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As required under the By-laws of the Inter-American
Development Bank, the Board of Executive Directors here-
by submits to the Board of Governors the Annual Report of
the Bank for 2004. The Report contains a brief summary
of the economic situation of Latin America and the Carib-
bean and a review of the Bank’s operations in 2004.

In addition, the Report contains a description on a
country-by-country basis and a regional basis of the Bank’s
various operations—loans, guarantees, financings for small
projects and technical cooperation—for development in
Latin America and the Caribbean; a summary statement
of the loans approved in 2004; the financial statements of
the Bank; and its general appendices.

Pursuant to Article lll, Section 3(a), of the Agreement
Establishing the Bank, the Report contains separate audit-
ed financial statements for its various sources of funds.
For the Ordinary Capital resources, these are presented in
accordance with the provisions of Article VIII, Section 6(a)
of the Agreement; for the Fund for Special Operations, in
accordance with the provisions of Article IV, Section 8(d),
of the Agreement; and for the Intermediate Financing
Facility Account, complying with Section 5(d) of Resolution
AG-12/83 of the Board of Governors. For the first time, the
2004 Report contains a section entitled “Management’s
Discussion and Analysis: Ordinary Capital.”

February 3, 2005

Cover photo: HAITI « A farm worker grafts a commercial variety of mango
onto one of the millions of mango trees that grow throughout the country.
Within two years the tree will produce export-quality fruit that will in-
crease income for small farmers, create jobs and protect the environment
by preventing erosion (photo courtesy ORE World).

Opposite: BOLIVIA « This low-income neighborhood outside of La Paz over-
looking the snow-capped Andes is being improved under a housing project.
Storm drainage and stairways will help prevent mudslides and improve ac-
cess to transportation and other services for the local population.
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Message from the President

Thanks to various positive developments
on both the domestic and international fronts, the

borrowing member countries of the Bank grew at an
average annual rate of over 5.5 percent, finally break-
ing out of a period of stagnation that began in 1998.
Strong performance by the international economy, the
recovery of commodity prices and a striking improve-
ment in the international financial climate, in con-
junction with strengthened fiscal policy, moderate
inflation and high real exchange rates, all contributed
to a good overall economic performance by the Latin
American and Caribbean countries.

However, this encouraging picture is not devoid
of concerns. Poverty and unemployment are still
at intolerable levels, fiscal balances need further
strengthening, debt remains high and international
economic prospects are somewhat uncertain. Ques-
tions have rightly been raised, in particular about
whether the demand for raw materials and the per-
formance of the countries driving the recent growth
can be sustained.

People in the region have been showing signs of
increasing impatience with the slow improvement in
social conditions. In certain cases, there have been
virtual stalemates in the political systems. Fortunately,
though, these have not jeopardized the widespread

commitment to representative democracy in the
region.

New trends and demands in governance have
emerged in Latin America and the Caribbean, involv-
ing a general reassessment of the role of the State and
of public policy and institutions, greater regard for the
quality of social spending and renewed attention to
investment in infrastructure and rural areas. These
have been accompanied by a call for greater transpar-
ency, firm support for trade liberalization and gen-
eral endorsement of regional investment plans, and a
greater role being assigned to the private sector as the
engine of growth and a partner with the public sector.
The region is also aware that it is lagging behind in
science and technology.

The Bank remained the primary source of multi-
lateral financing for Latin America and the Caribbean
in 2004, providing more resources to the region as a
whole than the World Bank. New IDB loan and guar-
antee approvals totaled $6 billion during the year and
disbursements $4.2 billion. The Bank also took steps
to strengthen its corporate governance, modernize its
activities and better respond to new demands from
potential borrowers.

As mandated by its Governors, the Bank again
focused on programs designed to enhance social



Annual Report 2004

equity and reduce poverty, with over half the volume
of lending for poverty-targeted investments. Special
attention was paid to the smaller, less developed coun-
tries, and operations were planned according to the
four pillars of the Bank’s institutional strategy—social
development, modernization of the state, competitive-
ness and regional integration. In particular, the IDB
was a linchpin in the international community’s com-
mitment to help Haiti and its people confront a period
of crisis.

During the year, the Bank approved 340 grants
totaling $56.7 million for technical cooperation proj-
ects. In addition, the Multilateral Investment Fund
(MIF), an independent fund administered by the
Bank that is the largest source of technical assistance
financing for private sector development in the region,
approved another 82 grants and investments totaling
$116 million.

Natural disasters occurred in several countries
during the year, leading the Bank to review its policies
for providing relief and resulting in an increase in the
ceiling for resources that can be provided in response
to emergencies on a case-by-case basis.

The Bank embarked on a number of important
and innovative institutional changes. For example, the

proposed new framework for lending instruments, a
new policy on expenditures eligible under IDB loans
and approval of sector-wide approaches (SWAps) to
lending will enhance the development impact of Bank
operations. The Bank also approved its first perfor-
mance-driven loan, for Nicaragua. In 2004, the Board
of Executive Directors approved a proposal to allow
the Bank to grant local currency guarantees to public
sector entities. The Bank also issued its first bonds in
Latin American currencies to support a portion of its
borrowings in the international capital markets that
help finance the IDB lending program.

During the year, the Board of Governors approved
the admission of the Republic of Korea as the 47th
member country of the Bank and its second member
country from Asia, alongside Japan. Korea’s prospec-
tive membership in the IDB confirms both parties’
mutual interest in expanding ties between Asia and
Latin America and the Caribbean.

The IDB faces formidable but inspiring challeng-
es ahead. In particular, it will have to operate more
tlexibly and effectively in providing both financial and
nonfinancial services, improving the efficiency and
transparency of its activities and responding to the
specific needs of each borrowing country.

Enrique V. Iglesias
President
Inter-American Development Bank
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Board members and constituencies: [from left, seated] Agustin Garcia-Lépez (Dominican Republic and Mexico),
José Carlos Castaneda (Belize, Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua), Yoshihisa Ueda
(Croatia, Japan, Portugal, Slovenia and United Kingdom), Jorge Crespo Velasco (Bolivia, Paraguay and Uruguay),
Eugenio Diaz-Bonilla (Argentina and Haiti), Giorgio Lecessi (Belgium, Germany, Israel, Italy, Netherlands and
Switzerland), Charles Bassett (Canada), Héctor Morales (United States)

[From left, standing] Havelock Brewster (Bahamas, Barbados, Guyana, Jamaica and Trinidad and Tobago), Sandra
Midence (Alternate for Belize, Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua), German Quintana
(Chile and Ecuador), Juan Notaro (Alternate for Bolivia, Paraguay and Uruguay), Marta Blanco (Alternate for Aus-
tria, Denmark, Finland, France, Norway, Spain and Sweden), Jaime Pinto (Alternate for Colombia and Peru), Martin
Beés (Alternate for Argentina and Haiti), Michel Planque (Austria, Denmark, Finland, France, Norway, Spain and
Sweden), Stewart Mills (Alternate for Croatia, Japan, Portugal, Slovenia and United Kingdom), Rogério Studart
(Brazil and Suriname), Jill Johnson (Alternate for Canada), Luis Guillermo Echeverri (Colombia and Peru), Byron
Solis (Alternate for Chile and Ecuador), Roberto B. Saladin (Alternate for Dominican Republic and Mexico), Arlindo
Villaschi (Alternate for Brazil and Suriname), Jerry Butler (Alternate for Bahamas, Barbados, Guyana, Jamaica and
Trinidad and Tobago), Adina Bastidas (Panama and Venezuela), Ina-Marlene Ruthenberg (Alternate for Belgium,
Germany, Israel, Italy, Netherlands and Switzerland)

The IDB shareholders—its 46 member countries—
are represented by the Board of Governors, the highest
decision-making authority of the Bank. The Governors
delegate many of their powers to the Board of Execu-
tive Directors, whose 14 members they elect or appoint
for three-year terms. Executive Directors for the Unit-
ed States and Canada represent their own countries;
all others represent groups of countries. The Board of
Executive Directors also includes 14 Alternates, who
have full power to act when their principals are absent.
The Board of Executive Directors is responsible

for day-to-day oversight of the Bank’s operations. It
establishes the institution’s policies, approves projects,
sets interest rates for Bank loans, authorizes borrow-
ings in the capital markets and approves the institu-
tion’s administrative budget. The work of the Board
of Executive Directors is guided by the Regulations
of the Board of Executive Directors and the Code of
Ethics for Executive Directors.

The agendas and minutes of the Board of Execu-
tive Directors’ meetings are public documents, as is the
Board’s annual work program with its quarterly updates.
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ARGENTINA (above) « A container ship unloads its cargo at Madryn
port, which was expanded to handle a higher volume of refriger-

ated fish.

JAMAICA (right) e A schoolgirl enjoys lunch at the Spanish Town
Infant School. Through a social safety net reform program, the
government is providing free lunches to poor children who attend

school regularly and get periodic medical checkups.

Latin America and the Caribbean

Summary

Two thousand four marked a year of vigorous recov-
ery for Latin America and the Caribbean following
the long period of stagnation that began in 1998. The
international climate was favorable in 2004, thanks to
robust world growth, a recovery in commodity prices
and a significant improvement in the international
financial risk environment compared with the situa-
tion prevailing up to 2002. Correction of external defi-
cits, decreases in real exchange rates, moderate levels
of inflation and the strengthening of fiscal accounts
were the main factors behind the improved economic
performance, and were common to most countries.
As a result of this confluence of favorable exter-
nal and internal factors, economic growth climbed
from -0.5 percent in 2002 to 1.9 percent in 2003 and

approximately 5.5 percent in 2004. However, a num-
ber of vulnerabilities remain, despite the strong recov-
ery. Although fiscal positions have been strengthened,
public debt levels remain high in many countries and
pose a risk to stability. A number of risks persist in the
financial systems of some countries as well, due to par-
tial dollarization and the weight of government securi-
ties on their balance sheets. Most countries continue
to report low levels of investment, yet there appears to
have been little policy action to improve the investment
climate and the quality of economic regulation. In the
social domain, unemployment rates have eased very
little despite the recovery, and in most countries dis-
enchantment with current economic policies and their
social consequences remains the order of the day.
Given these vulnerabilities, deterioration in the
international scenario over the short term would cause



MEXICO (left) o A local industry association in Jalisco is pro-
viding training and technical assistance to improve the pro-
B ductivity of small metal working firms.

e
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BOLIVIA (below) e A customs clerk expedites clearance of
imports using a new computer system installed under a proj-

L ect for customs reform and modernization.

a variety of difficulties for Latin American and Carib-
bean economies. Rising foreign interest rates could
push up debt service costs significantly and restrict
the availability of financing for highly indebted coun-
tries. If the dollar continues to depreciate on interna-
tional markets, the ensuing pressure on real exchange
rates in the region will erode export growth. Slower
growth in China may depress commodity prices as
well. The current vulnerabilities also limit the capac-
ity of economies to respond to potential disruptions in
the region, such as natural disasters or disturbances in
local financial markets.

For these reasons, governments should redouble
their efforts to strengthen public finances, improve
public debt maturities and currency structure pro-
files, reinforce the independence of central banks,
and expand prudential regulation of the financial
system. The hesitancy on the part of some govern-
ments to undertake structural reforms over the last
few years suggests the need to concentrate efforts on
the institutional front in order to combat corruption
and strengthen compliance with the law. In the social
domain, the main challenges continue to involve tar-

geting social spending to protect and support the poor,
while improving the coverage and efficiency of basic
social services in education and health care.

International Scenario

Following several years of global economic instabil-
ity, external conditions for Latin American and Carib-
bean economies were very favorable in 2004. World-
wide economic growth rose approximately two points
above the rates registered since 2000. The world econ-
omy grew 4.2 percent in terms of market exchange
rates, while it expanded by 5.1 percent when mea-
sured according to international purchasing power
parity, which gives greater weight to China and the
rest of the developing world. Of particular importance
to Latin America and the Caribbean was the fact that
the United States shook off its recession, thanks to the
combination of low interest rates maintained by the
Federal Reserve and a highly expansionary fiscal pol-
icy. As a result, the growth rate in the United States
climbed from 0.5 percent in 2001 to approximately
4.4 percent in 2004. Japan and the euro zone also per-
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Economic Growth
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Source: ECLAC, Preliminary Overview of the Economies
of Latin America and the Caribbean, 2004.

formed better in 2004 than in any of the three preced-
ing years, while the rest of Asia maintained growth at
7 percent, driven particularly by China, which contin-
ued to grow at a rate of more than 9 percent.

The robust pace of world growth triggered a
sharp recovery in commodity prices, which peaked in
April 2004 but have since slipped somewhat. In dol-
lar terms, the prices of a representative basket of com-
modities in December 2004 were still 36 percent high-
er than their 2001 low (although they were close to
2001 levels when measured in euros). Price increases
have been particularly sharp in the case of oil, which
in October surged past $50 per barrel and later settled
above $40, roughly double the price three years ago.
In addition to the global economic recovery, high oil
prices have reflected fears of supply cutbacks by Saudi
Arabia and Nigeria, in a climate of low inventories and
little available surplus capacity worldwide.

As a result of the increase in commodity prices,
the terms of trade for the region as a whole in 2004
reached its highest point since at least 1990. The strong
increases particularly benefited Argentina, Bolivia,
Chile, Colombia and Venezuela, where the terms of
trade rose more than 10 percent in comparison with
2002, when the upward trend first began.

The international financial climate was also very
favorable in 2004. Capital market risk conditions that
had been highly adverse in recent years in the United
States and other industrial countries began to improve

in October 2002. In 2004, the spread on U.S. high-
yield corporate bonds (with respect to Treasury secu-
rities) fell below the levels that had prevailed before
the corporate scandals of 2002, reaching levels similar
to those seen before the 1998 Russian crisis.

This environment of financial confidence expand-
ed to emerging country bond markets, including those
of Latin America and the Caribbean. With the excep-
tion of a brief period in April and May, spreads on
Latin American debt in 2004 remained substantially
below their average levels for the two previous years,
reaching historic lows by year-end.

Favorable global financial conditions enabled
nearly all governments in the region to place debt
issues on the international markets. Through Octo-
ber, the most active countries were Mexico and Bra-
zil, each of which placed nearly $9.5 billion (including
private issues); Venezuela with $2 billion; and Chile,
Colombia and Jamaica with nearly $1 billion each.
The average nominal yield for Latin American sov-
ereign bonds was 6.2 percent, while the nominal yield
for corporate bonds was 5.9 percent, just under those
of other emerging markets.

Paradoxically, however, this climate of confi-
dence was not reflected in a return of capital to the
region in 2004. Capital inflows appeared to bottom
out in the last quarter of 2002, when they dropped to
less than one-tenth of their pre-Russian crisis peak.
Although they recovered somewhat in 2003, figures
from the United Nations Economic Commission on
Latin America and the Caribbean (ECLAC) suggest
that there was an estimated net outflow of capital in
2004 of $12.5 billion. Not even during the most critical
moments of the 1980s debt crisis did the region expe-
rience net capital outflows, because the withdrawal of
private capital was offset by loans from multilateral
organizations and other exceptional financing mecha-
nisms.

The net capital outflows in 2004 were due in part
to the lower net inflow of funds from international
financial organizations, which fell below $7 billion
from a peak of $24.7 billion in 2002. This was because
various countries, during the past year, had partially
repaid the emergency funding they had received dur-
ing the recession years. Patterns in private financing
also contributed to the net capital outflow. Although
less private capital fled Argentina and other countries
hurt by this phenomenon during the height of the
recession years, indirect estimates suggest that private
capital flight from some countries rose in 2004.
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Although the capital account showed a nega-
tive balance overall, it is important to emphasize that
net inflows of foreign direct investment experienced
a significant recovery. After plummeting from their
1999 peak of $79.3 billion to only $28.5 billion in 2003,
they rebounded to $37.8 billion in 2004, according
to ECLAC estimates. However, only Chile, Mexico,
Argentina and Colombia (in descending order) had
sizeable increases in foreign investment. Nine coun-
tries registered a decrease, with levels in Bolivia, Brazil
and Venezuela falling to extreme lows vis-a-vis their
trends for the last decade. Even in Argentina, where
recovery has been significant, net foreign investment
inflows were modest in comparison with pre-2000
levels.

Economic Performance
and Macroeconomic Policies

Following five years of very sluggish growth, Latin
America and the Caribbean expanded by 5.5 percent
in 2004, according to ECLAC estimates. For the sec-
ond time in 20 years, the region’s six largest economies
grew more than 3 percent. Argentina, Brazil, Ecuador,
Uruguay and Venezuela experienced their best growth
rates in 10 years. Only Haiti had negative growth,
while nine countries saw their economies expand
by more than 5 percent. However, the region’s three
highest growth rates (18 percent in Venezuela, 12 per-

Latin America and the Caribbean in 2004

Exports
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25

" A\ /
. [\ N
Y A N A
N~ \J\/
.V V \V/

'
w

1990 -
1991 -
1992 -
1993 -
1994
1995
1996 -
1997
1998 -
1999
2000 1
2001 1
2002 4
2003 1
2004 -

Source: ECLAC, Preliminary Overview of the Economies
of Latin America and the Caribean, 2004.

cent in Uruguay and 8 percent in Argentina) were the
result of still incomplete recoveries, given that each of
these countries has yet to reach pre-recession levels
of GDP. The other countries in which growth topped
5 percent were Brazil, Chile and Ecuador in South
America; Panama and Belize in Central America; and
Trinidad and Tobago in the Caribbean.

Per capita income grew by 4 percent in 2004,
offsetting the cumulative drops during the “lost half-
decade” between 1998 and 2003. Current per capita
income for the region is already 2 percent higher than
in 1998. Nonetheless, it remains below its recent peak
in Argentina, Bolivia, Colombia, Haiti, Paraguay, Uru-
guay and Venezuela.

Exports have been the strongest demand-side
factor driving the recovery. Fueled by strong external
prices, vigorous growth in world trade and exchange
rates that are competitive in real terms, total exports
from Latin America and the Caribbean grew by
roughly 22 percent in 2004, with particularly impres-
sive increases in Bolivia, Brazil, Chile, Ecuador, Mexi-
co, Peru, Uruguay and Venezuela.

Internal demand has played a much more mod-
est role in growth, although countries that recently
experienced sharp recessions are now showing signifi-
cant recovery in consumption and investment. In fact,
investment recovered significant ground in Argentina
and Venezuela in 2004, with Uruguay not far behind.
Investment also rose strongly in Honduras and Para-
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Inflation
(CPIl, December-December percentage change)
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guay, while there was healthy, if less vigorous, growth
in Brazil, Chile, Colombia, Guatemala, Mexico, Nica-
ragua and Peru. However, investments in fixed assets
throughout the region barely reached 18.9 percent of
GDP, below the 1990s regional average of 19.5 per-
cent, and very low in terms of being able to sustain the
region’s current growth rate. Investment rates in Uru-
guay, Venezuela and Bolivia were below 13 percent,
the lowest in Latin America. Of the large and medium
economies, only Chile and Mexico have investment
rates above 20 percent.

The vigorous growth of Latin America’s econo-
mies in 2004 was not merely the result of favorable
international conditions. A set of internal factors made
it possible to parlay these conditions into increased
exports, as well as boost consumption and private
investment. The first of these factors was the reduced
need for external financing, since many countries cor-
rected their high current account deficits. The region
as a whole posted a current account surplus in 2004
equivalent to 1.1 percent of GDP, buoyed especially by
Argentina, Brazil, Chile, the Dominican Republic and
Venezuela, with smaller surpluses posted by Bolivia,
Ecuador, Haiti and Uruguay. Of the large countries in
the region, only Colombia and Mexico had external
deficits, and both were modest (1.4 and 1 percent of
GDP, respectively). Even though net capital inflows
were negative, there is no sign of external financial
constraints, which would be reflected in upward pres-
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sure on exchange rates or interest rates. This low reli-
ance on external financing is a favorable factor vis-a-
vis any future change in the international risk climate.

The second internal factor promoting recovery,
closely connected to the first one, is the falling level
of real exchange rates, which is helping both to boost
export performance and to contain the demand for
imports. On average, real effective exchange rates for
the region as a whole were 30 percent lower in 2004
than between 1992 and 1998, when Latin America
and the Caribbean enjoyed healthy access to inter-
national financial markets. They were 15 percent
above the regional average for 1998 through 2002,
which were difficult years for external financing in
the region. However, in a number of countries, real
exchange rates are currently appreciating from past
levels. (For the period 1992-98, listed in descend-
ing order, exchange rates appreciated in Honduras,
Venezuela, Guatemala, El Salvador, Jamaica, Mexico
and Ecuador.) Moreover, all Latin American curren-
cies have been appreciating against the dollar. In the
region’s seven largest countries, average real exchange
rates climbed nearly 60 percent from June 1998 until
October 2002. Since then, the trend has reversed, and
by September 2004 close to half of the real deprecia-
tion gap had been closed. In some countries, deprecia-
tion has continued to slow even more sharply. For this
reason, depreciation seems to be losing importance
rapidly as a factor for recovery, in comparison with
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the dollar’s downward slide on international exchange
markets.

Flexible exchange rates are currently the most
common exchange system in Latin America. Only four
countries have fixed or hard-peg exchange rates (Ven-
ezuela has fixed-rate parity, while Ecuador, El Salva-
dor and Panama are dollarized). Four small countries
use crawling-peg or adjustable-band systems (Bolivia,
Costa Rica, Honduras and Nicaragua), while the rest
use flexible systems, at least on paper. This means that
pressure on real exchange rate appreciation tends to
be reflected in nominal exchange rates before prices
begin to rise. Of course, these conditions may change
if financial authorities decide to contain pressures on
appreciation by intervening actively in the exchange
markets, thereby boosting international reserves and
ultimately creating excess money supply, which could
translate into higher prices.

The third internal factor aiding the recovery is
the fact that inflation in most countries remains low,
despite sharp devaluations between 1998 and 2002.
Although inflation rates peaked in several countries
in 2002, they have since fallen rapidly, especially in
Argentina and Uruguay. Average inflation in the
region in 2004 was just 7.7 percent, topping 15 percent
only in the Dominican Republic, Haiti and Venezuela,
and averaged under 5 percent in 11 countries. The low
rates of inflation reflect the credibility gained by inde-
pendent monetary authorities in nearly all countries in
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Source: ECLAC, Social Panorama of Latin America, 2004.

the region, which has enabled significant changes in
exchange rates (and other variables) to have modest
effects on prices, in contrast to what occurred in the
past.

In many countries, monetary policies have
gained enough credibility to push real interest rates
to levels that only a decade ago would not have been
able to restrain inflation. A number of countries (such
as Argentina, Brazil, Chile, Colombia, Costa Rica and
Peru) capitalized on low international interest rates
and low external financing needs in order to reduce
domestic rates for 2003 and a good part of 2004.
Naturally, this type of monetary policy helped boost
aggregate demand and economic activity. By the end
of the year, however, monetary authorities in most
Latin American and Caribbean countries were clearly
beginning to adopt policies that were less accommo-
dating, both in response to rising interest rates in the
United States and other developed countries, as well
as to signs of rising inflation at home. Mexico was the
first to take note of these trends, raising Treasury Cer-
tificate rates from 6.6 percent in June 2004 to 8.5 per-
cent in November. Brazil began a series of increases
in the Selic rate in September, raising it to 16 percent
by May and closing the year at 17.75 percent, while
Chile’s Monetary Policy Rate climbed from 1.75 per-
cent in August to 2.25 percent by the end of the year.
Despite these increases, however, real interest rates in
a number of countries remained low during the final
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PARAGUAY e This farmer in Guayaibi received a small
loan from an intermediary financial institution to ex-
pand operations and marketing under a global micro-
enterprise credit program.

months of the year. In fact, real borrowing rates were
near or under zero in Argentina, Chile, Honduras and
Mexico, and rose above 5 percent only in Brazil, the
Dominican Republic, Guatemala and Paraguay.
Although interest rates on lending continue to
be high throughout most countries in the region, the
relatively relaxed monetary policies in effect during
2004 helped drive a significant expansion of credit
in many countries, which was a contributing factor
in the economic recovery. Until 2003, lending played
a very small role in growth, because banks were still
burdened by bad debts, high foreign exchange risk
and the uncertainty of a recovery that was still in its
very early stages. In fact, the more structural problems
underlying some of these risks have not been correct-

ed. However, the financial systems have found relief
in low interest rates and increasing exchange rates,
which enabled more aggressive lending in the produc-
tive sectors. In the region’s seven largest countries,
which are responsible for 90 percent of GDP, credit
expanded by 12 percent in real terms from September
2003 to September 2004. Thus, lending has returned
to real levels comparable to those of three years ago,
although still 10 percent below the peak reached in
early 1999, before local lending markets began to feel
the effects of the Russian crisis. According to ECLAC
data on sector-specific lending, consumer credit has
experienced the highest growth, but lending to the
industrial and trade sectors in Brazil, Chile, Colombia,
Costa Rica and Mexico has also recovered strongly.
Of the countries analyzed, only Peru fell outside this
trend.

Finally, strong fiscal accounts in most countries
have been an important factor in the recent economic
recovery. The average central government fiscal defi-
cit in the Latin American and Caribbean countries fell
from 2.9 percent of GDP in 2002 to 2.6 percent in 2003
and 2.2 percent in 2004. Of the 19 countries included
in the average, only eight have a deficit above 3 per-
cent of GDP, beginning with Bolivia and followed (in
descending order) by Colombia, Panama, Costa Rica,
Nicaragua, Honduras, Venezuela and Uruguay. If only
the primary accounts are taken into consideration
(that is, if interest payments are excluded), the aver-
age fiscal balance went from a deficit of 0.3 percent
of GDP in 2002 to a surplus of 0.6 percent in 2004.
Just seven countries are running a primary deficit:
Bolivia, followed (in descending order) by Honduras,
Haiti, Nicaragua, Panama, Colombia and El Salvador.
Several countries have carved out strong primary fis-
cal positions while having to make substantial interest
payments on government debt.

The strengthening of fiscal accounts in 2004
resulted from recovery-induced higher tax payments
and high export prices, particularly for oil. Equally
important was the moderate growth in government
spending, which, as a percentage of GDP, was lower
in most countries.

According to ECLAC estimates for 2004, tax
revenues as a percentage of GDP reached their high-
est level for the region as a whole since at least 1990.
The main reasons are the increase in VAT rates, the
creation of new taxes (such as export fees in Argen-
tina and banking transaction taxes in various coun-
tries) and a number of taxation systems for oil prof-



its. At the same time, current and investment-related
expenditures grew more slowly than GDP, breaking
the cyclical trend that has characterized fiscal policy
in Latin America. A number of countries were able
to restrain spending by adopting rules that promoted
fiscal responsibility, as well as by improving the insti-
tutions responsible for budgeting and by establishing
stabilization funds with revenues from oil, copper and
other natural resources. The pressure exerted by pub-
lic debt obligations has also been an important fac-
tor in the ability of many countries to develop fiscal
discipline.

The strengthening of tax authorities has helped
sustain the economic recovery by reducing the need
for external and internal financing. Thus, pressures on
appreciating real exchange rates have been alleviated,
while domestic lending to the private sector has been
able to expand under noninflationary conditions. The
stronger tax system has boosted confidence, facilitat-
ed the work of monetary authorities and helped keep
real interest rates low.

While it is still too early to call the region’s fiscal
hardships a thing of the past—structural vulnerabilities
in some areas have not yet been overcome—the trends
described above were positive overall. Indeed, though
the conventional wisdom would presume otherwise,
sound fiscal conditions have not been achieved at the
cost of government social spending, because all coun-
tries in the region are spending more in this area as a
percentage of GDP than at the beginning of the 1990s.
Nonetheless, it is true that public investment has been
cut back in many countries, and not only in those that
successfully opened space for the private sector to
make these types of investments.

In summary, the recovery has been sustained in
good measure by sound macroeconomic policies that
have reduced the need for external financing, kept
real exchange rates high, restrained rising prices and
strengthened fiscal accounts. However, these success-
es are not guaranteed, and a number of vulnerabilities
still remain.

Trade and Integration

Favorable external conditions have enabled Latin
America and the Caribbean to integrate more fully
with the rest of the world, as well as paved the way for
groups of countries within the region to form closer
relationships. Total exports from Latin American and
Caribbean countries grew around 22 percent, while
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imports rose approximately 20 percent. Both rates
are substantially higher than those for 2003 (when
exports grew 8.6 percent and imports 3.2 percent),
and therefore represent a significant increase in the
growth rate of trade. As a percentage of GDP, foreign
trade climbed to 44 percent. Nonetheless, trends in
trade integration have been very different for differ-
ent groups of countries. Brazil, Uruguay and all the
Andean countries (including Chile) had very good
export performance, with growth rates above 20
percent in all cases, while exports from the Central
American countries with the exception of Panama
rose just under 12 percent. Export growth rates from
the remaining countries (that is, Panama, Argentina,
Paraguay and Mexico) were in the middle range.
Imports rose strongly in Argentina, Venezuela, Uru-
guay and Paraguay, where they climbed by more than
30 percent, recovering from steep cuts in recent years.
Rates grew by more than 20 percent in Brazil and
Chile, while they rose by approximately 15 percent in
the Andean countries (except Venezuela), as well as in
Mexico. Growth rates in Central America, along with
Haiti and the Dominican Republic, were a more mod-
est 9 percent on average.

Of course, much of the growth in foreign trade
was due to rising international prices. ECLAC esti-
mates that half of the increase in exports stemmed
from higher prices, which were also responsible for
14 of the 20 percentage points of import growth. For
countries whose most important exports are natural
resources (such as the Andean countries, Argentina
and Paraguay), good export performance was largely
the result of factors involving price. In Mexico, the
Central American countries and—surprisingly—Uru-
guay, international prices had a less significant effect.

Trade patterns were also greatly influenced by
integration agreements among groups of countries.
Exports from Mexico, Central America and the Carib-
bean were heavily dominated by trends in trade with
the United States. Mexico’s exports to the United States
broke out of a long period of stagnation and grew by
11 percent, while Central American and Caribbean
exports increased modestly by just under 5.5 percent,
eroded by growing competition from China and the
wait for ratification of trade liberalization agreements
in the United States. Trade among the Central Ameri-
can Common Market (CACM) countries grew by
15 percent. However, intraregional trade grew more
strongly in the other groups, climbing 36 percent in
the Andean Community and 34 percent among the

1



12

Annual Report 2004

MERCOSUR countries. In both cases, the increases
were driven by economic recovery among some group
members and by changes in bilateral exchange rates
between neighboring countries. According to ECLAC
estimates, total Latin American and Caribbean intra-
regional trade in 2004 accounted for 17 percent of total
regional exports, an increase over the 15 and 16 per-
cent of the previous two years. However, this figure is
extremely low when compared with the years prior to
the crisis that befell intraregional trade in 1999.

Subregional trade negotiations ended up on dif-
ferent paths during 2004. Negotiations toward the
Free Trade Area of the Americas (FTAA) paused
during 2004. Several countries considered the condi-
tions unripe for concluding the negotiations by Janu-
ary 2005 as originally planned. The factors cited as
undercutting the prospects for an agreement include
the slow progress in the multilateral trade negotia-
tions and the onset of electoral cycles in some of the
key countries of the hemisphere. Encouragingly, how-
ever, governments have indicated that the FTAA talks
may resume in 2005.

The Andean Community maintained the goal
of a common market by 2005. The countries commit-
ted to define a common external tariff, the key build-
ing block for the customs union. The members also
pursued external trade negotiations on various fronts.
Colombia, Peru and Ecuador engaged in intense bilat-
eral free trade negotiations with the United States. The
future agreement is expected to enhance the Andean
countries’ access to the U.S. market and attractiveness
for foreign investment, as well as catalyze subregional
convergence on the issues that have been more chal-
lenging to the group, such as investment and trade in
services. In South America, the Community reached
the final phase of free trade negotiations with MER-
COSUR.

The Caribbean Community (CARICOM)
advanced in all three areas of its integration process:
implementation of the CARICOM Single Market and
Economy (CSME), foreign policy coordination and
functional cooperation. The creation of the CSME is on
track, as Barbados, Jamaica and Trinidad and Tobago
have adopted the core measures of the Single Market
and the other member states plan to do so by Decem-
ber 2005. Progress was made on removing restrictions
on services provision, the right of establishment and
the movement of capital and skilled labor. Efforts to
make the new Caribbean Court of Justice operational
progressed and the Court is expected to be inaugu-

rated in March 2005. Meanwhile, “functional” compo-
nents of CARICOM focused on the fight against HIV/
AIDS and natural disaster management in response to
the four major hurricanes that hit the region this year.
On the external front, CARICOM (with the exception
of the Bahamas and Haiti) signed a free trade agree-
ment with Costa Rica in March. CARICOM and the
Dominican Republic subsequently launched bilateral
negotiations with the EU for an Economic Partner-
ship Agreement that will contain a reciprocal free
trade agreement. The group also continued its active
involvement in the FTAA negotiations and the multi-
lateral Doha Development Agenda.

The Central American Common Market
(CACM) reached a milestone in May by signing a
free trade agreement, CAFTA, with the United States.
The historic agreement is expected to cement and
broaden Central America’s long-standing preferential
access to the U.S. market, enhance the prospects for
foreign investment, and help propel integration within
the isthmus. The Dominican Republic joined CAFTA
in August. Although CAFTA absorbed much of the
member countries’ attention in 2004, intra-subregion-
al integration moved forward with the cutting of non-
tariff barriers and product-specific exemptions from
free trade, and harmonization of customs documen-
tation and phytosanitary norms. Particularly marked
strides were made on further dimensions of integra-
tion, such as infrastructure projects in the context of
the Puebla—Panama Plan.

The Southern Common Market (MERCO-
SUR) undertook initiatives to support the subregional
integration process in 2004. The group established a
dispute settlement mechanism, and the Presidency
for the Commission of Permanent Representatives
of MERCOSUR, founded in 2003, worked toward a
compromise to address intra-bloc asymmetries. The
group reached a trade agreement with the Andean
Community and strove to conclude negotiations with
the EU, with which a pact is expected to be finalized
in 2005. The member states also reached across the
Pacific, building increasingly close commercial ties

with China.

Labor Conditions
and Poverty

Stubbornly high unemployment rates have persist-
ed in Latin America and the Caribbean for the past
decade. The regional drop in average unemployment



from 10.7 to 10 percent observed in
2004 is the first significant change in
this pattern for many years. Unemploy-
ment experienced the sharpest reduc-
tions in Argentina, Brazil, Uruguay and
Venezuela, countries in which greater
economic growth led to a genuine rise
in the employment rate and a general
improvement in labor conditions. Unem-
ployment also declined in Colombia,
Costa Rica and El Salvador, but the rea-
son was that fewer people were seeking
work in a climate of moderate economic
growth, not because employment rates
were rising. By contrast, unemployment
rates climbed in the Dominican Repub-
lic, Ecuador, Honduras, Mexico and
Peru even though employment rates
rose, because more people were seek-
ing work. Finally, in Chile, the percent-
age increase in the number of people
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COSTA RICA « The Angostura hydroelectric power plant was built un-
der stage Il of the Electric Power Development Program to expand
coverage, ensure service quality and conserve energy.

seeking work was equivalent to the
unemployment rate, and the employ-
ment rate remained unchanged despite
healthy economic growth. The varying behavior of
labor supply and demand meant that the strong eco-
nomic recovery was not directly reflected in the coun-
tries’ unemployment rates. Nonetheless, the recovery
did have a clear effect on employment rates in most
countries and in the region as a whole, confirming the
close relationship between employment and economic
growth.

In contrast to employment and unemployment,
real wages remained quite stable throughout most of
the region, as a result of the surplus labor supply com-
bined with inelastic nominal wages and low inflation.
The region’s labor markets have been characterized
by a loss of flexibility during the past two decades,
as inflation has dropped sharply. It is therefore no
surprise that Argentina, the Dominican Republic and
Venezuela are the only three countries in which real
wages changed significantly in 2004. In Argentina,
real wages rose 9 percent on average during the year,
recovering nearly half of what they lost with respect
to 2000 levels. In the other two countries, still-high
inflation rates continued to push real wages down.
According to ECLAC estimates, the 11 countries that
have this information available registered a modest
rise in real wages, with a weighted average increase of
0.9 percent and a median hike of 0.2 percent.

Higher employment rates and the modest recov-
ery in income have already had a significant effect on
poverty rates. According to ECLAC, the percentage
of poor people (those whose per capita income is less
than $2 per day) is estimated to have fallen from 44.3
percent in 2003 to 42.9 percent in 2004, while the per-
centage estimate for the extremely poor population
(per capita income of less than $1 per day) declined
from 19.6 percent to 18.6 percent during the same
period. These improvements in poverty indicators
reduced regional figures to levels comparable to those
reached in 2001, and very close to the historic lows of
2000. In absolute terms, however, the decline in 2004
was very modest: the total number of poor people in
the region is estimated at 222 million, barely 4 million
less than in 2003 and 22 million more than in 1990.
Moreover, according to ECLAC, most countries have
not made enough progress to reach the Millennium
Development Goal of halving extreme poverty by
2015.

Outlook and Challenges
It is not clear how long Latin America’s current vigor-

ous recovery will last. As 2004 unfolded, independent
analysts tended to raise their growth estimates for the
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MEXICO e A paint factory in Nuevo Ledn was one of 36
small and medium-sized enterprises to enhance its en-
vironmental performance under a project to improve
competitiveness.

year as a whole. However, predictions for 2005 and
subsequent years suggest that growth will likely weak-
en, particularly in Argentina, Uruguay and Venezuela,
where room for recovery is already beginning to run
out. Forecasts for the other countries that performed
well in 2004 also tend to be more cautious for 2005,
reflecting the uncertainty surrounding the world eco-
nomic situation and the vulnerabilities still displayed
by the region’s economies.

The United States and China have been two
powerful engines of growth for the world economy
and for Latin America and the Caribbean in particu-
lar. Paradoxically, however, it is in these two econo-
mies that concern for the future of the world economy
is concentrated. High fiscal and external deficits in

the United States are generating uncertainty regard-
ing the stability of exchange rates between the dollar
and other currencies, while also raising doubts about
the future financial and investment climate both in
the United States and the developed world in general.
Fortunately, U.S. economic authorities have already
begun to take steps to mitigate these risks, including
the gradual increases in interest rates that began in
mid-2004.

At the same time, the potential impact of inter-
est rate hikes in the United States on the cost of Latin
American debt is uncertain. Thus far, the increases
have not had appreciable permanent effects on debt
margins, although interest rates in several of the
region’s countries have begun to reflect them. Still,
some studies predict stronger effects going forward
and IDB research over the past decade has shown
that each percentage-point rise in the Federal Reserve
interest rate tends to push up interest rates on Latin
American debt by 2.5 percentage points. With public
debt levels in many countries at 50 percent of GDP
or more, the anticipated interest rate increases in the
United States could require very sharp fiscal adjust-
ments that would derail the recovery process. For that
reason, the adverse effects could be very substantial.

China also represents an important contributing
factor to global uncertainty, given fears regarding the
sustainability of its growth model, which is based on
expanding investment in fixed assets. The reason for
these fears has to do with an accumulation of excess
installed capacity in numerous sectors, as well as
concern that the large state banks may be building
up excessive risk by financing such projects. A sharp
slowdown in China would have immediate repercus-
sions on world trade and on commodity prices, which
would hit Latin America particularly hard. Any future
slowdown could also trigger exchange rate and finan-
cial instability around the world, because China’s sur-
plus savings are currently one of the main financing
sources for U.S. fiscal and external deficits.

High indebtedness by Latin American govern-
ments is the main source of vulnerability relative to
potential disturbances in the international financial
or exchange rate arenas. The current average rate of
government indebtedness is 59.3 percent (or 46.6 per-
cent if weighted by the size of the economies), and
exceeds 50 percent of GDP in Argentina, Bolivia, Bra-
zil, Colombia, Honduras, Panama and Uruguay. The
recent trend toward exchange rate appreciation may
be hiding the true scale of the region’s fiscal problems,



since a high proportion of public debt is denominated
in dollars. In fact, average debt ratios declined 5 per-
centage points in 2004, largely because of their dol-
lar positions. But if the international climate were
to turn unfavorable, new devaluations could follow,
which would suddenly raise debt ratios and trigger a
surge in the effective cost of debt service. This fiscal
fragility could also stand in the way of
expansionary fiscal policies that gov-
ernments may wish to adopt in order
to counteract disruptions and stabilize
economic growth. Governments must
therefore continue the sound fiscal poli-
cies they exhibited at the beginning of
the recovery, maintaining a consistent
tax burden, saving some of the extraor-
dinary income from export revenues
and curbing the growth of public debt.
They must also expand the reforms to
fiscal institutions in order to provide
support for fiscal discipline, as well
as build on the favorable external and
internal financial environment in order
to improve public debt maturities and
currency structure profiles.

In the past two decades, Latin
America’s financial sectors have under-
gone a far-reaching process of restruc-
turing and modernization. Financial
liberalization, the entry of foreign
banks and reduced participation by
state-owned banks have made the sys-
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nomic authorities and the courts will react when new
problems arise. Crises are even more likely to occur
when instability or past macroeconomic difficulties
have left high levels of bank-financed public debt and
a clear public preference for keeping financial savings
in dollars. These circumstances are the main source of
vulnerability in the region’s banking systems at pres-

HONDURAS « The IDB is contributing to preservation of the Mayan
heritage in Honduras, such as these archeological ruins at Copan,
and in Belize, Guatemala, El Salvador and southern Mexico through
the “Mundo Maya” Sustainable Development Tourism Program.

tem considerably more efficient and

expanded the supply of credit to some

degree. Despite the incipient recovery,

however, credit remains scarce, costly and extreme-
ly volatile compared with other regions. Moreover,
financial liberalization and reform do not appear to
have helped resolve the most serious problem fac-
ing Latin American banking systems, namely their
propensity for crisis. According to the Bank’s 2005
Report on Economic and Social Progress in Latin
America, entitled Unlocking Credit: The Quest for Deep
and Stable Bank Lending, Latin America has had more
banking crises on average during the last 20 years
than any other region in the world. Banking crises
not only entail enormous fiscal costs, but also contain
a psychological element. The legacies of these crises
include mistrust among savers, a fear that debtors
cannot or will not pay, and uncertainty over how eco-

ent, but they are not the only ones. Other aspects of
financial system reform that need priority attention
are improvement of prudential regulation and supervi-
sion, strengthening of creditors’ rights and redefining
the role of public banks.

Of course, the financial system is not the only
sector of the economy in which the reforms of the past
two decades are not yet complete. Other unresolved
challenges include improving regulation of privatized
sectors, enhancing conditions for private investment
by removing barriers to the startup and operation
of businesses and the hiring of workers, increasing
transparency and controlling corruption. Economic
recovery may diminish the sense of urgency for these
reforms, particularly when public opinion is resistant
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to promarket measures. But some of these reforms are
crucial for obtaining the efficiency and welfare gains
that were expected from market liberalization and
privatizations.

The five years of sluggish growth in Latin Amer-
ica prior to 2004 left a scar on the social climate that
the recent recovery has not healed. Though unemploy-
ment has fallen, it remains high, and although poverty
rates are near the low levels of 2000, the number of
poor people has barely declined from its recent peak.
Moreover, the incidence of severe poverty continues
to be very high in the countries with the lowest per
capita income, meaning it will be difficult for them to
achieve the goal of halving poverty rates by 2015.

The persistence of poverty does not accurately
reflect regional efforts since the early 1990s to increase
social spending. Unfortunately, however, social spend-
ing is limited in its effectiveness for at least two rea-
sons: social expenditures targeted at the most vulner-
able groups tend to be insufficient and cyclical, and
numerous programs still lack efficiency in adminis-
tration and targeting beneficiaries. The recovery so
promisingly begun in 2004 must translate quickly into
improved standards of living for the most vulnerable
segments of the population of Latin America and the
Caribbean if the region is going to make sustainable
progress in alleviating poverty and improving social
equity.



Ten Years of IDB Operations

(In millions of U.S. dollars)

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

CAPITAL
Subscriptions (End of Year)
Ordinary Capital 66,399 80,895 87,557 94,219 100,881 100,959 100,959 100,951 100,951 100,951
Fund for Special Operations 9,751 9,679 9,572 9,643 9,646 9,559 9,480 9,584 9,735 9,802
Other Funds' 2,448 2,498 2,475 2,572 2,634 2,651 2,730 2,772 2,976 3,066
Total 78,598 93,072 99,604 106,434 113,161 113,169 113,169 113,307 113,662 113,819
BORROWINGS?
Outstanding (End of Year) 26,338 26,629 27,331 32,511 38,784 41,394 42,186 47,471 50,821 48,886
Gross Annual Borrowings 2,746 4,250 5,569 5,761 8,865 8,139 7,097 9,340 9,109 4,710
OPERATIONS

Loans and Guarantees
Authorized (Cumulative)?

Ordinary Capital* 63,512 66,088 68,739 79,742 88,226 89,959 93,518 100,834 110,436 116,799
Fund for Special Operations 13,011 13,363 13,580 14,273 14,663 14,924 15,328 15,774 16,652 17,391
Other Funds 1,636 1,648 1,722 1,735 1,726 1,724 1,719 1,736 1,769 1,747
Total 78,159 81,099 84,041 95,750 104,615 106,607 110,565 118,344 128,857 135,937

Loans and Guarantees
Authorized (Annual)®

Ordinary Capital* 6,437 6,376 5,680 9,364 9,061 4,969 7,411 4,143 6,232 5,468

Fund for Special Operations 795 374 283 686 417 297 443 406 578 552

Other Funds 16 16 85 13 8 - - - - -
Total 7,248 6,766 6,048 10,063 9,486 5,266 7,854 4,549 6,810 6,020
Loan Disbursements (Annual)®

Ordinary Capital* 4,255 3,696 4,958 6,085 7,947 6,683 6,037 5,522 8,416 3,768

Fund for Special Operations 541 600 493 535 430 386 422 313 486 463

Other Funds 23 20 17 15 10 = = 2 = 1
Total 4,819 4,316 5,468 6,635 8,387 7,069 6,459 5,837 8,902 4,232
Loan Repayments (Annual)®

Ordinary Capital 2,852 2,287 2,244 1,946 1,988 2,312 1,926 4,106 7,279 5,199

Fund for Special Operations 288 289 285 283 289 289 268 256 296 294

Other Funds 38 36 40 29 29 15 14 13 12 9
Total 3,178 2,612 2,569 2,258 2,306 2,616 2,208 4,375 7,587 5,502
Loans Outstanding

Ordinary Capital 26,581 26,028 27,301 32,635 38,552 41,872 44,951 47,958 50,655 49,842

Fund for Special Operations 6,284 6,547 6,734 6,827 6,955 7,025 6,637 6,763 7,216 7,041

Other Funds 271 241 209 189 164 146 133 118 104 98
Total 33,136 32,816 34,244 39,651 45,671 49,043 51,721 54,839 57,975 56,981

Nonreimbursable Technical
Cooperation Authorized (Annual)®

Fund for Special Operations 90 87 88 64 47 36 39 36 30 36
Other Funds 25 26 21 53 44 34 46 45 44 30
Total 115 113 109 117 91 70 85 81 74 66

Multilateral Investment Fund
Operations Authorized

(Annual)’ 75 76 62 127 141 100 90 99 69 116
FINANCIAL HIGHLIGHTS
Income
Loans
Ordinary Capital 1,977 2,012 2,044 2,085 2,582 3,061 3,191 2,639 2,711 2,498
Fund for Special Operations 131 135 135 135 133 137 135 115 153 145
Investments
Ordinary Capital 654 431 455 520 576 765 541 319 298 288
Fund for Special Operations 49 31 27 27 23 43 41 23 16 21
Net Income
Ordinary Capital® 521 364 415 393 568 846 1,009 727 2,434 862
Fund for Special Operations’ 84 82 77 95 103 135 129 81 113 104
Reserves (End of Period)
Ordinary Capital™ 5,969 6,072 6,307 6,867 7,436 8,103 8,913 9,929 12,772 14,171
Fund for Special Operations'! 531 628 598 424 445 488 9 (64) (113) (608)

ADMINISTRATION
Administrative Expenses

Total - All Funds 333 334 348 341 335 342 355 376 386 404
"Includes the Multilateral Investment Fund. ¢ Includes Small Projects and Social Entrepreneurship Program financing.
2 Medium- and long-term borrowings, before swaps, excluding SFAS 133 7 Includes technical cooperations, loans and equity investments.
hedge basis adjustments beginning in 2001 and net premiums or dis- & Net income before the effects of Financial Accounting Standard No. 133
counts. effective in 2001 and currency transaction adjustments.

3 Net of cancellations. Includes currency transaction adjustments. ° Income before Technical Cooperation expense and HIPC debt relief.

4 Net of Private Sector participations. % Includes accumulated other comprehensive income.

5 Based on original amounts in U.S. dollar equivalent. " Includes accumulated transaction adjustments.



HONDURAS (above) ¢ The Puebla-Panama Plan includes initiatives
to streamline Customs procedures for passenger and freight traffic at
border crossings such as this one between Honduras and Guatemala,
promoting integration and competitiveness.
TRINIDAD AND TOBAGO (right) e A hospital is being built in Scar-
borough at Signal Hill as part of the Health Sector Reform Program,
which emphasizes preventive services and strengthens primary care.

Part |: The Bank in 2004

Poverty Reduction and
Promotion of Social Equity

Reducing poverty and enhancing social equity are
together one of the Bank’s two overarching objec-
tives. In 2004, the Bank continued to work towards
these goals through four lines of activity: support for
national poverty reduction strategies and country
poverty papers; loans to finance projects for poverty
reduction; activities to create and disseminate knowl-
edge that will improve the design and implementation
of poverty reduction policies and programs; and data
compilation.

During the year, the IDB provided a total of
$82 million in debt relief to Bolivia, Guyana and Nica-
ragua under the Heavily Indebted Poor Countries
(HIPC) Initiative to free up government resources for

Key Areas

social programs. Poverty-targeted investments—loans
to support poverty reduction programs, social pro-
tection systems, human capital accumulation, infra-
structure projects, and other activities for low-income
groups—totaled $1.55 billion during the period, repre-
senting 42 percent of all investment lending.

Projects for implementation of national poverty
reduction strategies included loans to Honduras for
$30.6 million and $30 million to improve the quality of
public social spending, expand coverage of secondary
education, and enhance the employability of youths
and adults. The Bank also approved a $1 billion loan
to Brazil to support its social protection system, and
loans for $23 million and $5 million, respectively, to
improve the quality, effectiveness, and equity of health
services in Guyana and Suriname, with an emphasis
on rural areas, where poverty is high.



CHILE (left) « Scallops are harvested for research on aquacul-
ture, one of the strategic areas of the national economy target-
ed under a technology development and innovation program.

BRAZIL (below) e An instructor teaches anatomy to aspiring
nurses’ aides at a night class in Recife. Over 100,000 nurses’
aides have been trained under the project throughout the
country.

In the area of training and education, the Bank
granted a $10 million loan to Nicaragua for a primary
education program for youths and adults, and an $18
million loan to Peru for a youth training program for
disadvantaged youths that links training to concrete
labor market needs. Operations to provide basic infra-
structure to the poor included a $37 million loan to
the Dominican Republic to improve access to housing
through microfinance institutions and the provision
of basic services in low-income neighborhoods, and a
$40 million loan to Jamaica to improve the reliability
of water and sanitation services.

Under the Bank-supported Program for the
Improvement of Surveys and the Measurement of
Living Conditions in Latin America and the Carib-
bean (MECOVI), technical assistance and training
have been provided to 10 countries to improve the
quality, timeliness and accessibility of household sur-
veys. Using MECOVT’s household survey database,
the Bank developed an Equity and Social Indicators
Information System that uses a web-based interface
to display member countries’ progress towards the
Millennium Development Goals (MDGs) (see Box 1),

assessing inequities across income, ethnic and gender
groups since the 1990s.

Bank activities for knowledge creation and dis-
semination in 2004 sought to improve the quality of
policies on poverty reduction and equity enhance-
ment through Bank-sponsored networks. The sixth
meeting of the Social Equity Forum examined major
institutional challenges for sustainable and equitable
social policies. At the seventh meeting of the Region-
al Policy Dialogue on Poverty and Social Protection
Networks, countries exchanged experiences designing
and implementing integrated information systems for
social management. Other conferences focused on the
links between access to financial products and pov-
erty reduction.

See www.iadb.org/ar/pov_en

Sustainable Economic Growth

The Strategy for Sustainable Economic Growth,
approved by the Board in 2003, refers to the second
of the Bank’s two overarching objectives and estab-
lishes the following priority areas for Bank activity:


www.iadb.org/ar/pov_en
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Box 1 « The Millennium Development Goals

IDB Support

The Bank approved numerous regular lending operations
for MDG-related projects in 2004, including loans support-
ing national poverty reduction strategies, social develop-
ment programs, social protection systems, human capital
accumulation and infrastructure projects for low-income
groups. IDB country strategies, sector strategies and other
strategic and programming documents include references
to providing assistance for achieving progress towards the
MDGs. In addition, the Bank has continued to work closely
with the United Nations and other international agencies to
help the countries meet the MDGs through technical sup-
port, meetings, studies and publications.

Following up on the 2003 International Conference
in Brasilia to build consensus in Latin
America and the Caribbean on the
MDGs, organized jointly by the United
Nations Development Programme, the
United Nations Economic Commis-
sion for Latin America and the Carib-
bean, the World Bank and the IDB, the
Bank published the Brasilia Declara-
tion, which highlights the most press-
ing needs of the region to meet the
goals (www.iadb.org/sds/doc/Brasil-
iaMDGConference.pdf). The Bank also
participated in United Nations confer-
ences, seminars and workshops in the
Dominican Republic, Mexico, Trinidad
and Tobago and other countries in the
region.

The Bank approved a regional
technical cooperation project in 2004
for MDG implementation and monitoring. The project,
which will receive additional funding from the UNDP, ECLAC
and the World Bank, will enhance the institutional capacity
of the countries to adapt the MDGs to the specific realities
of the region and assess their results and support prepara-
tion of MDG progress reports emphasizing best practices.
During the year, the Bank also contributed to preparation
of country-level MDG progress reports in Brazil, El Salvador
and Peru.

The Bank continued to support MDG monitoring under
its MECOVI program by providing technical assistance and
training to improve the quality, timeliness and accessibility
of surveys regarding income, educational attainment and
other measures. Additionally, the IDB is developing a socio-
economic database to identify inequalities through MDG
indicators in Latin America and the Caribbean (see section
on Social Development).

The Bank played a significant role in the UN-led Inter-
Agency Groups that are coordinating inputs from inter-
national organizations. It was particularly active in the
Inter-Agency Group on Race and the Inter-Agency Group in
Support of the UN Permanent Forum on Indigenous Issues.
The Bank participated in the Poverty and Inequality Group,
a forum for sharing lessons learned about the MDGs, spon-
sored by the Department for International Development of
the United Kingdom.

The IDB is also a member of the Regional Inter-Agen-
cy Task Force for the Reduction of Maternal Mortality, which
in 2004 approved the Inter-Agency Strategic Consensus for
Latin America and the Caribbean and pledged to cut mater-
nal deaths in the region by improving essential obstetric
care, skilled attendance at birth and access to family plan-
ning, among other measures. Dia-
logues on Reproductive Health took
place in Argentina and Chile with Bank
support.

Through the Inter-American Dia-
logue, the Bank contributed to a paper
and case studies on the race, ethnic-
ity and inequality aspects of the MDGs
in Honduras and Peru. With respect to
the MDG for gender equality and wom-
en’s empowerment, the Bank focused
on implementing its Gender Main-
streaming Action Plan (see Box 5) and
continued to promote public safety and
fight domestic violence. Through PRO-
LEAD, its program for women’s leader-
ship, the Bank organized a consultative
meeting to set priorities for funding to
strengthen the leadership capabilities
of indigenous women.

The Bank conducted many activities directly con-
nected to the MDGs for education. For example, it orga-
nized meetings with donor countries, particularly Sweden,
to examine possible avenues for cooperation. The IDB also
collaborated with UNESCO/OREALC in reviewing progress
reports on the region and participated in the UNESCO “Edu-
cation For All” meeting in Brasilia.

Effective deployment of information and communica-
tion technologies (ICT) is a critical factor for achieving the
MDGs. To this end, the Bank continued to help the coun-
tries in Latin America and the Caribbean use ICT as a means
of accelerating progress towards the MDGs. For instance,
the IDB participated in the United Nations Information and
Communication Technology Task Force and organized sev-
eral international seminars on the role of ICT in achieving
the MDGs.


www.iadb.org/sds/doc/BrasiliaMDGConference.pdf

The Bank continued to provide technical support to
countries to achieve the MDG of environmental sustainabil-
ity. For example, it coordinated technical cooperation in
Bolivia for regional assessments, an action plan and training
and dissemination programs for water and sanitation. The
IDB also financed technical studies on the use of economic
instruments in water management for the Environment Net-
work under the Regional Policy Dialogue.

The Bank is executing a technical cooperation project
to identify opportunities to finance protected natural areas
as part of investments that various countries are making to
protect forests and biodiversity. It is also providing technical
support to the countries for the reduction of carbon dioxide
emissions and channeling grants to programs for institution-
al strengthening and to improve public transportation and
clean industrial production, among other areas.

The Bank continued to participate in the Millennium
Project, a United Nations initiative to recommend the best
strategies for achieving the MDGs, as a member of Task
Force One on Poverty and Economic Development and the
United Nations Experts Group. It contributed working papers
describing the situation in the region, the challenges ahead
and the need for the countries to adapt the MDGs to their
own circumstances.

Where The Region Stands

If measured by the proportion of girls enrolled in primary and
secondary school, gender equality in education—one of the
Millennium Development Goals—has already been reached
in Latin America and the Caribbean. The region is close
to meeting the goal of universal primary education, and is
well on the way to achieving three other goals: eliminating
hunger (malnutrition levels), reducing child mortality and
increasing access to clean drinking water and sanitation.

However, the region is lagging behind in its goal of
reducing poverty by 50 percent, one of the greatest MDG
challenges. Moreover, there are issues of quality and reli-
ability in the statistics on poverty and other indicators. For
instance, sources of more disaggregated regional data on
several social indicators show less encouraging projections
about the region’s progress, implying a need for greater
efforts.

Thus, the region faces two great challenges: (i) reduc-
ing poverty, which means sustaining higher growth rates
while substantially reducing income inequality and social

The Bank in 2004 21

exclusion and (ii) achieving equi-
table social development, in the
absence of which the high levels of
inequality and exclusion may pre-
vent large portions of the poor and
excluded groups from reaching the
targeted levels of well-being.

At several international
conferences, the region has been
urged to emphasize social devel-
opment by revising upward the
second through seventh MDGs and
incorporating equity into indi-
vidual MDG monitoring. According
to the United Nations Millennium
Declaration, the region should:
(i) establish and monitor goals for
equitable social development; and
(ii) recalibrate the social develop-
ment goals, not only revising them
upwards, but also supplementing
global MDG indicators with mea-
sures tailored to the region.

Reporting

The IDB contributed to completed
country-level reports, compiled
under the leadership of the UNDP,
on Argentina, Bolivia, Brazil, El
Salvador, Guatemala, Guyana,
Haiti, Honduras, Nicaragua, Pan-
ama, Paraguay and Peru, and to
10 others in preparation (Chile,
Colombia, Costa Rica, Dominican
Republic, Ecuador, Jamaica, Mex-
ico, Trinidad and Tobago, Uruguay
and Venezuela). A regional prog-

Millennium
Development
Goals (MDGs)
By 2015:

1

Eradicate
extreme
poverty and
hunger

Achieve
universal
primary
education

Promote gender
equality and
empower women

Reduce child
mortality

Improve
maternal
health

Combat HIV/AIDS,
malaria and
other diseases

Ensure
environmental
sustainability

Develop a global
partnership for
development

ress report for the Caribbean Community (CARICOM) is com-
plete and another for the Organization of Eastern Caribbean
States is being prepared. Reports on thematic areas include
completed studies on poverty, education, hunger, children
and gender (a pilot report from Peru). The report on eth-
nicity is nearing completion. Studies containing estimates of
the costs of achieving the MDGs have been completed for
Nicaragua and Peru.

@ See www.iadb.org/ar/mdg
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(i) strengthen the institutional foundations for mac-
roeconomic stability; (ii) improve conditions for com-
petitiveness to develop productive activities, with
special emphasis on the institutional and economic
environment for the strengthening and stability of
financial systems and the infrastructure sector; (iii)
improve the quality and coverage of education and
health to promote human capital and social develop-
ment; (iv) strengthen public institutions and improve
the political climate in the framework of moderniza-
tion of the state; and (v) promote regional integration
and improve the relative position of the countries in

cumstances and needs of each country. Consequently,
all the IDB country strategies approved in 2004 are
based on strategies for sustainable economic growth
informed by technical studies conducted by the Bank.
The growth strategies place special emphasis on
results and therefore include benchmarks and impact
assessment methodologies wherever possible.

The Bank recognizes that a strategy for sustain-
able economic growth is not a detailed action plan,
but rather a set of guidelines whose effectiveness
depends on knowledge of the causes of and conditions
for economic growth in the countries. Accordingly, a

considerable portion of Bank research

TRINIDAD AND TOBAGO « A baby gets checked at the Couva District
Health Facility. The Health Sector Reform Program promotes well-
ness and provides affordable quality health care in an efficient and
equitable manner.

is aimed at understanding the problems
of economic growth in the region, pro-
posing solutions and assessing policy
outcomes. In 2004, studies on economic
growth focused on four particularly rel-
evant issues for the region: the instabili-
ty of international financial flows, fiscal
sustainability, bank lending and public
policy-making.

The volatility of international
financial flows is the main cause of the
region’s recent fluctuations in economic
growth. Building on studies from pre-
vious years, research on this phenom-
enon in 2004 explored the domestic
factors that are vulnerable to sudden
stops in international capital flows and

how exchange rates, interest rates and
domestic financing responded.

The fragile fiscal situation is a
recurring concern in many countries in
the region. The main causes of fragil-
ity include both external factors, such

the world economy. Activities in these areas pay par-
ticular attention to the environment in order to ensure
the sustainability of economic growth.

The strategy defines a framework and general
principles to guide the various areas of priority action.
It is implemented effectively by putting into practice
the action plans for each of the priority strategies—
competitiveness, modernization of the state, social
development, regional integration and the environ-
ment.

The strategy is implemented according to
national priorities, taking into account the specific cir-

as financial instability and volatility in

the terms of trade and domestic factors,
such as the currency structure and terms of the public
debt, exchange rate fluctuations and the structure and
responsiveness of the tax systems. Research in this
area in 2004 focused on incorporating these elements
into various fiscal projection models to account for
unpredictable factors as well as for trends.

The operation of credit markets in Latin America
was the topic selected for the Bank’s latest Economic
and Social Progress Report, entitled Unlocking Credit:
The Quest for Deep and Stable Bank Lending (see Box 2).
In most countries in the region, credit is scarce, costly
and volatile. Moreover, Latin American banking sys-



tems are more likely to experience crises than bank-
ing systems in any other part of the world. The report
reviews the macroeconomic and institutional causes
of these problems and the impact changes in bank
ownership have had on the banking system and the
supply of credit. Experiences addressing recent bank-
ing crises are discussed and policies prescribed for
financial regulation and strengthening of the institu-
tions supporting the financial system. The report also
examines two additional challenges for the financial
system in recent years: adoption of the new capital
adequacy framework (Basel II) and measures to fight
money laundering (see Box 3).

The limited capacity of some countries to suc-
cessfully implement economic, social and institu-
tional reforms is one of the factors behind the region’s
modest growth rates. There is some consensus that a
number of reforms should be undertaken to promote
growth, such as instituting policies that contribute to
fiscal and financial stability and improve the invest-
ment climate. However, the countries’ capacity to
carry out the reforms is limited by public policy-mak-
ing and by the institutional capacity of the agencies
that must execute the reforms. These are key issues on
the Bank’s research agenda and will be addressed in
the next Economic and Social Progress Report.

See www.iadb.org/ar/ecgrowth_en

Modernization of the State

The Bank recognizes democratic governance as criti-
cal to achieve economic growth and development in
the region. Most of the countries in Latin America
and the Caribbean have embarked upon ambitious
government reforms and the IDB has continued to
offer its support through a broad range of activities.
These include fiscal reform, reform and decentraliza-
tion of the state, financial sector reform, public sector
reform, the administration of justice and strengthen-
ing of legislatures.

In 2004, the Bank approved 24 loans for modern-
ization of the state, totaling $883.9 million. In Guyana,
for instance, the Fiscal and Financial Management
Program, for which the Bank is providing a $28 mil-
lion loan, will support a comprehensive government
reform for more transparent and efficient fiscal man-
agement through training, consulting services, infor-
mation systems and other activities. Also in Guyana,
the Public Management Modernization Program, for
which the Bank will provide a $5 million loan, will

The Bank in 2004

PERU « A girl attends preschool in the La Molina
neighborhood of Lima. Preschool education coverage
was expanded under the Educational Quality Improve-
ment Project.

improve management efficiency, transparency and
accountability in public sector institutions and sys-
tems, and involves an important effort in consensus-
building. In Colombia, the Public Administration
Reform Program, for which the IDB granted a $10.3
million loan, will improve the efficiency, transparency
and effectiveness of the national government by mod-
ernizing management, integrating cross-cutting man-
agement systems and improving policy coordination,
e-government and service delivery.

The Bank continued to innovate in this area in
2004, approving its first technical cooperation project
to combat human trafficking in Paraguay. The project
will broaden the national debate on this serious prob-
lem, one that particularly affects women and children,
and promote its inclusion on the national agenda on
human rights, security and justice. It will also help the
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Box 2 « Latin American Banking Systems: The 2005 Economic and Social Progress Report

In Latin America,
“bank credit remains
scarce, costly and
extremely volatile.”
That is the sober-
ing conclusion of an
in-depth study of
the region’s bank-
ing systems released
by the IDB in 2004.
The report, entitled
Unlocking Credit: The
Quest for Deep and
Stable Bank Lend-
ing, argues that Latin
American countries
must strengthen and continue to reform their banking sys-
tems to achieve higher macroeconomic growth rates, busi-
ness competitiveness and stability.

Banking systems in Latin America have a dispropor-
tionately large financial impact as credit and investment
tools because capital markets, such as stock exchanges, are
relatively small, leaving investors and entrepreneurs with
few alternatives outside the banking system to access fund-
ing. “In the context of few alternative sources of financing,
the development and stability of the banking sector is cru-
cial for achieving a stable economic path,” according to the
study, the latest in the IDB’s annual series of Economic and
Social Progress Reports on the region.

Banking sectors in other developing regions of the
world provide much more credit to the private sector than
do those in Latin America, according to the study. “During

ARE-FREESS JE/RECPFKENT ETREF

government develop the capacity to prevent human
trafficking, protect victims, and establish and enforce
penalties for traffickers.

In 2004, following a series of public consultations,
the Board of Executive Directors approved a Strategy
for Promoting Citizen Participation in IDB Activities.
The new strategy sets priorities for Bank action and
lays the foundation for new operations and techni-
cal studies. The Bank is implementing the new strat-
egy through support for a civil society information
network, a workshop on strengthening civil society,
a toolkit to support Bank staff in implementing the
strategy in operations and civil society training pro-
grams in Suriname and Guyana.

In the area of fiscal reform, Bank activities includ-

the 1990s, the average level of credit to the private sector
in the region was only 28 percent of GDP, a rate significantly
lower than that of other groups of developing countries, such
as East Asia and the Pacific (72 percent) and the Middle East
and North Africa (43 percent),” the report said. Credit to the
private sector in East Asia grew from an average of 15 per-
cent of GDP in the 1960s to 70 percent today, while in that
same period Latin America’s grew from 15 to 28 percent.

To strengthen Latin America’s banking systems, the
report recommends that countries take steps to reduce
their vulnerability to financial crises, improve regulation
and supervision, enhance property rights—including credi-
tors’ rights and the effective use of collateral for inducing
greater lending—and improve the availability of financial
information, particularly through credit bureaus and credit
registries.

A Stronger Financial Safety Net

In addition to their “shallowness” in terms of support for
private-sector activity, Latin America’s banking systems are
extraordinarily vulnerable to recurrent shocks and crises.
“Compared with other regions, Latin America displays the
highest average number of crises per country,” the study
says. “Moreover, when ranking regions by the share of coun-
tries that have experienced two or more crises, Latin Amer-
ica comes out first, with 35 percent of its countries hav-
ing experienced recurrent crises. This share is almost three
times higher than any other region.”

In addition to macroeconomic policies that will
reduce vulnerability to “sudden stops” in international flows
and volatile credit and exchange rate cycles, Latin American

ed studies on the political economy of tax reforms,
training programs on tax policy, customs and tax
administration, and a program on international taxa-
tion in Central America associated with IDB support
for the CAFTA process.

In fiscal decentralization, the Bank is working on
state-of-the-art methods of intergovernmental trans-
fers and subnational lending, and regulatory practices
in fiscal responsibility. In public sector reform, the
IDB has developed approaches to decentralization
and reform in key sectors suitable for devolution of
responsibilities, such as health, education, transporta-
tion and sanitation.

Technical cooperation projects for reform and
modernization of the state approved in 2004 totaled



nations must also take steps to deal with specific vulner-
abilities, such as financial dollarization, and strengthen the
regulation and supervision of their banking systems.

The report notes that highly dollarized banking sys-
tems, in which banks lend in hard currency for local non-
tradable investments, together with a high concentration of
public debt in the asset structure of banks, were the two
leading vulnerabilities of banking systems in Latin America
during the 1990s. By transferring exchange rate risks to non-
tradable sectors, "a sizeable component of banks’ assets
was vulnerable to real exchange rate fluctuations.”

To build a financial safety net, the report suggests
a balance of tighter banking supervision and regulation in
combination with market discipline by the private sector.
“This means that appropriate regulations can enhance the
disciplining power of markets, and markets may enhance the
disciplining power of supervisors.”

Despite many reforms throughout the region during
the 1990s, the study found, “it is clear that prudential reg-
ulation and supervision are not tight enough, and further
reforms are needed in order to improve banking oversight.”
In an examination of the Basel Il international agreement
on banking supervision and regulation, however, the study
recommended a cautious approach to adopting its princi-
ples. It said Basel Il “cannot easily be implemented in Latin
America and the Caribbean” and so, before implementing
the standards, countries should first guarantee “stronger
compliance with the basic core principles of supervision and
regulation.”

The Bank in 2004

Stronger Property Rights

The report argues that Latin America’s credit markets, par-
ticularly for small businesses, are inhibited by weaknesses
in property rights that make it difficult to enforce loan con-
tracts based on collateral, for example. Developed countries
have stronger property rights and enforce loan contracts
more effectively than Latin America, where laws “tend to
favor debtors in the case of disputes, and make it exces-
sively costly for creditors to recover collateral in case of bor-
rower default.”

In addition, titling and property registries are “weak
and poorly managed, which makes it difficult for creditors
to establish the priority and seniority of their claims.” An
improvement in the region’s credit registries and financial
information systems can reduce banking costs and lead to
more credit, by "allowing creditors to sort good and bad
debtors before granting credit.”

In a separate chapter, the report also urges Latin
American and Caribbean countries to adopt measures to
combat money laundering, a problem that has gained urgen-
cy because of growing world concern about terrorism and
drug trafficking. It says a successful fight against money
laundering in the region requires a “comprehensive view,”
because “some of the structural weaknesses in the region
contribute to thriving money laundering activities, and, as
long as such weaknesses are not properly dealt with, purely
legislative measures may not suffice.”

@ See www.iadb.org/ar/ipes_en

78 for $15.2 million. Through these projects, which
are both national and regional in scope, the Bank is
addressing such innovative issues as public safety, civil
society participation, e-government and decentral-
ization. The projects financed workshops, seminars,
research, training sessions, publications and other
activities designed to build consensus among all stake-
holders.

See www.iadb.org/ar/mod_en

Competitiveness

The Bank’s involvement in programs to improve com-
petitiveness in Latin America and the Caribbean is
aimed at generating higher-paying jobs and boost-
ing growth rates, thereby driving economic develop-

ment. Competitiveness has become a priority in the
region now that development strategies are focusing
on regional integration. Recent experience shows that
reducing tariffs and entering into trade agreements
are not enough to achieve satisfactory performance
in exports and generate the jobs so badly needed in
the countries; measures must also be taken to improve
competitiveness.

In this context, the Bank has been investigating
how its support for competitiveness could be more effec-
tive in the region. One area being carefully explored is
the array of “microeconomic interventions” the coun-
tries have been increasingly undertaking. These activi-
ties go beyond conventional approaches, such as mac-
roeconomic stability, infrastructure and education, to
include programs to support small and medium-sized
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Box 3 < Anti-Money Laundering Initiatives

Throughout 2004, the Bank continued to actively support its bor-
rowing member countries in combating money laundering through
national and regional programs. A regional project financed with
resources from the Multilateral Investment Fund is currently assist-
ing nine member countries in South America in establishing and
strengthening financial intelligence units. A critical component of
any anti-money laundering strategy, such units gather information
on potential money laundering activ-

ities and share it with other countries I . _
on a cooperative basis. s, -

The project received addition- ¥
al financing from the Inter-Ameri- b
can Drug Abuse Control Commission
(CICAD) of the Organization of the
American States (OAS). CICAD pro-
motes anti-money laundering policies
and helps ensure that international
standards and regulations are applied
uniformly in OAS member countries.

The Bank has also provided
support to the regional financial
action task forces in South America
and the Caribbean, established under the aegis of the Financial
Action Task Force, an international policymaking body that pro-
motes national legislative and regulatory reforms to combat money
laundering and terrorist financing.

Through the South American Financial Action Task Force
(GAFISUD), for example, a Bank program provided training for the
experts that conducted the first round of peer review-style mutual
evaluations in the nine countries. The evaluations are core compo-
nents of the work carried out by the regional financial action task
forces. The Bank also cosponsored a workshop with CICAD and GAF-
ISUD on Responsibilities of Legal and Financial Professionals in Pre-
venting Money Laundering.

The Bank is examining various other possible regional projects
with CICAD, such as preparation of anti-money laundering Internet
training courses that would be made available to officers of com-
mercial banks located in borrowing member countries.

The Caribbean Financial Action Task Force (CFATF), which is
made up of 26 countries in the Caribbean Basin, executed a Bank-
financed program to train banking supervisors and employees of
regulated financial institutions in four member countries in tech-
niques for detecting money laundering. Several national financial
sector loans and technical cooperation operations approved by the
Bank for countries in Central America, South America and the Carib-
bean have included a specific anti-money laundering component.
The Bank participates in the international dialogue on combating
money laundering and terrorist financing. It attends the periodic
meetings of the Financial Action Task Force and attends meetings of
the CFATF and GAFISUD as an observer.

@ See www.iadb.org/ar/aml_en

enterprises, attract foreign direct invest-
ment, promote exports and develop
industry clusters. For instance, in 2004
the Bank approved a $1 billion loan and
line of credit to Brazil for a program to
support micro, small and medium-sized
enterprises that includes financing for
investment projects to make firms more
competitive.

To supplement its programs for
competitiveness in Latin America and
the Caribbean, the Bank launched the
Business Climate Initiative (see Box 4).
Under the initiative, the Bank will help
governments, in consultation with the
private sector, identify the main obsta-
cles to private investment and formulate
action plans to eliminate specific barri-
ers. Issues such as property rights and
trade, investment and commercial codes
are among those being addressed.

Country-specific plans will pro-
vide a framework for Bank support to
promote private sector competitiveness
through its programs, loans and tech-
nical cooperation. The Bank and the
governments will agree on the perfor-
mance indicators to be used to monitor
progress toward the goals established
under the initiative. In 2004, 16 coun-
tries joined the program and are iden-
tifying concrete measures to improve
their respective business climates. Para-
guay was the first country to adopt an
action plan.

In another line of action, the Bank
continues to provide resources and tech-
nical assistance for national competi-
tiveness programs. In several countries,
it has also developed IDB strategies for
the private sector, with a specific set of
activities for all Bank group instruments
for a given period. Strategies have been
prepared, for example, in El Salvador
and Guatemala. To disseminate lessons
learned, the Bank prepared a “Toolkit
for Practitioners on Competitiveness”
on CD-Rom to be used by Bank staff
and executing agencies. The toolkit
reviews regional experiences in mea-
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suring competitiveness, policies and institutions to
promote competitiveness and the role of clusters in
increasing productivity.

Targeted efforts have also been made in countries
transitioning to new administrations. For example,
several studies were conducted in El Salvador to bet-
ter understand the reasons for the country’s sluggish
growth since 1996. New approaches were developed to
increase competitiveness, assigning priority to trans-
formation of the country’s agricultural sector, adjust-
ments in the assembly industry that will promote forms
of production with greater value added
(the “complete package” approach)
and diversification. In Uruguay, several
studies were conducted to make recom-
mendations for competitiveness, includ-
ing a new plan to support productivity
improvements in selected sectors. A pol-
icy discussion paper includes these ideas
and others to help sustain the strong
growth rates the Uruguayan economy
has recently enjoyed.

In addition to formulating strat-
egies, in 2004 the Bank approved
27 loans for a total of $2.1 billion to
improve
America and the Caribbean. Examples
of such operations include projects for

competitiveness in Latin

technological innovations in agricul-
ture in Brazil, competition and develop-
ment of the regulatory framework for
the provision of infrastructure services
in Mexico, management and supervi-
sion of the financial sector in Hondu-
ras, land titling and a legal framework

The Bank in 2004

Preparation of an information and communica-
tion technology (ICT) for development strategy, ini-
tiated during 2004, will culminate in the submission
of a draft to the Board during the coming year. The
strategy builds upon five years of Bank experience
and recommendations from the Board of Executive
Directors after their review of the Office of Evaluation
and Oversight (OVE) report “Information Age Tech-
nologies and Development.” Beyond this, the strategy
promotes ICT deployment as a common denominator
for achieving the Millennium Development Goals and

MEXICO . Officials from Pronatura Chiapas, A.C., an environmental
cooperative, inspect pine seedlings at a nursery run by their orga-
nization with financing from a Small Project to promote sustainable
management of natural resources.

for real property guarantees in Peru and
simplified business registration in Nica-
ragua. A regional technical cooperation project was
approved for improved negotiating capacity for free
trade agreements in the CARICOM countries.

During the year the Bank also granted loans and
technical cooperation funding for national competi-
tiveness programs in the Dominican Republic, Guate-
mala, Honduras and Panama. At the regional level, in
response to a request by the Mesoamerican presidents
at the Business Forum in Managua, Nicaragua, the
Bank helped establish the Mesoamerican Competi-
tiveness Council as a forum for public and private sec-
tor representatives to exchange ideas on an ongoing
basis.

as a basis for building regional consensus for the sec-
ond phase of the World Summit on the Information
Society.

ICT projects are concentrated in four strategic
areas: sustainable economic growth, human capital,
governance and institution building. In 2004, during
the first phase of the ICT4BUS grant program, which
supports ICT use by small and medium-sized enter-
prises to achieve productivity gains and improved
competitiveness, the Bank allocated a total of $2.3 mil-
lion to seven initiatives. In addition, an Information
and Communication Technology Trust Fund began
functioning with funds from the government of Italy,
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BOLIVIA « An arbitration center resolves business conflicts in Santa
Cruz as part of a program to promote an enabling business climate
by ensuring transparency and security in commercial dispute resolu-
tion.

education financing and social exclu-
sion in education.

The IDB currently has separate
strategies on primary, secondary and
tertiary education, which are being con-
solidated into a single updated strategy.
To this end, studies were commissioned
on such issues as developing consistent
indicators on the state of education
throughout the region. Two books were

published, one on public-private part-
nerships in education and the other on
education financing in the region.

In 2004 the Bank approved five
loans totaling $137 million for the
health sectors of Colombia, Ecuador,
Guyana, Nicaragua and Suriname. The
projects will increase the efficiency of
health reforms in terms of service deliv-
ery, hospital management and financ-
ing of the health sector. The Bank also
approved five loans for $553.3 million

supporting eight technical cooperation initiatives in
electronic government, including studies and pilot
projects, with a total commitment of approximately
$2 million.

See www.iadb.org/ar/comp_en
Social Development

Social development is a key element in the Bank’s mis-
sion to fight poverty and inequality, promote growth
and improve well-being in the region. Under its Social
Development Strategy, the IDB helps countries in
the region to accelerate social progress, especially
through education, health and housing, with empha-
sis on reducing inequities in opportunities based on
gender, ethnicity, race and disability.

Education loans approved in 2004 totaled
$91 million. They included a project to strengthen
secondary education in Honduras ($30.6 million)
and another for basic literacy and job skills for young
adults in Nicaragua ($10 million). Work on the Mil-
lennium Development Goals in education continued
(see Box 1), as did regional initiatives on educational
assessment and testing. Technical papers were pre-
pared and disseminated on emerging areas, such as

containing components for protection
of health spending and for investment in
maternal and child health programs for
groups living in extreme poverty. A loan for $13.2 mil-
lion was approved to strengthen the digital strategy
in Chile that will also improve health services for the
poor.

The Bank also approved $1.4 million in technical
cooperation grants to strengthen the social inclusion
of the disabled, increase the responsiveness of HIV/
AIDS programs, improve information systems on
maternal and child health, conduct studies on ethnic
groups and equity in health, and evaluate and dissemi-
nate the effectiveness of health programs carried out
in Latin America and the Caribbean.

In 2004 the Bank prepared its Health Strategy
Profile, which is under public consultation. The final
strategy is expected to be approved in 2005.

Bank loans approved in 2004 with a significant
gender component totaled $53.6 million. For example,
a $28.5 million loan to Bolivia for revitalization and
urban development in La Paz includes training for
women to boost their income-earning capacity.

During 2004, the Bank focused on implementing
its Gender Mainstreaming Action Plan 2003-05 (see
Box 5) across the Bank. The plan has helped increase
interdepartmental coordination and a sense of shared
responsibility for gender mainstreaming Bank-wide.


www.iadb.org/ar/comp_en

The Bank also continued to make prog-
ress in 2004 in incorporating gender
issues into new country strategies and
into project design in non-social sec-
tors.

With funding from the Norwe-
gian government, the IDB Program
for the Support of Women’s Leader-
ship and Representation (PROLEAD)
launched a project entitled “Leadership
in the Andean Region: Promoting the
Role of Indigenous Women,” pursuant
to the First Summit of Women Indig-
enous Leaders in Oaxaca, Mexico. The
project will strengthen the leadership
capabilities of indigenous women in
Bolivia, Colombia, Ecuador, Peru and
Venezuela.

The External Advisory Council on
Women in Development and its chair,
Dr. Ruth Cardoso of Brazil, reported to
the IDB Board of Executive Directors
on the Council’s fifteenth meeting, held
in Argentina to review gender main-
streaming in project execution. The
Council also provided feedback to the
Board on a plan for review of the Bank’s
Gender Policy and preparation of the
Long-Term Strategic Outlook for 2005
to 2015 requested by the Board.

During 2004, the Bank moved to
a broader definition of social inclusion
that will deepen the cross-linkages and
synergies between excluded groups in
the region, primarily indigenous peo-
ples, Afro-descendants, persons with
disabilities, poor women and persons
with HIV/AIDS (see Box 6). Inter-
nal coordination between specialists
working with each of these groups was
expanded to better address the cumu-
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Box 4 « Business Climate Initiative

While the private sector is the principal engine of a country’s
economic growth, the state provides an enabling environment for
enterprises to thrive by ensuring economic stability, essential infra-
structure and the necessary institutions to support private sector
activity, improve competitiveness and promote a propitious climate
for business.

In 2004, the Bank launched its Business Climate Initiative to
help sustain private sector growth in Latin America and the Carib-
bean and to increase the effectiveness of governments in providing
goods and services to the public by regulating markets, promoting
positive externalities, overcoming or avoiding market failures and
building consensus on pro-growth development policies.

By the end of 2004, 16 countries had signed up as participants
in the initiative by signing a Memorandum of Understanding with the
Bank: the Bahamas, Barbados, Bolivia, Colombia, Costa Rica, Ecua-
dor, El Salvador, Guatemala, Honduras, Jamaica, Nicaragua, Para-
guay, Peru, Suriname, Trinidad and Tobago, and Uruguay. In almost
all of them, diagnostic assessments were undertaken to identify
obstacles to business development. The diagnostics will be used to
prepare action plans that will constitute the core of the initiative in
each country. Paraguay was the first to sign an action plan, followed
by five more. By March 2005, all of the countries that have signed up
should have agreed on action plans.

The Bank is compiling a catalogue of specialists, consultants
and other local and international resources that can be drawn upon
to design effective solutions to the
specific problems identified in the /
action plans. The countries can then
use the full range of IDB group prod-
ucts, depending on the issue to be
resolved. A progress report speci-
fying the obstacles that have been
eliminated and those in the process
of being eliminated under the initia-
tive is expected to be delivered in
2005.

@ See www.iadb.org/ar/bci_en

lative disadvantages and discrimination faced by the
groups, with support from the Social Inclusion Trust
Fund funded by the governments of Norway and the
United Kingdom.

Social inclusion was incorporated into larger
sector loans totaling $800 million. These included
an anti-poverty loan to Peru ($300 million) that will
strengthen the social safety net protecting the poor-
est of the poor by improving systems for social spend-

ing transfers and targeting, education quality, health
services and nutrition programs. Two loans to Brazil
for mass transit systems in Curitiba and Fortaleza will
apply universal design principles for persons with dis-
abilities ($80 million and $85.2 million, respectively).
Social inclusion was also incorporated into IDB coun-
try strategies (e.g., Barbados, Colombia, Ecuador, and
Trinidad and Tobago) and national poverty reduction
strategies (e.g., Colombia).
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Pursuant to the Institutional Strategy, profiles
for the Strategic Framework on Indigenous Devel-
opment and the Operational Policy on Indigenous
Peoples were prepared and public consultations orga-
nized. The final documents, expected to be approved
in 2005, will strengthen the mainstreaming of indig-
enous issues within the Bank (see Box 7).

CHILE « A program for technology development and
innovation included microbiological studies in support
of the country’s important fisheries industry.

During the year, the Bank approved several proj-
ects promoting sustainable development practices
among indigenous communities. For example, the
regional program for Integrated Ecosystem Manage-
ment in Indigenous Communities, to be financed by a
$5 million grant from the Global Environment Facility
(GEF), with parallel GEF grant cofinancing from the
World Bank, will strengthen sustainable development
and biodiversity management on indigenous lands in
the Central American Biological Corridor.

Other community-based initiatives to strengthen
the capacity of indigenous groups to manage their
own development include the sustainable development
program for the Sixaola River Binational Watershed
in Costa Rica and Panama and the Northern Corri-
dor Highway Program in Bolivia, under which ben-
efits will be targeted for Aymara and Aymara-speak-
ing Afro-descendant communities. And in Ecuador,
a coastal resource management project incorporates
Afro-descendants into programs involving conser-
vation, sustainable use, and management of natural
resources.

See www.iadb.org/ar/socdev_en

The Bank’s Inter-American Institute for Social
Development (INDES) functions as a training center
for the design and management of public policy and
national programs. In 2004, it continued working to
strengthen institutions responsible for social policies
and programs in the region, specifically by improving
the performance of managers through national and
regional social management training. During the year,
INDES trained over 450 professionals in regional-level
courses and 1,500 in national-level courses. Participants
came from a wide range of government agencies, non-
governmental organizations, universities, training cen-
ters and civil society organizations. INDES also con-
tinued its line of publications, producing three books,
five case studies and three working papers.

See www.iadb.org/ar/indes_en

Integration

The Bank strengthened and expanded its support
for regional integration and cooperation in 2004.
Key projects included the new Initiative to Promote
Regional Public Goods (RPGs) (see Box 8), a range of
activities under the Bank’s Special Initiative on Trade
and Integration, and support for various subregional,
hemispheric and interregional integration initiatives.

The Bank continued to implement its regional
technical cooperation program and to assist countries
in mainstreaming trade and integration into national
development strategies. It stepped up work on trade
capacity building in the Central American Common
Market (CACM), provided technical support for intra-
regional integration and the extensive external trade
negotiations agenda in the Andean Community and
CARICOM, and helped consolidate subregional insti-
tutions in MERCOSUR.

The Bank also continued to provide techni-
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Box 5 « Gender Mainstreaming Action Plan

The Bank approved
its first Gender Main-
streaming Action Plan
(GAP) in 2003 to cover
the period 2003-05. The
plan’s general objec-
tive is to increase the
focus on gender equality
and women’s empower-
ment in all areas of Bank
activity, thus contribut-
ing to poverty reduction
and economic develop-
ment in the region. The
plan establishes specific targets for gender mainstreaming
throughout the project cycle, serves as a tool for promoting
shared commitments and responsibilities across the Bank,
provides a solid basis for internal collaboration, negotia-
tion and monitoring, and sets parameters for institutional
learning.

During the first 18 months of GAP implementation, the
Bank reenergized its efforts to mainstream gender, especial-
ly in its regional operations departments. While progress has
been achieved in all areas of activity under the plan, special
attention has been paid to incorporating gender throughout
the project cycle, particularly in IDB country strategies and
project design.

Twelve IDB country strategies have been identified
as priorities for gender mainstreaming, almost double the
original target of one strategy for each of the Bank’s three
regional operations departments per year. Activities have
included country gender assessments, a gender focus on
several priority sectors and thematic areas, and consulta-
tions with key stakeholders, such as government agencies
and civil society organizations for women.

Gender mainstreaming in project design has contin-
ued to advance in all sectors, with the best results still in
the social sectors. In 2003-04, regional operations divisions
identified a total of 59 projects in the pipeline for gender
mainstreaming, also double the original target.

The Bank in 2004

The Action Plan target for project execution has been
exceeded as well, and several Country Offices have shown
initiative in this effort. However, the 17 projects selected
are still at early stages of implementation, making it diffi-
cult to ascertain whether their design will serve to meet the
operations’ development goals. An interesting pilot initiative
is underway in Honduras to mainstream gender and social
inclusion into the portfolio, with an emphasis on execution
and institutional strengthening; it may generate lessons that
could be replicated in other countries.

Certain studies in the pipeline of activities to be con-
ducted by the Office of Evaluation and Oversight have been
identified for possible analysis of gender dimensions, includ-
ing sector and thematic evaluations, impact and sustain-
ability assessments, and gender issues in upcoming country
program evaluations.

The progress achieved in gender mainstreaming Bank-
wide has increased demand for technical support. Several
Bank offices are involved in responding to this demand,
including the Office of the Executive Vice President, the
Integration and Regional Programs Department, the Legal
Department, and the Sustainable Development Department,
the latter through its Women in Development Unit. Starting
in 2005, a new Multi-donor Gender Mainstreaming Fund, with
a contribution from Norway, will provide financial support
to promising approaches in all areas of the Action Plan.

A preliminary analysis of progress shows that there
is greater success in programming and project design, par-
ticularly for social sector projects. The challenge ahead is
to incorporate gender issues more thoroughly into projects
in other sectors and to achieve the expected impact of
increased gender equality through successful execution of
projects and their evaluation.

Projects that incorporate gender issues in their design
could be monitored through execution to document good
practices and lessons learned. A final external assessment
of Action Plan results, starting in mid-2005, will examine
the quality of gender mainstreaming of all activities by the
Bank’s operations departments and other relevant units.

@ See www.iadb.org/ar/gender_en

cal support for the Free Trade Area of the Americas
(FTAA) process. As a member of the Tripartite Com-
mittee, with the United Nations Economic Commis-
sion for Latin America and the Caribbean (ECLAC)
and Organization of the American States (OAS), the
Bank helped countries prepare and implement nation-
al strategies for strengthening trade-related capacity

for the Hemispheric Cooperation Program (HCP), a
vital component of the FTAA initiative. This support
included technical cooperation under the IDB-Canada
Trade Fund.

The Bank provided technical support for the
Andean Community in response to the subregion’s
active trade negotiation agenda. It assisted national and
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Box 6 « Social Inclusion and Cohesion—Attacking the Roots of Inequality

Discrimination and exclusion on the basis of ethnicity,
race, health status and other attributes are being studied
and addressed in new ways at the IDB, under initiatives for
social inclusion and social cohesion—a broader dimension of
inclusion that incorporates economic and fiscal policies and
democratic development.

The Bank’s social inclu-
sion activities focus on indig-
enous peoples, Afro-descen-
dants, persons with disabilities,
persons with HIV/AIDS and
poor women. Activities in
2004 included the following
operations, publications and
meetings.

T

Operations. The Bank launched
the Social Inclusion Trust Fund,
with support from the govern-
ments of Norway and the Unit-
ed Kingdom. The Fund finances
operations for research and
raising awareness, support for
Bank operations and organiza-
tional strengthening for groups
traditionally excluded from the
mainstream of economic and
social activity in the countries of the region. To date, 18
operations and new initiatives are underway, totaling nearly
$1 million. Noteworthy among them is the first affirmative
action policy paper in Colombia, which has the second larg-
est Afro-descendant population in Latin America. Key Fund
achievements include a substantial increase in technical

cooperation funding for project preparation and to expand
knowledge on social inclusion. Other advances include incor-
poration of social exclusion into IDB country strategies; a
special internship program at the IDB for Afro-descendants;
and development of data, indicators and surveys on ethnic
and racial groups.

Publications. The Bank published three books on social
inclusion in 2004: Social Inclusion and Economic Develop-
ment in Latin America, compiling more than two years of
research on the causes and consequences of social exclusion
in the region; Building Social Cohesion in Latin America and
the Caribbean, which proposes a comprehensive framework
for understanding the factors that influence the develop-
ment of cohesive societies; and Reforms and Social Equity
in Latin America and the Caribbean: The First Phase of the
Social Equity Forum, which examines the main challenges
and opportunities that the region faces to design and imple-
ment reforms to improve equity and social cohesion. The
Bank distributed the three publications at the EU/LAC Sum-
mit of Presidents in Guadalajara, Mexico.

Meetings. The Bank organized meetings of technical experts
to prepare the EU/LAC Summit of Presidents, in cooperation
with the European Commission; an international forum on
anti-discrimination legislation in the region, held in Mexico,
in collaboration with the Mexican National Commission on
Discrimination (CONAPRED) and the Japan Program; and a
seminar series featuring research papers on the incorpora-
tion of social, economic and cultural rights in development.
The series was held in partnership with ECLAC and with sup-
port from the Department for International Development of
the United Kingdom (DFID).

6 See www.iadb.org/ar/inclusion_en

regional officials in evaluating trade and integration
agreements, prepared studies and policy papers and
organized workshops and conferences on the econom-
ic impact of trade liberalization and the participation
of civil society in trade negotiations. The IDB helped
the Andean countries to reach agreement on harmoni-
zation of indirect taxes (VAT and excise taxes).

The IDB continued to support subregional infra-
structure projects through the Puebla-Panama Plan
(PPP), the Initiative for the Integration of Regional
Infrastructure in South America (IIRSA) and small-
scale cross-border pilot projects to develop and inte-
grate common border zones. It collaborated with the

Andean Development Corporation (CAF) on a pro-
gram to assess the potential contribution of the Ande-
an hydrocarbons sector to hemispheric energy coop-
eration. Among the regional technical cooperation
projects approved in 2004 was a study on fiscal equity
in the Andean Community countries and an assess-
ment of tax incidence and social spending in different
income brackets, cofinanced by Britain’s Department
for International Development (DFID). Bank support
for CARICOM integration and external trade nego-
tiations advanced on a number of fronts during the
year. Seven new integration and trade-related regional
technical cooperation projects were approved for the
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subregion. They include support for the Caribbean
Regional Negotiating Machinery to coordinate exter-
nal trade negotiations and a MIF-financed program to
strengthen private sector participation in the negotiat-
ing process.

Other new projects involve assistance for the
Association of Caribbean States for the development
of an Internet-based port and maritime database, a
study on the fiscal impact of trade liberalization and
an assessment of trade-related services by Caribbean
business associations. Two MIF projects for small
and medium-sized enterprises (SMEs) in the Carib-
bean were approved, one for the CARICOM Regional
Organization for Standards and Quality to promote
SME competitiveness and the other to strengthen
market access for SMEs in the Caribbean agrifood
industry.

The Bank’s trade and integration-related support
for Central America focused on two processes in 2004:
the Central America Free Trade Agreement (CAFTA)
and the Puebla-Panama Plan. The Bank assisted Cen-
tral American countries in CAFTA trade capacity
building rounds and helped CACM members imple-
ment country strategies and national action plans to
meet trade capacity building needs. Costa Rica made
the first request for a loan under the Bank’s new Lend-
ing Program for Trade, Integration and Competitive-
ness. The multifaceted project involves activities rang-
ing from modernization of the tax system to upgrading
infrastructure and schools.

Bank-funded projects for the PPP focused on trade
facilitation and infrastructure, for instance by develop-
ing a regional plan for ports and airports, implement-
ing the Central American Electrical Interconnection
System (SIEPAC) and expanding SIEPAC to include
rural electrification. Further Bank activities under the
PPP umbrella include support for the Mesoamerican
Competitiveness Council, customs modernization and
studies on customs coordination.

The Bank’s longstanding support for MERCO-
SUR continued with completion of a data bank for
mineral projects and a technical cooperation project
to promote competition policy in the subregion. Two
new technical cooperation projects were approved
during the year to consolidate MERCOSUR and
its institutions and to support the newly established
MERCOSUR Committee of Permanent Representa-
tives. The Bank prepared a new subregional program-
ming strategy, in close coordination with the formula-
tion of national strategies.

The Bank in 2004

The Trade and Integration Network is one of the
seven instances in which the Bank has established a
Regional Policy Dialogue among vice ministers to
promote best practices and enhance regional coop-
eration and integration. Activities in 2004 consisted
of the Southern Cone Subregional Meeting held in
Buenos Aires on key fiscal measures for consolidat-
ing integration, the Caribbean Subregional Meeting in
Jamaica on the role of special and differential treat-
ment in trade agreements and the Central American
meeting in El Salvador to discuss the challenges and
opportunities for SMEs in light of CAFTA.

The Bank supported a wide range of activities in
the third year of its Special Initiative on Trade and
Integration. The purpose of the initiative, which was
launched in 2002, is to strengthen the Bank’s capac-
ity to contribute to the policy debate on trade and
integration, provide technical support to governments

COLOMBIA « Ex-gang members in Bogota receive job
training under a comprehensive program to reduce
violence and insecurity in several cities. Other mea-
sures include crime reporting, access to justice, po-
lice training and citizen watches.
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Box 7 « Indigenous Peoples: A Framework

for Development with Identity

The IDB’s draft Strategy for Indigenous Development explicitly rec-
ognizes the correlation between ethnicity and levels of poverty, as
well as the importance of the cultural and natural heritage of indig-
enous peoples for development. Despite some progress, indigenous
peoples continue to suffer from high poverty rates, exclusion and
discrimination in labor markets, limited access to social and finan-
cial services, and degradation of
their natural environment.

The Bank is developing a
strategy and policy on indigenous
issues to establish goals, priority
areas, lines of action and specific
forms of support for indigenous
peoples. “Development with Iden-
tity” describes a holistic approach
to increasing their access to
opportunities for socioeconomic
development, with a gender per-
spective, while strengthening
their identity, culture, natural
resources and social organization.

In 2004, the profiles of the -

Strategy for Indigenous Develop- '}"’!:

ment and the Operational Policy p f

on Indigenous Peoples were pre- g 1. o ©on
pared and extensive consultations :

held with indigenous representa-

tives and other stakeholders. A series of informational meetings was
followed by 29 regional and national consultation meetings with a
total of some 1,200 participants. In addition, a special website on
the consultation was created so that interested parties could send
feedback online.

A first meeting of the Indigenous Advisory Council was held at
Bank headquarters to assist the Inter-Departmental Working Group
in consolidating the input from the consultations and revising the
draft final documents to be submitted to the Board of Executive
Directors. The package of documents sent to the Board will include
a report on the consultations highlighting key inputs, comments and
recommendations.

Several technical papers also informed the draft policy and
strategy, including one on lessons learned from 10 years of Bank
support for indigenous peoples, based on a review of data on more
than 300 projects. The preliminary findings of the review were dis-
cussed at a conference on the International Decade of the World’s
Indigenous Peoples and an interagency meeting, both held in Quito
in 2004. Another key input was a comparative database on legisla-
tion on indigenous peoples in Latin America and the Caribbean.

@ See www.iadb.org/ar/ind_en

and support public outreach. The 2004
research program under the initiative
featured such diverse topics as China’s
emergence in the global economy, eco-
nomic ties between the European Union
and Latin America, and agricultural
trade policy and liberalization.

See www.iadb.org/ar/int_en

In 2004, the Bank’s Institute for
the Integration of Latin America and
the Caribbean (INTAL) emphasized
strengthening the institutional capac-
ity of governments in the region to for-
mulate, negotiate and implement trade
policy at the bilateral, subregional,
hemispheric, interregional and multi-
lateral levels. It also actively supported
regional infrastructure integration in the
transportation, energy and telecommu-
nications sectors of the 12 countries of
South America through IIRSA, whose
secretariat is located at INTAL head-
quarters. Through training and public
outreach, INTAL helped promote the
participation of civil society in integra-
tion processes.

To support trade negotiations and
policymaking, INTAL and the WTO
Secretariat jointly organized capac-
ity-building programs on a variety of
issues in the multilateral negotiations
and their interrelation with hemispheric
and subregional initiatives. For example,
INTAL held a course on a “toolkit” for
FTAA trade negotiators, in association
with the World Trade Organization and
the Secretariat for Central American
Economic Integration.

During the year, INTAL conducted
a series of case studies on current trade
policy consultation mechanisms in 15
countries. The studies are being updat-
ed for eventual discussion in workshops
with government agencies and civil
society organizations, including busi-
ness and labor groups. Among its train-
ing and exchange programs, INTAL
partnered with the Global Trade Analy-
sis Project Group of Purdue University
to organize a course for South Ameri-
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can government experts on measuring
the impact of trade agreements. Jointly
with Harvard University, the Institute
published the book Integrating the Amer:-
cas: FTAA and Beyond, a compendium
of policy papers on various aspects of
the subject.

See www.iadb.org/ar/intal_en

Environment

Protecting the region’s vast natural
resources and improving environmental
quality is key to achieving sustainable
economic growth and reducing pov-
erty and social inequality. The Bank is
helping the countries of Latin America
and the Caribbean achieve their envi-
ronmental sustainability goals through
a wide range of financial and nonfinan-
cial programs. It also fosters leadership
and innovation to help governments

The Bank in 2004

GUYANA . Passengers disembark from a Brazilian regional airline
flight at Cheddi Jagan International Airport in Georgetown, which
was expanded and enhanced to meet international standards for
operations, safety and services.

improve their environmental perfor-
mance.

The IDB’s Environment Strategy, approved by the
Board in July 2003, reflects the priorities, challenges
and opportunities for sustainable development in the
region. It sets out basic principles for good environ-
mental governance, enhanced policy integration and
development of the right set of incentives to achieve
sustainable outcomes. Two new lines of action were
established in the strategy: mainstreaming the envi-
ronment in economic decision-making and enhancing
the sustainability of Bank operations.

Among the numerous activities carried out in
2004 to implement the strategy were the incorpora-
tion of country environmental analysis in early stages
of IDB country strategy preparation, the develop-
ment and use of best practices and guidelines for
strategic environmental assessments for large infra-
structure projects, improved environmental baseline
data and performance indicators, and a review of the
Bank’s approach to managing environmental risk and
enhancing sustainability.

The Bank also began updating its Environmental
Policy. The new Environment and Safeguards Compli-
ance Policy, to be considered by the Board in 2005, will
establish the necessary directives to mainstream envi-
ronment in Bank programming activities and to safe-
guard the environment and manage risks (see Box 9).

Several loans directly related to the environment
were approved in 2004, including a $40 million loan to
Jamaica for the Kingston water and sanitation project,
a $20 million loan to Colombia for the National Envi-
ronment System and a $10 million loan to Mexico for
a pilot program for institutional development in the
water and sanitation sector. In addition, several proj-
ects included important environmental components,
such as the Guyana loan for the Agricultural Support
Service and the Jamaica loan for the National Irriga-
tion Development Program. In Guyana, a thorough
assessment of pesticide content in sediment was con-
ducted as a baseline for project monitoring; in Jamai-
ca, resources are being provided to ensure project and
sector sustainability.

See www.iadb.org/ar/env_en

Private Sector Development

During the year, the Bank approved financing for 10
private sector projects, consisting of six senior A-loans
for a total of $271 million (two of which carried cor-
responding “B” loans) and four guarantees for a total
of $185 million.

By the end 0f 2004, cumulative approvals totaled
70 operations, including 57 senior A-loans and 13
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Box 8 e Initiative for the Promotion of Regional

Public Goods

The strengthening of economic integration in the 1990s and the rise
of regional initiatives to support these efforts—such as NAFTA, MER-
COSUR and the Andean Community in Latin America—have increased
demand for public goods that address “spillovers” within such terri-
torial subsystems. The Initiative for the Promotion of Regional Public
Goods was conceived to support the participating countries in Latin
America and the Caribbean into finding and articulating a response
to a shared problem or need.

The key concept in the Bank’s definition of a regional pub-
lic good (RPG) is cooperation or collective action, which needs to
be present in all stages of the identification and production of the
good. This means that people and countries in the region or a given
subregion need to think collectively and propose collectively how to
solve a problem, and to allocate collectively the responsibilities and
tasks that the good’s production requires.

The IDB is the first multilateral institution undertaking such
an initiative. The Bank’s regional position makes it an ideal promoter
and facilitator of collaborative efforts to produce these goods.

In mid-September, the Bank launched the first call for pro-
posals to promote RPGs for development projects that support or
require collaboration among several countries. By November 15,
the deadline for submissions, the Bank had received 35 propos-
als for approximately $64 million. The Board of Executive Direc-
tors approved the creation of the Initiative and has provided up to
$10 million annually to finance the selected proposals. A second call
will be launched in mid-2005.

@ See www.iadb.org/ar/bpr_en

ment of the Trade Finance Facilitation
Program under which partial credit
guarantees may be issued to local banks
on trade-related transactions. As of
December 31, 2004, no guarantees had
been issued under this program.

The increase in the number of
guarantees compared with previous
years reflects the Bank’s ongoing efforts
to assist in local capital market develop-
ment so that clients undertaking infra-
structure projects can eliminate the for-
eign exchange risk.

Five of the loans approved in 2004
will support infrastructure financing in
the region: a $75 million loan for the
Campos Novos Hydroelectric Power
Project in the state of Santa Catarina in
Brazil; a $31 million loan to Interconex-
on Eléctrica ISA Bolivia S.A. for power
transmission lines in Bolivia; a $75 mil-
lion senior loan for a $575 million Bra-
zilian Infrastructure Investment Fund
(BIIF) in local currency; a $150 mil-
lion loan facility to Unido de Bancos
Brasileiros S.A. (Unibanco) of Brazil;
and a $25 million loan for Corporaciin
Interamericana para el Financiamiento de
Infraestructura, §.4. (CIFI) for onlend-
ing to companies from IDB borrowing
member countries. The IDB’s catalytic
role is expected to attract international
resources for capital investments in basic
infrastructure that otherwise would not
be available at reasonable pricing levels
and tenors. Two of the private sector
operations were trade finance facilities:
the Crecera Regional Trade Finance
Facility, with an IDB loan of $15 mil-
lion, cofinanced with the Netherlands
Development Finance Company, will
benefit medium-sized exporters that
do not have direct access to the local

guarantees. The total amount of private sector loans
and guarantees approved by the Bank (net of can-
cellations) reached $3.1 billion, with an additional
$3.6 billion in syndicated “B” loans and co-guarantees,
mobilizing over $18 billion in total project costs.

In addition, in 2004 the Bank approved a guar-
antee program of up to $400 million for the establish-

banking system, and the ABN Amro Uruguay Trade
Finance Facility, under which the Bank will provide
a $22.5 million partial risk guarantee on a portion of
ABN Amro Uruguay’s trade finance portfolio. These
facilities may be replicated in other countries through-
out Latin America and the Caribbean. In addition,
the Board’s approval of the Regional Trade Finance
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Facilitation Program should provide
confidence to the markets in the event
of a crisis affecting trade finance liquid-
ity (see Box 10).

Two private sector projects will
support housing development in Latin
America: a $75 million partial credit
guarantee for Mexico’s leading mort-
gage lender, Hipotecaria Nacional (HN),
and a $20 million partial credit guaran-
tee for El Salvador’s Banco de Comercio
(BanCo) to expand its home lending
operations.

Three of the direct loans to the
private sector approved by the Bank in
2004 included a cofinancing compo-
nent. B-loans totaling $150 million were
approved for Unibanco in Brazil and the
regional CIFL

In 2004, the Board of Executive
Directors approved the new Private Sec-
tor Development Strategy, which rec-
ognizes the contribution of the private
sector to economic growth and poverty
reduction and outlines IDB group activ-
ities to support private sector growth
in the region. The core objective of the
strategy, together with its Implementa-
tion Plan, is to strengthen the coherence
and complementarity of private sector
activities by the IDB group.

The strategy identifies four areas
of activity: coordinating development
of a conducive climate for business (see
Box 4); development of guidelines to
engage the private sector in dialogue
and action (Guidelines for Strategic
Partnerships with the Private Sector);
identification of incentives to increase
cooperation among all IDB units work-
ing with the private sector (including
the designation of private sector liaison
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Box 9 « Environment and Safeguards Compliance Policy

The Environment and
Safeguards Compliance
Policy will contribute
to advancing the Bank’s
mission for promoting
sustainable develop-
ment and reducing pov-
erty across the Latin
American and Carib-
bean region. The spe-
cific objectives of the
Policy are to maximize
development benefits
and environmental sus-
tainability outcomes in Bank operations and activities; to manage
risks in order to ensure that all Bank operations and activities are
environmentally viable; and to improve and promote corporate envi-
ronmental responsibility within the Bank.

These specific objectives will be achieved through Bank mea-
sures to: a) mainstream the environment into overall economic and
social development, requiring a strategic view to promote environ-
mental governance as part of IDB country strategies and program-
ming activities and b) apply safeguards throughout the project cycle
in order to assure environmental viability of Bank-financed opera-
tions and strengthen compliance and effectiveness in managing
environmental impacts and risks.

The policy profile underwent a public consultation process
that has involved regional and nonregional consultations to discuss
the position, mandates and directions the Bank wishes to pursue
regarding the environment within the framework of its activities and
operations. The electronic consultation on the profile took place
from April 20 to June 30, 2004. Comments and suggestions from a
wide spectrum of public and private entities, including civil society
organizations and NGOs in the region and across the globe, were
incorporated into a draft Policy.

The draft policy will be discussed in a series of consultation
meetings (at least four in the region and one each in Washington and
Paris) during the first quarter of 2005. The final policy document
will be submitted to the Board for approval later in 2005.

@ See www.iadb.org/ar/safeguards_en

officers in a number of Country Offices); and inclusion
of corporate governance indicators in IDB projects.

As an indication of the importance of creating
synergy among the Bank’s private sector activities,
the Board of Governors endorsed the creation of the
high-level Private Sector Coordinator position, effec-
tive January 1, 2005.

In the area of financial markets, activities related

to the Private Sector Development Strategy have been
focusing on public-private sector cooperation. In 2004,
they included a conference on “The New Basel Capi-
tal Accord and the use of External Credit Assessment
Institutions”; a memorandum of understanding with
the Ibero-American Federation of Stock Exchanges,
a private sector entity, to promote market integration,
savings mobilization and domestic opportunities for
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Box 10 « Trade Finance Facilitation Program

In 2004, the Board of Executive Directors approved a Trade Finance
Facilitation Program (TFFP). The TFFP is designed to achieve a glob-
ally consistent network of support from multilateral development
banks for trade finance, based on the lessons learned from the suc-
cessful experience of a program developed by the European Bank
for Reconstruction and Development, and consistent with the Trade
Finance Program recently implemented by the Asian Development
Bank.

The TFFP, in essence a guarantee program for trade finance
operations, is designed to play a countercyclical role by provid-
ing liquidity to the
international “trade
finance system,” par-

promote private sector development in
infrastructure, such as conferences on
increasing infrastructure investments in
Latin America and the Caribbean held
in Europe, Washington, D.C., Lima and
Japan, to review infrastructure needs
and foster private sector investment in
the region. The Bank’s Energy Policy,
which guides Bank activities in energy,
was revised with a view to increasing
private sector investment and sent for-
ward to the Board of Executive Directors
following a public consultation. Several
studies were conducted on the politi-

F ticularly during times cal economy of infrastructure reform

. of economic difficul- to help understand the implications of

i : Az, Alsnesamalaling, public policy and reform and the obsta-
A — the TFFP is expected

to support and devel-
op intra- and inter-
regional trade and to
help local banks in IDB
borrowing member
countries to establish
track records with
international banks,
thus improving the prospects for their participation in international
trade finance.

The TFFP will use an “open architecture” approach, develop-
ing an extensive network of local and international banks (“issuing”
and “confirming” banks, respectively), supporting all of the IDB’s
borrowing member countries and covering a substantial portion
of their exposure on a comprehensive basis. The program’s main
parameters are as follows:

« Instrument: revolving partial credit guarantee to support short-
term trade-related transactions (up to one year) from banks
operating in IDB borrowing member countries (“issuing banks”).

o Term: five years.

o Maximum IDB exposure: $400 million, with transaction and coun-
try exposure limits.

» Coverage level: up to 90 percent per eligible transaction.

» Eligible transactions: documentary credits, documentary collec-
tions, pre-export financing.

@ See www.iadb.org/ar/tffp_en

investors; and a joint project with the Inter-American

cles to private sector participation.
See www.iadb.org/ar/pridev_en

Multilateral Investment Fund

During 2004, the MIF approved 82
technical assistance and investment
projects, totaling over $116 million.
Reflecting the strong commitment of
the MIF’s local partners, counterpart
funding grew to $106 million, putting
over $222 million to work developing
micro and small enterprise and improv-
ing the business environment in the
region.

The MIF provides technical assis-
tance grants and investment financing
for projects to reduce poverty and
promote economic growth through
grassroots private sector development,
addressing those aspects of the busi-
ness environment that are the most
critical for micro and small enterprise,
as well as strengthening their capacity
to benefit from market change. Since its
establishment, the MIF has approved
667 projects for $924 million, net of
cancellations. Including counterpart
funds, this amount exceeds $1.8 bil-

lion in commitments to MIF projects throughout the

Federation of Insurance Companies, also a private sec- region.

tor entity, to survey insurance markets in the region. Of the total amounts approved since the MIF

Numerous activities were carried out in 2004 to began operations in 1993, microenterprise, microfi-
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nance and remittances have accounted
for 18 percent of approvals (see Boxes
11 and 12); small business innovation,
18 percent; small business venture capi-
tal, 17 percent; business environment
reform, 17 percent; worker skills devel-
opment, 16 percent; financial and capi-
tal markets, 7 percent; and the environ-
ment, 7 percent.
MIF projects are particularly
important to assist the smaller and
less developed countries in the region
(Group C and D countries) where there
is a narrower domestic base of exper-
tise in specific issues, and where stan-
dard models need greater adaptation to
gain support. These countries receive
over two-thirds of MIF projects and the
majority of funding. MIF projects are
undertaken in direct partnership with
leading private sector organizations

The Bank in 2004
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ECUADOR - Fresh water for the new water supply system in southern
Quito comes from the Antisana Ecological Reserve, bringing reliable
water service to 120,000 people in low-income neighborhoods.

throughout the region, building a net-
work of hundreds of NGOs to help
ensure that support reaches those who need it most.
Increasingly, MIF projects are grouped into
project clusters, which are identified, implemented
and evaluated as a group. This approach has proven
an effective way to focus resources and increase the
ongoing sharing of lessons, and has become a primary
method for delivering MIF grant assistance, repre-
senting 44 percent of the number and 57 percent of
the total amount of grant approvals. Lines of activity
are another mechanism to increase the effectiveness
of MIF support when there is a need not for innovative
new methods but rapid introduction of proven prac-
tice in a number of countries. During 2004, lines of
activity accounted for 13 percent of the number and
4 percent of the total value of project approvals.
Progress was made in 2004 on reaching agree-
ment among donors to expand MIF membership and
replenish its resources. The IDB Board of Governors
held three special meetings during the year to review
the MIF’s strategic focus and develop new Agreements
for MIF II. The process is expected to be completed
prior to the 2005 Annual Meeting.
See www.iadb.org/ar/mif_en

Inter-American Investment Corporation

The Inter-American Investment Corporation (IIC)
is the only multilateral organization mandated spe-
cifically to promote economic development in Latin
America and the Caribbean by encouraging the estab-
lishment, expansion and modernization of small and
medium-sized companies in the region. The IIC,
which began operations in 1989, provides financing to
companies in the region that lack access to suitable
sources of credit or capital.

The IIC lends to and invests in these compa-
nies directly or provides financing indirectly through
financial intermediaries or private equity funds. It does
not require sovereign guarantees. To be eligible for IIC
funding, projects must further sustainable develop-
ment by creating jobs, broadening capital ownership,
generating net foreign currency income, facilitating
the transfer of resources and technology, utilizing local
resources in an environmentally sustainable manner,
fostering local savings or promoting economic inte-
gration in the region.

In 2004, the IIC approved $163.6 million for 31
direct loan and equity transactions. Of particular note
are four loans to microfinance institutions in Bolivia,
Ecuador, El Salvador and Nicaragua. These are the
first IIC loans to be carried out on a pars passu basis
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with the IDB’s Multilateral Investment Fund. They
are also the first to be carried out in conjunction with
a European organization specializing in microfinance
banks, Germany’s Internationale Micro Investitionen
Aktiengesellschaft. The four loans are consistent with
the private sector development guidelines laid out at
the Special Summit of the Americas, held in Monter-
rey, Mexico, in January 2004, which encourage use
of the banking sector to channel loans to micro and
small private enterprises in Latin America and the
Caribbean.

For further information on these and other IIC
operations during 2004, see the IIC’s Annual Report,
published separately. For general information on the
IIC, visit www.iic.int

Development Effectiveness

As part of its ongoing efforts to ensure that it contrib-
utes effectively to the economic and social develop-
ment of its borrowing member countries, in 2004 the
Bank developed the “Medium-Term Action Plan for
Development Effectiveness at the IDB” requested by
the Board of Governors. The plan calls for an ambi-
tious set of activities to establish a system for develop-
ment effectiveness at the IDB and includes long-term
goals as well as short-term actions for 2004-2006.

Underlying the plan are three interrelated pillars:
external, internal and corporate. The external pillar
will help borrowing member countries build and/or
strengthen their capacity to manage for results and
enhance Bank coordination with other development
institutions. The internal pillar will strengthen the
Bank’s internal processes and procedures related to
managing for results and risk management, in order
to better help borrowing member countries achieve
their development goals. The corporate pillar consists
of a set of interconnected corporate actions in areas
such as incentives, learning, reporting, budgets and
accountability.

During the year, the Bank participated in the dia-
logue on development effectiveness with other multi-
lateral development banks and the OECD’s Develop-
ment Assistance Committee, particularly during the
preparation of the Second Roundtable on Monitoring,
Measuring and Managing for Results (Marrakech,
February 2004). As part of the dialogue, agreement
was reached on core principles for managing for
development results.

The country strategy guidelines approved by the

Board in 2002 have proven useful in organizing the
Bank-country dialogue, strengthening borrower own-
ership of macroeconomic and sector analyses, and
identifying the scope of proposed Bank assistance. In
2004, the Bank initiated a structured review of expe-
rience with the new guidelines to date. Recommen-
dations based on the review will be submitted to the
Board in 2005.

For the purpose of identifying “lessons learned”
that should be applied to the preparation of future
policy-based loans, in 2004 the Bank carried out a
review of the quality-at-entry of the 10 policy-based
loans approved by the Board in 2003.

See www.iadb.org/ar/dev_en

Portfolio Management

According to the 2004 Annual Report on Portfolio
Management, Performance and Results (ARPRE),
which reviewed IDB loans in execution as of Decem-
ber 31, 2003, the slight signs of recovery that the econ-
omy of Latin America and the Caribbean had begun
to show by the end of that year had a clear impact on
the Bank’s active portfolio.

As of December 31, 2003, the Bank’s active port-
folio consisted of 521 projects totaling $36.2 billion,
down from $40.1 billion at the end of 2002. The size of
the portfolio declined for the fifth consecutive year, in
part due to projects exiting the portfolio and cancella-
tions of $10 billion in commitment amounts. Seventy-
two new loans were approved in 2003 for a total of
$6.8 billion, including $3.2 billion in emergency loans
for Argentina and Colombia and $1.7 billion in policy-
based loans. New public sector investment loans
declined to $1.6 billion, less than half the average over
the previous four years. Cumulative commitments for
private sector operations accounted for 4 percent of
the total portfolio amount and consisted of 56 active
projects.

The Bank bolstered liquidity in the region with an
unprecedented level of disbursements of $8.9 billion in
2003, dominated by fast-disbursing policy-based and
emergency loans, which accounted for 56 percent of
total disbursements.

As in previous years, lending for social sector
investments continued to account for more than half
of total commitment values: 56 percent of commit-
ments were for projects aimed at reducing poverty
and enhancing social equity, significantly higher than
the target of 40 percent set for the Eighth Replenish-
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Box 11 « Twenty-five Years of Microfinance

In 2004, the Bank commemorated
25 years of assistance to the micro-
enterprise sector. The IDB group
assumed a pioneering role in 1979
when it began channeling financ-
ing to local intermediary institu-
tions, establishing a mechanism
for direct support for entrepre-
neurial initiatives and economic
activities by the poorest segments
of the population. The projects
were financed by the Bank through
a program first known as Small
Social Projects, then as the Small
Projects Program and since 1998
as the Social Entrepreneurship Program.

During the past 25 years, the Bank has financed 570
projects for a total of $302 million, reaching approximately
530,000 microentrepreneurs, small producers, agricultural
producers, farmers and artisans. The Bank has also attracted
numerous trust funds from bilateral donors in support of pro-
grams for microenterprise development, including contribu-
tions from Italy, Japan, Norway, Sweden, Switzerland and
the European Union.

The vision of these innovative programs has been to
facilitate access to credit for the vast numbers of individuals
and enterprises that do not have access to commercial banks.
With the introduction of this program, the IDB assumed a
leadership role as the first multilateral institution to grant
loans without governmental guarantees to nonprofit private
organizations. Many other donor agencies and development
institutions have since joined in this endeavor to assist the
poor, following the principle of “teaching them how to fish”—
that is, providing them with job and business skills.

Microfinance has become one of the most important
mechanisms to reduce poverty and generate employment for
marginalized segments of the population in Latin America
and the Caribbean. Through targeted projects to strengthen
microfinance institutions and their methodologies, the Bank
has significantly contributed to the emergence of some of the
first regulated microfinance institutions in the region, includ-
ing BancoSol and Caja Los Andes in Bolivia, Financiera Calpid
in El Salvador (now Banco Procredit), and Mi Banco in Peru.

The Bank in 2004

As microenterprise pro-
grams have flourished over time,
the instruments for develop-
ment have become more innova-
tive and sophisticated. The field
has expanded to include not only
access to microfinance, but also
access to business development
services, support for social entre-
preneurship initiatives and assis-
tance to improve performance in
production.

In recent years, the flexibil-
ity of the Social Entrepreneurship
Program has provided opportuni-
ties for the Bank to support entrepreneurial initiatives with
a social and community impact. For example, a project in
Colombia to support women entrepreneurs in recycling plas-
tic waste from banana plantations has helped not only to
increase the income level of more than 250 women, lead-
ing to better quality of life for them and their families, but
also to improve the environment and raise awareness in the
community. In Mexico, support was provided to indigenous
farmers who, because they could no longer make a living
producing coffee, switched to making and selling high-quality
organic honey. They now have a registered trademark and
a marketing plan targeting both domestic and international
markets.

Other projects under the Social Entrepreneurship Pro-
gram include production of organic coffee, beans and handi-
crafts, sheep farming and irrigation in mountainous areas.
The impact of these interventions is evident in each indi-
vidual project, where microentrepreneurs, including women,
youth and indigenous people, have notably increased their
incomes through better performance, thereby significantly
improving the well-being of their families and communities.

As a testament to the quarter century of assistance
to the microenterprise sector, in 2004 the IDB published a
book with descriptions of a collection of projects represent-
ing the wide range of experiences across Latin America and
the Caribbean. Entitled Macro impacto con micro dinero: 25
afos de apoyo a la microempresa, it will be available in Eng-
lish in 2005.

@ See www.iadb.org/ar/mic_en

ment period. Commitment values of the portfolios in
Argentina, Brazil and Mexico together accounted for
55 percent of the total.

Of the total portfolio of 521 projects, 480 pub-
lic sector projects (93.5 percent), representing nearly

$33.9 billion, were reported on in the Bank’s Proj-
ect Performance Monitoring System (PPMR) as of
December 31, 2003. As part of the supervision pro-
cess, the Bank classifies projects in terms of the extent
to which they are expected to achieve their develop-
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Box 12 « Remittances

The MIF’s pioneering
work on remittances has
played a central role in
raising awareness about
the importance of
these flows for poverty
reduction and economic
development. Over the
past four years, the MIF
has been intensively
involved with this issue,
commissioning studies,
sponsoring  seminars,
developing core princi-
ples and financing projects to raise awareness of the importance of
these flows. The goal is to increase competition and lower the costs
of sending remittances; promote financial democracy; and lever-
age development impact by making more financial options available
to the recipients of remittances—families and their communities
throughout Latin America and the Caribbean.

The importance of remittances is now widely recognized, and
during 2004 the subject appeared prominently on the agenda of the
G-8 Summit and the World Bank/IMF meetings.

Latin America and the Caribbean is the fastest growing and
highest volume remittance market in the world. For 2004, remit-
tances to the region are expected to have reached over $40 bil-
lion, exceeding the combined flows of all foreign direct investment
and net official development assistance. These flows substantially
exceed tourism income to each country, account for at least 10 per-
cent of GDP in six countries, and almost always exceed the earnings
from a country’s largest single export.

As described in greater detail in the section on The Year’s
Lending, the MIF has invested in several innovative projects in this
area. In Peru, for instance, a senior loan of up to $7 million from the
MIF’s Small Enterprise Investment Fund to one of the country’s fast-
est growing banks, Banco del Trabajo, will help channel remittances
from workers based in Japan toward increased savings and invest-
ment at home. A regional technical cooperation project approved in
2004 will analyze how remittances affect development through their
impact on schooling, health, poverty and income distribution, and
entrepreneurship.

@ See www.iadb.org/ar/remittances_en

ment objectives, implementation progress is satis-
factory, and key assumptions or enabling conditions
continue to be favorable. According to PPMR ratings
as of December 31, 2003, nearly 90 percent of proj-
ects (430 projects) were considered likely to achieve
their development objectives (10 percent were classi-

fied as problem projects), close to three
quarters reported satisfactory imple-
mentation progress, and 86 percent had
assumptions or enabling conditions that
remained valid.

The ARPRE also identified a num-
ber of critical factors affecting project
performance in some cases, primarily
weaknesses in the institutional capacity
of executing agencies, interagency coor-
dination, counterpart funding shortfalls
or fiscal ceilings imposed on public
spending, varying degrees of borrower
or executing agency commitment, pro-
curement difficulties and lack of moni-
toring and evaluation systems to track
development results. Other nonproject
factors that also affected performance
included changes in national policies,
legislative approvals, community and
political opposition, and environmen-
tal concerns. According to the Bank’s
Project Alert Identification System,
30 percent of projects in the 2003 port-
folio were classified as being on alert
and required more intense monitor-
ing, due to poor implementation prog-
ress, or the occurrence of two or more
indicators associated with higher risk,
such as delays in contract ratification
and project eligibility, extensions to last
disbursement, low disbursement per-
formance or failure to submit audited
financial statements.

Performance of private sector oper-
ations is monitored through a semiannu-
al review in which each project is rated
in terms of credit quality and credit-
related covenant compliance, including
the likelihood of timely loan repayment
in the future. Over the past two years,
private sector operations have been
incorporated into the Bank’s PPMR sys-
tem. In addition, private sector project

documents prepared in 2004 included a logical frame-
work along with the traditional risk matrix.

To enhance portfolio performance, the Bank
established a Portfolio Management Action Plan in
2003 and began tracking progress in key areas. Bench-
marks were established for improvements in such areas
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as project startup and completion, submittal of audited
financial statements and project completion reports,
and accuracy in performance reporting. Management
also enhanced efforts to improve the quality of project
design, including the use of institutional analysis and
results frameworks early on in project design, and the
retrofitting of logical frameworks for projects already
in execution.

The Bank also launched a new online system for
project completion reports that fully incorporates the
OECD Development Assistance Committee standards
and places increased emphasis on project outcomes,
institutional development, sustainability and lessons
learned, and rates both Bank and borrower perfor-
mance. Progress has also been made in improving the
quality of project supervision instruments. Internal
quality reviews have shown that outcome indicators
and linkages with strategic goals at the country level
need to be further improved within a more robust
results framework throughout the project cycle.

The IDB has already begun to implement the
primary recommendations outlined in the ARPRE,
which include boosting the quality of public admin-
istration, management, results and evaluation capac-
ity of executing agencies in the region; revamping
country strategies to include verifiable development
outcome indicators as a key element for managing the
portfolio for results; consolidating improvements in
the quality of project design and supervision; and con-
tinuing Bank efforts to enhance overall improvement
in portfolio performance, while fostering greater coor-
dination with other multilateral development agencies
in strengthening national capacity in the region.

As of June 30, 2004, 27 projects had exited the
portfolio and 33 new projects were approved, for a
total active portfolio of 527 projects totaling $33.3 bil-
lion, a 1 percent increase in the number of projects
and an § percent decrease in commitment amounts

The Bank in 2004

since December 31, 2003 ($36.2 billion). Of the 50
problem projects reported at the end of 2003, 15 were
upgraded and three exited the portfolio by June 30,
2004. However, 23 projects entered problem project
status in the first half of 2004, resulting in a total of 55
problem projects totaling $3 billion in commitments,
down from $4.1 billion (50 projects) reported at the
end of 2003.

Of the 55 problem projects in June 2004, 22
($1.7 billion) were classified as multiyear problem
projects (that is, having received such a rating for two
or more years), a slight decrease from the 23 multi-
year problem projects totaling $2.4 billion reported at
the end of 2003. Commitments tied up in multiyear
problem projects were concentrated mainly in Argen-
tina (55 percent), Peru (14 percent) and Venezuela (10
percent). Seven Country Offices reported no problem
projects as of June 30, 2004: Chile, Costa Rica, El Sal-
vador, Haiti, Mexico, Panama and Suriname.

In addition to the problem projects, 150 projects
or 31 percent of projects in execution were identified
as on alert status. The value of commitments associ-
ated with the 150 alert status projects increased from
$10.4 billion as of December 31, 2003 to $12 billion
as of June 30, 2004. Of the 150 alert status projects,
60 percent amounting to $7.1 billion had been on
alert status for two or more years. About 30 percent
of those multiyear alert projects were concentrated in
two countries, Argentina and Brazil, which accounted
for 18 percent and 39 percent, respectively, of commit-
ment amounts.

The Bank will continue to improve its operational
policies, procedures and toolbox of financial and non-
financial products in an effort to respond more appro-
priately to the needs of its borrowing member countries
and to meet the challenges that lie ahead in managing
for results to achieve development effectiveness.

See www.iadb.org/ar/arpre_en
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COLOMBIA (above) « New bus terminals were built in
Bogota under a municipal development program to
improve or expand urban infrastructure and local ser-
vices, such as mass transit systems, roads and traffic
management.

URUGUAY (right) e Cartographers work on data for the
National Geographic Data Clearinghouse to be used
in infrastructure planning, development and manage-
ment. The project received support from the Japan
Trust Fund for Consulting Services.

Summary

This chapter includes summaries by country with
brief descriptions of loans, guarantees, technical coop-
eration operations, small projects and MIF operations
authorized by the Bank in 2004. The summaries and
introductory paragraphs for each country refer only
to operations over $1 million. The chapter concludes
with information related to the Bank’s lending and
technical cooperation program and the Statement of
Approved Loans and Guarantees.

The 2004 loans and guarantees authorized by the
Bank and cumulative totals, as of December 31, 2004,
less cancellations, came from the following sources:

P> Ordinary Capital (OC): 56 loans for $5.3 bil-
lion and four guarantees for $185 million brought the

The Year’s Lending _

cumulative total of loans to 1,703 for $115.9 billion and
the cumulative number of guarantees to 13 totaling
$876 million.

P> Fund for Special Operations (FSO): 27 loans
totaling $552 million brought the cumulative total of
loans to 1,148 for $17.4 billion.

P> Other funds: There were no loans approved
in 2004. Cumulative total loans were 209 for $1.7 bil-
lion.

The Bank agreed to partially defray up to 5 per-
centage points of the interest on eight loans for $173
million, approved in 2004 from the Ordinary Capital,
with funds from the Intermediate Financing Facility
(IFF) created under the Sixth Replenishment.



GUATEMALA (left) « Small-scale indigenous farmers in Sacate-
pequez are increasing their income by switching to nontra-
ditional crops such as coffee under an IDB Small Project to
improve competitiveness.

PANAMA (below) e This school in Santa Ana received financ-
ing from Panama’s Emergency Social Fund under a commu-
nity development program designed to reduce poverty and
increase community participation in investment planning.
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TABLE | « DISTRIBUTION OF LOANS BY SECTOR OF ACTIVITY!
(In millions of U.S. dollars)

Sector 2004 % 1961-2004 %
Competitiveness
Energy S 146.0 2.4 S 18,792.2 13.8
Transportation and Communication 582.7 9.7 15,168.3 11.2
Agriculture and Fisheries 90.8 1.5 13,723.4 10.1
Industry, Mining and Tourism 0.8 0.0 13,063.5 9.6
Multisector Credit and Preinvestment 1,000.0 16.6 3,663.1 2.7
Science and Technology 0.0 0.0 1,642.1 1.2
Trade Financing 37.5 0.6 1,650.8 1.2
Multisector Infrastructure 100.0 1.7 614.8 0.5
Capital Markets 145.0 2.4 160.3 0.1
Social Sector Reform
Social Investment 2,545.3 42.3 16,490.6 121
Water and Sanitation 61.8 1.0 9,063.4 6.7
Urban Development 164.7 2.7 7,857.2 5.8
Education 91.0 1.5 5,566.2 4.1
Health 136.5 2.3 2,789.4 2.1
Environment 34.0 0.6 2,809.2 2.1
Microenterprise 0.0 0.0 432.8 0.3
Reform and Modernization of the State
Reform and Public Sector Support 664.5 11.0 11,554.3 8.5
Financial Sector Reform 125.0 2.1 5,905.4 4.3
Fiscal Reform 43.0 0.7 3,759.7 2.8
E-Government 13.2 0.2 13.9 0.0
Decentralization Policies 30.4 0.5 671.2 0.5
Modernization and Admin. of Justice 3.0 0.0 313.5 0.2
Planning and State Reform 0.0 0.0 119.4 0.1
Parliamentary Modernization 4.8 0.1 76.2 0.1
Civil Society 0.0 0.0 2341 0.0
Trade Policy Support 0.0 0.0 13.6 0.0
TOTAL $6,019.9 $135,937.2

' Categories reflect priority areas of activity according to the Bank’s Institutional Strategy.
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TABLE Il « YEARLY (2004) AND CUMULATIVE (1961-2004) LOANS AND GUARANTEES'

(In millions of U.S. dollars)

Detail by Funds

Fund for Funds in
Total Amount Ordinary Capital? Special Operations Administration
Country 2004 1961-04 2004 1961-04 2004 1961-04 2004 1961-04
Argentina $ 528.0 $20,399.0 $ 528.0 $ 19,705.0 $ - S 6449 = S 49.1
Bahamas 3.5 358.5 3.5 356.4 = = - 2.0
Barbados - 426.9 - 367.2 - 40.7 - 19.0
Belize = 92.0 = 92.0 = = = =
Bolivia 92.6 3,624.6 31.0 1,288.3 61.6 2,263.1 = 73.2
Brazil 2,609.7  28,869.0 2,609.7 27,178.0 - 1,558.2 - 132.8
Chile 23.2 5,381.4 23.2 5,133.0 = 204.7 = 43.7
Colombia 737.3  11,905.6 737.3 11,074.2 = 767.6 = 63.8
Costa Rica 11.0 2,379.0 11.0 1,879.7 - 361.3 - 138.0
Dominican Republic 337.0 2,978.4 337.0 2,147 1 - 743.9 - 87.4
Ecuador 17.4 4,262.7 17.4 3,207.9 = 965.0 = 89.8
El Salvador 20.0 3,050.4 20.0 2,119.4 - 785.9 - 145.1
Guatemala 100.6 2,776.5 100.6 2,046.5 = 659.9 = 70.1
Guyana 117.3 978.9 = 121.2 117.3 850.7 = 6.9
Haiti - 984.3 - - - 978.0 - 6.3
Honduras 228.8 2,742.9 = 582.4 228.8 2,095.1 = 65.4
Jamaica 56.8 1,872.6 56.8 1,503.6 = 170.1 = 198.9
Mexico 485.4  17,644.3 485.4 17,026.7 - 559.0 - 58.6
Nicaragua 143.8 2,292.6 = 285.4 143.8 1,941.0 = 66.2
Panama = 2,103.3 - 1,767.9 = 292.8 = 42.6
Paraguay - 1,946.6 - 1,325.5 - 608.2 - 12.9
Peru 351.1 6,966.5 351.1 6,310.3 = 435.1 = 221.2
Suriname 10.8 101.6 10.8 99.6 = 2.0 = =
Trinidad and Tobago - 1,069.1 - 1,013.4 - 30.6 - 25.2
Uruguay 99.5 3,814.0 99.5 3,667.8 = 104.3 = 41.8
Venezuela 6.0 4,035.1 6.0 3,860.9 = 101.4 = 72.9
Regional 40.0 2,881.4 40.0 2,639.9 - 227.9 - 13.6
TOTAL $6,019.9 $135,937.4  $5,468.3 $116,799.2 $551.6  $17,391.5 - $1,746.7
" After cancellations and exchange adjustments. Totals may not add up due to rounding.
2 Detail includes private sector loans, net of participations.
Total Cost of Projects Disbursements

The $6 billion in Bank loans and guarantees approved
in 2004 will help to finance projects involving a total
investment of more than $16.4 billion. The Bank’s
loans cover only a part of the total cost of the projects
being carried out by the borrowing countries. The
balance comes principally from the Latin American
and Caribbean countries.

The Bank’s disbursements on authorized loans amount-
ed to $4.2 billion in 2004, compared with $8.9 billion
in 2003. As of December 31, 2004, cumulative dis-
bursements, including exchange adjustments, totaled
$116.8 billion, or 86 percent of the loans authorized
by the Bank. The 2004 disbursements and cumulative
totals as of December 31, 2004 by funds include:

P> Ordinary Capital: $3.8 billion, bringing the
cumulative total to $99.8 billion.

P Fund for Special Operations: $463 million,
bringing the cumulative total to $15.3 billion.
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TABLE Ill « YEARLY (2004) AND CUMULATIVE (1961-2004) DISBURSEMENTS!

(In millions of U.S. dollars)

Detail by Funds

Fund for Funds in
Total Amount Ordinary Capital? Special Operations Administration
Country 2004 1961-04 2004 1961-04 2004 1961-04 2004 1961-04
Argentina $ 335.5 $17,579.4 $ 331.8 $16,889.0 $ 3.8 S 6413 S - S 491
Bahamas 4.2 305.6 4.2 303.6 = = = 2.0
Barbados 7.9 328.3 7.9 268.6 - 40.7 - 19.0
Belize 8.1 72.5 8.1 72.5 = = = =
Bolivia 109.8 3,082.7 17.3 1,234.6 92.4 1,774.9 - 73.2
Brazil 552.6  23,152.5 541.5 21,472.1 11.1 1,547.6 = 132.8
Chile 111.9 5,028.8 111.9 4,780.4 = 204.7 = 43.7
Colombia 332.0 10,858.1 329.6 10,034.0 2.4 760.3 - 63.8
Costa Rica 100.4 2,170.9 100.2 1,681.2 - 361.3 0.3 128.4
Dominican Republic 254.2 2,204.5 254.2 1,373.1 = 743.9 = 87.4
Ecuador 48.8 4,005.4 48.5 2,950.5 0.3 965.0 - 89.8
El Salvador 52.6 2,619.9 52.0 1,698.7 0.2 785.8 0.4 135.5
Guatemala 119.2 2,245.1 119.4 1,526.1 (0.6) 658.4 0.5 60.6
Guyana 46.4 705.5 - 121.2 46.4 577.4 - 6.9
Haiti 28.0 660.9 - - 28.0 654.5 = 6.3
Honduras 138.4 2,221.2 = 568.7 138.3 1,602.1 0.1 50.5
Jamaica 80.8 1,647.6 80.8 1,278.5 - 170.1 - 198.9
Mexico 969.9  16,275.8 969.9 15,658.2 - 559.0 = 58.6
Nicaragua 140.6 1,809.6 = 285.4 140.5 1,473.0 0.1 51.2
Panama 37.1 1,751.1 37.0 1,425.2 - 292.8 0.1 33.1
Paraguay 60.6 1,621.6 60.6 1,000.5 - 608.2 - 12.9
Peru 508.9 6,107.3 508.9 5,451.1 = 435.1 = 221.2
Suriname 3.3 58.0 3.3 56.0 = 2.0 = =
Trinidad and Tobago 40.7 829.7 40.7 773.9 - 30.6 - 25.2
Uruguay 57.6 3,276.9 57.6 3,130.7 = 104.3 = 41.8
Venezuela 63.0 3,760.6 63.0 3,586.4 - 101.4 - 72.9
Regional 19.3 2,438.2 19.3 2,210.0 - 214.6 - 13.6
TOTAL $4,231.8 $116,817.6  $3,767.8  $99,830.3 $462.7 $15,308.9  $1.2 $1,678.4
' After exchange adjustments. Totals may not add up due to rounding.
2 Detail includes private sector loans, net of participations.
p> Other funds: $1.2 million, bringing the cumu- P> Ordinary Capital: $5.2 billion, bringing the
lative total from funds administered by the Bank to cumulative total, before repayments to participants, to
$1.7 billion. $49.9 billion.
P> Fund for Special Operations: $294 million,
Repayments for a cumulative total of $7 billion.
p Other funds: $9 million, bringing the cumu-
Loan repayments amounted to $5.5 billion in 2004. lative total to $1.6 billion.

Cumulative payments as of December 31, 2004 were
$58.6 billion. Repayments received by the Bank dur-
ing the year, and cumulative as of December 31, 2004,
were:
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TABLE IV « YEARLY (2004) AND CUMULATIVE (1961-2004) TOTAL COST OF PROJECTS'

(In millions of U.S. dollars)

Bank Loans Country
Total Cost and Guarantees? Contributions
Country 2004 1961-04 2004 1961-04 2004 1961-04
Argentina S 545.2 S 42,674.2 $ 528.0 $ 20,399.0 S 17.2 $ 22,275.2
Bahamas 5.0 560.7 3.5 358.5 1.5 202.3
Barbados 0.0 717.6 0.0 426.9 0.0 290.6
Belize 0.0 139.9 0.0 92.0 0.0 47.9
Bolivia 153.0 5,768.3 92.6 3,624.6 60.4 2,143.7
Brazil 11,841.9 84,035.4 2,609.7 28,869.0 9,232.2 55,166.4
Chile 32.9 12,893.2 23.2 5,381.4 9.7 7,511.8
Colombia 784.4 23,246.9 737.3 11,905.6 47.0 11,341.4
Costa Rica 12.2 3,730.0 11.0 2,379.0 1.2 1,351.0
Dominican Republic 341.2 4,183.9 337.0 2,978.4 4.2 1,205.5
Ecuador 20.0 7,288.5 17.4 4,262.7 2.6 3,025.8
El Salvador 150.0 4,527.6 20.0 3,050.4 130.0 1,477.2
Guatemala 100.6 4,354.3 100.6 2,776.5 0.0 1,577.8
Guyana 128.6 1,151.6 117.3 978.9 11.3 172.8
Haiti 0.0 1,274.1 0.0 984.3 0.0 289.7
Honduras 265.6 4,450.1 228.8 2,742.9 36.7 1,707.2
Jamaica 75.7 2,677.4 56.8 1,872.6 18.9 804.9
Mexico 1,102.0 46,199.5 485.4 17,644.3 616.6 28,555.2
Nicaragua 191.6 3,411.2 143.8 2,292.6 47.9 1,118.5
Panama 0.0 3,868.3 0.0 2,103.3 0.0 1,765.1
Paraguay 0.0 2,661.0 0.0 1,946.6 0.0 714.3
Peru 376.5 12,376.3 351.1 6,966.5 25.4 5,409.7
Suriname 12.0 123.3 10.8 101.6 2.0 21.7
Trinidad and Tobago 0.0 1,603.9 0.0 1,069.1 0.0 534.7
Uruguay 160.0 5,464.3 99.5 3,814.0 60.5 1,650.3
Venezuela 11.0 13,268.8 6.0 4,035.1 5.0 9,233.7
Regional 110.0 14,471.7 40.0 2,881.4 70.0 11,590.2
TOTAL $16,419.2  $307,121.9 $6,019.9  $135,937.2 $10,400.2  $171,184.7

"Cumulative loans after cancellations and exchange adjustments. Totals may not add up due to rounding.
2 Excludes private sector participations.



Project Descriptions

Argentina

In 2004, the Bank approved four loans and one
MIF financing to Argentina. Since 1962, the
Bank has made 229 loans totaling $20.4 billion
and disbursements have totaled $17.6 billion.

Argentina Avanza” Social Sector Program
($500 million loan from the OC with cofinancing from the
World Bank)

This policy-based loan will support Argentina’s transi-
tion from emergency social interventions in response
to the 2001-2002 economic crisis to sustainable pro-
grams based on social inclusion policies and effective
targeting and management criteria. Resources will
be disbursed according to progress in implementing
social sector reforms, establishing mechanisms to
protect spending on priority social programs, main-
taining a viable macroeconomic environment, and
monitoring social indicators. Reforms will focus on
modernizing and streamlining social programs by
rationalizing benefits based on profiles and needs,
and improving and automating control procedures for
cash transfer programs. Job training and employment
programs will be strengthened, and health and educa-
tion initiatives will target the most vulnerable popula-
tion groups, including expansion of social insurance
coverage for the elderly.

Strengthening Production-related Provincial Institu-
tions and Fiscal Management

($18 million loan from the OC)

Technical assistance, training and equipment financed
by this loan will promote investment at the provin-
cial level by strengthening the subnational agencies
that support the productive sectors and streamlining

their support services. Provincial information systems
linked to the federal system will be installed to pro-
vide economic and productive data, promote business
opportunities, and clarify legal and procedural stan-
dards important to private sector development. With
an emphasis on the relatively less-developed prov-
inces, the program will support reforms to help pro-
ducers access and use support services. To improve
provincial fiscal management and coordination with
federal initiatives, the program will install standard-
ized integrated financial data systems in the provinces
that allow for effective monitoring of public expendi-
ture patterns. The systems will consolidate budget,
accounting, treasury and public credit modules into a
single database.

Institutional Strengthening of the Argentine Senate
(84.8 million loan from the OC)

An institutionalized system of legislative advisory
assistance would enable the Argentine Senate to carry
out its lawmaking and administrative tasks more effec-
tively and transparently. Technical assistance, equip-
ment and training provided through this program will
restructure and modernize the Parliamentary Secre-
tariat, create a permanent core of high-level advisors,
and install specialized information systems. Reforms
in administrative and financial management—includ-
ing redesign of critical administrative processes,
development of a compendium of regulations and
strengthening of audit practices—will help the Senate
manage the legislative process in a more efficient and
timely manner. The Senate’s public outreach will be
enhanced by extending coverage on public television
and improving the institution’s Internet portal.
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Institutional Strengthening of the Economic Policy
Secretariat

($4.8 million loan from the OC)

This technical cooperation loan will strengthen the
secretariat within the Ministry of the Economy and
Production that designs policies to promote sustained
and equitable growth. The operation will improve
economic policy management by developing strat-
egies and medium-term development proposals,
implementing a public policy evaluation system that
includes statistical and early warning systems to facili-
tate timely decision-making, and better coordinating
policy initiatives with other public sector agencies.
To strengthen the Economic Policy Secretariat, the
program will upgrade the professional staff profile,
establish performance evaluation systems, and install
modern information management systems.

Support for Small Business Development in the Province
of Santa Fe
(85 million MIF investment and $500,000 MIF grant)

In partnership with the Fundacion de la Cuenca, this
project will introduce a new funding methodology
in Argentina, establishing a special facility to grant
medium- and long-term loans to an estimated 70 to
90 small businesses in the province of Santa Fe. The
facility will also provide quasi-equity funding. Target-
ing the sectors of agribusiness, auto parts, tools, farm
machinery and food industry equipment, the project
aims to demonstrate how this type of facility can be an
effective and viable source of small business finance.
It will also create a lasting local source of know-how
regarding this methodology by training local person-
nel and evaluating the program so that it can be repli-
cated elsewhere in the region.

Bahamas

In 2004, the Bank approved one loan to the
Bahamas. Since 1979, the Bank has made 18
loans totaling $359 million and disbursements
have totaled $306 million.

Land Use Policy and Administration Project
($3.5 million loan from the OC)

This program will modernize land administration pro-
cesses in order to reduce waiting times for the public
and increase the number of taxable properties. Digital
mapping, geographic databases and a parcel informa-
tion management system will record the location, own-
ership and value of all properties on the archipelago’s
most populated islands of New Providence and Grand
Bahama. A computerized information system and a
land surveying initiative will rationalize procedures
and facilitate grants and leases of Crown Land, pub-
licly managed property that accounts for 70 percent
of the nation’s land. Training of surveyors and acqui-
sition of modern equipment will modernize the geo-
detic infrastructure as well as cadastral surveys of sev-
eral key Bahamian islands. The program is expected
to substantially reduce the time required for recording
deeds, increase the property tax rolls by 20 percent,
and bolster revenues generated from Crown Lands by
40 percent. Technical assistance will strengthen the
government’s capacity to develop policy options and
procedures for national land issues.

Barbados

In 2004, the Bank made no new loans to
Barbados. Since 1979, the Bank has made 39
loans totaling $427 million and disbursements
have totaled $328 million.

In 2004, the South Coast Sewerage Project to improve
sanitation and water quality along the densely pop-
ulated south coast tourist resort areas was fully dis-
bursed. The civil works of the Bridgetown Roads
and Safety Project were also completed. Projects in
execution included the $85 million Education Sector
Enhancement Program for all primary and secondary
schools.

Projects under development in 2004 included
modernization of customs, excise and value-added



tax areas, a proposed $4.4 million loan to improve
revenue collection and expedite commerce and travel,
and a housing and neighborhood upgrading program
to develop low-income urban neighborhoods and help
with affordable housing solutions.

In September 2004, Hurricane Ivan wrought ter-
rible destruction in several islands of the Caribbean,
including Barbados. Hardest hit were Grenada, St.
Vincent and the Grenadines, and St. Lucia in the East-
ern Caribbean. The Bank responded quickly with non-
reimbursable technical cooperation grants from the
Fund for Special Operations of $200,000 and $100,000,
channeled through the Caribbean Development Bank.
Also during the year, MIF financing provided sup-
port to the Caribbean Regional Negotiating Machin-
ery through a fourth technical cooperation project to
assist with preparing for and undertaking the Carib-
bean Community’s external trade negotiations.

Belize

In 2004, the Bank approved no new loans to
Belize. Since 1997, the Bank has made nine
loans totaling $93 million and disbursements
have totaled $73 million.

The Bank’s activities during 2004 focused on the com-
pletion of the new IDB country strategy, the imple-
mentation of key technical assistance and the prepara-
tion of nonfinancial products to enhance the public
sector’s capacity to foster private sector development
and competitiveness. The new country strategy was
approved by the Board of Executive Directors in Sep-
tember.

The Bank worked closely throughout the year
with the Belizean authorities in the areas of macroeco-
nomic stability and competitiveness. One MIF techni-
cal cooperation operation of $500,000 was approved to
strengthen the regulatory capacity of the Public Util-
ity Commission. A second grant in the same amount,
approved in December 2003 and designed to improve
the supervision of banking and nonbanking institu-
tions, was implemented over the course of the year. In
addition, three diagnostic studies were completed: a
public debt assessment, a country environmental anal-
ysis and a preliminary review of the country’s human
resource capacity.
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Bolivia

In 2004, the Bank approved four loans and one
MIF financing to Bolivia. Since 1961, the Bank
has made 167 loans totaling $3.6 billion and dis-
bursements have totaled $3.1 billion.

Northern Corridor Highway Program

($33.1 million loan from the FSO with cofinancing from
the Andean Development Corporation)

Bolivia’s northern corridor provides key highway con-
nections with Brazil and Peru and is considered an
important transportation hub under the Initiative for
the Integration of Regional Infrastructure in South
America (IIRSA). This loan will finance highway
repairs and safety measures across rugged terrain in
the departments of Beni and Pando. The operation
will repave a 44-km segment that crosses the Andes
from La Paz to Cotapata and build stabilization and
drainage works such as retaining walls, channels and
culverts extending 50 kms further north to Santa Bar-
bara. On-site sensors for early warning and hazard
management systems will be installed along particu-
larly remote and vulnerable sections of the highway.
The program will also finance design studies to fur-
ther extend the highway improvements to Caranavi.

184 Bolivia Transmission Lines Project

($31 million loan from the OC)

Transmission lines and substations financed through
this project will increase the supply of electricity in
Santa Cruz-Bolivia’s largest market—as well as in
Sucre and the southern departments of Chuquisaca
and Potosi. The project includes construction of
four new substations and installation of single circuit
230kV transmission lines spanning 248 kms between
Santivanez and Sucre, 188 kms between Sucre and
Punutuma, and 168 kms between Carrasco and Urubo.
In all, the project is expected to increase the capacity
of the national grid by 40 percent and contribute to
gradual decreases in average electricity tariffs over a
period of years. The project will be designed, built and
operated by a special-purpose, private Bolivian con-
sortium sponsored principally by Interconexion Eléctrica
(ISA), a Colombian firm with extensive experience
with electricity sector projects in Latin America.

51
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Rewvitalization and Urban Development of La Paz
($28.5 million loan from the FSO with cofinancing from
the U.S. Agency for International Development)

This operation will stimulate economic development
in the historic city center of La Paz by financing con-
struction of parks, upgrades of roads and basic infra-
structure, and training and social services for down-
town residents. Resources will be used to begin work
on a 40-hectare central park and recreational area,
install drainage facilities and pedestrian walkways,
repair and widen principal thoroughfares, and improve
other green spaces in the downtown area. Competi-
tive social and productive funds will be established to
finance projects by civil society organizations to assist
the most vulnerable groups, as well as for training and
technical assistance projects for artisans, microentre-
preneurs and small business owners.

Credit and Training for Low-income Women

($1.8 million in loans and $350,000 in grants from the
ESO under the Social Entrepreneurship Program)

This operation will improve access for low-income
women in peri-urban and rural areas to microcredit,
training and human development services, with a view
to strengthening their economic activities, increas-
ing their incomes, promoting savings and improving
their business management skills and family health
practices. The two executing agencies, CRECER and
Pro Muyer, will use IDB resources to open branches in
the poorest and most underserved areas of the coun-
try (the Northern Tropics, El Chaco and the Ande-
an region) and will provide services to some 20,000
women. In addition to promoting business develop-
ment by women, the operation will improve the edu-
cation and health of their families.

Deepening the Bolivian Leasing Market
($1.5 million MIF loan, $400,000 MIF convertible subor-
dinated loan and $65,000 MIF grant)

Leasing can have a substantial impact on the develop-
ment of small and medium-sized companies by sup-
porting entrepreneurial activities, catalyzing invest-
ments and enabling sustainable growth of businesses.
In addition, it helps firms access foreign technology
when they have neither the financial resources nor the
expertise to import capital goods. Several small leasing
firms that appeared in Bolivia in the early 1990s failed

due to problems in raising capital, high operating costs
and lack of a well-diversified portfolio. In partnership
with Fortaleza Fondo Financiero Privado, this MIF proj-
ect will help launch an SME-focused leasing company
in Bolivia by providing tier two capital as well as debt
financing through a senior loan. The project will serve
as an example to the financial services industry that
it is possible to create viable leasing companies that
target the SME sector, hopefully leading to the devel-
opment of a robust leasing market in Bolivia.

Brazil

In 2004, the Bank approved 12 loans, one guar-
antee and two MIF financings to Brazil. Since
1961, the Bank has made 315 loans totaling
$28.9 billion and disbursements have totaled
$23.2 billion.

Support for Micro, Small and Medium-sized Enterprises
(81 billion loan and conditional credit line from the OC)

Micro, small and medium-sized enterprises account for
95 percent of all Brazilian firms and nearly two-thirds
of total employment. However, the growth of these
businesses is constrained because they often lack access
to the commercial banking sector. This operation aims
to strengthen their competitiveness and create jobs by
providing medium- and long-term financing for small-
scale investment projects. Loan resources extended to
the National Economic and Social Development Bank
(BNDES) will be channeled through intermediary
financial institutions for projects to expand, modernize
and diversify business productivity. The goals of these
multisector credit programs are to meet demand across
a wide variety of economic sectors and regions, ensure
transparency in resource allocation through the use of
market criteria and proper management and oversight,
and maximize the impact of the resources by using the
BNDES system to select efficient projects that boost
competitiveness.

Social Protection System
(81 billion loan from the OC with cofinancing from the
World Bank)

Since the passage of laws in the 1990s that redefined
social protection in terms of rights and reformed ser-
vice delivery mechanisms, Brazil has developed an



array of federal, state and municipal social programs
that have substantially reduced poverty. The corner-
stone of the modern system is Bo/sa Famila, a cash
transfer program that targets those most in need but
requires beneficiaries to comply with certain require-
ments such as school attendance and participation in
health services. This program—the first by the IDB
to use a sector-wide approach (SWAp)—will expand
Bolsa Familia to cover an estimated 11.2 million fami-
lies, in part by incorporating beneficiaries of other
health, nutrition and education programs, eliminat-
ing duplication and improving efficiency. The opera-
tion will also strengthen efforts to combat child labor
and assess and improve the quality of complementary
safety net programs.

Fortaleza Urban Tmnsport Program
($85.2 million loan from the OC)

This program will upgrade the most heavily traveled
bus routes throughout this densely populated capital
city of the northeastern state of Ceara. The loan will
finance construction and repairs of three urban tran-
sit trunk corridors, including paving, lane additions,
overpasses, and bus terminals and stations, as well as
sidewalks, cycle paths, plazas and parks. In addition,
26 kms of key roads that feed into the main corridors
will be paved, expanded and incorporated into the bus
system. A citywide traffic monitoring system, as well
as traffic lights, storm sewers and street lighting, will
be installed to improve road safety. The improvements
will particularly benefit low-income residents who
must commute on buses from the outskirts of the met-
ropolitan area, making both bus and automobile travel
faster, less costly and safer.

Curitiba Urban Transport Program I1
($80 million loan from the OC)

This program will transform the interstate highway
(BR-116/476) that runs through Curitiba into a city
boulevard serviced by a new public transit corridor
featuring high-capacity buses. The busway will be
fully linked to the city’s established transit system
through three transfer terminals and 12 stations. The
design calls for median lanes for biarticulated buses,
three express lanes and a side lane for local traffic.
The program also will finance construction of parks
and bicycle paths, road safety improvements and
upgrades to the Inter-2 secondary circular route. The

The Year’s Lending

improvements are expected to reduce travel time,
improve passenger comfort, safety and access to the
transit system, and reduce operating costs throughout
the metropolitan area.

Infrastructure Investment Fund

(875 million loan from the OC)

The Brazilian Infrastructure Investment Fund will
be a mixed debt-equity fund designed primarily to
promote medium- and long-term financing for pri-
vate sector infrastructure projects and public utilities
in energy, transport, telecommunications, and water
and sanitation. The Fund, which will be managed by
an independently selected management corporation,
will invest in some 15 different projects, including
greenfield projects and corporate capital expenditure
initiatives to expand capacity. Projects must meet eco-
nomic development, credit and other eligibility crite-
ria, including concentration limits and diversification
guidelines with respect to the type of industry, the
financing offered, and exposure to a single project or
firm. Fund resources will come from savings provided
by Brazilian pension funds as well as from other insti-
tutional investors.

Campos Novos Hydroelectric Power Project
(875 million loan from the OC)

This private sector loan will finance construction of
a 880-megawatt hydroelectric power plant on the
Canoas River in the state of Santa Catarina as part of
Brazil’s plan over 2001-2010 to develop an intercon-
nected generation system. The project includes instal-
lation of three 293-megawatt turbines, construction of
a dam with a crest length of 592 meters, and installa-
tion of 11 kms of transmission lines to connect to the
existing 230-kilovolt Campos Novos substation. Con-
struction will be carried out by a consortium of con-
tractors including CPFL Geragio de Energia, Compan-
hia Brasilerra de Aluminio, Companhia Niguel Tocantins,
Companhia Estadual de Energia Elétrica, and Centrais
Elétricas de Santa Catarina. The financing includes a $1
million Social Fund to support local communities in
areas affected by the project.
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Sdo Bernardo do Campo Urban Transport Program
($72 mallon loan from the OC)

This operation will expand the mass transit system
and complete construction of a beltway and other
key highway projects in this growing city between
Sdo Paulo and the coast. To better connect and speed
up bus service, the loan will finance construction of
transfer terminals, dedicated bus lanes, viaducts, and
an east-west tunnel under Via Anchieta, the principal
highway through the city. Nine kilometers of the city
beltway will be widened or extended in order to sepa-
rate regional and metropolitan traffic from local traf-
fic. The program will upgrade traffic signals and build
flood control works, sidewalks, pedestrian overpasses,
disabled access ramps at intersections, and bicycle
lanes.

Telemar Bond Guarantee

($68 million partial credit guarantee from the OC)

Telemar Norte Leste S.A. provides fixed line telecommu-
nications services to 16 Brazilian states covering near-
ly two-thirds of the country. The IDB guarantee for
Telemar’s domestic corporate bond issue will support
expansion and modernization of the firm’s telecom-
munications network and business management sys-
tems, enabling Telemar to upgrade data and Internet
service, secure productivity gains, and develop infor-
mation technology services. Project objectives include
resolving network congestion issues and reducing
the amount of time to install new lines. The project
will digitalize networks, introduce new services and
expand the number of lines by installing cables, build-
ing cable galleries and tubes, and relocating terminals
and other equipment.

Unibanco Trade Finance Facility
($50 million loan from the OC with a “B” loan of
$100 million)

This loan will help expand Brazil’s trade capacity by
supporting a facility to provide financing for interna-
tional transactions by Brazilian companies and their
subsidiaries abroad. The funds can be used for pre-
and post-shipment export financing as well as for pre-
payments for exports and the financing of imports.
The borrower, Unzio de Bancos Brasileiros, is the coun-
try’s oldest and third largest private bank in terms of
total assets and loans, with a strong presence in the

wholesale and retail banking business. The operation
forms part of the International Trade Finance Reacti-
vation Program approved by the IDB in 2003. The “B”
loan enables the IDB to play a catalytic role in mobi-
lizing resources by encouraging international lenders
to extend and retain credit lines to Brazilian financial
institutions.

Belo Horizonte Environmental Restoration Program

($46.5 million loan from the OC)

This operation will improve sanitary conditions,
restore the environmental quality of local waterways,
and reduce the risk of flooding in the Velhas River
watershed in metropolitan Belo Horizonte. The pro-
gram will finance construction of erosion and land-
slide control works along 37 kms of streams, five small
dams for flood control, and nearly 8 kms of drainage
collectors. To improve sewerage, more than 60 kms
of marginal interceptors and collection networks will
be installed along with 5,380 household connections.
The program will also build, repair and equip parks
and public squares, reforest watershed areas, and build
protection works for springs. Some 27 kms of roads
to be built near waterways will be integrated into the
urban road system to facilitate the collection of solid
waste currently being illegally dumped in streams.

Technological and Managerial Innovation in

Agricultural Research
(833 million loan from the OC)

The agrifood sector accounts for more than a quar-
ter of Brazilian GDP and employment and more than
40 percent of exports. This program will improve
the competitiveness of the sector by strengthening
research capacity and by supporting innovative pro-
cesses and methodologies to diversify exports and
improve market access. Resources will be used for
research on environmental management, genetic
resource development, biotechnology and intellectual
property issues. Applied research projects will exam-
ine agroexport chains, agrifood quality, biodiversity
and organic agriculture. Three pilot clusters will be
implemented to develop technology markets in order
to help family farmers. Finally, the operation will sup-
port linkages between Brazil’s agricultural research
agency, Embrapa, and regional and international part-
ners such as the Consultative Group on International
Agriculture Research.



Strengthening Fiscal Administration in the State of
Sao Paulo
($20 million loan from the OC)

By streamlining tax collection and procurement pro-
cedures, training staff and modernizing information
systems, this program will strengthen public resource
management and improve the state’s fiscal position.
Administrative reforms will bolster revenue collec-
tion, establish audit teams to combat tax evasion,
coordinate prosecution of tax offenders, and improve
customer service to stimulate voluntary compliance.
An expanded electronic procurement system will
optimize competition, efficiency and transparency
in the contracting of government goods and services.
Ongoing training and performance evaluation, as well
as development of career stream models, will enhance
the skills of state Finance Department staff. Technical
assistance and equipment will be provided to upgrade
information and communications systems in order to
give taxpayers better access to services.

Sdo Paulo State Social Policy Evaluation

and Improvement Project

(85 million loan from the OC)

This program will improve the efficiency and effective-
ness of the state’s safety net for the poor by strength-
ening the institutions that administer social programs.
The financing will be used to design and implement a
centralized database on federal, state, municipal and
private social programs; develop municipal social wel-
fare plans based on an evaluation of the needs of the
at-risk population; support social policy evaluation and
research; and carry out a public information strategy
that promotes the participation of civil society, non-
governmental organizations and beneficiary groups in
social program design and implementation.

Investment Fund for Brazilian Companies (DVC II)
(84 million MIF investment and $750,000 MIF grant)

This investment will fund a vehicle to be managed
by Dynamo Venture Capital Management Company,
Ltda. that will provide equity and convertible debt
financing as well as financial and technical advisory
services to approximately 15 technology-based small
and medium-sized enterprises. Provision of this type
of finance will increase competitiveness and innova-
tion among technology-based SMEs and generate
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employment. It will also further the development of
the venture capital industry in Brazil, providing exam-
ples of how the financing of early-stage and medium-
sized Brazilian companies produces an impact on the
growth and organization of these firms.

Fund for Competitive Technology-based Companies
(83.7 million MIF investment and $75,000 MIF grant)

MIF small business risk capital funds are providing
an important demonstration of how access to ven-
ture capital can increase the growth and organization
of early-stage Brazilian companies. The project will
establish a vehicle to be managed by Companhia de
Participagoes that will provide equity and convertible
debt financing, financial and technical advisory ser-
vices, and value-added governance to approximately
20 Brazilian technology-based small and medium-
sized firms. This will enable increased competitive-
ness and innovation among technology-based SMEs,
generate employment and further the development of
the venture capital industry in Brazil.

Chile

In 2004, the Bank approved three loans and
three MIF financings to Chile. Since 1961, the
Bank has made 136 loans totaling $5.4 billion
and disbursements have totaled $5 billion.

Strengthening the Digital Strategy (Phase I)
($13.2 million loan from the OC)

The level of Internet penetration and connectivity in
Chile is far greater than in any other nation in Latin
America, spurred on by close collaboration between
the public, private and academic sectors in promoting
the country’s digital development strategy. This pro-
gram looks to further strengthen Chile’s e-readiness
by developing an integrated platform for five govern-
ment agencies to provide electronic services; imple-
menting electronic public procurement procedures
to improve efficiency and transparency; carrying out
a digital literacy campaign that provides computer
training to 250,000 citizens, many of them from digi-
tally-excluded low-income groups; installing informa-
tion technology systems in 10 health care facilities,
including two hospitals, in order to improve health
service delivery; and introducing local Web platform
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service to automate processes and services in a dozen
municipalities.

Innovative Interventions for the Elderly
($6.5 million loan from the OC)

Over the next 10 years, the proportion of Chileans
over 60 years old will increase more rapidly than in
any other country in the region. This program will
address the social challenges posed by that demo-
graphic shift by developing innovative approaches to
improve the delivery of social services to the elderly.
The operation will finance the startup of 13 region-
al offices of SENAMA, the nation’s service agency
for the elderly, as well as local service centers in 20
municipalities where older adults can access services
ranging from health and housing referrals to informa-
tion on volunteerism and training opportunities. Tech-
nical assistance will support creation of a “Seniors for
Development” corps to involve older citizens in com-
munity initiatives. The program will finance studies
and design of a national plan on ways to improve and
expand public services for the elderly at all levels of
government.

Public Building Management Program
($3 million loan from the OC)

Leasing, maintenance and repair costs for some 4,000
buildings used by the Chilean government are esti-
mated to exceed 9 percent of current public sector
expenditures. This technical cooperation program
will enable central government agencies to more effi-
ciently manage use of those buildings. The program
will provide consulting services to carry out an inven-
tory of the legal status, uses, tenure, value, costs and
other characteristics of public buildings. The aim is
to provide reliable information that facilitates better
building management and informs public and private
stakeholders about the status of government facilities.
An economic management model will be developed
that takes into account such factors as use, internal
efficiency, land, quality of construction and services,
condition, and costs and budgeting. Studies will also
examine the regulatory and institutional reforms
needed for more efficient building management.

Development of Technology-based Enterprises:
Seed Capital Facility
(83 million MIF loan and $530,000 MIF grant)

In the region, support services and especially financial
products specializing in dynamic ventures are limited
in terms of sophistication and sheer numbers. The lack
of efficient markets and limited transparency further
increase barriers to entry for new ventures and the
complexity and cost of starting up new enterprises. In
partnership with Fundacion Chile, MIF has designed a
project whose general objective is to help bring togeth-
er institutions, investors and technology-based enter-
prises, for purposes of financing the interface between
technological development and the business expan-
sion and maturing phase. The project will strengthen
a network of business support centers; involve various
activities to establish a network of business investors
who, in addition to financing, may support enterprise
development; and support the creation of a seed capi-
tal facility, an instrument to finance technology-based
enterprises in the initial ramp-up stage.

Helping Small and Medium-sized Exporters to

Capitalize on Trade Agreements
($2.1 million MIF grant)

Since 1990, the Chilean government has negotiated
trade agreements with several countries. Up to now,
few Chilean small and medium-sized exporters have
managed to secure a firm foothold in these markets, or
to capitalize fully on the export opportunities offered
by the new trade agreements. By developing and
implementing a standardized and transferable model
enabling Chilean firms to access more discriminat-
ing international markets, this project will benefit 250
to 300 small and medium-sized enterprises requiring
assistance to initiate and/or increase exports to mar-
kets in countries with which Chile has signed trade
agreements. The project will be carried out jointly by
the International Economic Relations Division (Pro-
Chile) of the Ministry of Foreign Affairs and the San-
tiago Chamber of Commerce.

Strengthening Regulation and Oversight of Cooperatives
($1.1 million MIF grant)

Enhancing the competitiveness, transparency, integ-
rity and soundness of Chilean cooperatives is an
important means of promoting the social and eco-



nomic development of the country. Administered by
the Department of Cooperatives (DECOOP), a unit
within the Ministry of the Economy, Development
and Reconstruction, this MIF project will strengthen
the management capacity of Chilean cooperatives,
generate reliable statistics for regulatory and economic
policy decision-making and deliver financial services
for low-income groups, microentrepreneurs and rural
entrepreneurs. Resources will help formalize nonbank
financial institutions and establish general govern-
ment oversight capacity through DECOOP.

Colombia

In 2004, the Bank approved six loans and three
MIF financings to Colombia. Since 1961, the
Bank has made 202 loans totaling $11.9 billion
and disbursements have totaled $10.9 billion.

Sector Program for Public Utilities
($600 million loan from the OC)

This policy-based loan will support reforms to poli-
cies, procedures and institutions aimed at improving
the efficiency, equity and sustainability of electricity,
telecommunications, and water and sanitation services.
The program will strengthen the effectiveness and
accountability of regulatory and supervisory agencies
by strengthening interagency coordination, establish-
ing transparent selection procedures, and improving
stakeholder participation through such measures as
public hearings on rate-setting resolutions. Reform
measures will improve the investment climate for pri-
vate sector participation. Targeting of subsidies for the
poor will be improved and subsistence consumption
levels for certain services reduced. Looan resources will
be released in tranches based on progress in carrying
out the reforms and maintaining the macroeconomic
stability necessary to implement them.

Reorganization, Redesign and Modernization of Health
Service Networks

($72 mallon loan from the OC)

This program will improve the quality and efficien-
cy of health services available at public hospitals by
implementing a system of performance contracts that
encourages managed competition. Technical assis-
tance, information system support, retraining and
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human resource reforms will consolidate public health
providers at departmental and municipal levels into
service networks whose operational funding will be
linked to output and quality targets. The program is
expected to substantially reduce the operating deficit
of public hospitals while improving services for poor
and rural populations that rely on public institutions
and allowing for expansion of insurance coverage to
those most in need.

Rural Low-income Housing Program

($30 million loan from the OC)

Nearly a third of Colombians, most of them impov-
erished and many in substandard housing, live in the
country’s rural areas. Housing subsidies financed by
this loan will enable an estimated 17,000 rural families
to build or buy a new home or make improvements
to an existing dwelling. Program resources will be
distributed nationally based on targeting criteria that
identify regions and populations most in need. Hous-
ing upgrades that qualify for subsidies include water
and sewerage connections, flooring, roofing and addi-
tions to relieve overcrowding. Beneficiary families and
housing providers must contribute a small portion of
the project value in order to qualify for the subsidy.
The operation will also provide consulting services,
equipment and training to design and install an infor-
mation system to administer the subsidy program.

National Environmental System (SINA I1)
($20 million loan from the OC)

This program will finance priority regional and local
environmental initiatives to restore, conserve and
sustainably manage forest ecosystems in watersheds,
upgrade solid waste disposal, and implement cleaner
production methods. The funds will be channeled
through autonomous regional corporations estab-
lished by the government to finance investments in
natural resource management. The program will also
develop a national environmental research and infor-
mation system, strengthen mechanisms to implement
environmental policies, and provide training on natu-
ral resource conservation and management. Finally,
the operation will consolidate the achievements of the
first phase of the program (SINA I), particularly refor-
estation programs to increase protective and produc-
tive forest cover.
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Public Administration Reform Program
($10.3 million loan from the OC)

Colombia’s national public administration entails more
than 300 entities that form the executive branch of gov-
ernment. Although a considerable portion of national
revenues has been decentralized to subnational lev-
els, the structure and size of the central government
has not been proportionately adjusted. To open the
way for greater public investment, this program will
improve the efficiency, transparency and effectiveness
of the national government by modernizing manage-
ment, reducing institutional dispersion, integrating
cross-cutting management systems and improving
policy coordination, e-government and service deliv-
ery. The operation will make public information more
transparent and accessible through online systems for
government services, procurement and Contracting;
improve legal and asset management; redesign the
organizational structure of government agencies; pro-
vide workforce retraining; and strengthen personnel
management by introducing merit systems and public
employment information networks.

Support for Private Sector Participation and Concessions

in Infrastructure

($5 million loan from the OC)

This operation will provide advisory services to design
projects with private sector participation for building,
upgrading, operating and maintaining transportation,
power, communications, and water and sanitation
infrastructure. The objective is to promote more effi-
cient delivery of quality services in these sectors. The
funds can be used to evaluate the technical, economic,
financial, institutional, legal, social and environmental
aspects of proposed infrastructure projects and to study
and design innovative approaches to promote private
participation, including mechanisms to diversify capi-
tal ownership. The operation also aims to improve the
investment climate by strengthening the technical and
institutional capacity of policy, regulatory and over-
sight agencies in the infrastructure sectors.

Supporting Cluster Competitiveness
($3.5 million MIF grant)

Executed by the Unzrversidad de los Andes, this project
will establish an innovative public-private institution-
al mechanism with nationwide coverage to support

implementation of a competitively awarded cluster
development support program. The mechanism will
fund selected initiatives aimed at producing verifiable
improvements in the competitiveness of participating
firms, demonstrating the use of efficient and transpar-
ent procedures and promoting partnerships among
firms, mainly through outreach units in the clusters.

Corporate Social Responsibility in Small and Medium-
sized Enterprises

($1.2 million MIF grant)

The development and institution of corporate social
responsibility (CSR) practices is still an emerging
process in Colombia. The country’s textile, flower
and coffee export industries have incentives to adopt
socially responsible policies, due to the demand from
their destination markets. Because CSR is still a new
concept in Colombia, support from the MIF, in part-
nership with the Confederacion Colombiana de Camaras
de Comercio, will help to accelerate the use of CSR as a
competitiveness-enhancing tool for SMEs. One novel
feature of the proposed operation is that it makes CSR
considerations an integral part of credit rating systems
and of corporate risk rating tied to insurance costs. As
a result of the program, participating banks and insur-
ance companies will build nonfinancial CSR-related
criteria into their credit risk management systems so
that the firms that adopt CSR practices can improve
their credit ratings.

Promotion of Youth Entrepreneurship
($1.1 million MIF grant)

The project will contribute to the strengthening of
the entrepreneurial fabric of Bogota, Medellin and
Cali by developing a model for creating sustainable
and competitive enterprises for the young people of
these three cities. Directed by the Fundacion Corona,
the project focuses on improving the skills of Colom-
bian youths for establishing new enterprises, introduc-
ing innovations in institutions of higher learning and
training activities, and facilitating access for teams of
entrepreneurs to business, institutional and financial
networks that will help them structure and start up
their enterprises. It will also strengthen the coordina-
tion and specialization of the institutions that provide
support services to entrepreneurs. Results of the proj-
ect will be closely tracked and widely disseminated to
help promote the use of good business practices.



Costa Rica

In 2004, the Bank approved one loan to Costa
Rica. Since 1963, the Bank has made 99 loans
totaling $2.4 billion and disbursements have

totaled $2.2 billion.

Sustainable Development Program for the Sixaola River
Binational Watershed
($11 million loan from the OC)

Much of the Sixaola watershed is safeguarded as
national parks, but the part in the Talamanca Valley
is home to a growing number of subsistence farmers
whose activities sometimes affect the ecosystem. A
sustainable development model developed through
this program will support construction of basic social
infrastructure and development of crop diversification
initiatives that create jobs and mitigate negative envi-
ronmental practices. The loan will finance water sup-
ply and sanitation systems, electrification, roads and
drainage, markets and storage facilities. Training and
technical assistance will promote economic develop-
ment through projects for alternative crops, agrofor-
estry and ecotourism. The program will be carried out
in part by the Sixaola River Basin Committee made
up of delegates from public sector agencies, local gov-
ernments and civil society groups. Local committees
will work with environmental and productive organi-
zations, indigenous communities and governments to
develop project proposals.

Dominican Republic

In 2004, the Bank approved three loans to the
Dominican Republic. Since 1963, the Bank has
made 87 loans totaling $3 billion and disburse-
ments have totaled $2.2 billion.

Protection and Sustainability of Social Reforms
($200 million loan from the OC with cofinancing from the
World Bank)

This operation will mitigate the impact of fiscal adjust-
ment on the poor by safeguarding social spending
while the government implements reforms to ensure
macroeconomic and fiscal stability. Specifically, the
financing will be used to protect priority budgets in
the health and education sectors. Loan resources will
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be disbursed in tranches based on implementation of
policy reforms outlined in an arrangement with the
International Monetary Fund to strengthen the coun-
try’s fiscal balance. Those reforms are expected to lay
the groundwork for a comprehensive financial admin-
istration law to consolidate budget management, as
well as for reorganization of the social welfare sector
to improve the quality and efficiency of expenditures,
leading to a more effective social safety net for the
poorest and most vulnerable segments of society.

Financial Sector Consolidation Program
($100 million loan from the OC with cofinancing from the
World Bank)

Designed as a response to the country’s recent finan-
cial crisis, this program aims to restore public con-
fidence in the banking system by supporting imple-
mentation of reforms entailed in the new Monetary
and Finance Act. The legislation calls for establishing
a new second-tier bank to lend to and facilitate funds
for the productive sectors and the secondary housing
market, thus eliminating Central Bank lending to the
nonfinancial sector. It also will strengthen the capital
position and technical capacity of the Central Bank
so that it can operate more efficiently and eliminate
its fiscal deficit. The program will also implement
reforms that enable the Office of the Superintendent
of Banks to function autonomously, adapt internation-
al standards for regulating credit risk, modernize audit
standards, and bolster bank inspections.

Multiphase Low- and Moderate-income Housing
Program

($37 million loan from the OC)

This program will improve housing conditions for
poor and moderate-income families by upgrading
infrastructure and social services in urban neighbor-
hoods, expanding access to credit, and promoting
private development of low-cost housing. Comprehen-
sive packages in impoverished areas will provide land
titles, upgrade water and sewerage systems, garbage
collection, street paving and lighting, and improve
early child development, primary health, and techni-
cal training services. The National Housing Bank will
rediscount microcredits originated by first-tier lenders
for home construction or improvements. The govern-
ment will develop infrastructure on public land and
then sell tracts to private developers for construction
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of low-cost housing units. An estimated 14,000 fami-
lies will directly benefit from the program, which will
also provide technical assistance to develop housing
planning, policymaking and monitoring systems.

Ecuador

In 2004, the Bank approved two loans and one
MIF financing to Ecuador. Since 1961, the Bank
has made 171 loans totaling $4.3 billion and
disbursements have totaled $4 billion.

Coastal Resources Management Project, Phase 11
($12.4 million loan from the OC with an IFF interest rate
subsidy)

This operation will promote sustainable development
along Ecuador’s Pacific coast by financing preventive
and productive projects and transferring responsibili-
ties for land use planning and coastal management to
local communities. An estimated 70,000 coastal resi-
dents will benefit from projects to install potable water
and solid waste management systems, build public
works to preserve the environment and mitigate dam-
age from natural disasters such as the El Nifio weather
phenomenon, and strengthen productive activities.
Afro-Ecuadorian and other communities whose liveli-
hood depends on sustainable management of the Cay-
apas-Mataje Reserve are among the project benefi-
ciaries. Technical assistance and training will support
adoption of a national coastal management agenda,
strengthen the planning capacity of 10 municipalities,
and develop an information system to monitor the sta-
tus of coastal resources and promote best practices to
manage them.

Strengthening Health Care under the Rural Social
Security Directorate

(85 million loan_from the OC with an IFF interest rate
subsidy)

Training and equipment provided through this opera-
tion will strengthen rural health promotion and dis-
ease prevention activities and ensure the availability
of medications for effective primary care. Personnel
in medical facilities under the Rural Social Security
Directorate will be trained in maternal and prenatal
care, as well as in health care for children under five,
based on the Integrated Management of Childhood

Illness strategy. Public information campaigns on
health care issues and practices will be directed toward
rural communities and local organizations. Technical
assistance and computer equipment will be provided
to develop an efficient system for obtaining and dis-
tributing pharmaceutical products, and new medical
equipment will enable clinics to better respond to epi-
demiological profiles at the primary care level.

Providing Credit to Underserved Rural Communities
($1.5 million MIF investment)

Extending financial services to isolated rural popula-
tions is a central goal of the MIF, and one shared by
Codesarrollo, a regulated savings and loan cooperative
that focuses on the development of the marginalized
rural segments of Ecuador’s population through the
promotion and strengthening of local financial sys-
tems. Codesarrollo’s main clients are small agricultural
producers and rural microentrepreneurs who have
very limited access to financial services. This project
introduces an innovative two-tier mechanism whereby
Codesarrollo will onlend to rural financial entities that
belong to its network.

El Salvador

In 2004, the Bank approved one guarantee to
El Salvador. Since 1961, the Bank has made
104 loans totaling $3 billion and disbursements
have totaled $2.6 billion.

Banco de Comercio — Mortgage Bond Project
($20 million partial credit guarantee from the OC)

This partial credit guarantee will support a three-year
mortgage bond issue totaling $150 million to expand
the housing loan operations of one of El Salvador’s
largest commercial banks. The transaction will enable
the Banco de Comercio to offer new and affordable mort-
gages at terms consistent with the long-term nature
of mortgage lending. As it will mark the first time a
Salvadoran bank uses mortgage collateral to tap local
capital markets, the operation will enable lenders and
investors to become more familiar with a mortgage-
backed structure that can achieve high-grade credit
quality and low-cost funding. The operation will also
strengthen capital market integration because the new
bonds will be offered to institutional investors from



other Central American nations. The IDB’s participa-
tion will help mobilize private resources from those
regional investors.

Guatemala

In 2004, the Bank approved one loan to
Guatemala. Since 1961, the Bank has made 112
loans totaling $2.8 billion and disbursements
have totaled $2.2 billion.

Improving the Quality of Social Expenditure
($100 million loan from the OC with an IFF interest rate
subsidy)

This policy-based loan will enhance the efficiency
and effectiveness of social spending by implementing
results-driven management mechanisms and by pro-
tecting budgets for social programs. Resources will be
disbursed in tranches based on progress in meeting
targets and maintaining benchmarks for investments
that help the poorest and most vulnerable groups in
society. The program will support implementation of
the government’s Guate Solidaria strategy to improve
health, nutrition, food security and education pro-
grams in 39 priority municipalities. A national system
of performance indicators will be put in place to pro-
mote performance-oriented management, evaluation
and monitoring of social expenditures.

Guyana

In 2004, the Bank approved five loans to
Guyana. Since 1977, the Bank has made 52
loans totaling $979 million and disbursements
have totaled $706 million.

Moleson Creek — New Amsterdam Road
($37.3 million loan from the FSO)

This loan will finance repairs of a key coastal highway
that provides the only land transport link to Surina-
me. Rehabilitation of 86 kms of the two-lane highway
between New Amsterdam and Moleson Creek will
complete improvements of the eastern shore road sys-
tem that starts in the capital of Georgetown, facilitat-
ing Guyana’s trade links with neighboring countries as
part of the Initiative for Integration of Regional Infra-
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structure in South America (IIRSA). The program will
repair bridges and drainage structures and upgrade
unsafe portions of the road where there are high acci-
dent rates. Technical assistance will strengthen the
capacity of Guyana’s public works ministry to design
and implement transportation policies, prioritize
investments, and regulate public transport. The pro-
gram also will finance a feasibility study on prospects
for building a new bridge across the Demerara River.

Fiscal and Financial Management Program

($28 million loan from the FSO)

This dual policy-based and investment loan will sup-
port a comprehensive government reform agenda that
promotes more transparent and efficient fiscal man-
agement. Training, consultancy services, information
systems and repairs of facilities will help to modern-
ize the legislative framework, revenue authority and
public expenditure management system, as well as
strengthen fiscal and fiduciary oversight systems to
bring them into compliance with recent constitu-
tional mandates. Tax reforms will increase revenues
while making the system more equitable by reducing
tax system distortions, increasing the efficiency of tax
administration, and laying the groundwork for fair and
effective implementation of a value-added tax in 2006.
Loan resources will be released in tranches based on
progress in meeting program objectives.

Health Sector Program
($23 million loan from the FSO)

By upgrading priority health facilities and strengthen-
ing the institutional capacity of the health sector, this
program will improve the effectiveness of primary
and preventive care services. The McKenzie Regional
Hospital in Linden will be repaired, expanded and
equipped, and its power, water supply and sewerage
systems will be upgraded. The inpatient ward of the
Georgetown Public Hospital Compound will also be
repaired. To improve patient access to essential drugs
and health supplies, technical assistance will assist
in setting up a procurement information system and
improving the storage, distribution and cold chain
for pharmaceuticals. The program will also support
the drafting of health legislation and regulations to
modernize the sector, enhance management capacity,
strengthen information technology at the central and
regional levels, and promote human resource reforms
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to modernize recruitment and training and enhance
productivity.

Agricultural Support Services
($22.5 million loan _from the FSO)

Agriculture is critical to Guyana’s economy, account-
ing for nearly a third of GDP and employment and
40 percent of export earnings. This program will
improve agricultural efficiency by financing irrigation
and drainage works to reduce flooding in the coastal
plains and providing technical assistance to farmers to
increase productivity. The program will build or repair
1,200 kms of channels, 400 kms of service roads, 1,200
sluice gates, and several small dams. Water user asso-
ciations will be established to sustainably manage the
works, and farmers will be trained in environmentally
safe use of pesticides, fertilizers and waste disposal
systems, as well as in methods to improve traditional
yields and introduce new crops. A seed facility will
be built for rice production and research, and support
services will provide marketing and plant and animal
health information to strengthen private sector par-
ticipation in production and exports.

Public Management Modernization Program
($5 million loan from the FSO)

This operation aims to make government services more
efficient, transparent and accountable by improving
the institutional capacity of entities ranging from the
Public Service Ministry to semiautonomous agencies.
Technical assistance will strengthen the regulation
and management of public services, enhance informa-
tion systems for human resource management, train
key personnel, and design a staff performance apprais-
al system. The program will develop reclassification
and other mechanisms to improve the performance
of at least six statutory bodies and semiautonomous
agencies. To coordinate state reforms over the long
term, the program will assess institutional and gov-
ernmental performance in several areas, design guide-
lines to improve public sector transparency, develop
a government information technology plan, and for-
mulate development strategies for local governments.
The program also involves an important effort in con-
sensus building:

Haiti

In 2004, the Bank approved no new loans to
Haiti. Since 1961, the Bank has made 50 loans
totaling $984 million and disbursements have
totaled $661 million.

Haiti faced a difficult social, economic and political
situation throughout most of 2004. In addition, the
country was buffeted by natural disasters, exacerbat-
ing the humanitarian crisis and leading to growing
instability and security concerns. The interim gov-
ernment, installed in March 2004 in the aftermath of
an armed conflict, faces daunting demands in imple-
menting a strategy for national reconciliation and
reconstruction.

The Bank was a key member of the multido-
nor Steering Committee that together with the gov-
ernment oversaw the formulation in 2004 of a needs
assessment entitled the Interim Cooperation Frame-
work (ICF). The ICF sets out clear targets and finan-
cial requirements in four strategic areas: (1) strength-
ening political governance and national dialogue; (2)
strengthening economic governance and institutional
development; (3) promoting economic recovery; and
(4) improving access to basic services. The Bank’s
Transition Strategy for Re-engagement 2003-2004,
approved in 2003, led to the Board’s approval of oper-
ations in each of these areas in the second half of that
year. This leadership will be maintained through the
Transition Strategy for 2005-2006.

When the Bank resumed lending in 2003, it came
at a time of limited donor engagement. The 10 proj-
ects totaling $400 million that were either reactivated
or newly approved that year constituted a major effort
at re-engagement. Of the total, $30 million were dis-
bursed in 2004, despite growing security concerns. The
Bank has developed flexible, innovative approaches to
maintain and even accelerate execution, streamlin-
ing its procedures and setting an example for other
agencies. These include technical cooperation in the
fields of basic services, institutional strengthening and
emergency response, in addition to progress in imple-
menting projects in the areas of social services, basic
economic infrastructure and road rehabilitation.



Honduras

In 2004, the Bank approved eight loans and one
GEF grant to Honduras. Since 1961, the Bank
has made 149 loans totaling $2.7 billion and dis-
bursements have totaled $2.2 billion.

Puebla-Panama Plan Atlantic Corridor Improvement
Project

($50 million loan from the FSO with cofinancing from
OPEC)

The Puebla-Panama Plan’s Atlantic Corridor spans
1,745 kms and is a critical transport link for the coun-
tries of Mesoamerica. A key portion of the corridor in
Honduras is the CA-5 Norte highway, which connects
Tegucigalpa with Puerto Cortés on the Caribbean
coast. This loan will finance repaving, widening and
other repairs of 50 kms of CA-5 running through the
Comayagua Valley and from Villanueva to La Barca.
Bypasses will be built around the towns of Comay-
agua, Pimienta and Potrerillos, and a new bridge will
be constructed over the Ulda River. The loan will also
strengthen road safety for the entire 350 kms of the
PPP highway system across Honduras by upgrading
signage and pavement markings.

Support for Rural Electrification
($35 million loan from the FSO)

Upgrades to transmission and dispatch systems
financed by this loan will improve or initiate elec-
tricity service in impoverished rural areas through-
out the country. The project includes construction of
substations and subtransmission lines in Erandique
and Chichicaste, as well as lines between Danli and
Chichicaste and between Las Flores and Erandique.
Reactive compensation equipment will be installed in
the departments of Santa Barbara, Cortés, El Parai-
so, Lempira, Intibuca and Olancho. The project will
enhance service to 27,000 households and bring elec-
tricity to another 8,000 for the first time. Efficiency
improvements will focus on modernizing the National
Dispatch Center, establishing a Loss Investigation
Unit, and regularizing service in some 6,500 house-
holds currently connected to the grid illegally. The
project is being undertaken as part of the Puebla-Pan-
ama Plan’s regional electrical initiative to extend cov-
erage and create markets in Mesoamerica.
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Secondary Education and Job Training Program
($30.6 million loan from the FSO)

Less than 37 percent of junior high and 19 percent of
high school age youths attend school in Honduras.
This program aims to increase enrollment in grades
7 through 12 by offering more flexible educational
programs and upgrading school facilities. Vocational
training will also be expanded for students as well as
for unemployed young adults. Increased use of dis-
tance education programs such as the tutorial-based
learning system and the 7é/ebdsica educational televi-
sion program will expand instruction in isolated areas.
The Bank program will finance expansion of class-
room space in existing schools as well as construction
of 68 secondary education modules in low-income
rural areas. Consulting and technical support services
will better link instruction in 50 vocational secondary
schools to the needs of prospective employers, with a
focus on agroindustry, forestry and tourism. The pro-
gram will also help companies establish job training
and placement mechanisms for young adults.

Poverty Reduction Support Program

(830 million loan_from the ESO with cofinancing from the
Swedish International Development Cooperation Agency
and the World Bank)

This policy-based loan will support efforts to meet
targets for improving social indicators as established
in the government’s poverty reduction strategy. The
operation will monitor the quantity and quality of
public social spending in order to improve the effi-
ciency and effectiveness of programs for those most
in need, support reforms of priority health and edu-
cation programs, and promote planning and evalua-
tion methodologies that link social sector policy and
investment decisions. Progress toward meeting pov-
erty reduction targets will move Honduras closer to
obtaining substantial relief on its external debt under
the Heavily Indebted Poor Countries (HIPC) initia-
tive. Loan resources will be released in tranches based
on meeting objectives in terms of improving the man-
agement capacity of social sector programs and main-
taining a stable macroeconomic climate.
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Financial Sector Program
($25 million loan from the FSO with cofinancing from the
IMF and World Bank)

Banking reforms introduced under this program will
restore depositor confidence and provide borrowers
with a stable source of financing. To bring prudential
regulations into line with Basel Principles, the pro-
gram will help the National Banking and Insurance
Commission strengthen standards and supervision in
terms of capital adequacy; classification of loans, guar-
antees and reserves; matching of maturities, curren-
cies and insurance rates; contingent assets; accrual of
interest in income accounts; and electronic exchange
of financial information. Other reforms will improve
supervision of financial groups and registration pro-
cedures, the methodology for presenting consolidated
financial statements, financial group capital adequacy
and offshore operations. Loan resources will be dis-
bursed in tranches based on progress in meeting pro-
gram and macroeconomic policy objectives.

Central District M, unicipal Development Program
(Phase I1)
(822.5 million loan from the FSO)

This program will modernize or upgrade municipal
services such as water supply, sanitation and roads in
metropolitan Tegucigalpa. The loan will finance pav-
ing and expansion of the Boulevard Centroamérica,
construction of the El Estadio connector towards
Comayaguela, and improvements to intersections at
La Granja and Humuya. Urban renewal projects will
title lands in 15 informal settlements, pave bus routes,
and support a variety of other community initiatives
in low-income areas. An institutional and contractual
model will be designed to contract out water supply,
sanitation and waste disposal services to private firms.
To improve efficiency, technical assistance and train-
ing will support reforms in municipal planning and
management, including implementation of a financial
strategy and a service cost-recovery plan.

Comprehensive Social Safety Net Program
($20 million loan from the FSO)

This program will offer financial incentives to 32,000
poor households in exchange for their making regular
use of social services for their children. To qualify for
the health subsidy, families must take children under

five to clinics for growth monitoring, vaccinations and
other basic services. Pregnant women and mothers
must also participate in health and nutritional coun-
seling. To increase school enrollment and retention,
the program will offer stipends for student supplies
and other school needs to families whose children
regularly attend the first through the sixth grade. On
the supply side, the program will finance provision of
health outpatient services in impoverished areas and
provide cash transfers to parent-teacher associations
to purchase teacher materials, upgrade schools and
promote teacher training. An estimated 32,000 house-
holds are expected to benefit from stipends, which
will be delivered to women heads of households.

Strengthening Fiscal Management
($15 million loan from the FSO with cofinancing from the
Swedssh International Development Cooperation Agency)

This program will improve the efficiency and trans-
parency of management of the revenue and expendi-
ture sides of government finances in order to improve
services and promote a stable macroeconomic envi-
ronment. To support the Ministry of Finance, the pro-
gram will provide staff training, strengthen customs
and tax operations and enforcement, and modernize
equipment and infrastructure. Revenue Office opera-
tions will be improved through increased economic
and fiscal planning and analysis, program-based bud-
geting, and more efficient accounting procedures.
Information technology upgrades at the Central Bank
will facilitate compilation and analysis of the econom-
ic data necessary to support monetary policy man-
agement based on international standards. Finally, an
Integrated Poverty Reduction Tracking System will be
implemented to promote efficient and effective social
spending.

Consolidation of Ecosystem Management for the Bay
Islands

($2.5 million grant from the IDB/Global Environment
Facility Fund)

This grant, the first to be approved under the 2004
program whereby the IDB administers funds from
the Global Environment Facility, complements a
$12 million IDB loan from 2002 and will strengthen
the conservation of globally significant coastal marine
habitats and species. The program will help the Exec-
utive Commission for Sustainable Tourism of the Bay



Islands integrate concerns related to biodiversity into
land use planning and will result in benefits for the
entire archipelago and its surrounding waters, includ-
ing 21,000 hectares of marine ecosystems (coral reefs,
mangroves and other wetlands).

Jamaica

In 2004, the Bank approved two loans to Jamai-
ca. Since 1970, the Bank has made 89 loans
totaling $1.9 billion and disbursements have
totaled $1.6 billion.

Kingston Water and Sanitation Project

(840 million loan_from the OC with an IFF interest rate
subsidy and cofinancing from Japan Bank for International
Cooperation)

This program will improve water and sewage servic-
es in the Kingston and St. Andrew area by repairing
water distribution system supply and sewerage facili-
ties. Pumping stations, pipelines and storage facilities
will be brought up to acceptable standards of reliability
and safety. To reduce levels of unaccounted for water,
bulk flow and micrometers will be installed to identify
leakage and commercial losses. Sewage collection will
be repaired and expanded to avoid overflows harm-
ful to both public and environmental health. Training
and technical assistance to modernize the National
Water Commission will make the system more sus-
tainable by improving staff skills, promoting a more
equitable rate structure, improving customer services,
strengthening the management information system,
and outsourcing certain services to the private sector.
Studies for wastewater treatment in Kingston will also
be financed.

Irrigation Development Program
(816.8 million loan from the OC with an IFF interest rate
subsidy)

Vulnerability to drought, particularly in certain
regions of the country, is a significant constraint to
improving agricultural productivity in Jamaica. By
expanding areas under irrigation, this program will
enable farmers to increase yields and cropping inten-
sity and introduce new crops. The loan will finance
repairs and construction of wells, pump houses and
equipment, power supply, pipe networks, and on-farm
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systems in the parishes of Yallahs, Colbeck, New
Forest, Essex Valley and Saint Dorothy. Technical
assistance and training in agricultural and market-
ing techniques will help farmers optimally manage
their irrigated lands, and water user associations will
be established to manage the water systems. Institu-
tional strengthening of the National Irrigation Com-
mission will improve sector planning and monitoring
by upgrading information, billing and accounting sys-
tems and developing a business strategy to manage
water resources.

Mexico

In 2004, the Bank approved three loans, one
guarantee and three MIF financings to Mexico.
Since 1963, the Bank has made 180 loans total-
ing $17.6 billion and disbursements have totaled
$16.3 billion.

Urban Poverty Program (Phase I)
($350 million loan_from the OC)

This program will upgrade basic social infrastructure
and services in targeted urban neighborhoods with a
high incidence of poverty. The resources will be chan-
neled through Habitat, a poverty reduction initiative
of the Ministry of Social Development. The operation
is expected to benefit 600,000 households in cities
throughout the country. The resources will finance
construction of basic urban services such as water
supply and sanitation, recreation and other commu-
nity facilities, road repairs, electrification, property
titling, and a range of training, education and other
social programs for children, youth and other vulner-
able groups such as the elderly and disabled. These
services will include daycare, after-school activities,
health education campaigns, computer training, assis-
tance for business startups, and domestic violence pre-
vention programs.

Hipotecaria Nacional Mortgage-backed Securities
Program

(875 million guarantee from the OC)

Demographic trends point to an ongoing and signif-
icant need for new housing in Mexico well into the
future. This partial credit guarantee will cover mort-
gage-backed securities issued by Hzpotecaria Nacional,
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the nation’s largest special-purpose mortgage insti-
tution. The private firm is launching a $500 million
operation to fund the origination of residential mort-
gages for low- and middle-income housing, where the
current housing deficit is greatest. The IDB’s partici-
pation will enhance the ability of Hzpotecaria Nacional
to raise long-term financing and provide support to
local capital markets to create standardized mortgage-
backed securities. The program backs efforts by the
Mexican government to reduce dependency on direct
public finding for the housing market by diversifying
funding sources and strengthening local capital mar-
kets as the primary financing source for mortgages.

Skill-based Human Resources Development (Phase 1)
($50.4 million loan from the OC)

Technical assistance, teacher training and equip-
ment and materials provided under this program will
improve the employability and productivity of voca-
tional school graduates. The aim is to strengthen links
between training programs and the needs of the job
market. Curricula in 48 vocational, technical, tech-
nological research and career education programs
will be modified to incorporate a more skill-based
and benchmark-oriented approach. School-business
linkages will be enhanced through market research,
the use of modern information systems, and more
exchange programs between schools and business
and industry. To upgrade and standardize worker
skills, the program will support implementation of the
Occupational Skills Standardization and Certification
System in 10 key sectors of the economy, including the
automotive industry, electronics, software, in-bond
assembly (maquilas), tourism and construction.

Institutional Development in the Water Supply and
Sanitation Sector

($10 million loan from the OC)

Delivery of water supply and sanitation services in
Mexico is constrained not only by problems with infra-
structure but also by the institutional and operational
shortcomings of service providers. This program will
finance repairs and expansion of civil works by opera-
tors that develop business plans to improve manage-
ment, operating efficiency and financial sustainability.
The program will benefit nearly 600,000 residents of
small and mid-sized cities by improving water supply
facilities to reduce losses and ensure safety, repair-

ing damaged or obsolete equipment and installations,
expanding water systems in low-income areas, and
installing low-cost systems in isolated communities.
Participating providers must implement institutional
and regulatory reforms, strengthen staff training and
community outreach, improve operational areas such
as procurement and metering, and modernize busi-
ness and financial systems, including accounting and
billing.

Fund for Early- and Medium-stage Technology Firms
($5.1 million MIF investment)

The establishment of this fund is expected to further
five key objectives: (i) to promote technology entre-
preneurship in Mexico by providing growth financing
for up to 10 early- and middle-stage technology-based
small and medium-sized enterprises (SMEs), that, if
successful, will become role-models for others to fol-
low; (ii) to promote the adoption and use of technol-
ogy innovations among SMEs, increasing their com-
petitiveness and generating high-quality employment;
(iii) to lead the nascent risk capital technology sector
in Mexico; (iv) to guide government institutions with
an interest in promoting the development of the tech-
nology sector on how to invest and participate in the
governance of an investment fund; and (v) to promote
risk capital fundraising among nontraditional inves-
tors in Mexican investment funds. The fund will be
managed by Latin Idea Mexico Venture Capital Fund
I, L.P.

Program to Incorporate Business Assets into the Formal

Sector

($2.6 million MIF grant)

A key aspect of improving the income-generating
capacity of the poor is to increase the number of infor-
mal enterprises that can move into the formal sector
and then continue to operate and grow on a formal
basis. This calls for changing the incentives to do so as
well as facilitating the process of formalization. Work-
ing in partnership with the Ministry of Social Devel-
opment (SEDESOL), this project will design and
implement a reform package to pave the way for the
incorporation of informal businesses into the formal
sector, in conjunction with a nationwide strategy for
its immediate implementation. The project includes a
diagnostic assessment of the country’s business envi-
ronment and regulatory system.



Implementing Corporate Social Responsibility Measures
in SMEs
($1.3 million MIF grant)

Helping to improve the competitiveness and mar-
ket opportunities of small and medium-sized enter-
prises (SMEs), the Universidad Andhuac will use MIF
resources to promote the implementation of corporate
social responsibility (CSR) measures among SMEs
that are in the value chains of larger enterprises. To
achieve these objectives, the program will include
the following three components: (i) development of
a methodology and local capacity for implementing
CSR measures; (i) CSR implementation in SMEs in
the value chain; and (iii) promotion of CSR and dis-
semination of the program’s results.

Nicaragua

In 2004, the Bank approved eight loans to Nica-
ragua. Since 1961, the Bank has made 130 loans
totaling $2.3 billion and disbursements have
totaled $1.8 billion.

Puebla-Panama Plan Highway Project

($40 millon loan from the FSO with cofinancing from the
Nordic Development Fund)

This program will upgrade portions of the road sys-
tem in northwest Nicaragua assigned high priority
under the Puebla-Panama Plan, a regional effort by the
Mesoamerican countries to foster sustainable develop-
ment through such means as highway improvements.
The program will finance repairs or paving of 160
kms of roads and carry out maintenance on another
292 kms, with a focus on upgrading the road network
in the department of Chinandega and connections
to the port of Corinto. By reducing travel time and
freight costs, improving highway interconnections,
and increasing the amount of all-weather roadways,
the program aims to promote investment in northwest
Nicaragua and foster the competitiveness of produc-
tive activities.

Puebla-Panama Plan Highway Project (Zone I11)
($40 million loan from the FSO)

Highway construction and repairs financed by this
loan will complete the Pacific corridor of the Pan

The Year’s Lending

American Highway through Nicaragua. Paving of 72
kms of the Malpaisillo-San Isidro highway in north-
central Nicaragua will connect it with the Telica-Mal-
paisillo segment financed by an earlier IDB loan, thus
linking the Pan American and Coastal Highways and
reducing travel times. The program will also finance
repairs of 93 kms of feeder roads and highway mainte-
nance covering another 286 kms in agricultural areas
in the departments of Matagalpa, Jinotega and Leon,
facilitating the transport of products to major high-
ways and ports. The program is under the purview
of the PPP. For Nicaraguan highway operations, the
country is divided into four zones based on produc-
tion potential, highway network requirements and
marketing needs.

Improving Maternal and Child Health
($30 million loan from the FSO)

This performance-driven loan will expand and
improve health services for vulnerable populations
in impoverished rural and indigenous areas. The tar-
get group is women of childbearing age and children
under age five that live in 76 municipalities identified
as having the most severe poverty levels, greatest diffi-
culty in accessing services, and highest rates of mater-
nal and infant mortality and morbidity. The program
will support services for preventive checkups during
pregnancy, childbirth assisted by qualified profession-
als, and hospitalization for prevalent pathologies such
as postpartum hemorrhaging and infant asphyxia.
Maternity homes will be established to enable preg-
nant women from remote areas to be closer to modern
health facilities, and hospitals and other health care
facilities will be built or repaired. The program will
also finance purchases of drugs and other medical
equipment.

Youth and Adult Basic Education Program
($10 million loan from the ESO)

Education and training programs financed by this
loan will increase the income-earning capacity of
young adults by improving their job skills and help-
ing them complete their basic schooling. The classes
will primarily target young people 15-30 years old
who dropped out of primary school. The program
will expand nonformal adult basic education, provide
teaching materials for training and study groups, and
incorporate job skills training into the curriculum. A
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pilot radio-assisted program will target people living
in remote areas. To reduce future demand for adult
education, a separate program component will pro-
vide supplies and equipment to expand coverage of
the final two years of primary school in order to boost
graduation rates for youths between 10 and 15 years

old.

Citizen Security Program
(87.2 million loan from the FSO with cofinancing from the
UNDP)

This program will improve public safety by reducing
violence and juvenile delinquency in targeted urban
areas. To prevent and mitigate juvenile violence, the
operation will finance social programs for job training,
counseling for youths and parents, and direct inter-
ventions with gangs. To strengthen enforcement, the
program will expand community policing initiatives
by modernizing police communications systems, bol-
stering public information campaigns, and providing
equipment and training to improve efforts to address
juvenile and domestic violence. An integrated citizen
security information system will be developed to pro-
vide reliable data on crime trends and identify effec-
tive prevention and control measures. The 11 cities
targeted by the program are Managua, Ciudad San-
dino, Tipitapa, Masaya, Granada, Jinotepe, Diriamba,
Esteli, Chinandega, Matagalpa and Le6n.

Support for the Secretariat for Coordination and Strategy
($7 million loan from the FSO)

This program will strengthen a government agency
involved in planning, formulating policy and super-
vising implementation of the national development
plan presented to the Nicaragua Consultative Group
in 2003, as well as an economic growth and poverty
reduction strategy important to the nation’s participa-
tion in the Heavily Indebted Poor Countries (HIPC)
initiative. The aim is to improve coordination of pub-
lic investment with local and external resources in
order to more efficiently and effectively implement
social and economic investments. Training, technical
assistance and information system support will enable
the Secretariat for Coordination and Strategy of the
Office of the President to better determine resource
priorities, ensure that investments are consistent with
government strategies, and monitor progress of the
national plan. Studies and consultancies will establish

eligibility criteria for investment projects in produc-
tion-oriented sectors and economic infrastructure.

Strengthening the National Statistics System and 2005
Population and Housing Census

($6.6 million loan from the FSO with cofinancing from
Japan, Sweden, UNDP, UNFPA, United Kingdom and
the World Bank)

Census data gathered with the support of this opera-
tion will serve as a basis for formulating and imple-
menting development strategies, policies and pro-
grams at the national and subnational levels. The
loan will finance pre-census selection and training of
field personnel, updating of census mapping, and the
conduct of the census itself, including assistance with
translators for the country’s various ethnic groups and
racial minorities and the training of rural and urban
municipal and district leaders. A public information
campaign will help raise awareness about the impor-
tance of participation in the census. Traditionally
excluded groups will be targeted so as to benefit from
the collection, analysis and dissemination of reliable
statistics about their social and economic status.

Strengthening the Ministry of the Family
($3 million loan from the FSO)

This operation will improve the efficiency and effec-
tiveness of social protection programs by upgrading
facilities and providing training and equipment for the
Ministry of the Family (MIFAMILIA). An accredi-
tation system will be established as a benchmark for
training local and national service providers in such
areas as comprehensive child development. At least a
dozen departmental or local management offices will
be repaired or have computer systems installed. The
program will strengthen MIFAMILIA’s steering role
by financing studies on best practices and harmoni-
zation of decrees and laws under the ministry’s legal
framework. A ministry information system will be
installed to register beneficiaries and improve finan-
cial controls, and a communications and social mar-
keting strategy will strengthen community outreach.



Panama

In 2004, the Bank approved one technical coop-
eration grant to Panama. Since 1961, the Bank
has made 122 loans totaling $2.1 billion and
disbursements have totaled $1.8 billion.

Panama City Wastewater Interception, Treatment and
Disposal System

(81.5 million grant from the Japanese Trust Fund for
Consultancy Services)

Technical cooperation financed by this grant will sup-
port the design of environmental sanitation facilities
to reduce contamination of Panama City’s bay, river
and coastal areas. A study of topographical surveys,
alignment, location and right-of-way issues, hydrau-
lic capacity, geotechnical assessments, and equip-
ment and material needs will lay the groundwork for
building the pumping stations, interceptors and force
mains needed to transport wastewater to a treatment
site east of the capital. The program will also finance
the design of wastewater and sludge treatment and
disposal systems as well as an environmental impact
assessment for all of the proposed works.

Paraguay

In 2004, the Bank approved no new loans to
Paraguay. Since 1961, the Bank has made 114
loans totaling $1.9 billion and disbursements
have totaled $1.6 billion.

In 2004, the Bank approved 14 technical coopera-
tion operations for Paraguay, totaling more than $2.6
million. Eight of these operations, amounting to just
over $2 million, support the government’s efforts to
strengthen institutions and to increase transparency in
public administration, restoring confidence and cred-
ibility in the workings of the state. Of particular note
were projects to support the National Integrity Plan,
assistance for Transparencia Paraguay and a pioneering
initiative to strengthen public policies to combat traf-
ficking of people.

Other operations contributed to the preparation
of new projects in the areas of urban development,
technical education, science and technology, and
assistance to indigenous peoples. Following the tragic
fire in a supermarket in Asuncién, the Bank moved
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quickly to provide a financial contribution to efforts to
help the families of victims.

Peru

In 2004, the Bank approved four loans and two
MIF financings to Peru. Since 1961, the Bank
has made 176 loans totaling $7 billion and dis-
bursements have totaled $6.1 billion.

Reform of Poverty Alleviation and Human Capital
Dewvelopment Programs

(8300 million sector loan and $5.3 million technical
cooperation loan from the OC)

A fast-disbursing, policy-based loan will make social
spending more effective and equitable while strength-
ening the safety net for the poorest of the poor.
Resources will be disbursed in tranches based on
improvements in transfer and targeting mechanisms,
implementation of national and local monitoring sys-
tems, protection of critical social services, and adher-
ence to sound macroeconomic policies. The techni-
cal cooperation loan will finance consulting services,
equipment and training in support of program goals,
including the use of census data to better target
resource allocation; decentralization of education and
other services through improvements in the admin-
istration and supervision of programmatic transfers;
upgrades to mechanisms to protect low-income work-
ers during periods of unemployment; and reforms to
health and nutrition services to ensure that they reach
the most vulnerable groups, particularly pregnant and
lactating women and children under five years of age.

Youth Labor Training Program
($18 million loan from the OC)

This program aims to better link labor demand and
supply by providing vocational training for disad-
vantaged youths between the ages of 18 and 24. Par-
ticipants will divide time between studies in selected
training institutions and on-the-job trainee positions
with businesses. The objective is to improve the
labor participation, wages and job quality of young
people while also helping businesses identify poten-
tial employees with skills specifically targeted to their
labor needs. Stipends and direct subsidies will be
available to program beneficiaries. A labor liaison and
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information service will match young job seekers with
positions that become available, and a roster of train-
ing institutions will be developed in order to assist,
monitor and evaluate training processes.

Improving Access to Rural Markets
($15 million loan from the OC)

Nearly a third of the Peruvian population lives in the
countryside, most working small plots of land with
limited economic potential. This program will pro-
vide agricultural information systems and business
advisory services to organized groups of rural produc-
ers in the areas of Piura, Chiclayo, Trujillo, Ica, Are-
quipa and Moquegua-Tacna. The objective is to pro-
vide small and medium-sized producers with the tools
they need to access markets, reduce transaction costs
and increase profits. An estimated 300,000 rural fami-
lies are expected to benefit. The financing will be used
to modernize the national agricultural information
system, enhancing statistics and data processing and
creating a network accessible to producers throughout
the country. Technical assistance extended through
business advisory centers will develop links between
producers and buyers, facilitate access to credit and
technology, and promote nontraditional activities
such as crafts, ecotourism, aquaculture and forestry.

Strengthening the Comptroller General’s Office

and National Control System
($12 million loan from the OC)

Peru’s National Control System includes the Comptrol-
ler General’s Office (CGR) and other public entities
responsible for ensuring that all levels of government
function effectively and transparently. To modernize
the CGR, the program will provide consulting servic-
es to update internal review processes and products;
develop information systems; and upgrade and equip
a new headquarters building. The program also will
support the control system by strengthening the tech-
nical and administrative capacity of other institutional
and regional control entities and audit firms, as well
as coordination between them. To develop human
capital, the academic and management operations
of the National Control School will be redesigned to
enhance skills development. During preparation of this
operation, the Bank supported an exchange of expe-
riences between employees of the CGR and similar
institutions in the region, and promoted cooperation

between the Peruvian Supreme Court, the Attorney
General and the CGR.

Enbancing the Impact of Workers’ Remittances from
Japan
($7.2 million MIF investment)

This project will enhance the development impact
of workers’ remittances to Peru from Japan through
an innovative, structured transaction to finance the
expansion of medium- to long-term credit to the micro-
finance and SME sectors, and for individual recipients
of remittances. A senior loan of up to $7 million from
the MIF’s Small Enterprise Investment Fund to one
of the country’s fastest growing banks, Banco del Tra-
bajo, will help channel remittances toward increased
savings and investment. The loan will be secured in
part by future flows of remittances, and will enable
the bank to expand its medium- to long-term loan
portfolio in Peru. Remittances to Peru from abroad
totaled an estimated $1.3 billion in 2003; that same
year, Latin Americans working in Japan sent home an
estimated $3 billion to the region as a whole.

MiCasita —A Full-service Mortgage Finance Company
($2.1 million MIF investment)

This MIF investment will enable the establishment of
MiCasita Comparia Hipotecaria, an innovative approach
to developing the housing finance industry in Peru.
MiCasita’s primary business will be to offer mortgage
loans to first-time borrowers in the middle to lower
income segments of the Peruvian population. The
company will offer prompt, low-cost, personalized
services not currently offered by government institu-
tions or by commercial banks. M:Casita’s target mar-
ket comprises 74 percent of the Peruvian labor force,
primarily in the micro, small and medium-sized enter-
prise sectors. MiCasita plans to securitize its mort-
gage loans starting in its sixth year of operations and
is expected to help develop the country’s secondary
mortgage finance market. If it becomes a successful
business, MiCasita will be a model for other countries
in the region that have yet to develop specialized full-
service mortgage finance companies or secondary
markets for mortgage loans.



Suriname

In 2004, the Bank approved two loans to
Suriname. Since 1985, the Bank has made 15
loans totaling $102 million and disbursements
have totaled $58 million.

Health Sector Reform
(85 million loan from the OC with an IFF interest rate
subsidy)

This program will improve the efficiency, equity and
quality of primary health care services, particularly
those directed to the poor. Technical assistance, train-
ing and equipment will be provided to deliver an opti-
mal package of basic health services, with a focus on
prevention in the coastal region. The program will
also implement joint supervision and monitoring by
the various health sector entities, build training capac-
ity in primary and preventive care, support develop-
ment of quality assurance programs, and make essen-
tial medicines more available and affordable. Program
goals include reducing child mortality, increasing
immunization rates, reducing health sector adminis-
trative costs, improving policymaking capacity, and
implementing a mechanism to better target health
subsidies and extend health insurance to those most
in need.

Strengthening Public Sector Management
(85 million loan_from the OC with an IFF interest rate
subsidy)

This program will improve government efficiency
by modernizing procedures for the delivery of public
services, streamlining the procurement process, and
implementing a ministry-wide human resources strat-
egy. Computerization and networking of central and
field offices of the Central Bureau for Civic Affairs will
simplify the processing of civil registry records, reduc-
ing waiting times for the public. Technical assistance
provided to redefine legal regulations and strength-
en civil service institutions are expected to lead to
human resource reforms that improve personnel per-
formance. Upgrades to the connectivity infrastructure
along with installation of information systems in the
Ministries of Home Affairs and Finance will enhance
the government’s e-readiness and speed up its com-
munications network. The loan is expected to kick
off a broader, long-term public sector reform process,
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which is being developed through consultations with
key stakeholders supported by technical cooperation
funding from the Bank.

Trinidad and Tobago

In 2004, the Bank approved no new loans to
Trinidad and Tobago. Since 1967, the Bank has
made 35 loans totaling $1.1 billion and dis-
bursements have totaled $830 million.

The Bank continued its close partnership with Trini-
dad and Tobago in 2004, assigning high priority to
improved management and performance of the cur-
rent portfolio, including the timely completion of older,
reform-oriented projects and the smooth start-up of
two more recent projects aimed at addressing key chal-
lenges in the areas of trade and public sector reform.

Another highlight was the Board of Executive
Directors’ approval in November of the new country
strategy for 2004-2007. The new country strategy,
after extensive consultations and dialogue with the
government, takes into account the country’s main
development challenges and builds on lessons learned
from previous Bank activities. It sets out three prin-
cipal areas of focus for Bank support: private sector
development, public sector modernization and social
development. This strategy framework helped to
define, on an indicative basis, a new lending program
for the next several years that leaves open the possibil-
ity of additional lending opportunities resulting from
the public sector reform “road map” exercise underway
with Bank support. At the same time, the country’s
pursuit of “Vision 2020”—achieving developed country
status by that year—serves as an overarching goal for
the medium to long term.

The Bank commissioned a series of major studies
on poverty, fiscal issues, labor, competitiveness, trade
and the environment and hosted a workshop in Port
of Spain, with the participation of representatives from
government, civil society and the business community
to discuss their findings. Other examples of the Bank’s
nonlending support in 2004 include technical assis-
tance to the private sector and establishing the first
phase of the electronic Virtual Library of Trinidad
and Tobago, to be used as a coordination tool by the
Ministry of Planning and Development.
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Uruguay

Venezuela

In 2004, the Bank approved one loan and one
guarantee to Uruguay. Since 1961, the Bank has
made 120 loans totaling $3.8 billion and dis-
bursements have totaled $3.3 billion.

Road Infrastructure Program

($77 million loan from the OC)

This program will reduce transport time and cost and
enhance access to domestic and external markets by
improving key highways and bridges in the national
road system. Nearly 300 kms of primary roads and
key integration corridors with Argentina and Brazil,
as well as 350 kms of secondary roads connecting
departmental capitals and production centers, will be
widened or repaved. The program will finance con-
struction and repairs of bridges as well as road safe-
ty improvements such as signage, lighting at critical
intersections, barriers, sidewalks and pedestrian shel-
ters in school areas, and road safety education pro-
grams. To support sustainable highway management,
the operation will provide training and technical
assistance to the National Highways Department to
update the road system status survey and strengthen
the monitoring of work projects.

ABN Amro Trade Finance Facility
($22.5 million guarantee from the OC)

This program will address shortfalls in the availabil-
ity of short-term financing for Uruguayan export-
ers—particularly exporters of agricultural commodi-
ties—by providing a credit enhancement for one of
the nation’s leading private trade finance banks. The
facility consists of a partial credit guarantee in support
of pre- and post-export lending by ABN, which has
been operating in Uruguay since 1952 and is a branch
of the ABN Amro Group, the largest banking group
in the Netherlands. The operation will support ABN’s
plans to expand its lending to the agricultural and live-
stock subsectors, whose share of GDP has increased
in recent years, including the wood, wool, rice, fish,
meat, paper, oilseed, dairy and tanning industries.

In 2004, the Bank approved one loan to Ven-
ezuela. Since 1961, the Bank has made 77 loans
totaling $4 billion and disbursements have
totaled $3.8 billion.

Institutional Development of CADAFE
(85 million loan from the OC with cofinancing from the
Andean Development Corporation)

This program will support the institutional develop-
ment of the Electricity Administration and Devel-
opment Company (CADAFE), a power utility. The
focus will be on updating the utility’s billing system
and developing plans to modernize operations. Loan
resources will be used to contract technical services
to configure systems, procure computer equipment
for data management and transaction processing,
train staff in the new systems, update communica-
tions infrastructure and customer lists, and purchase
portable meter readers and other vital equipment. The
modernized system will be piloted in Aragua, Anzo-
ategui and Carabobo, areas that account for nearly a
third of CADAFE customers.

Regional

In 2004, the Bank approved two loans, two tech-
nical cooperation grants, 11 MIF financings
and one GEF grant at the regional level. Since
1963, the Bank has made 63 loans totaling $2.9
billion and disbursements have totaled $2.4 bil-
lion.

Establishment of a Trade Finance Facilitation Program
(authorization of $400 million in guarantees from the OC)

Declines in the availability of credit as a response to
financial crises can disrupt a country’s capacity to
recover and grow. This program will mitigate the
effects of volatile international capital flows on Latin
American countries by providing financing for short-
term credit transactions for importers and exporters.
Through a regional revolving credit facility, banks will
have access to funds that they can then onlend to com-
panies involved in international trade. Under the pro-
gram, the IDB will partially guarantee trade-related
financing instruments for documentary credit and col-



lections issued by banks and for pre-export financing.
The program is expected to facilitate imports of criti-
cal capital and intermediary goods into the region.

Inter-American Corporation for Infrastructure
Financing

(825 million loan_ from the OC with a “B” loan of
325 million)

Infrastructure investment needs in Latin America in
the years ahead have been estimated at $70 billion
annually, yet direct investment in the region actually
contracted in 2003. The corporation supported by this
loan will provide medium- and long-term financing
for critical infrastructure projects, particularly private
sector initiatives in the smaller economies. Established
in 2001 as a specialized financial institution, the Inter-
American Corporation for Infrastructure Financing
will provide debt financing for about 10 new projects
in six countries in such sectors as telecommunications,
transportation, energy and tourism. The IDB will play
a catalytic role in mobilizing international resources
for capital investments to complement equity con-
tributed by Corporation shareholders, which include
international, regional, commercial and multilateral
financial institutions, among them the Inter-American
Investment Corporation, a member of the IDB group.

Crecera Regional Trade Finance Facility

($15 million loan from the OC with cofinancing from the
Netherlands Development Finance Company)

This trade finance fund will provide pre- and post-
export financing for medium-sized export firms, ini-
tially in Argentina and Brazil and later throughout
Latin America. The project aims to mobilize partici-
pation by other private sector investors and lenders in
regional trade finance. The borrower is a subsidiary
of Crecera Finance Company Ltd., a special-purpose
company that provides short-term financing to clients
in Latin America. As the first trade finance facility ever
established at the regional level, Crecera will serve as
a critical and stable source of financing for exporters
that have difficulty accessing funds. The availability
of such financing is expected to make companies not
only more competitive, but also more resilient dur-
ing economic downturns. The operation is part of the
IDB’s International Trade Finance Reactivation Pro-
gram, designed to strengthen private sector growth in
the region.

The Year’s Lending

Ecosystem Management in Indigenous Communities
(85 million grant from the Global Environment
Facility, with parallel GEF grant cofinancing from the
World Bank)

This project will strengthen the capacity of Central
American indigenous communities to protect and
manage their natural and cultural resources, head-
ing off land degradation and conserving biodiversity.
Some 45 cultural land use plans for traditional ecosys-
tem management will be developed in six priority proj-
ect areas within a zone defined as the Mesoamerican
Biological Corridor. Technical assistance and training
will support development and marketing of environ-
mentally sustainable products and services. Institu-
tional strengthening initiatives will help indigenous
communities improve their organizational, technical,
administrative and negotiating capacity.

Capacity Building and Outreach to Consolidate

Integration

($2 million grant from the FSO)

Greater involvement by business, labor and non-
governmental organizations in support of regional
and international integration makes it necessary to
broaden efforts to strengthen a process once under
the near-exclusive purview of governments. This
program will finance public outreach activities such
as workshops, publications and Internet sites that
disseminate objective information about trade and
integration to civil society. Training and technical
assistance for governmental and nongovernmental
professionals will improve the region’s capacity to
negotiate and implement trade agreements. The pro-
gram will finance studies by policy-based research
networks that support effective decision-making on
trade and integration matters in the private and pub-
lic sectors. The program will be carried out by the
Institute for the Integration of Latin America and the
Caribbean (INTAL).

Latin American Research Network

($1.3 million grant from the FSO)

The Latin American Research Network has been
working since 1991 to strengthen regional research
capacity and enrich the public policy agenda on devel-
opment issues. The network has conducted hundreds
of studies and today has expanded to include some
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300 Latin American institutions. This operation will
finance studies of the regional institutions that are
needed to enhance market performance and improve
the effectiveness of government functions. Specific
research will cover such topics as labor relations, ways
to promote innovation, competitiveness and produc-
tivity, and optimal financial structures for banks. This
operation marks the fifth round of research network
studies supported by the Bank, which incorporates
the findings into its programming, lending and tech-
nical cooperation operations as well as its dialogue
with member countries.

Expanding Financial Services for MSME: through
Women’s World Banking Network Affiliates

($8.4 million in revolving lines of credit and grants totaling
$1.6 million_from the MIF)

This program will provide renewable lines of credit
to eight affiliates of the Women’s World Banking
(WWB) network, five in Colombia and one each in
Bolivia, Brazil and the Dominican Republic, leading
to an estimated 23,000 new loans to microenterprises
and small and medium-sized businesses(MSMEs).
Another component, executed and cofinanced by
Stichting-WIWWB of the Netherlands, will support the
integration of microfinance throughout Latin Ameri-
ca and the Caribbean, focusing on training, regulatory
reform, the recruitment of traditional banks into the
microfinance sector, and development of financing
instruments in local currency.

Financing for Microenterprises and SMEs
($8.2 million MIF investment)

This investment will enable Banco ProCredit (El Sal-
vador), Financiera ProCredit (Nicaragua), Sociedad
Financiera Ecuatorial (Ecuador), and Caja Los Andes
(Bolivia) to expand their lending to approximately
7,700 microenterprises and small businesses so that
they can obtain the working capital and raw mate-
rials needed to build and expand their businesses. It
will also broaden remittance distribution channels by
installing automatic teller machines and issuing debit
cards to current and potential customers of the above-
mentioned institutions. These steps will have a posi-
tive impact on customer welfare and on the financial
position of the institutions. Customers will be able to
make better use of the flow of remittances for invest-
ment purposes, and to improve planning of their future

consumption. Intermediaries will be able to diversify
their sources of funds and expand their financial ser-
vice offerings.

Central American Renewable Energy and Cleaner
Production Facility (CAREC)
($5.5 million MIF investment)

This project promotes the use of renewable ener-
gy technologies for power generation and seeks to
improve the use of energy and other inputs for com-
panies’ operations in Central America. The purpose
of the Facility is to provide mezzanine-type financing
for SMIEs in proven areas of renewable energy, cleaner
production and energy efficiency throughout Cen-
tral America. CAREC-financed investments will also
have a myriad of socioeconomic and environmental
benefits: small enterprise development, increased pro-
ductivity, an alternative to fossil fuel dependence and
improved health through reduced levels of harmful
emissions.

Mentoring for Young Entrepreneurs
($4.3 million MIF grant)

New businesses play a key role in increasing job oppor-
tunities and income generation. However, young peo-
ple with an entrepreneurial vocation often encounter
difficulties in obtaining needed financial backing.
Working in partnership with the Fundacion Impulsar in
Argentina, the Camara de Dirigentes Lojistas in Brazil,
FMSD in Colombia and JEMAC in Mexico, this proj-
ect will build on an existing model and extend its use
to new areas by helping young entrepreneurs to devise
and develop business projects by mobilizing funds and
support from the business community. Drawing on
the concepts of corporate social responsibility, it will
underwrite business mentors who can then provide
monitoring, training and financial support for young
entrepreneurs’ projects.

Soccer and Team Sports Partnership Model for Youth

Employment
($3.6 million MIF grant)

This project introduces an innovative approach to
improving the employment prospects of young people
from disadvantaged backgrounds who face substan-
tial barriers when attempting to enter the workforce.
Building on the experience and the special skill devel-



opment that comes from playing soccer and other
team sports, the project connects participation in ath-
letics to job-training activities, improving access to
the job market. It establishes a sustainable partnership
model providing incentives for employers and spon-
sors; training for youth in both basic employability
skills and market-driven vocational education; and
opportunities for participants to exercise their skills in
a work setting.

Improving SME Competitiveness in Guyana and
Suriname

($2.9 million MIF investment)

This investment will contribute to the development
of a robust small and medium-sized enterprise (SME)
lending market in Guyana and Suriname, establishing
a new institution specialized in SMEs and focused on
sustainable lending practices. The project’s expected
outcomes are: (i) the development and expansion of at
least 50 SMEs over the next five years in Guyana and
Suriname and (ii) the development of a new SME-spe-
cialized financial intermediary.

Strengthening Market Access for SMEs in the Caribbean
Agrifood Industry
($2.6 million MIF grant)

As executor of this program, the Caribbean Agri-
business Association (CABA) will help promote the
competitiveness and exports of small and medium-
sized enterprises in the agrifood industry in CARI-
COM countries. Hundreds of businesses in the nine
CARICOM countries that are members of CABA will
participate in awareness-building and training activi-
ties and programs to help them develop proposals in
market access negotiations. Six specialists, two each
from Jamaica, St. Lucia and Trinidad and Tobago, will
initially be trained as trainers, passing along to indi-
vidual businesses participating in Caribbean Advisory
Groups on International Trade improved knowledge
regarding food safety and standards and trade rules.

Enhancing SME Competitiveness through Technical

Standardization
($2.5 million MIF grant)

In partnership with the Technical Standards Institute
of Costa Rica (INTECO) and six other agencies in the
Dominican Republic, El Salvador, Guatemala, Hondu-
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ras, Nicaragua and Panama, this program will directly
benefit 3,500 small and medium-sized entrepreneurs
as well as public setor officials. Participants will be
trained in the development of technical standards for
products that are directly or indirectly exportable, as
well as for inputs in their supply chain. The ultimate
goal of the project is to improve SME competitiveness
and access to markets, and strengthen the regional
integration process.

Development of Rural Tourism in the Andes
($2 million MIF grant)

Rural tourism, a concept recognized by a large num-
ber of multilateral organizations and promoted by the
World Tourism Organization, represents a new tour-
ism “product” that has the virtues of not requiring
large-scale infrastructure investment and that caters
to the interests of a new breed of international travel-
ers. This program, to be executed by the Fundacion
CODESPA’s office in Peru, will develop a sustainable
model for rural tourism in four potential destinations
and tentatively establish buffer zones surrounding
nature parks, one each in Argentina, Bolivia, Ecua-
dor and Peru. The program’s principal components
involve planning for micro, small and medium-sized
rural business, including community organization
activities; promotion and marketing; and, importantly,
a series of evaluation activities, including issuance of a
technical manual.

Promoting Small and Medium-sized Business

Competitiveness in the Caribbean

($1.3 million MIF grant)

The goal of this project is to help over 500 business
owners, government officials and public and private
sector experts to develop technical standards for
exportable goods and inputs in their production chains.
In addition, up to 1,500 business owners and technical
specialists will receive training in the administration
of those standards. The program will be executed by
the CARICOM Regional Organization for Standards
and Quality, working through the Bureau of Standards
in Jamaica, the Trinidad and Tobago Bureau of Stan-
dards, the Barbados National Standards Institute and
the Guyana National Bureau of Standards.
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Strengthening the Role of the Private Sector in
Caribbean Community Trade

($1.1 million MIF grant)

The general objective of this project is to integrate the
private sector more fully into the Caribbean’s exter-
nal trade negotiation process, in order to maximize
the benefits of resulting agreements for the region as

a whole. Working through CARICOM, the project
will increase the private sector’s awareness of, interest
in and capacity to contribute to the region’s external
trade negotiations. To achieve these objectives, the
project will include three components: a campaign
to build awareness; sector/industry assessments and
consultations; and a trade-related capacity-building
program.



Technical Cooperation

In 2004, the Bank approved 340 technical coopera-
tion projects for a total of $56.7 million. The technical
cooperation program provides important support for
implementation of the Bank’s Institutional Strategy.
Its activities concentrate on transferring knowledge
and sharing experiences in all four areas included in
the strategy.

For social development, 147 projects were approved
for a total of $22.2 million. The sectors in which these
projects will be carried out include education, rural
development, microenterprise, youth, violence pre-
vention and protection of vulnerable groups, urban
development and environmental protection.

For modernization of the state, the Bank approved
78 projects for $15.2 million, designed to strengthen
the institutional, regulatory and management capaci-
ties of government entities and to enhance governance
and results-based management in taxation, fiscal
accounts, customs and public spending, among other
areas. The Bank also provided support for e-govern-
ment and information technology.

For competitiveness, 85 projects were approved for
a total of $12.4 million. Noteworthy among them were
the second phase of the research centers network that
will provide funding for the preparation of high-level
research into key issues of the institutional strategy
and the second phase of support for economic policy
harmonization among countries that are members of
the Organization of Eastern Caribbean States.

The Bank also approved operations to support
the private sector, through international conferences
such as the Public/Private Summit on Investment Cli-
mate and a forum on infrastructure in Latin America
and the Caribbean. Support is being provided for pro-
grams to improve competitiveness in the labor sector
by strengthening ministries of labor and for the agri-
culture sector in association with the World Bank and
other major stakeholders.

For regional integration, a record 30 projects were
approved, totaling $6.9 million. The Bank continued
to focus on supporting countries in their integration
processes at the subregional, hemispheric and inter-
national levels, with special emphasis on trade. At the
hemispheric level, the projects focused on institutional
strengthening for more efficient participation by IDB
borrowing member countries in the various forums on
trade negotiation, particularly the Free Trade Area of
the Americas. At the subregional level, the projects
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TABLEV ¢ NONREIMBURSABLE AND
CONTINGENT-RECOVERY TECHNICAL
COOPERATION!

(In thousands of U.S. dollars)

Country 2004 1961-04

Argentina S 577 S 69,165

Bahamas 33 21,039

Barbados 222 18,304

Belize 34 7,010

Bolivia 2,050 80,366

Brazil 2,834 161,686

Chile 238 13,600

Colombia 834 58,829

Costa Rica 1,104 47,597

Dominican Republic 1,398 54,974

Ecuador 2,626 67,345

El Salvador 1,928 54,047

Guatemala 1,706 55,956

Guyana 989 52,976

Haiti 2,592 53,886

Honduras 3,231 65,318

Jamaica 1,625 39,226

Mexico 1,005 25,261

Nicaragua 1,534 74,794

Panama 1,019 85,236

Paraguay 1,911 37,206

Peru 3,165 64,081

Suriname 1,431 26,511

Trinidad and Tobago 69 19,717

Uruguay 277 31,844

Venezuela 17 12,009

Regional 22,200 709,504

TOTAL $56,651 $2,007,487

" Does not include Social Entrepreneurship Program financings.
Totals may not add up due to rounding.

will help consolidate integration frameworks such as
MERCOSUR and the Caribbean Single Market and
Economy, and build institutional capacity for negoti-
ating and implementing trade agreements.

In response to natural disasters in 2004, the Bank
provided a record amount of $1 million for emergency
grants to borrowing member countries of the IDB and
to the Caribbean Development Bank for its member
countries. The grants will assist populations affected
by a number of emergencies that occurred during the
year, including four major hurricanes that struck the
Caribbean region, causing widespread destruction
and loss of life.

See www.iadb.org/ar/tc_en
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Cofinancing

Cofinancing for Bank projects continued to rebound
in 2004. After temporarily falling below the $1 billion
mark in 2001 and 2002, cofinancing volumes recov-
ered to more than $1.3 billion in 2003 and surpassed
the $3 billion mark in 2004, not including PRI, IIC and
MIF transactions that are reported separately.

This trend underlines the continuing relevance
of the cofinancing instrument. From a development
effectiveness point of view, cofinancing enables bor-
rowers to receive a higher net inflow of external

GUATEMALA - Artisans in Chimaltenango benefited from services
provided by a private foundation that supports rural women. The
European Union Special Fund for Microenterprise provided technical
cooperation financing.

and local counterpart restrictions, and an expanded
platform for more comprehensive policy dialogues
between the borrowing member, the donor commu-
nity and the Bank.

The importance of comprehensive policy dia-
logues was underscored by the Board of Execu-
tive Directors’ approval of sector-wide approaches
(SWAps) to investment lending, as an instrument in
which concerted efforts are required in a multidonor
environment. Related to this, the progress in harmoni-
zation between multilateral and bilateral development
agencies and beneficiary countries and the main-
streaming of coordinated programmat-
ic approaches and strategies result in
more operations becoming eligible for
classification as parallel cofinancing.

The exceptional growth in IDB’s
cofinancing volumes in 2004 was due
to several factors. First, in close coop-
eration with the World Bank, the IDB
expanded its programmatic and sector
lending activities in some key mem-
ber states. Second, the Bank’s lending
program also attracted more partners,
mostly other multilateral organizations,
butalso bilateral partners, following con-
tinued efforts to expand the donor base.
Lastly, improved external and internal
coordination and data exchange facili-
tated the timely capturing and report-
ing of the Bank’s cofinancing activities.

In 2004, 24 cofinancing activities
in a total amount of just over $3.1 billion
were secured for 11 borrowing member
countries: Argentina, Bolivia, Brazil, the
Dominican Republic, Haiti, Honduras,

resources, often with favorable financial conditions,
donor coordination, and technical assistance attached.
Borrowing member countries also gain access to a
wider group of donor organizations, thus expanding
the scope for future cooperation.

Benefits for the donor community include more
effective contributions to borrowing members’ devel-
opment processes at lower transaction cost, and
improved donor coordination. For the Bank group,
the attractions of cofinancing include a larger and
more diversified capital inflow to the region, the miti-
gation of bottlenecks regarding country risk ceilings

Jamaica, Mexico, Nicaragua, Peru and
Venezuela. These include 11 policy-
based and 13 investment operations and a number of
special activities such as support for the population
and housing census program in Nicaragua, which was
supported by six donor organizations. The Bank also
obtained several cofinancing grants administered by
the Bank, among them contributions from Sweden
and the UK. covering studies for critically important
areas such as water and sanitation, and social capacity
building through fiscal reforms. The IDB totals for
2004 include major social sector loans for Argentina
and Brazil in a total amount of $1.5 billion. Both loans
were cofinanced by the World Bank.



(In millions of U.S. dollars)
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TABLE VI « COFINANCING IN 2004

Recipient IDB Cofinanced
Cofinancier country Project financing’ amount
Andean Development Bolivia Northern Corridor Highway S 33.00 S 10.00
Corporation (CAF) Venezuela Institutional Development CADAFE 5.00 25.00
European Commission Bolivia Santa Cruz-Puerto Suarez Corridor 75.00 15.00
Global Environment Facility Honduras Environmental Management Bay Islands - 12.00 2.50
(GEF) Phase II
Peru Urban Transport in Lima 45.00 8.00
International Cooperation and Nicaragua Rural Production Revitalization Program 60.00 5.00
Development Fund (ICDF)
of Taiwan
International Monetary Fund Honduras Financial Sector Program 25.00 107.60
(IMF)
Government of Japan Nicaragua Strengthening the National Statistics System 6.50 2.72
and 2005 Population and Housing Census
Japan Bank for International Jamaica Kingston Water and Sanitation Project 40.00 65.00
Cooperation (JBIC)
Nordic Development Fund Nicaragua Puebla-Panama Plan Highway Project (Zone 2) 40.00 14.00
(NDF)
Organization of the Petroleum Haiti Program for Rehabilitation of Basic Economic 70.00 6.00
Exporting Countries (OPEC) Infrastructure
Honduras Puebla-Panama Plan Atlantic Corridor 50.00 7.00
Improvement Project
Swedish International Honduras Poverty Reduction Sector Program 30.00 5.90
Development Cooperation Honduras Strengthening Fiscal Management 15.00 3.20
Agency (Sida) Nicaragua Strengthening the National Statistics System 6.50 0.60
and 2005 Population and Housing Census
UK Department for International Nicaragua Strengthening the National Statistics System 6.50 0.50
Development (DFID) and 2005 Population and Housing Census
United Nations Development Nicaragua Citizen Security 7.00 0.30
Programme (UNDP) Nicaragua Strengthening the National Statistics System 6.50 0.50
and 2005 Population and Housing Census
United Nations Population Nicaragua Strengthening the National Statistics System 6.50 0.50
Fund (UNFPA) and 2005 Population and Housing Census
U.S. Agency for International Bolivia Revitalization and Urban Development of 28.50 10.60
Development (USAID) La Paz
World Bank Argentina Social Sector Reform: Argentina Advances 500.00 1,886.00
Brazil Support for Social Protection System 1,000.00 527.20
Dom. Rep. Financial Sector Consolidation Program 100.00 12.50
Dom. Rep. Protection and Sustainability of Social Reforms 200.00 100.00
Honduras Financial Sector Program 25.00 28.02
Honduras Poverty Reduction Support Program 30.00 58.80
Mexico Urban Poverty Reduction 350.00 107.70
Nicaragua Global Multisector Credit Program 30.00 7.00
Nicaragua Modernization of the State and Fiscal Reform 25.00 23.50
Nicaragua Education for Adults and Children 10.00 15.00
Nicaragua Strengthening the National Statistics System 6.50 0.50
and 2005 Population and Housing Census
Peru Urban Transport in Lima 45.00 45.00
TOTAL $ 2,757.00 $3,101.14

' This list represents those projects for which cofinancing was approved in 2004 by the cofinanciers, although IDB approvals may have been in pre-

vious years. Total does not add up due to repetition of IDB financing.

79



80

Annual Report 2004

The Bank enjoyed the support of 15 cofinancing
partners during the year, a measure of the Bank’s suc-
cess in the effort to widen its partner base. Of these
partners, nine were multilateral and six were bilateral
organizations. Of the multilaterals, the World Bank
remains by far the IDB’s most frequent and larg-
est partner by volume, cooperating in 12 projects in
seven countries. Other multilateral partners include
the Global Environment Facility, the International
Monetary Fund (IMF) (with a Poverty Reduction
and Growth Facility), the European Commission, the
Andean Development Corporation (CAF), the Nordic
Development Fund (NDF), OPEC Fund, UNDP and
UNFPA. Bilateral support amounting to just under
$90 million was provided by JBIC of Japan, USAID,
the Netherlands, Sweden’s SIDA, DFID of the U.K.
and ICDF of Taiwan.

In addition, the Bank approved three private sec-
tor loans that included a cofinancing component. The
joint financing with FMO of the Netherlands to pro-
vide a $30 million loan to Crecera Finance Company
L.P. represents the first regional operation under the
International Trade Finance Reactivation Program.
The Bank continued to develop its active cofinancing
relationship with the CAF through the approval of a
direct loan of $31 million for Interconexion Eléctrica ISA
Bolivia §.A., marking the fourth time that CAF and
the Bank have jointly financed a private sector opera-
tion. Brazil’s National Bank for Economic and Social
Development provided $268 million in cofinancing for
the Campos Novos Hydroelectric Power Project.

In addition to these operational activities, the
Bank signed a Memorandum of Understanding with
the European Investment Bank (EIB) designed to
facilitate future cooperation both at the project and
thematic levels. The EIB is a potentially important
partner for the implementation of public-private part-
nerships in infrastructure works in Latin America and
the Caribbean. Donor coordination meetings took
place with several multilateral and bilateral cofinanc-
ing partners, including the European Commission,
the Nordic Investment Fund (NIF) and NDF, OPEC
Fund, Germany and Japan. In addition, promising ini-
tial contacts were established with a number of major
European private foundations under the aegis of the
European Foundation Center. Special donor coordi-
nation documents were prepared for Colombia and
Ecuador.

In 2004 the Bank also approved operational guide-
lines to facilitate the processing of external donations

known as Local Counterpart Financings (CLFGs).
These are untied nonreimbursable donor contribu-
tions to a beneficiary country that are administered
by the Bank, which contribute to the funding of local
counterpart obligations of Bank projects. Since 2001,
the Bank has administered CLFGs from a number of
donors, thus permitting the completion of projects that
otherwise would have stalled for lack of local resourc-
es. The promotion of these operations has proven to
be especially beneficial to low-income recipient coun-
tries. In addition, new guidelines were established for
acceptance of external ad hoc grants that increasingly
defray the cost of Bank-sponsored activities such as
conferences, seminars and publications.

See www.iadb.org/ar/cof_en

Funds in Administration

During 2004, the Bank administered 55 trust funds for
technical cooperation activities. This number includes
the Regional Fund for Agricultural Technology (FON-
TAGRO); the Indigenous Peoples’ Fund; trust funds
for microenterprise development; independent funds
established by Austria, Canada, Japan, Korea, Spain,
the United States and Venezuela; the Global Environ-
mental Facility; and 37 funds under the Program for
Development of Technical Cooperation among Mem-
ber Countries of the Bank (TC/Funds Program).

The trust funds have been established by donors
to provide support to IDB borrowing member coun-
tries through consulting services and training and, in
some cases, cofinancing for Bank loans and microen-
terprise development projects. Among the funds in
administration, the TC/Funds Program is currently
the largest pool of resources. Since 1991, 48 funds have
been established under the TC/Funds umbrella, with
total contributions of $228.6 million. The program
also encompasses five agreements for the provision of
in-kind services.

In 2004, the nonborrowing member countries
of the Bank contributed $45.6 million to trust funds.
Funds have been established by Austria, Belgium,
Canada, Denmark, the European Union, Finland,
France, Israel, Italy, Japan, Korea, the Netherlands,
Norway, Portugal, Spain, Sweden, Switzerland, the
United Kingdom and the United States.

During the year, the United Kingdom, through
its Department for International Development
(DFID), established two new arrangements with the
Bank in support of poverty reduction: the DFID-IDB
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Enlace Trust Fund, which focuses on social inclusion
in Central America, and the Cooperation Framework
Arrangement between the Government of the United
Kingdom of Great Britain and Northern Ireland and
the Inter-American Development Bank, which stipu-
lates the financial instruments to be used by DFID to
fund IDB projects.

In addition, the Bank and the Glob-
al Environment Facility (GEF) signed a
Memorandum of Understanding outlin-
ing the procedures for access to GEF’s
Full-sized and Medium-sized Projects
and Block A and Block C grants under
its Project Preparation and Develop-
ment Facility, along with a Financial
Procedures Agreement with the World
Bank as GEF trustor.

In conjunction with the agreement
reached with the government of the
Republic of Korea concerning the con-
ditions for its admission as a new mem-
ber country of the Bank, it is expected
that Korea will participate actively in
trust funds, particularly in the areas of
technology and poverty reduction.

Trust funds have become the sec-
ond largest source of financing for the
Bank’s nonreimbursable technical coop-
eration projects after the FSO. In 2004,
of the total $56.7 million approved

The Year’s Lending

In 2001, the government of Japan created the
Poverty Reduction Program (JPO), setting aside $30
million from the JSF. The JPO uses innovative meth-
ods to provide direct assistance to poor and vulnerable
groups, encouraging the participation of civil society
organizations such as NGOs and community groups
to enhance IDB loans.

GUYANA « Sound technicians at a recording studio broadcast edu-
cational radio programs designed to supplement school curricula
and financed under the Primary Education Improvement Program.

under the nonreimbursable technical

cooperation program, $24.8 million

was financed with trust fund resources to finance 188
technical cooperation operations. In addition to this
amount, the trust funds financed eight operations in
support of the Bank for $8 million.

See www.iadb.org/ar/tec

Japanese Funds

Since its establishment in 1988, the Japan Special Fund
(JSF) has become a major source of untied resources
for the Bank’s technical cooperation activities. One
of the oldest and largest technical cooperation funds
administered by the Bank, the JSF approved six proj-
ects in 2004 totaling $2.1 million, of which 61 percent
targeted the social sectors. New contributions from
Japan to the JSF in 2004 totaled approximately $2.6
million, raising the aggregate contribution to approxi-
mately $208.2 million.

A third initiative, the Japan Program, was cre-
ated in 1999 with funds mainly from the government
of Japan to facilitate the transfer of knowledge and the
exchange of best practices between Latin America and
Asia. In 2004, the Japan Program approved 12 techni-
cal cooperation projects for a total of $1.6 million.

Still another window, the Japanese Trust Fund
for Consultancy Services (JCF), was created in 1995.
In 2004, the Bank approved six JCF projects for $3
million. JCF funding is tied, requiring that at least 50
percent of project resources be used for Japanese con-
sultants or consulting firms. Any sectors in which Jap-
anese expertise is needed, such as infrastructure and
the environment, are eligible for financing. In 2004,
Japan contributed approximately $2.1 million to the
JCF, bringing cumulative contributions to approxi-
mately $30 million (see Box 13).

See www.iadb.org/ar/jsfund
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TABLE VII « FUNDS IN ADMINISTRATION

Contributions’

Date Entrusted (US$ millions
Name Established by Currency equivalent) Sector Concentration or Purpose
Social Progress Trust Fund 1961 United States  USD 525 Agriculture, sanitation, education, social sectors
Canadian Fund 1964 Canada CAD 47.2 Physical infrastructure and other sectors
Venezuelan Trust Fund 1975 Venezuela usb 400.0 Integration, natural resources, industry, exports
VBO 100.0
Norwegian Development Fund 1987 Norway usb 2.0 Low-income groups, health, education,
for Latin America agriculture, small-scale industry
Japan Special Fund 1988 Japan JPY 208.2 Technical assistance, small projects,
emergency assistance
Spanish Quincentennial Fund 1990 Spain EUR 83.8 Technical education, agriculture, health,
communications, urban development
Belgian Trust Fund for Consultants 1991 Belgium EUR 3.1 Technical assistance for the preparation of projects
IDB Graduate Scholarship Program 1991 Japan JPY 26.6 Scholarship for advanced studies
Special Fund for Small Projects in 1991 European EUR 9.9 Small projects and technical cooperation
Latin America Commission
Austrian Technical Cooperation 1992 Austria usb 1.0 Preparation, execution and supervision of projects
Trust Fund
Israeli Consultant Trust Fund 1992 Israel usb 0.7 Preparation and appraisal of economic
(Bank of Israel) and social development projects
Italian Consulting Firms and 1992 Italy usb 11.0 Sector studies and special programs
Specialized Institutions
Italian Individual Consultant 1992 Italy usb 7.2 Short-term consultancy for development projects
Trust Fund
Norwegian Fund for Women 1993 Norway usb 9.9 Technical assistance, studies, training and seminars
in Development under the Women in Development Program
Norwegian Technical Cooperation 1994 Norway usb 8.7 Prefeasibility and feasibility studies in
Trust Fund for Consulting Services infrastructure, environment, health
and education
Spanish Fund for Consultants (ICEX) 1994 Spain EUR 13.8 All sectors, preferably in agroindustry and industrial
restructuring
Swiss Consultants Fund 1994 Switzerland ~ USD 5.2 Activities sponsored by the Bank and
the Bolivar Program
United Kingdom Fund for 1994  United Kingdom GBP 0.8 All sectors of activities, particularly for project
Consulting Services assessment and technical support studies
Japanese Trust Fund for 1995 Japan JPY 30.0 All sectors of activities for project
Consultancy Services preparation and implementation
USTDA-IDB Evergreen Fund for 1995 United States  USD 6.5 All sectors, preferably in support of infrastructure
Technical Assistance and industrial projects
European Special Fund for 1997 European EUR 39 Improve preparation of projects, transfer of
Technical Assistance in Latin America Commission technology and development of human resources
European Special Fund for 1997 European EUR 15.9 Small projects and technical assistance
Microenterprise Commission
Finnish Technical Cooperation 1997 Finland usb 2.0 Project identification, preparation and
Trust Fund for Consulting Services implementation, training, sector studies
French Technical Cooperation for 1997 France EUR 19.5 Consultancy services and training activities in all
Consultancy and Training Activities sectors sponsored by the Bank
Norwegian Fund for Innovation 1997 Norway usb 5.6 Technical cooperation for social sector programs
in Social Programs in the poorest countries of IDB Region 2
Indigenous Peoples’ Fund 1998 Regional usb 14.5 Endowment fund for assistance to indigenous peoples
Norwegian Fund for Microenterprise 1998 Norway usb 1.9 Technical cooperation for microenterprise
Development projects in the poorest countries
Portuguese Technical Cooperation Fund 1998 Portugal EUR 1.2 Technical assistance, scholarships and training
Regional Fund for Agricultural 1998 Regional usb 34.0 Endowment fund for assistance in agricultural

Technology (FONTAGRO)

projects
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Contributions’
(USS$ millions

Date Entrusted

Name Established by Currency equivalent) Sector Concentration or Purpose
Swedish Trust Fund for Governance, 1998 Sweden usb 1.1 Financing of projects for modernization of the
State Reform and Civil Society State and civil society
Danish Consultants Fund 1999 Denmark usb 3.7 Prefeasibility and feasibility studies in infrastructure,
environment, health and education
United Kingdom Capacity Building 1999  United Kingdom USD 3.1 Capacity building of local institutions
Fund for Local Institutions in in Central America
Central America
IDB Disaster Assistance and 1999 Austria usb 4.1 Disaster assistance and reconstruction of countries
Reconstruction Fund affected by Hurricane Mitch
Italian Trust Fund for 2000 Italy usb 3.2 Support for the preparation of MIF projects
MIF Project Preparation
Swedish Framework-Sida 2000 Sweden usb 3.0 Social sectors of the poorest countries in Central
IDB Partnership Program America affected by Hurricane Mitch
U.S. Department of Energy-Hemispheric 2000 United States  USD 1.3 Support clean energy technology projects in
Sustainable Energy Fund all energy-consuming sectors
Partnership Program in Environment 2000 Netherlands ~ USD 5.0 Support environmental projects
The Netherlands Framework- 2000 Netherlands ~ USD 0.7 Support women'’s leadership in civic and public life
Program for Women’s Leadership
for Good Governance
Korean Trust Fund 2000 Korea usb 1.0 Assistance to Central American countries and
social projects in Colombia
Global Environment Facility 2000 GEF/ usb 1.9 Project development facility for the
Trust Fund World Bank environment
Spanish Framework-General 2001 Spain EUR 44.4 Support projects in modernization of
Cooperation Fund the state and governance, regional
integration and competitiveness
Canadian Technical Cooperation 2001 Canada CAD 11.3 Consultancy services in all sectors with
Program emphasis on social reform
Swedish Fund for Small Projects and 2001 Sweden usb 5.3 Small project financing for low-
Technical Assistance for Latin America income groups
Swedish Trust Fund for Consulting 2001 Sweden usb 2.0 Consulting and training in areas of
Services and Training Activities social and economic development
Korean Trust Fund for the 2002 Korea usb 0.8 Assistance for social projects in
Republic of Colombia Colombia
Netherlands Water Management 2002 Netherlands ~ USD 4.8 Preparation of projects in water
Partnership Program management
Italian Special Trust Fund for the 2002 Italy usb 12.4 Sustainable development for environmental,
Sustainable Development of the urban renewal and infrastructure
Republic of Argentina projects in Argentina
Italian Trust Fund for 2002 Italy usb 5.8 Support for microenterprise
Microenterprise Development development projects
IDB-Canada Trade Fund 2003 Canada CAD 4.7 Preparation of trade projects
Danish Consultants Fund 2003 Denmark usb 1.3 Projects aimed at poverty reduction
Italian Information and 2003 Italy usb 3.5 Preparation of information technology projects
Communication Technology Fund
Social Inclusion Fund 2003 Norway usb 2.2 Social inclusion projects
United Kingdom USD 0.7
Finnish Technical Assistance Program 2003 Finland usb 0.8 Preparation of social development, good governance,
environment projects
IDB/Global Environment Facility 2004 World Bank  USD 7.5 Environment projects
IDB-DFID Enlace Trust Fund 2004  United Kingdom USD 0.4 Poverty reduction and social inclusion

" Amounts reflect historical exchange rates.
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Box 13 « Japanese Trust Funds

For more than 15 years, the Government of Japan has been
a leading contributor to the Bank’s technical cooperation
activities in Latin America and the Caribbean. Since the
Japan Special Fund (JSF) was established in 1988, it has con-
tributed over $230 million to more than 350 projects in the
region.

In order to meet pressing development needs in the
beneficiary countries, the Japanese trust funds have recent-
ly focused on supporting
activities in the social sec-
tors. For the past five years,
more than 30 percent of the
projects financed have tar-
geted such areas as health,
education, housing, domes-
tic violence and other social
programs for vulnerable
groups.

In 2001, the Govern-
ment of Japan announced
the establishment of the
Poverty Reduction Program
(JPO), reflecting its strong
commitment to poverty-
reduction activities. The JPO uses innovative solutions to
provide direct assistance to the poor and to vulnerable
groups that will foster long-term social development at the
community level, and works with NGOs that have signifi-
cant experience in administering social programs. The JPO
demonstrates that empowering NGOs, communities and civil
society groups with decision-making authority and resources
can be an effective, sustainable way to enhance account-
ability and ownership.

Using resources from the Japanese Trust Fund for Con-

sultancy Services (JCF), Japanese experts have contributed
to the transfer of knowledge. In Uruguay, for example, a pilot
project for educational connectivity is being implemented
with funding from that source. Japanese consultants are
helping to draft a proposal for the educational use of infor-
mation and communication technology (ICT) in all primary,
secondary, technical and teacher training schools through-
out the country and providing training in using the Internet
for educational purposes.
Pilot projects are being
carried out to introduce
the technology, which will
eventually be expanded to
all education levels.

Interestingly, the
structure of the education-
al connectivity program
originally came from a
Japanese education initia-
tive called the “100-School
Networking Project.” The
government-sponsored
project examined whether
computer networks in 100
primary and secondary schools would enhance learning. The
Internet connection also motivated students in those schools
to work more productively and enabled them to exchange
information with their peers at other schools.

Some 800 schools in Uruguay have now been con-
nected in the ICT network and 3,000 teachers have received
training in use of ICT in schools. These pilot activities for the
educational network are expected to be expanded nation-
wide, as well as to other countries in Latin America and the
Caribbean.

@ See www.iadb.org/ar/jsfund

Procurement

Bank policies mandate that the procurement of goods,
works and consulting services for IDB-funded projects
comply with the principles of economy, efficiency,
competition, transparency, equal treatment of all bid-
ders and due process. Procurement must be carried out
following a process of open selection and competition.
Above specific thresholds, international competitive
bidding must be used. Only firms from IDB member
countries may participate in bidding for IDB-financed
projects.

Borrowers are responsible for the execution and
management of the projects, including the bidding
process, from the drafting of bidding documentation
to the award and administration of contracts. IDB
Country Offices are responsible for monitoring this
process and cooperating with the executing agencies
to ensure full compliance with the Bank’s policies and
procedures.

The IDB Procurement Policy and Coordination
Office is responsible for drafting procurement poli-
cies and overseeing their application in Bank-financed
projects. The office also provides assistance and train-
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ing and disseminates information regarding interpre-
tation and application of procurement policies, regu-
lations and procedures. The office periodically offers
seminars and workshops on procurement policies and
procedures for staff from executing agencies.

During the year, the Bank continued to work
with other multilateral development institutions to
harmonize procurement policies, procedures and doc-
uments, as well as approaches to country procurement
assessment reports. These efforts facilitate the activi-
ties of executing agencies, bidders and others involved
in the procurement process.

In the area of electronic government procure-
ment (e-GP), the Bank has brought its activities into
line with those of the other multilateral development
banks through the e-GP Working Group. During the
year, the Working Group prepared a common e-GP
strategy and launched a joint website at www.mdbegp.
org. The website contains a series of e-GP tools such
as a worldwide e-GP database, an e-GP readiness
assessment questionnaire, a strategic planning guide,
a standards framework and a revamped roadmap for
the planning and implementation of e-GP solutions by
borrowing member countries.

One of the objectives of the e-GP initiatives is
to incorporate the use of electronic means into Bank-
financed procurement processes, which will signifi-
cantly increase efficiency and transparency. To foster
the exchange of information and cross-fertilization,
the Bank organized an e-GP conference in Manila,
Philippines, jointly with the World Bank and the
Asian Development Bank, at which 25 countries were
represented.

The Bank’s Procurement Committee is a man-
agement-level interdepartmental group that reviews
and oversees procurement policies and procedures.
The Committee is also responsible for reviewing
requests for waivers of competitive bidding require-
ments and all protests submitted by bidders or poten-
tial bidders at any stage of the procurement process.

The Year’s Lending

Synopses of decisions rendered by the Committee are
posted on the Bank’s website at condc05.iadb.org/idb-
ppi/asp/mainpage.asp.

A variety of procurement information, including
Specific and General Procurement Notices, is available
on the Bank’s website, free of charge. As part of the
program of outreach to the business community, the
Office of External Relations organizes regular semi-
nars for suppliers, contractors and consultants, both in
Washington and in many of the Bank’s borrowing and
nonborrowing member countries. The Bank’s website
also contains the Procurement Plans for operations
approved by the Bank’s Board of Executive Directors.
The Plans are updated every six months or whenever
a significant change occurs.

With a view to improving the Bank’s client focus,
an independent firm reviewed the Bank’s project pro-
curement policies, procedures, systems and functions.
Its report was submitted to the Bank’s Board of Exec-
utive Directors, which late in 2004 approved an action
plan to strengthen project procurement. Proposals for
changes in the Bank’s procurement policies, manuals
and systems were sent to the Board, with approval
anticipated early in 2005.

Disbursement of convertible currencies for the
procurement of goods, works and consulting services
under investment and sector loans totaled $4.2 bil-
lion in 2004. Borrowing member countries received
$3.2 billion or 77.6 percent of the value. Local pro-
curement of goods, works and consulting services for
projects in the borrowing countries totaled $2.7 bil-
lion, while nonborrowing countries provided a total of
$932 million. Tables VIII, IX and X on Disbursements
for Procurement of Goods, Works and Consulting Ser-
vices by Country of Origin break out disbursements
for all Bank lending, sector loans and investment loans.
Where applicable, they include a detailed breakdown
of local purchases and exports of goods, works and
consulting services.

See www.iadb.org/ar/proc
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STATEMENT OF APPROVED LOANS AND GUARANTEES, 2004

Ordinary Capital

LOAN AMOUNT
COUNTRY PROJECT NUMBER (Millions of US$)
ARGENTINA Argentina Avanza Social Sector Program 1606/0C-AR 500
Strengthening Production-related Provincial
Institutions and Fiscal Management 1588/0C-AR 18
Institutional Strengthening of the Argentine Senate 1603/0C-AR 4.8
Institutional Strengthening of the Economic Policy Secretariat 1575/0C-AR 4.8
BAHAMAS Land Use Policy and Administration Project 1589/0C-BH 3.5
BOLIVIA ISA Bolivia Transmission Lines Project 1580/0C-BO 31
BRAZIL Support for Micro, Small and Medium-sized Enterprises 1608/0C-BR 1,000
Social Protection System 1609/0C-BR 1,000
Fortaleza Urban Transport Program 1572/0C-BR 85.2
Curitiba Urban Transport Program Il 1526/0C-BR 80
Infrastructure Investment Fund 1560/0C-BR 75
Campos Novos Hydroelectric Power Project 1567/0C-BR 75
Sao Bernardo do Campo Urban Transport Program 1571/0C-BR 72
Telemar Bond Guarantee 1553/0C-BR 68
Unibanco Trade Finance Facility 1529/0C-BR! 50
Belo Horizonte Environmental Restoration Program 1563/0C-BR 46.5
Technological and Managerial Innovation in Agricultural Research 1595/0C-BR 33
Strengthening Fiscal Administration in the State of Sao Paulo 1543/0C-BR 20
Social Policy Evaluation and Improvement Project 1611/0C-BR 5
CHILE Strengthening the Digital Strategy (Phase I) 1585/0C-CH 13.2
Innovative Interventions for the Elderly 1574/0C-CH 6.5
Public Building Management Program 1573/0C-CH 3
COLOMBIA Sector Program for Public Utilities 1578/0C-CO 600
Reorganization, Redesign and Modernization
of Health Service Networks 1525/0C-CO 72
Rural Low-income Housing Program 1596/0C-CO 30
National Environmental System (SINA Il) 1556/0C-CO 20
Public Administration Reform Program 1561/0C-CO 10.3
Support for Private Sector Participation
and Concessions in Infrastructure 1594/0C-CO 5
COSTA RICA Sustainable Development Program
for the Sixaola River Binational Watershed 1566/0C-CR 11
DOMINICAN Protection and Sustainability of Social Reforms 1527/0C-DR 200
REPUBLIC Financial Sector Consolidation Program 1536/0C-DR? 100
Multiphase Low- and Moderate-income Housing Program 1538/0C-DR 37
ECUADOR Coastal Resources Management Project, Phase | 1531/0C-EC? 12.4
Strengthening Healthcare under Rural Social Security 1577/0C-EC? 5

" Complemented by a “B” loan syndication up to $100 million.
2 Interest rate partially subsidized by the Intermediate Financing Facility.
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STATEMENT OF APPROVED LOANS AND GUARANTEES, 2004 (Continued)

Ordinary Capital

LOAN AMOUNT
COUNTRY PROJECT NUMBER (Millions of US$)
EL SALVADOR Banco de Comercio- Mortgage Bond Project 1602/0C-ES 20
GUATEMALA Improving the Quality of Social Expenditure 1598/0C-GU? 100
JAMAICA Kingston Water and Sanitation Project 1559/0C-JA? 40
Irrigation Development Program 1562/0C-JA? 16.8
MEXICO Urban Poverty Program (Phase I) 1583/0C-ME 350
Hipotecaria Nacional Mortgage-backed Securities Program 1555/0C-ME 75
Skill-based Human Resources Development (Phase |) 1579/0C-ME 50.4
Institutional Development in the Water Supply
and Sanitation Sector 1540/0C-ME 10
PERU Reform of Poverty Alleviation and Human Capital 1600/0C-PE 300
Development Programs & 1601/0C-PE 5.3
Youth Labor Training Program 1534/0C-PE 18
Improving Access to Rural Markets 1586/0C-PE 15
Strengthening the the Comptroller General’s Office
Office and National Control System 1591/0C-PE 12
SURINAME Health Sector Reform 1537/0C-SU? 5
Strengthening Public Sector Management 1547/0C-SU? 5
URUGUAY Road Infrastructure Program 1582/0C-UR 77
ABN Amro Trade Finance Facility 1610/0C-UR 22.5
VENEZUELA Institutional Development of CADAFE 1605/0C-VE 5
REGIONAL Inter-American Corporation for Infrastructure Financing 1581/0C-RG? 25
Crecera Regional Trade Finance Facility 1569/0C-RG 15

2 Interest rate partially subsidized by the Intermediate Financing Facility.
3 Complemented by a “B” loan syndication up to $25 million.
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STATEMENT OF APPROVED LOANS AND GUARANTEES, 2004

Fund for Special Operations

LOAN AMOUNT
COUNTRY PROJECT NUMBER (Millions of US$)
BOLIVIA Northern Corridor Highway Program 1597/SF-BO 33.1
Revitalization and Urban Development of La Paz 1557/SF-BO 28.5
GUYANA Moleson Creek - New Amsterdam Road 1554/SF-GY 37.3
Fiscal and Financial Management Program 1551/SF-GY 13
& 1552/SF-GY 15
Health Sector Program 1548/SF-GY 23
Agricultural Support Services 1558/SF-GY 22.5
Public Management Modernization Program 1604/SF-GY 5
HONDURAS Puebla-Panama Plan Atlantic Corridor Improvement Project 1565/SF-HO 50
Support for Rural Electrification 1584/SF-HO 35
Secondary Education and Job Training Program 1552/SF-HO 30.6
Poverty Reduction Support Program 1532/SF-HO 30
Financial Sector Program 1533/SF-HO 25
Central District Municipal Development Program (Phase II) 1592/SF-HO 22.5
Comprehensive Social Safety Net Program 1568/SF-HO 20
Strengthening Fiscal Management 1546/SF-HO 15
NICARAGUA Puebla-Panama Plan Highway Project 1530/SF-NI 40
Puebla-Panama Plan Highway Project (Zone IIl) 1599/SF-NI 40
Improving Maternal and Child Health 1607/SF-NI 30
Youth and Adult Basic Education Program 1528/SF-NI 10
Citizen Security Program 1590/SF-NI 7.2
Support for the Secretariat for Coordination and Strategy 1545/SF-NI 7
Strengthening the National Statistics System and
2005 Population and Housing Census 1535/SF-NI 6.6

Strengthening the Ministry of the Family 1576/SF-NI 3




omy.

BRAZIL (right) « A young patient receives dental care at a health center
in Guailba under a comprehensive child development program in the

state of Ceara that includes preventive health care.

BARBADOS (above) ¢ This sewage treatment plant built under the
Coastal Infrastructure Program was one of several initiatives for shore-
line conservation, which is critical to the country’s tourism-based econ-

Institutional Aspects

Governance, Transparency and Audit

The Bank is committed to the highest standards of
conduct in its operations, administration and man-
agement. In 2001 it consolidated its Systemic Frame-
work Against Corruption to ensure the integrity and
transparency of its operations, foster an ethical work
environment for its employees and safeguard Bank-
financed activities from fraud and corruption. Note-
worthy among ongoing activities in this connection in
2004 were the startup of the Office of Institutional
Integrity (OII), establishment of the Audit Committee
of the Board of Executive Directors and implementa-
tion of the new Policy on Information Disclosure.
The OII was created in October 2003 as an
independent unit reporting directly to the President,
responsible for receiving allegations and conducting
all investigations of alleged fraud and corruption in
Bank-financed activities and violations of the Bank’s

Code of Ethics or policy on Respect in the Work-
place.

The OII complies with its mandate through edu-
cation and training, as well as through the detection,
investigation and prevention of fraud, corruption and
other misconduct. Allegations of such misconduct
involving Bank-financed activities or Bank staff may
be reported to the OII in person, by telephone, e-mail,
facsimile, regular mail, or through the forms available
on the Bank’s website at www.iadb.org/oii. Allega-
tions may be made anonymously.

The OII began operations in the first quarter of
2004, adopting a three-pronged strategy to accomplish
its mission. First, given that staff must be the front line
in the effort to ensure integrity in Bank operations, it
developed methods and conducted activities to pro-
mote awareness and educate Bank staff about their
responsibilities in combating corruption.

For the second prong of the OII strategy, detec-


www.iadb.org/oii

MEXICO (left) « Machinery works metal at a small manufac-
turing company in Monterrey. Workers there received train-
ing from a local industry association through a Multilateral
Investment Fund project to boost the productivity of small
businesses.

COLOMBIA (below) « The introduction of community policing
in Bogota under a program to strengthen crime prevention
has helped cut the city’s annual toll of violent deaths by over
half in 10 years.

tion and investigation, 2004 was a year of transition.
Prior to 2004, all investigations were conducted by
the Office of the Auditor General (AUG). The OII
has now assumed responsibility not only as the cen-
tral portal for allegations but also for conducting the
investigations themselves.

During 2004, 142 new allegations were received,
a 50 percent increase over the same time period the
previous year. The OII conducted numerous investiga-
tive missions in 2004, including missions to Argentina,
Bolivia, Guatemala and Honduras. OIl completed
investigations of 67 of the new allegations received
during 2004. Numerous individual reports of investi-
gation and 12 summaries of new and ongoing inves-
tigations were submitted to the Oversight Committee
on Fraud and Corruption, which is responsible for
ensuring that any allegations of fraud or corruption
involving Bank staff or Bank-financed operations are
properly addressed. Moreover, working closely with
AUG, OII was also able to resolve 48 matters in which
investigations had begun prior to 2004.

OII has also focused on improving its capacity
and procedures for accomplishing its new investiga-

tive function fairly and transparently. During 2004, a
new Chief and a new staff member joined OII, each
with considerable experience investigating fraud and
corruption. Internal rules, procedures and policies
developed during the year will improve OII's access
to relevant information and enhance the investigative
process, while ensuring whistleblower protection. In
December 2004, after a meeting at IDB headquarters,
the African Development Bank, the Asian Develop-
ment Bank, the European Bank for Reconstruction
and Development, the World Bank and the IDB issued
a joint statement reaffirming their commitment to the
fight against corruption and to whistleblower protec-
tion and took steps to identify opportunities for har-
monization of policies and practices.

The Bank policy on Protection for Whistleblow-
ers and Witnesses approved in October 2003 expressly
consolidated protections afforded to employees under
other Bank policies in exercising their right to report
information concerning fraud, corruption and other
wrongdoing in Bank activities and to provide evidence
in investigations and other administrative proceed-
ings. Bank employees are protected from reprisals or

POLIC.A
EINITaf

1

(®)
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SURINAME « A Maroon woman in the village of Mooita-
kki washes clothes in one of the public sinks supplied
by the village’s first water supply system, which runs
on solar power.

other adverse action for their support of the Bank’s
environment of institutional integrity.

OII has played a significant role in finalizing pro-
cedures for debarment and sanctioning of private firms
and individuals found to have engaged in fraud or cor-
ruption in Bank-financed activities (see Box 14). Addi-
tionally, the Office participated in efforts to finalize a
revised Code of Ethics for Bank staff, expected to be
issued in early 2005. The new Code will be followed by
a Bank-wide training and ethics awareness program
developed and delivered under the direction of OIL.

OII has begun laying the groundwork for the
third prong of its strategy, proactive risk prevention
and identification. Lessons learned from investiga-
tions are being examined to determine how internal
controls and practices can be improved to reduce the
likelihood of fraudulent or corrupt practices.

See www.iadb.org/oii

In 2004, the Board of Executive Directors estab-
lished the Audit Committee to take over certain
audit-related functions previously carried out by the
former Budget, Financial Policies and Audit Com-
mittee of the Board. The primary functions of the
Audit Committee are to assist the Board of Executive
Directors in overseeing the Bank’s financial report-
ing, risk management and internal controls, internal
and external auditing, institutional integrity and com-
munications by senior management and the Board of
Executive Directors with the external auditors.

During the year, the Office of the Auditor
General (AUG) continued to support the Bank’s ini-
tiatives on corporate governance, retooling of Bank
operations, Bank-wide risk management, control self-
assessment and related activities. At headquarters,
AUG continued to monitor and review the selection,
implementation, upgrading and operation of signifi-
cant computer applications and network infrastruc-
ture, such as the Budget and Financial Management
System, the new Investment Management System,
the Data Warehouse and the Events Management
System.

In the operations departments and Country
Offices, the Auditor General’s Office focused on the
management oversight system and reviewed the key
elements of the Bank’s project supervision system,
both at headquarters and in the Country Offices,
while continuing to review the performance of key
operational control functions in specific Country
Offices. In addition to its regular Country Office
audits, and as requested by the Board, the Office
assessed compliance with management’s action plan
for the implementation of AUG recommendations on
procurement and disbursement transactions.

AUG also continued to review the effective-
ness of key control features for highly decentralized
projects; the adequacy and timeliness of Bank super-
vision; the responsibilities of external auditors and
consultants regarding projects; and the adequacy of
current reporting requirements, processes and risk-
management issues. In January 2004, AUG began the
transfer of responsibility for all fraud and corruption
investigations to the OII, but continued to perform
investigations related to ethics and potential fraud
and corruption, as needed.

See www.iadb.org/ar/aug_en

In January 2004, a new Policy on Information
Disclosure became effective, considerably expanding
the scope of information regarding Bank activities to
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be made available to the public. The
Policy is based on the principles that
information concerning the Bank and its
activities will be disclosed in the absence
of a compelling reason for confiden-
tiality and in a form and at a time that
enhances the transparency and there-
fore the quality of Bank operations.

For the first time, the Policy
explicitly provides for the disclosure of
Bank financial and institutional infor-
mation, as well as information on its
projects and operational activities (see
Box 15). Instructions were issued in
2004 on implementation of the Policy,
stipulating that staff should disclose
information concerning the Bank and
its activities unless specific restrictions
preclude its release. The vast majority of
documents subject to the policy is being
posted on the IDB website at www.iadb.
org through the new document man-
agement system, IDBDOCS.

Board of Governors

The highest authority of the Bank is
vested in the Board of Governors, com-
posed of representatives of all member
countries. Governors are usually Minis-
ters of Finance, Ministers of Planning,
Presidents of Central Banks or other
officials of comparable rank.

At the Bank’s 45th Annual Meet-
ing held March 29-31, 2004 in Lima,
Peru, the Board of Governors approved
the financial statements of the Ordinary
Capital, the Fund for Special Opera-
tions, and the Intermediate Financing
Facility for 2003, and appointed Ernst
& Young LLP to carry out the exter-
nal audits for the 2004 fiscal year. The
board agreed to hold the 46th Annual
Meeting in Okinawa, Japan, from April
10-12, 2005 and its 47th Annual Meet-
ing in Nassau, the Bahamas, from
March 20-22, 2006.

During its deliberations, and particularly during
a special meeting of the governors prior to the formal
opening of the Annual Meeting, the Board of Gov-

Institutional Aspects

Box 14 « Sanctions Committee and Debarment

The Bank requires that
all firms and individuals
bidding for or partici-
pating in Bank-financed
activities adhere to the
highest ethical standards.
In September 2004, IDB
management sent to the
Board proposed Sanc-
tions Procedures to deal
with allegations of fraud
and corruption in Bank-
funded activities, includ-
ing both development
projects and corporate procurement. The draft Sanctions Procedures
provide for the creation of a Sanctions Committee to review claims
of wrongdoing on the part of firms and individuals bidding for or par-
ticipating in Bank-financed activities, and to determine what sanc-
tions, if any, are appropriate.

The Sanctions Committee would consist of five members
appointed by the President of the Bank and would perform its func-
tions in coordination with the Bank’s Oversight Committee on Fraud
and Corruption (OCFC) and the Office of Institutional Integrity (Oll).
Allegations of fraud and corruption in Bank-financed activities are
directed to the Oll, which investigates them and reports its findings
to the OCFC. Under the new procedures, if the OCFC determines that
allegations concerning firms and individuals bidding for or partici-
pating in Bank-financed activities are well founded, the OCFC would
refer the matter to the Sanctions Committee.

Special consideration has been given to creating a system that
is efficient and flexible, and at the same time affords essential due
process protection to a party against whom allegations have been
made. Both the Oll and the party concerned would have the oppor-
tunity to present their respective cases before the Sanctions Com-
mittee in a series of written submissions on the basis of which the
Sanctions Committee would make its determination. If the Sanctions
Committee determines that wrongdoing has been committed, a vari-
ety of possible sanctions may be invoked, ranging from a reprimand
to the imposition of conditions for future participation in Bank pro-
curement, to temporary suspension or permanent debarment from
Bank procurement. As provided in a proposed change in the Bank’s
Disclosure of Information Policy, the identity of a sanctioned party
and the sanction imposed would be publicly disclosed.

@ See www.iadb.org/oii

ernors reviewed a variety of issues concerning Bank
activities and noted the following:

P Positive economic environment: Highlighted
the need to take advantage of the favorable economic
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Box 15 « Implementation of the Information

Disclosure Policy

In approving sweeping changes in the Bank’s Information Disclosure
Policy in November 2003, the Board of Executive Directors expressed
particular interest not just in what the document said, but also in
how it was to be implemented. The Office of External Relations,
charged with coordinating implementation of the Policy, developed
an implementation plan that included proposals for technical train-
ing for staff, consultation with civil society organizations in both
borrowing and nonborrowing member countries, and the develop-
ment of an extensive set of instructions
to staff on what should be disclosed, by
what means, at what time. The Instruc-
tions, developed over the course of 2004,
will be transformed into a handbook for
the public as well.

The Bank has complied with all
aspects of the new Policy, resulting in the
availability of greatly increased amounts
of information to a variety of different
audiences, including project stakehold-
ers, academic researchers and banks,
private firms and government agen-
cies involved in project finance. In April
2004, the Bank began to publish minutes
of the meetings of the Board of Execu-
tive Directors. This was followed shortly
by the disclosure of the reports of the
chairs of various Board committees (such
as the Policy and Evaluation Committee
and the Organization, Human Resources
and Board Matters Committee) accompanying several key categories
of documents, such as country strategies, country program evalua-
tions and drafts of proposed operational policies and strategies. In
disclosing these aspects of the work of the Board—in addition to its
quarterly and annual work plans and the agendas of future meetings,
the IDB became the first of the multilateral development banks to
bring this degree of transparency to the workings of its Board.

Other IDB information “products” were disclosed for the first
time during the year, notably project completion reports, monthly
updates on the status of disbursements and debt service projec-
tions for each operation in the active and “closed” portfolios of
the Bank, and memoranda prepared by management to request the
Board’s authorization to release tranches of policy-based lending
operations.

One challenge for implementation is the full development
and application of the technology delivery system for the greatly
increased amounts of information to be disclosed. Staff training is
being carried out on both technical and substantive aspects of the
policy to ensure timely implementation.

@ See www.iadb.org/ar/pic_en

scenario to attain sustainable economic
growth and voiced concern over the
increasing income disparity and pov-
erty in the region.

P Private sector development: Wel-
comed the recently approved private
sector development strategy and the
recently launched Business Climate Ini-
tiative.

» The Bank’s lending instruments:
Expressed concern over the underuti-
lization of the Bank’s lending capac-
ity and urged the Bank to continue to
develop flexible lending instruments.
The board also welcomed the new capi-
tal adequacy policy.

P Development effectiveness: Wel-
comed efforts to improve the effective-
ness of the Bank’s interventions, includ-
ing the establishment of the Office of
Development Effectiveness, and urged
the Bank to expeditiously implement its
medium-term action plan.

» Multilateral Investment Fund
(MIF) and Inter-American Investment
Corporation (IIC): Expressed sup-
port for the replenishment of the MIF
resources and commended the IIC on its
improved effectiveness and efficiency.

The board also examined the
region’s current socioeconomic situa-
tion, the future outlook and the poten-
tial impact on Bank activities.

During the year, the governors
held two other special meetings on
the MIF replenishment. A consensus
was reached on most of the articles in
the draft Agreement for Establishing
the MIF II and the vast majority of the
Governors in attendance indicated that
their countries intended to participate
as donors in the MIF IL

The Committee of the Board of
Governors held its eighty-eighth meet-
ing in Lima in March. Governors dis-
cussed the status of the private sector in
the IDB group, a progress report on the
status of new lending instruments and
operating policies, and Bank actions to
strengthen development effectiveness.


www.iadb.org/ar/pic_en

In November, the Governors adopted a resolution
to admit the Republic of Korea to membership in the
Bank. Ordinary Capital shares were to be conferred
pending completion of a series of actions outlined in
the resolution.

See www.iadb.org/ar/bog_en

Board of Executive Directors

The IDB has 14 executive directors who represent the
46 member countries. Directors serve full-time for a
period of three years. In the absence of an executive
director, an alternate executive director appointed by
the respective director has full authority to represent
the constituency.

In 2004, the Board of Executive Directors
approved the loan and technical cooperation opera-
tions detailed in the section of this report on the year’s
lending. The principal corporate issues resolved by the
board are described below.

As mentioned above in the section on gover-
nance, transparency and audit, the Audit Committee
was established in 2004 as part of an overhaul of the
Bank’s corporate governance, with special provisions
on its membership to enhance its independent stand-
ing. The purpose of the Audit Committee is to assist
the board in overseeing the Bank’s financial reporting,
risk management and internal controls, internal and
external auditing, and the Bank’s activities to promote
institutional integrity.

During the year, the Audit Committee considered
the work of the external auditors on the Bank’s annual
financial statements and reviewed the Bank’s state-
ments on a quarterly basis, instead of semiannually
(as had been the board’s practice previously). It estab-
lished its own working procedures, which included an
ongoing training program for executive directors to
ensure that the board was prepared to undertake the
heightened level of scrutiny now required by share-
holders and financial markets.

The Budget and Financial Policies Committee
oversees the preparation and execution of the Bank’s
administrative and capital budget and reviews the
Bank’s financial policies. During the year, it conducted
intensive activities as part of a broad overhaul of how
the Bank carries out the procurement of works, goods
and services, both at a corporate level and in relation
to the projects it helps finance.

After a detailed review of consultants’ reports,
the committee asked management to prepare action

Institutional Aspects

BELIZE « Archeologists excavate the Mayan Caracol
site near San Ignacio under a tourism development
project to preserve cultural assets, upgrade access
roads and improve water and sewerage services.

plans to implement the principal recommendations
and ensure that the Bank’s policies, practices and
institutional arrangements meet the highest standards
of transparency, fairness and efficiency. An action plan
on reforming corporate procurement was approved by
the board. As of the end of the year, management’s
proposed policies and action plans for project pro-
curement were under review and were expected to be
approved early in 2005.

In past years, one of the committee’s main duties
has been the semiannual review and approval of the
Bank’s loan charges and lending rates. Under the
new capital adequacy policy, management expected a
sharp decrease in volatility so that standard charges
would be proposed in most circumstances. This was
in fact the case and standard loan charges were read-
ily approved. In line with the new policy, the com-
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NICARAGUA « This small farmer received training in
agricultural technology under a project to boost the
productivity and competitiveness of small-scale farm
operations in Matagalpa.

mittee also received a report updating the financial
projections of the Bank’s total equity to loan ratio and
noted that progress towards the target level of 38 per-
cent was on schedule.

To reflect the establishment of the new Audit
Committee in 2004, the name of the Budget, Financial
Policy and Audit Committee was changed to Budget
and Financial Policy Committee. The committee’s role
in the preparation and approval of the Bank’s budget
is also set to evolve further. The committee consid-
ered a concept paper from management exploring
the possibility of moving towards a three-year, rather
than a one-year, budget cycle, which would enhance
the Bank’s efficiency and its ability to link resource
allocation to results. More detailed proposals will be
brought forward in 2005.

The budget proposal for 2005 had to accom-
modate an unusually large number of initiatives to
strengthen the Bank’s internal controls and gover-
nance, and to improve its performance in supporting
regional development. As a result, a nominal increase
in the administrative discretionary budget of 3.8 per-
cent was approved. While the total administrative
budget is projected to rise by 8 percent, the capital
budget should decline by about 20 percent, for a grand
total increase of the overall budget of 6.7 percent.

The Organization, Human Resources and
Board Matters Committee deals with organizational
issues related to board management, adjustments in
the structure of the Bank, human resources, the Inde-
pendent Investigation Mechanism and the Bank’s
annual meeting.

In the area of board management, the commit-
tee recommended approval of the board’s first code
of ethics. It also discussed a series of recommenda-
tions to streamline board deliberations, including a
30-page limit on all board documents. With regard
to the Bank’s organizational structure, the committee
recommended approval of a reorganization to consoli-
date several independent units into two new depart-
ments, the Development Effectiveness and Strategic
Planning Department and the Budget and Corporate
Procurement Department.

In human resources, the committee continued
to discuss headcount and compensation and reviewed
the terms of reference for two major Bank studies on
these issues to be completed in early 2005.

The committee reviewed two cases under the
Independent Investigation Mechanism and discussed
a new draft mechanism, which will be available for
public comment early in 2005.

The Policy and Evaluation Committee consid-
ers the policies and strategies that guide Bank opera-
tions in the region and the instruments used to imple-
ment them; it reviews the reports that assess their
success in promoting social and economic develop-
ment and oversees the work of the Office of Evalua-
tion and Oversight (OVE). During the year, the com-
mittee focused on three main issues: enhancing the
Bank’s development effectiveness, modernizing the
Bank’s lending instruments and achieving consensus
on the new lending framework.

Enhancing the Bank’s development effectiveness
has been a central mandate for a number of years.
The committee carefully reviewed reports by OVE on
various aspects of Bank activity, including the poverty



Box 16 « Sector-Wide Approaches (SWAps)

In 2004, the IDB approved the use of sector-wide approach-
es (SWAps) to investment lending. This enhances existing
approaches to project financing by allowing the pooling of
resources by the IDB, other development partners and gov-
ernments, and the use of jointly agreed-upon procedures,
in order to achieve greater flexibility, efficiency and effec-
tiveness in attaining develop-
ment goals.

In a SWAp, all develop-
ment partners involved in a
sector collaborate to support
a single government-led sec-
tor policy and expenditure
program, adopting common
approaches across the sec-
tor and progressing toward
relying on government proce-
dures to disburse and account
for all funds. Pooled funding
is an arrangement whereby
the government and develop-
ment partners participating in the SWAp deposit their funds
into a common account and disburse from that account,
rather than using their own special-purpose accounts.
Pooled accounts follow common procurement and financial
management and disbursement procedures jointly agreed

Institutional Aspects

upon by all the participants in the pool. Preference is given
to using the borrower’s own procurement and financial man-
agement rules and procedures when these meet satisfactory
fiduciary standards.

The SWAp offers a number of advantages. It strength-
ens country ownership and focuses on the sector’s develop-
ment program, and ensures
development  cooperation
within a single, agreed-upon
sector strategy and expen-
diture program, reducing
duplication of efforts and
increasing resource alloca-
tion efficiency and devel-
opment effectiveness. It
improves donor coordination
and harmonization of pro-
cedures, reduces borrower
transaction costs, and at
the same time strengthens
the borrower’s own capac-
ity, systems and institutions. In December 2004, the Board
approved the Bank’s first such operation, a $1 billion loan
for the social protection system in Brazil. The loan includes
support in particular for Bolsa Familia, a cash transfer pro-
gram for low-income families.

@ See www.iadb.org/ar/swaps_en

reduction strategy, the instruments used to monitor
project implementation and the Bank’s natural disas-
ter strategy. A key milestone was reached when the
Board approved the Medium-Term Action Plan for
Development Effectiveness, which laid out a platform
for systematic progress in strengthening results-based
management in Bank projects, in internal operations
and in borrowing countries. Enhancing borrowing
member country capacity to manage public policy for
results was highlighted when a proposal was submit-
ted to set up a dedicated fund for this purpose.

The committee endorsed a new approach to
investment lending, known as sector-wide approach-
es (SWAps) to allow the Bank to merge its financial
resources with those of the borrower in cases where
sector-wide objectives have been agreed upon and the
borrower’s financial management and fiduciary con-
trols have been assessed and found satisfactory (see
Box 16).

Equally significant were changes to make existing
lending instruments more flexible. A wide-ranging
proposal to simplify the Bank’s rules on expenditures
eligible for financing was examined in detail by the
committee and approved by the Board (see Box 17). A
parallel recommendation to change Bank regulations
concerning counterpart financing was submitted to
the Board of Governors for approval.

The efforts to enhance the Bank’s development
effectiveness and to give greater flexibility to its lend-
ing instruments were key inputs into the consideration
of a new lending framework. The current lending
framework, which sets targets for the Bank’s mix of
investment, policy-based and emergency loans, was
established by the Governors in 2002. The Bank was
to report at the 2005 Annual Meeting on performance
since 2002 and make recommendations on a frame-
work for the coming years (see Box 18).

The committee’s analysis of this issue was
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Box 17 « Eligible Expenditures in Investment Loans

During 2004, the Board of Executive Directors approved a
new policy regarding eligible expenditures for IDB-financed
investment projects. The proposal, entitled “Modernization
of Policies and Practices that Restrict the Use of Resources
in Investment Loans,” resulted in a change in Bank policies
to allow more flexibility in the use of resources in invest-
ment loans and to lift restrictions
that might inadvertently impede
the achievement of development
objectives.

Prior to the policy change,
restrictions on financing expendi-
tures in investment loans includ-
ed: (i) a limit on the share of total
project cost and share of foreign
exchange financing of local costs
for which Bank resources might
be used (the modification of this
policy is pending approval by the
Board of Governors); (ii) restric-
tions on financing of taxes and
fees; (iii) restrictions on financing
of recurrent expenditures; (iv)
restrictions on financing of work-
ing capital, land and commercial
buildings; and (v) restrictions on
financing of certain expenditures
in institutional reforms, such as
severance payments.

In contrast, the revised policy is designed to reorient
investment loans away from restrictions and toward devel-
opment effectiveness, making loans more relevant to the
present needs of the Bank’s borrowing member countries.
More emphasis will now be placed upon demonstrated links

between expenditures and achievement of a project’s devel-
opment objective. At the same time, the change in policy
brings the Bank more in line with the ongoing harmonization
initiatives among multilateral development agencies.

Limits to eligibility of expenditures and the Bank’s
share of total project cost would be adjusted according to
the economic conditions of each borrowing member coun-
try and its development program. This new approach will
require: (i) weighing country ownership of the overall devel-
opment program in terms of funding with its own resources,
and particularly the financing of the sector in which the
Bank resources are targeted; (ii) consideration of the bor-
rowing capacity and fiscal regime of each borrowing coun-
try; and (iii) agreement with the authorities of each borrow-
ing country on country financing parameters (CFPs), which
will be developed for each borrowing country to provide an
overall framework for Bank project financing in a particular
country. The CFPs will cover three main aspects: (i) cost
sharing and local cost financing; (ii) financing of taxes and
duties; and (iii) recurrent cost financing.

At the project level, the eligibility of expenditures to
be financed by the Bank will be guided by four principles:
(i) any expenditure must be attributable to the project and
have a positive impact on its development objective; (ii) the
operations under which the expenditures are financed must
have an acceptable impact on the borrower’s fiscal sustain-
ability; (iii) resources must be used efficiently and solely
for the purposes for which the loan was made; and (iv) the
projects must be technically, financially and economically
viable. Once the Bank establishes a given country’s financ-
ing parameters and the process of approval has culminated,
the new policy may then be applied to future projects under
preparation in that country, if the borrower so requests and
the Bank agrees.

@ See www.iadb.org/ar/pol_en

supported by an OVE report on the performance of
each lending instrument. By the end of 2004, a con-
sensus had already been reached on a number of
recommendations for the new lending framework. A
comprehensive proposal was expected to be submit-
ted to the Governors early in 2005.

The Programming Committee considers coun-
try and regional programming documents, reviews
progress reports on the Bank’s lending, technical
cooperation and nonfinancial product pipelines, and
evaluates guidelines for the allocation of concessional
resources. It also reviews OVE reports on topics relat-

ed to country programming and considers new initia-
tives that concern the Bank’s programming function.

In 2004, the committee reviewed and recom-
mended Board approval of the country strategies for
Argentina, the Bahamas, Belize, Bolivia, Brazil, Ecua-
dor, Paraguay and Trinidad and Tobago. In its discus-
sions, the committee focused on the quality of targets
and indicators so that the strategies can be better
evaluated in the future. Committee deliberations also
centered on recommendations from evaluations of
country programs prepared by OVE.

The committee also considered country strategy
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updates, which it found useful, although most Direc-
tors agreed that the process whereby these annual
updates are prepared and presented needs further
streamlining.

The Steering Committee of the board coordi-
nated the work of the standing committees described
above and dealt with administrative issues related to
board management. The committee is made up of the
chairs of the four standing committees and the Audit
Committee, the dean and vice dean of the board, and
the director representing the United States.

See www.iadb.org/ar/exd_en

Evaluation

The Bank’s increased focus on results
has significant implications for both
self-evaluation and independent review,
as well as for the interactions between
the Bank and its borrowing member
countries. On the self-evaluation front,
results-based management will require
the development and implementation
of new systems of indicators to track
the effectiveness of Bank interventions,
measure progress toward results, bench-
mark institutional and organizational
unit performance against external stan-

dards and monitor project execution in
ways that contribute to improving the
results obtained from Bank activities.
The ultimate success of the results
agenda actually depends more on the
borrowing member countries develop-
ing their own systems for managing for
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evaluation, ex-post evaluation and evaluation capacity
building.

As part of its mandate, OVE performs periodic
evaluations of supervision activities and the Bank’s
overall oversight responsibilities. The studies com-
pleted in 2004 included, for example, a report entitled
“The Project Supervision System: An Evaluation of
Use of its Instruments.” This report recommended
that the Bank develop an integrated execution super-
vision system, using a risk-based portfolio manage-
ment approach that incorporates the best practices

VENEZUELA « The 2,160-MW Caruachi hydroelectric facility was
built to help meet the growing demand for electricity, by harness-
ing the water resources of the lower Caroni River (photo courtesy
CVG-EDELCA).

results. Without strong and well-insti-
tutionalized evaluation practices in the
countries, the Bank will have difficulty
translating its commitment to effectiveness into proj-
ects that consistently deliver results on the ground.
The central role of country capacity for managing and
evaluating results was emphasized both by OVE in
its 2002 report on evaluation capacity development,
and by management in its recent discussion of the
“external pillar” for the Medium-term Action Plan for
Development Effectiveness.

In 2004, OVE carried out a broad range of activi-
ties set forth in its multiyear work plan, covering its
six areas of activity: oversight, country program eval-
uation, strategy evaluation, policy and instrument

of other, similar institutions, adopt an internal control
framework to improve corporate governance, report
regularly to the Board of Executive Directors and
senior management on the progress made in the effec-
tiveness of operations and management and cost effi-
ciency, and develop an integrated reporting system.
The board asked OVE to conduct country pro-
gram evaluations before each new country strategy
is prepared. In 2004, an unusually high number of
countries held elections in the region and 10 country
program evaluations had to be conducted, double the
number produced in any preceding year. Of the 10, the
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Board considered the ones for Argentina, Belize, Bra-
zil, Bolivia, Ecuador and Paraguay; country program
evaluations for Barbados, El Salvador, Guatemala and
Jamaica will be submitted to the Board in 2005.
Many of the recommendations made in the coun-
try program evaluations for the next programming
cycle were similar across countries, such as improving
the results frameworks in programming documents,
addressing debt dynamics, investing more in analyti-
cal work to understand the problems of the country

Bank deepen substantially the analytical underpin-
nings of all Bank operations. It also recommended that
the Bank focus on countries rather than instruments
and seek greater integration of Bank activities with
those of the country through program-focused rather
than project-focused interventions. This approach
could involve joining with other multilateral organi-
zations in developing and applying best practices for
assessing country fiduciary management capacity and
delegating such functions to those countries whose
oversight institutions are deemed ade-
quate.

DOMINICAN REPUBLIC « Modern equipment was purchased for the
National Meteorological Office to strengthen disaster prevention as
part of a reconstruction program in the wake of Hurricane Georges.

Also noteworthy among the poli-
cy and instrument evaluations in 2004
were the “Synthesis of OVE Evalua-
tions of Bank Action for Private Sector
Development,” which summarized the
main points arising from OVE evalu-
ations of Bank actions in private sec-
tor development over the past three
years, and the evaluation of the Bank’s
policy and operational practice related
to natural and unexpected disasters.
The latter report recommended that
the Bank revise its operational policy

to place disaster risk management at
the center of its activities, strengthen
the incentives and capacities for risk
management in highly vulnerable
countries and lay the foundation for
efficient forms of risk transfer and
financing.

In 2003, the Bank adopted a new
policy on ex-post evaluation designed

and focusing Bank interventions more strategically.
They point to persisting issues in how the Bank orga-
nizes itself to serve country needs and produce devel-
opment results.

In 2004 OVE completed evaluations on the Bank’s
basic education strategy, poverty reduction strategy,
the policy on information age technologies and devel-
opment, and the agricultural sector program. Each of
the strategy evaluations provided findings and recom-
mendations on the specific subject area.

During the year, OVE conducted policy and
instrument evaluations, such as the report on “Instru-
ments and Development: An Evaluation of IDB Lend-
ing Modalities.” This review recommended that the

to strengthen the project completion

report as an early form of ex-post self-
evaluation by management. It established two new
types of independent ex-post evaluation to be con-
ducted by OVE: ex-post performance and sustainabil-
ity assessments and ex-post impact evaluation reports.
During 2004, OVE conducted six pilot impact evalu-
ations on projects completed in Argentina, Brazil,
Ecuador, Mexico and Peru.

As part of its 2004 capacity-building work, OVE
entered into an agreement with the Central American
Bank for Economic Integration to support evaluation
in that institution, and worked with evaluation agen-
cies and universities in Argentina, Brazil and Peru to
conduct evaluations of IDB-financed projects.

OVE has maintained a long-term partner-



ship with the Brazilian Institute for
Research in Applied Economics that
has produced three comparative stud-
ies on the use of evaluation as a tool for
public sector administration in Argen-
tina, Brazil, Chile, Colombia and Costa
Rica. The findings of these studies were
discussed at a seminar held in Brasilia
in April 2004. As a result of the semi-
nar, agreements were reached to estab-
lish a regional observatory on evalu-
ation capacities and further develop
evaluation networks in the region. OVE
intends to expand and formalize this
evaluation network as part of its 2005
work plan.

By the end of 2004, OVE had
produced and forwarded to the Board
of Executive Directors 45 studies that
included a total of 251 recommenda-
tions for enhancing the Bank’s effective-
ness. OVE is tracking their implementa-
tion and will report in June of each year
on their status.

See www.iadb.org/ove

Country Offices

In 2004, Country Offices continued to
play an instrumental role in identify-
ing innovative approaches to providing
more effective support to borrowers and
executing agencies in portfolio man-
agement, project monitoring and super-
vision. This was particularly important
given the increasing demands placed
on countries in the region to maximize
the use of limited financial and human
resources, strengthen results frame-
works and make greater strides in dem-
onstrating development effectiveness.
Country Offices promoted dia-
logue with respect to managing for
results and supported national authori-
ties in the restructuring of portfolios as
needed in response to changes in the
macroeconomic and fiscal environ-
ment. Country Offices were also proac-
tive in ensuring that appropriate levels
of counterpart resources were made

Institutional Aspects

Box 18 « New Lending Framework

In 2002, the Board of Governors approved a lending framework for
the Bank consisting of three basic lending categories—investment,
policy-based and emergency—setting limits on loan approvals for
the latter two and establishing minimum disbursement periods for
investment and policy-based loans. The resolution creating the lend-
ing framework also instructed the Board of Executive Directors to
review the results of its implementation and provide recommenda-
tions for consideration by the Board of Governors at the 2005 Annual
Meeting.

Following this mandate, during 2004 the Bank carried out an
analysis of the implementation of the current lending framework.
The findings and recommendations produced as part of this effort
were subsequently discussed with the Board of Executive Directors.
A key document prepared by management,
entitled “The New Lending Framework:
Assessment Report and Recommenda-
tions,” focused on the areas that formed
the original basis for creating the current
lending framework, including: (a) mea-
sures to enhance the Bank’s development
effectiveness; (b) measures to enhance the
development effectiveness of each lend-
ing category, particularly policy-based and
emergency lending; and (c) the establish-
ment and utilization of new lending instru-
ments. In addition, other issues considered
important for the definition of the IDB
framework for the future were analyzed,
such as the economic and social develop-
ment prospects for the region and the net
financial flows between the Bank and the
borrowing countries.

The review reinforced the impor-
tance of continued strengthening of coun-
try focus in Bank activities and of assigning
the programming process a key role in determining the mix of IDB
instruments. In the context of decreasing net financial flows from
the IDB to borrowing member countries, the contribution that the
Bank can make through its nonfinancial products was noted as criti-
cal. The development of more flexible policies and procedures was
also recognized as a need, in order to decrease the transaction costs
of Bank operations.

The Bank will continue to implement measures to improve the
development effectiveness of its programs and projects under the
revised lending framework, and to provide support to member coun-
tries to strengthen their own monitoring and evaluation systems.
The progress observed in the area of development effectiveness will
be consolidated into a results-focused corporate system including
baseline, implementation and outcome indicators to monitor proj-
ects and country programs.

@ See www.iadb.org/ar/nlf_en
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TABLE XI « CONSOLIDATED ADMINISTRATIVE EXPENSES

(In thousands of U.S. dollars)

2002 2003 2004
Category Actual Actual Actual
Board of Governors S 3,232.4 S 3,247.6 S 2,469.9
Board of Executive Directors 15,598.8 15,745.0 16,332.3
Office of Evaluation and Oversight 4,730.5 5,036.5 5,491.0
Headquarters and Country Offices 338,559.5 348,446.3 373,063.8
Total before Reimbursement'3 362,121.2 372,475.5 397,357.0
Reimbursement from Funds in Administration and IIC (1,885.4) (2,671.3) (2,678.1)
Total Administrative 360,235.8 369,804.2 394,678.9
Capital 26,059.9 17,607.4 35,521.6
TOTAL ADMINISTRATIVE AND CAPITAL $386,295.7 $387,411.7 $430,200.5

" Excludes depreciation amounting to $9.6 million in 2002, $11.1 million in 2003, and $11.1 million in 2004.
2 Net of certain income items in the amount of $11.8 million, $9.2 million, and $9.8 million in 2002, 2003 and 2004, respectively.
3 Includes prepaid pension benefit costs amounting to $7.8 million in 2002, $9.8 million in 2003, and $11.1 million in 2004.

available for Bank operations and that portfolio per-
formance issues were addressed in a timely manner.

In recognition of the need to better serve the
broad range of demands from borrowing member
countries, a number of Country Offices carried out
“reengineering” exercises and “process consultations”
designed to improve the quality and timeliness of their
responses to clients and reduce costs. Workshops were
held in several countries, including Ecuador, Guyana,
Panama, Paraguay, Peru and Trinidad and Tobago,
with the participation of Bank staff, country repre-
sentatives, executing agencies and civil society. More
workshops are planned in other countries in 2005.

During the workshops, brainstorming sessions
were organized to identify initiatives to shift the
focus from routine workload and administrative pro-
cedures to more results-oriented project preparation
and implementation issues. Each Country Office then
developed medium-term action plans for such areas
as streamlining internal processes and procedures and
developing guidelines for more efficient procurement
and financial controls.

Country Offices have also taken a more hands-on
role in the responsibilities, shared with borrowers, for
project preparation, portfolio management and moni-
toring practices. For instance, specialists are contribut-
ing to project design by providing valuable insight into
institutional capabilities and project execution mecha-
nisms. In addition, most Country Offices have estab-
lished a set of portfolio benchmarks that are tracked

throughout the year and reviewed during annual port-
folio meetings carried out jointly with each regional
operations department. Operational outputs such as
project startup, inspection and administration mis-
sions and mid-term reviews are monitored year-round
and reviewed during the annual portfolio reviews.

As the Bank shifts its emphasis from individual
project lending to the programmatic and sector-wide
approaches increasingly used by other donors, Coun-
try Offices have been instrumental in identifying more
efficient, streamlined project execution mechanisms
that maximize the use of local human and financial
resources. For example, in Brazil, Honduras and Nica-
ragua, line ministries in the social sectors have been
identified and given support to serve as the sole exe-
cuting agencies for all donor resources channeled to
social programs. Such support has reduced the strain
on countries with limited resources, improved coordi-
nation for all parties involved and helped the countries
better track their progress towards the Millennium
Development Goals.

See www.iadb.org/ar/countries_en
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Nonregional Offices
Office in Europe

The Office in Europe (SOE) works to strengthen
relations and cooperation between the Bank and the
region and the Bank’s nonregional member countries
(16 in Europe and Israel), the European Union and
international organizations based in Europe. The key
elements of its mission are to promote a greater aware-
ness of the IDB’s mandate and increase the Bank’s
visibility and the impact of its efforts to strengthen
cooperation with Europe. The Office carries out its
mission mainly through conferences, seminars and
other outreach activities.

In 2004, most of SOE’s activities with the Euro-
pean Commission were geared toward the prepara-
tion of the European Union - Latin America Summit
held in Guadalajara, Mexico, in May. Also in coop-
eration with the European Commission, the SOE
organized the second meeting of the Working Group
on Social Cohesion, held in Brussels, and published a
book on democracy and inequality entitled éDemocra-
cta con desigualdad? Una mirada de Europa hacia
América Latina, which was presented at the Guadala-
jara Summit.

With the Organization for Economic Co-opera-
tion and Development, SOE organized the second
meeting of the Latin American Competition Forum at
Bank headquarters, with the participation of competi-
tion agencies from 21 Latin American and Caribbean
countries. During the Forum, Peru’s competition law
and policy were peer-reviewed.

The second annual conference of the Euro-Latin
Network on Governance for Development, held in
Barcelona, focused on preparation of national gover-
nance profiles, with the first on Bolivia. A seminar on
regionalization and globalization was held in Poitiers,
France, organized jointly with the Institute of Political
Studies and the Organization of American States. In
association with Canning House of the United King-
dom and the CIDOB Foundation of Spain, SOE orga-
nized a seminar in London on urban crime and citizen
security, comparing successful experiences in Latin
American and European municipalities.

SOE organized the Second Annual Conference
of the Euro-Latin Study Network on Integration and
Trade, which brought together over 90 European
research centers in Florence.

Noteworthy among SOE outreach activities dur-
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PERU « The Camisea natural gas field and pipeline dis-
tribution network is providing critical energy resourc-
es to Lima and Callao.

ing the year were the Second Conference on Euro-
pean-Latin American and Caribbean relations, held
jointly with the journal Problemes dAmérigue Latine and
the French Ministry of Foreign Affairs; a conference
on globalization and Latin America held in London, in
cooperation with 7%e Economist and the Royal Institute
of International Affairs; a debate on the future of Latin
America and its relations with Europe jointly with the
French newspaper Le Monde, in Paris, with more than
800 participants; and a consultation on “Assessing and
Reviewing the Criteria of Representativeness of Civic
NGOs” organized in Brussels with the Active Citizen-
ship Network and the European Commission. SOE
also organized seminars on business opportunities
and procurement procedures in Brussels, Frankfurt,
The Hague, London, and Milan, and published two
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books, five working papers and two seminar reports
during the year.
See www.iadb.org/europe

Office in Japan

In 2004, the IDB Office in Japan conducted a broad
program of outreach and knowledge dissemination
activities to advance its mission of strengthening
relationships and building development partnerships
between the Bank and its borrowing member coun-
tries in Latin America and the Caribbean with Japan
and East Asia. This year, the Office assigned special
priority to increasing public awareness in Japan of the
Annual Meetings of the IDB and IIC Boards of Gover-
nors, to be held in Okinawa, in April 2005.

The Office provided critical support for a two-day
symposium organized by the IDB in close collabora-
tion with the Japan Bank for International Cooperation
(JBIC) on “Japan-Latin America and the Caribbean:
Global Partnership.” The symposium, which attracted
some 1,000 participants, including high-ranking poli-
cymakers and business executives from both regions,
featured presentations on opportunities for Japan in
the region in investment, tourism, technology transfer,
cultural exchanges, trade and regional integration.

To help promote the annual meeting in Okinawa,
the Office held a full-day seminar for Japanese busi-
ness representatives on business opportunities avail-
able through IDB group-financed projects in Latin
America and the Caribbean.

Among its activities to promote social develop-
ment in the region, the Office organized workshops in
Tokyo and Okinawa on “Corporate Social Responsi-
bility in the Promotion of Social Development: Expe-
riences from Asia and Latin America and the Caribbe-
an.” The workshops, organized in coordination with
the Bank’s Inter-American Institute for Social Devel-
opment (INDES) and the Japan Program, brought
together corporate executives, policymakers and com-
munity leaders from East Asia and Latin America and
the Caribbean, as well as from the World Bank and
Asian Development Bank, to discuss best practices
and lessons learned from successful programs involv-
ing corporate social responsibility.

The Office also held a seminar in Okinawa on
the contributions of Asian migrants to Latin America
and the Caribbean from the 1890s to the 1960s and the
more recent reverse flow of Asian descendants from
Latin America immigrating to Japan. The seminar

emphasized the increasing economic importance of
their remittances and the role that Asian descendants
can play in strengthening the economic and cultural
relations between Latin America and the Caribbean
and Asia.

In conjunction with the Asian Development
Bank and the JBIC, the Office also organized a
“Tokyo Forum on the Operational Dimensions of
Supplying Regional Public Goods through Regional
Development Assistance.” The purpose of the forum
was to improve regional programming among agen-
cies, enhance donor-recipient coordination, encour-
age donor countries to develop innovative technical
and financial instruments and encourage civil society
and private sector participation in the provision of
regional public goods.

The Office maintained a strong focus on the
performance and prospects of the economies of Latin
America and the Caribbean, Japan and other Asian
countries through a series of seminars, conferences,
study groups and roundtables with Bank officers, rep-
resentatives of other international organizations, Japa-
nese academicians and researchers, and private sector
organizations. For example, it organized seminars in
Tokyo and at Asian Development Bank headquarters
in the Philippines on the IDB’s 2004 Report on Eco-
nomic and Social Progress in Latin America entitled
Good Jobs Wanted: Labor Markets in Latin America.

The challenges and opportunities for Latin
America and the Caribbean, Japan and the rest of Asia
generated by China’s emergence in the world econo-
my in recent years was the central theme of seminars
in Beijing and Tokyo organized in conjunction with
the Asian Development Bank Institute and the Latin
America/Caribbean Asia/Pacific Business and Eco-
nomic Association.

The Office maintained close contact with Japa-
nese professionals interested in exploring employment
opportunities at the Bank. It held seminars at univer-
sities and conducted interviews with potential candi-
dates for positions at the Bank, providing guidance
about the Bank’s employment practices. Five summer
interns from Japan were recruited to acquaint Japa-
nese professionals with the region and the role played
by the Bank in its development.

See www.iadb.org/japan
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Administration

The Bank continued to pursue efficiency in the admin-
istration of its resources at the institutional, opera-
tional, financial and administrative levels. In 2004 the
Bank focused in particular on the headcount reduc-
tion, mobility, diversity, workload initiatives, develop-
ment effectiveness, corporate procurement, corporate
risk management, organizational adjustments and
business continuity.

Management took several actions
to reduce the Bank’s headcount, as
instructed by the Board of Executive
Directors. By the end of 2004, 34 head-
count positions were eliminated and
an additional 33 positions were identi-
fied for elimination by the end of 2005.
Management has also been working
on the human resources guidelines for
turnover positions in order to adjust
them more closely to the business needs
of the Bank.

As of December 31, 2004, the
Bank had 1,884 staff funded by the
administrative budget, excluding the
Board of Executive Directors, Office
of Evaluation and Oversight and Mul-
tilateral Investment Fund. Headquar-
ters staff numbered 1,344 and Country
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participated. As a result, 59 staff members were reas-
signed, 54 percent at headquarters and 46 percent
involving an exchange with a Country Office.

Under the Diversity Action Plan, various activities
were undertaken to enrich the pool of qualified can-
didates. These included visits to universities, recruit-
ment missions, and the assignment of a liaison in each
Country Office to promote the plan. In addition, a
special Diversity Internship Program was launched in

Office staff 540. Of the total number

BAHAMAS « The Neo-Natal Intensive Care Unit at the Princess Mar-
garet Hospital in Nassau was built under a program to strengthen the
health sector, with a view to decreasing infant mortality.

of employees, 1,415 were professional
staff, of whom 548, or 38.7 percent,
were women.

Progress was made in 2004 towards
the mobility targets and Country Office
strengthening measures. The 2004 mobility exercise
resulted in the transfer of 59 staff, for a total of 149 staff
transferred under the initiative overall, 89 percent of
whom were professional staff. Of the total number, 116
transfers occurred within headquarters, 16 between
one Country Office and another and 17 between head-
quarters and Country Offices.

The new rules and guidelines governing mobil-
ity were completed in 2004 to implement the strategic
direction approved by the board in 2003. The 2004
mobility exercise for professional staff was carried out
under these new rules, including, for the first time,
mandatory participation of international staff with
five or more years in the same assignment. A total of
136 positions were announced and 144 staff members

2004, through which 11 interns were hired out of 133
applicants.

A workload assessment was conducted in 2004
with support from a specialized consulting firm. The
core group for this initiative, working with the con-
sultants, gathered and reviewed strategic and business
plans and business input and output data to develop
workload profiles for the different departments of
the Bank. Following a validation process with each
department, the workload profiles were analyzed and
a baseline created for the workload of the Bank as a
whole.

A workload planning computer model, currently
being populated, will help replicate this exercise. The
model will be used for planning to assist departments
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in prioritizing their activities and determining the
impact of priority changes on staffing requirements.
The main findings of this initiative will be included
in the final workload assessment report scheduled for
delivery to senior management in the first quarter of
2005.

During 2004, an expert consulting firm present-
ed to the Board of Executive Directors its final report
on the Bank’s corporate procurement and its recom-
mendations for best practices and efficiency, transpar-
ency, economy and fairness. A working group chaired
by the Vice President for Planning and Administra-
tion refined the deliverables and developed an Action
Plan. The Board approved the Action Plan for the
IDB Corporate Procurement Systems Review and
management has been working on each of the deliv-
erables. A status report on the Action Plan will be
presented to the Board of Executive Directors during
the second half of 2005.

In the area of corporate risk management, the
Bank is committed to maintaining the safety and
security of its staff and facilities, both at headquarters
and in the Country Offices, by the continued review
and implementation of physical security measures
and emergency procedures. This ongoing exercise
continues to have high priority for day-to-day opera-
tions. It includes daily analysis of the security situ-
ation, adjustments in security measures, review and
update of emergency procedures, and daily support
for the staff at headquarters and the Country Offices.

The Bank has also developed a Disaster Recov-
ery and Business Continuity Plan and purchased a
building in Ashburn, Virginia, that will ensure the
Bank’s ability to continue critical operations in case
of a major event that would render the headquarters
building inoperable. Final preparations were made at
the end of 2004 for the relocation of the data process-
ing center to handle ongoing business operations in
the event of an emergency.

Consistent with the commitment of the Bank to
pursue institutional objectives with economy, efficien-
cy and transparency, the board approved organiza-
tional adjustments, effective January 2005, to enhance
its development effectiveness, elevate the budget
and corporate procurement functions in the institu-
tion and provide the Office of the Vice President for
Planning and Administration with advisory capacity
aimed at optimizing performance and results.

The functions pertaining to development effec-

tiveness, portfolio management, project procurement
and financial management, strategic planning, and
operational policy development were consolidated
into a single department. The new Development
Effectiveness and Strategic Planning Department will
centralize all development effectiveness functions,
thereby enhancing the Bank’s focus on measuring
and monitoring development results and facilitating
implementation of the Medium Term Action Plan
for Development Effectiveness, specifically its three
interrelated pillars (see the Development Effective-
ness section under Key Areas).

Since both the budget and corporate procure-
ment processes encompass many activities that cut
across the organization and have budgetary and tech-
nical dimensions, these functions (formerly housed in
separate departments) will be elevated to the depart-
ment level as the Budget and Corporate Procurement
Department. This new department, which will report
to the Vice President for Finance and Administration
(the title itself was renamed to reflect these organi-
zational adjustments), will have a relatively narrow
mandate, but a broad reach, given the major role the
budget plays in corporate performance measurement
and the wide array of activities that the Bank cov-
ers through procurement. In addition, the Budget
and Corporate Procurement Department will assist
the Vice President for Finance and Administration by
providing oversight and review of budget and corpo-
rate procurement decisions.

The Organization and Management Services
Division, which assists management in decision-mak-
ing and provides services to optimize Bank perfor-
mance, will be transferred to the Office of the Vice
President for Finance and Administration. The divi-
sion will advise the Vice President for Finance and
Administration in areas that typically cut across
departmental boundaries and will continue to pro-
vide ongoing analysis of the short-, medium- and
long-range plans of the Bank and its organizational
units, making recommendations on organizational
structure, business processes and resources, as well as
establishing and implementing corporate standards
and rules.

The Bank does not currently have a single source
of information on individuals providing goods and
services to the Bank on a regular basis. For business
continuity purposes, the Security Advisory Commit-
tee decided that all non-staft providing goods and ser-



vices to the Bank on a regular basis should be tracked
in the Bank’s Human Resource Information System.
Individual consultants are expected to be the first
group to be included in the system, in the first quarter
0f 2005. Contractors and other regular service provid-
ers will be added subsequently. Once the implementa-
tion is completed, the Bank will have a single source
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of data for all individuals working at the Bank, each
with a unique identification number.

Also of note during the year were the execu-
tive appointments of Jodo Sayad as Vice President for
Planning and Administration (Finance and Adminis-
tration effective January 2005), and John R. Hauge as
Manager of the Finance Department.



and reducing traffic congestion and pollution.

EL SALVADOR (right) « This 55 MW geothermal generation plant in
Berlin was constructed under stage Il of the Electric Power Sector
Program to help meet growing demand for electricity and contrib-

ute to electric power integration in Central America.

BRAZIL (above) « A new rapid transit line built in metropolitan Sao
Paulo to serve low-income areas is improving public transportation

Financial Highlights

Ordinary Capital

In 2004, the Bank borrowed $4.7 billion equivalent
face amount ($4.6 billion net proceeds) in nine dif-
ferent currencies with an average life of 5.5 years. To
diversify its sources of funding, bonds were issued in
various currencies, maturities, formats and structures
to meet the needs of global institutional and retail
investors. Borrowings included the inaugural issue
of bonds denominated in Brazilian reazs, Colombian
pesos and Mexican pesos; a global strategic benchmark
$1 billion 10-year bond; bonds to satisfy considerable
Japanese retail demand; and benchmark securities tar-
geted to institutional Canadian and Australian inves-
tors in their respective home currencies. The Bank
was again rated AAA by the major rating agencies in
2004, as it has been ever since it was first rated.
During 2004, the Bank approved 56 loans

amounting to $5.3 billion from the Ordinary Capi-
tal (OC) resources. Since the Bank’s inception, there
have been no write-offs in the sovereign portfolio of
the OC, which as of December 31, 2004, represented
over 97 percent of the $49.8 billion loans outstanding.
At that date, all OC loans were performing except for
certain loans to private sector borrowers without sov-
ereign guarantee, which were classified as impaired,
and which were in nonaccrual status.

In 2004, OC operations generated Income before
SFAS 133 and currency transaction adjustments (Oper-
ating Income) of $862 million, compared with $1.1 bil-
lion in 2003, excluding a non-recurring reduction in the
allowance for loan losses of $1.4 billion. The decrease
was mainly due to the reduction in loan fees and in the
net interest margin on loans. Management’s Discus-
sion and Analysis of the OC appears on pages 117-136
of this Report and the audited financial statements of



MEXICO (left) « The Mexico City Stock Exchange was among
the beneficiaries of a grant from the Japan Special Fund to
conduct studies on developing a securities market for me-
dium-sized Mexican companies.

PERU (below) « Under the Educational Quality Improvement
Project, 750 new classrooms for preschool education are be-
ing constructed, such as this one in Lima. Teacher training

the OC, Fund for Special Operations and the Interme-
diate Financing Facility appear on pages 139-187.

The first full year of implementation of the
capital adequacy policy and associated lending rate
methodology was 2004. The total equity to loans
ratio (TELR), the Bank’s key measure of risk-based
capital adequacy, increased at the end of 2004 to 36.1
percent from 33 percent at the end of 2003. (The tar-
get level is 38 percent.) This was largely due to an
increase in equity from income during the year and a
slight decrease in loans outstanding. As a result of the
2003 adoption of the capital adequacy policy, OC loan
charges were reduced by more than 50 percent, to a 44
basis points (bps) lending-spread equivalent from the
basic charges that were in effect through mid-2003 of
108 bps. Current standard loan charges are a lending
spread of 30 bps and a credit commission of 25 bps,
with no inspection and supervision fee.

and curriculum development are also included.

Effective January 1, 2004, the Bank voluntarily
discontinued hedge accounting, while continuing

to measure and report all derivatives at fair value,
reinforcing the need to focus on Operating Income,
as SFAS 133-related volatility is not reflective of the
underlying economics of hedged funding transac-
tions. For 2004, the effect of SFAS 133 and currency
transaction adjustments was an increase in Income of
$314 million.

Fund for Special Operations

During 2004, there were 27 loans approved amount-
ing to $552 million from the Fund for Special Opera-
tions (FSO). The loan portfolio of the FSO as of
December 31, 2004 amounted to $7 billion and was
fully performing. FSO operations generated net
income before technical cooperation expense and
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TABLE XII « CAPITAL OF THE BANK

(In millions of U.S. dollars)’

Subscriptions as of
December 31, 2004

TABLE XIlII « CONTRIBUTION QUOTAS
TO THE FUND FOR SPECIAL

OPERATIONS!'

(In millions of U.S. dollars)

Country Paid-in Callable Total Country As of December 31, 2004
Argentina S 465.1 $10,393.8  $ 10,858.9 Argentina S 512.4
Austria 6.9 153.7 160.6 Austria 20.9
Bahamas 11.6 198.3 209.9 Bahamas 10.6
pii I B 1 Barbadas 1.8
Belize 7.2 103.5 110.7 Ee:?"”m 4;'2
Bolivia 37.3 834.4 871.7 elfz‘? :
Brazil 465.1 10,393.8  10,858.9 ELLIES 48.7
Canada 173.7 3,866.2 4,039.9 Brazil 544.4
Chile 127.7 2,853.9 2,981.6 Canada 313.3
Colombia 127.7 2,853.9 2,981.6 Chile 157.7
Costa Rica 18.7 4171 435.7 Colombia 153.7
Croatia 2.1 46.4 48.5 Costa Rica 23.4
Denmark 73 163.4 170.8 Croatia 6.1
DOIT bl 24.9 556.8 581.7 Denmark 2.2
epublic o . . - .
Ecuador 24.9 556.8 581.7 E°m':‘ca" Republic :S'Z
EL salvador 18.7 4171 435.7 Elc‘;al or d -
Finland 6.9 153.7 160.6 " >atvador :
France 82.3 1,831.4 1,913.7 Finland 19.8
Germany 82.3 1,831.4 1,913.7 France 245.4
Guatemala 24.9 556.8 581.7 Germany 243.2
Guyana 7.8 153.8 161.6 Guatemala 32.8
Haiti 18.7 4171 435.7 Guyana 8.3
Honduras 18.7 417.1 435.7 Haiti 21.8
Israel 6.8 151.5 158.3 Honduras 2.5
Italy 82.3 1,831.4 1,913.7
Jamai 24.9 556.8 581.7 fsrae S
amaica o o o
Ital 232.4

Japan 217.1 4,833.2 5,050.3 ] 2y 288
Mexico 299.0 6,681.3 6,980.3 amaica :
Netherlands 14.6 325.6 340.3 ULl Sl
Nicaragua 18.7 417.1 435.7 Mexico 329.0
Norway 7.3 163.4 170.8 Netherlands 491.2
Panama 18.7 417.1 435.7 Nicaragua 24.2
Paraguay 18.7 417 .1 435.7 Norway 20.8
Peru 62.3 1,390.7 1,453.0 PR 25.4
Portugal 2.3 51.7 54.0 Paraguay 27.9
Slovenia 1.3 28.1 29.4 Peru 79.8
Spain 82.3 1,831.4 1,913.7 Portugal o
Suriname 5.7 82.9 88.6 st . 34
Sweden 14.1 314.8 328.9 ovenia :
switzerland 20.4 454.2 474.7 sl 0
Trinidad and Suriname 6.3

Tobago 18.7 417.1 435.7 Sweden 41.7
United Kingdom 41.8 929.9 971.7 Switzerland 69.2
United States 1,303.0 29,006.7 30,309.7 Trinidad and Tobago 209
Uruguay 49.9 1,114.3 1,164.2 United Kingdom 182.8
Venezuela 249.3 5,568.5 5,817.8 United States 4,839.0
Subtotal 4,339.5 96,596.4 100,935.7Z Uruguay 55.9
Unallocated 0.9 14.8 15.7 Vi 315.3
TOTAL $4,340.2  $96,611.2  $100,951.4 Subtotal 9,797.0
' Data are rounded to the nearest one million: detail may not add Unallocated 5.4
up to subtotals and totals because of rounding. TOTAL $9,802.4

2 Total unallocated amount consists of 1,299 shares (75 paid-in and
1,224 callable) pertaining to the remainder of the former Socialist
Federal Republic of Yugoslavia.

' After exchange adjustments.



TABLE XIV « OUTSTANDING BORROWINGS
BY CURRENCY AS OF

DECEMBER 31, 2004

(In millions of U.S. dollars)

Currency Amount
Australian dollars S 4,462
Brazilian reais 275
British pounds sterling 2,597
Canadian dollars 2,575
Colombian pesos 50
Euro 4,778
Hong Kong dollars 289
Hungarian forints 94
Japanese yen 3,583
Mexican pesos 266
New Taiwan dollars 282
New Zealand dollars 1,400
Polish zlotys 50
South African rand 27
Swiss francs 1,237
United States dollars 26,922
TOTAL $48,886

" Medium- and long-term borrowings before swaps, SFAS 133 bond
hedge basis adjustments and net unamortized discounts.

Heavily Indebted Poor Countries (HIPC) debt relief of
$104 million, compared to $113 million in 2003. The
slight decrease was largely due to loans to Haiti com-
ing out of nonaccrual in 2003.

In 2004, $73 million (2003—$75 million) was
allocated from the FSO to the Intermediate Financ-
ing Facility for its standard operations, for the HIPC
Initiative and in connection with the agreement on
concessional resources approved by the Board of Gov-
ernors in 1999.

During 2004, the Bank continued its participa-
tion in the HIPC Initiative by providing debt relief to
the HIPC eligible countries of the region. Through
2004, the Bank has delivered $175 million net present
value (NPV) in total debt relief to Bolivia, $41 million
(NPV) to Guyana, $44 million (NPV) to Honduras
and $117 million (NPV) to Nicaragua. Bolivia, Guyana
and Nicaragua have reached completion point under
the Enhanced Initiative. For the Bank, this meant writ-
ing off $505 million in FSO loans in 2001 for Bolivia,
and $64 million and $409 million in 2004 for Guyana
and Nicaragua, respectively, as of the completion date.
Honduras was granted interim relief during 2001-2003

Financial Highlights

TABLE XV « BORROWINGS,'

FISCAL YEAR 2004

(Amounts in millions)

Amount
Type Issue Amount (US$ equiv.)
Australian 4.35%, due 2006 586 S 443
dollars 4.25%, due 2006 681 493
5.04%, due 2007 66 52
5.75%, due 2011 400 296
Brazilian 0.00%, due 20097 550 177
reais 6.26%, due 2009 200 73
Canadian 4.75%, due 2014 300 251
dollars
Colombian Adjustable, 119,740 44
pesos due 20112
Hong Kong 4.20%, due 2014 500 64
dollars
Mexican 6.59%, due 2007 3,000 269
pesos
New Zealand 5.28%, due 2006 472 306
dollars 5.42%, due 2006 724 497
5.30%, due 2007 293 205
South 7.00%, due 2015° 200 35
African rand 7.00%, due 2015 500 87
United States 1.90%, due 2007 27 27
dollars 3.07%, due 2011 141 141
Adjustable, 150 150
due 201433
4.50%, due 2014 1,000 1,000
Step up, due 2012* 100 100
TOTAL BORROWINGS $4,710

" Medium- and long-term borrowings at face value before swaps.
2 Colombian inflation plus 0.54%.

3 Six month LIBOR plus 35 basis points subject to a cap of 5.61%.
4 Annual step-up starting at 3.875% and ending at 5.375%.

°> The issuer has multiple call options.

¢ Bond negotiated in December 2004 but settled in January 2005.
7 Zero coupon bond. Proceeds amounted to $94 million.

up to the one-third limit established by the Bank, and
is expected to reach completion point in 2005.
See www.iadb.org/ar/fin_en
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FINANCIAL OVERVIEW
Unless otherwise indicated, all financial information provided in this

Management’s Discussion and Analysis refers to the Bank’s Ordinary

Capital.

The purpose of the Bank is to further the economic and social
development of Latin America and the Caribbean by promoting
environmentally sustainable growth, as well as poverty reduc-
tion and social equity. The Bank is an international institution
established in 1959, pursuant to the Agreement Establishing the
Inter-American Development Bank (the Agreement), and is
owned by its member countries. These members include 26
borrowing member countries and 20 non-borrowing member
countries. The five largest members by shareholdings are the
United States, Argentina, Brazil, Mexico and Venezuela. On No-
vember 17, 2004, the Board of Governors approved the admis-
sion of the Republic of Korea to membership in the Bank. Such
membership is subject to certain actions required of the Repub-
lic of Korea.

The resources of the Bank consist of the Ordinary Capi-
tal, the Fund for Special Operations (FSO) and the Intermedi-
ate Financing Facility Account (IFF).

The financial strength of the Bank is based on the sup-
port it receives from its members and on its financial policies
and practices. Member support is reflected in the capital back-
ing received and in the diligence with which borrowing mem-
bers meet their debt-service obligations. Prudent financial poli-
cies and practices have led the Bank to build reserves, diversify
its funding sources, hold a large portfolio of liquid investments,
and limit a variety of risks, including credit, market and liquid-
ity risks. The objective of the Bank is to earn an adequate level
of income to preserve its financial strength and sustain its de-
velopment activities. Box 1 presents selected financial data for
the last five years.

The principal assets are loans to member countries. As
of December 31, 2004, over 97% of loans outstanding were
sovereign-guaranteed. Up to 10% of outstanding loans and
guarantees, not including emergency loans, may be made di-
rectly to private sector entities without a sovereign guarantee,
subject to a number of restrictions.

The Bank issues debt securities in a variety of currencies,
maturities, structures and formats to investors worldwide.
These borrowings, together with the Bank’s equity, are used to
fund lending and investment activities, as well as general
operations.

Assets and liabilities are held primarily in United States
dollars, euro, Japanese yen and Swiss francs. The Bank mini-
mizes exchange rate risk by matching the currencies of its lia-
bilities with those of its assets. The reported levels of assets,
liabilities, income and expense are affected by exchange rate
movements between such major currencies and the reporting

currency, the United States dollar. The Bank matches the
currencies of its equity with those of its loans, thus fluctuations
in exchange rates do not significantly impact its risk-bearing
capacity.

Financial Highlights

During 2004, the Bank approved 56 loans amounting to $5.3
billion as compared to 59 loans that totaled $6.1 billion in 2003.
The reduction in the amount of loan approvals was due to a de-
crease in emergency lending that was substantially offset by an
increase in investment lending. Also, due largely to the decrease
in emergency lending, disbursements in 2004 totaled the equiv-
alent of $3.8 billion, significantly lower than the $8.4 billion dis-
bursed in 2003. The undisbursed portion of approved loans in-
creased to $16.1 billion in 2004 from $15.6 billion in 2003.

As of December 31, 2004, all loans were performing, ex-
cept for certain loans to some private sector borrowers without
sovereign guarantee in the aggregate amount of $216 million
(2003—$237 million). The Allowance for loan losses' amounted
to $199 million compared to $183 million in 2003.

In 2004, the Bank issued debt securities for a total face
amount of $4.7 billion equivalent (2003—$9.1 billion), that
generated net proceeds of $4.6 billion equivalent (2003—$7.2
billion), and had an average life of 5.5 years (2003—9.5
years). Such debt securities were issued through a strategy of
combining large global benchmark bonds with smaller transac-
tions targeted to particular segments of demand. The decrease
in 2004 borrowings was primarily attributed to a reduction in
net cash outflows due to lower loan disbursements.

The Bank enters into currency and interest rate swaps as
part of its borrowing operations. According to SFAS 133, these
derivatives are valued at their fair value with changes in fair
value recorded in earnings. Management believes that the re-
ported income volatility of applying SFAS 133 is not represen-
tative of the underlying economics of the transactions as the
Bank generally keeps its derivatives and related bonds to matu-
rity. Accordingly, Income before SFAS 133 and currency trans-
action adjustments is defined herein as “Operating Income”,
which is more representative of the net results of the Bank’s op-
erations. The effects of SFAS 133 and currency transaction ad-
justments are shown separately in the Statement of Income and
General Reserve and are excluded from the determination of ra-
tios and other financial parameters.

Operating Income was $862 million in 2004 compared
with $1,064 million in 2003, excluding a non-recurring reduc-
tion in the Allowance for loan losses of $1,370 million. The de-
crease was largely due to a reduction in loan fees and in the net
interest margin on loans. Loan charges approved by the Board

! References to captions in the financial statements and related notes are identified
by the name of the caption beginning with a capital letter every time they appear
in the Management’s Discussion and Analysis.
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of Executive Directors remained unchanged in 2004 after the
reduction approved in the second semester of 2003. Changes in
market interest rates generally do not significantly affect Oper-
ating Income, as a substantial amount of the loans are cost
pass-through loans, and the Bank broadly matches the interest
rate structures of its liquid assets and the liabilities funding
them.

The Effects of SFAS 133 and currency transaction adjust-
ments for 2004 was substantially higher ($314 million positive)
than in the previous year due to the discontinuation of hedge
accounting effective January 1, 2004. Upon discontinuance of
hedge accounting, the basis adjustments on borrowings (see
Borrowings in Note B to the financial statements) recorded in
prior years are required to be amortized to earnings through the
life of the respective borrowing. In addition, changes in market
interest rates now affect the value of derivatives used to hedge

borrowings without a corresponding offsetting adjustment to
the basis of related borrowings. During 2004, the amortization
of basis adjustments on borrowings and the change in market
value of swaps due to interest rates amounted to an increase in
income of $250 million and $48 million, respectively.

The Bank manages its financial condition by monitoring
certain financial ratios, in particular the Total Equity to Loans
Ratio or TELR?. The TELR at December 31, 2004, was 36.1%
compared with 33.0% at December 31, 2003. The increase ex-
perienced in 2004 was mostly due to an increase in equity while
loans outstanding declined modestly.

2 The TELR is the ratio of the sum of “Equity” (defined as paid-in capital stock,
reserves and the allowance for loan losses, minus borrowing countries’ local cur-
rency cash balances, net receivable from members, prepaid pension benefit costs
and the cumulative impact of SFAS 133 and currency transaction adjustments)
to outstanding loans and net guarantee exposure.

» « % s

identified by such terms as “believes

The above information is qualified by the detailed information and financial statements appearing elsewhere in Part II of this
Annual Report. In addition, the Management’s Discussion and Analysis contains forward-looking information, which may be
) “expects”, “intends” or words of similar meaning. Such statements involve a number of
assumptions and estimates that are based on current expectations, which are subject to risks and uncertainties beyond the
Bank’s control. Consequently, actual future results could differ materially from those currently anticipated. The Bank under-
takes no obligation to update any forward-looking statements.
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Box 1: Selected Financial Data
The following information is based upon, and should be read in conjunction with, the detailed information appearing in this Management’s
Discussion and Analysis and the financial statements for the Ordinary Capital included elsewhere in Part II of this Annual Report.

(Amounts expressed in millions of United States dollars)

Years ended December 31,

2004 2003 2002 2001 2000
Ratios
Net borrowings (" as a percentage of
callable capital stock subscribed by
United States, Japan, Canada and
the other nonregional members ...... 67.3% 72.1% 70.0% 66.6% 61.9%
Interest coverage ratio®@ .............. 1.55 2.49 1.40 1.44 1.33
Total equity @ to loans ratio (TELR) ..... 36.1% 33.0% 30.9% 30.5% 30.3%
Cash and investments as a percentage
of borrowings outstanding, after swaps 28.9% 30.1% 30.7% 27.4% 32.4%
Balance Sheet Data
Cash and investments-net “, after swaps $13,046 $14,855 $14,780 $11,932 $14,123
Approved loans
Undisbursed portion of approved loans 16,093 15,619 18,570 20,506 20,876
Loans outstanding . ................. 49,842 50,655 47,958 44,951 41,872
Totalassets ...............oiiiin.. 67,346 69,669 65,031 58,581 69,944
Borrowings outstanding ©®, after swaps . . 45,144 49,275 48,179 43,588 43,501
Equity
Callable capital stock . ............... 96,611 96,611 96,611 96,619 96,619
(of which, subscribed by United States,
Japan, Canada and the other
nonregional members) ............. 48,300 48,300 48,300 48,307 48,307
Paid-in capital stock ................ 4,340 4,340 4,340 4,341 4,341
Reserves © . ... ... ... ... ... ..., 14,171 12,772 9,929 8,913 8,103
Totalequity ... 18,511 17,112 14,269 13,254 12,444
Income Statement Data
Loanincome ............. i $ 2,498 $ 2,711 $ 2,639 $ 3,191 $ 3,061
Investment income . .................. 288 298 319 541 765
Borrowing expenses, after swaps ....... 1,572 1,636 1,842 2,321 2,570
Loan and guarantee loss provision
(credit) ... 21 (1,370) 100 147 174
Net non-interest expense ............. 331 309 289 254 236
Operating Income ................... 862 2,434 727 1,010 846
Effects of SFAS 133 and currency
transaction adjustments M® . 314 (1) (19) 11 —
Netincome ............ ... ... .. .... 1,176 2,433 708 1,021 846
Returns and Costs, after swaps
Return on:
Average loans outstanding . .......... 5.02% 5.51% 5.73% 7.48% 7.81%
Average liquid investments .......... 2.17% 2.00% 2.28% 4.13% 5.25%
Average earning assets .............. 4.42% 4.70% 4.91% 6.65% 7.08%
Average cost of:
Borrowings outstanding during the year 3.40% 3.37% 3.97% 5.34% 6.07%
Total funds available ................ 2.53% 2.57% 3.09% 4.17% 4.80%
Term Duration (in years)
Investments and loans . ............... 4.36 4.33 413 434 n/a
Debt ... 4.15 4.46 3.66 3.88 n/a

(M Borrowings (after swaps) and gross guarantee exposure, less qualified liquid assets (after swaps) and the special reserve assets.

@ The interest coverage ratio is computed using Operating Income and, in 2003, included a one-time reduction in the Allowance for loan losses of $1.4 billion, which
was credited to income.

() Paid-in capital stock, reserves and the allowance for loan losses, minus borrowing countries’ local currency cash balances, net receivable from members, prepaid
pension benefit costs and the cumulative effects of SFAS 133 and currency transaction adjustments.

() Net of Payable for investment securities purchased.

() Net of premium/discount.

(© Including related Accumulated other comprehensive income.

() SFAS 133 refers to Statement of Financial Accounting Standards No. 133, “Accounting for Derivative Instruments and Hedging Activities”, along with its related
amendments.

(® Effective January 1, 2004, the Bank discontinued the use of hedge accounting, resulting in a higher impact of SFAS 133.

n/a- Means not available.
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DEVELOPMENT OPERATIONS

General

The Bank offers loans and guarantees to its borrowing member
countries to help meet their development needs. Under certain
conditions and a number of restrictions, loans and guarantees
may also be made directly to private sector entities carrying out
projects in the territories of borrowing member countries with-
out a sovereign guarantee (Private Sector Program).

Development Objectives

The Bank’s two main goals are to promote environmentally sus-
tainable growth, as well as poverty reduction and social equity.
To attain these goals, the Bank focuses its work on four priority
areas:

Fostering competitiveness through support for policies
and programs that increase a country’s potential for
development in an open global economy.

Modernizing the state by strengthening the efficiency
and transparency of public institutions.

Investing in social programs that expand opportunities
for the poor.

Promoting regional economic integration by forging
links among countries to develop larger markets for
their goods and services.

Lending Cycle

The process of identifying and assessing a project and approv-
ing and disbursing a loan often extends over several years. How-
ever, on numerous occasions the Bank has shortened the prepa-
ration and approval cycle in response to emergency situations
such as natural disasters or economic crises. Generally, the
Bank’s operational staff (economists, engineers, financial ana-
lysts and other sector and country specialists) assess the proj-
ects. With certain exceptions, the Bank’s Executive Directors
must approve each loan.

Loan disbursements are subject to the fulfillment of con-
ditions set out in the loan agreement. During implementation
of the Bank-supported operations, experienced Bank staff re-
view progress, monitor compliance with Bank policies and as-
sist in resolving any problems that may arise. An independent
Bank unit, the Office of Evaluation and Oversight, pursuant to
an annual work plan approved by the Board of Executive Direc-
tors, evaluates some operations to determine the extent to
which they have met their major objectives, and these evalua-
tions are reported directly to the Executive Directors.

The Bank’s lending operations conform to certain princi-
ples that, taken together, seek to ensure that loans made to
member countries are for financially and economically sound
purposes to which these countries have assigned high priority,
and that funds lent are utilized as intended. These principles are
detailed in Box 2 below.

Box 2: Lending Operations Principles

)

(i)

(iii)

(iv)

(v)

(vi)

(vii)

With the exception of the Private Sector Program, the Bank makes loans and guarantees to the public sector:
governments, governmental entities and enterprises in the territories of member countries, and development
institutions of its members.

Loan applicants must submit a detailed proposal to the Bank. This proposal must specify the technical, eco-
nomic, and financial merits of the project as well as provide an evaluation of the project’s expected environ-
mental risks or impact and proposed mitigation measures as well as its impact on women and indigenous
groups, as applicable.

The Bank neither renegotiates nor takes part in debt rescheduling agreements with respect to its sovereign-
guaranteed loans.

Loan agreements typically include a negative pledge clause that generally prohibits a borrower from creating
any encumbrances on its assets or revenues in respect of foreign currency debt, unless the Bank is equally and
proportionally secured. The Board of Executive Directors has granted limited waivers in the past.

In making loans, the Bank evaluates the capacity of the borrower to carry out its financial obligations under the
loan contract, the prevailing macroeconomic climate and debt burden of the country, and policy and institu-
tional issues relevant to the loan.

The Bank considers the ability of the borrower to obtain private financing under reasonable terms and condi-
tions. The Bank serves as a catalyst to promote private investment, not to compete with it.

The use of loan proceeds is supervised. Through the Bank’s Country Offices in each of its 26 borrowing member
countries, Bank staff monitor and supervise the on-going progress with respect to the development objectives
of each operation, and fiduciary arrangements are in place to ensure proper use of Bank resources to achieve
the operation’s objectives.
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Loans

The Bank’s sovereign-guaranteed lending generally falls into
one of two categories: investment loans for specific projects or
policy-based sector loans. Investment lending is generally used
to finance goods, works and services in support of economic
and social development projects in a broad range of sectors.
Policy-based lending generally supports social, structural and
institutional reforms with the aim of improving specific sectors
of the borrowers’ economies, and promoting sustainable
growth. These loans support the following economic sectors:
energy, industry and mining, agriculture and fisheries, trans-
portation and communications, trade finance, education, sci-
ence and technology, water, sanitation and health, tourism,
urban development, planning and reform, modernization of the
state and the environment, as well as project preparation. The
Bank has also instituted a program of emergency lending to ad-
dress financial or economic crises.

In addition, the Bank has a Private Sector Program under
which loans and partial guarantees are provided directly to pri-
vate sector entities without a sovereign guarantee, primarily for
the financing of private investment in infrastructure, capital
markets development activities and trade finance. These loans
and guarantees are made on the basis of market-based pricing,
are subject to certain eligibility requirements and cannot exceed
10% of the Bank’s outstanding loans and guarantees, not in-
cluding emergency lending. Such loans and guarantees are also
subject to a number of restrictions, including a ceiling on fi-
nancing the lesser of 25% (for certain countries, 40%) of the
total costs of an individual project or $75 million; the ceiling for
partial risk guarantees is the lesser of 50% of the total costs or
$150 million.

Figure 1 presents a breakdown of approvals by loan type
during the last five years. In 2002, the Board of Governors es-
tablished a New Lending Framework for the three-year period
from 2002-2004 that limits policy-based lending to a total of
$4.5 billion resulting in investment lending of $5.2 billion an-
nually. In addition, the Board of Directors authorized an emer-
gency lending facility in a revolving aggregate amount of up to
$6 billion outstanding.

Over the past five years, sovereign-guaranteed invest-
ment lending per year has fluctuated between $1.2 billion and
$4.1 billion. Policy-based lending has also fluctuated, with an-
nual approval amounts of $0.5 billion to $3.0 billion.

Approvals under the Emergency Lending Facility
amounted to $500 million and $3.2 billion in 2002 and 2003,
respectively. For 2004, approvals were $200 million.

Figure 1: LOAN APPROVALS BY TYPE
For the years ended December 31, 2000 through 2004
(Expressed in billions of United States dollars)
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During 2004, loan approvals totaled $5.3 billion (2003—
$6.1 billion). A summary of loan approvals by country during
2004 and 2003 appears in Table 1. Loan approvals decreased
during 2004 as a result of a reduction of $3.0 billion in the
amount of emergency loans approved. This reduction was sub-
stantially offset by an increase in investment and policy-based
loans, the core Bank business.

Table 1: LOAN APPROVALS BY COUNTRY (V@
For the years ended December 31, 2004 and 2003
(Expressed in millions of United States dollars)

COUNTRY 2004 2003
Argentind ..........ioiiiiiiiiiiia. $ 528 $1,986
Bahamas ......... ... i 4 —
Bolivia ..o 31 —
Brazil ... 2,542 339
Chile ... 23 68
Colombia ......ccovviiiiiiinii.. 737 1,814
CostaRica ..o 11 6
Dominican Republic .................... 337 31
Ecuador ... 17 233
ElSalvador .............cooiiiiiini.. — 100
Guatemala . ... 101 113
Jamaica ...t 57 30
MEXICO « v vttt et 410 510
Panama ....... ... ool — 53
Paraguay ........... ... ..ol — 66
Peru ... 351 515
Suriname ...t 11 12
Trinidad and Tobago .................... — 10
Uruguay ..........ooeiiiiiiiiiinnna.. 77 260
Venezuela ............. ..o, 6 1
Regional ......... ...t 40 —
Total .o $5,283 $6,147

(M 1n 2004, one loan was approved under the emergency lending program to the
Dominican Republic for $200 million. During 2003, four emergency loans for a
total of $3,180 million were approved, including two loans to Argentina ($1,900
million), one loan to Colombia ($1,250 million), and one loan to Paraguay ($30
million).

@ Includes Private Sector Program lending.
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At December 31, 2004, the total volume of outstanding
loans was $49.8 billion, $0.9 billion lower than the $50.7 billion
at December 31, 2003. This decrease was mainly due to loan col-
lections that were $1.4 billion higher than disbursements, in-
cluding the collection of $1.3 billion of loans outstanding under
the previous emergency lending program and $514 million of
loan prepayments, that were partially offset by $624 million of
currency translation adjustments. Undisbursed balances at De-
cember 31,2004, totaled $16.1 billion, an increase of $0.5 billion
from December 31, 2003. This change was mainly due to new
approvals that were partially offset by disbursements and can-
cellations.

Under the Agreement, the total amount of outstanding
loans and guarantees may not exceed, at any time, the total
amount of subscribed capital, plus reserves and surplus, exclu-
sive of income assigned to certain reserves, including a special
reserve to meet borrowings and guarantee obligations. The
Bank’s policy, however, is more stringent and limits the total
amount of outstanding loans and guarantees to its paid-in
capital stock plus the general reserve and the callable capital
stock of non-borrowing member countries. At December 31,
2004, the total amount of loans outstanding and gross guaran-
tee exposure as a percentage of the policy limit, after exclud-
ing the cumulative effects of SFAS 133 and currency transac-
tion adjustments, was 78.3% compared to 80.9% in 2003.

A summary statement of loans outstanding by country at
December 31, 2004 and 2003 is set forth in Appendix I-3 to the
financial statements.

Financial Terms of Loans

Currently Available Financial Terms

The Bank currently offers a product mix that provides borrow-
ers with flexibility to select terms that are compatible with their

debt management strategy. As of December 31, 2004, the Bank
offers the following two basic types of loan terms, each de-
nominated in the currency or currencies chosen by the bor-
rower, as available under the programs: Single Currency Fa-
cility (SCF) adjustable rate and LIBOR-based loans. SCF
adjustable rate loans, which were introduced in 1996, have an
interest rate that is adjusted every six months to reflect the
currency-specific effective cost of the pool of borrowings allo-
cated to such loans, plus the Bank’s spread. The SCF LIBOR-
based loans, introduced in 2003, have an interest rate that is ad-
justed quarterly, based on the currency-specific three-month
LIBOR plus a pool-based margin reflecting the Bank’s sub-
LIBOR funding cost and the risk mitigation costs, as well as the
Bank’s spread.

In addition, the Bank offers emergency loans and U.S.
Dollar Window Program loans (currently limited to $500 mil-
lion of loan approvals per calendar year) destined for on-
lending to private sector borrowers, both with sovereign guar-
antee, and Private Sector Program loans without sovereign
guarantee, under various terms.

Private Sector Program loans are denominated in United
States dollars and borrowers have the option of either LIBOR-
based fixed interest rate loans or floating rate loans. For fixed
rate loans, the interest rate is fixed upon signature or for each
disbursement, for the life of the loan, at a rate based on a LIBOR
funding cost plus the lending spread. For floating rate loans, the
interest rate resets every one, three or six months based on a
LIBOR rate plus the lending spread. Lending spreads and fees
are set on a case-by-case basis.

The main financial terms of currently available sovereign-
guaranteed loan products are summarized in Table 2.

Table 2: CURRENTLY AVAILABLE FINANCIAL TERMS OF LOANS WITH SOVEREIGN GUARANTEE

Single Currency Facility U.S. Dollar Window Emergency Lending
Interest rate option Adjustable rate loans ‘ LIBOR-based loans |  Fixed rate loans LIBOR-based loans | LIBOR-based loans
USD, EUR, JPY, CHF or
Currencies offered . . USD USD
a combination of these currencies
Weighted average cost 3-month LIBOR-based 6-month 6-month
Cost base of allocated debt LIBOR funding cost LIBOR LIBOR
Weighted average Weighted average
Funding cost margin cost margin cost margin
of debt allocated of debt allocated
to this product to this product
Risk mitigation cost (V Not applicable 50 Not applicable Not applicable Not applicable
Lending spread 30 30 30 30 400
Credit commission 25 25 25 25 75
Front-end fee Not applicable Not applicable Not applicable Not applicable 100
Supervision and .
inspection fee ! 0 0 0 0 Not applicable
Maturity 15-25 years 12 years 20 years 5 years
For investment loans: original disbursement
Grace period period 5 years 3 years
For policy-based loans: 5 years

() Lending charges provided in basis points.
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Previously Available Financial Terms
In previous years, the Bank offered multicurrency loans with a
sovereign guarantee, including loans under a Currency Pooling
System (CPS) established in 1982 and discontinued in 2003.
The Bank maintains a targeted currency composition in the
CPS of 50% United States dollars, 25% Japanese yen and 25%
European currencies. Loans approved prior to 1989 carry a fixed
interest rate while loans approved from 1990 to 2003 carry an
adjustable rate. The adjustable rate, which resets twice a year,
represents the effective cost during the previous six months of a
pool of borrowings allocated to fund such loans, plus the Bank’s
spread. At December 31, 2004, these loans represented 42.9%
(2003—45.6%) of loans outstanding.

Table 3 presents a breakdown of the loan portfolio by
loan product. For more information, see Appendix I-4 to the fi-
nancial statements.

Table 3: LOANS OUTSTANDING BY LOAN PRODUCT
December 31, 2004 and 2003
(Amounts expressed in millions of United States dollars)
2004 2003
Amount % Amount %

Single Currency Facility-

adjustable ............. $21,953 44.0 $20,253 40.0
Single Currency Facility-

LIBOR-based .......... 608 1.2 185 0.4
U.S. Dollar Window ...... 850 1.7 889 1.7
Emergency Lending ...... 3,820 7.7 5,004 9.9
Private Sector Program . ... 1,244 2.5 1,204 2.4
Currency Pooling System . . 21,158 4255 22,864 45.1
Others .................. 209 0.4 256 05
Total .......ooiiii.i.. $49,842 1000  $50,655  100.0

Charges on Loans with Sovereign Guarantee (Excluding
Emergency Lending)

The Bank’s standard loan charges for loans made under the SCE,
the U.S. Dollar Window Program and the CPS consist of a lend-
ing spread of 0.30% per annum on the outstanding amount, a
credit commission of 0.25% per annum on the undisbursed
convertible currency portion of the loan, and no supervision
and inspection fee. Standard loan charges are subject to semi-
annual approval by the Board of Executive Directors, and are
expected to remain constant, except under extraordinary cir-
cumstances. Prior to July 2003, lending spreads and loan
charges were established according to the then applied net in-
come target policy. Table 4 shows loan charges prevailing dur-
ing the periods indicated.

Table 4: LOAN CHARGES

Supervision
Lending Credit and inspection
spread commission fee
% % %
2002 ... 0.10 — —
2003

First semester ........ 0.50 0.50 0.50

Second semester . ... .. 0.30 0.25 —

2004 ...l 0.30 0.25 —

Guarantees

The Bank may make partial guarantees either without a sover-
eign counter-guarantee under the 10% limit for the Private Sec-
tor Program mentioned above, or for public sector operations
with a member sovereign counter-guarantee. Guarantees under
the Private Sector Program are denominated in United States
dollars. Guarantees for public sector operations were, until re-
cently, only offered in convertible currencies. Since August 2004,
however, the Bank has been authorized to offer guarantees in
local currencies for public sector operations with a member
sovereign convertible currency counter-guarantee. Regardless of
the currency in which a guarantee is denominated, the Bank’s
exposure is, in all cases, capped at an amount in United States
dollars determined at the time each guarantee is approved.
As of December 31, 2004, the Bank had not approved any guar-
antees with a sovereign counter-guarantee.

To date, the Bank has issued, as part of its Private Sector
Program, partial guarantees designed to encourage private sec-
tor investments and local capital market development. The par-
tial risk guarantees and partial credit guarantees are provided
mostly for infrastructure projects, and may be offered on a
stand-alone basis or in conjunction with a Bank loan. Partial
risk guarantees cover specific risk events related to non-
commercial factors (such as currency convertibility, transfer-
ability of currencies outside the host country and government
non-performance). Partial credit guarantees cover payment
risks for selected project borrowings or debt issuances. The
terms of all guarantees are specifically set in each guarantee
agreement and are primarily tied to a project or the terms of
debt issuances. On a case-by-case basis, depending upon the
risks covered and the nature of each individual project, the Bank
may reinsure certain guarantees to reduce its exposure. Guaran-
tee exposure is measured as the future guaranteed cash flows,
net of reinsurance, when applicable, discounted to the current
period.

During 2004, four Private Sector Program guarantees
were approved for a total amount of $185 million compared to
two guarantees for a total amount of $85 million in 2003. As of
December 31, 2004, guarantees of $331 million (2003—$342
million) were outstanding and subject to call. No guarantees
have ever been called. The net present value of guarantee expo-
sure, net of reinsurance, which is the amount counted towards
the Private Sector Program’s limit, was $191 million at Decem-
ber 31, 2004 (2003—$197 million).

During 2004, the Bank approved a Trade Finance Facili-
tation Program for up to $400 million under which partial
credit guarantees may be issued to local banks on short-term
trade-related transactions. As of December 31, 2004, no guaran-
tees had been issued under this program.
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LIQUIDITY MANAGEMENT

The Bank invests its liquid assets in highly rated debt securities
and deposits. These instruments include obligations of highly
rated governments, government agencies, multilateral organiza-
tions, financial institutions, and corporate entities, including
asset-backed securities. In addition, the Bank uses derivatives,
mostly currency and interest rate swaps, to manage its invest-
ment portfolios.

Liquidity plays a key role in the management of the
Bank’s funding risks by addressing the risk that the Bank may
not have adequate funds to meet both future loan disbursement
and debt service obligations. The objective of liquidity manage-
ment is to ensure that adequate resources are available to meet
anticipated contractual obligations and to ensure uninterrupted
financial operations in the event the Bank were to refrain from
borrowing in response to unattractive market conditions or
other constraints. The Bank’s liquidity management principles
are set forth in Box 3 below.

Box 3: Liquidity Management Principles

The primary objective in the management of the
Bank’s liquidity is to limit exposure to credit, mar-
ket and liquidity risks. Within the constraints deter-
mined by this primary objective, the Bank strives to
maximize returns on the invested asset portfolio
while limiting the volatility of the Bank’s net invest-
ment income, which is the spread between invest-
ment returns and funding costs.

The Bank manages its liquidity through financial
policies, instruments and guidelines, which serve as
the rules, procedures and tools that define the
Bank's liquidity management. The Investment Res-
olution approved by the Board of Executive Direc-
tors provides the basic authority within which li-
quidity is invested. The Investment Guidelines
approved by management establish the detailed
operating, compliance and monitoring conditions
for the implementation of the liquidity manage-
ment. Both are designed to ensure that the Bank
assesses market and credit risks, and establishes in-
vestment constraints consistent with the Bank’s
level of risk tolerance. For information concerning
the management of risk exposures on liquidity see
“Financial Risk Management"” below.

The Bank’s liquidity policy is to maintain its holdings of
liquid assets, excluding special reserve investments and invest-
ments funded by the short-term borrowing facility, at a level not
to exceed an annual established liquidity ceiling equivalent to
the sum of 50% of the estimated undisbursed balance on signed
loans at the end of the current year, plus 33% of estimated net
cash requirements for the current and the succeeding year. Bank
policy calls for the ratio of the actual liquidity amount to the
ceiling amount (“Liquidity Ratio”) to be within 60% to 100%

for each month-end, and within 70% to 90% for the annual av-
erage. At December 31, 2004, the Liquidity Ratio was 87%, com-
pared with 74% at December 31, 2003, and the average Liquid-
ity Ratio was 90% and 84% during 2004 and 2003, respectively.
During the year, liquid assets averaged $13.4 billion compared
to $15.0 billion in 2003.

The Bank has short—term borrowing facilities that con-
sist of a discount note program and uncommitted borrowing
lines from various commercial banks. Discount notes are issued
in amounts of not less than $100,000, with maturities of no
more than 360 days. These short-term funding facilities are used
to cover short-term cash flow needs.

Liquid investments are maintained in three distinct sub-
portfolios: transactional, operational, and held-to-maturity
(HTM), each with different risk profiles and performance
benchmarks. The transactional portfolio is used to meet the
day-to-day cash flow requirements. The operational portfolio
holds the minimum prudential liquidity as defined by the Li-
quidity Ratio. The HTM portfolio primarily consists of the spe-
cial reserve assets.

The returns of the liquid investment portfolios in 2004
and 2003 are shown in Table 5. The higher yield levels on the
total portfolio in 2004, as compared to 2003, are primarily due
to the overall increase in short-term interest rates as more than
three quarters of the investments are floating rate (LIBOR-
indexed). The yield level on LIBOR-based investments does not
affect net income since it is financed with matching LIBOR-
indexed debt. HTM yields decreased during the year due to a
decline in the reinvestment yield available.

Table 5: LIQUID INVESTMENT PORTFOLIOS ¥
December 31, 2004 and 2003
(Amounts expressed in millions of United States dollars)

2004 2003
Financial Financial
Ending  Return Ending  Return
Portfolio Balance  (%)? Balance  (%)®
Transactional . . ..... $ 67 1.41 $ 622 1.12
Operational ........ 8,980 1.74 10,324 1.53
Held-to-Maturity ... 3,789 3.32 3,562 3.67
Overall Portfolio . . .. $12,836 2.17 $14,508 2.00

(D After swaps and net of Payable for investment securities purchased.
) Combined return for all currencies in each portfolio.

Contractual Obligations

In the normal course of business, the Bank enters into various
contractual obligations that require future cash payments. The
most significant contractual obligations relate to the repayment
of borrowings. The maturity structure of medium- and long-
term borrowings outstanding at December 31, 2004 is presented
in Appendix I-5 to the financial statements. In addition, the
Bank has a number of other obligations to be settled in cash,
which are reflected in its financial statements, including un-
disbursed loans, short-term borrowings, payable for currency
and interest rate swaps and payable for investment securities
purchased.
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SOURCES OF FUNDS

Equity
Total equity, at December 31, 2004, was $18.5 billion compared
with $17.1 billion at December 31, 2003. The increase primarily
reflects the net income for the year and translation adjustments.
The Bank’s equity base plays a critical role in securing its
financial objectives. By enabling the Bank to absorb risk out of
its own resources, its equity base protects member countries
from a possible call on callable capital stock. For risk manage-
ment purposes, the Bank monitors equity as defined and uti-
lized in the TELR, which measures the adequacy of its risk-
bearing capacity. Table 6 presents the composition of this
measure at December 31, 2004 and 2003. See “Financial Risk
Management—Credit Risk—Capital Adequacy Framework”
below, for more information on the TELR.

Table 6: TOTAL EQUITY TO LOANS RATIO
December 31, 2004 and 2003
(Amounts expressed in millions of United States dollars)

2004 2003
Equity
Paid-in capital stock ............... $ 4,340 $ 4,340
General reserve V) ... ... oL 11,636 10,270
Special reserve ™ ... .. L. 2,535 2,502
Plus:
Allowance for loan losses ........... 199 183
Minus:
Borrowing countries’ local currency
cash balances ................... 143 125
Net receivable from members ....... 95 294
Prepaid pension benefit costs . .. ... .. 138 126
Cumulative effects of SFAS 133 and
currency transaction adjustments . . 289 (35)
Equity used in Total Equity
toLoansRatio .................... $18,045 $16,785
Loans outstanding and net
guarantee exposure ............... $50,033 $50,852
Total Equity to Loans Ratio ........... 36.1% 33.0%

(D Including Accumulated other comprehensive income.
@ Includes an $11 million Reclassification to income-cash flow hedges.

As presented in Table 6, the TELR increased from 33.0%
at December 31, 2003, to 36.1% at December 31, 2004, which is
within the current capital adequacy policy band, established in
2003, of 32% to 38%. The increase was mainly due to an in-
crease in equity in the face of a modest decline in loans out-
standing. The TELR has increased steadily during the last five
years, as shown in Figure 2, reflecting a relatively higher growth
in the equity base than in loans. This increase is contemplated
in the Bank’s capital adequacy policy under which the TELR is
projected to reach its upper level of 38% in the medium term.

Figure 2: TOTAL EQUITY TO LOANS RATIO

40%

36.1%

35% ~

33.0%
30.3% 30.5% .
30% 30.9%
25%
2000 2001 2002 2003 2004
Capitalization

Shareholders’ support for the Bank is reflected in the capital
backing it has received from its members. At December 31,
2004, subscribed capital stock was $100.9 billion, of which $4.3
billion had been paid in and $96.6 billion was callable. For a list
of the members’” subscriptions to capital stock, voting power
and number of shares subscribed refer to Appendices I-6 and
I-7 to the financial statements.

Paid-in and callable capital stock subscriptions are
payable as follows:

Paid-in capital stock: Each subscription to paid-in capital
stock has been paid, in whole or in part, in gold, United States
dollars, or the currency of the respective member country. In
the case of most payments made in the currency of the respec-
tive member country, the member country has made arrange-
ments satisfactory to the Bank to assure that, subject to the pro-
visions of the Agreement, its currency will be freely convertible
(or the member country has agreed to convert its currency on
behalf of the Bank) into the currencies of other countries for the
purposes of the Bank’s operations. The Bank has accepted non-
negotiable, non-interest-bearing demand obligations in lieu of
the immediate payment of all or a part of the member’s sub-
scription to the paid-in capital stock. Under the Agreement such
obligations are accepted where currencies are not required for
the Bank’s operations.

Callable capital stock: The callable portion of the capital
stock subscriptions is subject to call only when required and to
the extent necessary to meet the obligations of the Bank on bor-
rowings of funds or guarantees. In the event of a call, payment
may be made at the option of the member in gold, United States
dollars, fully convertible currency of the member country or in
the currency required to discharge the obligations of the Bank
for the purpose for which the call is made. Calls are required to
be uniform, but obligations of the members of the Bank to
make payment upon such calls are independent of each other.
Failure of one or more members to make payments on any such
call would not excuse any other member from its obligation to
make payment, and successive calls could be made on non-
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defaulting members if necessary to meet the Bank’s obligations.
However, no member could be required on any such call to pay
more than the unpaid balance of its capital stock subscription.
No call has ever been made on the Bank’s callable capital stock.

At December 31, 2004, the total subscription of the
United States, the Bank’s largest shareholder, was $30.3 billion,
of which the United States had paid $1.3 billion as subscriptions
to the Bank’s paid-in capital stock. Of the United States’ callable
capital stock subscription of $29.0 billion, $3.8 billion had been
fully authorized and appropriated, without fiscal year limita-
tion, by United States legislation, and no further appropriation
is necessary to enable the Secretary of the Treasury to pay this
amount if any part were to be called to meet obligations of the
Bank. The balance of the United States’ callable capital stock
subscription, $25.2 billion, has been authorized by the United
States Congress but not yet appropriated. In 1979, in connection
with the United States’ subscription to an increase in the callable
capital stock, the Bank obtained an opinion of the General
Counsel of the Treasury stating that appropriations were not
legally required to back subscriptions to such callable capital
stock unless and until payment was required of the United
States on a call made by the Bank. The opinion further states
that an appropriation is not required to make United States
callable capital stock subscriptions, authorized by United States
legislation, binding obligations backed by the full faith and
credit of the United States, and that an obligation contracted by
the United States pursuant to a Congressional grant of author-
ity for constitutional purposes is fully binding on the United
States notwithstanding that a future appropriation might be
necessary in order to fund that obligation.

Recent Developments in Bank Membership

On November 17, 2004, the Board of Governors approved the
admission of the Republic of Korea to membership in the Bank.
The membership terms provide for subscription to eight shares
of paid-in capital and 176 shares of callable capital. These shares
represent a portion of the shares acquired by the Bank from the
settlement of accounts with Bosnia, which declined member-
ship accession to the shares of the former Socialist Federal Re-
public of Yugoslavia. The Republic of Korea must undertake
certain actions for the membership in the Bank to become
effective.

Borrowings

The Bank raises funds in the international capital markets pri-
marily through the issuance of debt securities. To diversify its
sources of funding, the Bank issues its debt securities in various
currencies, maturities, formats, and structures to meet the needs
of global institutional and retail investors. Under the Agree-
ment, the Bank may borrow only with the approval of the mem-
ber country in whose markets the debt securities are sold and
the member country in whose currency the borrowings are de-
nominated. In addition, the Bank is required to obtain the
agreement of each such member country that the proceeds may
be exchanged by the Bank for the currency of any other mem-
ber country without restriction. The Bank’s borrowing policy is
summarized in Box 4.

Box 4: Borrowing Policy

The Bank’s policy is to limit the amount of its Net Bor-
rowings to the subscribed callable capital stock of its
non-borrowing member countries (the United States,
Japan, Canada and the other nonregional members).
Net Borrowings is the amount of borrowings plus
gross guarantee exposure, less qualified liquid assets
and the special reserve assets. Special reserve assets
can only be used for meeting the Bank’s obligations
on borrowings and guarantees. As of December 31,
2004, Net Borrowings represented 67.3% of the sub-
scribed callable capital stock of the non-borrowing
member countries compared to 72.1% in 2003.

The objectives of the Bank’s borrowing strategy are
to secure long-term capital market access, volume and
cost effectiveness. The Bank uses derivatives, mostly
currency and interest rate swaps, for hedging pur-
poses as part of its liability management to achieve
the desired currency composition and interest rate
structure as well as to lower its funding costs. The
Bank closely monitors and regulates its activities with
dealers and counterparties (see “Financial Risk Man-
agement—Credit Risk—Commercial Credit Risk”
below). The amount and timing of the Bank’s borrow-
ings are determined in part by loan disbursements,
maturing debt and liquidity levels (see “Liquidity Man-
agement” above).

In 2004, net proceeds of medium- and long-term debt
raised directly in financial markets amounted to $4.6 billion
compared to $7.2 billion in 2003. The decrease in 2004 borrow-
ings was primarily attributed to lower cash flow requirements.
Borrowing operations for 2004 and 2003 are summarized in
Table 7.

Table 72 SUMMARY OF ANNUAL BORROWING
OPERATIONS

For the years ended December 31, 2004 and 2003
(Amounts expressed in millions of United States dollars)

2004 2003

Total medium- and long-term
borrowings M . ... .. $4,618 $7,158
Averagelife® ........ .. ... ... .l 5.5 9.5
Number of transactions ................. 19 29
Number of currencies ................... 9 6

(DRepresents net proceeds on a trade date basis.
2 Average life to the first call date.

Borrowings raised in any given year are used for general
operations, including loan disbursements and refinancing of
maturing debt. In 2004, the Bank issued its inaugural bonds de-
nominated in Brazilian reais, Colombian pesos and Mexican
pesos. The Bank also issued a global $1 billion bond maturing
in 2014. In addition, the Bank transacted various bonds de-
nominated in Australian dollars, Canadian dollars, Hong Kong
dollars, New Zealand dollars, South African rand and United
States dollars.
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New medium- and long-term borrowings by currency
for 2004, as compared to 2003, are shown in Figure 3. In 2004
and 2003, all non-United States dollar borrowings were
swapped into United States dollars.

Figure 3: BORROWINGS BY CURRENCY
For the years ended December 31, 2004 and 2003
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(MIncludes medium- and long-term borrowings, excluding swaps, and
represents net proceeds on a trade date basis.

The Bank strategically repurchases, calls or prepays its
debt to reduce the cost of borrowings and the exposure to re-
funding requirements in a particular year, or to meet other op-
erational needs. In response to market conditions, during 2004,
the Bank called $183 million of its outstanding borrowings
compared to $1.1 billion in 2003.

Use of Derivatives: The Bank may enter into currency and in-
terest rate swaps to convert its borrowings into euro, Japanese
yen, Swiss francs or United States dollars and fixed or floating
rate funding to meet its loan disbursement obligations. In 2004,
all new borrowings were initially swapped into floating rate
United States dollars, with conversion to fixed-rate funding
being carried out subsequently in accordance with funding re-
quirements. As part of the risk mitigation component of the
SCF LIBOR-based loan pricing alternative, the Bank purchases
caps to reduce its exposure to sudden increases in interest rates.
Figures 4 and 5 illustrate the effect of swaps on both the inter-
est rate structure and currency composition of the medium-
and long-term borrowing portfolio at December 31, 2004.

More detailed information with respect to the Bank’s
borrowings and derivatives is contained in Notes G and H and
Appendix I-5 to the financial statements.

Figure 4: EFFECTS OF SWAPS ON INTEREST RATE
STRUCTURE OF OUTSTANDING BORROWINGS @
December 31, 2004
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Figure 5: EFFECTS OF SWAPS ON CURRENCY
COMPOSITION OF OUTSTANDING BORROWINGS @
December 31, 2004
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RESULTS OF OPERATIONS

Operating Income

Operating Income includes the net interest income on earning
assets and the income contribution of the Bank’s capital, other
loan income, the provision for loan and guarantee losses and
net non-interest expenses. Table 8 shows the breakdown of Op-
erating Income during the last three years.

Table 8: OPERATING INCOME
(Expressed in millions of United States dollars)

2004 2003 2002
Loan interest income .......... $2,446 $2,602 $2,616
Investment income ............ 288 298 319
2,734 2,900 2,935
Less:
Borrowing expenses ........... 1,572 1,636 1,842
Net interest income ........... 1,162 1,264 1,093
Other loan income ............ 52 109 23
(Provision) credit for loan and
guarantee losses ............ (21) 1,370 (100)
Net non-interest expense .. ..... (331) (309) (289)
Operating Income . ............ $ 862 $2,434 $ 727

Year 2004 versus 2003: In 2004, Operating Income declined to
$862 million compared to $1,064 million in 2003, after exclud-
ing a non-recurring reduction in the Allowance for loan losses
of $1,370 million. The decrease was mainly due to a reduction
in net interest income and other loan income as well as an in-
crease in net non-interest expense, which is chiefly comprised of
administrative expenses. In 2003, as a result of changes in man-

agement’s assessment of the risk of loss on loans outstanding,
the Bank revised certain estimates used to compute the loan loss
allowance. The resulting change in estimates caused the non-
recurring reduction referred to above, which was credited to
income.

Year 2003 versus 2002: Operating Income for 2003 was $1,064
million, after excluding the reduction in the Allowance for loan
losses, $337 million higher than 2002. The majority of this in-
crease was due to an increase in net interest income and other
loan income, that was partially offset by an increase in net non-
interest expense, which is chiefly comprised of administrative
expenses.

Net Interest Income

The average interest-earning asset and interest-bearing liability
portfolios, after swaps, and the respective returns and costs for
2004, 2003, and 2002 are shown in Table 9.

Year 2004 versus 2003: Net interest income decreased $102
million in 2004 with respect to 2003, primarily due to lower
lending spreads, a reduction in emergency loans outstanding,
lower returns on the equity funded component of loans, and the
six-month lag inherent in the pool-based lending rate calcula-
tion. Such decrease was partially offset by an increase in equity
resources.

Year 2003 versus 2002: Net interest income increased $171
million in 2003 compared to 2002, primarily due to higher lend-
ing spreads, changes in the outstanding loan balances and an in-
crease in equity resources, that was partially offset by lower re-
turns on the equity funded component of loans.

Table 9: ASSET/LIABILITY PORTFOLIOS AND RETURNS/COSTS

(Amounts expressed in millions of United States dollars)

2004 2003 2002
Average  Return/Cost Average Return/Cost Average  Return/Cost
Balance % Balance % Balance %
Loans ™ ... . $49,721 4.92 $49,193 5.29 $46,053 5.68
Liquid investments ...........c..oueeiiiieainn.n 13,415 2.17 15,014 2.00 14,269 2.28
Total earning assets ...............ooviiun... 63,136 4.34 64,207 4.52 60,322 4.88
Borrowings ............oiiiiiiiiiiiiiii i 46,200 3.40 48,590 3.37 46,347 3.97
Interest rate spread .......... ... oo, 0.94 1.15 0.91
Net interest margin® ........ ... ... ... 1.8 1.97 1.81

(1 Excludes loan fees.
() Represents net interest income as a percent of average earning assets.
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Net Non-interest Expense Year 2004 versus 2003: Net non-interest expense increased by
The main components of net non-interest expense are pre- $22 million in 2004 mainly due to a $20 million increase in pen-
sented in Table 10. sion and postretirement benefit costs (benefit cost of $19 mil-

lion in 2004 versus net benefit income of $1 million in 2003)

Table 10: NET NON-INTEREST EXPENSE that resulted from lower expected investment returns from

(Expressed in millions of United States dollars) these plans.

2004 2003 2002 ' ‘

Administrative expenses Year 2003 versus 2002: Net non-interest expense increased by
Staff costs ..o vvvviiii $279 $257 $247 $20 million in 2003 mainly due to regular salary increases and
Consultant fees ............... 44 43 42 lower postretirement benefit income.
Operational travel ............. 19 19 18
Other expenses ............... 62 67 69
Total gross administrative

eXPenses . ................. 404 386 376
Less: Share of Fund for Special

Operations ................. (62) (58) (60)
Net administrative expenses ... 342 328 316
Service fee revenues ........... (6) (6) (7)
Income from pension and

postretirement plans ........ — (8) (13)
Otherincome ................ (5) (5) (7)

Net non-interest expense . ... .. $331 $309 $289
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FINANCIAL RISK MANAGEMENT

As part of its development banking services, the Bank is exposed
to credit risk (loan portfolio or country credit and commercial
credit); market risk (interest rate, spread and exchange rate);
liquidity risk (funding and liquidation); and operational risk.

Governance

The Bank conducts its operations within a framework of finan-
cial policies, uses only financial instruments that have been
specifically authorized, and follows a well-defined risk manage-
ment decision-making process.

The Bank manages its risks in accordance with the Agree-
ment, and such other policies as are approved by its Board of
Governors, its Board of Executive Directors and the Finance
Committee composed of members of management. Addition-
ally, a Finance Department committee on asset and liability
management, chaired by the Finance Manager, develops guide-
lines and oversees implementation of, and compliance with, the
Bank’s financial risk management approach in matters of risk,
asset and liability management, funding and investments and
strategic financial planning.

Credit Risk

Credit risk is the potential loss that could result from the default
of borrowers, that is loan portfolio credit risk or country credit
risk, or from the default/downgrade of investment, trading or
swap counterparties, that is commercial credit risk. Almost all of
the Bank’s loans are sovereign-guaranteed.

Loan Portfolio Credit Risk: Loan portfolio credit risk is the
risk that the Bank may not receive repayment of principal
and/or interest on one or more of its loans according to the
agreed-upon terms. It is directly related to the Bank’s core busi-
ness and is the largest financial risk faced by the Bank. The Bank
has multiple sources of protection from loan portfolio credit
risk including an overall lending limitation, a comprehensive
capital adequacy framework (designed to ensure that the Bank
holds sufficient equity at all times given the quality and concen-
tration of its portfolio), a policy for the treatment of non-
performing loans, and a policy for the maintenance of a loan
loss allowance. The Bank’s loan portfolio credit risk is deter-
mined by the credit quality of, and exposure to, each borrower.
Overall, these two factors have remained largely unchanged in
2004 from their 2003 levels.

The credit quality of the loan portfolio as of December 31,
2004, as represented by the long-term foreign currency credit
ratings assigned to each borrowing country by the rating agen-
cies, is depicted in Figure 6. Although, as shown, the overall
credit profile has not changed significantly during the past year,
the ratings of the borrowing members have demonstrated
steady improvement since falling to a low in the first semester of
2003. During 2004, countries holding 40% of the outstanding
loans received ratings upgrades, while less than 3% of the out-
standing loan balance was held by countries that were down-
graded. The ratings of the remaining countries, which account

for over 57% of the sovereign portfolio, were unchanged. Of
these, Argentina, representing approximately 17% of the port-
folio, was rated in selective default. (As of December 31, 2004,
Argentina was current on its debt service with the Bank.) Five of
the borrowing member countries, totaling more than 17% of
the portfolio, hold investment grade ratings. The sovereign
portfolio has a weighted average rating of B+, which does not
reflect the strong repayment performance of the Bank’s bor-
rowers, who hold significant ownership interest in the Bank.

Figure 6: CREDIT QUALITY OF LOAN PORTFOLIO
REFLECTED IN RATINGS OF BORROWING
MEMBER COUNTRIES

December 31, 2004 and 2003
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The Bank’s exposure reflects the overall size and concen-
tration of the portfolio. Exposure is limited only by the Bank’s
lending authority; there are no per-country lending limits. Tak-
ing into consideration the regional nature of the Bank’s opera-
tions and the relative sizes of the economies of its borrowing
members, the Bank expects to consistently have a concentrated
portfolio. As shown in Figure 7, as of December 31, 2004, 69%
of the portfolio is held by the five largest borrowers. Refer to
Appendix I-3 to the financial statements for more information.

Lending Limitation: With respect to the overall lending limi-
tation, the Bank’s policy is to limit the total amount of out-
standing loans and guarantees to its paid-in capital stock plus
the general reserve and the callable capital of the non-
borrowing member countries. This lending limit is stricter than
that prescribed by the Agreement, which also includes the
callable capital of the borrowing members.

Capital Adequacy Framework: The capital adequacy frame-
work of the Bank consists of a credit risk model, a policy on cap-
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Figure 72 CONCENTRATION OF LOAN PORTFOLIO
December 31, 2004 and 2003
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ital adequacy, and an associated lending rate methodology. The
framework allows the Bank to manage the risk inherent in its
loan portfolio due to the credit quality of its borrowers and the
concentration of its loans, while also offering its borrowers low
and stable loan charges.

The Bank’s economic capital is measured by the TELR,
whose desired level, to be reached in the medium term, is 38%.
As long as Operating Income is positive and the TELR is grow-
ing within a range between 32% and 38%, the Bank will apply
standard loan charges. These charges generate sufficient income
to cover the Bank’s expenses and continue building its reserves.
The desired level for the TELR of 38% was determined based on
analysis of the Bank’s economic capital needs under various hy-
pothetical financial stress scenarios.

Non-performing Loans: Except for non-sovereign-guaranteed
loans to private sector borrowers, loan service delays by a bor-
rower in a member country preclude new loan approvals to bor-

rowers in the member country, may lead to suspension of loan
disbursements, may result in the loan being placed in nonac-
crual status, and the loan be declared due and payable. The Bank
exercises its policy under a graduated approach as summarized
in Table 11.

If loans made to a member country funded with re-
sources of the FSO or of any other fund owned or administered
by the Bank are non-performing, all loans made to or guar-
anteed by that member government are also considered non-
performing. The Bank maintains a continuous dialogue with its
borrowers to ensure prompt payment on all of its loans.

In the case of direct loans to the private sector, an inter-
nal Bank committee determines when the loan is classified in
nonaccrual status, which can happen anytime between 30 and
90 days of being overdue or, if special circumstances warrant, at
any time prior to the expiry of 30 days. At December 31, 2004,
all loans were performing, except for certain Private Sector Pro-
gram loans, which were classified as impaired and were in
nonaccrual (see Note E to the financial statements).

Loan Loss Allowance: Because of the nature of its borrowers
and guarantors, the Bank expects that each of its Ordinary Cap-
ital sovereign-guaranteed loans will ultimately be repaid. In ad-
dition, the Bank has had an essentially fully performing
sovereign-guaranteed loan portfolio since its establishment.
During the Bank’s 45 years of history, only five borrowing coun-
tries have been in nonaccrual, for varying times during
1988-1992. The maximum aggregated balance in nonaccrual
never exceeded 8% of total loans outstanding, and the Bank ul-
timately received the full principal and interest due on these
loans. The Bank maintains an allowance for loan losses to rec-
ognize the probable losses inherent in its loan portfolios, pri-
marily related to private sector loans. Pursuant to Bank policy, a
provision of $21 million was charged to income during 2004,
for a total allowance of $199 million at December 31, 2004
(2003—$183 million). At December 31, 2004, the Private Sector
Program allowance for loan and guarantee losses was 10.5% of
the corresponding outstanding portfolio (2003—10.2%).

Commercial Credit Risk: Commercial credit risk is the poten-
tial loss that could result from either the default or the down-
grade by a credit rating agency of one of the Bank’s investment,
trading or swap counterparties. The main sources of commer-

TABLE 11: TREATMENT OF NON-PERFORMING SOVEREIGN LOANS

30 days after loan due date

The Bank suspends disbursements on the loan in arrears and all other loans to the borrower. The Bank informs
the guarantor of the arrears by the borrower and requests prompt payment of the amount in arrears. No loan
contract with a borrower in the country in question is signed by the Bank and no loan proposal is approved.

120 days after loan due date

The Bank suspends disbursements on all loans to the guarantor and guaranteed by the guarantor if the guar-
antor fails to pay the amounts due.

180 days after loan due date

ing of loans are suspended.

The Bank places in nonaccrual status all loans for the country in question of which the government, the cen-
tral bank or any government entity is a borrower or guarantor, unless it is determined that all payments of
amounts in arrears are in process and will be collected in the immediate future. Placement in nonaccrual sta-
tus implies a reversal of all accrued income to date and no further income accumulation until all pending
amounts are received. All Bank missions to the country intended for the programming, preparing or process-
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cial credit risk are the financial instruments in which the Bank
invests its liquidity. In accordance with its conservative risk
policies, the Bank will only invest in high quality debt instru-
ments issued by governments, government agencies, multilat-
eral organizations, financial institutions, and corporate entities,
including asset-backed securities. The Bank’s process for con-
trolling its commercial credit risk includes: a) specifying au-
thorized investments; b) establishing approved lists of accept-
able counterparties, issuers and dealers; ¢) defining acceptable
credit rating limits; and d) specifying exposure limits and term
limits for acceptable counterparties, issuers and dealers based
on their size and creditworthiness.

As part of its regular investment, funding and asset and
liability management activities, the Bank uses derivative instru-
ments, primarily swaps, for hedging purposes. The Bank limits
the use of derivatives to authorized dealers and counterparties
selected on the basis of conservative risk management policies.
The Bank has established exposure limits for each swap coun-
terparty and has entered into master swap agreements that con-
tain enforceable closeout netting provisions. These agreements
also provide for collateralization in the event that the mark-to-
market exposure exceeds certain contractual limits. Monitoring
the Bank’s exposures and managing such risks are continuous
processes. The Bank does not expect nonperformance by any of
its counterparties.

The Bank treats its derivative credit exposure as the re-
placement cost of the relevant derivative instrument. This is also
referred to as replacement risk or the mark-to-market exposure
amount. Mark-to-market exposure is a measure, at a point in
time, of the value of a derivative contract in the open market.
When the mark-to-market is positive, it indicates that the coun-
terparty owes the Bank and, therefore, creates an exposure for
the Bank. When the mark-to-market is negative, the Bank owes
the counterparty and does not have replacement risk. When the
Bank has more than one derivative transaction outstanding
with a swap counterparty, the “net” mark-to-market exposure
represents the netting of the positive and negative exposures
with the same counterparty. If this net mark-to-market is nega-
tive, then the Bank’s exposure to the counterparty is considered
to be zero.

Figure 8 provides details of the estimated credit exposure
on investments by issuer rating category. As of December 31,
2004, the credit exposure for the whole investment portfolio
amounted to $13.0 billion compared to $14.9 billion at Decem-
ber 31, 2003. The credit quality of the investment portfolio for
2004 continues to be high, as 91% of the issuers were rated AAA
and AA, and an additional 4% of the portfolio is comprised of
the highest rated short-term asset-backed commercial paper,
virtually unchanged from 2003. Figure 9 provides details of the
estimated credit exposure (netted by counterparty) on the swap
portfolio, by rating category. As of December 31, 2004, the swap
credit exposure increased to $1.8 billion from $1.1 billion a year
earlier. The credit quality of the swap portfolio continues to be
high, as 92% of the counterparties were rated AAA and AA in
2004, compared to 97% in 2003. The increase in the proportion
of single A-rated swap counterparty exposure in 2004 was due to
the increase in the positive mark-to-market valuations of the un-

Figure 8: INVESTMENT CREDIT EXPOSURE BY
ISSUER RATING
December 31, 2004 and 2003
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Figure 9: SWAPS CREDIT EXPOSURE BY
COUNTERPARTY RATING
December 31, 2004 and 2003
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derlying derivative transactions. These swap credit exposures are
collateralized. As of December 31, 2004, $1 billion of eligible col-
lateral had been posted with the Bank’s custodian (compared to
$415 million in 2003), which significantly reduced the credit ex-
posure on swaps discussed above.

Market Risk

The Bank faces risks that result from market movements, pri-
marily changes in interest and exchange rates. However, expo-
sure to market risks is small as the Bank has an integrated asset
and liability management framework.

Asset and Liability Management: The objective of asset and
liability management is to ensure adequate funding for each
product at the most attractive cost available, and to manage the
currency composition, maturity profile and interest rate sensi-
tivity characteristics of the portfolio of liabilities supporting
each lending product in accordance with the particular require-
ments for that product and within prescribed risk parameters.
The Bank employs derivatives to manage and align the charac-
teristics of its assets and liabilities, enhance investment returns
and lower borrowing costs.

Interest Rate Risk: The Bank is exposed to two potential
sources of interest rate risk. The first is the interest rate sensitiv-
ity associated with the net spread between the rate earned on as-
sets and the cost of borrowings that fund those assets. The sec-
ond is the interest rate sensitivity of the income earned from
funding a portion of its assets with equity.

The Bank mitigates its exposure to net spread sensitivity
through a cost pass-through formulation incorporated in the

lending rates charged on most of the existing loans, in addition
to a carefully designed term structure management. These cost
pass-through loans account for 85.3% of the existing outstand-
ing loan portfolio as of December 31, 2004; the remaining
14.7% are emergency loans, private sector loans and fixed-rate
loans. Some of the cost pass-through loans, primarily the ad-
justable rate loans, pose some residual interest rate risk given
the six-month lag inherent in the lending rate calculation (see
“Development Operations—Financial Terms of Loans” above).
The Bank funds and invests its liquidity at matching rate struc-
tures using specific duration gap constraints, thus avoiding any
undue exposure to interest rate risk.

The Bank mitigates its exposure to equity-induced in-
come sensitivity by investing these funds in long-term loan as-
sets, producing relatively stable returns.

Exchange Rate Risk: In order to minimize exchange rate risk
in a multicurrency environment, the Bank matches the after-
swap borrowing obligations in any one currency with assets in
the same currency, as prescribed by the Agreement. In addition,
the Bank’s policy is to minimize the exchange rate sensitivity of
its TELR by performing periodic currency conversions to
maintain the currencies underlying its Equity and Allowance
for loan losses aligned with those of the outstanding loans
and net guarantee exposure. In order to minimize currency
misalignments, the Bank also aligns the currency composi-
tion of the special reserve assets with that of its outstanding
borrowings.

Figure 10 presents the currency composition of the
Bank’s assets and liabilities (after swaps) at the end of 2004 and
2003.

December 31, 2004 and 2003
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Figure 10: CURRENCY COMPOSITION OF ASSETS & LIABILITIES
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Liquidity Risk

Liquidity risk arises from the general funding needs of the
Bank’s activities and in the management of its assets and liabil-
ities. It includes the risk of being unable to fund the portfolio of
assets at appropriate maturities and rates, that is funding risk;
the risk of being unable to liquidate a position in a timely man-
ner at a reasonable price, that is liquidation risk; and the exac-
erbation of these two risks from having significant portions of a
portfolio of assets or liabilities allocated to a specific type of in-
strument, that is concentration risk.

The Bank manages liquidity risk through its liquidity pol-
icy, asset-liability management policy, and its short-term bor-
rowing program. The Bank’s liquidity policy determines a mini-
mum amount of liquidity, which is designed to allow the Bank to
refrain from borrowing for a period of time while continuing to
meet its own obligations. The asset and liability management of
the Bank, in addition to optimizing the allocation of equity and
debt to fund the Bank’s various assets, determines the proper
term-duration gap between loans and debt to both lower fund-
ing costs and reduce refunding risk. Finally, under the short-

term borrowing program, discount notes with maturities of less
than one year are issued to cover short-term cash flow needs
whenever the liquidation of a position is not desirable.

Operational Risk

Operational risk is the potential loss arising from internal activ-
ities or external events, caused by breakdowns in information,
communication, physical safeguards, business continuity, su-
pervision, transactions processing, pricing, cash and securities
movements and settlement systems. In addition, operational
risk includes fraud and failures in the execution of legal, fiduci-
ary and agency responsibilities.

Within the Bank there are policies and procedures in
place covering all significant aspects of operational risk. These
include first and foremost the Bank’s high standards of business
ethics and its established system of internal controls. These are
supplemented by the Bank’s disaster recovery/contingency
planning, the Information Disclosure Policy, client and project
integrity due diligence procedures, and procurement and pur-
chasing policies.
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ADDITIONAL REPORTING AND
DISCLOSURE

Basis of Reporting

The financial statements are prepared in accordance with
United States generally accepted accounting principles (GAAP),
which requires management to make estimates and assump-
tions that affect the reported results (see Note B to the financial
statements).

Critical Accounting Policies

The Bank believes that some of the more significant accounting
policies it uses to present the financial results in accordance
with GAAP involve a relatively high degree of judgment and
complexity and relate to matters that are inherently uncertain.

Fair Value of Financial Instruments: The Bank uses fair value
estimates to account for the trading investments portfolio and
all derivatives (mostly interest and currency swaps), and for dis-
closures of financial instruments. Until December 31, 2003, the
Bank also used fair value estimates to determine adjustments to
the carrying amounts of hedged loans and borrowings desig-
nated in hedge accounting relationships. Fair values are based
on market prices when they are available. If market quotes are
not available, fair values are based on dealer prices, prices of
comparable instruments or discounted cash flows using pricing
models. Pricing models use inputs from market sources such as
interest rate yield curves, currency exchange rates and option
volatility. These assumptions may have a significant effect on
the reported fair values of assets and liabilities (including deriv-
atives) and related income and expenses. Management believes
its estimates of fair value are reasonable given its processes for
obtaining external prices and parameters and the consistent ap-
plication of this approach from period to period.

Changes in the fair value of trading securities and related
derivatives are presented in Income from investments on the
Statement of Income and General Reserve. Changes in the fair
value of all derivatives other than investment derivatives and, up
to December 31,2003, of those assets and liabilities linked to de-
rivatives and designated as fair value hedges in accordance with
SFAS 133, are reported in Effects of SFAS 133 and currency
transaction adjustments.

Loan Loss Allowance: The Bank maintains an allowance for
losses on its loan and guarantee portfolio at levels management
believes to be adequate to absorb estimated losses inherent in
the total portfolio at the balance sheet date. Setting the level of
the allowance requires significant judgment. The use of differ-
ent estimates or assumptions as well as changes in external
factors could produce materially different provisions and allow-
ance levels. Because of the nature of its borrowers and guaran-
tors, the Bank expects that each of its sovereign-guaranteed
loans will ultimately be repaid. Accordingly, the level of its loan
loss allowance is relatively small and mainly related to the pri-
vate sector loan portfolio.

Effects of SFAS 133 and Currency Transaction Adjustments
As required by SFAS 133, the Bank marks to market all deriva-
tive instruments with changes in fair value recognized in in-
come. Up to December 31, 2003, the Bank designated in hedg-
ing relationships most of the derivatives related to its borrowing
and lending activities, following the SFAS 133 criteria. Accord-
ingly, changes in the fair values of hedged assets and liabilities
were also recognized in income, substantially offsetting the de-
rivatives mark to market adjustments in previous years. The
changes in fair value of both the derivative instrument and the
underlying borrowing included changes in fair value due to
changes in exchange rates, which offset each other almost en-
tirely under hedge accounting.

Effective January 1, 2004, the Bank elected to discontinue
hedge accounting for all its SFAS 133 hedging relationships
while continuing to measure all derivatives at fair value, with
changes in fair value recognized in income. The discontinua-
tion of hedge accounting resulted in the disassociation of the
changes in fair value due to changes in exchange rates of the un-
derlying borrowing, namely currency transaction adjustments
according to GAAP, from the corresponding changes in fair
value of the related derivative instrument. Management consid-
ers that these two elements are economically related and hence
are reported together in a separate line in the Statement of In-
come and General Reserve.

The discontinuation of hedge accounting required the
Bank to start amortizing the basis adjustments on borrowings
previously recorded under SFAS 133. In addition, a slight de-
crease in long-term interest rates in 2004 caused a small in-
crease in the value of the borrowing swaps. While economically
this increase has been offset by a corresponding increase in the
value of the fixed rate borrowings, the Bank’s current applica-
tion of SFAS 133 requires that only derivative instruments be
marked to market. During 2004, the amortization of basis ad-
justments on borrowings and the change in market value of
swaps due to interest rates amounted to an increase in income
of $250 million and $48 million, respectively (for additional in-
formation, see Note H to the financial statements). As a result,
Effects of SFAS 133 and currency transaction adjustments was
substantially higher in 2004 than in previous years (positive
$314 million in 2004, and negative $1 million and $19 million
in 2003 and 2002, respectively). Management believes that this
reported income volatility is not representative of the underly-
ing economics of the transactions as the Bank generally keeps
its borrowing swaps to maturity.

External Auditors
General: The external auditors are appointed by the Board of
Governors following a process of international competitive bid-
ding. In 2002, Ernst & Young LLP (E&Y) was appointed as ex-
ternal auditors. Pursuant to an agreement between the Bank
and E&Y, the parties may extend, on a yearly basis through
2006, E&Y’s existing appointment.

E&Y was paid $387,000 for audit services provided to the
Bank in connection with the audit of the 2004 financial state-
ments. In addition, E&Y was paid $126,000 during 2004 for ser-
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vices related to bond issuance and for consulting services related
to the possible implementation of the Committee of Sponsor-
ing Organizations of the Treadway Commission (COSO) Inter-
nal Control-Integrated Framework and other consulting ser-
vices related to Bank financed projects. E&Y also provides audit
services to trust funds administered by the Bank and to the
Bank’s staff retirement plans. Contracted fees expected to be
paid for services related to the 2004 audits of such trust funds
and plans amount to $366,000.

External Auditors’ Independence: The Audit Committee is
responsible for, among other matters, assisting the Board of Ex-
ecutive Directors in overseeing the external audit function, in-
cluding ensuring external auditors’ independence. In this re-
gard, the Committee is guided by the following key principles:

The work plan of the external auditors, including audit
and audit-related services, must be approved by the
Board of Executive Directors, based on the recommen-
dation of the Audit Committee.

Any other services to be performed by the external audi-
tors on an exceptional basis may be hired by management
following criteria established by the Audit Committee.
The external auditors’ engagement and review partners
must rotate, on a staggered basis, at least every five years.
The performance of the external auditors is evaluated
annually.

The external auditors’ independence must be con-
firmed annually by the Audit Committee.

The external auditors have full access to the Audit
Committee and the Board of Executive Directors.
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CAPITAL

REPORT OF INDEPENDENT AUDITORS

Board of Governors
Inter-American Development Bank

We have audited the accompanying balance sheet of the Inter-American Development Bank (Bank)—Ordinary Capital as of Decem-
ber 31, 2004 and 2003, and the related statements of income and general reserve, comprehensive income, and cash flows for each of
the three years in the period ended December 31, 2004. These financial statements are the responsibility of the Bank’s management.
Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstate-
ment. An audit includes consideration of internal control over financial reporting as a basis for designing audit procedures that are ap-
propriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Bank’s internal control over
financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of the Inter-
American Development Bank—Ordinary Capital as of December 31,2004 and 2003, and the results of its operations and its cash flows
for each of the three years in the period ended December 31, 2004, in conformity with accounting principles generally accepted in the

United States.
{cc»vmt v MLL?

Washington, D.C.
February 15, 2005
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ORDINARY CAPITAL
INTER-AMERICAN DEVELOPMENT BANK

BALANCE SHEET

Expressed in millions of United States dollars

December 31,

2004

ASSETS
Cash and investments
Cash oo $ 210
Investments
Trading ..ot 9,162
Held-to-maturity ....... ..t 3,809
Loansoutstanding .............. .. ... .. ... ... 49,842
Allowance forloan 10sses . .. ..o e i (199)
Accrued interest and other charges
On investments .. ......ouuueetne ittt iieiie i e 84
ONoans ...ttt 621
On SWapS, et ..ottt 170
Receivable from members
Capital subscriptions ..ot —
Non-negotiable, non-interest-bearing demand obligations . . . . . 393
Amounts required to maintain value of currency holdings . . ... 64
Currency and interest rate swaps on borrowings ..........
Other assets
Property,net ... ... 318
Unamortized borrowing costs ...........covuueevnueeennn.. 246
Miscellaneous . ...ttt s 260
Totalassets ............iiiiiiii i
LIABILITIES AND EQUITY
Liabilities
Borrowings
ShOrt-term ...ttt e $ 308
Medium- and long-term ............ ... ... 46,505
Currency and interest rate swaps
Investments—trading ............ ... . oo i 115
L0ans .o e 33
BOrrowings . ...ttt e 697
Payable for investment securities purchased .................
Amounts payable to maintain value of currency holdings .....
Accrued interest on borrowings ........... ...
Accounts payable and accrued expenses ....................
Total liabilities .......... ... ... ..l
Equity
Capital stock
Subscribed 8,368,379 shares ................ciiiiiiin.. 100,951
Less callable portion ...........cooviiiiiiniennnn.. (96,611)
Paid-in capital stock .. ... .. oo o 4,340
General T€Serve . ...ttt e 10,772
Special TeServe . . ..ottt 2,665
Accumulated other comprehensive income . ................. 734

Total liabilitiesand equity ............................

$ 347
11,372
$13,181 3,607 $15,326
50,655
49,643 (183) 50,472
109
602
875 188 899
2
423
457 68 493
2,366 1,680
294
243
824 262 799
$67,346 $69,669
$ 1,569
$46,813 48,720 $50,289
306
47
845 666 1,019
20 165
362 199
683 719
112 166
48,835 52,557
100,951
(96,611)
4,340
9,623
2,665
18,511 484 17,112
$67,346 $69,669

The accompanying notes are an integral part of these financial statements.
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INTER-AMERICAN DEVELOPMENT BANK
STATEMENT OF INCOME AND GENERAL RESERVE
Expressed in millions of United States dollars
Years ended December 31,
2004 2003 2002
Income
Loans
TOEETESE .« o e ettt e e e e e e e e e e $ 2,446 $ 2,602 $2,616
Credit COMMIUISSIONS & . v vttt ettt ettt ettt e ettt e 32 60 —
Supervision and inspection and other fees .......... ... ... ... .. o i 20 49 23
2,498 2,711 2,639
INVESTMENtS . .. oot 288 298 319
Other .o 11 19 27
TOtal INCOMIE . . v o vt e et e e e e e e e e e e e e e e e e 2,797 3,028 2,985
EXpenses
Borrowing expenses
Interest, after SWaPS . .. ...ttt ettt 1,526 1,577 1,801
Amortization of DOIrOWING COSES .« ... v vttt 46 50 38
Debt repurchase COStS . ... ..vtnute it e — 9 3
1,572 1,636 1,842
Provision (credit) for loan and guarantee losses .. .........c.oeeiiiiiii ... 21 (1,370) 100
AdmInistrative €XPEeNSES . .. v vttt ettt et e e e e e e 342 328 316
TOtal EXPEIISES - .« e v vt ettt ettt e e e e e e e 1,935 594 2,258
Income before SFAS 133 and currency transaction adjustments ................. 862 2,434 727
Effects of SFAS 133 and currency transaction adjustments ...................... 314 (1) (19)
Nt INCOME ... e e 1,176 2,433 708
Allocation to the Fund for Special Operations ................ccciiiiiiiieoo... (27) (27) (27)
Addition to general reserve fortheyear ............ ... ... ... .. . ... 1,149 2,406 681
General reserve, beginningofyear .......... ... .. ... .. ... .. 9,623 7,217 6,536
General reserve, end Of Year .. ... ...ttt $10,772 $9,623 $7,217
STATEMENT OF COMPREHENSIVE INCOME
Expressed in millionss of United States dollars
Years ended December 31,
2004 2003 2002
Net INCOME ... .. $ 1,176 $2,433 $ 708
Other comprehensive income
Translation adjustments . ............ooeoiinnt ettt e 239 449 373
Reclassification to income—cash flow hedges ............. ... .. ... ... .. 11 — —
Net loss on cash flow hedges under SFAS 133 . ... ..., — (11) (39)
Total other comprehensive income ...........coo i 250 438 334
COMPrenensive INCOME . ... ... . ittt ittt ettt $ 1,426 $2,871 $1,042

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

STATEMENT OF CASH FLOWS

Expressed in millions of United States dollars

Years ended December 31,

2004 2003 2002
Cash flows from lending and investing activities
Lending:
Loan disbursements (net of participations) ...............oeiuieiiineennneann. $(3,768) $(8,416) $(5,522)
Loan collections (net of participations) ...............eeeeemmnnirieeeenennnn. 5,199 7,279 4,106
Net cash provided by (used in) lending activities .......... ... ..o 1,431 (1,137) (1,416)
Net decrease (increase) in trading investments . . ...........o.uueeeeeennnnnnnee... 2,076 470 (2,483)
Gross purchases of held-to-maturity investments ................ ... . oo, (4,448) (1,291) (3,112)
Gross proceeds from maturities of held-to-maturity investments ................... 4,420 1,582 3,056
Purchase of Property ... ...c..ue oot (34) (24) (25)
Miscellaneous assets and liabilities . .......... ...t 17 (5) (21)
Net cash provided by (used in) lending and investing activities ..................... 3,462 (405) (4,001)
Cash flows from financing activities
Medium- and long-term borrowings:
GIOSS PrOCEEAS . .. vve et ettt e ettt e e e e e e e e 4,519 7,295 8,575
REPAYITIENES v et vt ettt e et e e ettt et e e et e et e e e e (7,798) (8,938) (6,059)
Short-term borrowings:
GIOSS PrOCEEAS . .. wvet ettt ettt ettt e 6,059 4,623 898
REPAYIMENTS ..t e ettt ettt ettt et et e e et e e e e (7,325) (3,795) (656)
Collections of receivables from members ..........ccoiiiiinineeeiiiiiiiinan. 35 82 84
Net cash (used in) provided by financing activities ................covieeiineo... (4,510) (733) 2,842
Cash flows from operating activities
Loan income cOlleCtionS . ... ov vttt e e e e e 2,426 2,876 2,785
Interest and other costs of borrowings, after swaps .............. ... ..o i (1,412) (1,568) (1,709)
Income from INVEStMENTS ... ...\ttt ettt ettt iie e iiee e iieeeaans 273 296 309
Other INCOME . .. v ottt et e 10 10 15
AdmInistrative XPEIISES . ... vv vttt ettt e (352) (320) (326)
Net cash provided by operating activities ............ccooiiiueeiiiiiieee... 945 1,294 1,074
Cash allocation to the Fund for Special Operations ............................. (27) (27) (27)
Effect of exchange rate fluctuationsoncash ................................... (7) 12 51
Net (decrease) increaseincash ......... ... .. ... . i, (137) 141 (61)
Cash, beginning of year ......... ... .. .. i 347 206 267
Cash, end of year . ...... ... i $ 210 $ 347 $ 206

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

NOTES TO FINANCIAL STATEMENTS

Note A — Origin

The Inter-American Development Bank (Bank) is an interna-
tional organization which was established in December 1959. Its
purpose is to promote the economic and social development of
Latin America and the Caribbean, primarily by providing loans
and related technical assistance for specific projects and for pro-
grams of economic reform. The primary activities of the Bank
are conducted through the Ordinary Capital, which is supple-
mented by the Fund for Special Operations (FSO) and the In-
termediate Financing Facility Account (IFF). The FSO was es-
tablished to make loans on highly concessional terms in the less
developed member countries of the Bank. The IFF’s purpose is
to subsidize part of the interest payments for which certain bor-
rowers are liable on loans from the Ordinary Capital.

Note B — Summary of Significant Accounting Policies

The financial statements are prepared in conformity with
United States generally accepted accounting principles. The
preparation of such financial statements requires management
to make estimates and assumptions that affect the reported
amounts of assets and liabilities, the disclosure of contingent as-
sets and liabilities at the date of the financial statements, and the
reported amounts of revenues and expenses during the report-
ing period. Actual results could differ from these estimates.

New accounting pronouncements

In May 2004, the Financial Accounting Standards Board (FASB)
issued FASB Staff Position (FSP) 106-2 “Accounting and Disclo-
sure Requirements Related to the Medicare Prescription Drug,
Improvement and Modernization Act of 2003” which super-
sedes FSP 106-1. This FSP provides guidance on the accounting
for the effects of the Medicare Prescription Drug, Improvement
and Modernization Act of 2003 (the Act) for employers that
sponsor postretirement health care plans that provide prescrip-
tion drug benefits, and requires those employers to provide cer-
tain disclosures regarding the effect of the federal subsidy pro-
vided by the Act. Management has determined that the
provisions of the Act do not affect the Bank’s Postretirement
Benefit Plan.

Translation of currencies

The financial statements are expressed in United States dollars;
however, the Bank conducts its operations in the currencies of
all of its members, which are considered functional currencies,
to the extent that they are used in those currencies’ operations.
The Ordinary Capital resources are derived from capital stock,
borrowings and accumulated earnings in those various curren-
cies. Assets and liabilities in functional currencies are translated
into United States dollars at market exchange rates prevailing at

the Balance Sheet dates. Exchange rate fluctuations do not have
any effect on the United States dollar equivalent of currencies
from paid-in capital stock because of the maintenance of value
provisions described below. Net adjustments resulting from the
translation of functional currencies derived from borrowings
are charged or credited to Translation adjustments', and are
presented as a separate component of Other comprehensive in-
come in the Statement of Comprehensive Income. Borrowings
in non-functional currencies are translated with the gain or loss
recorded in Effects of SFAS 133 and currency transaction ad-
justments on the Statement of Income and General Reserve. In-
come and expenses are translated at market exchange rates pre-
vailing during each month.

Valuation of capital stock

The Agreement Establishing the Inter-American Development
Bank (Agreement) provides that capital stock be expressed in
terms of the United States dollar of the weight and fineness in
effect on January 1, 1959. The Second Amendment to the Arti-
cles of Agreement of the International Monetary Fund elimi-
nated par values of currencies in terms of gold effective April 1,
1978. Consequently, the General Counsel of the Bank rendered
an opinion that the Special Drawing Right (SDR) became the
successor to the 1959 United States dollar as the standard of
value for the Bank’s capital stock, and for maintaining the value
of its currency holdings. The SDR has a value equal to the sum
of the values of specific amounts of stated currencies, including
the United States dollar. Pending a decision by the Bank’s gov-
erning boards and as suggested in the General Counsel’s opin-
ion, the Bank is continuing its practice of using as the basis of
valuation the 1959 United States dollar, as valued in terms of
United States dollars at July 1, 1974, whose value is equal to ap-
proximately 1.2063 of the then current United States dollars.

Maintenance of value (MOV)

In accordance with the Agreement, each member is required to
maintain the value of its currency held in the Ordinary Capital,
except for currency derived from borrowings. Likewise, the
Bank is required to return to a member an amount of its cur-
rency equal to any significant increase in value of such mem-
ber’s currency so held, except for currency derived from bor-
rowings. The standard of value for these purposes is the United
States dollar of the weight and fineness in effect on January 1,
1959.

IReferences to captions in the financial statements are identified by the
name of the caption beginning with a capital letter every time they ap-
pear in the notes to the financial statements.
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The amount related to MOV on non-borrowing member
countries currency holdings is presented as an asset or liability
on the Balance Sheet, included in Amounts required/payable to
maintain value of currency holdings.

General and special reserves

In accordance with resolutions of the Board of Governors, net
income is generally added to the general reserve to provide for
possible annual excess of expenses over income.

The special reserve consists of loan commissions set aside
from the Bank’s inception to 1998 pursuant to the Agreement,
which are held in investments. These investments may be used
only for the purpose of meeting liabilities on borrowings and
guarantees in the event of defaults on loans made, participated
in, or guaranteed with resources of the Ordinary Capital.

Investments

Investment securities are classified based on management’s in-
tention on the date of purchase, and are recorded using trade-
date accounting. Securities which management has the intent
and ability to hold until maturity are included in the held-to-
maturity portfolio and reported at amortized cost. All other se-
curities are held in a trading portfolio. Securities and related
derivative instruments (mostly currency and interest rate
swaps) held in the trading portfolio are carried and reported
at fair value, with changes in fair value included in Income
from investments on the Statement of Income and General
Reserve.

Loans
The Bank makes loans to its developing member countries,
agencies or political subdivisions of such members and to pri-
vate enterprises carrying out projects in their territories. In the
case of loans to borrowers other than national governments,
central banks or other governmental or inter-governmental en-
tities, the Bank follows the general policy of requiring a guaran-
tee engaging the full faith and credit of the government. Up to
10% of the outstanding loans and guarantees, not including
emergency lending, may be made directly to private sector enti-
ties without a sovereign guarantee on the basis of market based
pricing (Private Sector Program). These financings are subject
to a number of restrictions, including a ceiling on financing of
the lesser of 25% (for certain countries, 40%) of the total costs
of an individual project or $75 million. There is also a ceiling on
partial risk guarantees of the lesser of 50% of the total costs of
an individual project or $150 million.

Loans representing approximately 42% of the outstand-
ing balances have repayment obligations in various currencies
determined on the basis of a currency pooling system (CPS).

The principal amount of CPS loans is repayable, in aggregate, in
the currencies lent. Single currency loans are repayable in the
specific currencies disbursed.

Incremental direct costs associated with originating loans
are expensed as incurred as such amounts are considered im-
material to the financial results. Front-end fees on emergency
loans are deferred and amortized over the first four years of the
loan on a straight-line basis, which approximates the effective
interest method.

It is the policy of the Bank to place on nonaccrual status
all loans made to, or guaranteed by, a member of the Bank if
principal, interest or other charges with respect to any such loan
are overdue by more than 180 days. In addition, if loans made
to a member country with resources of the FSO or of any other
fund owned or administered by the Bank are placed on nonac-
crual status, all Ordinary Capital loans made to, or guaranteed
by, that member government will also be placed on nonaccrual
status. On the date a member’s loans are placed on nonaccrual
status, unpaid interest and other charges accrued on loans out-
standing to the member are deducted from the income of the
current period. Interest and other charges on nonaccruing loans
are included in income only to the extent that payments have
actually been received by the Bank. On the date a member pays
in full all overdue amounts, the member’s loans emerge from
nonaccrual status, its eligibility for new loans is restored and all
overdue charges (including those from prior years) are recog-
nized as income from loans in the current period.

For Private Sector Program loans, it is the policy of the
Bank to place on nonaccrual status loans made to a borrower
when interest or other charges are past due by more than 90
days, or earlier when management has doubts about the future
collectibility of principal or interest. Income is recorded there-
after on a cash-basis method, or a combination of cash-basis
and cost-recovery methods, until loan service is current and
management’s doubts about future collectibility cease to exist. If
the collectibility risk is considered to be particularly high at the
time of arrears clearance, the borrower’s loans will not auto-
matically emerge from nonaccrual status.

The Bank does not reschedule sovereign-guaranteed loans
and has not written off any such Ordinary Capital loans. The
Bank reviews the collectibility of loans and guarantees on a con-
tinuous basis, and records, as an expense, provisions for loan and
guarantee losses in accordance with its determination of the col-
lectibility risk of the total loan and guarantees portfolio.
Such reviews consider the probabilities of default associated
with the external credit ratings of each individual borrower, ad-
justed to reflect the probability of default to the Bank, as well as
the potential for loss arising from delay in the scheduled loan re-
payments.
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The Bank considers a Private Sector Program loan as im-
paired when, based on current information and events, it is
probable that the Bank will be unable to collect all amounts due
according to the loan’s original contractual terms. Specific al-
lowance for losses on impaired loans are set aside based on
management’s judgment of the present value of expected future
cash flows discounted at the loan’s effective interest rate or
based on the fair value of the collateral. Income on impaired
loans is generally recognized following a combination of cash-
basis and cost-recovery methods.

Guarantees

The Bank may make partial guarantees without a sovereign
counter-guarantee under the 10% limit for the Private Sector
Program operations mentioned above or for public sector op-
erations with a member sovereign counter-guarantee. To date,
the Bank has issued, under its Private Sector Program, partial
guarantees designed to encourage private sector investments
and local capital market development. The partial risk guaran-
tees and partial credit guarantees are provided mostly for in-
frastructure projects and may be offered on a stand-alone basis
or in conjunction with a loan. Partial risk guarantees cover spe-
cific risk events related to non-commercial factors such as cur-
rency convertibility, transferability of currencies outside the
host country, and government non-performance. Partial credit
guarantees cover payment risks for selected project borrowings
or debt issuances. The terms of all guarantees are specifically
set in each guarantee agreement and are primarily tied to a
project or the terms of debt issuances. On a case-by-case basis,
depending upon the risks covered and the nature of each indi-
vidual project, the Bank may reinsure certain guarantees to re-
duce its exposure. Guarantee fees, net of reinsurance premi-
ums, are charged and recognized as income over the term of
the guarantee.

Guarantees are regarded as outstanding when the bor-
rower incurs the underlying financial obligation and are called
when a guaranteed party demands payment under the guaran-
tee. The outstanding amount represents the maximum potential
risk if the payments guaranteed for these entities are not made.
Guarantee exposure is measured as the future guaranteed cash
flows, net of reinsurance, when applicable, discounted to the
current period.

Receivable from members

Receivable from members includes non-negotiable, non-
interest-bearing demand obligations that have been accepted in
lieu of the immediate payment of all or any part of a member’s
subscribed paid-in capital stock and MOV obligations.

Property

Property is recorded at cost. Major improvements are capital-
ized while routine replacements, maintenance and repairs are
charged to expense. Depreciation is computed on the straight-
line method over estimated useful lives (30 to 40 years for build-
ings, 10 years for building improvements and capitalized soft-
ware, and 5 to 15 years for equipment).

Borrowings

To ensure funds are available for its lending and liquidity opera-
tions, the Bank borrows in the international capital markets, offer-
ing its debt securities to private and public investors. The Bank is-
sues debt securities denominated in various currencies and with
various maturities, formats, and structures. The Bank also issues
short-term discount notes for liquidity management purposes.
Borrowings are carried on the Balance Sheet at their par value
(face value), adjusted for changes in fair value attributable to the
hedged risk (when part of a hedging relationship and designated
as a hedge under SFAS 133 (basis adjustment)) and for any un-
amortized premiums or discounts. Adjustments to the basis of
hedged borrowings, if any, are recorded in Effects of SFAS 133 and
currency transaction adjustments on the Statement of Income
and General Reserve. The Bank starts amortizing basis adjust-
ments when the related hedge is terminated. The amortization of
basis adjustments and premiums or discounts is calculated follow-
ing a methodology that approximates the effective interest
method, and is included in Effects of SFAS 133 and currency
transaction adjustments and in Interest under Borrowing ex-
penses, respectively, on the Statement of Income and General
Reserve. Borrowing costs associated with a bond offering are de-
ferred and amortized on a straight-line basis (which approximates
the effective interest method) over the life of the respective debt
security. The unamortized balance of the borrowing costs is pre-
sented separately under Other assets on the Balance Sheet, and the
amortization is presented as a separate element under Borrowing
expenses on the Statement of Income and General Reserve.

Derivatives
As part of its asset and liability management, the Bank uses de-
rivatives, mostly currency and interest rate swaps, in its invest-
ment, loan and borrowing operations. These derivatives modify
the interest rate and/or currency characteristics of the respective
operation to produce the desired interest and/or currency type.
The Bank complies with the derivative accounting re-
quirements of SFAS No. 133, “Accounting for Derivative In-
struments and Hedging Activities” as amended (hereinafter
referred to as SFAS 133). Following SFAS 133, all derivatives are
recognized in the Balance Sheet at their fair value and are clas-
sified as either assets or liabilities, depending on the nature
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(debit or credit) of their net fair value amount. Up to Decem-
ber 31, 2003, the Bank designated derivatives as hedges of the
fair value of recognized assets or liabilities or of unrecognized
firm commitments (fair value hedges), hedges of the variability
of cash flows to be received or paid on recognized assets or lia-
bilities (cash flow hedges), or as held in the trading portfolio
(investment derivatives). Changes in the fair value of deriva-
tives that were highly effective, and that were designated and
qualified as fair value hedges, along with the gain or loss on the
hedged asset or liability attributable to the hedged risk (includ-
ing gains or losses on firm commitments) were recorded in Ef-
fects of SFAS 133 and currency transaction adjustments on the
Statement of Income and General Reserve. The effective por-
tion of the changes in fair value of derivatives that were highly
effective and that were designated and qualified as cash flow
hedges were recorded in Other comprehensive income, until
earnings were affected by the variability of cash flows. The in-
effective portion was recorded in Effects of SFAS 133 and cur-
rency transaction adjustments. Changes in the fair value of in-
vestment derivatives are recorded in Income from investments.
The interest component of derivatives is recorded, over the life
of the derivative contract, as an adjustment to investment in-
come, loan income, or borrowing expense, as applicable, on the
Statement of Income and General Reserve.

Effective January 1, 2004, the Bank discontinued hedge
accounting for all its SFAS 133 hedging relationships (see Note
H). While the Bank continues to measure all derivatives at fair
value, changes in fair value of borrowing and lending deriva-
tives are now recognized in Effects of SFAS 133 and currency
transaction adjustments without an offset for gains or losses on
hedged assets or liabilities.

The Bank occasionally issues debt securities that contain
an embedded derivative. The Bank assesses whether the eco-
nomic characteristics of the embedded derivative are clearly and
closely related to the economic characteristics of the debt secu-
rity, that is, the host contract, excluding the embedded deriva-
tive features. If the embedded derivative possesses economic
characteristics that are not clearly and closely related to the eco-
nomic characteristics of the host contract, not already marked
to market through earnings, and would separately meet the def-
inition of a derivative, then the embedded derivative is sepa-
rated from the host contract and carried at fair value.

Administrative expenses

Substantially all administrative expenses of the Bank, including
depreciation, are allocated between the Ordinary Capital and
the FSO, pursuant to an allocation method approved by the
Board of Executive Directors. Following this allocation method,
during 2004, the effective ratio of administrative expenses

charged to the Ordinary Capital was 84.4% and 15.6% to the
FSO (2003—84.6% and 15.4%; 2002—83.6% and 16.4%).

Taxes

The Bank, its property, other assets, income and the operations
and transactions it carries out pursuant to the Agreement are
immune from all taxation and from all customs duties in its
member countries.

Note C — Restricted Currencies

At December 31, 2004, Cash includes $143 million (2003—$125
million) in currencies of regional borrowing members. These
amounts may be used by the Bank in Ordinary Capital lending
operations and for administrative expenses. The amount of $24
million (2003—$23 million) has been restricted by one mem-
ber, in accordance with the provisions of the Agreement, to be
used for making payments for goods and services produced in
its territory.

Note D — Investments

As part of its overall portfolio management strategy, the Bank
invests in government, agency, corporate and bank obligations,
including time deposits, asset- and mortgage-backed securities,
and related financial derivative instruments, primarily currency
and interest rate swaps.

For government and agency obligations, including secu-
rities issued by an instrumentality of a government or any other
official entity, the Bank’s policy is to invest only in obligations
issued or unconditionally guaranteed by governments of certain
countries with a minimum credit quality equivalent to a AA-
rating (asset- and mortgage-backed securities require a credit
quality equivalent to a AAA rating); however, if such obligations
are issued in the currency of a member country, no credit rating
is required. Obligations issued by multilateral organizations re-
quire a credit quality equivalent to a AAA rating. In addition,
the Bank invests in bank obligations issued or guaranteed by an
entity with senior debt securities rating of at least A+, and in
corporate and asset- and mortgage-backed securities with credit
quality equivalent to a AAA rating. The Bank also invests in
short-term asset-backed securities and short-term asset-backed
commercial paper carrying only the highest short-term credit
ratings.

A summary of the trading portfolio instruments at De-
cember 31, 2004 and 2003 is shown in the Summary Statement
of Trading Investments and Swaps in Appendix I-1. In addition,
a summary of the held-to-maturity portfolio and the portfolio’s
maturity structure at December 31, 2004 and 2003 are shown in
the Summary Statement of Held-to-Maturity Investments in
Appendix I-2.
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Net unrealized gains (losses) on trading portfolio instru-
ments, held at December 31, 2004, of $(1) million (2003—
$5 million; 2002—3$(3) million) were included in Income from
investments.

Note E — Loans and Guarantees Outstanding

Approved loans are disbursed to borrowers in accordance with
the requirements of the project being financed; however, dis-
bursements do not begin until the borrower and guarantor, if
any, take certain actions and furnish certain documents to the
Bank. Of the undisbursed loan balances, the Bank has entered
into irrevocable commitments to disburse approximately $17
million at December 31, 2004.

The loan portfolio includes single currency pool loans
(Single Currency Facility (SCF) and U.S. Dollar Window Pro-
gram) and multicurrency pool loans (CPS loans) with sovereign
guarantee, and single currency loans with sovereign guarantee
(Emergency Lending Facility) and without sovereign guarantee
(Private Sector Program loans).

SCF loans are denominated in one of four currencies:
United States dollars, euro, Japanese yen and Swiss francs, or in
a combination of such currencies, at the option of the borrower.
The interest rate on SCF loans for which a LIBOR-based pric-
ing alternative is not selected resets semi-annually, based on the
effective cost during the previous six months of each of the
single-currency pools of borrowings allocated to fund such
loans, plus the Bank’s spread. The interest rate on LIBOR-based
SCF loans resets quarterly, based on the currency-specific three-
month LIBOR plus a pool-based margin reflecting the Bank’s
sub-LIBOR funding cost and the risk mitigation cost, and the
Bank’s spread.

The Bank maintains a targeted currency composition in
its CPS of 50% United States dollars, 25% Japanese yen and
25% European currencies. The interest rate on CPS loans made
from January 1, 1983 to December 31, 1989 is fixed. The inter-
est rate on CPS loans made after that date is adjusted twice a
year based on the effective cost during the previous six months
of a pool of borrowings allocated to fund such loans, plus the
Bank’s spread. Since September 2003, CPS loans are no longer
available to borrowers.

Under the Emergency Lending Facility, funding is pro-
vided to address financial emergencies in the region for a revolv-
ing aggregate amount of up to $6 billion. Loans are denominated
in United States dollars, have a term not to exceed five years, and
principal repayments begin after three years. These loans carry a
six-month LIBOR interest rate plus a spread of 400 basis points.

Private Sector Program loans are denominated in United
States dollars and borrowers have the option of either a LIBOR-
based fixed or floating-rate loan. The interest rate on fixed-rate

loans is based on a LIBOR funding cost plus a credit spread. For
floating-rate loans, the interest rate resets every one, three or
six months based on a LIBOR rate plus a credit spread. The
credit spreads and fees on these loans are set on a case-by-case
basis.

A summary statement of loans outstanding by country is
presented in Appendix I-3 and a summary of the outstanding
loans by currency and product type and their maturity structure
at December 31, 2004 and 2003 is shown in Appendix I-4.

Inter-American Investment Corporation (IIC)

The Bank has approved a loan to the IIC (a separate interna-
tional organization whose 42 member countries are also mem-
bers of the Bank) in the amount of $300 million. Disbursements
under this loan are to be made in United States dollars and carry
a LIBOR-based interest rate. There were no amounts outstand-
ing as of December 31, 2004 and 2003.

Loan participations and guarantees

Under the loan contracts with its borrowers, the Bank has the
right to sell loan participations to commercial banks or other fi-
nancial institutions, while reserving to itself the administration
of the loans. As of December 31, 2004, there were $1,947 million
(2003—$2,098 million) in outstanding participations in Private
Sector Program loans not included in the Balance Sheet.

As of December 31, 2004, the Bank had approved, net of
cancellations and expirations, guarantees without sovereign
counter-guarantees in the amount of $745 million (2003—
$596 million) of which $331 million (2003—$342 million) was
outstanding and subject to call. Outstanding guarantees have a
remaining maturity ranging from 1 to 20 years. As of Decem-
ber 31, 2004, no guarantees provided by the Bank have been
called.

During 2004, the Bank approved a Trade Finance Facili-
tation Program for up to $400 million in partial credit guaran-
tees to local banks on short-term trade-related transactions. As
of December 31, 2004, no guarantees had been issued under this
program.

IFF subsidy

The IFF was established in 1983 by the Board of Governors of
the Bank for the purpose of subsidizing part of the interest pay-
ments for which certain borrowers are liable on loans from the
resources of the Ordinary Capital. In addition, under the En-
hanced Heavily Indebted Poor Countries (HIPC) Initiative,
which is a concerted international initiative for addressing the
debt problems of a group of countries identified as heavily in-
debted poor countries in which the Bank participates, the IFF
subsidizes 100% of certain principal and interest payments on
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Ordinary Capital loans. During 2004, the IFF paid $50 million
(2003—$63 million; 2002—$69 million) of interest and $8 mil-
lion (2003—$10 million; 2002—$10 million) of principal on
behalf of the borrowers. The IFF is funded primarily from the
general reserve of the FSO.

Nonaccrual and impaired loans and allowance for loan losses
At December 31, 2004, all loans were performing except for
certain Private Sector Program loans, which were classified as
impaired and were in nonaccrual status. The recorded invest-
ment in impaired loans at December 31, 2004 was $216 million
(2003— $237 million). The average recorded investment in im-
paired loans during 2004 was $246 million (2003—$302 mil-
lion). During 2004, income recognized on loans while impaired
was $12 million (2003—$5 million; 2002—$7 million). Income
that would have been recognized on a cash basis for the period
of impairment was $23 million in 2004 (2003—$11 million;
2002—$14 million). All impaired loans have specific allowances
for loan losses amounting to $83 million at December 31, 2004
(2003—3$70 million).

The changes in the allowance for loan losses for the
years ended December 31, 2004 and 2003 were as follows (in

millions):

2004 2003
Beginning balance ........... ... ... .. ... $183 $ 1,561
Provision (credit) for loan losses ............ 21 (1,370)
Write-offs—Private Sector Program ......... (5) (61)
Translation adjustments ................... — 53
Endingbalance ............. ... .. ... $199  $§ 183

As a result of changes in management’s assessment of the
risk of loan and guarantees losses, the allowance for loan losses
at December 31, 2003 was reduced by $1,370 million. This
amount was credited to the Provision (credit) for loan and
guarantee losses.

Note F — Property
As of December 31, 2004 and 2003, Property, net consists of the
following (in millions):

2004 2003
Land, buildings, improvements, capitalized
software and equipment, at cost . ........ $ 544 $ 510
Less: accumulated depreciation ........... (226) (216)
$ 318 $ 294

Note G — Borrowings

The objective of the Bank’s borrowing policy is to secure long
term capital market access, volume, and cost effectiveness.
Medium- and long-term borrowings at December 31, 2004 con-
sist of loans, notes and bonds issued in various currencies at
contracted interest rates ranging from 0.00% to 14.00%, before
swaps, and from (0.53%) (equivalent to JPY-LIBOR less 58 basis
points) to 12.25%, after swaps, with various maturity dates
through 2027. A summary of the medium- and long-term bor-
rowing portfolio and its maturity structure at December 31,
2004 and 2003 is shown in Appendix I-5.

The Bank has short-term borrowing facilities that consist
of a discount notes program and uncommitted borrowing lines
from various commercial banks. Discount notes are issued in
amounts not less than $100,000, with maturities of up to 360
days.

Borrowing expenses have been reduced by the income
from swap transactions amounting to $869 million during 2004
(2003—$1,003 million; 2002—$805 million).

Note H — Derivatives and Hedging Activities

Risk management strategy 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 its interrelated set of financial policies and guide-
lines, and utilizing appropriate financial instruments and orga-
nizational structures. Financial derivative instruments are an
important component of the set of financial instruments used
by the Bank to enhance its financial efficiency while achieving its
risk management objectives. Financial derivative instruments,
mostly currency and interest rate swaps, are used primarily for
hedging purposes as part of the Bank’s asset and liability man-
agement. Consequently, through December 31, 2003, whenever
the Bank entered into a derivative contract, it identified the spe-
cific hedged relationship and designated, documented and eval-
uated the hedge transaction in accordance with SFAS 133.

The majority of the current borrowing operations in-
clude swaps to hedge a specific underlying liability, producing
the funding required (i.e., the appropriate currency and rate
type). The Bank also uses interest rate swaps to hedge private
sector fixed-rate loans and investment swaps that hedge a par-
ticular underlying investment security and produce the appro-
priate vehicle in which to invest existing cash. In addition, the
Bank enters into interest rate caps to protect against sudden in-
terest rate increases on floating rate borrowings funding its
LIBOR-based SCF loans. Investment swaps are held in the trad-
ing portfolio, carried and reported at fair value. Up to Decem-
ber 31, 2003, the Bank followed hedge accounting under SFAS
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133 for all currency and interest rate swaps, except for a small
number of basis swaps and the investment swaps.

Discontinuation of hedge accounting

Effective January 1, 2004, the Bank discontinued the use of
hedge accounting and de-designated all hedging relation-
ships established under SFAS 133. Upon discontinuance of
hedge accounting, derivatives designated in fair value hedges
continued to be carried on the Balance Sheet at fair value. As-
sets or liabilities previously designated as hedged items in fair
value hedges are no longer adjusted for changes in fair value,
and the related basis adjustment is amortized over the remain-
ing life of the respective asset or liability. Similarly, derivatives
designated in cash flow hedges continued to be carried on the
Balance Sheet at fair value, and gains and losses that were ac-
cumulated in Other comprehensive income are reclassified to
earnings in the period in which the hedged transaction affects
earnings.

Hedge Accounting

Up to December 31, 2003, the Bank formally documented all re-
lationships between hedging instruments and hedged items, as
well as its risk-management objective and strategy for under-
taking various hedge transactions. This process included linking
all derivatives that were designated as fair value or cash flow
hedges to specific assets and liabilities on the Balance Sheet or to
specific firm commitments. The Bank formally assessed, both at
the hedge’s inception and on an ongoing basis, whether the de-
rivatives that were used in hedging transactions were highly ef-
fective in offsetting changes in fair values or cash flows of
hedged items and whether they were expected to continue to be
highly effective in the future.

Hedge accounting was followed, as described below:

Fair value hedges

To hedge the change in fair value of fixed-rate debt resulting
from changes in the benchmark interest rates and exchange
rates, while obtaining the currencies and interest rate types re-
quired, the Bank enters into currency and/or interest rate swap
agreements. In aligning its private sector loans with the funding
obtained for such loans, the Bank also enters into interest rate
swap agreements to hedge the changes in fair value of fixed-rate
loans and loan commitments resulting from changes in the
benchmark interest rate. During 2003, the Bank recognized a
net loss of $7 million (2002—$10 million) (included in Effects
of SFAS 133 and currency transaction adjustments), which rep-
resented the ineffective portion of all its fair value accounting
hedges.

Cash flow hedges

The Bank enters into currency swap agreements to convert debt
into the currencies required while hedging foreign currency
fixed-rate medium- and long-term debt against the variability
of cash flows resulting from changes in exchange rates. The in-
effectiveness of cash flow hedges for the years ended December 31,
2003, and 2002 was not significant. The estimated amount, in-
cluded in Accumulated other comprehensive income as of De-
cember 31,2004, expected to be reclassified into earnings within
the next 12 months to offset the variability of cash flows during
this period is not significant.

Effects of SFAS 133 and currency transaction adjustments

Effects of SFAS 133 and currency transaction adjustments on
the Statement of Income and General Reserve for the year
ended December 31, 2004 comprise the following (in millions):

Change in fair value of derivative instruments:

Currency transaction gains on borrowing swaps........ $ (630)

Change due to interest rate movements ............... (48)
Total change in fair value of derivatives ................. (678)
Currency transaction losses on borrowings .............. 603
Amortization of borrowing basis adjustments . ........... (250)
Reclassification to income—cash flow hedges ............ 11

Total oo $ (314)

The Bank’s borrowings in non-functional currencies are
fully swapped to functional currencies, thus protecting the Bank
against fluctuations in exchange rates. Currency transaction
gains on borrowing swaps amounting to $630 million in 2004
offset currency transaction losses on borrowings of $603 million.

Note I — Commercial Credit Risk
Commercial credit risk is the potential loss that could result
from either the default or the downgrade by a credit rating
agency of one of the Bank’s investment, trading or swap coun-
terparties. The main sources of commercial credit risk are the fi-
nancial instruments in which the Bank invests its liquidity. The
primary objective in the management of the liquid assets is the
maintenance of a conservative exposure to market, credit and
liquidity risks. Consequently, the Bank invests only in high qual-
ity debt instruments issued by sovereigns, agencies, banks and
corporate entities. In addition, the Bank limits its capital market
activities to authorized counterparties, issuers and dealers se-
lected on the basis of conservative risk management policies, and
establishes exposure and term limits for those counterparties, is-
suers and dealers based on their size and creditworthiness.

As part of its regular investment, funding and asset and
liability management activities, the Bank uses derivative instru-
ments, mostly currency and interest rate swaps, primarily for
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hedging purposes. The Bank has established exposure limits for
each swap counterparty and has entered into master swap
agreements that contain enforceable close-out netting provi-
sions. These agreements also provide for collateralization in the
event that the mark-to-market exposure exceeds certain con-
tractual limits. The Bank does not expect nonperformance by
any of its counterparties. As of December 31, 2004, the Bank
had received collateral of $1,015 million (2003—$415 million)
as required under its master swap agreements.

The derivative credit exposures shown below represent
the maximum potential loss, based on the gross fair value of the
financial instruments without consideration of close-out net-
ting provisions on master swap agreements, the Bank would
incur if the parties to the derivative financial instruments failed
completely to perform according to the terms of the contracts
and the collateral or other security, if any, for the amount due
proved to be of no value. As of December 31, 2004 and 2003,
such credit exposures, prior to consideration of any master swap
agreements or posted collateral, were as follows (in millions):

2004 2003
Investments — Trading Portfolio
Interest rate swaps .................. $ 2 $ 1
Borrowing Portfolio
CUrrency SWaps . ......ooeeeeinnnnn. 2,094 1,316
Interest rate swaps .................. 419 558

Note J — Capital Stock and Voting Power

Capital stock

Capital stock consists of “paid-in” and “callable” shares. The
subscribed “paid-in” capital stock has been paid in gold and/or
United States dollars and in the currency of the respective
member, which in some cases has been made freely convertible,
in accordance with the terms for the respective increase in cap-
ital. Non-negotiable, non-interest-bearing demand obligations
have been accepted in lieu of the immediate payment of all or
any part of the member’s subscribed “paid-in” capital stock. The
subscribed “callable” portion of capital may only be called when
required to meet obligations of the Bank created by borrowings
of funds for inclusion in the Ordinary Capital resources or
guarantees chargeable to such resources and is payable at the
option of the member either in gold, in United States dollars, in
the currency of the member country, or in the currency re-
quired to discharge the obligations of the Bank for the purpose
for which the call is made. For a Statement of Subscriptions to
Capital Stock at December 31, 2004 and 2003, see Appendix I-6.

The composition of the net receivable from members as
of December 31, 2004 and 2003 is as follows (in millions):

2004 2003
Regional developing members ............ $ 444 $ 459
United States . .........oovviiiiinnnn.. —
Canada ........cooiiiiiiiiii (66) (12)
Non-regional members .................. (283) (158)
Total ©vvvv $ 95 $ 294

These amounts are represented on the Balance Sheet as
follows (in millions):

2004 2003
Receivable from members ................ $ 457 m
Amounts payable to maintain value of
currency holdings .................... (362) ~(199)
Total ..o $ 95 $ 294
Voting power

Under the Agreement, each member country shall have 135
votes plus one vote for each share of the Bank held by that coun-
try. The Agreement, as amended by the Eighth General Increase
in the Resources of the Inter-American Development Bank, also
provides that no increase in the capital stock subscription of any
member shall have the effect of reducing the voting power of the
regional developing members below 50.005%, of the United
States below 30%, and of Canada below 4% of the total voting
power, leaving the voting power available for nonregional mem-
bers at up to 15.995%, including approximately 5% for Japan.

Total capital stock subscriptions and the voting power of
the member countries as of December 31, 2004 are shown in the
Statement of Subscriptions to Capital Stock and Voting Power in
Appendix I-7.

Recent Developments in Bank Membership

On November 17, 2004, the Board of Governors approved the
admission of the Republic of Korea to membership in the Bank.
The membership terms provide for subscription to eight shares
of paid-in capital and 176 shares of callable capital. These shares
represent a portion of the shares acquired by the Bank from the
settlement of accounts with Bosnia, which declined membership
accession to the shares of the former Socialist Federal Republic
of Yugoslavia. The Republic of Korea must undertake certain
future actions for the membership in the Bank to become
effective.
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Note K — Allocation of Net Income

The agreement for the Eighth General Increase in the Resources
of the Inter-American Development Bank provides for up to
$136 million of unallocated special contributions to the FSO to
be paid by contributions from members. As stated in the agree-
ment, any unpaid portion was to be paid by periodic transfers
from the net income of the Ordinary Capital, consistent with
prudent financial management, between January 1, 2000 and
December 31, 2004. As of December 31, 2004, no such contri-
butions had been paid by members. Accordingly, the Bank
transferred $27.2 million, representing one fifth of the unallo-
cated special contributions, from the net income of the Ordi-
nary Capital to the FSO in each of the years 2000 through 2004.
The 2004 transfer completes the $136 million of unallocated
special contributions to the FSO.

Note L — Accumulated Other Comprehensive Income
Other comprehensive income comprises the effects of SFAS 133
and currency translation adjustments. These items are pre-
sented on the Statement of Comprehensive Income.

The following is a summary of changes in Accumulated
other comprehensive income for the years ended December 31,
2004 and 2003 (in millions):

Translation
Adjustments

SFAS 133
Adjustments Total

General  Special
Reserve  Reserve

Balance at January 1,2003 ..... $308 $(247) $(15) $ 46
Translation adjustments . . ... 365 84 — 449
Net loss on cash flow hedges . . — — (11) (11)

Balance at December 31, 2003 .. 673 (163) (26) 484
Translation adjustments . . ... 206 33 — 239
Reclassification to income—

cash flow hedges ......... — — 11 11

Balance at December 31,2004 .. $879  $(130) $ (15) $734

Note M — Pension and Postretirement Benefit Plans

The Bank has two defined benefit retirement plans (Plans), the
Staff Retirement Plan (SRP) for the pension benefit of its inter-
national employees and the employees of the IIC, and the Local
Retirement Plan (LRP) for the pension benefit of local employ-
ees in the country offices. The Plans are funded by employee
and Bank contributions in accordance with the provisions of
the Plans. Any and all Bank contributions to the Plans are irrev-
ocable and are held separately in retirement funds solely for the
payment of benefits under the Plans.

The Bank also provides certain health care and other
benefits to retirees. All current staff of the Bank and the IIC who
contribute to the SRP and LRP while in active service and who
meet certain requirements are eligible for postretirement bene-

fits under the Postretirement Benefits Plan (PRBP). Retirees
contribute toward the Bank’s health care program based on an
established premium schedule. The Bank contributes the re-
mainder of the actuarially determined cost of future health and
other benefits. While all contributions and all other assets and
income of the PRBP remain the property of the Bank, they are
held and administered separately and apart from the other
property and assets of the Bank solely for the purpose of pay-
ment of benefits under the PRBP and are not included on the
Balance Sheet.

Obligations and funded status

The Bank uses a December 31 measurement date for the Plans
and the PRBP. The following table summarizes the change in
benefit obligation, change in plan assets, and funded status of
the Plans and the PRBP, and the amounts recognized on the Bal-
ance Sheet for the years ended December 31, 2004, 2003 and
2002 (in millions):

Postretirement
Pension Benefits Benefits

2004 2003 2002 2004 2003 2002

Change in benefit obligation
Benefit obligation,

beginning of year ........ $1,696  $1,595 $1,567 $703 $645 $624
Service cost ....... ... 48 45 47 22 20 19
Interest cost ............... 97 98 80 39 40 33
Plan participants’

contributions ........... 19 18 17 — — —
Actuarial (gain) loss ........ 10 (15) (68) (18) — (19)
Plan amendment .......... 7 7 — 1 11 —
Benefits paid .............. (56) (52) (48) (14)  (13) (12)
Benefit obligation,

endofyear ............. 1,821 1,696 1,595 733 703 645

Change in plan assets
Fair value of plan assets,

beginning of year ........ 2,045 1,680 1,843 811 663 755
Actual return on plan assets . 257 378 (150) 95 161 (80)
Employer contribution ..... 29 19 18 7 — —
Plan participants’

contributions ........... 19 18 17 — — —
Benefits paid .............. (56) (52) (48) (14) (13) (12)
Net payments from

otherplans ............. — 2 — — — —
Fair value of plan assets,

endofyear ............. 2,294 2,045 1,680 899 811 663
Funded status ............. 473 349 85 166 108 18
Unrecognized:

Net actuarial (gain) loss .. (350)  (232) 25 (118) (61) 32
Prior service cost ........ 15 9 6 10 10 (3)
Net amount recognized . .. .. $ 138 $ 126 $ 116 $ 58 $ 57 §$ 47

Amounts recognized on the
Balance Sheet consist of:
Prepaid benefit cost ...... $ 138 $ 126 $ 116 $ 58 §$ 57

@
o~
N

The accumulated benefit obligation for the Plans was
$1,586 million and $1,456 million at December 31, 2004 and
2003, respectively.
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Components of net periodic benefit cost

Net periodic benefit cost (income) for the years ended Decem-
ber 31, 2004, 2003 and 2002 consists of the following compo-
nents (in millions):

Postretirement
Pension Benefits Benefits
2004 2003 2002 2004 2003 2002
Service cost ............ $ 48 $ 45 $ 47 $22 $20 $19
Interest cost ............ 97 98 80 39 40 33
Expected return on
planassets ........... (129)  (134) (113) (53) (61) (54)
Amortization of:
Prior service cost ..... 1 1 1 — (2) (2)
Unrecognized
netgain ........... — (1) (5) 2) (7) (12)
Net periodic o -

benefit cost

(income) ............ $ 17§ 9 §$ 10 $ 6  $(10) $(16)
Of which:
Ordinary Capital’s
share ............. $ 14 $ 7 8% 8 $ 5 $(8 $13)
FSO’s share .......... 3 2 2 1 (2) (3)

The Bank allocates the net periodic benefit costs and in-
come between the Ordinary Capital and the FSO in accordance
with the allocation method approved by the Board of Executive
Directors for administrative expenses. Benefit cost is included in
Administrative expenses. Benefit income from the PRBP for
prior years is included in Other income.

Actuarial assumptions
The actuarial assumptions used are based on financial market
interest rates, past experience, and management’s best estimate
of future benefit changes and economic conditions. Changes in
these assumptions will impact future benefit costs and obliga-
tions. Actuarial gains and losses occur when actual results are
different from expected results. Unrecognized actuarial gains
and losses which exceed 10% of the greater of the benefit obli-
gation or market-related value of plan assets at the beginning of
the period are amortized over the average remaining service pe-
riod of active employees expected to receive benefits under the
SRP, LRP and PRBP, which approximates 10.5, 13.0 and 11.5
years, respectively.

Unrecognized prior service cost is amortized over 10.5
years for the SRP, 13.0 years for the LRP, and 7.5 years for the
PRBP.

The weighted-average assumptions used to determine
the benefit obligations and net periodic benefit cost were as
follows:

Weighted-average
assumptions used

to determine Postretirement
benefit obligations Pension Benefits Benefits
at December 31, 2004 2003 2002 2004 2003 2002
Discount rate ........ 5.50% 5.75% 6.25% 5.50% 5.75% 6.25%
Rate of salary

increase SRP ....... 5.10% 5.30% 6.10%
Rate of salary

increase LRP ....... 6.90% 7.20% 7.90%

Weighted-average
assumptions used to

determine net periodic Postretirement

benefit cost for the years Pension Benefits Benefits
ended December 31, 2004 2003 2002 2004 2003 2002
Discount rate ........ 5.75% 6.25% 5.25% 5.75% 6.25% 5.25%
Expected long-term

return on plan

assets ... 6.75% 7.25% 6.00% 6.75% 7.25% 6.00%
Rate of salary

increase SRP ....... 5.30% 6.10% 5.10%
Rate of salary

increase LRP ....... 7.20% 7.90% 6.90%

The expected yearly rate of return on plan assets reflects
the historical rate of returns of asset categories employed by the
plans and conservatively applying those returns in formulating
the Investment Policy asset allocations.

For participants assumed to retire in the United States,
the accumulated postretirement benefit obligation was deter-
mined using the following health care cost trend rates at
December 31:

2004 2003 2002

Health care cost trend rates

assumed for next year:

Medical ...............o .l 8.00% 8.75% 9.75%

Prescription drugs................ 11.00% 14.75% 16.75%

Dental ........ccoviviieiininn.. 6.50% 7.25% 8.25%
Rate to which the cost trend

rate is assumed to decline

(the ultimate trend rate) ........... 4.50% 4.75% 5.25%
Year that the rate reaches the

ultimate trend rate ............... 2013 2013 2013

For those participants assumed to retire outside of the
United States, an 8.0% (2003—8.75%; 2002—9.75%) health
care cost trend rate was used.
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Assumed health care cost trend rates have a significant ef-
fect on the amounts reported for the PRBP. A one-percentage
point change in assumed health care cost trend rates would have
the following effects as of December 31, 2004 (in millions):

1-Percentage 1-Percentage
Point Increase  Point Decrease

Effect on total of service and

interest cost components ........ $10 $ (8)
Effect on postretirement
benefit obligation .............. 87 (69)

Plan assets
The Plans and PRBP weighted-average asset allocations at De-
cember 31, 2004 and 2003, by asset category, are as follows:

Plans PRBP
2004 2003 2004 2003
Asset category
U.S. equities ............... 36% 36% 41% 41%
Non-U.S. equities. .......... 32% 32% 32% 32%
Fixed income bonds and
funds.........cooiin 18% 18% 18% 17%
U.S. inflation-indexed bonds.. . 6% 6% 9% 9%
Real estate investment
funds and equities. ........ 5% 6% — —
Commodity index futures. . .. 2% 2% — —
Other..................... 1% — — 1%
Total ...l 100% 100% 100% 100%

The assets of the Plans and the PRBP are managed pri-
marily by investment managers employed by the Bank who are
provided with investment guidelines that take into account the
Plans and PRBP investment policies. Investment policies have
been developed so that, consistent with historical returns, there
is a high equity allocation with the expectation of sufficient re-
turns to meet long-term funding needs.

Investments maintain an average exposure between 65%
and 70% to a well-diversified pool of equities. Assets are also in-
vested in fixed-income securities (20%) to protect against severe
dis-inflation, and a mix of other types of investments (10% to
15%) that are expected to react positively to rising inflation to

provide protection against loss of purchasing power. The invest-
ment policy target allocations as of December 31, 2004 are as

follows:

SRP LRP PRBP
US.equities................... 35% 40% 40%
Non-U.S. equities .............. 30% 30% 30%
Fixed income .................. 20% 20% 20%
Inflation-Sensitive investments(" . . 15% 10% 10%

(M Comprises U.S. inflation-indexed bonds (7%), real estate investment funds and
equities (6%), and commodity index futures (2%) for the SRP, U.S. inflation-
indexed bonds (5%) and real estate investment funds and equities (5%) for the
LRP, and U.S. inflation-indexed bonds (10%) for the PRBP.

Risk management is achieved by the continuous moni-
toring of each asset category level and investment manager. The
investments are rebalanced toward the policy target allocations
to the extent possible from cash flows. If cash flows are insuffi-
cient to maintain target weights, transfers among the managers’
accounts are made at least annually. Investment managers gen-
erally are not allowed to invest more than 5% of their respective
portfolios in the securities of a single issuer other than the U.S.
Government. The use of derivatives by an investment manager
must be specifically approved for each instrument.

Cash flows

Contributions

Contributions from the Bank to the Plans and the PRBP during
2005 are expected to be approximately $29 million and $12 mil-
lion, respectively. All contributions are made in cash.

Estimated future benefit payments

The following table shows the benefit payments, which reflect
expected future service, as appropriate, expected to be paid in
each of the next five years and in the aggregate for the subse-
quent five years (in millions). These amounts are based on the
same assumptions used to measure the benefit obligation at
December 31, 2004.

Year Plans PRBP
2005 o e $ 69 $ 22
2006 .. 74 24
2007 ¢ e 81 26
2008 . e 86 29
2009 o 92 31

20102014 .. .oveee 543 192
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Note N — Reconciliation of Net Income to Net Cash Provided
by Operating Activities

A reconciliation of Net income to Net cash provided by operat-
ing activities, as shown in the Statement of Cash Flows, is as fol-
lows (in millions):

Years ended December 31,

2004 2003 2002
Netincome .......o.ovvvinuevnennnann.. $1,176 $2,433 $ 708
Difference between amounts accrued
and amounts paid or collected for:
Loan income ...........cooiieiiinnnnn. (72) 171 147
Investment income ................... (1) 2 (11)
Net unrealized (gain) loss on
trading investments ................. (14) (4) 1
Interest and other costs of
borrowings, after swaps ............. 124 (159) (54)
Administrative expenses,
including depreciation .............. (10) (1) (23)
Effects of SFAS 133 and currency
transaction adjustments ............. (279) 222 206
Provision (credit) for loan and
guarantee losses ........... ... ... 21 (1,370) 100
Net cash provided by operating
ACHIVItIES .o .vt i $ 945 $1,294 $1,074
Supplemental disclosure of
noncash activities
Increase (decrease) resulting from
exchange rate fluctuations:
Trading investments .................. $ 170 $ 383 $ 253
Held-to-maturity investments .......... 194 451 (37)
Loans outstanding .................... 624 1,621 1,591
Borrowings ...l 665 1,883 1,627
Receivable from members-net .......... (164) (342) 154

Note O — Segment Reporting

Management has determined that the Bank has only one re-
portable segment since it does not manage its operations by al-
locating resources based on a determination of the contribu-
tions to net income of individual operations. The Bank does not
differentiate between the nature of the products or services pro-
vided, the preparation process, or the method for providing the
services among individual countries. For the year 2004, loans
made to or guaranteed by three countries individually gener-
ated in excess of 10 percent of loan income. Loan income from
these three countries was $551 million, $440 million and $345
million, respectively.

Note P — Fair Values of Financial Instruments
The following methods and assumptions were used by the Bank
in estimating the fair value for its financial instruments:

Cash: The carrying amount reported in the Balance Sheet for
cash approximates fair value.

Investments: Fair values for investment securities are based
on quoted market prices, where available; otherwise they are
based on dealer prices of comparable instruments or discounted
cash flows.

Loans: The Bank is one of very few lenders of development
loans to Latin American and Caribbean countries. There is no
secondary market for development loans. For all loans and re-
lated commitments, the Bank is of the opinion that, due to its
unique position in lending operations and the absence of a sec-
ondary market, it is not practicable to estimate a fair value for
its lending portfolio.

Swaps: Fair values for interest rate and currency swaps are
based on pricing models and represent the estimated cost of re-
placing these contracts.

Borrowings: The fair values of borrowings are based on
quoted market prices, where available; otherwise they are based
on dealer prices of comparable instruments or discounted cash
flows.

The following table presents the Bank’s estimates of fair
value for its financial instruments, along with the respective car-
rying amounts, as of December 31, 2004 and 2003 (in millions):

2004 2003
Carrying Fair  Carrying  Fair
Value  Value Value  Value

Cash ..o, $ 210 $ 210 $ 347 $ 347
Investments
Trading ................ 9,162 9,162 11,372 11,372
Held-to-maturity ........ 3,809 3,854 3,607 3,667
Loans,net ................ 49,643 N/A 50,472 N/A

Currency and interest rate
swaps receivable on

borrowings ............. 2,366 2,366 1,680 1,680
Borrowings
Short-term ............. 308 308 1,569 1,569

Medium- and long-term .. 46,505 47,876 48,720 50,351

Currency and interest rate
swaps payable

Investments—trading .. 115 115 306 306
Loans. ............... 33 33 47 47
Borrowings ........... 697 697 666 666

N/A = Not available
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December 31, 2004
Expressed in millions of United States dollars

Japanese United States All
Euro yen dollars currencies
Obligations of the United States Government
and its corporations and agencies:

Carrying value ... i e 157 — 253 410

Average balance during year .......... .. i 188 70 258 516

Net gains for the year ......... ... 2 — 1 3
Obligations of other governments and agencies:

Carrying value ... ... .. 261 39 240 540

Average balance during year ........... ... .. i 259 637 255 1,151

Net losses for the year ....... ..ot (1) (1) (12) (14)
Bank obligations and time deposits:

Carrying value . ... .ot 179 — 2,583 2,762

Average balance during year .. ........ ... i 581 71 2,401 3,053

Net losses for the year ........... ... i (1) — — (1)
Corporate securities:

Carrying valtue ... 56 — 165 221

Average balance during year .......... ..o i 26 82 190 298

Net losses for the year ...... ... —_ (2) (2)
Asset- and mortgage-backed securities:

Carrying value . ... 1,717 — 3,512 5,229

Average balance during year ........... ... . i i 1,624 68 3,270 4,962

Net gains for the year ...... ...t 4 — 6 10
Total trading investments:

Carrying value . ... .ottt 2,370 39 6,753 9,162

Average balance during year . ......... ... i i 2,678 928 6,374 9,980

Net gains (losses) for theyear ............ .. .. i 4 (1) (7) (4)
Currency swaps receivable:

Carrying valuel) ... e — — 221 221

Average balance during year .......... .. i i — — 401 401

Net gains (losses) for the year .......... ..o, — — —
Currency swaps payable:

Carrying valuel) ... e (284) (39) — (323)

Average balance during year ........... ... .. oo (435) (87) — (522)

Net gains for the year ...... ...t 2 — — 2
Net interest rate swaps:

Carrying value!) ... e (4) — (9) (13)

Average balance during year .. ...... ... . i (4) (3) (16) (23)

Net gains (losses) for theyear ........ ... .. .. i i (1) 1 13 13
Total trading investments and swaps:

Carrying value . ... i 2,082 — 6,965 9,047

Average balance during year .......... .. i 2,239 838 6,759 9,836

Net gains for the year .......... ..o 5 — 6 11

Return for the year (%) ...t 2.55 0.12 1.66 1.72

(D Carrying value of currency swaps represents the fair value of each individual receivable or (payable) leg, classified by their currency. As explained in Note B to the finan-
cial statements, currency and interest rate swap agreements are stated in the Balance Sheet as assets or liabilities, depending on the nature (debit or credit) of the net fair
value amount of these agreements.
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December 31, 2003
Expressed in millions of United States dollars

Obligations of the United States Government
and its corporations and agencies:
Carrying value ....... ..ot
Average balance duringyear ........ ... .. ... o oo
Net losses for theyear ...,

Obligations of other governments and agencies:
Carrying value ........ ... i
Average balance during year ........... ... .. oo
Net losses for theyear .............ooiiiiiiiiiiiiiiiennn...

Bank obligations and time deposits:
Carrying value ...t
Average balance during year ........... ... i,
Net gains (losses) for theyear .......... ... .. oL,

Corporate securities:
Carrying value ...........o i
Average balance duringyear ........ ... . ... o i
Net gains for theyear ...,

Asset- and mortgage-backed securities:
Carrying value ........ ... i
Average balance during year ........... ... .. oo
Net gains fortheyear ......... ..o,

Total trading investments:
Carrying value ... e
Average balance during year ........... ... .o i,
Net losses for theyear .......... ... ... oL,

Currency swaps receivable:
Carrying value () ...
Average balance duringyear ........ ... ... ... o oo,
Net gains (losses) for theyear .......... ... ..

Currency swaps payable:
Carrying value (V... o
Average balance during year ........... ... .. oo
Net gains fortheyear ......... ...,

Net interest rate swaps:
Carrying value () ... e
Average balance during year ........... ... .o i,
Net gains for theyear ....... ... .. .. i

Total trading investments and swaps:
Carrying value ......... ..ot
Average balance duringyear ........ ... . ... oo
Net gains for theyear ... ... i,
Return for the year (%) ..ot

Japanese  United States Other All
Euro yen dollars currencies currencies
440 80 406 — 926
348 62 485 — 895
(5) — — — (5)
346 525 289 — 1,160
329 381 347 1 1,058
9) (2) (10) — (21)
706 83 2,667 — 3,456
840 77 3,322 88 4,327
(2) — 6 — 4
12 143 233 36 424
15 142 313 34 504
— — 2 — 2
1,709 78 3,619 — 5,406
1,032 103 3,721 — 4,856
1 — — — 1
3,213 909 7,214 36 11,372
2,564 765 8,188 123 11,640
(15) (2) (2) — (19)
— — 836 — 836
— 45 884 — 929
(980) (92) — (36) (1,108)
(1,026) (71) (39) (35) (1,171)
14 1 1 — 16
(4) (2) (28) — (34)
(3) (2) (36) — (41)
2 1 18 — 21
2,229 815 8,022 — 11,066
1,535 737 8,997 88 11,357
1 — 17 — 18
2.68 0.23 1.43 0.35 1.48

(D Carrying value of currency swaps represents the fair value of each individual receivable or (payable) leg, classified by their currency. As explained in Note B to the finan-
cial statements, currency and interest rate swap agreements are stated in the Balance Sheet as assets or liabilities, depending on the nature (debit or credit) of the net fair

value amount of these agreements.
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SUMMARY STATEMENT OF HELD-TO-MATURITY INVESTMENTS - NOTE D

December 31, 2004
Expressed in millions of United States dollars

Japanese Swiss United States Other All
Euro yen francs dollars currencies  currencies
Obligations of the United States
Government and its corporations
and agencies:
Net carrying amount .................oovuuuue.. 178 — — 5 — 183
Gross unrealized gains ............ ..o 3 — — — — 3
Gross unrealized losses ............ ... ...l — — — — — —
Fairvalue ............ ... o i 181 — — 5 — 186
Obligations of other governments
and agencies:
Net carrying amount .................cooouin... 631 513 137 368 812 2,461
Gross unrealized gains ............ ... ... 11 — 3 4 13 31
Gross unrealized losses ................ ... .. — — — 2 1 3
Fairvalue ......... ..o 642 513 140 370 824 2,489
Bank obligations and time deposits:
Net carrying amount .................oovuuueen.. 399 77 40 79 114 709
Gross unrealized gains ............ ..o 6 — — — — 6
Gross unrealized losses ............ ... ...l — — — — — —
Fairvalue ........ ..o 405 77 40 79 114 715
Corporate securities:
Net carrying amount ................ccovuueennnn. — 10 — 14 — 24
Gross unrealized gains ............ ... oo — — — — — —
Gross unrealized losses ............ ..o — — — — — —
Fairvalue ............... i — 10 — 14 — 24
Asset- and mortgage-backed securities: .................
Net carrying amount ................oooiiui... 41 72 — 155 164 432
Gross unrealized gains ........... ... oo 1 — — 4 4 9
Gross unrealized losses .............coooiiiiiii. — — — 1 — 1
Fairvalue .......... ..o i 42 72 — 158 168 440
Total held-to-maturity investments: ....................
Net carrying amount ... .........c.oeueeenenennnns 1,249 672 177 621 1,090 3,809
Gross unrealized gains ................ ... ... 21 — 3 8 17 49
Gross unrealized losses . ..................... .. ... — — — 3 1 4
Fairvalue ..... ... 1,270 672 180 626 1,106 3,854
Return for the year (%) ............... ... ... ... 3.77 0.22 1.45 4.25 4.44 3.32
() The net carrying amount of held-to-maturity investments held in other currencies consists of the following:
Canadian dollars .......... ... .o i $ 789
British pounds sterling 213
Other ... . 88
Total .ot $1,090

MATURITY STRUCTURE OF HELD-TO-MATURITY INVESTMENTS

December 31, 2004
Expressed in millions of United States dollars

Net carrying Fair
Year of maturity amount value
2005 . $1,477 $1,483
2006102009 ... iii 2,313 2,352
2010 ..t 19 19

Total ...t $3,809 $3,854
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SUMMARY STATEMENT OF HELD-TO-MATURITY INVESTMENTS - NOTE D

December 31, 2003
Expressed in millions of United States dollars

Japanese Swiss United States Other All
Euro yen francs dollars currencies  currencies
Obligations of the United States
Government and its corporations
and agencies:
Net carrying amount ...............eevuuueennn.. 211 — — 5 — 216
Gross unrealized gains ............ ... ...l 3 — — — — 3
Gross unrealized losses .............. .. ... ... — — — — — —
Fairvalue ............. .. ..o oo i 214 — — 5 — 219
Obligations of other governments
and agencies:
Net carrying amount ..............oooiiuuiann.. 408 521 145 328 724 2,126
Gross unrealized gains ............ ... .. ...l 5 1 4 10 13 33
Gross unrealized losses .................. ... .. .. 2 — — 1 1 4
Fairvalue ... 411 522 149 337 736 2,155
Bank obligations and time deposits:
Net carrying amount ...............eevuiuueennn.. 557 — 90 16 110 773
Gross unrealized gains ............ ... ..ol 11 — — — — 11
Gross unrealized losses .............. ... ... ... — — — — — —
Fairvalue ........ ..o 568 — 90 16 110 784
Corporate securities:
Net carrying amount ................ceeeeeeen.... — 10 — 45 16 71
Gross unrealized gains ............... ... ... ... — — — 1 — 1
Gross unrealized losses .............. ... ... ... — — — — — —
Fairvalue ........ .o — 10 — 46 16 72
Asset- and mortgage-backed securities:
Net carryingamount ..., 38 23 12 201 147 421
Gross unrealized gains .............. .. ... o 1 — — 10 5 16
Gross unrealized losses .............. ... ..ol — — — — — —
Fairvalue ......... ... o i 39 23 12 211 152 437
Total held-to-maturity investments:
Net carryingamount ..., 1,214 554 247 595 997 3,607
Gross unrealized gains .............. .o 20 1 4 21 18 64
Gross unrealized losses ........... ... ..ol 2 — — 1 1 4
Fairvalue ...t 1,232 555 251 615 1,014 3,667
Return for the year (%) ..o, 3.82 0.26 2.67 4.68 4.97 3.67
(D The net carrying amount of held-to-maturity investments held in other currencies consists of the following:
Canadian dollars . ......... ..o $702
British pounds sterling . ............ ... ... i 218
Other ... _77
Total « o $997

MATURITY STRUCTURE OF HELD-TO-MATURITY INVESTMENTS

December 31, 2003
Expressed in millions of United States dollars

Net carrying Fair
Year of maturity amount value
2004 ... $1,169 $1,177
2005t02008 ... i 2,433 2,485
2010 .. 5 5

Total ...l $3,607 $3,667
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SUMMARY STATEMENT OF LOANS - NOTE E

December 31, 2004 and 2003
Expressed in millions of United States dollars

Currency in which
outstanding balance
is collectible

Non-borrowing Borrowing

Member in whose Outstanding country country Outstanding
territory loans have been made 2004 currencies currencies Undisbursed 2003
Argentina ... $ 8,593 $ 8,512 $ 81 $ 2,816 $ 8,619
Bahamas ........oouiiiii 71 71 — 53 71
Barbados ........... ... i 165 165 — 99 165
Belize ... 70 70 — 19 64
Bolivia . . vve et 366 366 — — 425
Brazil .. ..o 10,506 10,464 42 5211 11,673
Chile ... ..o 569 567 2 196 619
Colombia ...t 4,824 4,797 27 1,004 4,846
CostaRica......ooovviiiiiiiiii i 770 770 — 199 747
Dominican Republic .......... ...t 923 923 — 480 708
Ecuador ..o 1,418 1,418 — 257 1,485
BlSalvador ..ot 1,101 1,101 — 401 1,115
Guatemala .......... ... ... i 887 887 — 495 825
GUYANA .« 12 12 — — 19
Honduras ... 151 151 — — 168
Jamaica ... 647 647 — 225 635
MEXICO vttt ettt et 7,429 7,429 — 1,281 7,174
Nicaragua ......oviniiiiii i i 108 108 — — 114
Panama ......... ... . 777 777 — 343 795
Paraguay ......... ... i 655 655 — 325 632
Peru ... 3,212 3,211 1 831 2,935
Suriname ... 42 42 — 44 42
Trinidad and Tobago ......... ..., 437 437 — 239 444
Uruguay . ....oeeio e 2,241 2,241 — 515 2,281
Venezuela ........... .. o i 1,966 1,952 14 274 2,122
Regional ........cooiiiiiiiii 658 658 — 85 728
Private Sector Program ............. ... ... ..o oL 1,244 1,244 — 401 1,204
Inter-American Investment ...........................

Corporation ..........o.oiiiiiiiii i — — = 300 —

Total 2004 . . oot $49,842 $49,675 $167 $16,093
Total 2003 .. ... $50,478 $177 $15,619 $50,655

() This table excludes outstanding participated Private Sector Program loans which amounted to $1,947 million at December 31, 2004 (2003—$2,098 million). This table
also excludes guarantees outstanding in the amount of $331 million at December 31, 2004 (2003—$342 million).

Private Sector Program loans outstanding have been made in the following countries (in millions):

December 31, December 31,
2004 2003 2004 2003
Argentind ............iiiiiiiiii. $ 161 $ 200 MEXICO « v ee et e e e $ 316 $ 336
Bolivia .....ooiviiii 94 77 Nicaragua .........oovviiniiininnennnn. 9 9
Brazil ... i 368 377 Panama ............ocoiiiiiiiiiiin.. 14 16
Chile ... 35 41 S 88 14
Colombia ............coiiiiiiiii 9 15 Uruguay .......ooeeeieinineennunennnnn 15 12
CostaRica ...........ooooiiiiiiiiat. 13 14 Regional ......... ... ...l 92 93

Jamaica ... 30 — $1,244 $1,204
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SUMMARY STATEMENT OF LOANS OUTSTANDING BY CURRENCY AND PRODUCT -
NOTE E

December 31, 2004
Expressed in millions of United States dollars

Multicurrency loans® Single currency loans Total loans
Weighted Weighted Weighted
average average Average average
rate rate maturity rate
Currency/Rate type Amount (%) Amount (%) (years) Amount (%)
Euro
Fixed .........ccooiiiiia.. $ 277 7.30 $ — — — $ 277 7.30
Adjustable ........ ... . ...l 2,469 4.62 13 4.63 7.08 2,482 4.62
Japanese yen
Fixed .........ccoviiiiia.. 513 7.27 — — — 513 7.27
Adjustable ........ ... ...l 4,666 4.62 3 1.65 6.63 4,669 4.62
Swiss francs
Fixed ..........cooiiiia.. 293 7.32 — — — 293 7.32
Adjustable ........ ... ...l 2,594 4.62 — — — 2,594 4.62
United States dollars
Fixed ..........ccoiiia.. 1,031 7.28 — — — 1,031 7.28
Adjustable ........ ... ...l 9,355 4.62 21,937 4.99 8.46 31,292 4.88
LIBOR—based fixed ........... — — 975 7.10 4.68 975 7.10
LIBOR—based floating ......... — — 5,547 5.16 3.99 5,547 5.16
Others
Fixed ...t 169 4.02 — = — 169 4.02
Loans outstanding
Fixed .........ccoviiiiia.. 2,283 7.04 — — — 2,283 7.04
Adjustable ........ ... ...l 19,084 4.62 21,953 4.99 8.46 41,037 4.82
LIBOR—based fixed ........... — — 975 7.10 4.68 975 7.10
LIBOR—based floating ......... — = 5,547 5.16 3.99 5,547 5.16
Total ..o $21,367 4.88 $28,475 5.10 7.46 $49,842 5.00

MATURITY STRUCTURE OF LOANS OUTSTANDING

December 31, 2004
Expressed in millions of United States dollars

Multicurrency loans® Single currency loans All loans

Year of maturity Fixed Adjustable Fixed)  Adjustable!” Fixed Adjustable Total
2005 ... $ 551 $ 1,912 $ 84 $ 1,152 $ 635 $ 3,064 $ 3,699
2006 . ..o 433 1,926 123 2,405 556 4,331 4,887
2007 coiii 341 1,924 123 3,212 464 5,136 5,600
2008 ... 259 1,929 113 2,488 372 4,417 4,789
2009 ... 182 1,927 105 1,685 287 3,612 3,899
2010t0 2014 ............. 466 6,793 382 7,870 848 14,663 15,511
2015t02019 ....... ... ... 43 2,203 45 5,866 88 8,069 8,157
202002024 ............. 8 435 — 2,404 8 2,839 2,847
2025t02029 ... — 35 — 418 — 453 453

Total ..., $2,283 $19,084 $975 $27,500 $3,258 $46,584 $49,842
Average maturity (years) . . . 3.17 5.62 4.68 7.56 3.62 6.77 6.56

M Includes LIBOR-based loans.

@ Average maturity-Multicurrency loans: The selection of currencies by the Bank for billing purposes does not permit the determination of average maturity for multicur-
rency loans by individual currency. Accordingly, the Bank discloses the maturity periods for its multicurrency loans and average maturity for the total multicurrency loan
portfolio on a combined United States dollar equivalent basis.
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SUMMARY STATEMENT OF LOANS OUTSTANDING BY CURRENCY AND PRODUCT -
NOTE E

December 31, 2003
Expressed in millions of United States dollars

Multicurrency loans® Single currency loans Total loans
Weighted Weighted Weighted
average average Average average
rate rate maturity rate
Currency/Rate type Amount (%) Amount (%) (years) Amount (%)
Euro
Fixed ...t $ 426 7.42 $ — — — $ 426 7.42
Adjustable .......... ... oL 2,841 4.85 13 4.84 7.85 2,854 4.85
Japanese yen
Fixed ..., 733 7.39 — — — 733 7.39
Adjustable ......... ..ol 4,983 4.85 2 1.13 7.62 4,985 4.85
Swiss francs
Fixed ..........oiiiiiil 386 7.43 — — — 386 7.43
Adjustable ....... ... ... ol 2,542 4.85 — — — 2,542 4.85
United States dollars
Fixed ...t 1,425 7.40 — — — 1,425 7.40
Adjustable ....... ... .. ol 9,607 4.85 20,238 4.96 8.90 29,845 4.92
LIBOR—based fixed ............ — — 901 7.11 4.85 901 7.11
LIBOR—based floating .......... — — 6,381 4.68 3.46 6,381 4.68
Others
S R 177 4.03 — = = 177 4.03
Loans outstanding
Fixed ... 3,147 7.21 — — — 3,147 7.21
Adjustable ....... ... .. ol 19,973 4.85 20,253 4.96 8.90 40,226 491
LIBOR—based fixed ............ — — 901 7.11 4.85 901 7.11
LIBOR—based floating .......... — = 6,381 4.68 3.46 6,381 4.68
Total ...l $23,120 5.17 $27,535 4.97 7.51 $50,655 5.06

MATURITY STRUCTURE OF LOANS OUTSTANDING
December 31, 2003
Expressed in millions of United States dollars

Multicurrency loans® Single currency loans All loans

Year of maturity Fixed Adjustable Fixed Adjustable Fixed Adjustable Total
2004 ... $ 714 $ 1,802 $ 79 $ 2,197 $ 793 $ 3,999 $ 4,792
2005 .. i 614 1,857 79 1,112 693 2,969 3,662
2006 ... 478 1,869 115 2,303 593 4,172 4,765
2007 oo 373 1,852 114 2,991 487 4,843 5,330
2008 .. 285 1,854 103 2,248 388 4,102 4,490
2009t0 2013 ... ...l 593 7,450 376 7,277 969 14,727 15,696
2014t0 2018 ...l 79 2,648 35 5,557 114 8,205 8,319
2019102023, ......... ... 11 595 — 2,506 11 3,101 3,112
2024102028 ... .ona — 46 — 437 — 483 483
2029 .. — — — 6 — 6 6

Total ..........c...o. $3,147 $19,973 $901 $26,634 $4,048 $46,607 $50,655
Average maturity (years) ... 3.19 6.00 4.85 7.59 3.56 6.91 6.64

(1. See footnotes on previous page.



162

ORDINARY CAPITAL APPENDIX I-5
INTER-AMERICAN DEVELOPMENT BANK

STATEMENT OF MEDIUM- AND LONG-TERM BORROWINGS AND SWAPS - NOTES G AND H

December 31, 2004
Expressed in millions of United States dollars

Currency Interest rate
Direct borrowings swap agreements swap agreements Net currency obligations
Wetd. Waetd. Wetd. Waetd.
avg.  Average Amount® avg. Average Amount® avg. Average Amount avg.  Average
cost  maturity payable cost  maturity payable cost  maturity payable cost  maturity
Currency/Rate type Amount (%) (years) (receivable) (%) (years) (receivable) (%) (years) (receivable) (%) (years) (V)
Euro
Fixed ............. $ 3,852 5.42 4.48 $ — — — 475 4.22 2.31 $ 4,327 529 4.24
— — — (1,207)  5.33 3.77 (1,535) 3.98 5.77 (2,742)  4.57  4.89
Adjustable ......... 926 5.26 9.73 1,681 1.98 2.26 1,535 2.49 5.77 4,142 290 523
— — — (1,019) 4.86 9.02 (475) 1.98 2.31 (1,494) 395 6.89
Japanese yen
Fixed ............. 3,476 3.51 4.47 876 0.93 3.82 49 1.71 3.37 4,401 297 433
— — — (585) 3.53 3.25 (1,289) 1.92 4.58 (1,874) 242  4.17
Adjustable ......... 107 3.23 6.61 282 (0.29) 3.68 1,269 (0.22) 4.84 1,658  (0.01) 4.76
— — — (563) 0.31 4.44 (29) 1.23 13.83 (592) 036 490
Swiss francs
Fixed ............. 1,237 3.61 2.25 — — — — — — 1,237 3.61 2.25
Adjustable ......... — — — 504 0.40 4.52 — — — 504 0.40 452
United States dollars
Fixed ............. 26,771 5.33 5.52 1,401 5.70 3.73 284 5.45 4.12 28,456 5.35 5.41
— — — (515)  5.69 3.14 (9,811) 4.43 6.84 (10,326) 450  6.66
Adjustable ......... 150 2.46 9.73 9,723 2.09 5.81 10,747 2.10 6.78 20,620 2.10  6.34
— — — (1,147)  2.19 3.24 (1,220) 1.96 5.67 (2,367) 2.07 4.49
Others
Fixed ............. 12,367 5.76 6.00 — — — — — — 12,367 576  6.00
— e (12,329) 5.07 5.98 — — — (12,329) 5.07  5.98
Total
Fixed ............. 47,703 5.27 5.40 2,277 808 50,788 520 5.28
— — — (14,636) (12,635) (27,271)  4.62  6.00
Adjustable ......... 1,183 4.72 9.45 12,190 13,551 26,924 2.05  6.04
— e (2,729) (1,724) (4,453) 247 535
Principal at face value . . 48,886 5.26 5.49 (2,898) — 45,988 3.96 5.29
SFAS 133 —
Basis adjustment . . .. 315 315
Fair value
adjustment @ . ... — (119) (98) (217)
Net unamortized
discount ........... (2,696) 1,446 (1,250)
Total ............ $46,505 5.2 5.49 $ (1,571) $ (98) $ 44,836 396 529

(D As of December 31, 2004, the average repricing period of the net currency obligations for adjustable rate borrowings was four months.

@) Currency swaps are shown at face value and interest rate swaps are shown at the notional amount of each individual payable or (receivable) leg, classified by their cur-
rency. Both currency and interest rate swaps are adjusted, in total, to fair value as indicated. The net fair value amount receivable from currency swaps of $1,571 million
and the net fair value amount receivable from interest rate swaps of $98 million, shown in the above table, are represented by currency and interest rate swap assets at fair
value of $2,366 million and currency and interest rate swap liabilities at fair value of $697 million, included on the Balance Sheet.

MATURITY STRUCTURE OF MEDIUM- AND LONG-TERM BORROWINGS OUTSTANDING
December 31, 2004
Expressed in millions of United States dollars

Year of maturity Year of maturity

2005 L $ 5,841 2010 through 2014 . ............ooooia... $14,607
2000 . e 6,836 2015 through 2019 . ..................... 4,815
2007 o e 4,982 2020 through 2024 . ............ooooia... 888
2008 e 5,103 2025 through 2027 . ...l 1,250
2009 e 4,564 Total o oo $48,886
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STATEMENT OF MEDIUM- AND LONG-TERM BORROWINGS AND SWAPS - NOTES G AND H

December 31, 2003

Expressed in millions of United States dollars

Currency Interest rate
Direct borrowings swap agreements swap agreements Net currency obligations
Wetd. Waetd. Wetd. Waetd.
avg.  Average Amount® avg.  Average  Amount® avg.  Average Amount avg.  Average
cost  maturity payable cost  maturity payable cost  maturity payable cost  maturity
Currency/Rate type Amount (%) (years) (receivable) (%) (years) (receivable) (%) (years) (receivable) (%) (years) (V
Euro
Fixed ............. $ 4,047 5.56 4.88 $ — — — $ 440 4.22 3.31 $ 4,487 543  4.73
— — — (649) 5.89 1.67 (1,420) 3.98 6.77 (2,069) 4.58 5.17
Adjustable ......... 857 526 10.73 1,555 1.96 3.26 1,420 2.35 6.77 3,832 2.84  6.23
— — — (942) 4.85 10.02 (440) 1.97 3.31 (1,382)  3.93 7.88
Japanese yen
Fixed ............. 3,627 3.68 5.08 843 0.93 4.82 47 1.71 4.37 4,517 3.15 5.02
— — — (563) 3.53 4.25 (1,240) 1.89 5.58 (1,803) 2.40 5.16
Adjustable ......... 103 3.23 7.61 1,083  (0.23) 2.84 1,222 (0.21) 5.84 2,408  (0.07) 4.57
— — — (75) 4.01 4.90 (28) 1.23 14.83 (103)  3.25 7.60
Swiss francs
Fixed ............. 1,862 3.49 2.19 334 4.68 0.76 288 2.23 0.74 2,484 3.50 1.83
— — — (404) 2.17 0.39 (162) 3.33 0.83 (566) 2.50  0.52
Adjustable ......... — — — 288 0.13 0.74 162 0.06 0.83 450 0.10  0.77
— — — — — — (288) 0.13 0.74 (288) 0.13 074
United States dollars
Fixed ............. 30,519 5.27 5.42 782 6.37 2.95 284 5.45 5.12 31,585 530  5.36
— — — (515)  5.69 4.14 (13,038) 4.49 5.43 (13,553) 4.54 5.38
Adjustable ......... — — — 7,854 1.06 6.69 14,617 1.09 4.99 22,471 1.08  5.58
— — — (2,090) 1.05 3.19 (1,864) 1.04 1.91 (3,954) 1.05 2.59
Others
Fixed ............. 9,806 5.51 7.05 — — — — — — 9,806 5.51 7.05
— e (9,737) 4.68 7.01 — — — (9,737) 4.68  7.01
Total
Fixed ............. 49,861 5.16 5.55 1,959 1,059 52,879 5.08 5.42
— — — (11,868) (15,860) (27,728)  4.41 5.82
Adjustable ......... 960 5.04 10.40 10,780 17,421 29,161 1.20  5.51
— - = (3,107) (2,620) (5,727) 174  3.86
Principal at face value .. 50,821 5.16 5.64 (2,236) — 48,585 3.53 5.43
SFAS 133—
Basis adjustment . . .. 608 608
Fair value
adjustment @ . ... — 273 (221) 52
Net unamortized
discount ........... 2,709 1,170 (1,539)
Total ............ $48,720 5.16  5.64 $  (793) $ (221) $ 47,706 3.53 5.43

(D As of December 31, 2003, the average repricing period of the net currency obligations for adjustable rate borrowings was four months.

) Currency swaps are shown at face value and interest rate swaps are shown at the notional amount of each individual payable or (receivable) leg, classified by their cur-
rency. Both currency and interest rate swaps are adjusted, in total, to fair value as indicated. The net fair value amount receivable from currency swaps of $793 million and
the net fair value amount receivable from interest rate swaps of $221 million, shown in the above table, are represented by currency and interest rate swap assets at fair
value of $1,680 million and currency and interest rate swap liabilities at fair value of $666 million, included on the Balance Sheet.

MATURITY STRUCTURE OF MEDIUM- AND LONG-TERM BORROWINGS OUTSTANDING

December 31, 2003

Expressed in millions of United States dollars

Year of maturity

Year of maturity

2009 through 2013 .. .......oivininenn.. $15,261
2014 through 2018 ....................... 5,782
2019 through 2023 ............. ... ... ... 861
2024 through 2027 ............. ... ... ... 1,250

Total ..ot $50,821
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STATEMENT OF SUBSCRIPTIONS TO CAPITAL STOCK - NOTE J

December 31, 2004 and 2003

Expressed in millions of United States dollars)

APPENDIX I-6

Paid-in portion of
subscribed capital

Freely Callable
convertible Other portion of Total Total

Members Shares currencies currencies subscribed capital 2004 2003
Argentina .................... 900,154 $ 361.1 $104.1 $10,393.8 $ 10,858.9 $ 10,858.9
Austria ..., 13,312 6.9 — 153.7 160.6 160.6
Bahamas..................... 17,398 7.5 4.1 198.3 209.9 209.9
Barbados .................... 10,767 3.9 1.8 124.3 129.9 129.9
Belgium ..................... 27,438 14.2 — 316.8 331.0 331.0
Belize .............c. .. 9,178 3.6 3.6 103.5 110.7 110.7
Bolivia ........cooiiiiiiin. 72,258 29.0 8.4 834.4 871.7 871.7
Brazil ....................... 900,154 361.1 104.1 10,393.8 10,858.9 10,858.9
Canada ...................... 334,887 173.7 — 3,866.2 4,039.9 4,039.9
Chile. .......covviiiiiiiiia.. 247,163 99.1 28.6 2,853.9 2,981.6 2,981.6
Colombia .................... 247,163 99.2 28.6 2,853.9 2,981.6 2,981.6
CostaRica ................... 36,121 14.5 4.2 417.1 435.7 435.7
Croatia ........oovvieivnn.... 4,018 2.1 — 46.4 48.5 48.5
Denmark .................... 14,157 7.3 — 163.4 170.8 170.8
Dominican Republic .......... 48,220 19.3 5.6 556.8 581.7 581.7
Ecuador ..................... 48,220 19.3 5.6 556.8 581.7 581.7
ElSalvador ................... 36,121 14.5 4.2 417.1 435.7 435.7
Finland ...................... 13,312 6.9 — 153.7 160.6 160.6
France....................... 158,638 82.3 — 1,831.4 1,913.7 1,913.7
Germany ................... 158,638 82.3 — 1,831.4 1,913.7 1,913.7
Guatemala ................... 48,220 19.3 5.6 556.8 581.7 581.7
Guyana .............oooooi. 13,393 5.2 2.6 153.8 161.6 161.6
Haiti ........................ 36,121 14.5 4.2 417.1 435.7 435.7
Honduras .................... 36,121 14.5 4.2 417.1 435.7 435.7
Tsrael .......ooviieei .. 13,126 6.8 — 151.5 158.3 158.3
Ttaly ...t 158,638 82.3 — 1,831.4 1,913.7 1,913.7
Jamaica...................... 48,220 19.3 5.6 556.8 581.7 581.7
Japan ...l 418,642 217.1 — 4,833.2 5,050.3 5,050.3
MeXiCO +vvviiiin it 578,632 232.1 66.9 6,681.3 6,980.3 6,980.3
Netherlands .................. 28,207 14.6 — 325.6 340.3 340.3
Nicaragua ..............co.unn 36,121 14.5 4.2 417.1 435.7 435.7
Norway..........ooovveonn. 14,157 7.3 — 163.4 170.8 170.8
Panama ..................... 36,121 14.5 4.2 417.1 435.7 435.7
Paraguay..................... 36,121 14.5 4.2 417.1 435.7 435.7
Peru ...... .. . ... i, 120,445 48.3 14.0 1,390.7 1,453.0 1,453.0
Portugal ..................... 4,474 2.3 — 51.7 54.0 54.0
Slovenia ..................... 2,434 1.3 — 28.1 29.4 29.4
Spain ... 158,638 82.3 — 1,831.4 1,913.7 1,913.7
Suriname .......... ... 7,342 3.5 2.2 82.9 88.6 88.6
Sweden ........cooiiiiiiin.. 27,268 14.1 — 314.8 328.9 328.9
Switzerland .................. 39,347 20.4 — 454.2 474.7 474.7
Trinidad and Tobago .......... 36,121 14.5 4.2 417.1 435.7 435.7
United Kingdom .............. 80,551 41.8 — 929.9 971.7 971.7
United States ................. 2,512,529 1,303.0 — 29,006.7 30,309.7 30,309.7
Uruguay ..................... 96,507 38.7 11.2 1,114.3 1,164.2 1,164.2
Venezuela .................... 482,267 216.0 33.3 5,568.5 5,817.8 5,817.8
Total before unallocated amount 8,367,080 3,870.5 468.8 96,596.4 100,935.7 100,935.7
Unallocated® ................ 1,299 0.9 — 14.8 15.7 15.7

Total 2004 ................. 8,368,379 $§ 3,871 $§ 469 § 96,611 $ 100,951

Total 2003 ................. 8,368,379 $ 3,871 $§ 469 $§ 96,611 $ 100,951

() Data are rounded; detail may not add up to subtotals and totals because of rounding.
) Represents the remaining shares of the former Socialist Federal Republic of Yugoslavia. Possible membership of Serbia and Montenegro is still pending.
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STATEMENT OF SUBSCRIPTIONS TO CAPITAL STOCK AND VOTING POWER

December 31, 2004
% of total
Subscribed Number number of
Member countries shares of votes votes (V
Regional developing members
Argentina ... 900,154 900,289 10.752
Bahamas ..........uiiiii 17,398 17,533 0.209
Barbados ...t 10,767 10,902 0.130
Belize ..ot 9,178 9,313 0.111
BOlVIa ©vviie e 72,258 72,393 0.865
Brazil. ... 900,154 900,289 10.752
Chile ..t 247,163 247,298 2.953
Colombia ... 247,163 247,298 2.953
CostaRICa ..ottt 36,121 36,256 0.433
Dominican Republic ............ .o, 48,220 48,355 0.577
Ecuador ........oiiiiii e 48,220 48,355 0.577
ElSalvador . ...covi e 36,121 36,256 0.433
Guatemala ...t 48,220 48,355 0.577
[ 0 - 13,393 13,528 0.162
Haiti ..o e 36,121 36,256 0.433
Honduras . ......oovviiiniiiiiiii e 36,121 36,256 0.433
Jamaica .. ... ... .. 48,220 48,355 0.577
MEXICO © vttt et e 578,632 578,767 6.912
Nicaragua .........oooiiiiiiiiiiiiiiii i 36,121 36,256 0.433
Panama ........... 36,121 36,256 0.433
Paraguay .......... ... ... i, 36,121 36,256 0.433
Peru .. e 120,445 120,580 1.440
SUMNAME .« vttt ettt et e 7,342 7,477 0.089
Trinidad and Tobago ............ ... ...t 36,121 36,256 0.433
Uruguay ...t 96,507 96,642 1.154
Venezuela . ...t 482,267 482,402 5.761
Total regional developing members .................. 4,184,669 4,188,179 50.018
Canada .............. . 334,887 335,022 4.001
United States ............. .. ... ... ... ..., 2,512,529 2,512,664 30.008
Nonregional members
AUSEIIA © ottt e 13,312 13,447 0.161
Belgium ...... ... 27,438 27,573 0.329
Croatia . ov ettt e e e 4,018 4,153 0.050
Denmark . ..ot 14,157 14,292 0.171
Finland ......... .. i 13,312 13,447 0.161
France ...... .. . 158,638 158,773 1.896
GeImany . .....oiuuuiiii i 158,638 158,773 1.896
Israel .o 13,126 13,261 0.158
Ttaly ..o 158,638 158,773 1.896
Japan ... 418,642 418,777 5.001
Netherlands . ...t e 28,207 28,342 0.338
NOrway ... 14,157 14,292 0.171
Portugal ... 4,474 4,609 0.055
SIOVENIA ottt 2,434 2,569 0.031
SPAIN .ottt 158,638 158,773 1.896
SWeden ..t 27,268 27,403 0.327
Switzerland ...... ... ... 39,347 39,482 0.472
United Kingdom . ...t 80,551 80,686 0.964
Total nonregional members ......................... 1,334,995 1,337,425 15.973
Total before unallocated amount .................... 8,367,080 8,373,290 100.000
Unallocated @ . ... 1,299 1,434
GRAND TOTAL ... 8,368,379 8,374,724

() Data are rounded; detail may not add to subtotals and grand total because of rounding.
() Represents the remaining shares of the former Socialist Federal Republic of Yugoslavia. Possible membership of Serbia and Montenegro is still pending.






SPECIAL PURPOSE FINANCIAL STATEMENTS

FUND FOR SPECIAL OPERATIONS

REPORT OF INDEPENDENT AUDITORS

Board of Governors
Inter-American Development Bank

We have audited the accompanying special purpose statement of assets, liabilities and fund balance of the Inter-American Develop-
ment Bank (Bank)—Fund for Special Operations as of December 31, 2004 and 2003, and the related special purpose statements of
changes in general reserve, comprehensive income, and cash flows for each of the three years in the period ended December 31, 2004.
These financial statements are the responsibility of the Bank’s management. Our responsibility is to express an opinion on these fi-
nancial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that
we plan and perform an audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes consideration of internal control over financial reporting as a basis for designing audit procedures that are appro-
priate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Bank’s internal control over
financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

As described in Note B, the accompanying special purpose financial statements have been prepared for the purpose of complying with
Article IV, Section 8(d) of the Agreement Establishing the Inter-American Development Bank, and are not intended to be a presenta-
tion in conformity with accounting principles generally accepted in the United States.

In our opinion, the accompanying special purpose financial statements of the Inter-American Development Bank—Fund for Special
Operations as of December 31, 2004 and 2003 and for each of the three years in the period ended December 31, 2004, present fairly,
in all material respects, the information set forth therein on the basis of accounting described in Note B.

This report was prepared solely for the information and use of the Board of Governors, Board of Executive Directors, and manage-
ment of the Inter-American Development Bank. However, under the Agreement Establishing the Inter-American Development Bank,
this report is included in the Annual Report of the Bank and is therefore a matter of public record and its distribution is not limited.

St ¥ MLLP

Washington, D.C.
February 15, 2005
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SPECIAL PURPOSE STATEMENT OF ASSETS, LIABILITIES AND FUND BALANCE

Expressed in millions of United States dollars

December 31,

2003

ASSETS
Cash and investments

Cash oo $ 387 $ 404

INVEStMENTS .« . oottt ettt e it e e it e 1,172 $1,559 1,187 $ 1,591
Loans outstanding .......................................... 7,041 7,216
Accrued interest and other charges

ON INVESMENTS . o\ o vttt et et ettt et te e ie i e 4 1

ONoans ...ttt 37 41 40 41
Receivable from members

Contribution qUOLAS . ......uuuteee ettt 1 29

Non-negotiable, non-interest-bearing demand obligations ....... 727 829

Amounts required to maintain value of currency holdings ....... 286 1,014 330 1,188
Otherassets ...........c.iiiii i 7 8

Totalassets ............oo it $9,662 $10,044
LIABILITIES AND FUND BALANCE
Liabilities

Accounts payable and accrued expenses ........... ... $ 3 $ 24

Undisbursed technical cooperation projects and other financings . . 99 100

Amounts payable to maintain value of currency holdings ........ 366 $ 468 298 $ 422
Fund balance

Contribution quotas authorized and subscribed ................ 9,802 9,735

General reserve (deficit) ...........oiiiiiiiinniiiinnn.. (562) (76)

Accumulated translation adjustments ............. ... ... ... (46) 9,194 (37) 9,622

Total liabilities and fund balance ......................... $9,662 $10,044

The accompanying notes are an integral part of these special purpose financial statements.
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FUND FOR SPECIAL OPERATIONS
INTER-AMERICAN DEVELOPMENT BANK

SPECIAL PURPOSE STATEMENT OF CHANGES IN GENERAL RESERVE

Expressed in millions of United States dollars

Years ended December 31,

2004 2003 2002
Income
Loans
TIEEIESE vttt ettt ettt et e e e e e e e e e e e $ 131 $137 $107
Credit COMMIUISSIONS & . v vttt ettt ettt ettt e et e ettt 8 10 4
Supervision and inspection fees ........... .. i i i 6 6 4
145 153 115
INVESTMENTS . . . oottt e 21 16 23
Oher et — 2 3
Total INCOME . v vttt e e e e 166 171 141
Expenses
Administrative EXPENSES .. ... .vv vttt ettt e e 62 58 60
TOtal EXPEIISES .+« + v v ettt ettt et e 62 58 60
Excess of income over expenses before technical
cooperation expense and HIPC debt initiative ................................ 104 113 81
Technical cooperation eXpense ..............o ittt 31 23 31
HIPC debt relief ......................eeeeee e 486 37 38
Excess of (expenses over income) inCome over eXpenses ....................... (413) 53 12
General reserve (deficit), beginningofyear ................... ... .. ... .. ..... (76) (54) 4
Allocations to Intermediate Financing Facility Account .................... ... ... (73) ~(75) ~(70)
General reserve (deficit), endofyear .................cciiiiiiiiiiii. $(562) $(76) $(54)

SPECIAL PURPOSE STATEMENT OF COMPREHENSIVE INCOME

Expressed in millions of United States dollars

Years ended December 31,

2004 2003 2002
Excess of (expenses over income) income over eXpenses ....................... $(413) $ 53 $ 12
Translation adjustments on assets and liabilities ............................... 57 123 89
comprehensive (I0SS) iNCOME . ... ... ...ttt $(356) $176 $101

The accompanying notes are an integral part of these special purpose financial statements.
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SPECIAL PURPOSE STATEMENT OF CASH FLOWS

Expressed in millions of United States dollars

Cash flows from lending and investing activities
Lending:

Loan disbursements . ... .....uuuiiiiie e
L0oan collections .. ..vvvvttt ittt
Loan participations, NEt . .........uuuuuuuiiiiie ettt
Net cash used in lending activities ........... ...ttt
Net decrease (increase) in iNVESTMENTS ... ...teetineeeineeiiineennnnnnnn
Miscellaneous assets and liabilities ... ......c.ciiiiiinnene i,
Net cash used in lending and investing activities ...............c.coiiiee.nn.

Cash flows from financing activities

Collections of receivables from members ................ .. ... . ...
Net cash provided by financing activities ..............cooiuiiiieeninnennn.

Cash flows from operating activities

Loan income collections ........... ... ..o
Income from INVEStMENtS .. .......ouiuiiuitiiii i
Otherincome ........ ... i
Administrative eXpenses . ............iiiiii i
Technical cooperation and other financings .......... ...
Net cash provided by operating activities ...............oviiiiiieeiiieann.

Cash allocations to the Intermediate Financing Facility Account ...............
Effect of exchange rate fluctuationsoncash ...................................
Netdecrease incash .......... ... ... i
Cash, beginning of year ......... ... ... .. .. .
Cash,end of year ........ .. ... i

The accompanying notes are an integral part of these special purpose financial statements.

Years ended December 31,

2004 2003 2002
$(463) $(486) $(313)
294 296 256
— (8) (7)
(169) (198) (64)
29 (31) (81)
— — 3
(140) (229) (142)
150 161 132
150 161 132
136 131 116
19 18 23
— 2 3
(83) (44) (52)
(31) (42) (45)
41 65 45
(73) (75) (70)
5 _ _
(17) (78) (35)
404 482 517
$ 387 $ 404 $ 482




FINANCIAL STATEMENTS 171

FUND FOR SPECIAL OPERATIONS
INTER-AMERICAN DEVELOPMENT BANK

NOTES TO SPECIAL PURPOSE FINANCIAL STATEMENTS

Note A — Origin

The Inter-American Development Bank (Bank) is an interna-
tional organization which was established in December 1959. Its
principal purpose is to promote the economic and social devel-
opment of Latin America and the Caribbean, primarily by pro-
viding loans and related technical assistance for specific projects
and for programs of economic reform. The Fund for Special
Operations (FSO) was established under the Agreement Estab-
lishing the Inter-American Development Bank (Agreement) to
make loans on highly concessional terms in the less developed
member countries of the Bank. The FSO also provides technical
assistance both related to projects and not connected to specific
loans. The FSO complements the activities of the Ordinary
Capital and the Intermediate Financing Facility Account (IFF).
The IFF’s purpose is to subsidize part of the interest payments
for which certain borrowers are liable on loans from the Ordi-
nary Capital. The FSO makes annual general reserve allocations
to the IFF, as indicated in Note G.

Note B — Summary of Significant Accounting Policies

Due to the nature and organization of the FSO, the accompany-
ing financial statements have been prepared on a special ac-
counting basis. As described below, this special accounting basis
is not consistent with United States generally accepted account-
ing principles (GAAP) with respect to certain items. These spe-
cial purpose financial statements have been prepared to comply
with Article IV, Section 8(d) of the Agreement.

Basis of accounting

The special purpose financial statements are prepared on the ac-
crual basis of accounting for loan income, investment income
and administrative expenses. That is, the effect of transactions
and other events is recognized when they occur (not as cash is
received or paid) and they are recorded in the accounting
records and reported in the annual financial statements of the
period to which they relate. The FSO follows a special account-
ing basis for loans and contribution quotas as described below.

Use of estimates

The preparation of financial statements requires management
to make estimates and assumptions that affect the reported
amounts of assets and liabilities, the disclosure of contingent as-
sets and liabilities at the date of the financial statements, and the
reported amounts of revenues and expenses during the report-
ing period. Actual results could differ from these estimates.

Translation of currencies
The financial statements are expressed in United States dollars;
however, the Bank conducts its operations in the currencies of

all of its members, which are considered functional currencies.
Assets and liabilities denominated in currencies other than the
United States dollar are translated at market exchange rates pre-
vailing at the dates of the Special Purpose Statement of Assets,
Liabilities and Fund Balance. Income and expenses in such cur-
rencies are translated at market rates of exchange prevailing
during each month. Exchange rate fluctuations do not have any
effect on the United States dollar equivalents of currencies sub-
ject to the maintenance of value (MOV) provisions described
below. Net adjustments resulting from the translation into
United States dollars of assets and liabilities in currencies that
do not have MOV protection, which are derived from the 1983,
1990 and 1995 increases in contribution quotas, are presented
as a component of comprehensive income in the Special Pur-
pose Statement of Comprehensive Income. The adjustments re-
sulting from the translation of contribution quotas authorized
and subscribed, that do not have MOV protection, are charged
or credited directly to Accumulated translation adjustments' in
the Special Purpose Statement of Assets, Liabilities and Fund
Balance. Under United States GAAP, the contribution quotas
authorized and subscribed should be reported at the historical
rates of exchange prevailing at the date of the relevant replen-
ishment’s approval.

Investments

Investment securities are recorded using trade-date accounting
and are held in a trading portfolio carried at fair value, with
changes in fair value included in Income from investments.

Loans
The Bank utilizes FSO resources to make highly concessional
loans, denominated in the currencies of non-borrowing mem-
ber countries, to the least-developed borrowing members, their
agencies or political subdivisions. In previous years, the Bank
also made concessional loans in local currencies to borrowing
members. In the case of loans to borrowers other than national
governments, central banks or other governmental or inter-
governmental entities, the Bank follows the general policy of re-
quiring a guarantee engaging the full faith and credit of the gov-
ernment. Under the loan contracts with the borrowers, the Bank
sells participations in certain loans to the Social Progress Trust
Fund, reserving to itself the administration of those loans.
Loans generally have up to 40 years final maturity and up
to a 10 year grace period for principal payments, and generally
carry an interest rate of 1% during the grace period and 2%

'References to captions in the financial statements are identified by the
name of the caption beginning with a capital letter every time they ap-
pear in the notes to the financial statements.
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thereafter. The principal amount of loans and accrued interest
are repayable in the currencies lent.

It is the policy of the Bank to place on nonaccrual status
all loans to a member government if service under any loan to,
or guaranteed by, the member government, made from any
fund owned or administered by the Bank, is overdue more than
180 days. On the date that a member’s loan is placed on nonac-
crual status, all loans to that member country are also placed
on nonaccrual status. When a loan is placed on nonaccrual sta-
tus, charges that had been accrued and remain unpaid are de-
ducted from the income of the current period. Charges on
nonaccruing loans are included in income only to the extent
that payments have actually been received. On the date a mem-
ber pays in full all overdue amounts, the member’s loans
emerge from nonaccrual status, its eligibility for new loans is
restored, and all overdue charges (including those from prior
years) are recognized as income from loans in the current pe-
riod. Except for the debt relief loan write-offs resulting from
the implementation of the Heavily Indebted Poor Countries
(HIPC) Initiative discussed in Note L, the Bank has never had
a write-off on any of its FSO loans and has a policy of not
rescheduling loan repayments.

Incremental direct costs associated with originating loans
are expensed as incurred as such amounts are immaterial to the
financial results.

Under United States GAAP, loans are recorded at their
net realizable value, including an allowance for amounts esti-
mated to be uncollectible. Management has elected to present
loans under a special accounting basis to provide for recording
loans and accrued interest at the full face amount of the bor-
rowers’ outstanding obligations. Any loan losses that might
occur would be charged to income of the current period.

The principal component of loans affected by the En-
hanced HIPC Initiative is recognized as HIPC debt relief in the
Special Purpose Statement of Changes in General Reserve, and
as a reduction in Loans in the Special Purpose Statement of As-
sets, Liabilities and Fund Balance, when the Board of Executive
Directors determines that a country has reached completion
point. Interim debt relief, which is revocable, during the period
between decision and completion point (as defined in Note L)
is recognized when relief is delivered to the country. HIPC loans
continue to accrue interest and other charges until principal
debt relief is delivered. The interest and other charges compo-
nent of debt relief, if any, is recognized as HIPC debt relief in the
period it is forgiven.

Receivable from members
Receivable from members includes non-negotiable, non-
interest-bearing demand obligations that have been accepted in

lieu of the immediate payment of all or any part of a member’s
contribution quotas and MOV obligations.

Contribution quotas

Recognition: Under United States GAAP, contribution quotas
authorized and subscribed should not be recorded until a
promissory demand note is received, guaranteed by the member
country, as payment of the amount due. To present the full
amount of the member country’s commitment, management
has elected to report contribution quotas under a special
accounting basis that provides for the recording of member’s
contribution quotas in full as contribution quotas receivable
upon approval of the relevant replenishment by the Board of
Governors.

Contribution quotas come due as a receivable through-
out the replenishment period in accordance with an agreed-
upon subscription and encashment schedule. The actual sub-
scription and payment of receivables when they become due
from certain members is conditional upon the respective mem-
ber’s budgetary appropriation processes. Contribution quotas
are settled through payment of cash or non-negotiable, non-
interest-bearing demand notes. Notes received in settlement of
contribution quotas are encashed as provided in the relevant re-
plenishment resolution.

Valuation: The Agreement provides that contribution quotas
be expressed in terms of the United States dollar of the weight
and fineness in effect on January 1, 1959. The Second Amend-
ment to the Articles of Agreement of the International Mone-
tary Fund eliminated par values of currencies in terms of gold
effective April 1, 1978. Consequently, the General Counsel of the
Bank rendered an opinion that the Special Drawing Right
(SDR) became the successor to the 1959 United States dollar as
the standard of value for member contributions, and for main-
taining the value of the FSO’s currency holdings. The SDR has a
value equal to the sum of the values of specific amounts of
stated currencies, including the United States dollar. Pending a
decision by the Bank’s Board of Governors and as suggested in
the General Counsel’s opinion, the Bank is continuing its prac-
tice of using as the basis of valuation the 1959 United States dol-
lar, as valued in terms of United States dollars at July 1, 1974,
whose value is equal to approximately 1.2063 of the then cur-
rent United States dollars.

Maintenance of value

In accordance with the Agreement, each member is required to
maintain the value of its currency held in the FSO to the extent
established by the terms for the respective increases in contri-
bution quotas. Likewise, and subject to the same terms of the
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contribution quota increases, the Bank is required to return to a
member an amount of its currency equal to any significant in-
crease in value of such member’s currency held in the FSO. The
standard of value for these purposes is the United States dollar
of the weight and fineness in effect on January 1, 1959. Currency
holdings derived from the 1983, 1990 and 1995 increases in con-
tribution quotas do not have maintenance of value protection.

The amount related to MOV on non-borrowing member
countries currency holdings is presented as an asset or liability
on the Special Purpose Statement of Assets, Liabilities and Fund
Balance, included in Amounts required/payable to maintain
value of currency holdings.

Administrative expenses

Substantially all administrative expenses of the Bank, including
depreciation, are allocated between the FSO and the Ordinary
Capital, pursuant to an allocation method approved by the
Board of Executive Directors. Following this allocation method,
during 2004 the effective ratio of administrative expenses
charged to the FSO was 15.6% and 84.4% to the Ordinary Cap-
ital (2003—15.4% and 84.6%; 2002—16.4% and 83.6%).

Technical cooperation

Non-reimbursable technical cooperation projects, as well as cer-
tain financings whose recovery is explicitly contingent on events
that may not occur, are recorded as technical cooperation ex-
pense at the time of approval.

Cancellations of undisbursed balances and recuperations
of contingently recoverable financings are recognized as an off-
set to technical cooperation expense in the period in which they
occur.

Fair values of financial instruments
The following methods and assumptions were used by the Bank
in estimating the fair value for its financial instruments:

Cash: The carrying amount reported in the Special Purpose
Statement of Assets, Liabilities and Fund Balance for cash ap-
proximates fair value.

Investments: Fair values for investment securities are based
on quoted market prices, where available; otherwise they are
based on dealer prices of comparable instruments or discounted
cash flows.

Loans: The Bank is one of very few sources of development
loans to Latin American and Caribbean countries. There is no
secondary market for development loans. Interest on all loans is
accrued at fixed rates. For all loans and related commitments,

the Bank is of the opinion that, due to its unique position in
lending operations and the absence of a secondary market, it is
not practicable to estimate a fair value for its lending portfolio.

Note C — Restricted Currencies

As of December 31, 2004, Cash includes $365 million (2003—
$386 million) in currencies of regional borrowing members.
The amount of $25 million (2003—$29 million) has been re-
stricted by one member in accordance with provisions of the
Agreement, to be used for making payments for goods and ser-
vices produced in its territory.

Note D — Investments

As part of its overall portfolio management strategy, the Bank
invests in government, agency, corporate and bank obligations,
including time deposits, and asset- and mortgage-backed secu-
rities. The Bank limits its activities of investing in securities to a
list of authorized dealers and counterparties. Credit limits have
been established for each counterparty.

For government and agency obligations, including secu-
rities issued by an instrumentality of a government or any
other official entity, the Bank invests only in obligations issued
or unconditionally guaranteed by governments of certain
countries with a minimum credit quality equivalent to a AA—
rating (asset- and mortgage-backed securities require a credit
quality equivalent to a AAA rating); however, if such obliga-
tions are issued in the currency of a member country, no credit
rating is required. Obligations issued by multilateral organiza-
tions require a credit quality equivalent to a AAA rating. In ad-
dition, the Bank invests in bank obligations issued or guaran-
teed by an entity with senior debt securities rating of at least
A+, and in corporate and asset- and mortgage-backed securi-
ties with credit quality equivalent to a AAA rating. The Bank
also invests in short-term asset-backed securities and short-
term asset-backed commercial paper carrying only the highest
short-term credit ratings.

A summary of the trading portfolio securities at Decem-
ber 31, 2004 and 2003 is shown in the Summary Statement of
Investments in Appendix II-1. Net unrealized gains and losses
on trading securities are not significant. The average return on
investments, including realized and unrealized gains and losses,
during 2004 was 1.83% (2003—1.34%; 2002—2.05%).

Note E — Loans Outstanding

Approved loans are disbursed to borrowers in accordance with
the requirements of the project being financed; however, dis-
bursements do not begin until the borrower and guarantor, if
any, take certain actions and furnish certain documents to the
Bank. Loans outstanding by country are shown in the Summary
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Statement of Loans Outstanding in Appendix II-2. The average
maturity for loans outstanding at December 31, 2004 and 2003
was 14.2 years and 13.6 years, respectively, and the average in-
terest rate was 1.71% in both years.

In July 2003, the Bank received payment of all amounts
overdue on loans to borrowers in Haiti, and such loans came
out of nonaccrual status. As a result, income from loans for 2003
was increased by $12 million corresponding to income that
would have been recognized in prior years. As of December 31,
2004, there were no countries in nonaccrual status.

Note F — Contribution Quotas Authorized and Subscribed
Non-negotiable, non-interest-bearing demand obligations have
been or will be accepted in lieu of the immediate payment of all
or any part of a member’s contribution quotas. The payment of
contribution quotas is conditional on the members’ budgetary
and, in some cases, legislative processes. The Canadian contri-
bution quota is being increased by collections of principal, in-
terest and service charges on loans extended from the Canadian
Trust Fund administered by the Bank. For a Statement of Con-
tribution Quotas at December 31, 2004 and 2003, see Appendix
1I-3.

Voting power

In making decisions concerning operations of the FSO, the
number of votes and percent of voting power for each member
country are the same as those applicable for decisions involving
the Ordinary Capital.

Changes for the period

The following table summarizes the changes in Contribution
quotas authorized and subscribed for the years ended Decem-
ber 31, 2004 and 2003 (in millions):

Contribution
quotas
authorized and
subscribed

Balance at January 1,2003 ....................... $9,584
Contribution by Canada—

Trust Fund collections . ........................ 1
Translation adjustment of contributions

approved in 1983, 1990 and 1995

due to exchange rate fluctuations ............... 150
Balance at December 31,2003 .................... 9,735
Contribution by Canada—

Trust Fund collections . ............... ... .. ... 1
Translation adjustment of contributions

approved in 1983, 1990 and 1995

due to exchange rate fluctuations ............... 66
Balance at December 31,2004 .................... $9,802

As of December 31, 2004, the cumulative increase in the
United States dollar equivalents of contribution quotas because
of exchange rate fluctuations was $20 million (2003—decrease
of $46 million).

The composition of the net receivable from members as
of December 31, 2004 and 2003 is as follows (in millions):

2004 2003
Regional developing members ........ $ 946 $1,013
Canada ........covvvvieniiiiiinnn. 13 33
Non-regional members .............. (311) (183)
Unallocated ....................... — 27
Total «.vvvii i $ 648 $ 890

These amounts are represented in the Special Purpose
Statement of Assets, Liabilities and Fund Balance as follows (in

millions):
2004 2003
Receivable from members ............ $1,014 $1,188
Amounts payable to maintain value of
currency holdings ................. (366) (298)
Total ... $ 648 $ 890

In 1995, the Board of Governors of the Bank approved
the Eighth General Increase in the Resources of the Bank which
provided for an increase in the authorized contribution quotas
of approximately $1,000 million. Encashments of contributions
under this increase are due annually through 2005. Under the
increase, up to $136 million of unallocated special contribu-
tions were to be paid by contributions from members, and any
unpaid portion was to be paid by periodic transfers from the net
income of the Ordinary Capital, consistent with prudent finan-
cial management, between January 1, 2000 and December 31,
2004. As of December 31, 2004, no such contributions had been
paid by members. Accordingly, the amount of $27.2 million,
representing one fifth of the unallocated special contributions,
was transferred from the net income of the Ordinary Capital to
the FSO in each of the years 2000 through 2004. In accordance
with the Agreement, these transfers were credited to the total
contribution quotas of each member in proportion to the num-
ber of Ordinary Capital shares held. The 2004 transfer com-
pletes the $136 million of unallocated special contributions
from the Ordinary Capital.

Note G — General Reserve

In accordance with resolutions of the Board of Governors, the
excess of income over expenses is to be added to the general
reserve.
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In 2004, the Board of Governors allocated the equivalent
of $73 million (2003—$75 million; 2002—$70 million) in con-
vertible currencies from the general reserve of the FSO to the
IFF for the purpose of subsidizing part of the interest and prin-
cipal for which certain borrowers are liable on loans from the
Ordinary Capital. Projected allocations, in accordance with var-
ious agreements of the Board of Governors, are shown in the
following table (in millions):

Concessional
Capital HIPC resources
Year increases”) initiative ® agreement ®)  Total
2005 $ 30 $12 $ 20 $ 62
2006 30 11 20 61
2007 30 11 20 61
2008 30 11 20 61
2009 30 11 20 61
2010 to 2014 60 6 270 336
2015 to 2019 — L 325 325
Total $210 $62 $695 $967

(1 Under the terms of the Sixth and Seventh General Capital Increases in the Re-
sources of the Bank.

@ Transfers to fund additional subsidy payments on Ordinary Capital loans to
Bolivia, Guyana and Nicaragua. See Note L for a description of the HIPC
Initiative.

¥ Mandated allocations under the Concessional resources agreement approved by
the Board of Governors in 1999 amount to $20 million annually from 2000 to
2012 and $15 million in 2013. Additional transfers of approximatelly $65 mil-
lion annually from 2012 to 2019 will be necessary to fund the 2000-2008 IFF
lending mandated under the Concessional resources agreement. The level of
these additional transfers may change as assumptions are revised in future
years.

These allocations are subject to annual approvals by the
Board of Governors and to adjustment for appropriate reasons
related to the availability of funding for the IFE

The following is a summary of changes in the General
reserve for the years ended December 31, 2004 and 2003 (in
millions):

Enhanced Income, Total
HIPC Other General
Initiative  than HIPC Reserve
Balance at January 1,2003... ... $ (771) $717 $ (54)
Allocationto IFF............ (14) (61) (75)
HIPC debt relief ............ (37) —_ (37)
Income, excluding HIPC . . . .. — 90 90
Balance at December 31, 2003. .. (822) 746 (76)
Allocationto IFF............ (12) (61) (73)
HIPC debt relief............ (486) — (486)
Income, excluding HIPC . . . .. — 73 73

Balance at December 31,2004...  $(1,320) $758 $(562)

Note H — Accumulated Translation Adjustments

The following is a summary of changes in the Accumulated
translation adjustments for the years ended December 31, 2004
and 2003 (in millions):

Contribution

Assets quotas
and authorized and

liabilities subscribed Total

Balance at January 1,2003 ...... $(206) $ 196 $(10)
Translation adjustments.. . . ... 123 (150) (27)
Balance at December 31, 2003 . .. (83) 46 (37)
Translation adjustments. . . ... 57 (66) 9)
Balance at December 31,2004 ... $ (26) $ (20) $(46)

Note I — Administrative Expenses

Pursuant to the policy described in Note B, the FSO shares in all
of the expenses incurred by the Bank, including those related to
the pension and postretirement benefit plans. During 2003 and
2002, the Bank’s Postretirement Benefit Plan had benefit in-
come of $10 million and $16 million, respectively. The FSO’s
share of such income, which is included in Other income,
amounted to $2 million and $3 million in 2003 and 2002,
respectively.

Note J — Undisbursed Technical Cooperation Projects and
Other Financings

The following is a summary of changes in Undisbursed techni-
cal cooperation projects and other financings for the years
ended December 31, 2004 and 2003 (in millions):

2004 2003
Balance at January 1, ............. $100 $119
Approvals ....... ... oo i 36 30
Cancellations ................... (3) (5)
Disbursements .................. _(34) _(449)
Balance at December 31, .......... $ 99 $100
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Note K — Reconciliation of Excess of (Expenses over Income)
Income over Expenses to Net Cash Provided by Operating
Activities

A reconciliation of Excess of (expenses over income) income
over expenses to Net cash provided by operating activities, as
shown in the Special Purpose Statement of Cash Flows, is as fol-
lows (in millions):

Years ended December 31,

2004 2003 2002

Excess of (expenses over income)
income over expenses ............ $(413) $ 53 $ 12
Difference between amounts accrued
and amounts paid or collected for:

Loanincome ............ooouu... (8) (22) —
Income from investments ......... (2) 1 —
Net unrealized loss on
investments ................... — 1 —
Administrative expenses .......... (21) 14 8
Technical cooperation and other
financings ............. . ... (1) (19) (13)
HIPC debtrelief ................... 486 37 38
Net cash provided by operating
activities ..........iiiiiiaaa.... $ 41 $ 65 $ 45
Supplemental disclosure of noncash
activities
Increase (decrease) resulting from
exchange rate fluctuations:
Investments ................... $ 15 $ 22 $ 12
Loans outstanding ............. 131 274 87
Receivable from members—net .. (94) (174) (10)
Contribution quotas authorized
and subscribed .............. 66 150 104

Note L — Heavily Indebted Poor Countries (HIPC) Initiative
The Bank participates in the HIPC Initiative, a concerted inter-
national initiative endorsed by the Group of Seven Countries
(G-7), the International Bank for Reconstruction and Develop-
ment (the World Bank) and the International Monetary Fund,
for addressing the debt problems of a group of countries iden-
tified as heavily indebted poor countries to ensure that reform
efforts of these countries will not be put at risk by continued
high external debt burdens. Under the HIPC Initiative, all bilat-
eral and multilateral creditors are providing debt relief for
countries that demonstrate good policy performance over an
extended period in order to bring their debt service burdens to
sustainable levels.

The Bank’s participation in the HIPC comprises the
HIPC I of 1998 and the Enhanced HIPC Initiative approved in
2001. Eligible member countries are Bolivia, Guyana, Honduras

and Nicaragua. Total debt relief is expected to amount to a net
present value, calculated as of the HIPC effective date for each
country, of approximately $1.1 billion. This debt relief, which is
being delivered from 1998 through 2019, is being implemented
through a combination of write-offs of FSO loans principal and
interest, transfers from the FSO general reserve to the IFF, con-
version of a substantial portion of FSO local currency holdings
to United States dollars, and grants of member countries
through the World Bank HIPC Trust Fund.

As part of HIPC I, in 1998 the Bank charged off FSO
loans to Bolivia and Guyana in the amount of $177.1 million. In
addition, the Bank is transfering the equivalent of $138 million
in convertible currencies during the period 1998 to 2010 from
the FSO’s general reserve to the IFF to provide for increased IFF
subsidy payments during the period 1998 to 2015 on Ordinary
Capital loans. Of this amount, $77 million had already been
transferred as of December 31, 2004.

Enhanced HIPC Initiative

As part of the Enhanced HIPC Initiative, the Bank delivers debt
service relief by forgiving a portion of an eligible country’s debt
service obligations as they become due. Additional debt service
relief, being delivered from 2001 to 2008, is funded by amounts
received from the World Bank HIPC Trust Fund. Such amounts,
including any investment income thereon, are kept separately
from the resources of the FSO in the HIPC Account, and are
used solely for the specific purpose of meeting debt service ob-
ligations of eligible countries. These resources are not included
in the financial statements and do not affect the operations of
the FSO.

Under the Enhanced HIPC Initiative, decision point is
reached once the country has established an adequate policy
track record. The completion point is achieved once the coun-
try has demonstrated continued strong policy performance.
During the period between decision point and completion
point, referred to as the interim period, partial debt relief, not to
exceed one-third of the total relief amount, may be granted to a
country. Such interim debt relief is revocable and is contingent
upon the country making satisfactory progress towards a strong
policy performance. Once a country reaches completion point,
the debt relief to the country becomes irrevocable.

Because of its revocable nature, interim debt relief is rec-
ognized only when actual relief is delivered to the country. Once
the Board of Executive Directors determines that a country has
reached completion point, the remaining nominal value of the
principal component of the total debt relief to be provided to
the country is recorded as a reduction in Loans in the Special
Purpose Statement of Assets, Liabilities and Fund Balance and
as HIPC debt relief in the Special Purpose Statement of Changes
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in General Reserve. The interest and other charges component
of debt relief, if any, is recognized as HIPC debt relief in the pe-
riod the debt relief is delivered and adjustments to previously
recognized amounts, if any, when determined.

During 2004, Guyana and Nicaragua reached completion
point. Accordingly, HIPC debt relief was recognized in the
amount of $64 million and $409 million, respectively, repre-
senting the estimated nominal value of the principal compo-
nent of the total debt relief for Guyana and Nicaragua remain-
ing upon reaching completion point.

During 2004, 2003 and 2002, the following amounts of
HIPC debt relief were recognized as per the accounting policy
described above (in millions):

HIPC Status as

of December 31, HIPC Debt Relief
Country 2004 2004 2003 2002
Bolivia............. Completion $ (5) $1 $2
Honduras.......... Decision — 6 20
Guyana............ Completion 68 5
Nicaragua.......... Completion 423 25 11

Total ............ $486 $37 $38
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December 31, 2004 and 2003
Expressed in millions of United States dollars

APPENDIX II-1

Investments
Obligations of the United States Government

and its corporations and agencies ..............
Obligations of other governments

and agencies . ...
Bank obligations and time deposits ...............
Corporate securities . .......ccovviiiiinnnn..
Asset- and mortgage-backed securities ............

The currencies of the above investments are as follows:

2004
Fair
Cost value
$ 107 $ 107
73 73
504 504
56 56
433 432
$1,173 SL172
Currencies 2004 2003
British pounds sterling.......... $ 70 $ 69
Canadian dollars . .............. 35 21
Euro ...... ... .. i, 100 79
Swedish kroner ................ 2 —
Swiss francs ............o...... 2 —
United States dollars ........... 963 1,018
$1,172 $1,187

2003

Cost

27
543

w

597
$1,187

Fair
value

27
543

597
$1,187
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December 31, 2004 and 2003
Expressed in millions of United States dollars

Currency in which
outstanding balance
is collectible

Non-borrowing Borrowing

Member in whose Outstanding country country Outstanding
territory loans have been made 2004 currencies currencies Undisbursed 2003
ATgentina ..o vttt $ 125 $ — $ 125 $ 4 $ 137
Barbados . ......oiiii 15 15 — — 16
BOlivia ..ottt 824 774 50 488 718
Brazil . ... 342 — 342 11 367
Chile ..o 3 1 2 — 4
Colombia .. ..vviiii 168 45 123 7 189
CoSta RICA . oo vttt 96 88 8 — 106
Dominican Republic ... 403 384 19 — 415
Ecuador ... 566 506 60 — 585
ElSalvador ........ooiiiiiiiiiii i 504 483 21 — 520
Guatemala .........oiiii i 374 323 51 1 386
GUYANA .« ottt 371 370 1 274 386
Haitl .o 509 497 12 324 482
Honduras . ...oovnit e 1,250 1,207 43 493 1,111
Jamaica ... 55 46 9 — 59
MEXICO vttt ettt et e e e e e 23 — 23 — 27
Nicaragua .......oviuiiiiii i 845 815 30 468 1,104
Panama ... 61 51 10 — 70
Paraguay ............ ... 337 310 27 — 345
Peru ... 79 37 42 — 89
Suriname ...l 1 — 1 — 1
Trinidad and Tobago ......... ... ...t 9 — 9 — 10
UIUgUay ..t 25 12 13 — 28
Regional ...ttt 56 53 3 13 61

Total 2004 . ..o e $7,041 $6,017 $1,024 $2,083

Total 2003 . ..o e $6,112 $1,104 $2,000 $7,216

The non-borrowing country currencies in which the outstanding loans balance is collectible are as follows:

Currencies 2004 2003
British pounds sterling ................ $ 103 $ 97
Canadian dollars ..................... 374 354
Danish kroner ........................ 38 35
Euro ... i 983 878
Japaneseyen .............. .. ... 418 409
Norwegian kroner .................... 28 25
Swedish kronor ............. ... oL 53 49
Swiss francs ......ooiiiiiii . 78 71
United States dollars .................. 4,873 4,672
6,948 6,590
Less: HIPC debt relief not delivered yet 931 478
$6,017 $6,112

() Represents the principal component of loans recognized as HIPC debt relief and as a reduction of Loans outstanding for which debt service relief has not yet been deliv-
ered and, accordingly, the related currency of the debt service to be forgiven has not been determined.
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December 31,
Expressed in millions of United States dollars")

2004 and 2003

APPENDIX II-3

Contribution quotas authorized and subscribed

Subject to maintenance of value

Before

Members adjustments
Argentina ..............ooiiiii... $ 402.8
Austria ... 11.0
Bahamas ............... .. ... 8.8
Barbados ... 14
Belgium .............oiiiiiit 27.1
Belize ..o —
Bolivia . ...ovvvvenii 32.5
Brazil ... 402.8
Canada .....ooviiiiii 222.4
Chile ... 111.4
Colombia .....coovvviiieiiiiiiia.. 111.4
CostaRICa .o 16.2
Croatia .....ovviiiii i 3.1
Denmark ...........coiiiiiiiiiia.. 11.7
Dominican Republic ................. 21.7
Ecuador ............. i, 21.7
ElSalvador ...............ooiiiat, 16.2
Finland ..., 11.0
France ......... ... ... o il 133.4
Germany ..........o.oeeviiiiiiiiina.. 136.7
Guatemala ............. ... 21.7
Guyana .............ooiiia 7.0
Haiti ... 16.2
Honduras ...........ccovvvviiinnnn. 16.2
Tsrael ..o 10.8
Italy ..o 133.4
Jamaica ........... ... i, 21.7
Japan ... oo 148.8
MEXICO v 259.2
Netherlands ........................ 20.3
Nicaragua ..........ccovvviiiiinnnn. 16.2
Norway ..., 11.7
Panama ............ ... ... oL 16.2
Paraguay .............. ... oo 16.2
Peru.......... 54.5
Portugal ......... ... . .ol 5.0
Slovenia ........o.eiiiiiiiiiiiiiinn. 1.8
Spain ... 133.4
SUriname ........oooeeeeeunnnnnnnnnn 5.3
Sweden ... 23.7
Switzerland ......... ... .. 37.6
Trinidad and Tobago ................. 16.2
United Kingdom .................... 133.4
United States .........covviinniinn. 4,100.0
Uruguay ........cooveiiiiiiiiiiinn. 43.5
Venezuela .......................... 250.1
Total before unallocated amount . ...... 7,223.2
Unallocated® ....................... 4.0

Total 2004 ... ovviii $ 7,227

Total 2003 .. ...oviiiii $ 7,226

(UData rounded; detail may not add to subtotals and total because of rounding.

Not subject to

maintenance
Adjustments® of value
$ 29.5 $ 801
— 9.9
— 1.8
— 0.4
— 20.4
— 7.6
9.7 6.5
62.2 79.4
12.6 78.3
24.0 22.3
20.1 22.3
4.0 3.2
— 3.0
— 10.5
7.9 4.4
4.2 4.4
2.0 3.2
— 8.9
— 112.0
— 106.5
6.8 4.3
— 1.3
2.4 3.2
7.1 3.2
— 8.3
— 99.0
2.7 4.4
— 492.9
15.0 54.8
— 20.9
4.8 3.2
— 9.1
5.9 3.3
8.5 3.2
14.3 11.0
— 2.8
— 1.6
— 97.3
— 1.0
— 18.0
— 31.6
1.5 3.2
— 49.4
243.7 495.3
3.7 8.7
12.1 53.1
504.6 2,069.2
— 1.4
$ 505 $ 2,071
$ 505 $ 2,004

Total 2004

$ 512.4
20.9
10.6

1.8
47.5
7.6
48.7
544.4
313.3
157.7
153.7
23.4
6.1
22.2
33.9
30.3
21.4
19.8
245.4
243.2
32.8
8.3
21.8
26.5
19.1
232.4
28.8
641.7
329.0
41.2
24.2
20.8
25.4
27.9
79.8
7.8
3.4
230.7
6.3
41.7
69.2
20.9
182.8
4,839.0
55.9
315.3
9,797.0
5.4

$ 9,802

Total 2003

$ 500.2
20.1
10.5

1.8
45.9
7.5
48.4
541.5
306.5
156.9
152.9
23.2
5.8
21.4
33.7
30.1
21.3
19.3
236.7
239.6
32.7
8.3
21.7
26.4
18.8
224.7
28.6
622.3
327.1
39.5
24.0
20.2
25.2
27.8
79.4
7.7
3.4
223.1
6.2
40.3
66.2
20.8
179.2
4,836.3
55.6
313.8
9,702.6
32.5

$ 9,735

2Represent maintenance of value adjustments resulting from the changes in the values of currencies in 1972 and 1973 due to the devaluation of the United States dollar in

those years.

®1n 2003, includes $27 million of remaining unallocated special contributions provided by the Eighth General Increase in Resources of the Bank (Note F). The balance
represents the remaining contribution of the former Socialist Federal Republic of Yugoslavia pertaining to Serbia and Montenegro whose possible membership is still

pending.



INTERMEDIATE FINANCING
FACILITY ACCOUNT

REPORT OF INDEPENDENT AUDITORS

Board of Governors
Inter-American Development Bank

We have audited the accompanying balance sheet of the Inter-American Development Bank (Bank)—Intermediate Financing Facility
Account as of December 31, 2004 and 2003, and the related statements of changes in fund balance and cash flows for each of the three
years in the period ended December 31, 2004. These financial statements are the responsibility of the Bank’s management. Our re-
sponsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstate-
ment. An audit includes consideration of internal control over financial reporting as a basis for designing audit procedures that are ap-
propriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Bank’s internal control over
financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of the Inter-
American Development Bank—Intermediate Financing Facility Account as of December 31, 2004 and 2003, and the results of its op-
erations and cash flows for each of the three years in the period ended December 31, 2004, in conformity with accounting principles
generally accepted in the United States.

émt ¥ MLL?
Washington, D.C.

February 15, 2005
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BALANCE SHEET

Expressed in millions of United States dollars

December 31,
2004 2003

ASSETS

Cash and investments
Cash . $ 3 $ 5
INVESTIMENES « ottt ettt et et et e e e 272 $275 254 $259

Receivable for investment securitiessold ...............

‘ - N

Accrued interest oninvestments .......................
Total @ssets ... $277 $259

LIABILITIES AND FUND BALANCE

Liabilities
Accounts payable ......... .. i $ — $ 1

Fund balance
Accumulated translation adjustments ................... $ 44 $ 44
Other changes in fund balance ......................... 233 277 214 258

Total liabilities and fund balance ..................... $277 $259

STATEMENT OF CHANGES IN FUND BALANCE

Expressed in millions of United States dollars

Years ended December 31,

2004 2003 2002
Additions
Allocations from Fund for Special Operations ...................coiiuia... $73 $ 75 $ 70
Income from INVEStMENts ... ......utiinnet ettt 4 4 4
Total additions ... ...ttt e 77 79 74
Deductions
Interest and principal paid on behalf of
Ordinary Capital DOIrOWers ...........ueeiutiiii i, 58 73 79
Change in fund balance, before translation adjustments ..................... 19 6 (5)
Translation adjustments ............ ... . ... = 6 11
Change in fund balance, after translation adjustments ....................... 19 12 6
Fund balance, beginningofyear ........... ... . . ... i, 258 246 240
Fund balance, end of year ............. ... it $277 $258 $246

The accompanying notes are an integral part of these financial statements.
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STATEMENT OF CASH FLOWS
Expressed in millions of United States dollars
Years ended December 31,
2004 2003 2002
Cash flows from investing activities
Net (increase) decrease in INVESTIMENTS . ..o v vtttiee e iiee e iiee e iiieeeennnn. $(29) $ (2) $ 6
Net cash (used in) provided by investing activities . . . ..........cooviiio... (29) (2) 6
Cash flows from operating activities
Allocations from Fund for Special Operations ................cooiiiiiiinna.. 73 75 70
Income from INVEStMENTS . ..ottt ettt ettt et it eeeaeeee e 14 1 2
Interest and principal paid on behalf of Ordinary Capital borrowers ............. (59) (72) 82)
Net cash provided by (used in) operating activities ..................coovvnn... 28 4 10)
Effect of exchange rate fluctuationsoncash ................................ (1) 1 1
Net (decrease) increaseincash ................ ..o iiiiiiiiiiniiinnnnn. (2) 3 (3)
Cash, beginning of year .......... ... ... i 5 2 5
Cash,end of year .......... i $ 3 $ 5 $ 2

The accompanying notes are an integral part of these financial statements.
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Note A — Origin

The Inter-American Development Bank (Bank) is an interna-
tional organization which was established in December 1959. Its
purpose is to promote economic and social development in
Latin America and the Caribbean, primarily by providing loans
and related technical assistance for specific projects and for pro-
grams of economic reform. The Agreement Establishing the
Inter-American Development Bank (Agreement) provides that
its operations be conducted through the Ordinary Capital and
the Fund for Special Operations (FSO). In 1983, the Board of
Governors of the Bank established the Intermediate Financing
Facility Account (IFF) for the purpose of subsidizing part of the
interest payments for which certain borrowers are liable on
loans from the Ordinary Capital. The IFF receives annual allo-
cations from the FSO, as indicated in Note D.

In making decisions concerning operations of the IFF, the
number of votes and percent of voting power for each member
country are the same as those applicable for decisions involving
the Ordinary Capital, except that the voting authority for deci-
sions to award IFF loan subsidies is determined according to
each member country’s proportional contribution to the FSO.

Note B — Summary of Significant Accounting Policies

The financial statements are prepared in conformity with
United States generally accepted accounting principles (GAAP).
The preparation of such financial statements requires manage-
ment to make estimates and assumptions that affect the re-
ported amounts of assets and liabilities, the disclosure of con-
tingent assets and liabilities at the date of the financial
statements, and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from
these estimates.

Translation of currencies

The financial statements are expressed in United States dollars;
however, the IFF operations are conducted in various curren-
cies, including the United States dollar. Assets and liabilities de-
nominated in currencies other than the United States dollar are
translated at market rates of exchange prevailing at the Balance
Sheet dates. Income and expenses in such currencies are trans-
lated at market rates of exchange prevailing during each month.
The adjustments resulting from the translation of assets and li-
abilities are shown in the Statement of Changes in Fund Balance
as Translation adjustments.!

'References to captions in the financial statements are identified by the
name of the caption beginning with a capital letter every time they ap-
pear in the notes to the financial statements.

Investments

Investment securities are recorded using trade-date accounting
and are held in a trading portfolio carried at fair value, with
changes in fair value included in Income from investments.

Administrative expenses

Administrative expenses of the IFF are paid by the Bank and are
allocated between the Ordinary Capital and the FSO, pursuant
to an allocation method approved by the Board of Executive
Directors.

Fair values of financial instruments
The following methods and assumptions were used in estimat-
ing the fair value of the financial instruments:

Cash: The carrying amount reported in the Balance Sheet for
cash approximates fair value.

Investments: Fair values for investment securities are based
on quoted market prices, where available; otherwise they are
based on dealer prices of comparable instruments or discounted
cash flows.

Note C — Investments

As part of its overall portfolio management strategy, the Bank
invests the IFF resources in government, agency, corporate
and bank obligations, including time deposits, and asset- and
mortgage-backed securities with credit ratings ranging from A+
to AAA. In 2003, such resources were invested in the same type
of securities indirectly through an investment pool managed by
the Bank.

The Bank limits IFF’s activities of investing in securities
to a list of authorized dealers and counterparties. Credit limits
have been established for each counterparty.

Investment securities held in the trading portfolio are
carried at fair value as shown in the Summary Statement of In-
vestments in Appendix ITI-1. The average return on investments
during 2004, including realized and unrealized gains and losses,
was 1.54% (2003—1.32%; 2002—1.70%).

Note D — Contributions

The IFF is funded primarily through transfers from the FSO.
The IFF is also authorized to receive additional contributions
from any member country.
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For initial funding purposes, the equivalent of $61 mil-
lion in convertible currencies of the general reserve of the
FSO was transferred to the IFF in 1983. Actual and projected
allocations, in accordance with various agreements of
the Board of Governors, are shown in the following table (in

millions):
Concessional
Capital HIPC resources
Year increases!) initiative ¥ agreement ) Total
Through 2001 $372 $ 44 $ 52 $ 468
2002 23 27 20 70
2003 30 25 20 75
2004 30 23 20 73
2005 30 12 20 62
2006 30 11 20 61
2007 30 11 20 61
2008 30 11 20 61
2009 30 11 20 61
2010 to 2014 60 6 270 336
2015 to 2019 = = 325 325
Total $665 $181 $807 $1,653

() Under the terms of the Sixth and Seventh General Capital Increases in the Re-
sources of the Bank.

) As part of the Heavily Indebted Poor Countries Initiative (HIPC), the IFF is in-
creasing subsidy payments on Ordinary Capital loans to Bolivia, Guyana and
Nicaragua. To fund these additional subsidy payments, the Bank is making ad-
ditional annual transfers in convertible currencies from the FSO’s general re-
serve to the IFF.

) Mandated allocations under the Concessional resources agreement approved by
the Board of Governors in 1999 amount to $20 million annually from 2000 to
2012 and $15 million in 2013. Additional transfers of approximately $65 mil-
lion annually from 2012 to 2019 will be necessary to fund the 2000-2008 IFF
lending mandated under the Concessional resources agreement. The level of
these additional transfers may change as assumptions are revised in future
years.

Future allocations are subject to annual approvals by the
Board of Governors, and to adjustment for appropriate reasons
related to the availability of funding for the IFE

Note E — Accumulated Translation Adjustments

The following is a summary of changes in the Accumulated
translation adjustments for the years ended December 31, 2004
and 2003 (in millions):

2004 2003
Balance at January 1, ................ $44 $38
Translation adjustments ............. — 6

Balance at December 31, ............. $44 $44

Note F — Commitments

The payment by the IFF of part of the interest due from bor-
rowers is contingent on the availability of resources. At Decem-
ber 31, 2004, the amounts disbursed and outstanding and
undisbursed, classified by country, under loans on which the
IFF would pay part of the interest (and principal in the case of
Nicaragua) are as follows (in millions):

Disbursed
and

Country outstanding Undisbursed
Barbados.................oiiiL $ 58 $ —
Bolivia......oovviiiiiiiiiiiiii 197 —
CostaRica..........ooooiiiiitt. 119 —
Dominican Republic.................... 296 110
Ecuador............coiiiiiiiiii. 344 85
ElSalvador ..................o i, 257 142
Guatemala...............cooiiiii... 273 196
Guyana ...l 12 —
Jamaica .......... i 268 172
Nicaragua ........o.oovviiiiiiinnannn... 108 —
Panama............. ... ... oLl 106 —
Paraguay ............ ... ... o oo 199 104
SUMNAME. . oo vttt e e 42 44
Trinidad and Tobago.................... 110 —
Uruguay ..., 89 —
Regional ................. ...l 45 =

$2,523 $853

The interest rate subsidy on certain Ordinary Capital
loans is set twice a year by the Board of Executive Directors. The
subsidy can be no more than 5% per annum, subject to the ef-
fective rate paid by the borrowers being at least 1.5% above the
convertible currency FSO average interest rate. For certain loans
with increased subsidy under the HIPC I, the effective rate paid
by the borrowers can be as low as the convertible currency FSO
average interest rate. Under the Enhanced HIPC Initiative, the
IFF subsidizes 100% of certain debt service payments (both
principal and interest) on Ordinary Capital loans to Nicaragua.
It is expected that, over time, the Bank will distribute all of the
IFF’s resources to subsidize part of the interest and principal
payments for which certain Ordinary Capital borrowers are
liable.
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NOTES TO FINANCIAL STATEMENTS (continued)

Note G — Reconciliation of Change in Fund Balance, before
Translation Adjustments to Net Cash Provided by (Used in)
Operating Activities

A reconciliation of Change in fund balance, before translation
adjustments to Net cash provided by (used in) operating activ-
ities, as shown on the Statement of Cash Flows, is as follows (in
millions):

Years ended December 31,

2004 2003 2002

Change in fund balance, before

translation adjustments ............ $19 $6 $ (5)
Difference between amounts accrued

and amounts paid or collected for:

Income from investments ........... (1) — —
Net unrealized (gain) loss on
investments .................... 11 (3) (2)

Interest and principal paid on
behalf of Ordinary Capital

DOrrowers ..........ccoiiiiiia... 1) 1 3)
Net cash provided by (used in)
operating activities ................ $28 $4 $(10)

Supplemental disclosure of noncash
activities
Increase resulting from exchange
rate fluctuations on investments ... $— $5 $ 10
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INTERMEDIATE FINANCING FACILITY ACCOUNT APPENDIX III-1
INTER-AMERICAN DEVELOPMENT BANK

SUMMARY STATEMENT OF INVESTMENTS - NOTE C

December 31, 2004 and 2003
Expressed in millions of United States dollars

2004 2003
Fair Fair
Investments value value
Obligations of the United States Government and

its corporations and agencies ............. i $ 41 $ —
Obligations of other governments and agencies ................... 13 —
Bank obligations and time deposits ........... .. ... ..o oL 99 25
Corporate SECUITtIeS . ... ..vvtiutt it it 11 —
Asset- and mortgage-backed securities ............ ... ... ol 108 —
Investment pool . ...t — 229
$272 $254

The currencies of the above investments are as follows:
Currencies 2004 2003
BUIO o $ 6 $ 10
Japanese yen . ... e — 9
SWISS francs . ..oouv it 2 6
United States dollars . ........... ..o i 264 229

$272 $254
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Country Governor Alternate Governor
ARGENTINA Roberto Lavagna Martin P. Redrado
AUSTRIA Karl-Heinz Grasser Thomas Wieser
BAHAMAS James H. Smith, CBE Ruth Millar

BARBADOS Owen S. Arthur, MP Grantley Smith
BELGIUM Didier Reynders Franciscus Godts

BELIZE Assad Shoman Carla Barnett

BOLIVIA Horst Grebe Lépez Luis Carlos Jemio M.
BRAZIL José Carlos Rocha Miranda
CANADA Pierre Pettigrew Alister M. Smith

CHILE Nicolas Eyzaguirre Maria Eugenia Wagner Brizzi
COLOMBIA Alberto Carrasquilla Barrera Santiago Montenegro
COSTA RICA Federico Carrillo Ziircher Francisco de Paula Gutiérrez
CROATIA Ivan Suker Martina Dalic

DENMARK Carsten Staur Ole E. Moesby
DOMINICAN REPUBLIC Héctor Valdez Albizu Temistocles Montas
ECUADOR Mauricio Yépez Najas Javier Game

EL SALVADOR Eduardo Zablah-Touché Guillermo Lépez Suarez
FINLAND Pertti Majanen Taisto Huimasalo
FRANCE Hervé Gaymard Xavier Musca

GERMANY Uschi Eid Rolf Wenzel
GUATEMALA Marfa Antonieta de Bonilla Lizardo Sosa

GUYANA Bharrat Jagdeo Saisnarine Kowlessar
HAITI Henri Bazin Roland Pierre
HONDURAS William Chong Wong Maria Elena Mondragén de Villar
ISRAEL David Klein Dan Catarivas

ITALY Domenico Siniscalco Vincenzo Desario
JAMAICA Omar Davies, MP Shirley Tyndall

JAPAN Sadakazu Tanigaki Toshihiko Fukui

MEXICO Francisco Gil Diaz Alonso P. Garcia Tamés
NETHERLANDS Gerrit Zalm Agnes van Ardenne van der Hoeven
NICARAGUA Mario Alonso

NORWAY Olav Kjorven Nils Haugstveit

PANAMA Ricaurte Visquez Héctor Alexander
PARAGUAY Dionisio Borda José Ernesto Biittner
PERU Pedro Pablo Kuczynski Luis Carranza Ugarte
PORTUGAL Antoénio José de Castro Bagio Felix Luis Miguel Morais Leitao
SLOVENIA Andrej Bajuk Andrej Kavcic

SPAIN Pedro Solbes Mira David Vegara Figueras
SURINAME Humphrey Stanley Hildenberg Stanley B. Ramsaran
SWEDEN Ruth Jacoby Stefan Emblad
SWITZERLAND Oscar Knapp Peter Bischof

TRINIDAD AND TOBAGO Camille R. Robinson-Regis Victoria Mendez-Charles
UNITED KINGDOM Hilary Benn Gareth Thomas

UNITED STATES John W. Snow Alan P. Larson
URUGUAY Isaac Alfie Ariel Davrieux
VENEZUELA Nelson J. Merentes D. Jorge Giordani

As of December 31, 2004



190 Annual Report 2004

Executive Directors and Alternate Executive Directors

Number Percentage
of votes  of voting power

Charles Bassett, CANADA Elected by:
Jill Johnson (Alternate), CANADA Canada 335,022 4.001
Adina Bastidas, VENEZUELA Elected by:
Vacant (Alternate), PANAMA Panama

Venezuela 518,658 6.194
Havelock Brewster, GUYANA Elected by:
Jerry Christopher Butler (Alternate), Bahamas Jamaica
BAHAMAS Barbados Trinidad and Tobago

Guyana 126,574 1.511
José Carlos Castaiieda, GUATEMALA Elected by:
Sandra Regina Midence (Alternate), Belize Guatemala
HONDURAS Costa Rica Honduras

El Salvador Nicaragua 202,692 2.420
Jorge Crespo Velasco, BOLIVIA Elected by:
Juan E. Notaro Fraga (Alternate), Bolivia
URUGUAY Paraguay

Uruguay 205,291 2.452
Eugenio Diaz-Bonilla, ARGENTINA Elected by:
Martin Bés (Alternate), ARGENTINA Argentina

Haiti 936,545 11.185
Luis Guillermo Echeverri, COLOMBIA Elected by:
Jaime Pinto Tabini (Alternate), PERU Colombia

Peru 367,878 4.393
Agustin Garcia-Lopez, MEXICO Elected by:
Roberto B. Saladin (Alternate), Dominican Republic
DOMINICAN REPUBLIC Mexico 627,122 7489
Giorgio Leccesi, ITALY Elected by:
Ina-Marlene Ruthenberg (Alternate), Belgium Italy
GERMANY Germany Netherlands

Israel Switzerland 426,204 5.089
Héctor E. Morales, UNITED STATES Appointed by:
Vacant (Alternate), UNITED STATES United States 2,512,664 30.008
Michel Planque, FRANCE Elected by:
Marta Blanco (Alternate), SPAIN Austria Norway

Denmark Spain

Finland Sweden

France 400,427 4.783
German Quintana, CHILE Elected by:
Byron Solis (Alternate), ECUADOR Chile

Ecuador 295,653 3.530
Rogério Studart, BRAZIL Elected by:
Arlindo Villaschi (Alternate), BRAZIL Brazil

Suriname 907,766 10.841
Yoshihisa Ueda, JAPAN Elected by:
Stewart Mills (Alternate), Croatia Slovenia
UNITED KINGDOM Japan United Kingdom

Portugal 510,794 6.101
TOTAL: 8,373,290 100.00*

Office of Evaluation and Oversight
Stephen A. Quick, Director
Sixto Felipe Aquino, Deputy Director

As of December 31, 2004
* The total may not add up due to rounding.
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Member Country

Channel of Communication

Depository

ARGENTINA Ministerio de Economia Banco Central de la Republica Argentina
AUSTRIA Federal Ministry of Finance Osterreichische Nationalbank
BAHAMAS Ministry of Finance Central Bank of the Bahamas
BARBADOS Ministry of Economic Development Central Bank of Barbados
BELGIUM Ministére des Finances Banque Nationale de Belgique
BELIZE Financial Secretary, Ministry of Finance Central Bank of Belize
BOLIVIA Banco Central de Bolivia Banco Central de Bolivia
BRAZIL Ministério do Planejamento, Or¢camento e Gestdo, Banco Central do Brasil
Secretaria de Assuntos Internacionais—SEAIN
CANADA International Financial Institutions, Multilateral Bank of Canada
Programs Branch, Canadian International
Development Agency
CHILE Ministerio de Hacienda Banco Central de Chile
COLOMBIA Ministerio de Hacienda y Crédito Pablico Banco de la Republica
COSTA RICA Ministerio de Relaciones Exteriores Banco Central de Costa Rica
CROATIA Ministry of Finance National Bank of Croatia
DENMARK Danish International Development Agency Danmarks Nationalbank
(DANIDA)
DOMINICAN Banco Central de la Reptblica Dominicana Banco Central de la Reptblica
REPUBLIC Dominicana
ECUADOR Ministerio de Economfia y Finanzas Banco Central del Ecuador
EL SALVADOR Secretaria Técnica de la Presidencia Banco Central de Reserva de El Salvador
FINLAND Ministry for Foreign Affairs Bank of Finland
FRANCE Ministére de ’Economie, des Finances Banque de France
et de 'Industrie
GERMANY Federal Ministry for Economic Cooperation Deutsche Bundesbank
and Development
GUATEMALA Banco de Guatemala Banco de Guatemala
GUYANA Ministry of Finance Bank of Guyana
HAITI Banque de la République d’Haiti Banque de la République d’Haiti
HONDURAS Banco Central de Honduras Banco Central de Honduras
ISRAEL Bank of Israel Bank of Israel
ITALY Ministry of the Economy and Finance Banca d’Italia
JAMAICA Ministry of Finance and Planning Bank of Jamaica
JAPAN Ministry of Finance Bank of Japan
MEXICO Secretaria de Hacienda y Crédito Publico Banco de México
NETHERLANDS Ministry of Finance De Nederlandsche Bank N.V.
NICARAGUA Ministerio de Hacienda y Crédito Pablico Banco Central de Nicaragua
NORWAY Royal Norwegian Ministry of Foreign Affairs Bank of Norway
PANAMA Ministerio de Economia y Finanzas Banco Nacional de Panama
PARAGUAY Banco Central del Paraguay Banco Central del Paraguay
PERU Banco Central de Reserva del Pera Banco Central de Reserva del Pera
PORTUGAL Ministério das Finangas Banco de Portugal
SLOVENIA Ministry of Finance Bank of Slovenia
SPAIN Subdireccion General de Instituciones Banco de Espafia
Financieras Multilaterales, Ministerio de
Economia
SURINAME Ministry of Finance Central Bank van Suriname
SWEDEN Ministry for Foreign Affairs, Department Sveriges Riksbank
for International Development Co-operation
SWITZERLAND Office fédéral des affaires économiques Banque Nationale Suisse
extérieures
TRINIDAD Central Bank of Trinidad and Tobago Central Bank of Trinidad and Tobago
AND TOBAGO
UNITED KINGDOM Department for International Development Bank of England
UNITED STATES Treasury Department Federal Reserve Bank of New York
URUGUAY Ministerio de Economia y Finanzas Banco Central del Uruguay
VENEZUELA Ministerio de Planificacién y Desarrollo Banco Central de Venezuela

As of December 31, 2004
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Principal Officers

President
Executive Vice President
Vice President for Planning and Administration

Chief, Office of the Presidency
Chief Advisor, Office of the Executive Vice President

Office of the Secretary of the Bank
Secretary
Deputy Secretary

Auditor General

Office of Institutional Integrity
Chief

External Relations Advisor

Office of the Multilateral Investment Fund
Manager
Deputy Manager

Regional Operations Department 1
Manager
Deputy Manager

Regional Operations Department 2
Manager
Deputy Manager
Deputy Manager, Financial Support Services

Regional Operations Department 3
Manager
Deputy Manager

Regional Operations Support Office
Chief

Finance Department

Manager
Senior Deputy Manager-Treasurer
Deputy Manager
Deputy Manager

Legal Department

General Counsel
Deputy General Counsel
Deputy General Counsel

Strategic Planning and Budget Department
Manager

Integration and Regional Programs Department
Manager
Deputy Manager

Private Sector Department
Manager
Deputy Manager

Sustainable Development Department
Manager

Deputy Manager

Deputy Manager

Research Department
Chief Economist

Information Technology and General Services Department

Manager
Deputy Manager and Chief Information Officer
Deputy Manager

Human Resources Department
Manager
Deputy Manager

Enrique V. Iglesias
Dennis E. Flannery
Jodo Sayad

Euric A. Bobb
Joseph Engelhard

Carlos Ferdinand
Armando Chuecos P.

Elizabeth Joy Folsom

Stephen S. Zimmermann

Mirna Liévano de Marques

Donald F. Terry
Noriaki Kishimoto

Ricardo L. Santiago
Luisa C. Rains

Miguel E. Martinez
Jairo Sanchez
Keisuke Nakamura

Ciro De Falco
Maximo Jeria-Figueroa

Camille E. Gaskin-Reyes

John R. Hauge
Eloy B. Garcia
Ira J. Kaylin
Hiroshi Naka

J. James Spinner
José Roberto Nolasco
Ana-Mita Betancourt

Manuel Rapoport

Nohra Rey de Marulanda
Robert Devlin

Hiroshi Toyoda
Bernardo Frydman

Carlos M. Jarque
Marco Ferroni
Antonio Vives

Guillermo Calvo

(Vacant)
Erico de Oliveira E. Silva
Frank G. Vukmanic

Manuel Labrado
(Vacant)

As of December 31, 2004
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Books Published in 2004

» Agricultural Trade Liberalization—DPolicies and Implications for Latin America, edited by Marcos S. Jank, ISBN:
193100367X, 398 pp.

* Citizens in Charge—Managing Local Budgets in East Asia and Latin America, edited by Isabel Licha, ISBN:
1931003807, 365 pp.

* Reforming Latin American Housing Markets—A Guide for Policy Analysis, ISBN: 1931003629, 112 pp.

* Regional Public Goods in Latin America—From Theory to Practice, edited by Antoni Estevadeordal, Brian Frantz
and Tam Robert Nguyen, ISBN: 1931003858, 456 pp.

* Rewvitalizing the Jamaican Economy—Policies for Sustained Growth, ISBN: 193100384X, 303 pp.

* Social Inclusion and Economic Development in Latin America, edited by Mayra Buvinic and Jacqueline Mazza

with Ruthanne Deutsch, ISBN: 1-931003-65-3, 361 pp. (English, Portuguese and Spanish)

* Unlocking Credit—The Quest for Deep and Stable Bank Lending, 2005 Report on Economic and Social Progress
in Latin America, ISBN: 1931003661, 281 pp. (English, Portuguese and Spanish)

* Women at Work—Challenges for Latin America, edited by Claudia Piras, ISBN: 1931003955, 328 pp.

Spanish only

* A mds disciplina fiscal, menos pobreza—Revision del gasto piiblico en Peri, by José R. Lopez-Calix and Alberto
Melo, ISBN: 1931003645, 228 pp.

* Bienes piiblicos internacionales—Incentivos, medicion y financiamiento, by Scott Barrett, Marco Ferroni, Adrian

Hewitt, Ashoka Mody, Oliver Morrisey, Todd Sandler and Dirk Willem te Velde, ISBN: 9586825213, 188 pp.

* Calles mds seguras—Estudios de policia comunitaria en América Latina, by Hugo Friihling, ISBN: 1931003602,
188 pp.

* Como mejorar la educacion—1Ideas latinoamericanas y resultados asidticos, by Claudio de Moura Castro and Aimee

Verdisco, ISBN: 193100370X (English version published in 2002)

* Creacion de empresas sociales mediante alianzas estratégicas—Herramientas para las ONG, by Richard Steckel

and Jack Boyson, ISBN: 1931003688, 144 pp.

* ;:Democracia con desigualdad?—Una mirada de Europa hacia América Latina, by Carlo Binetti and Fernando
Carrillo, ISBN: 1931003750, 364 pp.

* Desarrollo emprendedor—América Latina y la experiencia internacional, by Hugo Kantis, with the collaboration

of Pablo Angelelli and Virginia Moori Koenig, ISBN: 1931003785, 284 pp.
* Directorio de organizaciones que apoyan a jovenes emprendedores de América Latina y el Caribe

* El nuevo rostro empresarial : Indagacion sobre el empresariado juvenil en América Latina y el Caribe by Sérvulo

Anzola Rojas, 242 pp.

* Pequerias economias, grandes desafios—DPoliticas economicas para el desarrollo en Centroamérica, by Manuel Ago-

sin, Roberto Machado y Paulina Nazal, ISBN: 1931003610, 330 pp.

* Volver al centro—La recuperacion de dreas urbanas centrales, by Eduardo Rojas, with the collaboration of Edu-

ardo Rodriguez-Villaescusa and Emiel Wegelin, ISBN: 1931003718, 312 pp.






ARGENTINA, Daniel Oliveira

Calle Esmeralda 130, pisos 19 y 20

(Casilla de correo 181, Sucursal 1)

Buenos Aires Tel: 4320-1800

BAHAMAS, Richard J. Herring
IDB House, East Bay Street
(P.O. Box N-3743)

Nassau Tel: 393-7159
BARBADOS, Bruce Juba

Maple Manor, Hastings

(P.O. Box 402)

Christ Church Tel: 427-3612

BELIZE, Rodrigo Mayen-Girén
1024 Newtown Barracks

101 1st Floor

Marina Towers Building

(P.O. Box 1853)

Belize City Tel: 223-3900
BOLIVIA, Carlos N. Melo

Edificio “BISA”, piso 5

Avda. 16 de Julio, 1628

(Casilla 5872)

La Paz Tel: 235-1221

BRAZIL, Waldemar F. Wirsig
Setor de Embaixadas Norte
Quadra 802 Conjunto F

Lote 39 - Asa Norte
70.800-400 Brasilia, D.F. Tel: 317-4200
CHILE, Julio Angel-Mejia

Avda. Pedro de Valdivia 0193, piso 11
(Casilla 16611)

Correo 9 (Providencia)
Santiago Tel: 431-3700
COLOMBIA, José Luis Lupo
Carrera 7, 71-21

Torre B, piso 19

Edificio Bancafe

Bogota Tel: 325-7000
COSTA RICA, Jorge Requena

Edificio Centro Colén, piso 12

Paseo Colon, entre calles 38 y 40

San José Tel: 233-3244

DOMINICAN REPUBLIC,

Moisés A. Pineda

Avda. Winston Churchill esquina
calle Luis F. Thomen, Torre BHD
(Apartado postal 1386)

Santo Domingo Tel: 562-6400

ECUADOR, Marta Tvardek

Avda. 12 de Octubre N24-528 y Cordero
Ed. World Trade Center - Torre Il, piso 9
(Apartado postal 17-07-9041)

Quito Tel: 256-3453

EL SALVADOR, Philippe Dewez
Edificio World Trade Center, piso 4
89 Avda. Norte y Calle El Mirador
Colonia Escalén
San Salvador Tel: 233-8900
GUATEMALA, Gerard S. Johnson

Edificio Géminis 10

12 Calle 1-25, Zona 10, Nivel 19

(Apartado postal 935)
Guatemala Tel: 335-2650
GUYANA, Sergio A. Varas-Olea

47 High Street, Kingston
(P.O. Box 10867)
Georgetown Tel: 225-7953
HAITI, Emilio C. Cueto
Banque interaméricaine de
développement

Bourdon 389

(Boite postale 1321)
Port-au-Prince Tel: 45-5711
HONDURAS, Andrés Marchant

Boulevard Morazan

Edificio Los Castafios, pisos 5y 6

Colonia Los Castafios
(Apartado postal 3180)
Tegucigalpa Tel: 232-4838
JAMAICA, Keith Evans

40-46 Knutsford Blvd., 6th floor

(P.O. Box 429)
Kingston 10 Tel: 926-2342
MEXICO, Lawrence Harrington

Avda. Horacio, 1855

Piso 6 (Esquina Periférico)
Los Morales-Polanco

11510 México, D.F. Tel: 5580-2122
NICARAGUA, Eduardo Balcarcel

Edificio BID

Km. 4-1/2 Carretera a Masaya
(Apartado postal 2512)
Managua Tel: 67-0831
PANAMA, Jeremy S. Gould

Avda. Samuel Lewis

Edificio Banco Union, piso 14

(Apartado postal 7297)

Panaméa 5 Tel: 263-6944

PARAGUAY, Alvaro Cubillos
Edificio Aurora |, pisos 2y 3
Calle Caballero esquina
Eligio Ayala (Casilla 1209)
Asuncion Tel: 49-2061
PERU, Christof Kuechemann

Paseo de la Republica 3245, piso 13
(Apartado postal 270154)
San Isidro, Lima 27 Tel: 215-7800
SURINAME, Pablo E. Adam
Peter Bruneslaan 2-4
Paramaribo Tel: 46-2903
TRINIDAD AND TOBAGO,
William Robinson

19 St. Clair Avenue

(P.O. Box 68)

Port of Spain Tel: 622-8367
URUGUAY, Martin Stabile
Rincon 640

Sucursal 1

(Casilla de correo 5029)
11.000 Montevideo Tel: 915-4330
VENEZUELA, Roman Mayorga

Edificio Centro Federal, piso 3

Avda. Venezuela, El Rosal
Caracas 1060 Tel: 951-5533
INSTITUTE FOR THE

INTEGRATION OF LATIN

AMERICA AND THE CARIBBEAN,

Juan José Taccone

Calle Esmeralda 130, pisos 16 y 17

(Casilla de correo 39)
Sucursal 1

Buenos Aires Tel: 4320-1850
OFFICE IN EUROPE,

Carlo Binetti

Banque interaméricaine de
développement
66, Avenue d’léna
75116 Paris, France Tel: 40 69 31 00
OFFICE IN JAPAN,

Toshio Kobayashi

Fukoku Seimei Building 16-F

2-2-2 Uchisaiwaicho,

Chiyoda-ku

Tokyo, 100 Tel: 3591-0461



The Inter-American Development Bank, the oldest and largest regional mul-
tilateral development institution, was established in 1959 to help accelerate
economic and social development in Latin America and the Caribbean. Today,
the Bank’s membership totals 46 nations, including 26 Latin American and Carib-
bean countries, the United States, Canada, and 18 nonregional countries.

In carrying out its mission, the Bank has approved nearly $136 billion for
projects that represent a total investment of over $307 billion. The Bank’s
operations cover the entire spectrum of economic and social development,
with an emphasis on programs that benefit low-income populations. Current
lending priorities include poverty reduction and social equity, modernization
of the State, competitiveness and integration.

The IDB lends up to 10 percent of its Ordinary Capital resources directly to
the private sector, without government guarantees.

The IDB group also includes the Inter-American Investment Corporation
(lIC), an autonomous affiliate that promotes economic development by financ-
ing small and medium-sized private enterprises, and the Multilateral Invest-
ment Fund (MIF), which supports micro-and small-enterprise development and
market reform.

The financial resources of the Bank consist of the Ordinary Capital
account—comprised of subscribed capital, reserves and funds raised through
borrowings—and Funds in Administration, comprised of contributions made by
member countries. The Bank’s charter ensures the position of majority stock-
holder for the borrowing member countries as a group. The Bank also has
a Fund for Special Operations for lending on concessional terms in countries
classified as economically less developed.

Member country subscriptions to the Bank’s Ordinary Capital consist of
both paid-in and callable capital. Paid-in capital in the form of cash or notes
represents 4.3 percent of total subscriptions. The major part of member
subscriptions is for callable capital, which may be drawn only to service the
Bank’s borrowings and guarantees.

The Bank has borrowed funds for its operations from the capital markets
of Europe, Japan and the United States. The Bank’s debt is AAA rated by the
three main rating agencies in the United States and is accorded equivalent sta-
tus in the other major capital markets.

The Bank’s highest authority is the Board of Governors, on which each
member country is represented. The Board of Governors has delegated many
of its operational powers to the Board of Executive Directors, which is respon-
sible for the conduct of the Bank’s operations.

The Bank, whose headquarters are in Washington, D.C., has Country
Offices in each of its borrowing member countries and nonregional offices in
Paris and Tokyo.

INTER-AMERICAN DEVELOPMENT BANK
1300 New York Avenue, N.W.
Washington, D.C. 20577
Tel. (202) 623-1000 Fax (202) 623-3096
www.iadb.org

ISSN: 0074-087X


www.iadb.org
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