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INDEPENDENT AUDITORS” REPORT

To the Executive President, Board of Directors anddenors’ Meeting of
CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION
Tequcigalpa, Honduras

We have audited the accompanying balance shee®EBTRAL AMERICAN BANK FOR ECONOMIC
INTEGRATION (CABEI) as of December 31, 2005 and 20@#d the related statements of income,
comprehensive income, changes in stockholderstyanid cash flows for the fiscal years then end€dese
financial statements are the responsibility of Bank's Management. Our responsibility is to expras
opinion on these financial statements based omwdits.

We conducted our audit in accordance with audist@ndards generally accepted in the United States o
America. Those standards require that the audltor and perform the audit to obtain reasonablerassa
about whether the financial statements are frematerial misstatement. An audit includes considtanabf
internal control over financial reporting as a bafir designing audit procedures that are apprtpiiathe
circumstances, but not for the purpose of exprgsaim opinion on the effectiveness of the Bank’'srimal
control over financial reporting. Accordingly, ve&press no such opinion. An audit also includesresing,

on a test basis, evidence supporting the amourdsdastlosures in the financial statements, assgdtia
accounting principles used and the fairness ofstpeificant estimates made by the Bank’'s Managejresnt
well as evaluating the overall financial statemamtsentation. We believe that our audit providesasonable
basis for our opinion.

In our opinion, such financial statements referabdve present fairly, in all material respects, fihancial
position of CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATN as of December 31, 2005 and
2004, and the results of its operations and ith ¢msvs for the fiscal years then ended, in confibynwith
accounting principles generally accepted in thedé¢hStates of America.
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CABEI

Assets

CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION

Balance Sheets

As of December 31, 2005 and 2004
(Expressed in thousands of US Dollars)

Cash and due from banks (note 3)

Interest-bearing d

Investment securi

eposits in banks (note 4)

ties (note 5):

Securities available for sale

Loans receivable

Less allowance for loan losses

Loans receivable,

net (note 6)

Interest receivable (note 7)

Property, furniture and equipment (note 8)

Derivative financial instruments (note 17)

Equity investments (note 9)

Other assets (note 10)

Total Asset:

Liabilities

Loans payable (note 11)

Bonds and senior notes payable (note 12)

Commercial pape

r program (note 12)

Certificates of deposit (note 13 a)

Certificates of investments (note 13 b)

Interest payable

Derivative financial instruments (note 17)

Other liabilities (note 14)

Equity

Total Liabilities

Paid-in capital (note 15)
(Authorized capital US$ 2.000 million)

Special Contributions (note 15)

Other accumulated comprehensive income (note 20)

Retained Earnings

General Reserve

Total Equity

Total Liabilities and Equity

Dec-2005 Dec-2004
4,105 8,007
229,547 259,051
382,297 371,337
3,178,731 2,789,441
(121,693) (109,527)
3,057,038 2,679,914
35,783 31,700
29,932 29,597
14,931 46,679
20,532 22,805
8,866 10,108
3,783,03: 3,459,19i
972,635 1,043,604
733,852 590,901
198,099 -
318,046 337,340
51,230 62,235
21,768 13,121
20,047 6,220
19,861 26,551
2,335,538 2,079,972
384,425 37259
500 -
4283, 14,732
56,571 56,157
992,569 936,412
1,447,493 1,379,226
3,783,03: 3,459,19!

The accompanying Notes 1 to 20 are an integralgidhtese financial statements
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CABEI

Statements of Income
For the fiscal years ended December 31, 2005 a@d 20
(Expressed in thousands of US Dollars)

Dec-2005 Dec-2004
Interest and Fee Incomes:
Public Sector Loans 112,773 108,869
Private Sector Loans 74,144 51,701
Investment securities 9,881 10,573
Due from banks 11,218 5,187
Total Interest and Fee Income 208,016 176,330
Interest and Fee Expenses
Loans payable and other Liabilities 44,548 43,699
Bonds Payable 38,952 21,161
Commercial Paper Program 1,326 1,034
Certificates of Deposit and Investment 20,228 17,932
Total Interest and Fee Expenses 105,05« 83,82¢
Net Interest and Fee Income 102,96: 92,50¢
Provision for loan losses 12,264 (35)
Net Interest and Fee Income after provision for loa losses 90,698 92,539
Administrative Expenses
Salaries and employee benefits 20,348 26,771
Other administrative expenses 9,559 6,543
Depreciation and amortization 2,989 3,176
Other expenses 724 728
Total Administrative Expenses 33,62( 37,21¢
Other Operating Incomes
Administrative Fee 2,063 1,047
Market value adjustment from Swap Operations (A@be 106 -
Adjustments from adjudged assets and other assets 2 34 -
Dividends from Equity Investments 813 1,144
Realized gains on available for sale securitiete(6 6,673 -
Other Income 785 1,591
Total Other Operating Incomes 10,78: 3,78
Other Operating Expenses
Impairment Loss on Equity Investments 793 1,984
Market value adjustment from Swap Operations (A@je - 1,097
Other Financial Expenses 1,100 621
Foreign exchange loss 4,531 2,614
Realized losses on available for sale securitiete() - 23
Adjustment from adjudged assets - 635
Total Other Operating Expenses 6,424 6,974
Earning 61,43¢ 52,12¢
Other Incomes / (Expenses)
Special Contributions (9,123) (15,980)
Allowance for Technical Assistance and others 238 ,692)
Donations received (note 14) 4020 1,227
Interests as Agreement CABEI-HIPC Trust Fund-Nigaea(note 6) - 20,473
Total Other Incomes / (Expenses), net (4,865) 4,028
Net Income 56,57: 56,15

The accompanying Notes 1 to 20 are an integralgidahtese financial statements
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CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION

CABEI
Statements of Comprehensive Income
For the fiscal years ended December 31, 2005 a@d 20
(Expressed in thousands of US Dollars)
Dec-2005 Dec-2004
Net Income 56,571 56,157
Other Comprehensive income / (loss):
Net unrealized gain on securities available foe sal 5,190 982
Reclassification adjustment for net realized (gaihdpss
included in earnings (6,673) 23
(1,483) 1,005
Gain from Cash Flow Hedge 179 138
Other Comprehensive (Loss) / Income (1,304) 1,143
Comprehensive Income 55,267 57,300

The accompanying Notes 1 to 20 are an integralgfdhtese financial statements
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CABEI
Statements of Changes in Stockholders’ Equity
For the fiscal years ended December 31, 2005 a@d 20
(Expressed in thousands of US Dollars)
Dec-2005 Dec-2004

Paid-in Capital

At beginning of fiscal year 371,925 371,925

Increase of the year (note 15) 12,500 -

At end of the fiscal year 384,425 371,925
Accumulated other comprehensive income

At beginning of fiscal year 14,732 13,589

Net change in other comprehensive income (1,304) 1,143

At end of the fiscal year 13,428 14,732
Retained Earnings

At beginning of fiscal year 56,157 118,767

Transfer to general reserve (56,157) (118,767)

Net income of the fiscal year 56,571 56,157

At end of the fiscal year 56,571 56,157
General Reserve

At beginning of fiscal year 936,412 817,645

Transfer of retained earnings 56,157 118,767

At end of the fiscal year 992,569 936,412
Special Contributions

At beginning of fiscal year - -

Contributions of the fiscal year (hote 15) 500 -

At end of the fiscal year 500 -
Total Stockholders' Equity 1,447,49. 1,379,22

The accompanying Notes 1 to 20 are an integralgsdhese financial statements
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CABEI
Statements of Cash flows
For the fiscal years ended December 31, 2005 a@d 20
(Expressed in thousands of US Dollars)

Dec-2005 Dec-2004

Cash flows from operating activities
Net income of the fiscal year 56,571 56,157
Items to reconcile net income to net cash provisedperating activities:

Depreciation and Amortization 2,989 3,176
Provision / (Recovery) for loan losses 12,264 (35)
Adjustments from adjudged assets and other assets 342) ( 635
Impairment loss on equity investments 793 1,984
Foreign exchange loss 3,761 2,886
Market value adjustment from swap operations (106) 1,097
(Increase) / Decrease in interest receivable (4,083) 1,096
Net Decrease in other assets 2,015 2,002
Increase in interest payable 8,647 401
Net Decrease in other liabilities (8,732) (163)
Net cash provided by operating activities 73,777 69,236
Cash flows from investing activities
Net Decrease / (Increase) in interest bearing dispasbanks 29,504 (21,066)
Net (Increase)/Decrease in securities availabledt (12,443) 69,915
Increase in property, furniture and equipment 13)3 (4,528)
Net Decrease / (Increase) in derivative financiatruments 45,860 (27,735)
Disbursements of loans receivable (1,305,108) (1,105,526)
Collections of loans receivable 911,190 1,181,215
Net Increase in other liabilities 2,042 -
Net Decrease / (Increase) in other liabilities 1,048 (3,789)
Net cash (used in) / provided by investing activiéis (331,231) 88,486
Cash flows from financing activities
Net Decrease in loans payable (70,969) (142,317)
Net Increase / (Decrease) in commercial paper progr 198,099 (64,516)
Net Increase in bonds payable and senior notes 9542, 97,523
Net (Decrease) / Increase in certificates of inmestt payable (11,005) 1,443
Increase in certificates of deposits payable 142,522 132,151
Payments of certificates of deposits payable (13,8 (186,899)
Net increase in other liabilities - 3,120
Paid-in Capital 12,500 -
Special contributions to Equity 500 -
Net cash provided by / (used in) financing activigs 252,782 (159,495)
Effect of exchange rate fluctuations on cash 770 (272)
Cash and cash equivalents at beginning of thel figza 8,007 10,052
Cash and cash equivalents at end of the fiscal(pete 3) 4,105 8,007
Net decrease in cash and cash equivalents (3,902) (2,045)
Supplemental disclosures of cash flow information
Cash paid for interests 96,407 83,425
Unrealized (losses) / gain on securities availédesale (1,483) 1,005
Write off loans translated to other assets - 857

The accompanying Notes 1 to 20 are an integralgidahtese financial statements
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CABEI
Notes to Financial Statements
For the fiscal years ended December 31, 2005 a@d 20
(Expressed in thousands of US Dollars)
(1) Origin and Nature of the Bank

)

The Central American Bank for Economic IntegratioABEI or the Bank) is an international financial
institution, established by law by the governmeait&uatemala, El Salvador, Honduras and Nicaragua
through its Constitutive Agreement dated Decemi3erl960. On September 23, 1963, the Republic of
Costa Rica was included as a founding member. Trauprotocol subscribed on September 2, 1989
and in force since 1992, the participation of extrgional partners was allowed. The Bank began
operations on May 31, 1961 and has its headquaiteiBegucigalpa, Honduras. As a financial
institution of the Economic Integration Program adaag to the Constitutive Agreement, the Bank is
both a development financing institution and a @rAmerican institution for economic promotion
through its sector investment policy.

The Bank'’s objective is to promote the integratiod aconomic and social development of the founder
countries.

Summary of Material Accounting Policies

(&) Applicable Accounting Principles

The financial statements have been prepared in ouoitfowith generally accepted accounting
principles in the United States of America.

(b) Treatment of Currencies

The Bank’s functional currency is the U.S. Dollar.eTihansactions in currencies other than the
U.S. Dollar are recorded at the effective exchatages at the time of the operations. Assets and
liabilities denominated in currencies other thaa thS. Dollar are re-measured at the prevailing
exchange rates as of the date of the financiadrsatts. Foreign currency gains and losses from
the re-measurement of assets and liabilities dematendl in currencies other than the U.S. Dollar
are included in Other Operating Income or Other r@ijiey Expenses of the fiscal year,
accordingly.

(c) Cash and cash equivalent

For the purposes of the statements of cash floash @and cash equivalents represent those
amounts included in cash and due from banks.

(d) Investment Securities

Marketable securities, including equity securitiegth readily determinable fair value, are
classified as “available for sale” and recordedfaat value, with unrealized gains and losses
excluded from net income and reported as accuntllatieer comprehensive income, a separate
component of equity.

Other investment funds without fair value are reggisd at cost and adjusted by deterioration in
the value.

Interest income on investment securities is reabrgdeng the accrual method. The discounts and
premiums are recognized as interest income usm@dbrued yield method. Gains and losses on
the sale of securities are recorded on the trade dad are determined using the specific
identification method.

Declines in the fair value of investment securibesow their cost that are deemed to be other than
temporary are reflected in statements of incomealized losses.
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CABEI

Notes to Financial Statements
For the fiscal years ended December 31, 2005 a@d 20
(Expressed in thousands of US Dollars)

(e) Concentration of credit risk in Public and Privagetors

(f)

In compliance with its objective and financial podis, the Bank grants loans and guaranties to
individuals and companies, both public and privastablished in the founding states or in any
other beneficiary state, as well as to extra-reglidimancial institutions that operate in Central

America in order to meet the needs of developmedtiategration programs and projects in the
founding states.

In accordance with such policies, the Bank avoiwiscentration of its loan portfolio in a country
or in a small group of countries, as well as int@ecsusceptible of being negatively affected by
market situations or technological changes. Theeefthe following parameters have been
established in relation to the Bank’s equity, defiras paid-in capital, donations, reserves and
earnings:

= The total of its loan portfolio cannot exceed 3rbes the Bank’s equity.

= Exposure in each one of the founding countries daeroceed 100% of the Bank’s equity.
Neither exposure in each country can represent 83 of accumulated exposure. Exposure
is defined as the aggregate risk assets that thk 8ancentrates in a single borrower, be it a
country, governmental entity or public and privatdity, an individual, or a private sector
company.

= Exposure in a single company or government entifyutnlic and private entity cannot exceed
20%. As regards to governmental entities or pudnhid private entities, for exposure purposes,
those transactions that are guaranteed by the &tddg securities issued by the Ministry of
Finance or the Central Bank of the respective aguante not added, without prejudice of the
maximum limit of exposure by country.

= Exposure in a single company or institution with 1savereign risk cannot exceed 5%.

= Exposure in a group of related companies or in an@nic group cannot exceed 8%.

It should be noted that on November 12, 2004, thgefbly of Governors accepted the inclusion
of Dominican Republic as an extra-regional pararet non-founding beneficiary country.

Additionally, on December 21, 2004, the RepublicAnfentina and the Republic of Colombia

(current extra-regional countries) were acceptech@s founding beneficiary countries of the

Bank. As of the date of issuance of these finarstialements, both countries have completely
fulfilled with the terms and conditions set up imierim regulation in order to receive any kind of

funding, so as to be regarded as an appropriatgnryoio receive credit facilities.

Finally, as of August 5, 2005 and September 21,52@epublics of Belize and Panama,
respectively, have required their admition so abdaegard as extra-regional countries and non
founding beneficiary countries of CABEI. The Asseynbf Governors has approved the admition
of both countries in October and December 200pees/ely.

Loans and Allowance for Loan Losses

Loans are stated at the unpaid principal balance pticrued interests pending of collection.
Interest income is recognized on the accrual kasisrding to the contractual terms of the loans.

Loans to the private sector are granted mainly giincan intermediation mechanism with eligible
financial institutions of the region and, in theseeof direct co-financed loans, CABEI obtains
collateral considered adequate and that coversl@®6 of the financial assistance, such as
mortgages, bank pledges, financial guarantees r@dit default swaps.
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CABEI

(@)

Notes to Financial Statements
For the fiscal years ended December 31, 2005 a@d 20
(Expressed in thousands of US Dollars)

A private sector loan is considered impaired whersed on current information and events, it is
probable that the Bank will be unable to collea #theduled payments of principal or interest
when due according to the contractual terms of @ agreement. Factors considered by
management in determining impairment include paymsatus, collateral value, and the

probability of collecting scheduled principal andterest payments when due. Loans that
experience insignificant payment delays generaldy reot classified as impaired. Management
determines the significance of payment delays easg-by-case basis, taking into consideration
all the circumstances related to the loan and tireotver, including the length of the delay, the

reasons for the delay, the borrower’s prior paynresbrd, and the amount of the shortfall in

relation to the principal and interest owed. Theleteriorated loans, in their majority, are

classified in sub-standard or lower categories tnedlefore already have a specific provision.
Impairment is measured with reference to the ptesaiue of expected future cash flows,

discounted at the loan’s original interest rateéher fair value of the collateral. If the valuatioh

the impaired loans is less than the recorded imest in the loan, the Bank recognizes the
impairment by creating a specific allowance fornldasses with a corresponding charge to the
provision for loan losses or by adjusting an emgstallowance for the impaired loan with a

corresponding charge or credit to the provision.

Public sector loans are granted to governmentsaat@homous entities of the founding countries
and non-founding beneficiary countries with sovgmeguarantee of the country and in duly
qualified cases, the Bank requires the genericagiee of the institution being financed and that
covers the 100% of the granted assistance. Alloerdac loan losses is evaluated on a regular
basis by Management.

CABEI establishes an allowance for public sectonfothat takes into consideration the individual
risk of the loan payable countries. This methodolimgjudes the calculation of default probability
based on the credit insurance percentage assigrntbe lExport Credit Agencies (ECA’s) to credit
transactions in the loan payable countries. Thidbaidity is further adjusted with a preferred
creditor status consideration. Additionally, thisthodology differentiates the risk on public
sector loans that do not have a sovereign guaraktaeagement believes that this methodology
reflects the estimated risk embedded in publicasdending activities and considers the resulting
amount of allowances for public sector loans t@atlequate. As of December 31, 2005 and 2004,
there are no impaired public sector loans.

The allowances for loan losses are established ghrastimates of possible losses, which are
included in the statements of income in the yeay thre incurred and they are disclosed in a
separated line of capitals, within the line Loa@seivables. Loan losses are written-off against the
allowance when Management confirms the uncollextiof the loan balances. Subsequent
recoveries, if any, are credited to the allowanme dossible loan losses of the statements of
income.

Non-Accrual Loans

Loans are classified as non-accrual interest whey éhe 90 days or more past due in the case of
private sector loans and 180 days or more pasirdiie case of public sector loans, according to
the Bank’s policy about classification and consiitu of allowance for loan losses. All interest
accrued but not collected for loans that are plamedchon-accrual status are reversed against
interest income. Past due interest on non-acéwaak is recognized as income in the fiscal year
during which CABEI receives satisfactory paymenhof-accrued overdue interest.

Interest on loans for which the original conditidmsve been modified, are recorded on a cash
basis until the loans perform normally for a reada extended period (see Note 6), usually 90
days.
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CABEI
Notes to Financial Statements
For the fiscal years ended December 31, 2005 a@d 20
(Expressed in thousands of US Dollars)
(h) Property, Furniture and Equipment

0

(k)

o

Property, furniture and equipment are recordedbat less accumulated depreciation. Renewals
and major improvements are capitalized, while mingplacements, repairs and maintenance
which do not improve the asset or extend its remginseful life are charged as expenses when
incurred.

The Bank depreciates property, furniture and equigmesing the straight-line method.

The estimated useful life of assets is as follows:

Years
Buildings 40
Facilities 10
Furniture and equipment 10 and 5
Vehicles 4
Computer equipment 3

Assets Acquired through Loan Settlements

Assets acquired through, or in lieu of, loan setdats are initially recorded at fair value at the
date of settlement, establishing a new cost bassibsequent to settlement, valuations are
periodically performed by Management and the assetsarried at the lower of carrying amount
or their fair value less estimated costs of s&esulting income and expenses and changes in the
valuation provision are included in the statemeiscome.

Taxes

According to the Bank’s Constitutive Agreement, theome and transactions of the Bank will be
exempt from any payment, withholding or collect@frany tax, contribution or duty.

General Reserve and Annual Net Income

According to the Constitutive Agreement, the gehmserve is increased by the total annual net
income.

Derivative Instruments and Hedging Activities

All the derivatives are recognized in the balanicees at their fair values, and are classified as
assets or liabilities based on the fair value chederivative (debit or credit).

Certain derivatives contracted by the Bank aregiheded as either a hedge of the fair value of a
recognized asset or liability or of an unrecognified commitment (fair value hedge), a hedge of
a forecasted transaction or the variability of célslivs to be received or paid related to a
recognized asset or liability (cash flow hedge)adoreign-currency fair-value or cash flow hedge
(foreign currency hedge). For all hedging transast the Bank formally documents the hedging
relationship and its risk-management objective strategy for undertaking the hedge, the hedging
instrument, the hedged item, the nature of the bisikg hedged, how the hedging instrument’s
effectiveness in offsetting the hedged risk will éesessed, and a description of the method of
measuring ineffectiveness. This process incluiddily all derivatives that are designated as fair-
value, cash-flow, or foreign-currency hedges tocgpeassets and liabilities on the balance sheet
or to specific firm commitments or forecasted tami®mns. The Bank also formally assesses, both
at the hedge’s inception and on an ongoing bagistiver the derivatives that are used in hedging
transactions are highly effective in offsetting mhes in fair values or cash flows of hedged items.

-9-
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CABEI

(m)

(n)

Notes to Financial Statements
For the fiscal years ended December 31, 2005 a@d 20
(Expressed in thousands of US Dollars)

The changes in the fair value of a derivative tisahighly effective and that is designated and
qualifies as a fair-value-hedge, along with theslos gain on the hedged asset or liability or
unrecognized firm commitment of the hedged itent fhaattributable to the hedged risk, are
recorded within other non-interest income in theeshents of income. Changes in the fair value
of a derivative that is highly effective and thediesignated and qualifies as a cash-flow hedge are
recorded in other comprehensive income to the éxkert the derivative is effective as a hedge,
until earnings are affected by the variability ash flows of the designated hedged item. Changes
in the fair value of derivatives that are highlyfeetive as hedges and that are designated and
qualify as foreign-currency hedges are recordegitlmer income or other comprehensive income,
depending on whether the hedge transaction isravdhie hedge or a cash-flow hedge. The
ineffective portion of the change in fair valueaofierivative instrument that qualifies as either a
fair-value hedge or a cash-flow hedge is repomettié statements of income.

The Bank discontinues hedge accounting prospectiven it is determined that the derivative is
no longer effective in offsetting changes in thi falue or cash flows of the hedged item; the
derivative expires or is sold, terminated, or eisad; the derivative is designated as not being a
hedging instrument because it is unlikely thatr@dasted transaction will occur; or Management
determines that designation of the derivative bsdging instrument is no longer appropriate.

When hedge accounting is discontinued becausedetermined that the derivative no longer
qualifies as an effective fair-value hedge, thelBemntinues to carry the derivative on the balance
sheet at its fair value and no longer adjusts #ughd asset or liability for changes in fair value.
The adjustment of the carrying amount of the hedgpset or liability is accounted for in the same
manner as other components of the carrying amotithat asset or liability. When hedge
accounting is discontinued because the hedged ritenfonger meets the definition of a firm
commitment, the Bank continues to carry the deirreabn the balance sheet at its fair value,
removes any asset or liability that was recordegsymnt to recognition of the firm commitment
from the balance sheet, and recognizes any gdassiin the statements of income.

When hedge accounting is discontinued becaus@iblzable that a forecasted transaction will not
occur, the Bank continues to carry the derivativetioe balance sheet at its fair value with
subsequent changes in fair value included in thtestents of income, and gains and losses that
were accumulated in other comprehensive incomeeagnized immediately in the statements of
income. In all other situations in which hedge arting is discontinued, the Bank continues to
carry the derivatives at its fair value on the hatasheet and recognizes any subsequent changes
in its fair value in the statements of income.

Equity Investments

Equity Investments in other companies have beenlynaatued by the equity method, estimated
over the equity of each company, based on itditzetcial statements available.

Donations Received and Contributions Granted

The Bank receives donations from various internafi@ources, including the European Union,
the Agency for International Development, the Isenerican Development Bank and other
entities. Donations are recorded as other incoimenvthey are received, unless the donations are
received with donor-imposed conditions, in whiclse#he donation is accounted for as a liability
until the conditions have been substantially meherdonor has explicitly waived the condition.

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

year in which the contributions are authorized ly Board of Directors and the related contracts
are signed.

-10 -
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CABEI

®3)

(4)

Notes to Financial Statements
For the fiscal years ended December 31, 2005 a@d 20
(Expressed in thousands of US Dollars)

(o) Endorsement and guarantees granted

(9]

The main objective of guarantees granted by the Bammisists on complement regional bank
system, giving support to development and integnatf the whole Central American Region,
fulfilling at the same time the expansion and diWfezation of bank services of CABEI, allowing
it to offer clients a portfolio with a vast rangéservices, contributing those ones to obtain lower
financial costs in the development of their praggect

In compliance of this objective, the Bank grante twain types of endorsements and guarantees:

- those substitute of funding, generally long-temstrumented, such as bank endorsements or
payment guarantees, which support a financial deoinor credit contract which assure the
compliance of obligations derived from a projeceé@xtion. The subscription of these guarantees
is included within the limits established in cretk concentration policy (Note 2.(e)).

- those non-substitute of funding: are those whach granted for giving support to required
projects for the development of Central AmericargiBe, generally short-term instrumented,
which are complemented with a liquid contra-gusgantf 100%, generally related to letter of
credit cards and goods and services acquisitiocesees.

Substantive endorsement and guarantees of fundamgdctions are included within the limits
established by CABEI exposure.

Use of Estimates

In the preparation of the financial statements,Bhek’s Management relies on assumptions and
estimates that have an impact on the amounts aigbets and liabilities reported as of the date of
these financial statements and the amounts ofebts generated during the fiscal years being
reported. The final results may differ from suctireates. The estimates that are susceptible of
undergoing significant variation in the short-teame mainly related to the loan loss provisions,
the measurement at fair value of financial instrote@nd actuarial assumptions used to measure
liabilities related with pension plans.

Cash and due from banks

As of December 31, 2005 and 2004, the cash androorebanks were as follows:

Dec-2005 Dec-2004
Currencies of founding countries 615 1,041
Foreign currencies 3,490 6,966
Total 4,105 8,007

Interest-bearing deposits in banks

The deposits are normally time deposits with termsauthree months, renewable with respect to the
term and interest rate, for which the fair valupragimates the market value. As of December 315200
and 2004, their composition by currency is as fe$io

Dec-2005 Dec-2004

Currencies of founding countries 11 8
Foreign currencies 229,536 259,043
Total 229,547 259,051
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(5) Investment Securities

The amortized cost of investment securities and tgdroximate fair values, as of December 31, 2005
and 2004, are as follows:

Dec-2005
Gross Gross Adjustments  Estimated
Securities . , . . . .
available for Amortized Unrealized Unrealized On Hedging Fair Realized
sale: Cost Losses Gains Transactions Value Gains
Private Bonds 294,981 (3,786) 560 (106) 291,649 -
Investment funds 74,193 - 16,455 - 90,648 6,673
369,174 (3,786) 17,015 (106) 382,297 6,673
Dec-2004
Gross Gross Adjustments  Estimated
Securities ) ) . . . .
available for Amortized Unrealized Unrealized On Hedging Fair Realized
sale: Cost Losses Gains Transactions Value Losses
Private Bonds 289,155 (2,491) 666 (30) 287,300 23
Investment funds 67,500 - 16,537 - 84,037 -
356,655 (2,491) 17,203 (30) 371,337 23

The gains / losses were realized considering thgnadi cost of each Fund or Bond sold.
As of December 31, 2005, the detail of the estichdddr value and unrealized losses of the secaritie

available for sale that have maintained unrealgress losses for a period of less than 12 montts an
for 12 or more months, is as follows:

Less than 12 months More than 12 months

Time to maturity
Less than 12 months More than 12 months

Estimated Unrealized Estimated Unrealized Estimated Estimated

Fair Gross Fair Gross Fair Gross

Securities available for sale: Value Losses Value Losses Value Losses
Private Bonds 141,762 (1,507) 30,263 (430) 61,073 (1,849)
141,762 (1,507) 30,263 (430) 61,073 (1,849)

It may be noted that the Bank’s policy establisaerinimum limit of 75% from the total investment
portfolio in bonds of companies which are interoasilly qualified as "A” or higher (or its equivalgn
issued by recognized credit risk agencies. Ingbisse the decrease in fair value of fixed rate ®and
attributed to changes in market interest ratesnando deterioration of the credit quality of sumnds.
The Bank intends to hold such bonds until their raagkice is recovered or until maturity; therefore
these investments are not considered impaired.

The sales and cancellations of securities availbleale during the fiscal years ended as of Deegmb
31, 2005 and 2004 amounted to 143,126 and 42,88gectively.
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As of December 31, 2005 and 2004, investment dezsiidre classified by contractual maturities, as
follows:

Dec-2005 Dec-2004

Amortized Estimated Amortized Estimated

Cost Fair Value Cost Fair Value
One year and less 212,564 228,271 229,212 244,969
Greater than one year to five years 129,413 127,022 125,943 124,868
Greater than five years to ten years 11,688 11,539 1,000 1,000

Greater than ten years 15,509 15,465 500 500
369,174 382,297 356,655 371,337

(6) Loans Receivable

CABEI has no significant concentrations of cred#kriwith any individual counterpart or groups of
counterparties, taking into account the concemtnatif the credit risk policies described in note €2

The detail of loans receivable, by sector, receyearantees and founding country as of December 31,
2005 and 2004 is as follows:

Dec-2005
Public Sector Public Private
without Sector with Sector with Total
sovereign sovereign guarantees
guarantees guarantees
Guatemala 11,939 316,226 305,071 633,236
El Salvador 96,616 457,365 178,830 732,811
Honduras 1,251 334,615 358,458 694,324
Nicaragua - 185,350 157,066 342,416
Costa Rica 405,851 90,937 279,156 775,944
515,657 1,384,493 1,278,581 3,178,731
Allowance for loan losses (22,100) (48,100) (51,493) (121,693)
Loans receivable, net 493,557 1,336,393 1,227,088 3,057,038
Dec-2004
Public Sector Public Private
without Sector with Sector with Total
sovereign sovereign guarantees
guarantees guarantees
Guatemala 10,285 311,390 224,293 545,968
El Salvador 44,611 438,748 212,257 695,616
Honduras 6,750 321,521 296,351 624,622
Nicaragua - 178,197 102,150 280,347
Costa Rica 351,439 43,733 247,716 642,888
413,085 1,293,589 1,082,767 2,789,441
Allowance for loan losses (17,401) (45,699) (264 (209,527)
Loans receivable, net 395,684 1,247,890 1,036,340 2,679,914
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As of December 31, 2005 and 2004, loans receiMabkronomic activity are classified as follows:

Dec-2005 Dec-2004
Infrastructure 955,760 30% 974,360 35%
Financial Intermediation 953,623 30% 483,111 17%
Electricity 393,045 12% 384,652 14%
Social Services 207,925 7% 201,596 7%
Agro-industry 135,540 4% 37,201 1%
Transport, Storage and Communications 126,988 4% 147,837 5%
Multisector 114,623 4% 210,990 8%
Housing (b) 98,193 3% 127,722 5%
Industry 73,643 2% 100,037 4%
Education 62,559 2% 68,550 2%
Tourism 39,973 1% 48,245 2%
Other () 16,859 1% 5,140 0%

3,178,731 100% 2,789,441  100%

(a) As of December 31, 2005 and 2004, these lieendt include 906 and 889, respectively,
corresponding to loans granted to the personnifleoBank for high education, purchase of personal
computers, etc. The former have been granted wittatrity up to 15 years, with annual rates
between of 8% and 10% for those facilities gramecurrencies of Central American countries and
2.5% for those ones issued in U.S. dollars, extkpse ones granted for personal computer
purposes, which have been granted with no finaccist.

(b) As of December 31, 2005 and 2004, these liemstinclude 15,665 and 12,290, respectively,
corresponding to loans granted to the personntileoBank for personnel housing. The former have
been granted with a maturity of 20 years, with atmates between of 8% and 10% for those
facilities granted in currencies of Central Ameni@untries and 2.5% for those ones issued in U.S.
dollars.

As of December 31, 2005 and 2004, loan maturitiesaa follows:

Dec-2005 Dec-2004
Expired maturity capital 11,443 8,684
Up to 1 year 641,130 649,537
From 1to 2 years 519,292 364,713
From 2 to 3 years 351,611 366,070
From 3 to 4 years 253,304 273,667
From 4 to 5 years 369,598 198,223
More than 5 years (@ 1,032,353 928,547

3,178,731 2,789,441

(a) As of December 31, 2005 and 2004, these Iteess include 16,571 and 13,179 respectively, spoading to
loans granted to the personnel of the Bank for leighcation, purchase of personal computers and megko
housing.
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As of December 31, 2005 and 2004, loan balancesiiygncies are as follows:

Currencies Dec-2005 Dec-2004
Dollars of the United States of America 3,036,276 2,694,030
Euros 548 790
Japanese yen 8,320 12,302
Currencies of Central American countries 133,477 2,185
Other currencies 110 154
3,178,731 2,789,441

As of December 31, 2005, the weighted averagedsteate on loans is 6.62% per annum, taking into
account the effect of hedges if applicable. Ashait tdate, the balances of loans receivable of 288,9
and 2,339,803, correspond to fixed and floating la&ns, respectively.

As of December 31, 2004, the weighted averagedsteate on loans is 6.15% per annum, taking into
account the effect of hedges if applicable. Ashatt date, the balances of loans receivable of 17026
and 1,762,644, correspond to fixed and floating laans, respectively.

As of December 31, 2005 and 2004, in accordande tivé Bank’s policies, the interest on non-accrual
loans of 3,847 and 3,650, respectively, was natroEm as income because it had not been collected.
As of December 31, 2005 and 2004, the loans tha¢rgéed these interests amounted to 15,601 and
15,906, respectively, and correspond entirely éoptivate sector.

The following table presents information on impaipetvate sector loans as of December 31, 2005 and
2004.

Impaired Loans Dec-2005 Dec-2004

Impaired loans without allowance for loan losses - -

Impaired loans with allowance for loan losses 99,8 38,216
Allowance related to impaired loans 12,608 13,275
Accrued interest of impaired loans 3,399 3,794
Received interest of impaired loans 2,737 4,379

The evolution of the allowance for loan losses ad@fember 31, 2005 and 2004 is as follows:

Dec-2005 Dec-2004
Sector Total Sector Total
Private Public Private Public
At beginning of year 46,427 63,100 109,527 88,7 58,122 109,870
Loan write-offs, net (98) - (98) (308) - (308)
Provision for the fiscal year 7,067 8,500 15,567 473 4,978 5,451
Recoveries for the fiscal year (1,903) (1,400) ,3@3) (5,486) - (5,486)
At end of fiscal year 51,493 70,200 121,693 46,427 63,100 109,527

HIPC Initiative

The Bank participated in the Heavily Indebted Pooui@ries (HIPC) Initiative, an international effort
with the backing of the Group of Seven countrieg)(Ge World Bank and the International Monetary
Fund to address the debt-related problems of apgoéicountries classified as heavily indebted poor
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countries so that the reform efforts undertaken soigh countries are not threatened by their
unsustainable external debt burden. In the framlevedrthis Initiative, all bilateral and multilatdra
creditors granted debt relief to the countries thate demonstrated satisfactory results in the
implementation of economic policies during a lorgripd, in order to reduce their debt burden to
sustainable levels.

The Bank made its maximum debt-relief contributiathvits own resources, which was granted to the
Republic of Honduras and the Republic of Nicaragua.

On January 22 and 23, 2004, the Board of Direaibthe World Bank and the International Monetary
Fund agreed respectively that Nicaragua had reaitfee@ompletion Point within the HIPC Initiative,
which made this Republic eligible to receive dedier.

On March 19, 2004, the Bank entered into the tadtddendum to the agreement that modified the terms
of the original loans of the Republic of Nicaragahdebtedness with the Bank, receiving
simultaneously 228,245 from the international donommunity (United States of America, Spain,
European Union, Canada, Norway, Netherlands, Svatzer Germany, Finland, Korea and Sweden),
which was channeled through the HIPC-Trust FunchefWorld Bank and the Special Fund for Debt
Relief of Central American Countries Eligible undee HIPC Initiative in CABEI. Of the amount
received, 199,890 were used to repay the princp#ie loan, 7,882 were applied to the repayment of
accumulated interest and 20,473 were applied topthenent of other outstanding interest, thereby
completing CABEI's participation in the HIPC Initiag.

Finally, on April 5, 2005, the Republic of Honduresached its Completion Point, situation which
allowed it to receive the complete benefits of HIR@iative. This situation did not generate finaalci
consequences to CABEI, as it was explained, the Basknade its maximum effort to reduce the level
of debt with own resources.

Interest receivable

Interest receivable as of December 31, 2005 and B08s follows:

Interest receivable Dec-2005 Dec-2004

On loans 35,634 31,302

On interest-bearing deposits in banks 149 398
35,783 31,700

Property, Furniture and Equipment

Property, furniture and equipment as of DecembefB@5 and 2004, are as follows:

Dec-2005 Dec-2004
Vehicles 1,725 1,619
Buildings 24,912 24,851
Computer equipment 11,270 9,702
Building improvements 8,151 7,920
Office equipment and furniture 5,107 4,857
51,165 48,949
Land 2,678 2,590
Subtotal 53,843 51,539
Less accumulated depreciation (23,911) (21,942)
Total 29,932 29,597
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During the fiscal years ended as of December 305 2bid 2004, the depreciation applied as expense
amounted to 2,698 and 2,885, respectively.

(9) Equity Investments
Equity investments as of December 31, 2005 and 200#th do not have fair value, are as follows:

Issuer Data
Financial Income
Name Investment Statements Capital  Equity  /(Loss)  Dec-05 Dec-04
Investments
Latin American Infrastructure Fund 1.48% 09/30/05 472,980 472,980 (17,898) 7,179 7,525
Central American Investment Fund 22.78%12/31/05 17,647 1,956 (3,090) 707 1,294
Pro-fund International SA 13.26% 06/30/05 3,834 3,422 12,747 465 412
8,351 9,231
Shares
Corporacion Interamericana
Financiamiento Infraestructura 9.26%  12/31/05 54,000 57,713 1,708 5,000 5,000
Pro-Banco 37.59% 06/30/05 22,189 18,509 (347) 6,011 7,404
Sociedad de Garantia reciproca 30.91%12/31/04 3,734 3,907 (125) 1,145 1,145
Other 25 25

12,181 13,574
20,532 22,805

(10) Other Assets

The balance of other assets as of December 31,8@03004 is as follows:

Dec-2005 Dec-2004

Deferred debt issuance cost 4,455 5,503
Prepaid expenses 1,333 1,624
Adjudged assets of loans payment 1,129 1,593
Accounts receivable 904 516
Other 512 331
Assets available for sale 455 455
Supplies 78 86

8,866 10,108

Adjudged assets of loans payment as of Decembel@15 and 2004 are located in the following

countries:
Dec-2005 Dec-2004
Nicaragua 5,508 8,077
El Salvador 4,787 4,677
Honduras 558 380
Guatemala 88 -
Costa Rica 6 6
10,947 13,140
Allowance for losses (9,818) (11,547)
1,129 1,593
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(11) Loans Payable

Loans payable as of December 31, 2005 and 2004 dodi@ws:

Dec-2005 Dec-2004
JAPAN BANK FOR INTERNATIONAL COOPERATION 123,751 175,713
B.1.D. 107,483 120,407
SOCIETE GENERALE 87,132 109,770
NORDEA BANK 78,305 85,975
AGREEMENT FINANCIAL COOPERATION MEXICO-CABEI 70,878 62,761
AGENCY FOR INTERNATIONAL DEVELOPMENT (A.l.D.) 53,981 61,518
GUARANTEES GRANTED BY A.I1.D. 53,908 61,646
DEUTSCHE BANK, A.G. 45,842 7,286
KREDITANSTALT FUR WIEDERAUFBAU (KFW) ALEMANIA 41,829 37,014
EUROPEAN INVESTMENT BANK 33,621 27,891
NORDIC INVESTMENT BANK 30,000 30,000
CITIBANK, N. A. 30,000 8,336
OFFICIAL CREDIT INSTITUTE OF SPAIN 29,998 31,801
BILBAO VIZCAYA BANK 28,000 -
MERCANTILE BANK OF VENEZUELA 25,000 22,324
BAYERISCHE LANDESBANK 23,000 -
STANDARD CHARTERED BANK 20,000 57,223
GERMAN CORPORATION INVESTMENT AND DEVELOPMENT 17,743 24,570
THE OPEC FUND FOR INTERNATIONAL DEVELOPMENT 15,000 15,000
EKSPORTFINANS 13,998 17,997
HYPOVEREINSBANK 11,158 -
THE EXPORT-IMPORT BANK OF THE REPUBLIC OF CHINA 10,199 13,096
DANIDA-UNIBANK 6,319 10,817
ABN AMRO BANK 3,000 4,999
WACHOVIA BANK, NA 2,680 13,880
INTERNATIONAL COOPERATION AND DEVELOPMENT FUND 2,053 -
SANTANDER CENTRAL HISPANIC BANK - 5,000
THE INTERNATIONAL COMMERCIAL BANK OF CHINA - 17,857
DRESDNER BANK LATEINAMERIKA - 5,000
OTHER INSTITUTIONS 4,305 13,461
Subtotal 969,183 1.041,342
Fair value adjustment on interest rate hedginyitiets 3,452 2,262
Total 972,635 1,043,604

The maturities of the loans payable as of DecembgP@05 and 2004 are as follows:

Dec-2005 Dec-2004

Up to 1 year 283,635 247,803
From 1 to 2 years 134,983 147,033
From 2 to 3 years 121,614 133,457
From 3 to 4 years 91,877 115,767
From 4 to 5 years 70,269 84,390
More than 5 years 266,805 312,892

969,183 1,041,342
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As of December 31, 2005 and 2004, the weightedagecinterest rate on loans payable was 4.82% and
3.95% per annum, respectively, taking into accolmteffect of hedges, if applicable.

Loans payable at fixed and variable rates are &sifei

Dec-2005 Dec-2004
Loans payable at fixed rates 615,154 628,110
Loans payable at floating rates 354,029 413,232
969,183 1,041,342

(12) Bonds, Senior Notes payable and Commercial Paper&mn

Bonds and senior notes payable as of Decembei085, &hd 2004 are as follows:

Year of Maturity Dec-2005 Dec-2004
Issue
Second issue new Taiwan Dollars (NT&) ( 1998 2005 - 109,602
Senior Notes (US$) 2001 2006 55,000 55,000
Regional Bonds (US$) 2001 2011 50,000 50,000
Senior Notes (US$) 2002 2009 52,000 65,000
Medium Term Notes (US$) — First Use 2003 2013 ,388 199,297
Third issue new Taiwan Dollars (NT$) 2004 2009 6,627 109,602
Medium Term Notes (US$) — Fourth Ud® ( 2005 2012 199,012 -
Medium Term Notes (US$) — Fifth Use) ( 2005 2009 25,000 -
Singapore Bond Issud) 2005 2010 60,107 -
Subtotal 747,128 588,501
Fair value adjustment on hedging activities ,218) 2,400
Total 733,852 590,901

As of December 31, 2005 and 2004, the weightedageemterest rate on bonds payable and senior
notes was 5.64% and 4.24% per annum, respectitadtyng into account the effect of hedges, if
applicable.

(@)
(b)

(©

This Issuance was completely cancelled on July @852

On January 4, 2005, the Bank issued and sold bion@90,000 in international capital markets.
Such bonds represent the fourth issuance of th& Bader the MTN program and in turn, they
represent the second public offering in the Uniiéates and Europe. This issuance relied on the
backing of three globally leading financial instituns, Citigroup Global Markets as leading
agent, and Bear Stearns & Co and Barclays Cagitabaagents. As well, has been rated as Baal
by Moody’s, BBB+ by Fitch and BBB by Standard & P®0

Investors were top-tier quality, mainly fund managesho mainly invest in investment grade
assets (56.3%) and United States of America-baaekisband trusts (22.5%).

The coupon of the bond was fixed at 4.875% and & sedd at 99.425%, the annual return of the
issuance was therefore 4.973%. The maturity is Jgril|g 2012 (7 years) and the payments of
interest take place on January and July 15 of gagh

On April 12, 2005, CABEI negotiated a Credit Linkbidte, linked to a loan granted to the
Republic of Costa Rica, at the rate of LIBOR 6 moplilis 200 basic points with maturity on
July 20, 2009. The note was object of coverageaemtlarket bearing a final cost of LIBOR to 6
months less 100 basic points.
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(d) On July 6, 2005, the Bank issued and sold bondfienSingapore financial market by SG$
100,000,000 (in currency of this country), equivdleo 59,393, with maturity date on July 6,
2010, paying a fixed rate of 2.64%. The Bank codeitee risk of interest rate and foreign
currency through swap with Standard Chartered Btaking the cost of the operation at rate
LIBOR of 6 months plus 35 basic points. The cash $lamterchanges were agreed each six
months, from January 6, 2006.

Under the agreement issued with Barclays Bank owmeher 14, 2005, the Bank renewed the
Commercial Paper Program by a total amount of ZW0,Brom that date up to December 31, 2005, the
Bank issued commercial paper under this progranil®§.099, paying an average interest rate of
4.37%, with maturity in February 2006.

Then, on January 30, 2006, the Bank issued anddeditibonds in the Colombian capital market by
460,000,000,000 Colombian pesos, equivalent to37@2,agreed at an interest rate related to the
domestic consumer prices index plus an spread ®@basic points, with half-year payments of integest

from March 15, 2006 and whole principal repayment September 15, 2015, its maturity date.

Additionally, in order to hedge its exposure in @uobian currency, the Bank subscribed a circus
combined interest rate and currency swap in they frarticipated the Government of the Republic of
Colombia and Citibank, by which the Bank will payerests at floating rate (6 month LIBOR plus 15

basic points) and will collect a cash flow equivdle the amount of interests estimated from thedbo

mentioned before.

(13) Certificates of Deposit and Investment

(@) Certificates of deposit as of December 31, 200524004 are as follows:

Dec-2005 Dec-2004
Social Benefit Fund (Note 19) 114,665 105,067
Republic of Honduras 75,359 128,645
Special Fund for the Social Transformation
of Central Americgi) 50,717 51,810
Republic of Costa Rica 49,646 -
Individual and private entities 26,627 51,189
Republic of El Salvador 629 629
Republic of Guatemala 403

318,046 337,340

(i) On October 29, 1999, the Governor s Meeting oBEAapproved the constitution of the
Special Fund for the Social Transformation of Calnftmerica (“FETS"). FETS is a separate
entity from the Bank and therefore its assets|liigds, income and expenses are not included
in the current financial statements.

The FETS’s objective is to finance programs and ptsjeithin the efforts made for the social
transformation of the region. FETS will finance fisograms and projects from different
funding sources, including donations, loans andrdartions received from the Bank.

In relation with Fest's contributions, the Bankrsg the obligation of pay 6,405 during the
fiscal year 2005, from which 1,185 are pending sbdrsement as of December 31, 2005

(Note 14).

Then, Bank’s contributions to Fest’s by the fisoadiyended as of December 31, 2004 reached
the amount of 10,000.
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The contractual maturities and the weighted avematpeest rate as of December 31, 2005 and
2004 are as follows:

Dec-2005 Dec-2004
Maturity Amount Rate Amount Rate
Up to 6 month 107,097 4.44% 229,400 2.24%
Upto 1 year 119,651 9.32% 9,655 9.56%
Up to 2 years 91,144 10.00% 7,077 10.00%
Up to 3 years 154 5.12% 91,148 10.00%
More than 3 years - - 60 8.73%
318,046 337,340

(b) In relation with Certificates of Investments (ClVs$he Bank’'s Board of Directors decided that
from October 1, 2005, the interest rate appliedhto current CIVs is 3% annually (before 10%
annually). As of December 31, 2005 and 2004, Clslauices of 4,582 and 62,235, respectively,
belongs to deposits which beneficiaries are empgsyend ex employees of the Bank, with 20
years of contractual maturity or demand depositspdion for the depositor.

At the same time, CABEI Board of Directors decided implementation of a new instrument of
saving under the nomination of CABEI's Saving Qerdites (CSC), created solely for transferring
CIVs deposits balances towards this new instruroesaving. As of December 31, 2005, the Bank
records balances by an amount of 46,648 with ntgtimi September 2007. Over this balance,
25,947 were issued at the interest rate of 7.0é6#%b.the other ones were subscribed at the interest
rate of 7.26%.

(14) Other Liabilities

Other liabilities as of December 31, 2005 and 2a@as follows:

Dec-2005 Dec-2004
Special deposits 6,956 5,263
Other creditors 4,038 3,049
Other provisions 3,641 3,138
Technical assistance 3,181 6,629
FETS Contribution Provisions (Note 3 a) 1,185 -
Bonds and Annual salaries Provisions 827 782
Special contributionsaj 33 4,075
Contributions payable to SBF (Note 19) - 3,615
19,861 26,551

(@) As of December 31, 2005 and 2004, the specidtibotions represent contributions received with
donor-imposed conditions that have not been meey Hne as follows:

Dec-2005 Dec-2004
Denmark - 3,020
Italy - 1,000
IDB 33 55
33 4,075

On September 14, 2005, CABEI and Danish AgencyDievelopment and Cooperation (DADC)
subscribed the conclusion of the agreement in wiiiehBank had collected a contribution of
3,020 in 1990 with the purpose of improve its rake a regional bank, in order to give more
impulse the productive and social development int@¢ America, situation which implies the
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recognition of the compliance with the conditionggmally agreed by the donor. Consequently,
during September 2005 the Bank registered thatniecas Donations received within Other
Incomes (Expenses) in the Statement of Income.

Then, on October 12, 2005, the Bank subscribed tmatibn of collected resources from the
Republic of Italy of 1,000, plus interests earngdlB5. These resources will be destined to give
support the Bank’s strategy referred to the satgalelopment and transactions related to poverty
reduction in Central America, which will be manageithin FETS agreement. In this way, as a
counterparty of collected incomes from receivedtgoutions and payable interests mentioned
before, the Bank recorded an allowance of Speawlti@utions in order to reflect its obligation
of financial resources to FETS by the amount 083 ,(INote 13 a).

(15) Equity
(@) Paid-in Capital

The Bank’s authorized capital is US$2 billion cotisg of 200,000 shares with a face value of
US$10,000 each. Of this capital, the founding coestsubscribed shares in equal parts for a total
amount of 1,020,000, and the extra-regional coesitmay subscribe up to 980,000, of which 587,700
have already been subscribed.

The Constitutive Agreement was modified by a proteedrscribed by the Central American countries
in Managua, Nicaragua in 1989, which entered iffeceon January 20, 1992. The protocol authorized
the inclusion of extra-regional countries as memlaéthe Bank and modified its capital structure.

It should be noted that on March 5, 2004, the Kormgdof Spain, pursuant to the execution of an
Adhesion Instrument, subscribed 200,000 of capitddich was formally approved by the Spanish
Legislative Branch and published on January 21, 200bMarch 11, 2005, the Bank received 12,500
by the first of four annual, equal and consecutjuetes, as 25% cash payment in subscribed shares.
The other 75% of subscribed shares is regardednaaraable capital.

Additionally, in November 2004, the Governor's Magt of the CABEI accepted the Dominican
Republic as an extra-regional member and non-fagndéeneficiary country.

In addition, and in accordance with point a) oficd#t 4 of Constitutive Convention of CABEI and
Acceptance Regulation of non-founding beneficiasyntries, approved by Governor's Meeting in its
Resolution AG-11/2004 of August 27, 2004, on Japud, 2005 and December 23, 2005, the Bank
collected from Republic of Colombia and RepublicAsfientina, respectively, 250 from each country
as Special Contribution in order to participateas-founding beneficiary country (see note 2.e).

As of December 31, 2005, the capital is as follows:

Shares
Founding Countries Subscribed Paid
Guatemala 204,000 55,000
El Salvador 204,000 55,000
Honduras 204,000 55,000
Nicaragua 204,000 55,000
Costa Rica 204,000 55,000
Sub-total 1,020,000 275,000
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Extra-regional countries Subscribed Paid
Spain 200,000 12,500
México 122,500 30,625
China 150,000 37,500
Argentina 57,600 14,400
Colombia 57,600 14,400
Sub-total 587,700 109,425
Total 1,607,700 384,425
Unsubscribed shares of
Extra-regional Countries 392,300 -

2,000,000 384,425

On October 25, the Assembly of Governors estaldighamally the procedure to determine the equity
value of payable shares, which will be applicablerfew subscriptions of shares by the introductibn
new members or additional subscriptions of capiitathis way, the equity value of the share wiuk
from the product between the nominal value of eddre and the quotient between the equity and paid
capital. In any capital increase, founding coustidll always remain a percentage at least equitale
to fifty one per cent of the increase, which wiled to be subscribed equally by those countries.

As it is mentioned at point e) of note 2, republiésBelize and Panama required their admission as
extra regional of non-founding beneficiary courdridhaving been approved by the Assembly of
Governors during the months of October and Decer@@5, respectively.

(b) Issuance of General Reserves Certificates

On September 8, 2005, the Assembly of Governorsoapd the implementation of an accounting
method of retained earnings, which consists ingem@ing of the excess of the Bank’s equity value in
relation with subscript and paid-in-cash capital dach founder countries and year-to-year earnings
which have been generated with the capital compbgedach partner, with the issuance of General
Reserve Certificates. Those certificates will beorded in a sub-account within the General Resefve
the Bank. General Reserves Certificates will gigits to each CABEI partners only in case of its
potential liquidation, remaining its equity unmaed. Then, those certificates are part of the Bank’
General Reserve, will be untransferred and canbeotised by partners neither as a payment of the
exigible portion of subscribed capital, nor for italization purposes. The Bank’'s Chief Executive
Officer approved the implementation of the accaumtinethod for allocation retained earnings for each
partner of the Bank.

(16) Contingent commitments

As of December 31, 2005 and 2004, balances of Ggerit commitments are as follows:

Dec-2005 Dec-2004
Credit agreements subscribed 1,704,863 1,173,104
Credit Default Swap 25,000 25,000
Letters of credit - 1,217
Pledges and Guarantees granted 2,097 9,952
1,731,960 1,209,273

Credit agreements subscribed represent commitni@mgsant loans to customers at a future date. Such
financial instruments are recorded as commitmeptnuwsigning the corresponding contract and are
reported in the financial statements when disbuesdsnare made. The contracts to extend credit have
fixed expiration dates and in some cases expirbowtt making disbursement. Therefore, the total

-23 -



‘ e CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION

CABEI

Notes to Financial Statements
For the fiscal years ended December 31, 2005 a@d 20
(Expressed in thousands of US Dollars)

committed amount does not necessarily represemtefttash requirement$he Bank assesses the loan
payable capacity of each customer on a case-bykease

Credit default swap represents a contingent comemitnassumed by the Bank with a client for
payments to be honored by a third party. This @éitre contract is registered as “Derivative Finahci
Instruments” as its fair value. Letters of creditedges and guarantees granted are contingent
commitments assumed by the Bank to guarantee canggliby its clients with commitments assumed
with a third party. The credit risk implied in tleesommitments is essentially the same as that éahpli

in granting loan facilities to clients. The Bank'salWagement has made a case-by-case analysis of each
commitment assumed, based on current informatieghements. As of December 31, 2005 and 2004,
there have not been, and there is no expectatianttiere shall be, significant losses due to these
commitments.

As of December 31, 2005 and 2004, the maturitigh@fuarantees are as follows:

Maturity Dec-2005 Dec-2004
2005 - 51
2007 - 7,500
2010 627 627
2011 1,470 1,774

2,097 9,952

(17) Derivative Financial Instruments and Hedging Aititas

The Bank’s objective in using derivative instrumeists reduce its risk exposure to changes in @ster
rates, currency exchange rates and credit riskse @iy, the Bank does not use derivative instrusien
for trading or speculative purposes.

By using derivative financial instruments to hedgg@osures to changes in interest rates and currency
exchange rates, the Bank exposes itself to cradinzarket risk.

Credit risk is the failure of the counterparty &rform under the terms of the derivative contradten
the fair value of a derivative contract is posifittee counterparty owes the Bank, which createditcre
risk for the Bank. When the fair value of a derivatcontract is negative, the Bank owes the
counterparty and, therefore, it does not haveedlatedit risk. The Bank minimizes the credit riisk
derivative instruments by entering into transacianith high-quality counterparties whose creditngt

is A or better.

Market risk is the adverse effect on the value dihancial instrument that results from a change in

interest rates or currency exchange rates. The Batdes into derivative instrument agreements based
on its expectations that they will vary in a maneach that they will compensate the change in the
value of the instrument to be covered.

The following table presents the notional amount Hrel fair value of derivative instruments as of
December 31, 2005:
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At December 31, 2005
Notional Fair Value
Amount Assets Liabilities
Hedging
On Investment securities 18,500 106 -
On Loans receivable 374,200 2,551 -
Credit Default Swap 25,000 - 558
On Loans payable 138,769 6,359 4,235
On Bonds and senior notes payable 615,687 5,246 5,254
Subtotal 1,172,156 14,262 20,047
Others
Credit Default Swap 25,000 669 -
Subtotal 25,000 669 -
Total 1,197,156 14,931 20,047

During the fiscal year ended December 31, 2005rdhalts yielded by the inefficacy of such hedging
were recognized under other operating income aaches the amount of 106.

The following table presents the notional amount Hrel fair value of derivative instruments as of
December 31, 2004:

At December 31, 2004

Notional Fair Value
Amount Assets Liabilities
Hedging
On Investment securities 3,500 30 -
On Loans receivable 70,000 12 59
Credit Default 25,000 - 608
On Loans payable 194,474 25,407 603
On Bonds and senior notes payable 484,202 20,500 4,950
Subtotal 777,176 45,949 6,220
Others
Credit Default 25,000 730 -
Subtotal 25,000 730 -
Total 802,176 46,679 6,220

During the fiscal year ended December 31, 2004rdhalts yielded by the inefficacy of such hedging
were recognized under other operating expenseeauthed the amount of 1,097.

(18) Fair Value of Financial Instruments

The following table presents the amounts and estightetir values of the Bank’s financial instruments
and the estimated fair value of financial instrutsenith off-balance sheet risks. The fair value of a
financial instrument is defined by FAS 107 “Disaloss about fair value of financial instruments” as
the amount at which the instrument could be excedmig a current transaction between willing parties

The estimated fair value is better shown throughntheket quotation value, if available. In thoseesas
in which the market quotation value is not avaiatthe estimate of the fair value shall be basethen
market quotation of financial instruments of simitharacteristics, the present value of the futagh
flows expected or other valuation techniques, whach significantly affected by the assumptions
adopted. Though Management applies its best judgroastimate the current values of these financial
instruments, there are weaknesses inherent in &artheovaluation techniques. In addition, minor
changes in the assumptions used might have aismmifimpact on the estimates of current values.
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A significant portion of the Bank’'s assets and iliibs are short-term financial instruments, with
maturity terms of less than one year, and/or wi#thable interest rates. These short-term instruspent
variable rates are considered to have a fair vefjgvalent to their value as recorded as of the dat
the financial statements. This consideration is iagplo Cash and due from banks, Interest-bearing
deposits in banks, loans issued at floating inteeges and Interest receivable and payable.

As regards the financial instruments with a mayudiate in excess of one year and fixed interestrat
the following methods and assumptions were usegtimate their fair value:

= Securities available for sale and Derivative finahmstruments: fair value, close to the value for
accounting purposes, is calculated based on tlespquoted in the market, or, if there were no
prices available, based on the discount of castsflasing current returns of similar securities.

» Loans receivables, net: The fair value of loansxadiinterest rates is estimated on the basis of the
analysis of the discounted cash flow, by applicatid the “Commercial Interest Reference Rate”
(CIRR), as reference. This rate is the official nased for credits by Export Credit Agencies and
published by the Export-Import Bank of the Unitedt8s of America and it is based on the rates
accrued by the US Treasury Bills. Fair values éamnls in non-accrual status are estimated based on
the analysis of discounted cash flows or the vafutbe guarantee, when applicable.

= Equity investments: given that they do not haveramédiate market; Management estimates that
the value for accounting purposes is close toviaine.

= Loans payable: the fair values of short term loarseatimated based on the analysis of discounted
cash flows, taking as a reference the rates ofribst recent transactions agreed on with the Bank
prior to year-end. Fair values for long-term loane estimated based on the analysis of discounted
cash flow, using the CIRR as a reference.

= Commercial Paper Program: the fair values are astidhusing the discounted cash flow analysis,
taking by reference interest rates of last tramsastissued by the Bank prior to year-end.

= Bonds and senior notes payable: the fair valustimated based on the analysis of discounted cash
flows, based on current bank rates for multilaterghanizations.

= Certificates of deposit: fair values are estimabaded on the analysis of discounted cash flows,
based on the rates of the most recent transactgmeed on with the Bank prior to year-end.

= Certificates of Investments: As it was mentionedat 13, balances in certificates of investment as
of December 31, 2005 were issued at the interéstofa3%, so as its fair value equals its registere

value. In case of CABEI certificates of saving aPettember 31, 2005, the Bank discounted their
cash flows at the last interest rate agreed, wticresponds to the month of November 2005.

= Contingent commitments (credit default swaps, tettef credit and pledges and guarantees
granted): the fair value of these instruments &eldaon the credit risks of the counterparty.

The estimated fair values as of December 31, 2068328604 are as follows:
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Dec-2005 Dec-2004
Carrying Fair Carrying Fair
Value Value Value Value
Assets
Cash and due from banks 4,105 4,105 8,007 8,007
Interest-bearing deposits in banks 229,547 229,547 259,051 259,051
Securities available for sale 382,297 382,297 371,337 371,337
Loans receivable, net 3,057,038 3,068,209 2,679,914 2,736,654
Interest receivable 35,783 35,783 31,700 31,700
Derivative financial instrument 14,931 14,931 46,679 46,679
Equity investment 20,532 20,532 22,805 22,805
Total 3,744,233 3,755,404 3,419,493 3,476,233
Liabilities
Loans payable 972,635 954,803 1,043,604 1,045,715
Bonds and senior notes payable 733,852 733,022 590,901 592,984
Commercial paper program 198,099 190,778 - -
Certificates of deposit 318,046 325,728 337,340 337,985
Certificates of investments 51,230 51,085 62,235 62,235
Interest payable 21,768 21,768 13,121 13,121
Derivative financial instruments 20,047 20,047 6,220 6,220
Contingent commitments - - - -
Total 2,315,677 2,297,231 2,053,421 2,058,260

(19) Social Benefit Fund

Central American Bank for Economic Integration hatuad under the name Social Benefit Fund
(SBF).

The SBF operates in accordance with the regulatgsuged by the Board of the CABEI, it is managed
by a management board and its aim is to provideBhek's personnel benefits of disability and
retirement pensions, voluntary retirement, and camsption based on years of service, life insurance

the event of disability and death and hospitalteelamedical benefits. This fund is supported by
contributions from beneficiaries and the Bank inadance with plan disposals.

Assets

Although all the contributions made by the Bank afidhe assets and income of the SBF are owned by
the Bank, they are segregated from the Bank’s @bgets and liabilities with the purpose of beisgdu
solely to pay benefits as provided for in the SBtHarter. Nevertheless, considering that the Fues d
not have legal status and its assets are not adyjuestricted and are not transferable to thadips,

they are not susceptible of being recorded as atifre sheet items. However, they are not made as
part of the CABEI's balance sheet because the agbéte Fund represented by certificates of deposit
would be eliminated against the Bank’s liabilitfes the same items, which in turn, is not signifittg
different from the Projected Benefits Obligation.

As of December 31, 2005 and 2004, as detailed e N8, the Bank has recorded liabilities in favbr o
the SBF in the line item of certificates of depasitotal amount of 114,665 and 105,067, respegtivel
(plus 252 and 250 of accrued interest at the sateidcluded in the line Interest Payable) reprisgn
most of the Fund’s assets. These certificates waaeg@ at an annual 10% rate and generated for the
Fund an estimated yield of 10,900 and 9,900, ferftbcal years ended December 31, 2005 and 2004,
respectively. In addition, as of December 31, 20D, Bank had recorded 3,615 as provision for
contributions to be paid to the Fund, which werigl i@ February 2005.
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Projected Benefits Obligations and Plan Position

Although there is a periodic control, the Bank melgBecember 31 as the date of measurement of
benefits from SBF plan. The following table showse tthange in the projected benefits obligation,

changes in assets and the plan position, as a quersee of applying and compliance of criteria

established by SFAS 87:

Dec-2005
Changes in the obligation from benefits
Obligation from Benefits at the beginning of fisgalar 115,867
Cost of service 3,681
Cost of interest 7,716
Collected Contributions (*) 2,296
Actuarial Income (590)
Plan Amendments -
Paid Benefits (8,172)
Obligation from Benefits at the end of fiscal-year 201798
Changes in plan assets
Value of assets at the beginning of fiscal-year 394
Plan Assets Return 11,624
Bank Contributions 2,914
Plan participants Contributions 1,214
Paid Benefits (8,172)
Individual accounts balances (1,141)
Other net incomes (647)
Value of assets at the end of fiscal-year 122,386
Plan Position 1,588

(*) It belongs tohospital-related medical benefitge Actuarial Assumptions)

Periodic Pension Cost

The following table resumes the evolution of thetadsperiodic projected benefits associated at SBF
during the fiscal year ended December 31, 2005:

Retirement and Life Hospital
Pensions insurance Medical Total

Service Cost 3,608 73 - 3,681
Interest Cost 7,351 365 - 7,716
Plan Amendments
Amortization of unrecognized prior
service cost
Actuarial losses / (earnings) (975) 332 53 (590)
Periodic Cost 9,984 770 53 10,807

The service cost has been registered in the linari8aland employee benefits in the Administrative
Expenses of the Statements of Income, whereas thesh cost registers in the line Interests and fee
expenses - Certificate of deposit and investmdrthis statement.
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Actuarial Assumptions

The actuarial assumptions used are based on intatestof financial markets, past experience aad th
best estimation from the Administration of futurbanges in benefits and economic conditions.
Changes in these assumptions may impact on theotbsnefits and future obligations. The weighted
averages of actuarial assumptions used in the &titimof the benefit obligation were the following:

Dec-2005 Dec-2004
Discount Interest Rate (from market) 7% 7%
Increase salary Rate 5% 5%
Estimated Return Rate over Assets 10 % 10 %

The discount rate used, which arises from a themlepiortfolio in which the Bank might invest its
assets, in compliance with current investment polimade up by bonds rated as “Investment
Grade” or AA, by the main credit risk agencies. Tdmual rate of return expected on such assets
reflects the historical rate of return of the dardites of deposit that the Bank has paid intoSB&.

Regarding hospital-related medical benefits, thayehbeen considered to be a regime of defined
contributions, for which the mathematical reserxises from the accumulated balance of the reserves
for accounting purposes corresponding to the Plafospital-Related Medical Benefits. The inclusion
of this regime among defined contributions is basad resolution adopted by the Bank’s Board of
Directors, pursuant to which the scope of the kLeriefrestricted to the annual cash and cash
equivalents of the SBF.

Contributions

It is expected that the contributions from CABEISBF during fiscal year 2006 will arise the amount
of 2,650. All contributions will be paid in cash.

Future payments of estimated benefits

The following table shows the benefits which areeeted to be done during the next five years and, in
total for the next five years, considering the sasssumptions used for determining the projected
benefit obligations as of December 31, 2005.

2006 8,076
2007 8,980
2008 9,122
2009 10,024
2010 9,611
2011-2015 53,264

(20) Other accumulated comprehensive income

Other accumulated comprehensive income as of Dezegih 2005 and 2004 are as follows:

Dec-2005
Other
Cash Flowhedging Securities accumulated

activities available for sale comprehensive

income
At beginning of fiscal year 20 14,712 14,732
Movements of the fiscal year 179 (1,483) (1,304)
At end of fiscal year 199 13,229 13,428
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Dec-2004
Other
Cash Flow hedgin Securities accumulated
activities available for sale comprehensive
income
At beginning of fiscal year (118) 13,707 13,589
Movements of the fiscal year 138 1,005 1,143
At end of fiscal year 20 14,712 14,732
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