirements
for investments and derivatives are included = that will

enable Management to design more efficient funding and
investment strategies following the risk tolerance estab-
lished by the Board of Executive Directors.

Table 1: BQUITY TO LOANS RATIO
(Amounts expressedin millions of United States dollars) -

Equity

Paid-in capital ST0CK.........cciveei vt e

Retained eamings:
w)

GENETAITESEIVE . it ciiairitrenresirnenionesareernnsee s seasesons

W)

Special TeSeIVe ~ o..oeiiiiiiie e e

Plus:

Allowances for loan and guarantee 10SS€8......ccovvuriucrnerneenn

Minus:

Borrowing countries' local currency cash balances...............
Cumulative net fair value adjustments on non-trading

portfolios...........cue..

Equity used in Equity to Loans Ratio..............ccocoveiiiiiiinnnn.
Loans outstanding and net guarantee exposure..... ...
Equity to Loans Ratio. ......c...ccoevviinviiniiiiiiinviiinn,

oy, -.-AA

d other comprehensive i

CONDENSED BALANCE SHEETS

Zoav Por7roLio: 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, the Bank may make loans
and guarantees without a sovereign guarantee. (i) in all
economic sectors, and (ii) directly to private sector or
sub-national entities carrying out projects in borrowing
member countries (Non-sovereign guaranteed opera-
tions). Effective July 21, 2010, the Board of Governors
approved the expansion of the Bank’s Non-sovereign-

guaranteed (NSG) operations’, which, until December -

31, 2012 will be capped to an amount such that risk capi-
tal requirements for such operations do not exceed 20
percent of total equity calculated in the context of the
Bank’s capital adequacy policy®. (See Other Develop-
ments During the Quarter section for further details).

The loan portfolio is the Bank’s principdl earning asset
of which, at September 30, 2010, 95% was sovereign-
guaranteed. At September 30, 2010, the total volume of
outstanding loans was $59.0 billion, compared with
$58.0 billion as of December 31, 2009. The increase in
the loan portfolio was mostly due to a higher level of

3 Up o July 20, 2010, NSG opérations were liinited to 10% of cutstanding loans and
guarantees, not including emergency lending and loans under the Liquidity Program.

4As of June 30; 2010 (the latest informiation available); the risk capital requirements of
NSG operations was $1.1 billion, or 5.4% of total equity, as defined in footnote 8 in
Box 1.

September 30, December 31,
2010 2009

$ 4339 $ 4339
13,187 13,766
2,566 2,569
176 148
138 131
(943) 528
$ 21,073 © . $ 20,163
$ 59,865 $ 58935
35.2% 34.2%

E ] R

loan disbursements ($4.0 billion) than collections ($3.2
billion) and currency translation adjustments ($0.1 bil-
lion).

As of September 30, 2010, 6.4% of the loans and guaran-
tees exposures was non-sovereign-guaranteed compared
to 6.3% at December 31, 2009. The non-sovereign guar-
anteed loan portfolio totaled $3.0 billion, compared to
$2.9 billion as of December 31, 2009.

IVVESTMENT PoRTFOLIO: The Bank’s investment port-
folio is mostly 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 investment levels,
after swaps, increased $1,114 million during the first
nine months of 2010, mainly resulting from net cash in-

flows from borrowings ($1,123 million), net cash inflows

from operating -activities (3678 million) and mark-to-
market gains ($342 million), partially offset by net loan
disbursements ($827 million) and currency translation

“adjustments ($197 million). Higher levels of investment

are expected at this time of the year as traditionally loan
disbursements increase substantially during the last quar-
ter. .

During the first quarter of 2010, a loss of $5 million was

included in earnings as a result of the transfer of a held-

to-maturity security to the trading investments portfolio.
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Borrowive PorrrFoLIO: The portfolio: of borrowings -

is mostly comprised of medium- and long-term debt
raised directly in capital markets. Borrowings outstand-
ing, after swaps, increased $1.3 billion compared with
December 31, 2009, primarily-due-to a larger amount-of
new borrowings than maturities ($1.1 billion), a net in-

crease in the fair value of borrowings and related swaps -

(30.1 billion). and the aceretion of discount on borrow—
- ings (30.2 billion), partially offset by currency translatlon
adjustments ($0.1 bllll()n)

Lpuz7F: Equity at September 30, 2010 was $20,092
million, a decrease of $582 million from December 31,
2009, reflecting a net loss of $568 million and ¢ currency
translatron losses of $14 million. AP

RESULTS OF OPERATIONS

Table 2 shows a breakdown of Operating Income. For
the nine months ended September 30, 2010, Operating
Income was $976 million compared to $853 million for
the same period last year, an increase of $123 million.
This increase was mainly due to higher net interest in-

come and net investment gains, partially offset by an
increase in net non-interest expense.

The Bank ‘had net interest income of $1,052 million dur-
ing the first nine months of 2010, compared to $937 mil-

* lion for the same period last year. The increase of $115

was. substantially due to higher net interest income from
loans. The lending spread on most of the Bank’s loans

i increased from an .average of 0.52% during the first nine

months of 2009 to 0.95% during the same period this
year. The effect of this increase was partially offset by a
reduction in the return on the portion of the portfolio
funded with equity.

The Bank's trading investments portfolio has contributed
net mark-to-market gains of $347 million during the
year, compared to $284 million for the same period in
2009, an increase of $63 million.

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

N B *‘Loan interest income
Investment-interest income

Less: .
Borrowing ewr;aénse§
Net interest income
Other loan income’
Net investment gainé.

Other expenses:

Provision for loan and guarantee losses

Net non-interest expense
Total
Operating Jncome

Nine months ended

September 30,
2010 2009
$ 1,332 $ 1,470

138 242

1,470 1,712

418 - 775

1,052 937

39 43
342 284
28 18
429 303
457 . 411

$ 976 $ 853




Management’s Discussion and Analysis

The average interest-earning ‘asset and interest-bearing

liability portfolios, after swaps,:and the respective finan-
cial returns and costs for the nine months ended Septem-

ber 30, 2010 and 2009:and the year ended December 31,

2009 are shown in Table 3.

Table 3: ASSEI/LIABILITY PORTFOLIOS AND FINANCIAL RE!'URNS/COS']S

(Amounts expressedin millions of United States dollars)

Nine months ended

Nine months ended

Year ended

September 30,2010 September 30,2009 __ December 31,2009 .
Average Return/Cost Awerage - Return/Cost Average Return/Cost
balance % balance % bal %
Loans $ 58,191 .3.07 . $ 52,547 3.75 $53434 3.62
Liquid investments @ 19,415 3.44 18,122 3.82 19,061 429
Total earning assets $ 77,606 3.16 $ 70,669 3.77 $ 72,495 ' 3.80
Bormrowings $57,251 098 $51.911 2.01 $53,372 1.78
L . @
Net interest margin 1.81 1.77 1.77

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

) Represents net interest income as a percent of average earning assets.

COMMITMENTS

GUARANTEES: The Bank makes partial non-trade related
guarantees with or without a sovereign counter-
guarantee. In addition, the Bank provides credit guaran-
tees without sovereign  counter-guarantee for trade-
finance transactions under its Trade Finance Facilitation
Program. During the nine months ended September 30,
2010, there were three approved non-trade-related guar-
antees without sovereign counter-guarantee for $58 mil-
lion (2009 — $0 million). Also, the Bank issued 84 trade-
related guarantees for a total of $129 million (2009 — 92
guarantees issued for a total of $149 million).

CONTRACTUAL OBLIGATIONS: The Bank’s most signif-
icant contractual obligations relate to undisbursed loans
and the repayment of borrowings. At September 30,
2010, undisbursed loans amounted to $22,869 million
and the average maturity of the medium- and long-term
borrowing portfolio, after swaps, was 4.88 years with
contractual matunty dates through 2040

LIQUIDITY MANAGEMENT

During the first nine months of 2010 many market indic-
es and economic indicators continued to show signs of
moderate improvement although turning increasingly
mixed as the year has progressed. Furthermore, as a re-
sult of the still weak economic fundamentals in the
world’s major economies and the ongoing deleveraging
of financial institutions, the recovery in market pricing
for structured securities has lagged other sectors that

5 The maturity structure of medium- and long-term borrowings outstanding at the end
0f 2009 is presented in Appendix I-5 to the December 31, 2009 financial statements.

reached 'pre-cﬁsis (2007) levels at the end of the first
quarter.

. The volatility and limited liquidity in the asset-backed

and mortgage-backed securities markets have continued
to affect the Bank’s ability to mitigate its credit risk by
selling or hedging its exposures. Nevertheless, certain
subsectors have improved, permitting the execution -of
limited sales in the third quarter thereby reducing expo-
sure at higher prices. Valuations on the remaining portfo-
lio continue to be impacted by market factors, such as
rating agency actions, and the prices at which actual
transactions occur. The Bank continues to maximize,
where possible, the use of the market inputs in the valua-
tion of its investments; including external pricing servic-
es, independent dealer prices, and observable market
yield curves.

During the nine months ended September 30, 2010, the
Bank recognized $347 million of mark-to-market gains
in its trading investments portfolio (2009 — $284 mil-
lion). These investment gains substantially relate to the
$3.2 billion asset-backed and mortgage-backed securities
portion of the portfolio. Although liquidity for this por-
tion of the portfolio remains limited and valuations con-
tinue to be highly discounted, as of September 30, 2010,
41.1% is still rated AAA, 82.3% is rated investment
grade, and except for $0.5 million in 2009 and $1.9 mil-
lion in 2010 of principal losses, the portfolio continues to
perform. The exposure for the whole investment portfo-
lio amounted to $21.1 billion at September 30, 2010
($20.0 billion at December 31, 2009). The quality of the
overall portfolio continues to be high, as 86.0% of the

" exposure is rated AAA and AA, 5.7% carry the highest

short-term ratings (A1+), 3.9% is rated A, and 4.4% is
rated below A. Table 4 shows a breakdown of the trading
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investments portfolio at September 30, 2010 and De- investments on securities held at the end of the respective
“cember 31, 2009 by major security ‘class together with periods.
unrealized gains and losses included in” Income. from

Table 4: TRADING lNVl‘STNIl‘J‘ITS PORTFOLIO BY MAJOR SECURITY CLASS
(Expressedin millions of United States dollars):

September 30, 2010 December 31, 2009

. Unrealized Unrealized
o Fair Gains Fair Gains
_ value (Losses) Value (Losses)
Obligations ofthe United States Govemment and .
its corporations:and-agencies s $ 3,046 $ 1 $ 819 $
U.S. government-sponsored enterprises . 1,325 ) @) 540 3
Obligations-of non-U.S. govemments and agencies 5,666 18 6,574 17
Bank obligations ' o . 4,959 29 4,458 57
Corporate securities ’ o - ) - 49 7
Mortgage-backed securities R 2,080 . 145 2,337 184
USS. residential 579 74 574 62
Nonfu.s. residential 1,027 29 1,248 109
U.S. commercial ) . 179 ‘ 40 165 12
Non-U.S. commercial ' 295 2 350 1
* Asset-backed securities .. 1,148 102 1,558 114
Collateralized loan obligations 686 62 1,028 78
Other coliateralized debt obligations- 155 28 135 13)
Other asset-backed securities ] 307 ) 12 395 49
Total trglﬁng investments: $ 18224 $. 230 $ 16&35 $. 382
O Inciudes acerued i of $26 million at September 30, 2010 and $31 million at December 31, 2009, presented in the Condensed Balance

sheet under Accrued interest and other charges.
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. OTHER DEVELOPMENTS DURING THE

QUARTER

CAPITAL INCREASE: Effective. July 21, 2010, the Board
of Governors agreed to vote on a Proposed Resolution
that would provide for an-increase of the: Bank’s Ordi-
nary Capital resources in the amount of $70.0 billion that
would be subscribed to by Bank members over a five-
year period, starting in 2011. Of this amount; $1.7 billion
would be in the form of paid-in capital-and the remainder
would represent callable capital. The Board of Governors
also approved the expansion of the Bank’s NSG. opera-
tions, which, until December 31, 2012 will be capped to
an amount such that risk capital requirements for such
operations do not exceed 20 percent of total equity calcu-
lated in the context of the Bank’s capital adequacy poli-

cy. Effective January 1, 2013, limitations on NSG opera- -

tions different from such 20 percent shall be established
by the Board of Executive Directors, subject to the
Bank’s NSG Strategy and capital adequacy policy. Addi-
tionally, and in an effort to ensure the Bank’s continued
support for Haiti’s reconstruction and development, the
Board of Governors approved the transfer of $72 million
of Ordinary Capital income to the IDB Grant Facility and
agreed, in principle and subject to annual approvals by
the Board of Governors, to provide $200 million annual-
ly in transfers of Ordinary Capital income, beginning in
2011 and through 2020, to the IDB Grant Facility.

The Board of Governors also approved an Income Man-
agement Model (IMM) for the Ordinary Capital of the
Bank. With the approval of the IMM, annual decisions
related to uses of Ordinary Capital income will be driven
by the trade-offs associated with the inter-relations of
various parameters, such as: the level of loan charges;
the annual lending and disbursement programs; the an-
nual budget; and annual income transfers. The IMM pro-
vides the Board of the Executive Directors and Manage-
ment with a methodology to review these parameters in
an integrated fashion.

CONVERSION OF SINGLE CURRENCY FACILITY (SCF)
AND CORRENCY POOLING SYSTEM (CPS) ADIUSTABLE
RATE LoanNs 70 LIBOR-BASED LOANS - SECOND
Execorion: As part of the Bank’s effort to continue
developing flexible, market-based products that enable
borrowers to better manage their debt with the Bank, in
January 2009, the Board of Executive Directors ap-
proved an offer to borrowers to convert on specific dates,
in 2009 and 2010, outstanding and undisbursed loan bal-
ances under the SCF- and CPS-adjustable rate products
to USD LIBOR-based or fixed-rate or any combination
thereof (the Conversion Offer).

As a result of the second execution of the Conversion
Offer, conversion of outstanding loan balances of $5.7
billion were carried out at market rates with an effective
date of August 1, 2010, as follows: $1.4 billion of CPS
converted to USD LIBOR-based rate, $1.3 billion of

" CPS to USD fixed rate, $0.7 billion-of SCF to USD

LIBOR-based rate, and-$2.3 billion of SCF to fixed rate.
Future -disbursements on converted loans will icarry the
same fixed cost basis, which excludes the Bank’s lending
spread, over LIBOR determined at the time of execution
of the conversion.

With the second execution, the Bank completed its Con-
version Offer, which resulted in total loan conversions of
$32 billion as follows: $3.0 billion of CPS to USD
LIBOR-based rate, $6.7 billion of CPS to USD fixed
rate, $1.9 billion of SCF to USD LIBOR-based rate, and
$20.4 billion of SCF to fixed rate.

ASSET AND LIABILITY MANAGEMENT POLICY: On July
28, 2010, the Board of Executive Director approved a
new policy for asset/liability management for the Bank.
Under this new policy, the’ Bank will continue its ap-
proach of aligning its assets and liabilities to minimize
market risk. In addition, the policy provides rules for the
active management of equity duration and for limiting
the accumulation of debt redemptions within any 12-
month period.

MANAGCEMENT CHANGES: On July 6, 2010, the Board of
Governors re-elected Mr. Luis Alberto Moreno as Presi-
dent of the Bank for an additional five year term begin-
ning on October 1, 2010. Mr. Moreno was first elected
by the Board of Governors on July 27, 2005 for a five-

- year term beginning on October 1, 2005.

On July 1, 2010, Mr. Daniel M. Zelikow resigned as Ex-
ecutive Vice President of the Bank. Ms. Julie T. Katz-
man, General Manager of the Office of the Multilateral
Investment Fund, has been appointed to serve as Execu-
tive Vice President, a.i.

Effective September 1, 2010, Mr. Gerald S. Johnson was
appointed as General Manager, Country Department
Caribbean Group.

FINANCIAE REFORM - THE DODD-FRANK WALL STREET
REFORM AND CONSUMER PROTECTION ACT:On July 21,
2010, the President of the United States of America
signed into law the Dodd-Frank Wall Street Reform and
Consumer Protection Act. The Bank is currently assess-
ing the impact of this financial regulatory reform on its
operations.

PATIENT PROTECTION AND AFFORDABLE CARE ACT
(THE PPACA) AND THE HEALTH CARE AND
LEDUCATION RECONCH IATION ACT OF 2010 (HCERA):
In March 2010, the President of the United States of
America signed into law the PPACA and the HCERA.
The new legislation seeks to. reform the U.S. health care
system and its various provisions will be regulated and
become effective over the following several years. The
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Bank is currently evaluating the impact.of this new legis-
lation, including the impact on its Postretirement Bene-
fits Plan. :

RECENT DEVELOPMENTS

MANAGCEMENT CHANGES: Effective November 1, 2010,
Mr. Jaime Sujoy, the Bank’s Representative in Chile,
was appointed to serve as Vice President for Finance and
Administration of the Bank, succeeding Mr. Manuel Ra-
poport, who retired from the Bank.

11
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ORDINARY CAPITAL ‘
INTER-AMERICAN DEVELOPMENT BANK

CONDENSED BALANCE SHEET

(Expressed in millions of United States dollars)

Wl

ASSETS '
Cash and investments
Investnents Note C
Trading...

Held-to-rmtunty
Loans outstanding - Note D........occcveessseerceess crerecsrsseenes

Allowance for loan losses..

Accrued interest and other charges............ eosesoee cesssssnns cocases
Receivable from members .ceceeesesescrssssossescnsscscosssasossanccscsn

5 Currency and interest rate swaps - Notes F, GandM
Loans

Other assetS..iieececcsccctccrcconssecses O S R PP

LIABILITIES AND EQUITY
Liabilities
Borrowings - Notes E, Gand M

Shortiterm....
Medium-and long-bexm )
Measured at fair value..
Measured at amortized cost

Currency and-interest rate swaps - Notes F Gand M
Investments - Ttadmg
Loans..
Borrowmgs
Payable for mvestrmnt secuntles purchased
Amounts payable to maintain value
of currency holdings............
. Accrued interest on borrowings.. ...
Due to IDB Grant Faclhty - Note I

"Other Liabilities . . SO S URURRNN
Total liabilities ..... vessaseess eiscnese seessoscnnsnasacnss ceressarsnens

Equity
Capital stock - Note J
Subscribed 8,702,335 shares..
Less-callable portion. .
Paid-in capntal stock

Retained eammgs RN
Accunulated other conprehensxve income..

Total liabilities and equity...... cessssissecs cenvessces cossacesens

September 30, December 31,
2010 2009
(Unaudited)
$ 200 $ 242
18,198 16,304
- 3,118 $21,516 3810  $ 20356
59,024 58,049
(141) 58,883 (116) 57,933
1,028 895
377 401
10 248 ‘
6,274 6,284 3,647 3,895
560 526
$ 88,648 $ 84,006
$ 144 $ 1,908
54,464 k . 45,493
10,033 $64,641 12,906 $ 60,307
40 11
1,367 - 171
657 2,064 1,037 1,219
200 140
562 556
. 563 622
72 -
454 488
68,556 63,332
104,980 104,980 -
(100,641) (100,641)
4,339 4339 .
14,873 15,441
880 20,092 8%4 20,674
$ 88,648 $ 84,006
3 E ——— — 1

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

CONDENSED STATEMENT OF INCOME AND RETAINED EARNINGS

(Expressed in millions of United States dollars)

Nine months ended

Three months ended
September 30, September 30,
2010 2009 2010 2009
(Unaudited) (Unaudited)
Income
Loans, after swaps - Notes Dand F........cc.cc..veeevnvnneievneennnenn, $ 460 $ 495 $ 1371, $ 1,513
Investments - Note C '
IOEETESE. . oo cvnerncecee e ceece e e e ee e e sr e e fern st en s e v s e e e srans 45 66 138 242
Net BAINS.....oo.vvieeerrecesee e ees e arsers e e nr e 85 325 ‘342 284
Other.............. ‘5 5 19 15
TOLAl MICOME. ... c.eeveernenieseererenreenesnssseenesnensesessensrssesnens 595 891 1,870 2,054
Expenses

Borrowing expenses, after swaps - Notes E,Fand G.................. 150 208 418 775

Provision (credit) for loan and guarantee losses - Note D........... ao0) 10 28" ‘18

Administrative expenses.. e 141 131 400 358

SPECIAl PIOTAINS ... ceeeo e evaee e e i ere e er s eeaneier o eveaae 24 20 48 50

Totalexpenses...................................................'............. - 305 369 894 1,201
Income before Net fair value adjustments on non-trading -
porffolios and Board of Governors approved transfers............... 290 522 976 853
Net fair value adjustments on non-trading portfolios - Notes E,

F,GandH......... cerecarerssesserarnsensrese ceesereeseseserassasanes I (694) (710) 1,472) (852)
Board of Governors approved transfers - Note L...........ccc.eu....... (72) - 72) -
Net income (loss). 476) (188) (568) 1
Retained earnings, begmnmg of penod. ..... veeserernesacionn censesenne 12,683 14,836 12,378 14,647
Retained earnings, end of penod. .......................................... $12,207 $ 14,648 $12,207 $ 14,648
CONDENSED STATEMENT OF COMPREHENSIVE INCOME

(Expressed in millions of United States dollars)
Three months ended Nine months ended
September 30, September 30,
2010 2009 2010 2009
(Unaudited) (Unaudited)

_Netincome (I08S)......cccemeircesorvotactaccecesreccnesnescecsonnasacccnnnes

Other ¢comprehensive income (loss)
Translation adjustments...
Reclassification to income - cash ﬂow hedges....... reree e

Total other comprehensive income (I088)....c.vecvreenrncennnnnn.
% o -

Comprehensive income (I0S5)....cccceeeersessrerisarersrassorerssssrssnnes

$ @76) $ (188)

$ (568) $ 1

41 9% a4 @)
. 1 - 2
41 o1 a4) @1)
S5 3 O s 8 S0

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

'CONDENSED STATEMENT OF CASH FLOWS

(Expressed in millions of United States dallqrs)

Cash ﬂows from lending and mvestmg actmtles
Lending:
Loan disbursements (net of partlclpatlons)
Loan collections (net of participations)...
Net cash used in lending activities..
Gross purchases of held-toqmtunty mvesttmnts

Gross proceeds from maturities of held-to-rmtunty mvestments..,

Miscellaneous assets and hablhtles

Net cash used in lending and mvestmg acttyities Cieveiussesensasgan

 Cash ﬂows from ﬁnancmg actmtles _

Medmm- and long-termbon'owmgs
Proceeds fromisSuance. ;.i..cviveeeeervivenss
Repayments... Rt

Short-tennborrowmgs net

Cash collateral received... oy

Collections of receivable from rmmbers

Net cash provided by financing activities..

Cash flows from operating activities
Gross purchases of trading investments.. - win
Gross proceeds from sale or maturity of tradmg mvestments
Loan income collections, after swaps.. .
Interest and other costs of borrowmgs aﬁer swaps..
Income from i investments..
Other incone..

Admmlstratxveexpenses

Speclal progranrs

”

Net cash uscd in operatmg ACHVILES .....ovvivverrcere i

,,;m'ec,t ofgx_clmnge rate fluctuations on cash.:.., vt enr e

- Net (decrease)increaseincash...............cccooviiiin i,

Cash, beginning of year.................cc.oc.uu i
Cash, end of period...............coeeovuireveennss

Nine months ended
September 30,
2010 2009
(Unaudited)
$ (4,004) (6,476)

3,177 3,020
827) (3,456)

(4,066) 2927
4,682 2,958
_95) (18)
(306) (3,443)
11,352 12,964
(8,465) 4,735)
(1,764) 2215
- 602
30 4
1,153 6,620

- (23,903) (24,884)
22,337 21,610
1,292 1,575
306) (834)
125 228
19 15
@416) (288)
36) (25)

~ (888) (2,603)
) 2
@2) 576
242 301
$ 200 877

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

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

NOTE A - FINANCIAL INFORMATION

The primary activities of the -Inter-American Develop-
ment Bank (the Bank) are conducted through the Ordi-
nary Capital, which is supplemented by the Fund for
Special Operations (FSO), 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, 2009 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 (GAAP). The results of operations for
the first nine months of the current year are not necessar-
ily indicative of the results that may be expected for the
full year.

NOTE B - NEW ACCOUNTING
PRONOUNCEMENTS

In September, 2010, the FASB issued the Accounting
Standard Update (ASU) No. 2010-20 “Disclosures about
the Credit Quality of Financing Receivables and the Al-
lowance -for Credit Losses”. This update improves the
disclosure requirements related to Receivables and out-
lines specific disclosures required for the allowance for
credit losses and all financing receivables. A significant
change from the current disclosure requirements will be
to provide information for both the financing receivables
and the related allowance for credit losses at disaggre-
gated levels.

The new guidance requlres an entity to provide disaggre-
gated disclosures such as: a roll forward schedule of the
allowance for credit losses and the related ending bal-
ance of the financing receivables; the credit quality of the
financing receivables portfolio; the aging of past due
financing receivables; the nature and extent of troubled
debt restructurings that occurred and their impact on the
allowance for credit losses, ‘the nonaccrual status of fi-
nancing receivables; and the nnpalred financing recei-
vables, among others.

The new disclosures: of :information -as of the end of a
reporting period will become effective for interim and
annual reporting periods ending after December 15,
2010. Specific items regarding activity that .occurred
before the issuance of the ASU, will be required for pe-

riods beginning after December 15, 2010. Since this
standard only adds disclosures to interim and annual fi-
nancial statements, its provisions will not have an impact
on the Bank’s financial position and results of opera-
tions.

In January 2010, the FASB issued ASU No. 2010-06
“Improving Disclosures about Fair Value Measure-
ments”. This update improves the disclosure require-
ments related to Fair Value Measurements and Disclo-
sures. ASU No. 2010-06 requires separate disclosure of
transfers in and out of Levels 1 and 2 and a description
of the reasons for these transfers. It also requires disclo-
sures on a gross basis of purchases, sales, issuances, and
settlements in the reconciliation for fair value measure-
ments using significant unobservable inputs (Level 3). In
addition, ASU No. 2010-06 clarifies the requirement to
provide - fair value measurement disclosures for each
class rather than major categories of assets and liabilities.
This update also clarifies the requirement to disclose the
valuation techniques and significant inputs used to meas-
ure fair value for both recurring and nonrecurring fair
value measurements classified as either Level 2 or Level
3. The new disclosures and clarifications of existing dis-
closures were effective for the Bank for interim and an-
nual reporting periods beginning in 2010, except for the
disclosures about purchases, sales, issuances, and settle-
ments in the reconciliation of activity in Level 3 fair val- .
ue measurements, which are effective for penods begm-
ning in 2011. The applicable new disclosure require-
ments have been incorporated in Note G — “Fair Value
Measurements” to the condensed quarterly financial
statements.

NOTE C - INVESTMENTS

As part of its overall pertfolio management strategy, the
Bank invests in government, agency, corporate, and bank
obligations, asset-backed and mortgage-backed securi-
ties, and related financial derivative instruments, primari-
ly currency and interest rate swaps.

For government and agency obligations,. mcludmg secur-
ities issued by an instrumentality of a government or any
other officiat entity, the Bank’s policy is to invest in ob-
ligations issued or unconditionally guaranteed by gov-
emments of certain countries with a minimum credit
quality equivalent to a AA- rating (agency asset-backed
and mortgage-backed securities require a credit quality
equivalent to a AAA rating) Obligations issued by mul-
tilateral organizations require a credit quality equlvalent
to a AAA rating. In addition, the*Bank invests in bank
obligations issued or guaranteed by an entity with a se-
nior debt securities rating of at least A+, and in corporate

- entities - with -2 minimum credit quality -equivalent to a

AA- rating (asset-backed, and mortgage-backed securi-
ties require a credit quality equivalent to a AAA rating).
The Bank also invests in short-term securities of the eli-
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gible investment asset classes mehtioned above, provided
that they carry only the highest shon-term credit ratmgs

Net unrealized gains of $230 million on tradmg portfoho
instruments held at September 30, 2010 compared to
$166 million at September 30, 2009, were included in
Income from investments. Unrealized gains and losses

recognized are substantially related to the asset-backed

and mortgage-backed securities portion of the trading
investments portfolio, which at September 30, 2010
amounted to $3.2 bxlhon ($3.8 billion at September 30
2009).

In 2009, the investment portfolio stérted to recover from
the financial markets crisis that started in 2007, as finan-
cial market conditions improved. During 2010, the effect

of the crisis, characterized by limited liquidity and high

volatility in the markets, has improved hence allowing
limited sales of mortgage-backed securities at higher
prices thereby further reducing exposures to the sector.

Nevertheless, the Bank’s ability to mitigate its credit risk
by selling or hedging its exposures, especially in many

- structured finance sectors, is still limited. While valua-

tions continue to be impacted by market factors such as
rating agency actions and the prices at which actual
transactions occur, the recovery that started in 2009 has
continued in 2010, as the Bank recognized additional net
mark-to-market gains from -its trading portfolio. The
Bank continues to maximize, where possible, the use of
market inputs in the valuation of its trading investments,
including external pricing services, independent dealer
prices, and observable market yield curves.

~ A summary of the trading investments portfolio at Sep-

tember 30, 2010 and December 31, 2009 is shown in
Note G — “Fair Value Measurements”. In addition, a
summary of the: held-to-maturity portfolio and the portfo-
lio’s maturity structure at September 30, 2010 and De-
cember 31, 2009 are shown below (in milfions):

HELD-TO-MATURITY

September 30, 2010 December 31, 2009
Net Gross Net Gross Gross
carrying unrealized unrealized carrying unrealized. = unrealized
Investment Category /Years of Maturity amount ¢ gains Fair value @ amount @ gains losses Fair value
Obligations of non-U.S. governments
and agencies. oo ivievivaeeaia -8 2,675 $. 74 $ - 8§ 2749 $ 3521 §$ 76 S 6 $ 3591
2010...... NN . 585 - - 585 1,369 6 - 1,375
2011102014, ... ... iuiin.... 2,090 74 - 2,164 2,152 70 6 2,216
Bank obligations 360 - - 360 167 1 - 168
2010, ... it 335 - - 335 143 - - 143
2011602004 ... .oouvnin.. .. 25 - - 25 24 1 - 25
Asset-backed Securities.. . rrrrrnrrsnrenns 83 - - 83 122 2 - 124
2000, .. e 48 - - 48 88 1 - 89
2011102014, ... ..iiiiiiiiin, 35 - - 35 33 1 35
Total $ 3,118 $ 74 $ = $ 3192 -§ 3810 § 79 8 6 $ 3,883
2010, i 968 - - 968 - 1,600 7 - 1,607
201102014, ...ouuneannn.. .. 2,150 74 - 2,224 2210 72 6 2,276

® Excludes accrued interest.

As of September 30, 2010 and December 31, 2009, the
Bank does not have any investment that is other-than-
temporarily impaired in its  held-to-maturity investments
portfolio. Held-to-maturity investments with continuous

unrealized losses, that are not:deemed to be other-than-
temporarily-impaired as of September 30, 2010 and De-
cember 31, 2009, are summarized below (in millions):
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. September 30, 2010
. ‘Less than 12 Months - . 12 Months or Greater Total
Category of Fair _Unrealized Fair Unrealized Fair Unrealized
: Investments Value Losses © Value Losses " Value Losses
Obligations of non-U.S. govemments : E
and ageNCieS.....ceveeureneniinieiea e eiennie $ 383 - $ - 8 - $ - 383 $ -
Bank obligations.........c.coveesvicesivnieniernnenns 272 - - - 272 -
TOAL ceeeeeceeicsiiaeerinesisesiverevenenseaes. 3 655 - $. - $ - $ 655 $ -
® Unrealized losses are less than $0.5 million.
December 31, 2009
-~ Less than 2 Months 12 Months or Greater Total
Category of Fair Unrealized Fair Unrealized Fair Unrealized
Investments Value Losses Value Losses Value - Losses
Obligations of non-U.S. govemments .
and AGeNCIeS........iveivuineeniie e rees e reeens $ 552 $ 3 $ 51 $ 3 $ 603 $ 6
Bank obligations........c...ccccevvenininiiieininee 111 - - - 111 -
Total..coveu i ies ittt et e $ 663 $ 3 $ 51 $ 3 $ 714§ 6

The Bank only invests in high credit quality instruments.
At September 30, 2010, 65% of the Held-to-maturity.
investments are rated AAA, 33% are rated AA, 1% are
rated A and 1% are rated below A.

During the first quarter of 2010, the Bank transferred a
security with a carrying value of $52 million from the
held-to-maturity portfolio to the trading investments
portfolio due to the further deterioration of the issuer’s
credit worthiness. A loss of $5 million was included in
earnings as a result of such transfer.

NOTE D - LOANS AND GUARANTEES

Lo4V CrARGES: For the second semester of 2010, the

. Board of Executive Directors- maintained the lending
spread at 0.95%, the credit commission at 0.25%, and no
supervision and inspection fee. These charges currently
apply to Single Currency Facility and Local Currency
Facility loans, and most Currency Pooling System and
U.S. Dollar Window loans, comprising approximately
93% of the loan portfolio, and are subject to periodic
review and approval by the Board of Executive Direc-
tors.

LHPAIRED LOANS AND ALLOWANCE FOR LOAN LOSSES:
The Bank has non-sovereign guaranteed loans with out-
standing balances of $138 million classified as impaired
at September 30, 2010. All impaired loans have specific
allowances for loan losses amounting to $56 million.

The following table provides financial information re-
lated to impaired loans as of September 30, 2010 and
December 31, 2009 (in millions):

2010 2009
Recorded investment
atend of period........ceoeevvevevecenene. $ 138 $ 110
Average recorded investment .
during period......co.ooviiriiiiiiennninii 125 300

In addition, a summary of financial information related
to impaired loans affecting the results of operations for
the three and nine months ended September 30, 2010 and
2009 is as follow (in millions):

Three months ended

September 30,
2010 2009
Loan income recognized................... $ 1 3 3
Loan income that would have been
recognized on an accrual basis
during the period....................i.. 2 3
Nine months ended
September 30, -
2010 2009
Loan income recognized................... $ 3 $ 9
Loan income that would have been
recognized on an accrual basis ,
during the period..........c.oo.co 5 9

The changes in the allowance for loan and guarantee
losses for the nine months ended September 30, 2010
and the year ended December 31, 2009 were as follows
(in millions):
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2010 2009

Balance, beginning of year:.......... ... $: 148 $ 169
Provision (credit) for loan and S

guarantee loSSes......coveerueniivanne. 28 i)
Balance, end of period........c.oveveveeen. . 3. 176 . § 148
Composed of ‘
Allowance for loan losses................. " $ ‘141~ '$'.116

" Allowance for Ig\ia'rantee tosses...... ' 35 L 3
Total $ 176 " $ 148

(D -The allowance for gxarantee losses is mcluded in Other liabilities in
the Condensed Balanoe Sheet.

G’I/JJAMEES: As of September 30 2010 the Bank had
approved, net of cancellations and matuntles, non-trade
related guarantees w1thout sovereign counter-guarantees
of $1,377 million (2009 - $1,404 nnlhon) In addition,
the Bank has approved a guarantee, with soverelgn coun-
ter-guarantee of $60 million. During the nine months
ended ‘September 30, 2010, there were three approved

_.non-trade-related guarantees. without sovereign counter-

guarantee for $58 million (2009 — $0 mllhon)

Under its non-soverelgn-guaranteed Trade Finance Faci-
litation: Program (TFFP), in-addition to direct loans, the
Bank provides credit guarantees.on short-term trade re-
lated transactions. The TFFP authorizes lines of credit in
support of approved issuing banks and non-bank finan-
cial institutions, with an aggregate program limit of up to
$1 billion outstanding at any time. During. the first nine
months of the year, the Bank issued 84 guarantees for a

. total of $129. million under this program (2009 — 92
guarantees for a total of $149 million). ...

" At September 30, 2010, guarantees of $936 million

($988 million at December 31, 2009), including $100
million issued under the TFFP ($97 million at December
31, 2009), 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 $47 million ($50
million at December 31, 2009) of guarantees outstanding
has been re-insured to reduce the Bank’s exposure. Out-
standing guarantees have remaining maturities ranging
from 1 to 15 years, except for trade related. guarantees
that have maturities of up to three years. No guarantees
provided by the Bank have ever been called.

At September 30, 2010, the Bank’s exposure on guaran-

- tees without sovereign counter-guarantee, net of reinsur-

ance, amounted to $788 million and was classnﬁed as.
follows (in millions):

lnternal Credit Rlsk Classification Amount

Excellent $ 109
Very Strong 60
Strong 41
Satisfactory 25
Fair 429
Weak 115
Possible loss 9

Total $ 788

NOTE E - FAIR VALUE OPTION

- In-2008, Management approved the election of the fair
- ‘value option under GAAP for most of its medium- and

lIong-term debt (mostly borrowings funding floating rate
assets) to reduce the income volatility resulting from

~ previously accounting for borrowings at amortized cost

and marking to market the related borrowing swaps, with
changes 'in fair value recognized in income. The Bank
did not elect the fair value option for other borrowings
that are within the same balance sheet category because
they do: not contribute to a’ mitigation of, or do not pro-
duce, income volatility.

The changes in-fair value for borrowings elected under
the fair value option have been recorded in the Con-
densed Statement of Income and Retained Earnings for
the three and nine months ended September 30, 2010 and
2009, as follows (in millions):

' Three months ended

September 30,
2010 2009
Borrowing expenses, after swaps.......'...../v $ (528) $ @45
Net fair value adjustments on :
non-trading portfolios...........coceennenn. 2430 1,561
Total changes in fair value
included in Net income (1088).....o.ovve... 3 _(2958) $ (2,015
Nine months ended
September: 30,
2010 2009
Borrowing expenses, after swaps............. $ (1536) .$ (1279
Net fair value adjustments on ’ o
non-trading portfolios...........cocveevmeee (3,084) ~(2,008)
Total changes in fair value ’ ’
inchided in Net‘income (loss).......c....... -8 (4620) '$ (3287)

The difference between the fair value amount and the
unpaid principal outstanding of borrowings measured at
fair vahie as of September 30, 2010 and December 31,
2009, was as follows (in millions):
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" ‘September 30, " December 31, -

2010 2009
R $ 54963 " $ ass98 ¥
Unpaid principal outstanding.................. 51,680 44,813
Fair value over unpaid principal
ding..... $ 3283 $ 1,085

M Includes accrued interest of $499 million at September 30, 2010 and $405 million
at December 31, 2009.

NOTE F — DERIVATIVES

RISKE.  MANAGEMENT SIRATEGY AND USE  OF
DERIVATIVES: The Bank’s financial risk management
strategy is designed to- strengthen the Bank’s ability to
fulfill its purpose. This strategy consists primarily of
designing, implementing, updating, and monitoring the
Bank’s -interrelated set of financial policies and guide-
lines, and utilizing appropriate financial instruments and
-organizational structures. The Bank faces risks:that result
. from market movements, primarily changes in interest
and exchange rates that are mitigated through its inte-
grated asset and hability management framework. The
objective of the asset and liability management frame-

-~ work is to align the currency composition, maturity pro-

file and interest rate sensitivity .characteristics of the as-
.- sets and liabilities for each liquidity and lending product

portfolio in accordance with the particular requirements
for that product and within prescribed risk parameters.
When necessary, the Bank employs derivatives to
achieve this alignment. These instruments, mostly cur-
rency and interest rate swaps, are used primarily for eco-
nomic hedging purposes.

A significant number of the current borrowing operations
include swaps to economically hedge a specific underly-
ing' liability, producing the funding required (i.e., the
appropriate currency and interest rate type). The Bank
also. uses lending swaps to economically hedge fixed-
rate, fixed-base cost rate and local currency loans, and

Condensed Balance Sheet

investment swaps that hedge a particular underlying in-
vestment security and produce the appropriate:vehicle in
which to invest existing cash. '

ACCOUNTING  FOR DERIVATIVES: Al derivatives are
recognized in the Condensed Balance Sheet at their fair
value and are classified as either assets or habilities, de-
pending on the nature: (debit or credit) of their net fair

“value amount.

Changes in the fair value of investment derivatives and
the related interest component are recorded in Income
from investments. The interest component of the changes
in fair value of lending and borrowing derivatives is rec-
orded in Income from ‘loans and Berrowing expenses, .
respectively, over the life of the derivative ¢ontract. The
remaining  changes in fair value of these instruments are
recorded in Net fair value adjustments on non-trading
portfolios (before 2010, Net unrealized gains (losses) on
non-trading derivatives and borrowings measured at fair
value) in the Condensed Statement of Income and' Re-
tained Earnings.

The Bank occasionally issues debt securities that contain
embedded derivatives; these securities are allocated to
fund floating rate assets and are carried at fair value.

FIVANCIAL STATEMENTS PRESENTATION: All derivative

instruments are reported at fair value. The Bank’s deriv-
ative instruments as of September 30, 2010 and Decem-
ber 31, 2009, and their related gains and losses for the
three and nine months ended September 30, 2010 and
2009, are presented in the Condensed Balance Sheet, the
Condensed Statement of Income and Retained Earnings
and the Condensed Statement of Comprehensive Income
as follows (in millions):

Derivatives not Designated September 30,2010 December 31,2009
as Hedging Instruments Balance Sheét Location Asset Liability Assets _Liabilities
Currency Swaps Currency and interest rate swaps )
Investments - Trading $ - 3 2 $ - $ 3
Loans : 10 213 51 106
Borrowings 4,285 560 2810 848
Accrued interest and other charges 236 @) 142 (65)
Interest Rate Swaps Currency and interest rate swaps -
Investments - Trading - 38 : - 8
Loans - 1,154 197 © 65
Borrowings 1,989 97 837 189
Accrued interest and other charges 192 87 117 (11)
$ 6712 $ 2107 $ 4,154 $ 1,143

® Bafances are reported gross, prior to counterparty netting in accordance with existing master netting derivative agreements.
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Condensed Statement of Income and Retained Earnings and Condensed Statement of Comprehensive Income

Derivatives not Designated Three months ended September 30 Nine months ended September 30,
as Hedging Instruments Location of Gain or (Less) from Derivatives -~ 2010 2009 2010 2009
Currency Swaps ’ ‘ . -
Investments - Trading . Income from mvestments:
- Interest < e $ - $ m $ @ $ @
Loans - Income from loans, afler swaps . 16 - (¢)] . (52) 2D
Net ﬁ;irvalue “‘," t on non-tr di g )
portfolios 92) (] (129) ’ (£3)]
Bormrowings Borrowing expenses, after swaps 282 252 853 628
. Net fair value adjustments on non-trading
. pc_grtﬁ:lios . ) 1,843 1,083 . 1,693 1,943
- Other comprehensive income-Translation 0 :
. adjustments . 24 2 22 25
Interest Rate Swaps S : v
B mvestnlcn!s - Trading.. v Income from inves_m‘nnts:‘
Interest : T (6) . @) (1) -
Net gains (losses). (0 ©) : (29) @
Other comprehensive income-Translation .
) adjustments .« . . @ @ 2 @
Loans : Income fromioans, after swaps (106) (65) (296) 95
Net fair value adjustments on non-trading
portfolios (426) (318) (1,290) (155)
Borrowings : Borrowing expenses, aﬁérswaps . 201 157 603 388
. Net fair value adjustnlehts on non-trading
- portfolios = i 439 218 1,268 (458)
Other co‘nq)telx»ensive‘incom-TmnslatAion
adjustments E ’ 15 4 3 E 2
Futures Income from investments:
Net gains (losses) ‘ : . - . - ' @) 1
Sz S L6 22628 S0
- The'Bank is not required to post collateral under its deriv- ‘
ative ‘agreements as long as it maintains a ‘AAA credit L September 36,2010 :
rating. Should the Bank credit rating be downgraded from ‘Derivative type/ . Currencyswaps ~_ __InterestRateswaps
the current AAA, the standard swap agteements detail, by WBatetype ... Receivable _Payable = _Receivable _Payable
L 3 e Investments
swap counterparty, thg .colla.teral requirements the Ban.k oo s Cs m s . s 1ms
would need to satisfy in-this event.: The aggregate fair' = = Adjustable 35 - L718 -
value of all derivative instruments with crédit-risk related Loans ' ‘

; are in a Hability bosition: . . Fied - - 858 - 13,540
contingent featur» es that are in a }1ab1hty pos1t30n on Sep Adjstable 1488 o 1,540 X
tember 30, 2010 is $219 million (after consideration of ) : ’

i s . . Lo Bomrowings
master netting derivative agreements). If the Bank was Fixed 21,691 217 30,527 349
downgraded from the current AAA credit rating to AA+, Adjustable 7,695 25401 6285 35881

it would be required to post collateral in the amount of
$27 million at September 30, 2010,

December 31,2009 '

el Deri . Coremcyswaps _  _ImterestRateswaps _
The following tables provide mf_ormatlon on the contract R.:,";:W e spgﬂ, Mh::f.';’: M;’ﬂ e
value/notional amounts of derivative instrumernts as of * Ing_es;m's s . s s s s o
September 30, 2010 and December 31; 2009 (in millions). A”:j,,s};i,i;'_'_:',' 3 . 986 -
Currency swaps are shown at face value and interést rate -~ ... : _
swaps are shown at the notional amount of each individu- P Firedi.. - 783 - 12206
. Adjustable..... 1,438 679 12,206 -

al payable or receivable leg.

20427 645 24,561 415
6958 2971 5,198 28,880
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NOTE.G - FAIR VALUE MEASUREMENTS.

The framework for measuring fair value establishes a fair

value hierarchy that prioritizes the inputs to valuation

techniques 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 priority 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 iden-
tical, unrestricted assets or liabilities;

Level 2 - Quoted prices in markets that are not active, or
inputs that are observable, either directly or in-
directly, for substantially the full term of the as-
set or liability; , '

Level 3 - Prices or valuation techniques that require in-
puts 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, a valuation tech-
nique consistent with the market approach, include obli-
gations of the United States and Japanese governments.
Such instruments are classified within Level 1 of the fair
value hierarchy. As required by the framework for mea-
suring fair value, the Bank does not adjust the quoted
price for such instruments.

Substantially all other Bank investment instruments are
valued based on quoted prices in markets that are not ac-
tive, external pricing services, where available, solicited
broker/dealer prices, or prices derived from alternative
pricing models, utilizing discounted cash flows. These
methodologies apply to investments, including govern-
ment agencies and corporate bonds, asset-backed and
mortgage-backed securities, bank obligations, and related
financial derivative instruments (primarily currency and
interest rate swaps). These instruments are classified with-
in Level 2 of the fair value hierarchy and are measured at
fair value using valuation techniques consistent with the
matket and income approaches.

The main methodology of external pricing service provid-
ers involves -a “market approach” that requires a prede-
termined activity volume of market prices to develop a
composite price. The market prices utilized are provided
by orderly transactions being executed in the relevant
market; transactions that are not orderly and outlying
market prices are filtered out in the determination of the
composite price. Other external price providers utilize
evaluated pricing models that vary by asset class and in-
corporate available market information through bench-

mark  curves, - benchmarking of: like- securities, sector
groupings, and matrix pricing to prepare valuations.

Investment  securities are .also valued with prices ob-
tained from brokers/dealers. Brokers/dealers’ prices
may be based on a variety of inputs ranging from ob-
served prices to proprietary valuation models. The Bank
reviews the reasonability of brokers/dealers’ prices via
the determination of fair value estimates from internal
valuation techniques.

Medium-and long-term borrowings elected under the

. fair value option and lending and borrowing currency

and interest rate swaps are valued using quantitative
models; including discounted cash flow models as well
as more advanced option modeling techniques, when
necessary depending on the specific structures, that re-
quire the use of multiple market inputs including market
yield curves, and/or exchange rates, interest rates and
spreads to generate continuous yield or pricing curves
and the spot price of the underlying volatility and corre-
lation. Significant market inputs are observable during
the full term of these instruments. Correlation and items
with longer tenors are generally less observable. The
Bank considers, consistent with the requirements of the
framework for measuring fair value, the impact of its
own creditworthiness in the valuation of its liabilities.
These instruments are classified within Level 2 of the
fair value hierarchy in view of the observability of the
significant inputs to the meodels and are measured at fair
value using. valuation techniques consistent with the
market and income approaches.

Level 3 investment, borrowing and swap instruments, if
any, are valued using Management’s best estimates uti-

lizing available information including (i) external price

providers, where ayailable, or broker/dealer -prices;
when less liquidity exists, a.quoted price is out of date
or. prices among brokers/dealers vary significantly, other
valuation techniques may be used (i.e., a combination of
the market approach and the income approach) and (ii)
market yield curves of other -instruments, used as a
proxy for the instruments’ yield eurves, for borrowings
and related swaps. These methodologies are -valuation
techniques consistent with the market and income ap-
proaches. :

The following tables set forth the Bank’s financial as-

. sets and liabilities that were accounted for at: fair value
. as.of September 30, 2010 and December 31, 2009 by
. level within the fair value hierarchy (in millions).- As

required by .the framework for measuring. fair. value,

- financial assets. and liabilities are classified in their enti-

rety based on the lowest level of input that is significant
to the fair value measurement.
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Financial assets:

Fair Value
. Measurements
Assets * ... September 30,20107  Lewll _ Lewl2 Level 3
Investments - Trading: ; )
Obligations of the United States Government and - --

" its corporations and agencles et er vt ————— $ 3,046 $ 2,971 $ 75 $ -
uUs. govemment-sponsoted enterpnses 1,325 - 1,325 ’ -
Obligations of non-U.S. govemments and agencies........ 5,666 . 395 5271 -
Bank obligations .. 4,959 - 4,959 -
Mortgage-backed securmes S :

U.S. residential... 579 = 579 -
Non-U.S. residential 1,026 - 1,017 9
U.S. commercial.. ceeeeens 179 - 179 -
Non-U.S. commetclal RPN SR 295 - 295 -
Asset-backed securities: : )
Collateralized loan obligations.............ccoecumvsenrenes 686 ) - 686 -
Other collateralized debt obligations....... 156 - 64 92
_Other asset-backed securities ... 307 - 307 -
_Total Investments - Trading, ..... . 18,224 3,366 14,757 101
Currency and interest rate SWaps.........ooueeurervineenninieanias . 6711 L - 6,711 -
Total.......... espisreasiasespesenisnssessagptesenyiimInss S 24935 53366 § 21468 S 101

® 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 $26 million for trading investments and $427 million for currency and interest rate swaps.

v Fair Vakllué>

. . Nkasuremenls )
_Assets . December 31,2009” _Lewl1 Level 2 Level 3
Investments - Trading:
Obligations of the United States. Govemrmnt and i :
its corporations, and agencies. ... .ivuu ceviws e e viiarise $ 819 .- $ 819 8 - $ -
U.S. government-sponsored enterpnses 540. . - 540 -
Obligations of non-U.S. govemments and agencxes. R 6,574 330 6,244 -
Bank obligations .. een e rere b n et s e ae s sar s s e e s ae 4,458 - 4,458 -
Coxporatesecuntles 49 - 49 -
Mortgage-backed secuntles ) . )
U.S. residential... 574 - 574 -
Non-U.S. resxdential co . 1248 - 1,239 9
.U.S. commercial.... RO : 165 - 165 -
Non-UScommrclal oo 350 - » 350 -
Asset-backed securities: :
Collateralized loan obHEAtions. ......... 0 eeeeiverinnesaian L 1,028 .- 1,028 -
Other collateralized debt obligations...........ccocueeee... 135 - 54 ’ 81
Other asset-backed securities........cccoveeennernieneiernnns 395 - 381 14
Total Investments - Trading........ccccocvevvrueineninnnn. 16,335 1,149 15,082 104
Currency and interest rate swaps... ‘ errerenereeas 4,154 - 4,134 20
Total.e.creoeseseesenecsesenaescncsns eoriesrsensnnsesssasuesesss: $ 20489 $ 1,149 $ 19216 $ 124

W Represents the fair value of the referred assets, inéluding their accrued interest presented in the Condensed Balance Sheet under
Accrued interest and other charges of $31 million for trading investments and $259 million for currency and interest rate swaps.
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Financial liabilities:
Fair Value
Measurements.
Liahilities L _September 30,2010V _Lewll _ Lewl2 Level 3
Borrowings measured at fair value.......o.cueeeneenirinnneennnnn. $ 54,963 $ - $ 54963 $ -
Qurrency and interest rate SWaps ........co.vievenreeevennennnes 2,107 = - 2,107 -
TOtal.uoe it e e e el e e e $ 57,070 . $ - “$ 57,070 3 -

) Represents the fair value of the referred liabilities, including their accrued interest presented in the Condensed Balance Sheet under
Accrued interest on borrowings of $499 million for borrowings and under Accrued interest and other charges of $43 million for
currency and interest rate swaps.

Fair Value
Measurements
Liabilities ' December 31,2009 Level 1 Level 2 Level 3
Borrowings measured at fair value...........c.ccoveiiineenn. $ 45898 $ - $ 45616 $ 282
Currency and iNterest rate SWapS ..............cceveuueernueennes 1,143 ' - 1,116 27
TOMAL el it e et $ 47041 $o s S 46732 S 309
() Represents the fair value of the referred liabilities, including their accrued interest presented in the Condensed Balance Sheet under Accrued

interest .on borrowings of $405 million for borrowings and under Accrued interest and other charges of $(76) million for currency and
interést rate swaps. . ‘ .

The tables below show a reconciliation of the beginning 2009 (in millions) and a description of where these gains
and ending balances of all financial assets and financial or losses are reported in the Condensed Statement of
liabilities measured at fair value on a recurring basis us- Income and Retained Earnings.

ing significant unobservable inputs (Level 3) for the

three and nine months ended September 30, 2010 and During the first quarter of 2010, certain securities were
2009 (in millions). In addition, the tables show the total  transferred from Level 3 to Level 2 due to refinements in
gains and losses included in Net income (loss) as well as the -utilization of observable market data in the Bank’s
the amount of these gains and losses attributable to the internal valuation models. The Bank’s policy. for trans--
change in unrealized gains and losses relating to assets fers between levels is to reflect these transfers effective
and liabilities still held as of September 30, 2010 and as of the beginning of the reporting period.

Financial assets:
Three months ended Semuiiier 30,
2010 . 2009
Fair Value Measurements Using Significant Fair Value Measuremenits Using Significant
‘Unobservable Inputs (Level 3) Unobservable Fnputs (Level 3)
Currency and : Clurrency and
Investments - Interest Rate Investments - InterestRate -
Trading Swaps Total Treading Swaps - Total

Balance, beginning of period $ 113 $ - $ 113 $ 106 $ 89 $ 195
Total gains (losses) included in: :

Net income (J088).....ccoceveermnnnnn. (13) . - 13) 4 26 30

Othercorrprehensive income (I0ss).....vivereinrennanene, 6 - 6 2 1 3
SEMISMERLS - 1e s enr e st n ) - ®) © - 6)
Transfers out oflevel 3. - - . - 26) 26)
Balance, end of period ' $ 101 '3 - $ 101 $ 106 $ 90 $ 196

Total gains (losses) for the period included in
Net income (loss) attributable to the change in
unrealized gains or losses related to assets .
still held at the end of the period...........cccvueennenn... $ (14) $ - $ (14 $ 1 8 24 $ 25
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Nine months ended September 30,
2010 ) 2009
" FaiF Value Measurements Using Significant Fair Value Measurements Using Significant:
Unobs ervable Inputs (Level 3) Unobservable Inputs (Level 3)
) k ‘Currency and Currency and
Investments - Interest Rate Investments - Interest Rate
Trading. . Swaps. Total Trading Swaps Total
Balance, beginning of period s 104 $ - $ 104 $ 110 s 7 $ 181
Total gains (losses) includéd in:
Net income (loss).... 15 - 15 ® 52 44
Other conprehenslve income (loss) ?) - (03] 3 1 4
Settlements... reeerrenne (16) - (16) a9 3) 22
Transfers in (out) of level 3 - - C- 20 26) (6)
Transfers to financial liabilities... - - - - . ) &)
Balance, end of period ) $ 101 $ - $ 101 $ 106 $ 90 $ 19
Total gains (losses) for the period included in
Net income (loss) attributable to the change
" in unrealized gains or losses related to assets
still held at the end ofthe period........cocvevuveviiverneennnn.  § 13 $ - $ 13 $ (B} $ 2 $ 27
Gains (losses) are included in the Condensed Statement of Income and Retained Earnings as follows (in millions):
Three months ended September 30,
2010 2009
Change in ’ . Change in
Total Gains Unrealized Total Gains Unrealized
(Losses) Gains (Losses) (Losses) Gains (Losses)
included in Net related to Assets includedin Net related to Assets
Income (Loss) " Still Held at End Income (Loss) Still Held at End
for the Period of Period for the Period of Period
Income from investments .......................................... $ 13 $ (14 $ 4 ) $ 1
Bormrowing expenses after swaps.; ............................... - - 2 -
Net fair value adjustments on non-trading portfolios...... - - 24 24
TOtal ..coiiieiiiieiieeie e e e e e e a e e $ (13) $ (14) $ 30 $ 25
Nine months ended Semptember 30,
2010 ' 2009
Change in Change in
* Total Gains Unrealized Total Gains Unrealized
(Losses) Gains (Losses) (Losses) Gains (Losses)
included in Net related to Assets includedin Net related to Assets
Income (Loss) Still Held at End Income (Loss) Still Held at End.
_ - for the Period of Period for the Period .of Period
Income frominvestments...................c.oneveorenn. $ 15 $ 13 $ ® $ (15
Bormwmg expenses, afters swaps . - - 10 -
Net fair value adjustments on non-tmdmg portfohos ‘ - - 42 42
Total .. $ 15 $ - 13 $ 44 $ 27
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Financial Liabilities:

2010

Three months ended S eptember 30,

2009

Fair Value Meaﬁurements Using Significant

Unobservable Inputs (Level 3)

Fair Value Measurements Using Significant
Unobservable Inputs (Level 3)

Borrowings Curreéncy and Borrowings Currency and
Measured at Interest Rate Measuredat  Interest Rate
Fair Value Swaps Total Fair Value Swaps Total
Balance, beginning of period $ - $ - $ - $ 578 $ ) 34 $ 612
Total (gains) losses included in: - )
Net come (J0SS)..coeuiniiemmieeiaeirenireennereerarrronneernes - - - 34 (4] 25
Otherconqmehenswe income (loss) Co. - - 5 - 5
Transfers outoflevel3 ... ....coiiriiiiiiiiiiiiiiniraceaeee ~ - - (193) - {193)
Balance, end of period $ - $ - $ - $ 424 - $ - 25 $ 449
Total(gains) losses for the peﬁod included
in Net i (loss) attributable to the change
in unrealized gains or losses related to llabllltles
still held at the end of the period .. e $ ~ $ - $ - $ 32 $ 9) $ 23
2010 , 2009
Fair Value Measurements Using Significant Fair Value Measurements Using Significant
Unobservable Inputs (Level 3) Unobservable Inputs (Level 3)
Borrowings Currency and Borrowings Currency and
Measured at Interest Rate Measuredat Interest Rate
Fair Value Swaps Total Fair Value Swaps Total
Balance, beginning of period ' $ 2% s 27 $ 309 $ 540 $ 42 $ 582
Total(gains) losses included in:
Net income (loss). - - - 89 12) 77
‘Other oomplehenswe income (loss) - - - 8 - 8
Settlements = - - 20) - 0
Transfers out of level3 ... (282) 27 (309 (193) - (193)
Transfers from financial assets.......... - - - -~ 3 (&)
Balance, end of period $ - $ - $ - $ 424 c$. 25 $ 449
Total(gains) losses forthe period inchuded
in Net i (loss) attributable to the ch
_ in unrealized gains or losses related to liabilities
still held at the end of the period ........oovveereeviecriceens. $ - $ . - $ - $ 77 $ a2 $ 65

, (Gé,ins)ilosses are included in the Condensed Statement of Income and Retained Earnings as follows (in millions):

Three months ended S eptember 30,

2010 2009
Change in Change in
Total (Gains) Unrealized (Gains) Total (Gains) Unrealized(Gains)
Losses Included ~ Losses related to Losses Included . Losses relatedto
in Net Income Liabilities Still in Net Income Liabilities Still
(Loss) for the Held at Ead of (Loss) for the “HeldatEndof
Period Period Period Period :
Bérrowingexpenses,aﬁerswaps............................... $ - $ - $ 2 $ -
Net fair value adjustments on non-trading portfolios...... - - 23 23
TOBl .o vvvvve e ssss s st $ - $ - $ 25 $ 23
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. Nine months endedSeEember 30, -

20 10 " 2009
' ) Change' in Change in
Total (Gains) Unrealized (Gains) " Total (Gains) . Unrealized (Gains)
Losses Included Losses related to Losses Included Losses related to
in Net Income Liabilities Still in Net Income Liabilities Still
(Loss) for the -Held at End of (Loss) for the Held at End of
___Period Period. Period __Period
Borrowing expenses, after SWaps.....uceeeecneiennnnniane $ $ - $ 12 $ -
Net fair value adjustments on non-tradmg portfolios...... - 65 65
TOtAl vt e e e e s sraneees s 8 $ - $ 77 $ 65
NOTE H- NET FAIR VALUE ADJUSTMENTS ON
NON-TRADING PORTFOLIOS
Net fair value ad_lustments on non-trading portfolios on .
the Condensed Statement of Income and Retained Earn-
ings for the three and nine months ended September 30,
2010 and 2009 comprise the following (in millions):
" Three, .months ended Nine months ended
September 30, Seéptember 30,
2010 2009 2010 2009
Change in fair value of derivative
instruments due to movements in:
Exchange rates.. $ 1,562 $.1,129 $ 912 $ 2,638
Interest rates.. 202 . (153):+ 630 (1,36
Total change in ﬁan' value of denvatlves 1,764 976 1,542 1,271
Change in fair value of bomwmgs due
to movenents in: ) ’
Exchange rates.. (1,532) (1,004) 972) (2,440
- Interest rates .. i it st s s (898) (557) (2,112) 432
Total change in faxr value of borrowmgs - (2,430) (1,561) (3,084) (2,008)
Qm'ency ttansactlon gains (losses) on bormwmgs i
- and loans at amortized cost . +(28) 127 70 (124)
Anwrtization of bormwmg and loan ' :
basis adjustments . - 2 - 11
Reclassification to income - cash ﬂow hedges - - - (2)
Total.. .. e evsenes .3 !694! $ !»7,102 : $ s1i472!’ $ 5852!

Net fair value gains oh non-trading derivatives resulting
from changes in interest rates were $630 million for the
first nine months of 2010, as a result of an overall de-
crease in long-term swap interest rates in the global mar-
kets, compared to year-end 2009 levels. These gains
were offset by fair value losses on borrowings of $2,112
million. The income volatility related to movements in
interest rates, which amounted to a loss of $1,482 million
for the nine months period ended September 30, 2010
compared to a loss of $935 million for the same period
last year, was primarily due to fair value losses on lend-
-ing swaps (81,366 million), and losses associated with a

slight tightening of the Bank’s credit spreads on the bor- -

rowings portfolio (approximately $149 million), which
were partially compensated by changes in swap basis
- spreads (approximately $37 million).

. The Bank’s borrowings in non-functional currencies are
fully swapped to functional currencies, thus protecting
- the Bank against fluctuations in exchange rates. During

the first nine months of 2010, exchange rate changes
increased the value of borrowings and loans, resulting in
a net loss of $902 million (2009 = $2,564 million), which

- was offset by a net gain from changes in the value of the

borrowing and lending swaps of $912 million (2009 —

© $2,638 rmlhon)

NOTE I - BOARD OF GOVERNORS APPROVED
TRANSFERS

.As part of the Bank’s general increase in resources cur-

rently underway, effective July 21, 2010, the Board of
Governors approved the transfer of $72 million of Ordi-
nary Capital income to the IDB Grant Facility to provide



Condensed Quarterly Financial Statements

28

grants to Haiti. The Board of Governors also approved in
principle and. subject to annual approvals, to provide

$200 million annually beginning in 2011 and through

2020, Such transfers are recognized as an expense when
approved by the Board of Governors and funded in ac-
cordance with the IDB- Grant Facility funding require-
ments. The undisbursed portion of approved transfers is
presented under Due to IDB Grant Facility on the Bal-
ance Sheet. '

NOTE J - CAPITAL STOCK

Effective July 21, 2010, the Board of Governors agreed
to vote on a Proposed Resolution that would provide for
an increase of the Bank’s Ordinary Capital resources in
the amount of $70 billion that would be subscribed to by
Bank members over a five-year period, starting in 2011.
Of this amount, $1.7 billion would be in the form of
paid-in capital and the remainder would represent calla-
ble capital.

NOTE K - PENSION AND POSTRETIREMENT
BENEFIT PLANS

The Bank has two defined benefit retirement plans
(Plans) for providing pension benefits to employees of
the Bank: the Staff Retirement Plan for international em-

ployees, and the Local Retirement Plan for national em- -

ployees in the country offices. The Bank also provides
certain health care and other benefits to retirees under the
Postretirement Benefits Plan (PRBP).

Contributions: All contributions are made in cash. Con-
tributions from the Bank to the Plans and the PRBP dur-
ing the first nine months of 2010 were $63 million (2009
— $48 million). As of September 30, 2010, the estimate
of contributions expected to be paid to the Plans and the
PRBP during 2010 was $55 million and $30 million,
respectively, the same amount disclosed in the December
31, 2009 financial statements. Contributions for 2009
were $39 million and $25 million, respectively.

. Periodic benefit cost: Net perlodic beneﬁt costs.are al-
located between the Ordinary Capital and the FSO in
accordance vgth an allocation percentage approved by
the Board of Executive Directors for administrative ex-
penses and are included under Administrative expenses
in the Condensed Statement of Income and .Retained
Earnings.

The following table summarizes the benefit costs asso-
ciated with the Plans and the PRBP for the three months
and nine months ended September 30, 2010 and 2009 (in
millions):

Pension Benefits
Three months ended Nine months ended
September 30, September_30,
2010 2009 2010 2009
Servicecost..........nu.n $ 4 $ 15 $ 4 $ 48
Interestcost.............. 36 35 109 104
Expected retum on
 planassets.............. 44 @3) (134) (130)

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

Net periodic benefitcost.... $ 6 $ 7 $. 17 $ 23

Of which:
ORC's share............. $ 6 $ 7 $ 17 $ 22
FSO's share............. $ - $ - $ - $ 1
__E“;“f_e__‘“"m‘m—e"‘_ﬁ.-“.———
Three mionths ended Nine moutlls ended
Sggnber 30z S mber 30,
2010 2009 2010 2009
Service COSt. . ...vvverns s &8 s 8 s 23§
Intérestcost.............. 17 15 52 46
Expected retum on
planassets.............. (19 (8 (58) (56)
Prior sérvice cost.......... 9 - 28 1
Net periodic benefitcost.... $ 15 $ 5 $ 45 $ 15
Of which:
ORC's share.......ccccccceeee. $ 14 $ s $ 43 $ 14
FSO's share.....c..ccoveceeeee. $ 1 $ - $ 2 $ 1

NOTE L - SEGMENT REPORTING

Management has determined that the Bank has only one’
reportable segment since the Bank does not manage its
operations by allocating resources based on a determina-
tion of the contributions to net income of individual op-
erations. The Bank does not differentiate between the
nature of the products or services provided, the prepara-
tion process, or the method for providing the services

* among individual countries. For the nine months ended

September 30, 2010 and 2009, loans made. to or guaran-
teed by four countries individually generated in excess of
10 percent of loan income, as follows (in millions):

Nine months ended

September 30,

Brazil.....cocoeeeee. 357§ 366
Argenting.......cccouee.. 277 o261
CMEXICO. i 212 152
Colombia........ccoceemn.. 176 171

NOTE M - FAIR VALUES OF FINANCIAL
INSTRUMENTS.

The followmg methods and assumptions ‘were used by

" the Bank in measuring the fair value for-its ﬂnancml in-

struments:

Cash. The carrying' amount reported 'in ‘the ‘Balance

- Sheet for cash approx1mates fair value:
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Investments: Fair values for investment securities are
based on quoted ‘prices, where available; otherwise they
are based on external pricing services, independent deal-
er prices, or discounted cash flows.

Loans: The Bank is one of very few lenders of develop-
ment loans to Latin American and Caribbean countries.
The absence of a secondary market for development
loans makes it difficult to estimate the fair value of the
Bank’s lending portfolio despite the flexibility offered by
the new fair value framework. The Bank continues to
explore possible valuation tools to estimate the fair value
of its lending portfolio without having to incur excessive
costs.

~ Swaps: Fair values for interest rate and currency swaps
are based on discounted cash flows.or pricing models.

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

The following table presents the fair values of the finan-
cial instruments, along with the respective carrying
amounts, as of September 30, 2010 and December 31,
2009 (in millions):

2010% 2009
Carrying Fair Carrying Fair
Value Value Value Vaiue

Cash..oovnineiiiiiiiie $ 200 $ 200 $ 242 $ 242
Investments

Trading........coovenennaa.. 18224 18224 16,335 16,335

Held-to-maturity. ............. 3,153 3227 3,843 3916
Loans outstanding, net.......... 59,466 NA 58,429 NA
Cumency and interest rate

swaps lecelvable

Toans...........l..ooiilll 9 9 186 186

Bomowings. . c......oaeuinnnnn 6,703 6,703 3,968 3,968
Botrowings o

Shortterm.........oceennn.n. 144 144 1,908 1,908

Medium- and long-temx )

Measured at fair value....... 54,963 54,963 45,898 45,898
Measured at amortized cost. . 10,097 11,245 13,123 13,878

Currency and interest rate

swaps payable

Investments - trading. ......... 53 53 19 19

Loans........coievennniionin, 1,451 1,451 191 191

Borrowings. ................. 604 604 933 233

N/A =Not available
 Includes accrued interest.

NOTE N - SUBSEQUENT EVENTS

Management has evaluated subsequent events through No-
vember 15, 2010, which is the date the financial statements
were issued. As a result of this evaluation, there are no sub-
sequent events that require recognition or disclosure in the
Bank’s Condensed Quarterly Financial Statements as of
September 30, 2010,



