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CORPORACION ANDINA DE FOMENTO (CAF) isamultilateral financial
institution whose mission isto support sustainable development and regional
integrationin Latin America. Itsshareholdersare Argentina, Bolivia, Brazil,
Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, Jamaica, Mexico,
Panama, Paraguay, Peru, Spain, Trinidad & Tobago, Venezuela, and 15 private
bankswithin theregion.

CAF serves both the public and private sectors of the economy, providing awide
variety of products and servicesto abroad portfolio of clientsthat includethe
governments of shareholder countriesaswell as public and private companies
and financial institutions. Social and environmental variablesare deemed key in
the Corporation's management policies, including ecoefficiency and
sustainability criteriainall of itsoperations. Asafinancial intermediary, CAF
allocates resources mainly from industrialized countriesto Latin America,
serving asliaison between the region and international capital markets, and
promoting business and investment opportunities.
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Financial
highlights

Total assets. US$ 10,439 million (US$ 9,482 million in 2005)

Liquid assets: US$ 1,931 million (US$ 1,788 million in 2005)

Investment and loan portfolio: US$ 8,191 million (US$ 7,462 million in 2005)
Paid-in capital: US$ 1,871 million (US$ 1,682 million in 2005)

Total shareholders' equity: US$ 3,693 million (US$ 3,237 million in 2005)

Net income: US$ 321 million (US$ 283 million in 2005)

During 2006, CAF:
= matched the impressive rate of economic growth in the region with the appro-

val of arecord US$ 5,521 million worth of operations, including more than US$
1,200 million for infrastructural projects to support South American integration;
almost US$ 1,400 million for private investment, and more than US$ 800 million
for social development projects in shareholder countries,

extended its operations in Series C shareholder countries, whose approved ope-
rations amounted to 24% of the total, and moved forward with the incorporation
of these countries as full members, in order to strengthen CAF's leadership role
in Latin American integration processes,

achieved innovations in the structure and financing of large infrastructural pro-
jects, initiated local currency operations, broadened the scope of its operations
with sub-national governments, promoted financial mechanisms to advance the
environmental aspects of development within the framework of the Kyoto
Protocol, and intensified its effortsin the field of investment banking and finan-
cia consultancy;

channelled non-reimbursable resources totalling US$ 38 million into a number
of dtrategic programs, created the Fund for the Promotion of Sustainable
Infrastructure Projects (Proinfra) and strengthened the Financing Compensation
Fund (FCF) with an additiona US$ 40 million;

debated and disseminated information on development issuesin Latin America
with the aim of promoting regional consensus and thereby contributing to a
Comprehensive Devel opment Agenda which furthers sustainable and inclusive
growth; and

presented an excellent all-round financia performance, including record pro-
fits of US$ 321 million and fresh capital contributions amounting to US$ 206
million, and achieved a credit risk rating which confirms its status as Latin
America's most highly-rated frequent issuer.
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M essage
fromthe
Executive
President

ITISAPLEASURE TO PRESENT THE ANNUAL REPORT and audited financial
statementsfor theyear 2006.

One of the most relevant challenges raised by the positive economic cyclein Latin
Americain recent years, istheimperativeto trand ate favourabl e conditionsinto asustainable and high
quality growth.

Itisin this context that the Agendafor Comprehensive Devel opment proposed by
CAF seeksthree fundamental objectives. macroeconomic stability, microeconomic efficiency and
socia equity. Synergy among these elements must be achieved while promoting astronger democrat-
icframework, greater international insertion, and environmental sustainability. A special chapter of this
Annual Report isdevoted tothelatter, demonstrating the | nstitution’scommitment to the devel opment
of environmental initiativeswithintheregion.

2006 marks anew historic highinthelevel of approvals. Operationsin SeriesC
shareholdersa soregistered significant increases, andimportant progresswasmadetowardstheincorporation
of new Series A shareholders. |n addition to rating upgrades, CAF maintained an important presencein
international capital markets, showing ahighly satisfactory financia performance.

| wouldliketothank our sharehol ders, Board members, and employeesfor their support.
The results achieved encourage usto continue offering efficient and creative solutions to our member
countries.

L. Enrique Garcia
Executive President






Annual Report 2006

Economic
overview
and regional
integration

LATINAMERICAN COUNTRIES exhibited astrong macroeconomic performancein
2006, setting ground for an optimistic overall assessment. Regional Gross Domestic Product (GDP)
grew 5.2% in 2006, outperforming the outcomein 2005. In spite of the differences across countries,
investment, exports, and consumption have expanded in general, and thisisbeginning to affect imports
and domestic credit.

Thisupbeat performance was accompanied by animprovement of foreign and fiscal
accounts, and by greater stability in pricelevel sand financial variables. However, theeffectsof changes
inthetermsof tradevary widely acrosscountriesand policy orientationisheterogeneous. For instance,
Chilerecorded alargefiscal surplus, whileBrazil and Colombiaranrelatively large deficits, considering
the economic expansion they were experiencing. Bolivia and Venezuela exhibited large current

Latin America

Real Sector

GDP (current millions US$) 1,760,518 2,020,794 2,436,433 2,730,274
Real GDP Growth (%) 19 6.2 4.6 5.2
Savings (% of GDP) 19.8 221 225 23.6
Investment (% of GDP) 19.3 21.0 21.0 21.7
Unemployment (%) 10.4 9.2 9.2 8.6
Population (MM) 481.1 4934 500.1 516.9
External Sector

Exports FOB (millions US$) 373,672 460,551 559,390 625,076
Imports FOB (millions US$) 326,793 391,796 466,815 515,675
Trade Balance (millions US$) 46,880 68,755 92,575 95,299
Current Account (% of GDP) 0.50 1.03 1.47 222
Net International Reserves (millions US$) 190,032 213,865 244,998 299,572
Foreign Direct Investment (% of GDP) 2.09 2.28 2.02 1.66
Total External Debt (% of GDP) 44.80 39.40 31.00 25.50
Fiscal Sector, Prices and Sovereign Risk

Fiscal Balance NFPS (% of GDP) -2.5 -1.0 -0.7 -0.7
Inflation (%, end of period) 7.7 7.1 6.6 52
Sovereign Bonds Spread (Basic points) 1/ 1,562 1,309 747 220

Source: Public Policies and Competitiveness Office, CAF

* PRELIMINARY DATA

1/ The EMBI+ spread is calculated, for Latin Americaincludes Argentina, Brazil, Colombia, Ecuador, Mexico, Panama, Peru and
Venezuela



GDP growth in
Latin America
reached 5.2%
for a five-year
record high.

account surpluses, whereas Central American countries—excluding Mexico— posted large deficits.
While Perukeptinflation at very low level s, Argentinaand Venezuel aregistered two-digit rates.

In spite of such differences, the region’s economic performance was strong and
mainly driven by afavorableglobal environment. Infact, emerging marketshave been growing at rates
closeto 7%in recent years.

Democratic elections held throughout the region in 2006 |ed to new government
cyclesin 2007, that marked the continuation of devel opment strategies when theincumbentswerere-
elected or the adoption of new policy agendas. In either case, both domestic and foreign investment
resumed after elections.

The positiveimpact of the global economy on Latin American economies suggests
that the expected slowdown in global growth will have a negative impact on the region’s performance
thisyear, through lower commodity pricesand adrop in capital inflows. Nevertheless, in the next few
yearsitisreasonableto still expect robust —albeit |essvigorous—growth ratesthroughout theregion.

I nter national overview

In recent years, the global economy has been characterized by imbalances, i.e., large current account
deficitsin the United States and Great Britain that have so far been offset by surplusesin China, Japan,
and therest of Asia—accounting for 47% of the coverage- aswell as by oil-producing countries, Russia
and Germany.

Aslong as global market conditions do not change dramatically, thereisreason to
believe that thisisasustainable equilibrium. Among the factorsin play here, there are demographic
characteristics, such asthe relative abundance of 1abor in emerging markets, and the aging population
in devel oped countries; expectationsof oil price stability, that will continueto enable savings surpluses
in some countries; growing participation of institutional investorsin capital markets; concentration of
U.S. treasury bondhol derscoupled with astable outl ook for these players; and the United Statesreduced
participationinglobal tradeand growth.

In addition, therecent reduction of oil pricesallowed U.S. consumersto keep up con-
sumption, inthe presence of adeclineinthe housing market.

However, amoderate correction of theseimbalancesis expected over the coming
years, aswell asa“ soft landing” of theworld'seconomy —in particular the United States. Yet thisisnot
expected to significantly disrupt the existing global economic equilibrium. This scenario assumesthat:
i) the United Stateswill be ableto deal with the problemsin the housing sector without major conse-
quences, ii) the Federal Reserve Bank of the United States (FED) will not conduct acontractionary mone-
tary palicy; iii) marketsthat have been subject to speculation bubbles, such asemerging stock markets
or commodity markets, will observe amoderate correction; and iv) lower growth ratesin the United
Stateswill not trandateinto protectionism.

Inthis sense, the International Monetary Fund (IMF) Consultation Procedure has
established aseries of recommendationsto contribute to an orderly market adjustment. These recom-
mendationsinclude: i) increasing domestic savingintheUnited States; ii) furthering structural reforms
in Japan and the Euro Zoneto boost growth and domestic demand; iii) greater exchangerateflexibility
insurpluseconomiesinemergingAsian countries; andiv) promoting an efficient absorption of oil revenues
inexporting countries.

The“soft landing” scenario will have implicationsfor emerging market economies
and, in particular, for Latin American countries. On the one hand, adrop in global demand, will poten-
tially diminish theregion’s current account. On the other, lower international liquidity, could resultina
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reduction of capital inflowsand areversal of thetrend towards exchange rate appreciation. Inthis sce-
nario, emerging markets can still expect solid economic expansions—albeit at lower ratesthanin recent
years—, and also more sophisticated and di scriminating international investors.

Although the United States' economy posted excellent growth over the last decade,
the recent slump in the housing sector, with possibleimplicationsfor global stability, has become a
major concernfor economic analysts. However, somearguethat the United States, aswell asthe United
Kingdom, will overcomethe housing crisiswithout major consequences.

Inaddition, the FED’scurrent assessment of theUS economy posesmorerisksoninfla
tionthan ongrowth. Coreinflation reached 2.9%in 2006, thehighest level intenyears, setting thetonefor a
tightening of monetary policy. Thescant responseof consumptionand credit tolower growth expectations
could also add pressuresfor the FED tofurther increaseinterest rates. Shouldinflation easeand growth
continuesto be sub par in 2007 or 2008, arapid reversal of part of the adjustment should be expected.

When examining theworld economy, Asiacannot be overlooked. Asiawasthemain
driver of global economic growth in 2006, and its domestic demand has been increasing (the IMF fore-
casts an 8% growth in consumption for the region in 2007) representing agreat potential, given that the
propensity to consumeis55%inAsia, versus 7% inthe United States.

However, Japan’srecovery isstill inearly stagesand concernsabout growthin China
still remain—acountry that accountsfor almost half of thegrowthinAsia. Therisksin Chinaarerelated
to inefficiencies of public institutions, large contingent liabilities, the administration of foreign
exchange, on overheating economy, incomeinequality, and protectionism of itstrading partners.

Theyen hasyet to show signsof revaluation inforeign exchange markets, despitean
upbeat economic outlook and the current account surplusin Japan. A possible explanation liesin the
practiceof borrowing inthiscurrency to speculatein other markets(carry trade), stimulated by persistently
low interest rates. Another explanation isthat the monetary surplusfrom oil-producersand Asian coun-
triesareinvestedineurosand U.S. dollarsat large, resulting inlower capital flowsto Japan. Thiswould
trand ateinto aweak yen for alonger than expected period, and further increasesin the current account
surplusinthat country.

Although growth has been modest in the Euro zone in recent years, the dynamic
expansion of the Spanish economy and the resurgence of the German economy seem both promising.
AsEuroperelieslesson the United States asatrading partner, itsresilience to overcomeareductionin
US' economic activity increases. However, unified monetary administration involves certain risks,
such asvulnerability to interest rate changesin the housing market in some European countries.

Spain, amember country of CAF, continued with the dynamic expansion of itsecon-
omy, growing by 3.8% in 2006. This behavior was driven by increases of both exports and domestic
demand during theyear. Inflation decreased to 2.7%, from 3.7% in 2005.

Therally in equity marketsled by the United Statesisexpected to continuefor some
time. A reductionin profit marginswill follow, however, if growth ratessubside asexpected. Ontheoth-
er hand, bonds, in particular long-term bonds, are expected to gain ground if: i) inflation ratesremain
closeto central bank’stargets; ii) excessworld savingsshrink; andiii) risksof global economic distor-
tionsdiminish, although macroeconomic volatility isalready at historiclows.

The current boom in commodity priceshasbeen particularly interesting toinvestors,
not only becauseit stemsfrom changesin fundamental s—higher demand from Chinaand India- but also
because of the seemingly small correlation between commodity prices and economic cycles. The
appeal of commaodities hasled, though, to apotential speculative boom —prices of goodstraded for
speculation markets are on average 60% higher—increasing the correl ation between commodity prices
and therest of the economy. Thishasforced investorsto reducetheir exposurein these markets.
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Global demand

growth affected
growth dynamics
in Latin America.

Inany case, thischangein the demand for commoditiesis not expected to signifi-
cantly disrupt the market, asit still mostly relies on fundamentals. Although there is no guarantee that
growthinreal demand for commoditieswill bepositive, it ispossiblethat goodsnecessary for accumu-
lation such asgold, or production, —excluding steel currently exported by China—, continue to enjoy
good market conditions.

Despitea30% dropin oil pricesover thelast two months, risks of new hikes still
remain, associ ated to therefining capacity of heavy crudeail, geopolitical instability intheMiddle East
and changesin property rights. However, themarket has reacted with greater supply and lower demand
of crudeail, driven by greater efficiency intheuseof oil. Thesereductionsin demand seem permanent,
andwill not beeasily reversed by pricereductions, making futureincreasesin crude priceslesslikely.

Economic performance

During 2006, Ar gentina’s economic growth rate was slightly below recent trends.
The economic expansion was mostly driven by domestic demand and exports. In
addition, the public budget exhibited a surplus dueto anincreasein tax collection,
even though primary expenditure escalated. In fact, the fiscal surplus exceeded 3%
of GDP, whichisapositive short-term signal. However, Argentina spro-cyclical fis-
cal policy and regional finances represent important challenges. Inflation subsided
very littleto demand pressures, in response to price controls. The latter were based
upon agreementswith retailers, and were aimed to contain price hikesin commodi-
ties. Coreinflation ended up above headlineinflation.

InBolivia, the economy showed signsof recovery, growing 4.9%in 2006, under favor-
ableexternal conditions. Annualized inflation reached 5%, in line with the set target.
External accountswere characterized by a current account surplus, larger than the
financia account deficit, rendering record levelsfor international reserves accumulation (US$ 3,179 mil-
lion). Thefisca stanceimproved aswell. Hydrocarbon nationalization led to anincreasein tax revenues
that enabled areduction of thefiscal deficit fromaninitial target of -3.4%in 2006, toasurplusof 5% of GDP.

In 2006, Brazil grew by 2.9%. Economic performance was driven by a strong
increasein expenditure and exports. In addition, the trade balance had a surplus of 1.4% of GDP. Fiscal
policy becamemoreflexible, and the primary fiscal surplusof the public sector receded to 4.4% of GDP.
The Central Bank of Brazil resorted to aconservative stance for monetary policy. Following an easing
of inflationary pressures—year-end inflationwas3.1% whiletheofficial target was4.5%—, the overnight
interest rate (SELIC) fell five basis pointsthroughout the period.

Economic growth in Chile was 4.2% during 2006, mainly driven by consumption
and, to alesser extent, by investment and exports, the latter favored by aboost in copper prices. This
robust growth contributed to areduction of the unemployment rate to 6%. In addition, the government
ran afiscal surpluscloseto 7.9% of GDP, considerably higher than the 4.8% surplus attained in 2005.
Thiscomfortablefiscal stanceled totheannouncement of an 8.9%increasein expenditurein 2007 by the
Secretary of Finance. Likewise, these results contributed to reduce Chile's sovereign risk to nearly 80
basis points, similar to that of other emerging economies, such as China. However, important risks
remain, associated with high oil prices, rising interest rates, downward trend of global economy
growth, and uncertainty over natural gassupply.

Since 2003, Colombia hasrecorded asustainedincreasein growth rates, paired with
moderate inflation, and robust financial strength indicators. In 2005, the Colombian economy grew
5.1%. In 2006, it exceeded analyst expectations, registering a6.8% growth. This expansion wasdriven
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Low saving
and investments,
low competitiveness,
high concentration
of exports and
a skewed income
distribution,
are resilient
structural
weaknesses
in the region.

by higher consumption and investment levels. The Central Government fiscal deficit ran closeto 5% of
GDP, dueto structural factors such as pension debt payments and regional transfers, among others.
Regarding monetary policy, Banco de la Republica has been adjusting monetary policy, anticipating
potential inflationary pressuresin 2007.

During 2006, Costa Rica’s GDP grew by 8%, an expansion expected to continuein
2007. Growth was bolstered by advancesin manufacturing, construction, transportation, agriculture
and exports. Theinflation rate was abovethe 6.8% target, reaching 9.4% at year-end, driven by increases
in crude oil and refined products prices, and risesin transportation costs. The Central Bank of Costa
Ricais studying the possibility of introducing anew monetary policy regimeto allow, among other
things, amore flexible currency regime which would decrease the depreciation of the Col6n. The cur-
rent account of the balance of paymentsregistered adeficit closeto 5.0% of GDP, dueto asignificant
increaseinimportsof refined oil productsand capital goods.

2006 was the seventh consecutive year of output growth in Ecuador. On the supply
side, growth was determined by non-oil related activity, while the impul se on the demand side came
from domestic consumption and public investment. The foreign accounts, displayed favorable results
dueto an upbeat export performanceof crudeoil, bananas, shrimp, and non-traditional products, reaching
historical peaksinthetrade balance. Onthefiscal front, overall and primary resultsof the non-financial
public sector registered a4.8% and 5.6% surplusrespectively, mainly drivenby theincreasein oil revenues.
Inflation also remained stableat 2.1%.

Economic growthin M exicowas4.1%in 2006. Onthe supply side, themanufacturing
industry wasoneof themain driversof growth, while onthedemand side; domestic consumption off set
thefall inexportsthat resulted from lower growth of the United States. Fiscal policy inMexico hasbeen
cons stent with monetary policy goa sand macro-economic stability, but thenew government facesvarious
challengesrelated to structural problemsin thefiscal accounts. Theinterest rate policy maintained its
stance, alowingthecentral bank to attaininflation and nominal exchangeratetargets.

GDPgrowthratein Panamawas7.5%in 2006, above 2005 levels. Thestrong external
demand for the Channel’stransportation and navigation services, aswell asthe expansion of domestic
demand were the main drivers of growth. By economic sectors, construction showed the greatest
dynamism, followed by retail, transportation, warehouse and tel ecommuni cations. The unemployment
rate, inturn, decreased from 12.1%in 2005t0 10.4%in 2006. | n addition, year-end inflation ratewas 2.5%,
driven by increasesinfood and fuel prices. Thecurrent account deficit reached 4.2% of GDP, duetohigh
oil pricesininternational markets.

Par aguay exhibited a4% growth ratein 2006, mainly driven by anincreasein live-
stock production (8.5%), services (4.9%) and manufacturing (4.7%). The foreign accounts displayed a
riseinthetradedeficit, due primarily to anincreaseinimports. Inflation closed at 12.5%, driven by price
increasesin thefood sector, particularly fruitsand vegetables.

InPer u, economic growth GDP grew 8% in 2006, the samerate observed in 2005, as
almost all productive sectors expanded. On the demand side, investments rose, supported by con-
sumer confidence. Traditional exports continued to grow at high rates, astermsof tradereached their
highest level in twenty years. The non-financial public sector surpluswas 2.1% of GDP, the second
highest surplussince 1970. The Government cut certain expensesyet announced agradual increasein
capital outlays. Likewise, it proposed sanctions for non-compliance with thefiscal rule, and fur-
thered the liability management agenda, improving the likelihood of an upgrade in Peru’s debt rat-
ings, among other things.

During 2006, theeconomy of Ur uguay grew 7.3%, mostly driven by exports, but also
by developmentsin investment and consumption. Among institutional sectors, manufacturing led
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Main indicator s 2006*

Argentina Bolivia Brazil Chile Colombia Costa Rica
Real sector
GDP (current million US$) 218,556 10,582 966,827 106,939 134,291 22,486
GDP per capita (current US$) 5,608.2 1,098.9 5,176.6 6,683.7 2,871.2 5,110.4
Real GDP Growth (%) 85 46 2.9 4.2 6.8 8.0
Investment (% of GDP) 19.6 12.7 18.5 29.0 27.8 n.a
Unemployment rate (% of total |abor force) 10.40 7.64 10.00 6.00 11.78 6.00
Population (millions) 39.0 9.6 188.3 16.0 46.8 44
External sector
Exports FOB (millions US$) 47,040 3,863 137,470 58,996 24 8,445
Imports FOB (millions US$) 32,937 2,640 91,396 35,974 26 10,600
Current account (% of GDP) 4.0 12.5 14 4.5 -3.1 -5.0
Foreign direct investment (% of GDP) 04 22 n.a 53 2.9 0.1
Total external debt (% of GDP) 59.1 30.6 18.2 7.8 29.5 32.6
Net international reserves (millions US$) 32,037 3,179 85,839 19,429 15,126 2,780
Fiscal sector and prices
Fiscal balance NFPS (% of GDP) a/ 1.0 5.2 -4.0 7.9 -0.6 24
Inflation rate (end of period) 9.8 5.0 31 25 45 9.4
Nominal exchange rate (end-period) 3.07 8.03 214 527.58 2,238.79 517.25
Annual depreciation (%, end-period) 13 -0.6 -8.6 2.6 -2.0 4.1
Real effective exchange rate index (1997=100) 209.2 135.2 130.8 115.3 110.2 103.2
Banking sector and capital markets
Nominal portfolio growth (%) 39.6 7.7 n.a 154 2.6 n.a
Non-performing loans (% of total loans) n.a 9.6 n.a 0.8 34.0 n.a
Sovereign bonds spread EMBI+ (basis pts.) b/ 315 n.a 231 80 161 n.a
Equity index in US$ (1997=100) c/ 301.9 n.a 558.4 182.5 460.5 398.7
Social indicator s*
Poverty (% of population) d/ 28.8 62.0 375 18.8 49.2 211
Illiteracy rate e/ 2.8 4.2 11.6 4.0 92.8 4.2
School enrollment, basic (% net) f/ 100.0 94.2 96.6 99.0 83.2 90.0
Infant mortality rate gof 15.0 55.6 27.3 10.3 220 10.5
Life expectancy at birth (years) h/ 74.3 66.0 71.0 75.8 73.2 78.1

* PRELIMINARY DATA

a Non Financial Public Sector. For Brazil, Dominican Republic and Uruguay Central Government.
b/ For Argentina data represent Credit to the Private Sector only. Dominican Republic Data for 2004
c/ Year average. For Chile, Dominican Republic and Uruguay the number presented is EMBI Global.

d/ Data for Uruguay is May 2003=100.

e/ Brazil, Jamaica, Mexico, Panama, Dominican Republic, Trinidad & Tobago and Uruguay data for 2002; Chile data for 2003; Bolivia, Paraguay, Peru and Venezuela data for

2004. Data for Argentina, Costa Rica and Venezuela percentage of household in poverty.
f/ Percentage of people ages 15 and above. Data for 2003, except for Paraguay (2004) and Uruguay (2002).

o/ The net enrollment ratio is the ratio of enrolled children at the official age for the education level indicated to the total population of that

age. Data for 2003.

h/ Dead children younger than a year, per 1000 live births. Average 2000-2005.

i/ Average 2000-2005.
n.a.: not available.
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Ecuador Jamaica Mexico Panama Paraguay Peru Dominican Trinidad Uruguay Venezuela
Republic & Tobago

40,892 10,300 852,324 16,855 9,784 93,330 37,520 16,252 16,878 176,463
3,050.0 3,814.8 7,438.0 5,107.6 1,553.0 3,428.9 4,168.9 12,625.0 5,092.2 6,480.0
43 2.7 4.1 8.1 4.0 8.0 10.7 16.1 7.3 10.3
275 n.a 19.8 26.8 17.3 22.1 14.8 n.a 12.2 22.7
9.60 11.20 3.00 10.40 n.d. 8.54 16.00 7.00 11.60 9.90
134 2.7 119.1 33 6.3 27.2 9.0 13 &3 27.2
12,281 2,115 232,600 8,578 1,778 23,750 6,392 13,225 3,952 64,568
10,330 4,808 242,700 10,154 4,834 14,897 10,864 7,647 4,524 31,344
33 -10.8 0.0 -4.2 -3.4 2.6 -2.1 32.5 -2.1 155

31 n.a 14 14.8 0.9 3.7 24 n.a 7.1 15
441 71.8 7.4 47.0 24.7 30.4 18.7 174 67.9 235
2,820 2,150 67,691 1,236 1,670 17,275 1,788 6,856 3,091 36,606
4.8 n.a 0.0 -2.9 0.8 21 -1.0 6.6 -1.8 0.1

21 5.8 34 25 125 11 5.0 10.7 6.4 17.0
25,000.00 67.03 11.00 1.00 5,170.00 3.20 33.28 6.22 24.45 2,150.00
0.0 4.0 S5 0.0 -15.2 -6.8 -3.4 -1.0 12 0.0
105.7 102.3 92.5 107.9 114.6 116.0 94.7 80.0 147.0 100.9
9.7 n.a 14.9 na n.a 6.2 12.5 n.a n.a 63.5

4.2 n.a 21 na 5.3 16 n.a n.a 54 i3
848 n.a 119 188 n.a 131 259 n.a 243 212
755 294.9 1,125.3 n.a n.a 576.3 n.a 500.7 n.a 24.3
39.0 18.2 26.3 34.0 39.2 51.6 449 21.0 154 339
9.0 124 9.7 8.1 6.4 12.3 12.3 15 23 5.0
88.6 94.5 90.3 100.0 89.0 100.0 96.0 91.0 90.0 n.a
18.3 19.9 23.0 20.6 37.0 334 34.4 141 131 0.6
74.0 75.7 75.1 4.7 70.8 69.8 70.1 71.3 75.2 73.4

Source: Central Banks, Official Sources, ECLAC, World Bank and UNDP.
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To achieve
quality growth,
the region should
maintain a balance
between
macro-economic
stability,
productivity growth,

and social inclusion.

growth. Year-endinflation ratewas6.4%, whichisstill withinthetarget range of 5-7%, setinthegovern-
ment’s monetary program. Unemployment dropped to 11.6% in 2006, from 12.2% in 2005. The fiscal
deficit of the public sector shrunk to 1.8% of GDP, stemming from anincreaseintax collection and sta-
ble Central Government expenditure. Regarding foreign accounts, the balance of payments' current
account registered adeficit of 2.1% of GDP.

Venezuela continued posting high growth ratesin 2006. Preliminary datafrom the
Venezuelan Central Bank (BCV) revealsGDPgrowth ratehit 10.3%, mainly led by theimpulseof public
expenditure and private consumption. Oil exportsincreased 16.2% asaresult of prevailing high oil
prices. Thiswasenoughto offset theriseinimports, sothat thetradebalance hiked to US$ 27,374 million
(16.29% of GDP) during theyear. Booming oil pricesalso allowed asignificant fiscal expansion. Overall
increasesin liquidity, public expenditure and domestic aggregate demand, continued to exert pressure
onpricesandledtoal17% year-endinflation rate.

Moving on to CAF s shareholdersin the Caribbean, Trinidad & Tobago continued
registering solid growthratesin 2006. | nfact, GDP exhibited animpressive 16.1% growth, driven by fuel
exports and construction. In this context, the unemployment rate remained stable at 7%. Theinflation
ratereached 10.7%, with food recording thelargest increase. Solid growth isexpected to extend to 2007,
accompanied by prudent monetary and fiscal management.

In Jamaica GDP growth was 2.7% in 2006, supported by macroeconomic stability
and growth in all productive sectors, except for manufacturing. The inflation rate decreased with
respect to the previous year to 5.8%, thanksto currency stability, monetary aggregates staying under
control and moderate movementsin thepricesof agricultural products.

Dominican Republic also grew rapidly in 2006, registering 10.7% year-end GDP
growth. Thisexpansion wastheresult of strong growth dynamicsin construction, communicationsand
agricultural activities. Oil-priceincreases were offset by declining food prices, so the annual inflation
ratefell to 5%, asignificantly lower ratethan the oneregisteredin 2005.

External sector

Stimulated by international liquidity and the demand for commaodities, economic
growth hasattracted inflows of capital to theregion, that hasfurther boosted growth
and exchange rate appreci ation. Some countries have taken advantage of thissitua-
tion to improve their debt profiles and obtain greater coverage of international
reserveswith respect to their short-termliabilities.

Furthermore, contrary to previous occasions, the behavior of commaodities has
allowed revaluation to occur inthe absence of significant current account deficits. In
fact, the current account of the balance of paymentsran surplusesin most countries,
even reaching historical highs in some cases. The external position has also
improved dueto the steady rise of remittancesto somecountries.

Intheyearsahead, amoderatereductionin thetradebalanceisto beexpected, inline
with increasing imports and weaker export growth. Thelatter would stem from a
slowdown intermsof tradeimprovementsand inworld demand growth.

M onetary, exchangeand financial sectors
Amid the economic boom in theregion, price dynamicswere particularly smooth. In general, countries
wereabletoreduceinflationrates, despitedemand strains. Thishasbeen theresult, not only of higher cen-
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Despite the growth
rates registered
in Latin America,
improvements
in social conditions
have been insufficient
and important
structural weaknesses
still remain.

tral bank credibility, but also of excesscapacity utilization and well behaved tradableprices, inthe presence
of appreciated exchangeratesand lower international prices. InflationintheAndeanregion hasfolloweda
similar patterntothat in LatinAmerica, athough with ratesdightly abovetheregional average.

The atmosphere of stability and growth has also enabled the consolidation of finan-
cia activities, with declininginterest rates, greater financial intermediation, reductionin non-performing
loans, and higher capitalization and profits. However, countries must be aware that excessive credit
growth hasalready caused problemsinthe past.

Public Financeand debt service
Thefiscd stance hasimproved throughout L atin America, asreduced deficitsand lower public debt levels
demonstrate. Debt renegotiation efforts had a positive effect, that extends not only to the reduction of
exchangerate risk and fiscal pressure, but also to the development of domestic capital markets. Like-
wise, theability to collect tax revenueshasal soimproved.

However, itisnot clear that fiscal savings have been counter-cyclical enough.
Despite economic growth, public accounts are still the weak link in some countries. Significant
budget rigidities, social pressurefor larger expenditure, and substantial contingent liabilities still
persist. Thefiscal stance appears sustainable in most countries, given that primary public savings
enable debt servicing and holding a constant debt-GDP ratio. It isimportant to underline that for
some countries, sustainability isvery sensitive to changesin key variables, such asinterest rates or
commodity prices.

Poverty and social indicators

Despite the buoyant economic performance of recent years, the progressin social indicators hasbeen
modest compared to the advances attained in countrieslike Chinaor India, in terms of absolute poverty
eradication.

Although per capitaincomelevelsin LatinAmericahaveimproved, poverty and unem-
ployment have decreased and human devel opment indices are at higher levelsthan in recent years, thewel -
fareof themgjority of Latin America spopulationisfar from satisfactory. In particular, the region exhibits
thelargest incomeinequality in theworld, and the gap between urban and rural areas haswidened, ashas
that withinurban aress.

Another critical issueisthe unemployment rate, which hasreached levelswell above
other regions of theworld, such asCentral Europeand East Asia. Thematter isparticularly worrisomein
countriessuch as Colombiaand Venezuel awhere average unemployment ratesremains quite high despite
high economic growth.

Even though some countries have made significant progress towards compliance
with the Millennium Development Goals regarding basic services, education and health coverage,
poverty reduction objectivesappear distant if current and futurelevel sof economic growth aretakeninto
account.

For thesereasons, social initiativesmust be giventop priority in public policy agendas
in Latin American countries. However, focus shoul d be placed not only on achieving greater levelsof public
expenditure—~whereimprovementshavein fact been made-—, but also on better targeting, quality, adequacy,
and socid expenditureadministration, so that resourcesdevoted to the most impoverished sectorstrand ate
into significantimprovementsin socia indicators.
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Competitiveness

Thecurrent situation hidestheexistenceof structural microeconomic problemsthat affect
the business environment, labor markets and the functioning of institutions. In addition,
important infrastructure investments are needed. These factors have had adverse conse-
quencesontheregion’sgrowth, particularly on productivity and the devel opment of new
export activities. According to the most recent Global Competitiveness Report published
by theWorld Economic Forum, various L atin American countriesregistered asetback in
their relative positionin theinternational ranking on competitivenessfor growth.
Thecurrent favorablesituation representsan excellent opportunity to undertakethisagen-
daof pending reforms, especially in countriesthat have chosentoincreasetheir participa-
tionininternational trade. However, it iscritical to establish prioritiesthat enablethe
implementation of the most beneficial projectsand reformsrelated to growth, without
affecting economic stahility, essential to the devel opment of long-term competitiveness.

I nstitutionsand gover nance

During 2006, L atin Americaexperienced significant economic growth, with a positiveimpact on main
economic and social variables, within acontext of political uncertainty and changesin some of the
region’sgovernments. However, despite economic buoyantly economy, institutional weaknessin some
countriesisevident. Infact, pressurefrom all social sectors continued throughout the region, adefinite
sign of dissatisfaction.

Although levels of confidencein public institutions are low, they areimproving. In
fact, according to themost recent Latinobarometro survey, almost 50% of the peopl e surveyed said they
trusted their president, in contrast with the result obtained in 2001, when only afifth of the people sur-
veyed answered affirmatively. Inaddition, 35% had trust in the Judiciary Power (19.5%in 2001) and 28%
in Congress (18.0% in 2001). Thisindicatesthat, although confidencelevelstowards public institutions
aredtill far from being satisfactory, thetrend towardsanimprovement isapositivesignal.

Theregion facesimportant challengesin 2007. Theimplementation of new reforms,
both social and economic, will be key in promoting an atmosphere of consensus among all actorsin
society. Likewise, the promotion of democracy will bethecrucia for overall stability.

Regional integration

2006 was ayear full of developmentsin Latin Americawith respect to both regional integration and
greater participationintheglobal economy. Inan ever changingworld scenario, Latin American’sstrat-
egy for increased participation in the world economy has advanced along three main routes: interna-
tional multilateral negotiations, regional integration, and trade agreements with countries outside the
region. Together, these routes constitute complementary strategies.

Faced with thefreezing of the Free TradeAreaof theAmericas(FTAA) andthedelays
in multilateral negotiations of recent years, many countriesin the region have turned to Free Trade
Agreements(FTA) withthe United Statesasan essential part of their strategy toincrease market access.
Infact, FTA negotiations with Colombia, Panamaand Peru concluded in 2006. However, resultsfrom
recent el ectionsin the United Statesintroduceagreater degree of uncertainty intheratification of agree-
ments. Itisunlikely that the realignment of forcesin the United States' Congresswill extend President
George Bush the specia Trade Promotion Authority mandate-which expiresin July 2007—whereby it
approvesor rejectstrade agreementsasawhole.
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CAF is playing
an increasingly
active role in
promoting
integration in
Latin America.

Giventheuncertainty of the FTAs, the extension of the Andean Trade Promotion and
Drug Eradication Act (ATPDEA) preferences, that expired on December 31¢, 2006, hasbecomeapriority for
beneficiary countries. The United States' Congresshas approved asix-month extension, with the possibility
of afurther six month extension only for those countries currently negotiating atrade agreement with the
United States—at present, Colombiaand Peru. Therefore, Ecuador and Boliviamust pursuenegotiationswith
the United Statesif they areto continue benefiting fromteriff preferenceswithin ATPDEA’sframework.

The suspension of the Doha Devel opment Round multilateral negotiationsin July
2006, representsone of themost significant setbackswithintheglobal tradeliberalization scenario. The
suspension was mainly driven by thelack of agreement among parties regarding market access and
domestic aid for agricultura products, in particular between the United States and the European Union
(EV). At present, attempts to resume negotiations are limited to private discussions among govern-
ments. In 2007, hopesare set for apolitical commitment to resume negotiations, given their importance
todevel oping countries, especially tothosein LatinAmerica. However, political conditionsintheUnited
Stateswill also affect multilateral negotiations, since the absence of Trade Promotion Authority might
hinder theratification of any agreement.

Regardingregional integrationin 2006, Venezuel adecidedtoleavetheAndean Commu-
nity (CAN) and the Group of Three(G3), and enter Mercosur asafull member. Thissignaled achangein
itsinternationa strategy, and at the sametimeit has been pursuing itsown vision of integration through
theBolivarianAlternativeof theAmericas(ALBA). Inturn, Chileentered the CAN asan associate mem-
ber, also indicating achangeinitsregional integration strategy. Despite Venezuela'sdecision, CAN
continuesto be committed to astronger regional integration. In fact, on January 1%, 2006, the Andean
Free Trade Zone began operationswith thefull incorporation of Peru, while Venezuelamaintainsrecipro-
cal trade preferencesfor at |east afive-year period.

The South American Community of Nationsisthemost ambitiouschallengeof Latin
Americanintegration. It was created on December 8", 2004, in Cusco, Peru to establish asocial, cultur-
al, economic, financial, environmental and infrastructure integration bloc of the twelve South Ameri-
can nations: Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Guyana, Paraguay, Peru, Surinam,
Uruguay, and Venezuela. In the recent Cochabamba Summit, held in December 2006, the goal of a
regional unionwasreaffirmed, advancing with common public policieswhilerespecting thetimelimits
and sovereignty of each nation.

In addition to strengthening relations with the United States, the countries of the
region are committed to the devel opment of stronger bondswith therest of their trade partners. The EU
represents not only an important partner, but also an aly for regional integrationin Latin America. In
fact, Chileand Mexico already have A ssociation Agreementswith the EU. The agreement between the
EU and Mercosur, originally expected in 2006, isat astandstill dueto the lack of consensusregarding
investments, agricultural products and services. However, it isunlikely that an agreement be reached
until the fate of the Doha Development Round is decided. The EU continuesto beinterested in agree-
mentswiththe CAN and Central America, and has decided to launch negotiationsin 2007. TheAssocia
tion Agreementsproposed will beglobal in natureand will governal relationsamong the EU and these
tworegions, including not only trade but al so on mattersof political dialogue and cooperation.

Understanding theimportance of finding alternative export markets, the countries of
theregion have decided to pursue agreementswith Asian and other devel oping countries. Thisisreflected
inthetrade agreement between Chile and China, thefirst between thisAsian nation and aL atin Ameri-
can country, which cameinto forcein 2006. Likewise, Chile concluded negotiations pursuant to an
agreement with Japan, to comeinto forcein 2007. Also in 2006, Panamaand Singapore signed an FTA,
whilethe agreement between Guatemal aand Taiwan cameintoforce.

19



Report of Economy and Development 2006

ek T Thethird issue of the Report of Economy and
m’; Development (RED) entitled “ Latin

America sroad to productive transformation”
was published by CAF in 2006. Thisedition
written by the CAF sresearch team, with

productivity.

Second, given the degree of development of the
region, the discovery of new export activitiesiskey to
ensurethat countriesadvancein diversification, and also
develop new waysto add valueto production.

[T gy —
T ——

Caminn a la transformacidin
productiva en América L

—participation of renowned regional scholars,—
seeksto promote adebate on how to achieve
sustainable and quality growthin Latin
Americathat transatesinto benefits

for all of itscitizens.

The development gap between Latin Americahas
been associated, among other things, with alow quality
participation in global markets, which ischaracterized
by ahigh concentration of exportsand low productivity,
hindering competitiveness of the region’sexports.

Certain post-war devel opment experiences
demonstratethat, asaresult of pursuing policiesthat led
to aproductive transformation, countrieswere ableto
attain sustained economic growth and a successful
participation in global markets, which ultimately led
to quality employment and poverty reduction.

Inlight of these experiences, the question that
naturally followsishow can Latin American countries
undertake the path towardsthis productive
transformation. To moveinthisdirection, theregion
needsto achieve greater diversification and increase
productivity.

The book recommends policy strategiesto promote
new export activities, devel op and strengthen clusters,
and attract quality foreign direct investment. First, it
stressesthe importance of promoting clustersto take
advantage of the significant productivity gainsfrom
collective action, productive linkages and innovation
processesthey entail. Inthiscase, public interventionis
mainly directed to solve coordination failures,
especially if one considersthat firm and industry
agglomeration need not spontaneously result inlarger
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However, considering the potential obstacles
associated to the discovery of new activities
—uncertainty about the profitability of anew export
activity, limited domestic ability to support new
ventures, uncertainty about the ability of the
entrepreneur to claim the returns of thisinvestment—
publicinterventionisjustified. Additionally, the book
arguesthat improvementsin productivity acrossthe
board can generate by themselves, greater
diversification.

Third, based on successful productivetransformation
experiences, the book recommends promoting
quality Foreign Direct Investment (FDI), that is,
attracting investment with potential spillover
effectsthat can contribute to the process of
productive diversification. Thus, the strategy of FDI
promation should focus on quality, based on enhanced
criteriaof productivity increasesand export
diversification, rather than adopting an approach
solely based on quantity.

Likewise, theimportance of accompanying
these strategieswith horizontal policiesthat cover
institutional requirementsis addressed —with particular
attention to the design of institutions and regulationsthat
minimize potential government failures—and that build
local capacities—especially inthe areas of innovation
and education—demanded by productive
transformation.

With this publication, CAF seeksto stimulate the
debate and guide the implementation of public policies
to achieve both greater diversification and productivity
gains, as meansto achieve sustainable growth



CAF’scommitment toregional integration

Committed to astronger regional integration, CAF continuesplaying animportant rolein theintegration
agendasof each of its 17 sharehol der countries, supporting the objectives set through multiple subregion-
al, regiona and hemi sphericforumscurrently in progress. Through apermanent presence, CAF promotes
the consolidation of arenewed and convergent regiond integration, within anintegrated framework that
enabl esitsparticipationin decision-making processes, aswell asafair inclusion of itsscopeand benefits.

The presence of the Institution’s Executive President, Enrique Garcia, inthemain

regional forums, hasdriven CAF sactiveparticipationin priority issuesincluded in the agendas of each
of theintegration and agreement initiatives. During 2006, the I nstitution promoted aseries of actionsto
support the objectives of its shareholder countriesrelated to the integration of physical infrastructure

= and energy markets, stronger agreements for capital markets and commercial inte-
gration, and promotion of social and cultural devel opment programsasdriversof cit-
izenship and community integration. CAF was present at: the Joint Work Group for
the Summit of theAmericas and at the frame of the United Nations' General Assem-
bly in Santo Domingo, Dominican Republic; the meetings of the Andean Communi-
ty countries; the Mercosur’s Chiefs of State Summit in Cordoba, Argentinaand Rio
de Janeiro, Brazil; the Ibero-American Summit in Montevideo, Uruguay; the meet-
ing of the Group of Reflection of External Affairs Secretariesin Santiago, Chile; the
Second Summit of Chiefs of State of the South American Community of Nations;
™ andthe Social Summit celebrated in Cochabamba, Bolivia
CAF increased and strengthened joint and cooperation work
programswith variousorganizationsand regional integration
Secretariats, supporting the objectivesfrom anintegrated and
multidimensional perspective. It is worth mentioning the
institution’s participation in theimplementation of specific
projectswith the Organization of American States (OAS), the
Andean Community General Secretariat, the Health Andean
Organization Hipdlito Uname, Mercosur’s Permanent Repre-
sentativesCommission, the L atin American | ntegration A sso-

From top to bottom: ciation (ALADI), the Organi zation of theAmazonic Cooperation Treaty, and the Caribbean StatesAsso-

During thethird quarter of 2006, CAF's

Executive President, Enrique Garcia, ciation. In addition, CAF offered permanent support to the programs contained in the agenda of the
received the Governor of the China Puebla-PanamaPlan.

Development Bank, Chen Yuan.

Governor Yuan showed great interest
for CAFand itsmissonwith sustainable
development and regiona integration
of the Latin American region.

Chiefsof State and authorities

of the 12 countries of theregion
participated in the Second South
American Nations Summit, on
December 8th and 9thin Cochabamba,
Bolivia, wherethe strategic plan for
theintegration of SouthAmerican
was adopted.

The X VI |bero-American Summit
wasingtalled on December 4"and 5",
2006, in Montevideo, Uruguay. The
Summit gathered Chiefs of State

and government of the 22 States

of the Ibero-American Community
of Nations, in adialogue about
migration and devel opment from

the bi-regiona integration viewpoint.
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Annual Report 2006

CAF and
environmental
management:
commitment
and action

THE COUNTRIES OF THE REGION share anumber of important characteristicsin
relation to the conservation and sustai nable management of natural resources. This enablesthem,
together with CAF, to makejoint proposalsand carry out joint actions. Natural resourcesunderpintheir
economies, since approximately 20% of the region’s GDP depends on their exploitation. Thisinturn
generatessignificant pressure upon them. It should al so be bornein mind that the structureand function
of ecosystems throughout the planet changed more rapidly during the second half of the XX century
than at any timein human history, and that the regi on has been affected asmuch asany*.

LatinAmericaisexceptionaly richinbiodiversity, bothintermsof speciesand genetic
variety andintermsof ecosystems. Several of CAF sharehol der nati onshave been recognized worldwide
as'mega-diverse’, aterm coined to definethoseterritoriesthat possessexceptional biodiversity. Theloss
of thisrich biological heritageisoneof themain environmenta problemsfacing theregion.

LatinAmericaisalso considered rich in water resources: with just 15% of theterri-
tory and 8.4% of the population of theworld, it receives 29% of the precipitation and possessesathird
of the renewable water resources. Nonethel ess, the availability and quality of water isnot evenly dis-
tributed. The main problemsare growing scarcity, deterioration in water quality dueto the use of pes-
ticides, mining waste, industrial use and untreated domestic waste-water. The alteration of aquatic
ecosystems has led to 20% of the 10,000 species of freshwater fish being declared in danger of extinc-
tioninrecent decades’.

Moreover, Latin Americaand the Caribbean constitute the most urbanized region of
the devel oping world, with approximately three-quarters of their population living in cities. Industry
too isconcentrated in urban aress, resulting in high level sof energy, water and food consumption. The
most pressing problemsin these large urban conglomerations are those associated with transport,
untreated solid and liquid waste and atmospheric contamination, including the contribution of thelatter
tothedestruction of theozonelayer and to climate change. It isestimated that afifth of the popul ation of
the great metropolitan centresis exposed to pollutants which exceed recommended levels, and this
problemisspreading to small and medium-sized cities.

The devastation caused by natural disastersiswell-known. Inthe period 1970-2001,
they left 246,569 people dead and 144.9 million homel ess or otherwise aff ected, causing damage calcu-
lated at US$ 68.6 billion. “El Nifio” isan atmospheric/oceanic phenomenon, particularly intensein the
eastern Pacific, which seriously affects the coasts of Ecuador and Peru. The damage occasioned by El
Nifiointhe1997-98 periodin Bolivia, Colombia, Ecuador, Peru and Venezuelatotalled US$ 7,545 billion.
Ecuador wasthe country most affected, with losses equivalent to 14% of itsGDP?.

Asidefrom thedestruction, degradation and impoverishment of ecosystemsand nat-
ural resources, L atinAmericafacesmany environmental problemswhich significantly affect thehealth
and well-being of itsinhabitants, aswell asitseconomic devel opment. The countriesof theregion have
madeimportant, though asyet insufficient, attemptsto ameliorate these tendenciesand counteract their
effects. CAF supports them in these ever more necessary efforts, in critical areas such astheimprove-
ment of environmental investment and the strengthening of environmental institutionsand of environ-
mental management in other bodies, aswell asin developing greater coordination among them. It sup-
ports sharehol der nationsin optimizing their territorial planning schemes, improving environmental

1. Millennium Ecosystem Assessment (2005).
2. Earth Trends. The Environmenta Information Portal (2007).
3. GEO Andino 2003. Perspectivas del Medio Ambiente PNUMA-CAN.
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For 35 years, CAF
has allocated
resources to

promote
environmental
initiatives,
significantly
contributing to the
sustainability and
social responsibility
of the operations
financed.

policy and regulation, supporting decentralization and promoting greater awareness and participation
in decision-making on the part of civil society.

Inthisfashion, CAF hasdeveloped animportant environmental commitment, within
the framework of its mission to achieve sustainable devel opment and regional integration, and in sup-
port of member countries, in generating specific strategies and in establishing programs and initiatives
through innovative financing schemesthat contribute to increasing environmental investment. Thus,
CAF hascontributed by supporting conservation and the sustainabl e use of biodiversity, andin general,
to the sustainable management and conservation of the environmental servicesthat ecosystems pro-
vide, to the amédioration of climate change and problems of air quality, the reduction of industrial and
urban contamination, the prevention and mitigation of natural disasters, improvementsin theavail abil-
ity of the geographical and environmental i nformation needed for decision-making, and in processes of
decentralization and strengthening of civil society and public and privateinstitutions.

In 1994, CAF created the Officefor the Coordination of Sustainable Development,
charged with evaluating and monitoring approved operations. |n 2000, this became the Sustainable
Development Directorate, answerabl e to the Vice-presidency of Development Strategy. In 2004, its
decision-making capacity was strengthened with the creation of the Vice-presidency for Social and
Environmental Development. Thisinvolved, on the one hand, the recognition of the environmental
dimension asintegral to the economic and social development of theregion, and on the other, agreater
degree of specialization in this subject within CAF, asaresult of in-house technical, scientific and
methodol ogical developments.

Theenvironmental strategy of CAF: responsiblemanagement

CAF hasdevel opedinthecourseof itshistory aclear environmental strategy aimed at
achieving two main objectives: i) to create and constantly improve the framework
and processes which guarantee that its environmental and social operationswill be
responsible, andii) to support shareholder countriesin the conservation and sustain-
ableuseboth of their natural resourcesand their ecosystems (FigureN° 1).

To achievethefirst objective, CAF has drawn up an Environmental Management
Plan, which promotes corporate environmental responsibility initsadministrative
activitiesand in the Organization’s headquarters and representative officesin share-
holder countries. CAF hasalso designed and implemented a Social and Environmen-
tal Operations Systemwhich bringstogether all the policies, methodol ogies, proceed-
ings, instruments and resources rel ated to the environment which facilitate decision-
making in each of the phasesof itscredit-approval processand operations. Theaim of

thissystemisto guarantee physical and environmental sustainability, aswell asthe social responsibility

of the operationsfinanced by the Ingtitution. It ensuresthe completeintegration of al technical, human
andfinancial resourceswithin each of the phasesof thecredit process, enabling environmental and social
considerationsto be adequatel y taken into account throughout all the I nstitution’ sactivities (Figure N° 2).

Inrelationto the second objective of itsenvironmental strategy, CAF hasdesigned
and carried out aseries of specialized environmental programs which promote and support national
and regional initiatives aimed at environmental conservation and the sustainable use of theregion’s
natural capital, aswell asat strengthening the environmental sector in each of itssharehol der nations.
These include the Biodiversity Program, the Latin American Carbon and Clean and Alternative
Energies Program (PLAC™ €), the Natural Disaster Risk Management and Prevention Program, the
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Figure N° 1

CAF’s environmental strategy
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Figure N° 2

CAF's processes and tools for social and environmental operations management

Credit cycle Social and environmental Technical tools for social
reporting tools and environmental management

Origination

Preliminary risk analysis matrix
I Corporate Business Committee (CBC) 7«'

Preliminary risk report/socia
and environmental vulnerable areas

Condor’s Geographic Information System

Guia de evaluacion de las operaciones
deinfraestructura/ Desarrollo social /
Ambiental

White paper on socia and
environmental management for industrial

Evaluation

ILoan and Investment Committee (L1C) 74 Social and environmental report

(SId3S) WRISAS UOITRWLIOJU | S0URWLIO LB [RIUSLULIOIIAUT pue [100S
[03U0D U UOIEN AT SUORAQ [BILBLILIOIIAUT PUB [2100S L0 8pINS) [UBU

and manufacturing operations
White paper on socia and environmental
management for corporations
Contract Contractual social
ILoan contract and environmental conditions
Adc;ncij_nsigration Social and environmental
and disbursements i
Disbursement recuest Technical criterion on social H COTIE i
. sem = J’ and environmental controls Final socia and environmental
Operetions’ control — operations control guide

Cleaner Production Program (CPP), the Sustainable Devel opment in Financial | nstitutions Program,
and other activities specifically related to the management and conservation of water and the preser-
vation of theenvironmental servicesof ecosystems. In addition, CAF has contributed to the strength-
ening of this sector in shareholder countries through environmental investment in their operations
(Table N° 1), environmental sector credits (Table N° 2) and technical assistance to anumber of envi-
ronmental initiatives. It has also devel oped information-technol ogy tools, such as the Condor Geo-
graphical Information System, which contribute to the understanding of the region and to adequate
decision-making in areaswhich affect environmental sustainability.
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Creditsgranted by CAF tothe Social and Environmental M anagement of thel ndirect | mpact of the Southern

Inter-oceanic Transport Corridor

During the eval uation of the credit requested by the Republic of Peru
inrelation to the Southern Inter-oceanic Transport Corridor, it became
apparent that investment was needed to prevent and mitigate the
scheme'senvironmental and social impact beyond theimmediate area
inwhich construction would take place. With thisin mind,

the Program for the Environmental and Social Management of

the Indirect Impact of the Southern Inter-oceanic Transport Corridor
was established, in paralel to the credit processitself.

One of the most outstanding features of thisroad schemeisthat it
joinstogether major environmental and cultural regions, possessing
diverse social and economic characteristicsand requiring
an integrated vision of sustainable development.

The objective of the program isto contribute to the strengthening
of the planning, titling, promotion, execution, supervision, oversight
and control capacities of the national and regional public-sector
bodiesresponsiblefor preventing and mitigating theindirect social
and environmental impact resulting from the construction
and operation of the new road system.

The program isbased on the pre-feasibility study presented
by the National Institute of Natural Resources (Inrena) and approved
by the Peruvian parliament’s oversight bodies responsiblefor public
investment projects. It consistsof four component partsand ten projects:

Territory Organization and Preservation of Natural Areas

» Project 1: Territoria distribution plan for the entire impact area.

» Project 2: Improvement of protected natural areas management
and creation of new protected areas.
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» Project 3: Creation of atourist development plan for the impact
area.
Project 4: Improvement of environmental management in the
gold industry in the impact area.in the Mining Production within
the Areaof Influence
Project 5: Land survey, titling and land registration in 28
neighbouring districts.

Sustainableforest management

» Project 6: Consolidation and devel opment of forestry
concessions and strengthening of the capacity of the relevant
authorities in the administration and supervision of forests
and wildlife.

» Project 7: Strengthening of the Brazil-nut industry in Madre
de Dios department.

Ingtitutionsand participation
Project 8: Cultura identity and land rights for indigenous
peoples.

» Project 9: Strengthening of the environmental and social
management capacities of the regional and local governments
and of participation by civil society in the impact area.

Ingtitutionsand participation
Project 10: Implementation and supervision of the program.

Thetotal cost of the program isUS$17.8 million, of which US$10
millionisfinanced by CAF.



TableN°e 1

CAF’'sinvestments environment-related initiative. 2006

(Us$)

Country
Argentina 162,728,799 61,120,577 101,608,222
Bolivia 9,750,195 6,028,735 3,721,460
Brazil 59,279,193 19,445,274 39,833,919
Colombia 10,208,000 6,000,000 4,208,000
Ecuador 8,992,511 8,862,511 130,000
Paraguay 1,399,778 588,300 811,478
Peru 729,923 386,923 343,000
Venezuela 650,400 0 650,400
Total 253,738,799 102,432,320 151,306,479

Table N° 2

L oansto the environmental sector. 2006

Country Amount
(USs$)

Emergency Attention Program Bolivia 15,000,000

Program of Environmental Management

of the Southern Inter-Oceanic Corridor Peru 10,000,000

Environmental Management Program Venezuela 25,000,000

Portfolio Value 50,000,000

Biodiversity Program (BioCAF):
theconservation and sustainableuseof biodiver sity, aregional priority

The Biodiversity Program known as BioCAF isaimed at promoting the sustainable use of biodiversity
and genetic resources. Through thisprogram the I nstituti on encouragesthe adoption of sustainable envi-
ronmental practices, whichitishopedwill asoleadtoahigher quality of lifefor thepeopleof theregion.

BioCAF’smany initiativesin pursuit of these goalsinclude workshops, seminars,
consultancies, publications and sponsorships, divided into three sub-programs: i) support for biodi-
versity negotiators from the sharehol der nationswho take part in forumsand help frameinternational
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accordsrelating to trade mattersthat have animpact on biodiversity; ii) support for the devel opment of
biodiversity and genetic resource markets such as bio-commerce and bio-technology; andiii) the pro-
motion of environmental conservationinitiatives, primarily linked to CAF operations.

In the context of thefirst of these sub-programs, CAF provides valuable support to
experts and participants from shareholder nations who play apart in negotiating
processesinanumber of differentinternational forums. Theseincludethebiodiver-
sity negotiations under the aegis of the World Trade Organization, the World Intel-
lectual Property Organization, the Biological Diversity Convention and freetrade
agreements. The subjects discussed primarily involve access to genetic resources,
the protection of traditional knowledge, and the fair and equitable distribution of
benefitsand intellectual property rightsrelating to such resources.

BioCAF’s support has taken the form of anumber of publications, aswell asthe
organization of technical workshopsin which participantsinclude environmen-
tal, trade and foreign ministry officials. The workshops serve to promote contact
among the participants and to reinforce the positions of the region in general and of individual coun-
tries, either in these forumsin particular or in order to establish later courses of action. Among the
most important publications produced so far are: Towards the Protection Sui generis of Collective
and Integral Traditional Knowledgefrom the | ndigenous Perspective; Proposal for aSystem of Cer-
tification for Genetic Resources; and Technical Guidelinesfor Support for International Negotia-
tion by the Member Countries of the CAN in Relation to Access to Genetic Resources and Tradi-
tional Knowledge.

The second sub-program involves the devel opment of markets through bio-com-
merce and the promotion of bio-technology. Together these are defined asthe harvesting and produc-
tion, processing and commercialization of goods and services derived from native biodiversity
—species, genetic resources and ecosystems—in a context of environmental, social and economic
sustainability. At present, bio-commerce enjoysahigh level of international acceptance and iscov-
ered by the Convention on Biological Diversity, the most important multilateral environmental
agreement relating to biodiversity.

Awareof the potentia of thisinitiative, BioCAF haspromoted anumber of different
activities viaimportant alliances and synergies with various partners who are active in the region,
including the Economic Commission for Latin Americaand the Caribbean (ECLAC), the Secretariat
of the Andean Community (CAN), the UN Environment Program (UNEP), the Global Environment
Fund (GEF) and the UN Conference on Trade and Devel opment (UNCTAD).

Worth noting among the activities carried out under this sub-program isthe project
known as Finance Facilitation for Biodiversity Businesses and Support for Market Devel opment
Activitiesin the Andean Region. This project wasimplemented in Colombia, Ecuador, Peru and
Venezuel aduring the June 2004-June 2006 period. The issues eval uated included inadequate incen-
tivesand market barriersin bio-commerce, the need for legal and regulatory reforms, market access,
theidentification of zonesinwhich bio-commerce should be promoted, thedefinition of selectionand
evaluation criteriafor pilot initiativesin bio-commerce, key strategiesfor the sector in relation to
improvementsin product quality, support for the devel opment of bio-commerce initiatives, market
access for specific products and, finally, analysis of supply and demand in relation to sources of
finance for bio-commercein each country and at the regional level. Other activities of considerable
importance devel oped under the support for bio-commerce and bio-technology sub-program include
direct backing for the consolidation of National Bio-Commerce Programs and the organi zation and
sponsorship of investment promotion activitiesfor biodiversity productsand services, such astheBio-
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commerce Investment Forumsin Mexico (2002) and Peru (2004) and BioExpo Colombia (2006). This
sub-program hasal so produced important publicationsin fulfilment of itstask of publicizing and pro-
moting the subject, in particular, Bio-commercein theAndean Sub-region: Opportunitiesfor Develop-
ment, and Bio-technology for the Sustainable Use of Biodiversity.

Activities under the third sub-program have been directed towards the support of
conservationinitiatives, especially thoserelated to CAF operations. Thus, resources have been channelled
to the conservation of natural areasin anumber of countries. Theseinclude the Bofedal esde Chaquilla
National Park (Bolivia), the Vilcabamba-Ambor 6 Conservation Corridor (Peru-Balivia), the Nature
Reserves of Tambopata, Amarakaeri and Titicaca and the Bahuaja-Sonene National Park (Peru) and
the Avila, Guatopo and Canaima National Parks (Venezuela).

Latin American Carbon, Clean and Alter native Ener gies Program (PLAC*®):
CAF’sresponseto climatechange

The new PLAG+¢
reflects its
vocation with the
development of the
GEGR market, adding
the promotion and
financing of energy
efficiency, as well
as clean and
alternative energies.

The Latin American Carbon Program (PLAC) was originally created by CAFin
1999. Duringitsfirst phase, PLAC'sactivitieswerefocused on publicizing and pro-
viding training in relation to the serious problem of climate change and itsimpact.
Additionally, the program sought to support the creation and strengthening of insti-
tutionsthat would incorporatetheregion’s public and private sectorsininitial activi-
tiesrelated to the Greenhouse Effect Gases Reduction market (GEGR), which the
recently-created (1998) Kyoto Protocol allowed viathe Clean Development Mecha
nism (CDM) within theframework of the Climate Change Convention (1992). Sub-
seguently, the PLAC began to participate actively in this market, making CAF the
|eading devel opment bank inthe GEGR market in Latin America. During thisphase
CAF created two important GEG reduction trading mechanisms: i) the CAF-Nether-
lands Government MDL Facility for tenmillion GEG tons, and ii) thelberoamerican
Carbon Initiative, between CAF and the Kingdom of Spain, for ninemillion GEG tons. Therole of the
PLAC inthismarket isto identify and devel op the carbon component in the projects and support their
proponents in obtai ning Emissions Reduction Certificates (ERC), up to the point at which they are
registered with the UN’s Climate Change Office (UNFCC). The CRE constitute the tradeable goodsin
thismarket for the buyers, in this casethe governments of the Netherlands and Spain.

In 2006 the PLAC incorporated as part of its mission the promotion and stimula-
tion of alternative clean fuels and energy efficiency, asan integral response to the problems of cli-
mate change. To thisend it finances innovative, small-scale, low socio-environmental projectsin
wind, biomass, geothermic, solar and wave energy. The revitalized PLAC* € mission involved
diversifying its GEG purchasers portfolio, involving —in addition to the governments of Spain and
the Netherlands-the international private and voluntary sectors. To support the promotion of alter-
native clean fuels and energy efficiency, CAF has created new financing mechanisms and services,
both alone and in association with other bodies, thefirst of these being the CAF-KfW Line of Credit
(seepage 30).

ThePLAC™ €hasidentified aportfolio of around 16 million GEG tonsandiseval ua-
ting afurther nine million. Additionally, it hasregistered six projects with the UNFCC and hasfive
more currently being processed. Thisprogram hasbeen aglobal pioneer in devel oping the only mecha-

4. The Greenhouse Effect Gases (GEG) defined by the Kyoto Protocol include carbon dioxide (CO5), methane (CHy), nitrous oxide (N2O),
hydrofluorocarbons (HFC), sulphur hexafluoride (SFg) and perfluorocl orocarbons (PCF).
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nism for proving emissionsreduction inthefield of urban masstransit systems. It has also pioneered
methodological contributionsin the area of bio-digesters and renewable energy sourceswhich are
now availableat the UNFCC.

CAF-KfW Lineof Finance

The CAF-KfW line of creditisafinancia
instrument on soft termswhich seeksto provide
anincentivefor theimplementation of new clean
and alternative energy and energy-efficiency
projects. Through thisinitiativeit ishoped to
promote the devel opment of capacitiesamong
theregion’s countriesto increase the participation
of these forms of energy in the energy basket,

so asto reduce the environmental impact of the

Windfar m Project. Wigton, Jamaica

intensive use of conventional energy sources,
and in particular to contribute to the reduction
in emissions of GEGswhich cause climate
change.

The CAF-KfW credit linetotals US$ 130
million for usein biomass, wind, geothermic,
solar and hydraulic energy projectsand in energy-
efficiency plansthroughout the region, and fresh
resources are being sought to add to thistotal.

In 2004 Jamai ca brought on-stream itsfirst
commercial-scale windfarm project.

At the sametime, the PLAC* € devel oped
its emissions-reduction component for the
international market. The installed capacity of
the project is20.7 MW and one of the additional
benefitsit has brought has been the substitution

Transmilenio Project. Colombia

of part of the fuel that needsto beimported for
the country’s thermo-electric power stations
which burn heavy fossil fuels (bunker and
diesel). The Wigton Windfarm will achieve a
reduction in emissions of 540,000 tons of CO»
by 2012 and iscontributing to anincreasein the
share of cleanfuelsinthe country’s energy

Thefirst masstransit systemin the world under
the MDL schemewas developed by CAFin

The Transmilenio Project contributesto a

reduction in emissions thanksto the technology

conjunction with Transmilenio in Bogota,
Colombia.

Between 2006 and 2012 the project will reduce
emissions of carbon dioxide—theworld’s most
abundant greenhouse gas—by around 1,700,000 tons.

With a UN-approved methodology, CAF
showed how CO, emissions can be reduced,
and opened up the possibility of other mass
transport mechanisms around the world taking
advantage of the same mechanism.

it uses and its greater efficiency in transporting

passengers.

Additionally, the PLAC™ € has contributed to the creation and strengthening of
national Kyoto Protocol authorities, through technical cooperation. It has aso supported the holding of
workshops to strengthen the region’s negotiating capacity with regard to the Climate Change
Convention and the Kyoto Protocol. Today CAF isrecognized in the region asthe body which hasdone
most to create spacesfor discussion and integration regarding the negotiations, with aview to obtaining
more favourable results both for the interests of the region and in relation to climate change. The
Institution has held eight workshops, as well as given support to a number of events, organized by
designated nationa authorities, associationsand professional bodies, aimedat boosting  thecarbon market.
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Natural Disaster Risk Management and Prevention Program: prevention asguar antee

Inresponseto arequest fromtheAndean Presidential Council at theend of the 1990s,
and faced with agrowing frequency of natural disastersin theregion, with their
effects on the population and the economy of the region, CAF created the Andean
Regional Program for the Prevention and Mitigation of Disaster Risks (Preandino),
whose structure was agreed with the authorities of the countries concerned. Fromits
inceptionintheyear 2000 to the present day, atotal of 287 national, sectoral and terri-
torial institutions, organized in 73 working groupsand with the participation of more
than 1,500 professional s, havetaken part inthe program.

With a preventative focus, which recognizes the responsibility of the development
actorsinreducing vulnerabilities, the program took asits main objective support for
Bolivia, Colombia, Ecuador, Peru and Venezuelain theformulation of their national, sectoral and terri-
torial risk prevention and mitigation policies, working with more than 161 high-level public-sector
authorities to achieve improvements in institutional organization. It also developed institutional
schemes designed to incorporate considerations regarding theimpact of adverse natural phenomena
into planning processes. It provided technical and institutional support to encourage the incorporation
of risk prevention and reduction criteriainto existing or proposed laws and regulations, aswell asto
compile and systematize information on dangers and areas of vulnerability and to generate awareness
among sectoral and territorial clients. Today, asaresult of Preandino, severa countriesareworking to
draw up disaster risk reduction planning instruments for incorporation into national, sectoral and terri-
torial development planning. At theregional level, the Andean Committee for the Prevention of and
Attention to Disasters (Caprade) was set up, and the Program for the Prevention of Disastersin Andean
Community Countries (Predecan), financed by the European Union (Euros 13.5 million) was drafted
and isnow beingimplemented viathe CAN’sgeneral secretariat.

Sincethe Predecan hasprovided continuity to thework of Preandino, CAF hasdecided
to redesign itsoperations and moved from the planning support phaseto oneinvolving agreater degree
of investment and financing, as required to confront the threat of future disastersin theregion. This
process gaveriseto the Disaster Risk Management Program, in which prevention continuesto bethe
guiding principle.

Cleaner Production Program (CPP):
acommitment totheurban environment and industrial development

In responseto theincreasing urban and industrial pollution faced by the countries of the Andean region
and the high cost of implementing conventional decontamination treatments in manufacturing and
serviceindustries, CAF launched the Cleaner Production Program (CPP) in July, 2006. The aim of the
program isto encourage preventative measuresin productive processes, both inlarge-scale and small-
to medium-scaleindustries, which lead to areduction in solid, liquid and gaseous waste, energy effi-
ciency and the adequate use of raw materials and other inputs. Through replicable pilot projects, it
demonstrateshow existing raw material sand energy sourcescan beusedin such away asto avoid pollu-
tion whilst s multaneously promoting competitive practicesand environmental and social responsibility
among companies.
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W hat economic benefitscan beexpected from investingin Cleaner Production?

Theexperiencederived from Cleaner Production Centers, |ocated in some shareholder countries of
CAF, has shown that theinvestment required by CPPtechni quesrepresents, on average, around 31%
of theannual savingsthat can be obtai ned through morerational use of energy and industrial inputs,
and that in approximately 55% of the cases studied, investmentsarerecoveredin lessthan six months.

Example of 22 enterprises assisted by the Technology Efficiency Center in Peru,
implemented Cleaner Production techniques

Implemented
Estimated investment amount realized by private enterprise US$ 80,705.00
Estimated annual savings obtained through resource optimization US$ 750,193.00
Simple rate of return Two months

* Source: Technology Efficiency Center-Peru

The above example showsthe advantages of Cleaner Production, whichisan economically viable
techniquefor combating existing pollution problemsin CAF shareholder nations, and at the sametime
enhancing the competitive standing of the companies concernedinahighly specialized global market.

In order to carry out thismission, CAF has established close links with the Cleaner
Production Centerslocated in Latin American countries and with international organizations such as
the UN Organization for Industrial Devel opment and other national bodies, both in the public and pri-
vate sectors associated with the productive and environmental sectors, thereby helping the companies
concerned broaden their scopein relation to aglobal market characterized by growing environmental
and socia demands.

During theinitial phase of thisprogram important advanceswere obtained in terms
of support for the establishment of specific agreements between the public sector and private industry,
aimed at achieving industrial decontamination within the framework of CPP. A regional meeting was
a so held to determine what had been achieved and what remained to bedonein thisareain theregion,
and effortsto strengthen the institutional framework of the shareholder nations continue. At the same
time, CAF has created and devel oped specialized financial mechanisms, through alliancesthat help to
promote business opportunities with the PLAC* €, thereby confirming its commitment to the environ-
ment and to industrial development.

Program for Sustainable Development in Financial I nstitutions

Astheprincipleof sustainabl e devel opment hasbecome established, both the privateand public sectors
have devel oped mechanismsthat allow social and environmental objectivesto beincluded inthe
process of creating value. The global financial sector in particular has become aware that social and
environmental impacts can in turn generate effects on therisk profile and profitability of projectsand
companies, and that these effects are directly transferred to the investor. Thusthe financial sector has
begun to devel op the knowledge and practicesrequired to identify, evaluate and manage the environ-
mental and social risk of its operations and to capitalize on the opportunities presented by the new and
emerging environmental markets.

To this end, CAF has designed the Program for Sustainable Development in
Financia Ingtitutions, whose objective is to promote the adoption of the principles and practices of
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environmental and social management in the region’s financial sector. Under this program, the
Ingtitution has taken part in a number of activities aimed at spreading the message of environmental
and socia responsibility and providing training to the region’s financia bodies.

In 2003 CAF held the Awareness Days. Opportunities and Risks Related to the
Environment, for the financia sectors of Bolivia, Colombia, Peru and Venezuela. These sessions
were intended to motivate and train its financial partners and other institutions in the region to incor-
porate environmental criteria into their corporate operations. They were held in conjunction with
local partners. Globa Sustainable Development Consultants in Bolivia; the Colombian Business
Council for Sustainable Development; the Latin American Association of Financia Ingtitutions for
Development, of Peru, and the Banking Association of Venezuela.

In 2004 the I nstitution was a consultant to the Getulio Vargas Foundation during the
preparation of the ‘scoping paper’, a document which provided guidelines for the formal creation of
the Latin American Working Group for the Financia Ingtitutions Initiative of the UN Environment
Program (UNEPFI), in which CAF played the role of promoter and chair for that year.

Initsrole as chair of the Working Group, CAF took part in the Annual Meeting of
the Financia Ingtitutions Initiative of the UNEP in Tokyo, where it gave a presentation entitled
Sustaining Biodiversity: Benefits for Communities-Business Opportunities for Financial
Ingtitutions, in order to share the Institution’s experiences and its biodiversity program.

In 2005 CAF —in conjunction with the UNEPFI— held the First Workshop on Social
and Environmental Risk Evauation Methodologiesin Loan and Investment Projects. The workshop
made the region’s bankers aware of the need to evaluate and cover the main environmental and social
risks associated with credit operations, so asto build acompetitive client portfolio at the national and
international level and to offer training in environmental and social risk management analysis and the
respective mitigation measures.

The achievements and the lessons learned through this program have been sum-
marized in seven publications produced in recent years.

m Fresh Actions for Finance in the Race to Sustainability

m Finance and Sustainable Development

m Awareness Days for the Financial Sector

Globalization and Sustainable Devel opment

Opportunities and Challenges for the Financial Services Sector

Sustainable Finance in Latin America

Environmental Sustainability and Financia Performance: Four Case Studiesin Value
Management in Latin America

TheCondor Geographical I nformation System:
territorial information for decision-makers

TheCondor Geographical Information Systemwasset upin 1995, when CAF and Conservation Interna-
tional decided to join forcesin creating thefirst computerized tool aimed at identifying and preventing
the main environmental and socia impacts of large infrastructural projectsinthe Andean region. This
led to the compilation of information relating to environmental, geographical and social issueswhich
was not accessible to the public and was scattered across a number of different institutions. Oncethe
information had been gathered, and an initial computer system set up, thefirst version of the Condor
Geographic Information System waslaunched.
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In 2001 the Internationa Center for Tropical Agriculture (CIAT) was asked to devel-
opthefirst version of the programinWeb, and thiswas published on the I nternet in early 2002. Thisver-
sion had advantages over the earlier version, in that it permitted access and updating viathe Internet,
thus reaching more users, without charging. The Condor home-page was later published on the web-
sitesof CAFand of Conservation International, and an extensive personalized program of traininginthe
use of thetool was undertaken, which covered more than 230 key personnel linked to theregion’smost
important infrastructure and environmental institutions. Thisversioniscurrently being updated in\Web
in order to render it compatiblewith theinfrastructural development needs of the whole southern hemi-
sphere, in accordance with the integration plans devel oped by the Initiative for the Integration of
Regional Infrastructurein SouthAmerica(lIRSA).

2 Céndor2.0 estd disefiada para planiicadores, evaluadores v ejecutores de proyecios asi como
las insbituciones piblicas y pivadas vinculadas a temas ambientales en la regidn andina.

Events

In 2006 CAF held several national and regional events on issuesrelated to climate
change, disaster risk reduction, biodiversity and Cleaner Production.

ClimateChange

Two regional workshopswereheld, onein Boliviaand the other in Panama, withthe
participation of Latin America’s Climate Change Offices and foreign ministries.
They dealt with the issues of development and the implementation of the Clean
Devel opment Mechanism, aswell ascritical aspects of theinternational negotia-
tionsrelating to the Second Meeting of Parts (MOP2) of the Kyoto Protocol. Six
national and international workshopswerealso held to discussthe prospectsfor sec-
torssuch asagro-industry, energy and transport inthe GEG market.



Biodiversity

Twoworkshopswere heldin Colombiaand Peru. Thefirst— mplicationsof Bilateral Free TradeAgree-
mentswith the United Statesfor the Biological and Genetic Resources of Colombiaand Peru—featured
expertson biodiversity from thesetwo countries. In Peru aworkshop and aconsultancy were organized
to provide technical support to various countriesin the region in drawing up aproposal for an Interna-
tional System for Accessto Genetic Resourcesunder the Biological Diversity Convention.

Cleaner Production

In Venezuelathe First Cleaner Production Workshop was held with the participation of several repre-
sentativesof Cleaner Production Centersand anumber of L atin American governments. Theworkshop
provided aforum for sharing experiences and knowledge and for identifying ways of promoting CPin
theregion.

Disaster Risk Reduction

Theworkshop Investing in Disaster Risk Reduction brought together representatives from the minis-
triesof planning, economy and finance of Bolivia, Colombia, Ecuador, Peru and Venezuelafor the pur-
poseof strengthening theinvestment i dentifi cation processfor disaster risk reduction, improving channels
of information and proceduresfor incorporation risk prevention criteriain national public investment
systems.
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Annual Report 2006

Operations

Approval of operations

CAF SPROPOSED ACTIVITIES FOR 2006 were determined on the basis of the eco-
nomic projectionsfor Latin America, which pointed to ageneral improvement in the situation and to
vigorous growth in theAndean economies, resulting from amoderate performancein the export sector
and equilibrium between the primary and non-primary sectorsof the economy.

It wasinthiscontext that CAF approved operationsfor US$5,521 million (TableN° 1),
anincrease of 16% over the previous year, once again confirming its status asareliable provider of
resourcesfor its public and private clientsin the region. Direct approvalswere 28% up on the year
before, and thanksto investment initiatives which aroused the interest of other sources of economic
development financing for theregion, catalytic approval swereal so substantially up.

Itisworth noting the amount approved for non-Andean countries (US$1,316 mil-
lion), which is 24% of the total —afact which reflectstheimportance CAF attributesto L atin American
integration processes.

TableN© 1

Approvals by country

(inmillionsof US$)

Country

Bolivia 503 619 499 523 397 2,541
Colombia 750 617 922 1,237 1,001 4,526
Ecuador 407 438 338 815 1,024 3,023
Peru 498 633 604 417 941 3,092
Venezuela 762 585 821 627 842 3,587
Argentina - 175 60 257 580 1,073
Brazil 260 245 170 695 579 1,949
Costa Rica - 30 63 2 25 119
Mexico 2 2 2 5 10 20
Panama - - 1 80 53 134
Paraguay = = 11 11 3 25
Uruguay 100 - - 70 20 190
Rest 9 9 13 7 46 85
Total 3,290 3,303 3,503 4,746 5,521 20,363

Additionally, 50.8% of the year’s approval swent to infrastructure projects, of which
22.9% was integration infrastructure, 15.2% social development infrastructure and 12.7% economic
infrastructure (Graph N° 1).

Thelnstitution continued to support anumber of initiativesintheareaof sustainable
infrastructure which contributeto thelogistical platform required for competitiveness. It assigned
US$1,949 million, or 35% of theresourcesapproved for member countries, to thiscategory.

These operations were carried out with due respect for environmental conservation
considerationsand in conjunction with other initiatives of asocial nature. Of thisamount, financing for
regional integration amounted to approximately US$1,265 million, which went on road projects, trans-
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port systems, railwaysand el ectricity connections, particularly in South America. It isworth noting the
growing participation of CAF in Public-Private Partnerships (PPP) for the construction of publicinfra-
structure such as highway concessionsand polyducts.

CAF also approved US$50 million for the creation of aFund for the Promotion of
Sustainable Infrastructure Projects (Proinfra), whose aim isto support countriesin the correct prepara-
tion of investment projects, provide advice on the preparation of tender documents, thefinancia struc-
turing of operationsand subsequent negotiations.

One of the most urgent challenges facing the region isthe need to achieve social
inclusion. Thisinvolves providing margina sectorsof society with thetoolsand assetsneeded for their
own devel opment, increase the implementati on capacities of the bodies concerned in order toimprove
thequality of social spending, incorporating new socia actorsinthepublic policy agendaand providing
an effective social protection network. In 2006 CAF provided US$840 million for the promotion of this
type of initiative, which went towards the implementation of projectsin the areas of water and sanita-
tion, rural development, education and health.

With theaim of making thefinancing conditionsfor projectsin thesocial field more
atractive, the Compensatory Finance Fund—whichisprimarily backed by CAF sprofitsand consistsof
amechanism whereby the finance costs of sovereign risk projectswith ahigh development impact is
reduced—was strengthened.

Worth noting isthe Institution’s growing participation in the financing of invest-
mentsintended to expand productive capacity. Thus, new operations approved by CAF for the produc-
tive sector totalled approximately 25% of the total. These operations channel resourcesinto priority
attention to micro-, small- and medium-sized businesses, either directly or through financial systems,
viaprojectswhich trand ate into enhanced business competitiveness through expanded production, the
development of production-support infrastructure and regional expansion.

Inaddition, CAF provided US$1,325 million for macroeconomic stability, approving
operations aimed at strengthening public debt management. Resources have been channelled into
improvementsin liability management and areduction in currency gapsin the public-sector monetary
system, aswell asthe granting of loansto support institutional reform, especialy inrelation to the opti-
mal use of budgetary resources.

GraphNe1

Approvals by strategic sector

As of December 31%, 2006
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Approvalsby term

Based on CAF'scommitment to finance operations that promote sustainable devel opment and regional
integration, in 2006 —as was the case in previous years—long-term loans continued to represent the
largest portion of loansapproved. Thisisreflected inthefact that operationsof fiveyearsor morerepre-
sented 79% of thetotal.

Alsoworthy of noteisCAF sparticipationin medium-term (onetofiveyears) opera-
tions, which made up approximately 17% of the total in 2006 (Graph N°2 and Table N°2). Therewasa
significant reduction, meanwhile, in the approval of short-term operations, reflecting the Institution’'s
commitment toinvestment projectswhich, by their nature, requirelengthy implementation periods.

TableNe2
GraphNe2 Approvalshy term
5,000 . (in millions of US$)
4,000 - - 2002-06
3,000 -  mmLong-termloans 1,920 2,202 2,682 3,049 4,360 14,213
2,000 - " mmMedium-term loans 625 218 62 876 952 2,733
1000 - B Short-term loans 745 884 758 822 209 3,417
o :

2002 2003 2004 2005 2006  lotal 3290 3,303 3503 4,746 5521 20,363

Approval of operationsby risk

Asaconsequenceof thegreater certainty brought about by the region’s positive economic performance
and the existence of favorable external conditions, therewasalso support in 2006 for investment initia-
tivesundertaken by the private sector, |eading to an important percentage of non-sovereign risk opera-
tionsin CAF' sinventory of approvals (Table N°3). Thus, by the end of the year such operations had
reached US$1,730 million (Graph N°3), representing 31% of the total and reaffirming CAF'scommit-
ment to contribute to an improvement in competitiveness and entrepreneuria capacity. Nevertheless,
sovereign risk operations continued to predominate, representing 69% of thetotal number of approvals,
or Us$3,791 million, for the period.

TableN°3
GraphN°3 Approvalsby risk
6,000 (in millionsof US$)
5,000 s
4,000 ) 2002-06
3,000 - " Il Sovereign 2,385 | 2,166 2,330 | 2473 3,791 13,146
2,000 - :
1000 - Il Non-sovereign 905 1,137 1,172 2,273 1,730 7,217
O . -

2002 2003 2004 2005 2006 Total 3290 3,303 3503 4,746 5521 20,363
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L oan approvalsby economic sector

As can be seen from Table N° 4, 2006 reaffirmed the importance of approvalsfor projectsin thetrans-
port, storage and communi cationsindustries; el ectricity, gasand water supplies; public administration,
health and other social services. Of thetotal approved, 38% (US$1,625 million) correspondsto transport
infrastructure improvement works, or those designed to increase the provision of basic servicesto the
population. Theimplementation of these projectslaysthe groundwork for animprovement in competi-
tivenessintheregion.

TableN°4

Approvalshy economic activity

(in millions of US$)

Economic activity

Agricultural infrastructure 80 51 - 0 0 131
Mining - 30 - 50 20 100
Manufacturing 22 281 - 456 190 948
Power, gas and water 769 380 626 674 382 2,831

Transportation, warehousing

and communications 1,103 1,287 1,189 1,606 1,625 6,810
Public administration - 172 735 700 1,345 2,952
Hospitality management and restaurants 20 - 2 0 0 22
Financial institutions - - - 22 0 22
Other health and social services 369 271 199 125 715 1,679
Education 167 40 - 55 50 312
Total 2,529 2,512 2,751 3,687 4,326 15,806

Thiscategory includes, for instance, highway devel opment programsinthemajority
of theregion’scountries, e ectricity networksinArgenting, Bolivia, Panamaand Peru, aswell asconstruc-
tion and mass transit improvement programsin Venezuela. Under the heading of provision of basic
services, the drinking water, basi¢ sanitation and irrigation investment programsin Colombia, social
investment insurancein Ecuador and housing programsin Venezuel a should be noted. Therewasalso
significant support for environmental programsin Boliviaand Peru.

As can be seen from the preceding table, significant resources were al so devoted to
public administration projects, aimed at structural improvementsin public administration, and particu-
larly in the quality of public spending and the profile of public debt. These represented 31% (US$1,345
million) of thetotal.

42



Financing structureand catalyticrole

Incompliancewithoneof CAF sprinciples, whichistoact asacatalystin country finance, during the past
fiveyearsthe total approvals associated with this aspect of the Institution’s activities—which comple-
mentsitsdirect financial operations—exceeded US$1,300 million (Graph N° 4).

GraphNe4
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It should be noted that the I nstitution’s parti cipation facilitated the region’ saccessto
other sources of financein theinternational financial markets. In 2006 these provided US$68 million,
allocated to structured A/B loansand credit guarantees approved for the public and private sectors.

CAF asoreaffirmedits presencein country financing through greater participation
insocial development projects during 2006. Table N° 5 shows theratio of resources approved to total
costs. Theindicator reached 42% at year-end (US$4,189 million), arise of morethan 30% over thepre-
viousyear.

TableNes

Financing structure and cor por ate loans

(in millions of US$)

Financing source

CAF loans 2,121 2,359 2,542 3,221 4,209
Client contributions 752 3,095 3,087 1,559 2,437
Other local sources 92 1,037 680 1,779 3,307
External sources 624 3,191 2,650 1,802 52
e Loans from multilateral

organizations 146 1,625 1,453 583 52
* Other external sources 478 1,565 1,198 1,219 0
Project’s cost 3,589 9,683 8,959 8,362 10,004
CAF loans/
Project’s cost 59% 24% 28% 39% 42%
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Disbur sements

During 2006 CAF disbursed intotal US$3,006 million, including the B tranches of A/B operations(Table
N° 6). Of the total amount disbursed in the course of the year, 89% (US$2,676 million) went to Bolivia,
Colombia, Ecuador, Peru and Venezuela. Likewise, in accordance with CAF sintegrationist policy in
theregion, therewasanimportant transfer of resourcesin 2006 to the other shareholder nations, viadis-
bursementsintheorder of US$330 million (11% of thetotal). Inthisway CAF reaffirmeditscommitment
to supporting investment projects and programs whose aim isto contribute to equitable and inclusive
development intheregion, aswell as promoting sustai nable economic growth.

TableNe 6

Disbursements by country

(in millions of US$)

Country

Bolivia 365 346 258 280 189 1,437
Colombia 591 325 647 688 654 2,905
Ecuador 221 359 298 340 504 1,723
Peru 413 267 465 256 484 1,885
Venezuela 311 337 309 208 845 2,011
Rest 284 145 52 565 330 1,377
Total 2,186 1,780 2,029 2,337 3,006 11,337
Portfolio
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At theend of 2006 CAF'stotal |oan and investment portfolio—that is, both the portfolio of direct loans
and investments, that of third parties managed and administered by the Institution, and those credits
associated with the Partial Credit Guarantees (PCG) it provides—reached atotal of US$8,904 million, or
10% morethanin 2005. Thisisacontinuation of the growth pattern of recent years.

TableNe7

Total portfolio*

(in millionsof US$)

CAF’sDirect L oan Portfolio 6,180 | 6,712 | 7,216 7,462 8,191
* Loanportfolio 6,062 6,597 | 7,104 7,347 8,097
e Capita investments 117 115 112 115 93
Catalyticaction 1,051 738 583 620 714
* Loan portfolio administered by CAF 647 409 280 419 494
 Capita investmentsadministered by CAF 4 4 3 3 3
e PLGrelated portfolio 400 8725 299 199 217
Total portfolio 7,230 7,451 7,799 8,082 8,904

* Includes third party portfolio administered by CAF and PCG.



L oan portfolio by country

In 2006, 88% of CAF' s portfolio was allocated to Bolivia, Colombia, Ecuador, Peru and Venezuel a,
whilethe remaining 12% went to other shareholder nations. It isimportant to note that the latter’s port-
folio rose by 25% in comparison with 2005, increasing from US$879 million to US$1,102 million (Table
Ne 8), inlinewiththe L atin American orientation of the Institution. Thisgrowth reflectsabroader vision
of theregiononthepart of CAF, whichisperceived to beareliable sourceof financing, andisvalued for
thequality of itsoperations, thereby enhancing itsfinancial capacity.

TableNes

Total portfolio* by country

(in millions of US$)

2002 2003 2005 2006

Country

Bolivia 703 883 962 1,125 1,195
Colombia 2,122 1,991 2,111 1,985 1,703
Ecuador 1,122 1,209 1,226 1,231 1,372
Peru 1,299 1,403 1,664 1,724 1,807
Venezuela 1,348 1,289 1,219 1,137 1,725
Rest 637 676 616 879 1,102
Total 7,230 7,451 7,799 8,082 8,904

* Includes third-party portfolio managed and administered by CAF, and PCG.

Total portfolio by modusoperandi

As can be seen from Table N° 9, the capita investments portfolio at the end of 2006 totalled US$96 mil-
lion and was composed of 15 equity investments, managed either directly or viainvestment funds. Sev-
eral economic sectorswerethussupported, including infrastructureand MSMESs. In addition to seeking
areturn oninvestment, thisportfolio’s primary purposeisto promote sustainable development in Latin
American countries, especially thosewhich are shareholdersin CAF.

Asfor theloansportfolio, 2006 saw acontinuation of thegrowing tendency to support
operations requiring longer timescales, primarily those programs and projects designed to create eco-
nomicinfrastructureand social development. Ascanbeseenin Graph N° 6 and TableN° 9, thelong-term
loansportfoliototalled US$8,175 millioninthe period under review. The medium-term portfolio under-
went an expansion, whilethe short-term portfolio also grew, driven by operationswhich by their nature
do not require long amortization periods, such asloans placed through the financial system and some
assigned to private-sector companies.
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TableN°9

GraphN°6 L oan portfolio* by risk

(in millions of US$)
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* Includes third-party portfolio managed and administered by CAF, and PCG.

TableNe10

Total capital investment portfolio

(in millions of US$)

000 J| o003 2005

Country

Bolivia 10 10 8 8
Colombia 0
Ecuador 1
Peru 16 14 12 10 4
Venezuela 2 0 0 0 0
Rest 89 92 93 96 82
Total 121 119 116 117 96

Total portfalioby risk

Theportfolioin 2006 was86% composed of sovereignrisk |oans, whichtotalled US$7,289 million (Table
Ne 11), reflectingamaj or commitment of support to member countriesand principa clients. Non-sovereign
risk represented the remaining 18% (US$1,615 million), which represented asignificant increase over the
previousyear (TableN°10) and underscored CAF scommitment to supporting thegrowth of the private sec-
torinorder for it tomeet successfully the challenge of improving competitivity.

TableNe11

L oan portfolio* by risk
(in millions of US$)

Sovereign risk 5,719 6,315 6,855 6,726 7,289
Non-sovereign risk 1,512 1,136 944 1,356 1,615

Total 7,230 7,451 7,799 8,082 8,904
* Includes third-party portfolio managed and administered by CAF, and PCG.
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TableNe12

L oan portfolio by economicactivity

As can be seen from Table N° 12, in 2006 CAF continued to support the infrastructure sector, one of the
region’smain priorities. Transport, storage and communications, together with electricity, gasand
water supplies, made up almost 50% of the Ingtitution’stotal portfolio. In keeping with CAF sstrategic
priorities, under which socia development isperceived asfundamental inovercoming poverty and pro-
moting welfare, theteaching, social servicesand health sector rankssecond, with approximately 20% of
thetotal portfolio.

Total portfolio* by economic activity

Economic activity

(in millions of US$)

Agricultural infrastructure 344 293 271 220 144
Mining 4 34 13 10 60
Manufacturing industry 511 307 278 491 523
Power, gas and water 1,624 1,454 1,015 928 997
Transportation, warehousing and communications 2,023 2,597 2,942 2,930 3,459
Commercial banking 522 319 395 493 460
Institutions for devel opment 595 534 346 365 360
Education, social and health services 1,542 1,444 1,879 1,729 1,695
Other activities 66 469 659 916 1,206
Total 7,230 7,451 7,799 8,082 8,904

* Includes third-party portfolio managed and administered by CAF, and PCG.

GraphNe7

Total portfolio* by economic activity
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* Includes third-party portfolio managed and administered by CAF, and PLG.
* % Includes water purification, education and other social and health services, as well as the social infrastructure portfolio.

Operationsfinanced through technical cooperation funds

Cooperation funds are those non-reimbursabl e resources used by CAF to support strategic programs
and other activities. They are derived from the Institution’s net profits, together with third-party contri-
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butions administered by CAF. Thelatter include the Technical Assistance Fund (TAF), the Human
Development Fund (Fondeshu), the L atin American Carbon and Clean Energies Program (PLAC e)’
the Andean Energy Conservation Fund (FACE), the Investment and Business Devel opment Fund
(FIDE), the Spanish Technical Cooperation Funds, the Financing Compensation Fund (FCF), thelnfra-
structure Projects Promotion Fund (FPIP) and the Kfw Fund, aswell asthe Specia Fundsfor Bolivia
(SFB) and Ecuador (SFE) and those assigned to the HIPC Program.

GraphN°8

CAF: Sources of technical cooperation funds
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Total US$ 38 MM

Approvalsunder these headingstotalled approximately US$38 millionin 2006. As
can be seenin Graph N° 8, TAF and Fondeshu are responsible for the majority (57%). Other resources
includethoseassigned directly to theHIPC program (10.7% of thetotal, or US$4 million). Also notewor-
thy arethe FIDE approval s, which represent nearly US$6.3 million, and thosein support of MSMES,
which account for 17%. Operationstotalling approximately US$1.7 million were approved through the
Spanish Fund, while the remainder (US$4 million) was made up of operationsrelating to the SFB, SFE,
FIDE, Kfw and PLACT €.

Graph N° 9 shows cooperation funds broken down by type of activity. Cooperation
fundsare primarily used in the areas of competitiveness, MSME risk capital, microfinancing and the
HIPC initiative. Community devel opment and governance programs are the next most important areas.
Other significant fractions of theseresourcesare devoted to CAF sspecia programs, such asIIRSA and
the Sustai nable Devel opment Program.

GraphN°e9

CAF: Allocation of technical cooperation funds

As of December 31¢, 2006

Rest 8.2%

Culture 0.9%
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Micro-financing 20%

Sustainable development 7.8%
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Integration 8.3%

Governance 4.2% Competitiveness 15.3%

MSMEs risk capital 17.3%
Total US$ 38 MM
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Microfinancingand small and medium-sized businessoper ations

In 2006 various credit lines were renewed with 32 microfinancing institutions and six new lineswere
issued, three of themin Series C shareholder countries: Argentina, Mexico and Uruguay. Thetotal port-
folio by theend of theyear was US$92 million, which wasa48% increase over December 2005 (US$61.8
million). This growth wasthe result of variousfactors such astheincorporation of new clients, the
increasein somelinesof credit and the creation of new products.

Also noteworthy were thefirst disbursement inlocal currency to afinancial institu-
tionin Peru, and the approval of financinginlocal currency to institutionsin Bolivia, Colombiaand
Mexico. Thefirst CAFtrust fund for financing rural micro-businessesin Ecuador wasal so approved.

Likewise, CAF developed severa aternative financing mechanismsto servicethe
small and medium business sector, such asthe stock guarantee fund. These fundsissue guaranteesto
partialy support short-term debt securitiesissued by MSMES, thereby enhancing their credit quality. In
addition, CAF approved apartial loan guarantee to enhance thefinancial capacity of clientsthat would
otherwise havelimited accessto new loans.

Using FIDE resources, in 2006 CAF continued to support capital growth and innova-
tionintheMSME sector. A total of 14 operationsof thiskind were carried out inten countries, viainvest-
ment in Argentine and Brazilian funds, in which CAF increased itsinvestment portfolio in the techno-
logical and agro-industrial sectors.

GraphN°10 GraphNe11
Microfinancing: total portfolio* Microfinancing: disbursements

millionsof US$ millionsof US$

2002 2003 2004 2005 2006

* Includes the loan and investment portfolio, and bond issuance guarantees.
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Annual Report 2006

Bolivia

DURING 2006, TOTAL APPROVALSTOBOLIVIA reached US$ 397 million, or 7% of

Duringthelast thetotal for theyear, whiledisbursementsgrew to US$ 189 million (6% of thetotal).
five-year period By theclose, the country portfolio* stood at US$291 million, which represents 13%
(2002-2006) of thetotal.

CAF hasapproved Sovereign-risk approvals amounted to US$ 291 million, with special emphasison

US$ 2,541 million approvalsfor infrastructural devel opmentslinked to the transport sector, and par-

in operationsfor Bolivia,  ticularly those promoting regional integration and facilitating preventative meas-
which representsan ureslinked to disaster emergency response.

averageof US$508 million Atotal of US$276 millionwasassigned to support thegovernment’saim of improving

per annum, or 12% routesbetweenregional capitals, aswell asintegrationwith neighbouring countries

of thetotal for theperiod. ~ a@nd, ingeneral, the strengthening of the transport sector. The financing granted
Disbur sementstotalled under this heading also contributed to improvementsin the country’s competitive

US$ 1,437 million profile, by allowing agricultural producersto reducethe cost of their products, as
(13% of total well as by integrating more peopleinto the devel opment process. It a so enhanced
disbur sements), which thequality of lifeof theinhabitants of those regionswhich benefited, by generating
representsan annual employment for skilled and unskilled workers, with alargemultiplier effect on other
averageof productive sectors. All effortsin the area of transport infrastructure contribute to

US$ 287 million. easing theisolation of provinces, municipalities and communitieswithin the area

of influence of the project concerned. Particular highlightsof thiscategory include

CAF has contributed to the recovery
and conservation of the cultural
heritage of the Bolivian city of Sucre
by training underprivileged youths
inrelevant skills.

thefinancing of the Southern Integration Highways Program—Phase 1, the Guayaramerin-Riberalta
and Potosi—Uyuni highways project, and the Huachacalla—Pisiga Project.

Under theheading of economicinfrastructure, afurther US$15 million wasapproved
to support repair and reconstruction work after flood damage occasioned by heavy rainsin late 2005/early
2006. Thesefundsare expected to permit preventative measureswhich, inthe short term, will reducethe
magnitude of disaster damage, and in thelong term permit amore efficient responseto emergencies.

In the areas of competitiveness, productive sectors and MSME fundstotalling US$
49 million were approved for private sector investment initiatives in manufacturing, mining, dairy
production and non-traditional exports.

Inthe areaof strategic prioritieslinked to financial systemsand capital markets,
loanstotalling US$40 million wereapproved. Thesewere channelled to MSMEsviaanumber of inter-
mediaries, whichwill financeinvestment |oans, working capital and foreign trade operations.

Other contributionstothesustainabledevelopment of Bolivia

In 2006, CAF approved approximately US$ 2 million out of cooperation resources from its Technical
Assistance Fund, the Human Devel opment Fund and the Specia Fundfor Bolivia, in responseto partic-
ular requestsfrom both public- and private-sector enterprises.

In addition, the Governance and Policy Management Program provided training in
government and politicsto leaders and their support teams. Thiswas carried out in alliance with the
George Washington University and the Universidad del Valle. The Transformation L eadership Program,
which seeksto ingtil civic and democratic val ues, closed 2006 with atotal of 1,317 individuastrained. The

* Includes the portfolio managed and administered by CAF, as well as operations linked to the partial credit guarantees (PCG) given by
the Institution.
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Approvalsto Bolivia. 2006

Client/Executor

Republic of Bolivial
AdministradoraBoliviana
de Carreteras (ABC)

Republic of Bolivial
AdministradoraBoliviana
de Carreteras (ABC)

Republic of Bolivia/
Viceministerio de
Descentralizacion, Gestion
Departamental y Comunal
Republicade Bolivia/
AdministradoraBoliviana
de Carreteras (ABC)

Republic of Bolivial
Gobierno Municipa delLaPaz
(GMLP)

Republic of Bolivial
AdministradoraBoliviana
deCarreteras (ABC)

Various private sector clients

Various beneficiaries

Total

Operation

Southern Road Integration
Program—Phase |1

Integration Road
Huachacalla—Pisiga

Natural Emergencies
Attention Program

Road Integration Project
Riberata-Guayamerin

Triplet Bridge

Road Project
Potosi—Uyuni

Miscellaneous

Operations
with cooperation resources

Objective

Promote economic and political
integration through the exchange of
goods and servicesamong dtiplans,
valleys, and Eastern flats

Execute the pavement of aroad
trench of 71 km between the
populations of Huachacallaand
Pisiga, inthe Oruro department,
Chilean border

Conduct renovation and
reconstruction activitiesof the
damages produced by rain and
develop preventive actions

Improve road transit conditions
to offer greater regional
communication and economic
dynamism within the area.of
influence

I nterconnect road access across
LaPaz

Develop and promote productive
and commercial activitiesand
tourisminthearea

Financeforeign trade operations,
working capital, and investments
in capital goods

Contribute to the country’s
sustainable devel opment

120

25

15

42

14

75

104

397

18

18

18

18

15

18

Various

n.a

(in millions of US$)

Project

cost

168

95

82

46

19

108

73

n.a

591

* Includes only the cost of investment projects financed to the private sector.

n.a. not applicable

Efficient and Transparent Municipalities Program (MuNet) provided training in electronic govern-

ment, surveying and registration.

Under the heading of ethicsand transparency for devel opment, decentralization and
citizen participation, and leadership for transformation, projectsrelating to state purchases, social protec-
tion and community devel opment werecarried out.

CAF supported anumber of initiatives under its Competitiveness Program. The Costo
Bolivia project, developed jointly with the Santa Cruz Chamber of Industry, Commerce, Servicesand
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From top to bottom:

The President of the Republic

of Bolivia, Evo Morales, and the
executive president of CAF, Enrique
Garcia, shake hands after signing
acredit contract and two technical
cooperation agreements.

Aymarawomenin Vivaque, in the
municipality of Calamarca, build
bridges between the community
and the health services.

The El Carmen-Arroyo Concepcién
section of the Santa Cruz-Puerto
Suérez highway that links Bolivia
and Brazil.

Tourism (Cainco), aimsto establish an action plan which will produce significant improvementsin the
business climate. Projectsaimed at enhancing entrepreneurial skillsand new business creation were also
developed, such asthesecond edition of the Entrepreneurial | deasContest, which featured morethan 2,500
businessinitiatives. The project Plant your Business: Implementation of the First Enterprise Incubator in
LaPaz also madeprogressduring the period.

CAF continued throughout the year to support projectsaimed at strengthening thearea
of socia responsibility, with initiativesto promote opportunitiesin thefields of music, sportsand cultural
heritage, among others, at local level. The project known as Building Bridges between the Community
and the Heal th Services sought to educate Aymara and Quechua womeninissuesrel ating to reproductive
and sexua health. The Sembrando Gas project aimed to improve the health and nutritional conditions of
the population of El Alto, while the Comprehensive Education Project focused on the municipality of
Calamarca. Culturefor Development: theViacha, Tiwanaku and Lake TiticacaTourism Circuit promoted
tourism based ontraditional community values.

TheSocia Actionfor Music programheld anumber of workshopsduring theyear in El
Alto, La Paz, Santa Cruzand Urubicha. Some 250 children and young peopletook part in classesunder a
schemeknown asthe M obileAndean Conservatory (CAI). Morethan 2,000 children and young people of
both sexesa so benefited from training in sportstechni quesand val ues, while sportsclinics broadened the
number of direct beneficiariesto morethan 5,000.
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Annual Report 2006

Colombia
' —

CAFAPPROVED A TOTAL OF US$ 1,001 millionin fundsfor Colombiain 2006, a

Duringthelast figure which represents 18% of thetotal for the year, while disbursementsrose to

fiveyear s (2002-2006) US$ 654 million (22% of thetotal). At the close of the year, the Colombian portfolio

CAF hasapproved stood at US$ 1,703 million, or 19% of thetotal.

operationsfor Colombia ~ Sovereign-risk approvals amounted to US$ 458 million and included water and
totalling US$4,526 million, drainage projectsin anumber of regions, aswell as macroeconomic stability pro-

which represents grams, focussed particularly on the management of public debt. Resourceswere

an annual aver age of also approved for non-sovereign risk socia devel opment projectstotal ling US$542

US$905 million, or 22% million. Outstanding among these were infrastructural works aimed at improving

of thetotal approved public servicesand loansto MSMEsviathefinance system to boost export produc-
inthisperiod. tion and generate energy.

Disbur sementstotalled Itisworth noting that 11% of operations approved (US$ 108 million) werein the

US$2,905 million, areaof social development, and wereaimed particularly at improving theprovision

or 26% of thetotal,and  Of basic social services by strengthening regional management systems. Thus,
averaged US$581 million ~ US$58.1 million were approved for water and basic sanitation schemes, while

per annum. US$ 50 million went to education, inabid toimprove accessand teaching levels, as
well asreducing desertion rates, especially among students from less privileged
backgrounds.

The Buenaventura Port
wasincluded in CAF'sFirst Class
Ports Program to promote the
infrastructure agenda.
Buenaventuraisthe main port

of the Colombian Pacific.

In the categories of competitiveness, productive sectors and MSMES, operationstotalling US$ 67 mil-
lion were approved for investment project financing, working capital and commercial lines. Notewor-
thy werecorporateloansto several different businessgroupsand the assignment of resourcesto regul at-
ed micro-financeinstitutions.

In the category of financial systemsand capital markets, US$ 425 million was
channelled to MSMEsthrough anumber of intermediariesfor investment loan finance, working capital
and foreign trade operations.

In the area of macroeconomic stability, resources were approved in support of the
Colombian government’seconomic growth strategy. For example, theuse of acontingent credit linefor
up to US$ 400 million was approved which will alow thefinance ministry the resourcesto manage and
restructure the public debt without significant restrictions, thereby contributing to animprovement in
public finances.

Other contributionstothesustainable development of Colombia
Operationstotalling some US$ 1 million were approved during 2006 using cooperation funds. Thefocus
was on governance, competitiveness, social responsibility, integration, public policy, environment and
social development.

The ongoing Governance and Political Management Program, runjointly by the
George Washington University and the universities of Rosario, Autbnoma de Bucaramanga and Fran-
cisco de Paula Santander, hastrained atotal of 320 individualssinceitsinceptionin 2003. The Leaders
for Transformation Program, dubbed the* Citi zenship School: anew culturefor democratictransformation”,

* Includes the portfolio managed and administered by CAF, as well as operations linked to the partial credit guarantees (PCG) given by
the Institution.
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Approvalsto Colombia. 2006

(in millions of US$)

Client/Executor Operation Objective Amount
EmpresaAguas del Magdalena|  Drinkablewater and sewing Improve coverage, quality and 58 10 126
system Program efficiency conditionsin water service
supply and sewer systeminthe
Magdalenadepartment
Republic of Colombia/ Contingent credit lines Support the National Government’s 400 18 n.a
Ministerio de Hacienda effortsin the execution of the public
y Crédito Pblico debt strategy
Distrito Capita de Bogotéa Support to the Education Plan: Finance school infrastructure, 50 18 64
Bogota: unagran escuela furniture and equipment in
educational centers, strengthen
ingtitutions
Findeter Creditline Financeforeign trade operations, 50 1 *
working capital and investmentsin
capital goods
Various private sector clients Various Financeforeign trade operations, 442 Various *
working capital and investmentsin
capital goods
Various beneficiaries Operationswith cooperation Contributeto the country’s 1 n.a n.a
resources sustai nable devel opment
Total 1,001 190
*Credit lines
n.a. not applicable

waslaunchedinalliancewith the Escuela Superior de Administracion Publica (ESAP). Aimed at instill-
ing civicand democratic valuesinleader figures, it had trained 1,666 peoplein almost 140 muncipalities
by the close of 2006.

Non-reimbursable funds from Proinfra were used to promote infrastructural
improvements leading to enhanced competitivenessin foreign trade. Resourceswere also channelled
into the culmination of aproject to support the palm-ail cluster, and two other important clusters—cos-
metics and personal hygiene and petrochemicals, plastics, rubber, paints, dyes and synthetic fibers—
were supported with fundsto improvelogisticsand productive and commercia capacity. The Compet-
itiveness Program (PAC) initiated two new projectsunder itsPhasel11: Methodsto Reinvent the Logis-
tics of your Business (known as MERLIN), which seeksto enhance the quality of certain perishable
goods through changesin transport methods, and the Auto-Parts Suppliers Devel opment Program:
Competitiveness Management Model, which will contribute to improvementsin the ability of the
Colombian motor industry to competeat aglobal level.

Therewasal so ongoing support for projectsaimed at promoting socia responsibility
and the development of social capital. Particular attention was focussed for the first time on border
areas, through bi-national cultural programs. Therewereadvancesinthefield of music, bothinorches-
tral and choral activitiesand in instrument-making. Choral training has benefited from workshopsin
singing and conducting held in Bogoté, Medellinand Cali, in which some 50 conductorsand 3,000 chil-
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From top to bottom:

Theexecutive president of the CAF,
Enrique Garcia, attended the
inauguration of Colombian President
Alvaro UribeVélez.

Improvementsin the supply and
distribution of palm oil and its
ingredients were achieved through
studies carried out in conjunction
with Fedepalma.

The Empresa Cultural project trains
young people from Medellin

in instrument-making asameans

of improving their employment
prospects.

dren and young peopl e participated. Work began with Fey Alegria and with the Colombian Choral Cor-
poration for boys and girlsin Bogota. In Medellin, the first phase of the Escuela Cultural project,
designed to teach instrument-making, was completed, in aliance with the public sector and Antioquia
businessgroups.

Inthe orchestral field, 300 children and young people from Bogotdwerethe beneficia-
ries of an alliance with the Fundacién Batuta and the Universidad Corpas. Two CAI workshops for
instrumental training were held in Bogota, Medellin and Villavicencio. Some 3,2000 children and
young people from marginal communities received training in sports and values, not only in Ciudad
Bolivar and Subain Bogoté but, also under an expanded program, in Cartagena, Sincelgjo, Barbosa,
Puerto Tejada, theAguaBlancadistrict of Cali and the north-eastern commune of Medellin.

Approximately 400 young people of limited meansweretrained in traditional con-
struction skills and techniques at workshopsin Bogotd, Cartagena, Mompox and Popayan under the
Basic Skillsand Heritage Conservation Program, run jointly by the Spanish International Cooperation
Agency and thelocal state and municipal authorities with the aim of improving their employment
prospectsand aiding the conservation of their regions’ heritage.
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Ecuador

Duringthepast
five year s (2002-2006)
CAF hasapproved
operationsfor Ecuador
totalling US$ 3,023 million,
which represents
an aver age of US$ 605
million per annum, or 15%
of thetotal approved
duringthisperiod.
Disbursementswere
US$1,723 million
(15% of total
disbur sements),
for an annual average
of US$ 345 million.

DURING 2006, APPROVAL SFOR ECUADOR amounted to US$ 1,024 million, represent-
ing 19% of theyear’stotal, whiledisbursementswere US$ 504 million (17% of the
total). By theclose, thecountry’stotal portfolio* wasUS$ 1,372 million, represent-
ing 15% of thetotal portfolio.

Inall, US$ 843 million was approved for operations involving sovereign risk,
among them projectsrelating to transport and road development. US$ 181 million
was assigned to non-sovereign risk operations, embracing corporate projects,
micro-financing bodiesand credit linesto banking i nstitutionswhich in turn chan-
nelled theresourcesto small and medium-sized enterprises.

Eleven per cent of thetotal (US$ 117.5 million) was devoted to economicinfra-
structure projects, through theapproval of resourcesfor major road and transporta-
tion repair and improvement projects. Several cities benefited from resourcesto
improve urban transport networks, resulting inlower costsand journey timesand a
significant increasein efficiency.

Inthe areaof social development, CAF contributed resourcestotalling US$ 200
million to priority social programsrelating to human development and poverty
reduction. Theseincluded initiatives aimed at contributing to the fulfilment of the

country’s commitments under the UN Millennium Goal s program, viaincreased
efficiency in program execution and greater equity in social investment. Particular

In the framework of the Guayaquil
Road Program, CAF hasfinanced
activitiesaimed at reversing
environmental damage to the Estero
Salado. CAF funds havefacilitated
the development of infrastructure
such asthe Salado waterfront and
resulting improvementsto the
quality of lifeof thoseliving onits
banks.

attention was paid to supporting theuniversalization of health-care, and resourceswere also committed
toimproving thequality of public education.

Intheareasof competitiveness, productive sectorsand M SMEs, operationstotalling
US$ 74 millionwereapproved for investment project financing, working capital andtradelines, includ-
ing several corporateloansand resourcesprovided to regulated micro-financial institutions.

Inaddition, intheareaof financial systemsand capital markets, US$ 107 millionwas
approved in credit linesto finance operations through banking institutions, mainly for the benefit of
MSMEs.

With regard to macroeconomic stability and structural reform, US$ 525 was
approvedfor initiativestoimprovefiscal sustainability and execution of public spending, enhance pub-
lic debt management and assi st in theimplementation of anumber of strategiesto strengthen thelogis-
ticsplatformrelating to the country’ sinsertion into the global economy.

Other contributionstothesustainabledevelopment of Ecuador
IN 2006 operationstotal ling approximately US$ 1 millionwereapproved viaCAF s Technical Assistance
Fund, Human Development Fund and Special Ecuador Fund. These were focussed primarily on the
areasof competitiveness, governanceand social responsibility.

Intheareaof governance, the Governanceand Political Management Program, carried
out jointly with the Universidad Catdlica de Quito and the Universidad Catdlica de Guayaquil, merits
special mention. By the end of 2006, 783 students had graduated from the program, and Ecuador isthe

* Includes the portfolio managed and administered by CAF, as well as operations linked to the Partial Credit Guarantees (PCG) given by
the Institution.
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Approvalsto Ecuador. 2006

Client/Executor

Republic of Ecuador /
Municipio del Distrito
Metropolitano de Quito

Republic of Ecuador/
Ministerio de Economia
y Finanzas

Republic of Ecuador/
Ministerio de Obras Publicas
(MOP)

Republic of Ecuador/
Municipalidad de Guayaquil

Republic of Ecuador/
Ministerio de Economia
y Finanzas

Republic of Ecuador/
Ministerio de Economia
y Finanzas

Various private sector clients

Various beneficiaries

Total

Operation

Objective

Amount

(in millions of US$)

Road I nfrastructure Program of Improve Quito’sroad infrastructure 50 12 71
the Quito’sMass Transportation|  conditions, aswell asmassive
System transportation conditions
Program to Strengthen Public Support National Government efforts 250 15 n.a
Credit Administration and the inthe execution of amultiple action
Quality of Expenditures agendato ensure and strengthen
public credit administration
Project Complementary and Promote sustainabl e devel opment of 43 10 148
connected Worksto the Rafael the Guayaquil—Puntilla—Duran
MendozaAvilesBridge Corridor, and improve communication
with therest of the country
Road Inter-Exchanger Program, | Support road infrastructure plans 245 10 38
Access Roads and Genera Sub- undertaken by the Guayaquil
Urban Worksin Guayaguil municipality, toimprovetraffic
conditions
Contingent credit line Support National Government efforts 275 18 n.a
inthe execution of the Capital
Preservation Project viapublic debt
amortization, debt re-engineering and
socia sustainability 2006-2010
Second Program of Social Contributeto social investment 200 18 660
Investment Insurancein policiesin the health and education
Ecuador areas
Miscellaneous Financeforeign trade operations, 181 Various 65
working capital and investmentsin
capital goods
Other operationswith Contributeto the country’s 1 na na
cooperation resources sustainable development
1,024.5 982

* Includes only the cost of investment projects financed by the private sector.

n.a. not applicable

first country to set up apost-graduate coursein Political M anagement and Governance. Thecoursehas
been approved by the country’s educational authorities, under an agreement signed with the Universi-
dad Catdlica Santiago de Guayaquil.

The Efficient and Transparent Municipalities Program focussed, asin previousyears,
ontheissuesof electronic government and surveying, aswell asregistration training and project planning.

Specific operationsin the area of governance, such asthe National Foreign Policy
Plan and the strengthening of the Banking Superintendency’snational social security directorate, were
also assisted.

Inthe competitivenessarena, the Competitiveness Program (PAC) showed progress
during 2006, offering support to projectsrelated to cluster development and commercia and produc-
tive capabilities, entrepreneurial capacity, accessto financing and improvementsin institutions that
support the productive sector of the economy. In particular, various projects were approved in the
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From top to bottom:

Guayaquil’sroad program includes
the enhancement, construction

and recovery of Guayaquil’smain
and secondary roads, aswell as
traffic distributors and bridges.

With theaim of increasing the
coverage of the Social Action
Program for Music in Ecuador, CAF
forged astrategic aliance with Fe
y Alegriato develop and implement
the Voces Unidas con Fey Alegria.

The Strengthening of Community
Tourism Intiatives project isamong
those implemented by the ESQUEL
Foundation with the support of CAF.

wood and furniture, manufacturing and automobile sectors in Pichincha, Azua and Tungurahua
provinces, aimed at devel oping aculture of productivity among entrepreneurs while simultaneously
enhancing capabilitieswithin each enterprise.

The design and implementation of the competitive intelligence service for exports
and investmentsin Ecuador showed significant progress, serving asacommercial information plat-
form for exporters, importers and investors to promote international market accessfor their products
and enhanceinvestment opportunities. Theaimisto contributeto theinstitutional development of the
serviceindustries, support the productive sector of the economy and facilitate credit access.

With regard to social responsibility, in 2006 the Social Action for Music program
made good progressin both theorchestral and choral chapters, through choral training in Quito andthe
holding of anumber of workshopsin Guayaquil which benefited 35 directors and facilitators, along
with 1,400 children and young people. The Fey Alegria alliance provided training to children and
teachersin Solanda, El Camal, La Colmenaand Pio X111 in Quito and in south Guayaquil. In the
orchestra chapter, two workshopswere held and new allianceswereforged in Guayaquil, resulting in
theentry of 100 new pupils.

The second phase of the sportstraining project at six well-known sports schoolsin
Quito, Esmeraldas and Guayaquil, in alliance with Banco Solidario, cameto an end, after benefiting
more than 500,000 children and training ascore of teachers.

Intheareaof local opportunities, the second phase of the Randimpak project, imple-
mented by FECD and Fundamif, al so made progress, enhancing the organi zational abilitiesof morethan
5,000 indigenous women workersin the Chimborazo region with aview to improving their living con-
ditions, production and trading systemsand providing moreand better accessto basic health and educa-
tion services and training for their communities. Through an alliance with Repsol Y PF Ecuador, four
similar projectswere co-financed: with the Casa Campesina of Cayambetoimprove productivity, trad-
ing and accessto credit for the communities of Cantén Cayambe; with the Populorum Progressio
Ecuadorean Fund, in the Pedro Carbo canton, where a system of local production, commerce and
financingisbeingimplemented; withthe Hogar de Cristo Housing Corporation to promotemicro-busi-
nessmanagement, community organi zation and accessto credit for 550 poor familiesin Guayaquil; and
with the Integral Development for the Future Foundation to strengthen the productive capacity and
civic participation of thewomen of the cantons of Tulcan, San Pedro de Huacaand Ibarra.
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Peru

Duringthepast five
year s(2002-2006)
CAF hasapproved
oper ationsfor Peru
totalling US$ 3,092 million,
representing an annual
averageof US$618 million,
or 15% of thetotal
approved during
theperiod.
Disbursementsamounted
toUS$ 1,885 million
(17% of thetotal),
or US$377 million
per annum.

i

IN 2006, TOTAL APPROVALSFOR PERU AMOUNTED TO US$ 941 million, which
represented 17% of the overall figurefor the year, while disbursements reached
US$484 million (16% of thetotal). At the close, the country’ sportfolio* wasUS$1,807
million, or 20% of thetotal portfolio.

A total of US$ 726 million was assigned to sovereign-risk operations, including
road devel opment plans. Resourcesamounting to US$213 millionwereallocated to
non-sovereign risk investment initiativesin the financial and micro-enterprise cat-
egoriesamong others.

Thirty-four per cent of thetotal approved was assigned to economic infrastructure,
especially road schemes designed to increase national and regional integration,
promotedevel opment and providenew businessand job opportunitiesintheinterior
of the country.

Peru continued to promote Public-Private Participations (PPP) in public works
projects, suchastheUs$ 211 million Southern Inter-Oceanic Road Corridor (Sections
2and 3), which also benefited fromaus$90 million partial credit guarantee. Inaddi-
tion to their positiveimpact at local level, these schemes bring national benefitsby

opening up fresh areasto sustai nableagricultureand stock-raising, aswell aslinking
different production centersat aninternational level.

The Peruvian Asparagus and
Vegetable Institute (IPEH) and the
Export Promotion Commission
(PROMPEX) have succeeded

in boosting the paprikaindustry
and marketing the product
internationally.

US$15 million was authorized for the Integral Rehabilitation of the Huancayo—Huancavelica Railway,
avital transport link for theinhabitants of the Peruvian sierraand afurther demonstration of CAF'scom-
mitment to sustai nable devel opment, integration and social inclusion.

Under the heading of social and environmental devel opment anumber of important
infrastructural projects were complemented in 2006 with environmental programs such asthe US$10
million schemeto mitigate possi ble negative consequences of the variousroad corridorson the popul a-
tionsof their areasof influence.

Under competitiveness, productive sectors and MSMES, US$ 39 million was
approved for investment finance for capital goodsin the private sector, to be delivered in the form of
corporateloans.

Alsoworthy of noteisthe approva of US$ 175 millionin credit linesto anumber of
banking institutionsfor thefinancing of investment projects, working capital and tradelines, mainly for
the MSME sector.

In the area of macroeconomic stability and structura reforms, US$ 400 million was
approved for the devel opment —in conjunction with government— of projectsrelating to fiscal manage-
ment, quality of expenditure and debt management and restructuring, aswell as contributionsto inter-
national competitiveness strategies and countries’ economic programs. In 2006, Peru received support
for programs relating to debt management, aimed at improving the country’s public debt profile and
freeing up budgetary resourcesto finance the public investment agenda by reducing the costs and mar-
ket risksof loans.

* Includes the portfolio managed and administered by CAF, as well as operations linked to the partial credit guarantees (PCG) given by
the Institution.
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Operations approved to Peru. 2006

(in millions of US$)

Client/Executor Operation Objective
Republic of Peru/ Ministerio Contingent credit line Support the Republic of Peru Inthe 400 18 n.a
de Economiay Finanzas execution of the Annual Public Debt
Program and Administration
2006-2008
La Concesionaria Interocednical  Partial credit guarantee Promote infrastructure projects 211 Various 756
Sur-Tramo 2y 3, SA. required for the country’s
devel opment, decentralization,
territory balance and social equity
Intersur Concesiones, SA. Partial credit guarantee Promote infrastructure projects 90 20 323
required for the country’s
development, decentralization,
territory balance and social equity
Republic of Peru/ Instituto Socia and Environmental Promote sustainable devel opment, 10 12 18
Nacional de Recursos program of the Direct Impacts improving the quality of living of both
Naturales (Inrena) of the Southern Interoceanic the popul ation and communitiesof the
corridor (Trenches2, 3y 4) Southern Interoceanic Road Corridor
(trenches2, 3and 4)
Republic of Peru Integrated Renovation of the Renovatetrain infrastructure 15 15 19
Huancallo-Huancavelica
Program
Various private enterprise Commercial and working Financeforeign trade operations, 214 Various *
clients capital financing working capital and capital
investments
Various beneficiaries Operationswith cooperation Contributeto the country’s 1 na n.a
resources sustai nable devel opment
Total 941 1,116

*Credit lines
n.a. not applicable

Other contributionsto sustainabledevelopment in Peru
Approval s during 2006 using non-reimbursabl e cooperation fundstotalled US$ 1 million, which came
from the Technical Assistance, Human Development and Spanish Cooperation Funds. These opera-
tions benefited both the public and private sectors and were distributed among competitiveness, gover-
nanceand socia responsibility categories.

Under governance, CAF continued to be associated with the Governanceand Political
Management Program run in association with the George Washington University and the Universidad
Pontificia Catélicadel Peru. By theend of 2006, 1,024 participantshad graduated from the program since
itsinception in 2003. Their training focuses on avision of comprehensive devel opment and the consoli-
dation of the democratic process through skills and tool s relating to the area of public-sector manage-
ment.

Another initiative was the first version of the Leadership for Transformation Pro-
gram, carried out in association with the I nstitute of Governance of the Universidad San Martin de Por-
resand other institutions such asthe IDESI. The program’saim isto train natural |eadersin national
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From top to bottom:

The president of the Republic

of Peru, Alan Garcia, is saluted
by CAF'sexecutive president,
Enrique Garcia, on theday of his
inauguration.

El Callao Port adopted the Seal
of Guarantee promoted by CAF
through its First-Class Port
Program, part of its physical
integration agenda.

CAF approved US$ 14.89 million
to support the execution of the
Integrated Renovation of the
Huancallo-HuancavelicaTrain,
better known as Tren Macho.

vision and civic and democratic val ues, to enable them to exercise their leadership with responsibility
and understanding of the situation of the country. Initsfirst phase, the program selected and trained 485
natural leadersin 12 regional centers, covering 241 municipalitiesacrossthe country.

Under theheading of competitiveness, the Competitiveness Program (PAC) continued
to back the development of productive associations with two new private sector projects which have
received endorsement and been given priority under the development plans of the Ministry of Foreign
Tradeand Tourism: (i) the strengthening of the paprikaindustry with aview to consolidating the product’s
positioning in theinternational market, and (ii) the Link Peru Hotelsalliance, thefirst alliance of inde-
pendent hotels throughout the country. Support continued to be given, in association with the Ministry
of Production, tothe Producers’ Associations|nnovation Projects Fund. Theministry sel ected theseven
finalistswhose projects began to beimplemented at the end of 2006.

CAF continued to support projects designed to strengthen both social responsibility
and human capital. The Socia Action for Music Program created Peru’sfirst youth orchestra, and two
CAl workshopswereheld for 200 children and young peoplefrom Lima, Arequipa, Huancayo, Trujillo,
Tacna, El Puno, Guanaco | caand Cuzco. Thecycle concluded with the concert A Song for Perul.

The second phase of the Sports Training Program, aimed at the Afro-Peruvian popu-
lation of the Chinchaarea, was carried out in alliance with the private sector and benefited 500 children
and young people.

Under the heading of support for the creation of local opportunities, the consolida-
tion and extension of the TownsNetwork beganin the Province of Huaura. Support continued to begiv-
en, in association with local governments, to 2,500 women in poor, rural districts of Puno, San Martin
and Ucayali to assist them in obtaining jobs by training them in production, commercialization, credit
accessand planning. Finally, under the Basi ¢ Skillsand Restoration of Heritage Training Program, carried
out in conjunction with the Spanish International CooperationAgency alongwithlocal state and munici-
pal authorities, 200 underprivileged youthsweretrained at workshopsin Lima, Arequipaand Cuscoin
traditional construction trades and techniquesin order for them both to contribute to the restoration of
their regions’ heritage and jointhelabor market.

65



TCTARS i Inamam;

e

MINERA CARACA h
8 il




Annual Report 2006

Venezuela

Duringthelast
five-year period
(2002-2006) CAF
hasapproved operations
for Venezuelatotalling
US$3,587 million
—an aver age of
US$717 million
per annum, or 18%
of total approvalsfor
theperiod. Disbur sements
wereUS$2,011 million
(18% of thetotal),
representing an average
annual figureof
US$402 million.

With theinauguration of the
Ezequiel ZamoraTrain System,
trench Tuy Medio—Caracas, the

train system restartsin Venezuela,

to attend adaily demand of 86
thousand passengers.

IN 2006, TOTAL APPROVALSFOR VENEZUELA were US$ 842 million, or 15% of
thetotal, while disbursements amounted to US$ 845 million (28% of thetotal). At
the close of the year, the country’stotal portfolio* amounted to US$ 1,725 million,
representing 19% of thetotal portfolio.

Sovereign-risk operations, in accordance with the priorities established by CAF,
totalled US$800 million and werefocused parti cularly onthedevel opment of trans-
port infrastructure, with the aim not only of enhancing the country’s productivity
and competitiveness but a so of improving the coverage of vital public servicesfor
theleast favored communities. Resourcestotalling US$ 40 million were approved
for non-sovereign risk operationsin thefinancial sector.

US$ 400 million, or 48% of the funds approved, were devoted to economic infra-
structure, and in particular to the construction of transport infrastructurein order to
improve connections between urban centersin the framework of the Public Mass
Transit Investment Program, thereby improving not only integration at local level
but a sothequality of lifeintheregionsconcerned.

The Bolivarian Republic of Venezuelaal so received financing for social and envi-
ronmental development, intheform of US$400 millionto assist thenational govern-
ment’s investment plan provide major public servicesto the population. The gov-
ernment’s request for assistance in financing the Habitat Integral Plan, whoseaim

isto provide housing and neighbourhood improvementsto the popul ation, was met.

Under the heading of financia systemsand capital markets, US$40 millioninlines

of credit wasprovidedtofinance operationsviaintermediariesaimed particularly at thesmall and medium

business sector.

Other contributionsto sustainabledevelopment in Venezuela

CAF approved non-reimbursabl e operations using cooperation fundsfor atotal of
US$ 2 million, to support anumber of activitiesin the area of governance and competitivenesswhich
underlinethe Institution’scommitment to social responsibility.

CAF continued to support the Governance and Political Management Program in
alliancewith the George Washington University and the Univer sidad Catdlica AndrésBello. By theend
of 2006, 426 students had graduated from the program, which provides specialised training in public-
sector management skills. The I nstitution al so gave ongoing support to the Leadersfor Transformation
Program, under which natural |eadershave been trained to exercise active citizenship.

The Efficient and Transparent Municipalities Program (MuNet) made further
progressinregistration, surveying, electronic government and filing. The Integrated Automation of the
Registration System at the Juan Antonio Sotillo municipality isan example of the program’s success.
here, the Urban Land Committee (CUT) took part in thereal estate census process, minimizing filing
costs and initiating an automatic filing and registration process which will lead to amore efficient
administration.

* Includes the portfolio managed and administered by CAF, as well as operations linked to the partial credit guarantees (PCG) given by
the Institution.
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Operations approved to Venezuela. 2006

Client/Executor

(in millions of US$)

Amount Project
cost

Operation Objective

Reptblica Bolivariana
de Venezuela/ Ministerio
de Finanzas

Republica Bolivariana
de Venezuela/ Ministerio
de Finanzas

Integrated Habitat Program

Support the National Government 400 10 4,650
Housing Investment Plan to improve
thequality of living of the population

Public Investment in Mass
Transportation Program

Support the National Government 400 10 3,579
Mass Transportation Plan to provide
rapid and efficient serviceto the
population at various urban centers

Various private enterprise Commercial, working capital Fi na?cefore.ign trade operati (@) 40 Various n.a*
clients and investment financing working cepital and capital
investmentsin the productive sectors
of theeconomy
Various beneficiaries Operationswith cooperation Contributeto the.country’s 2 na na
resources sustainable development
Total 842 8,229
* Credit lines

n.a. not applicable

Inthe areaof competitiveness, the Venezuelan Information Technology Export and
Communication Program (Exportic), an element of the Competitiveness Program (PAC) cameto an
end. Theprogram was supported by the Banco de Comercio Exterior, Conapri andtheMinistry of Light
Industry and Commerce, and provided training to 91 Venezuel an enterprisesto facilitate their accessto
international markets.

Thethird phase of the PAC continued with the implementation of the Support Sys-
tem for Enterprise Creation, inalliance with Fundacion Ideas, McKinsey & Company and theIngtituto
de Estudios Superioresde Administracion. Theaimisto design an enterprise creation coursefor use by
anumber of universities across the country, facilitating links between “incubators’, risk capital funds
and universities.

ThePAC aso devoted resourcesto the development of the National Tourism Quality
PrograminVenezuel g, inalliancewith theMinistry of Tourism (Mintur), and promoted the Venezuelan
Supplier and Distributor Development Program in alliance with the National Chamber of Industry
(Conindustria).

Intheareaof social responsibility, CAF moved to strengthen the Social Action for
Music Program. Training in choral activitieswasprovided in Caracas, Barquisimeto, Maracay, Merida
and Coro, and conducting and choral workshopswere held in Ciudad Bolivar and CarUpano.

Inrelationto SkillsTraining and Recovery of Heritage, itisworth noting thetraining
provided to young peoplein La Guairathrough the Escuela Taller workshop devised by the Spanish
International CooperationAgency —withwhich aregiona agreement wassigned—andtheVargasmayor’s
office. Thismarked the beginning of athird phase, with increased support from CAF. A similar project
wasalsoinitiated in the Escuela Taller in Coro, whichisgiving training to 90 young peoplein six differ-
ent crafts. A technical training and employment opportunities project (Superatec) was alsoinitiated,
under which 600 young people, along with some parents and teachers, areto betrained, of whom 80%
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have obtained jobs. Another project which received support isthe Revenga L aboratory of Dreams,
From top to bottom:

The Habitat Program supports which aimsto recover young peopleat risk of embarking on alifeof crime, by teaching them rugby and

theG ent of the Bolivari . . L . . .
Rgpuﬁﬁﬁ’gf"\‘,mud‘; S?,',z:&nmt giving them skillstraining —at the Peopl e’ s Builder’ sWorkshop—that wil | enablethemto obtainjobs.

gg‘ JQ;',}%?“‘ Sl anchoising The PariaProject Foundation, meanwhile, entered itssecond phase, aimed at consoli-
dating cacao production and commercialization capacities, aswell as providing accessto health and
In Larastate CAF supportsthe . . . . . . . .
Yacambii-Quibor Basin Water education services and setting up community savings and investment schemes. Jointly with the Rural
Egg? Integral Management Finance Foundation, CAF ispromoting amodel of financial self-help andlocal cooperation, throughan

internet-based platform of regulation and transfer, intended to benefit some 13,000 people.
Thenew Caruachi dam,
aproject developed by the Edelca
hydro-electric company, close
to the River Caroni in northern
Bolivar state, Venezuela

T
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From top to bottom:

The second vice-president of the
government and Economy and
Finance Minister of the Kingdom
of Spain, Pedro Solbes, receives
CAF executive president Enrique
Garciafor talks on anumber

of bilateral issues.

The president of the Republic

of Uruguay, Tabaré Vazquez,
wasreceived by Enrique Garcia,
executive president of CAF, during
hisworking visit to theinstitution’s
headquartersin Caracas.

The president of the Republic

of Paraguay, Nicanor Duarte,
greets Enrique Garcia, executive
president of CAF, during avisit
to the Corporation’s Caracas
headquarters.

Annual Report 2006

e RS o == ET PN el ™ LD 2= N =

Other shareholder
countriesand multinational
operations

DURING 1996-2006 CAF APPROV ED operationstotalling US$ 4,865 million for Series
C shareholder countries, and disbursementsfor the same period totalled US$ 487 million. At the end of
2006 thetotal |oan and investment portfolio* corresponding to these countriesstood at US$ 1,102 mil-
lion, or 12% of the Institution’stotal portfolio.

Thisperformance hasalowed CAFto strengthenitscoordinating rolein Latin Ameri-
caand to continue to expand itsinstitutional and financial presencein theregion. At the sametime, the
links these countries—along with the other shareholder nations— maintain with the Institution have
grown stronger. In thisregard the achievement of eligibility by the Dominican Republic, which this
year paiditsfirst tranche of shareholder capital, thereby expanding CAF' s scopefor regional action, is
worthy of note.

Relations between CAF and the Series C sharehol der countrieswerefurther fortifiedin
2006 by anumber of programming missionsand visits by the Institution’s Executive President to South
America(Argentina, Brazil, Paraguay and Uruguay), Central America (CostaRica) and Panama. These
missonswereaimed at identifying and agresing with their governmentsCAF smedium-termaction programs.

In addition to the above, the Ingtitution’s activitiesin the Series C shareholder coun-
triesroseto new heightswith approval stotal ling Us$ 1,316 million, disbursementsof US$330 millionand
aportfolioof US$1,102million.

Among the operations approved in the course of the year were important programs
and projectsinArgentina, Brazil, CostaRica, Spain, Mexico, Panama, Paraguay and Uruguay, thedetails
of whichfollow.

Argentinareceived financing for the Comahue-Cuyo (US$ 200 million) and Rincén
SantaMaria—Rodriguez Electrical I nterconnection schemes, whoseaimisto meet thehigh-voltageelec-
tricity distribution needs outlined in the Federal Transport Plan. Likewise, CAF approved aUS$80 mil-
lionloan for the Pehuenche Border Crossing Refurbishment and Paving project, which isintended to
improveastrategic trans-Andean route between Argentinaand Chile.

Brazil received US$ 272 million for anumber of programs: (i) US$ 200 million for the
Program in Support of Brazilian Municipal Authorities (PRAM), which providesat |east five eligible
municipal governmentsin Brazil with partia financing through long-term loansfor projectsrated as
viable under pre-established CAF criteria, and mainly relating to economic and social infrastructure,
basic servicesand theenvironment; (ii) uss32.6 million for the Santa Catarinastate Regional Integration
Project—Phase 1, whose aim isto promote state-wide and regional integration, consolidate socio-eco-
nomic and tourism devel opments, fortify territorial reorganization and render viable the private-sector
portinfrastructureinvestmentscurrently being undertaken in the north-east region of SantaCataring; (iii)
US$21.4 million for the Rondonia state Road Development Program—Phase [, whose aimisto create
opportunitiesfor socio-economic devel opment in the sub-regionswith the greatest productive potential;
(iv) Uss 18 million for the S3o Jose do Rio Preto Urban Infrastructure and Drainage Systems Program,
intended to resolve structural defectsin flood-prone sites, improving road and drainageinfrastructurein
thecity, aswell asthequality of servicesfor outlying districts. The Brazilian private sector alsoreceived
thefinancial support of CAF, with the approval of US$307 million in corporateloansfor infrastructure
projects, and credit facilities for anumber of financial institutions, including financial backing for
Brazil’strade with other CAF shareholder countries. Approvalsincluded auss$ 100 million loan to the

* Includes the portfolio managed and administered by CAF, and PCG granted by the Ingtitution.
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From top to bottom:

CAF has contributed US$ 35 million
tothe LaPicasaRailway Viaduct
project in Argentina.

In June 2006 the Andean Choral
\oicesworkshop (VAC) was held
in S&o Paulo, Brazil, as part of

the expansion of the choral chapter
to the shanty-towns of S&o Paulo.

Empresa Brasileira de Telecomunicaciones SA. (Embratel), structured according to
the A/B mode, which will partially finance the company’s telecommunications
investment plan.

The Institution approved aUS$20 million, long-term corporate
loan for Costa Rica, which will assist expansion plans on the part of the Refinadora
Costarricense de Petréleo (Recope). Costa Rica's Banco Improsa received aUS$ 5
million credit facility for small and medium-sized companies.

CAF approved aUSs$ 10 million credit line to enable the Banco
Compartamos, SA. of M exicotofinancesmall and medium-sized companies.

For Panama CAF approved thefollowing operations: (i) US$52.9
million for aMass Transit System in Panama City, aimed at reducing congestion and
journey times, aswell as accidents and contamination, and providing equal accessto
transportation for the whole popul ation; and (ii) auS$ 25 million credit line for the
Banco L atinoamericano de Exportaciones, S.A. (BLADEX) aimed at foreign trade
finance, working capital and investment projects.

InPar aguay thelnstitutionapprovedaUss2.5millioncreditlinefor
theBanco Regiona, SA., tofinancethe country’ssmall and medium-sized businesses.

And in Uruguay CAF approved US$ 20 million for the State
Infrastructure Improvement Project, aimed at improving and modernizing govern-
ment logisticsintheframework of institutional reformsintended to increasetheeffi-
ciency of thepublic administration.

Other contributionsto sustainabledevelopment and multinational oper ations

In 2006 CAF approved operations worth approximately US$ 9 million for other shareholder coun-
tries, such asArgentina, Brazil, Costa Rica, Panama and Paraguay, as well as multinational and
regional operations, all of which corresponded to the I nstitution’s strategic focus on competitive-
ness, integration, social development, governance, micro-finance, culture, community develop-
ment and the environment.

Inthefield of governance, it isworth noting the support given to the International
Congress on Reform of the State and the Public Administration; the Latin American Conference:
Economic and Political Challenges; the Most/Unesco 2006 Second Regional Summer School on
development policies and social management; support for the strengthening of democracy, institu-
tionality and international integration; the Improvement of Communications Media Program; the
Governance and Political Management Program run jointly with the George Washington University
and the Seminar on Democracy and Market Economy in Latin America.

Multinational and regional projects and operations of other shareholder countries
were attended with cooperation resources from the Techni cal Assistance Fund, the Human Devel op-
ment Fund, and the Spani sh Consulting Fund. Among themultinational projects, itisworth mentioning
those related to integration such as the Andean Guarantee System, the I bero-American Business
Forum, support to the Reflection and Analysis Group of the Political Situation in the Hemisphere and
the South American BusinessMacro Rounds.

With respect to Spain, during 2006 CAF subscribed cooperation agreementswith the
Secretary of Financeof that country, and withthe Foreign Trade I nstitute (ICEX), the Remote Education
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The Rincon SantaMaria-Rodriguez

electric power linewill facilitate
anincreasein the energy trade
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Main approvalsto Series C shareholder countries and Multi-National Oper ations. 2006

Country/Client/Executor

Argentina
Republic of Argentina/
Direccion Naciona de Vididad

Republic of Argentina/
Ministerio de Planificacion
Federa

Republic of Argentina/
Ministerio de Planificacion
Federal

Brazil

Rondonia State/
Departamento de Estradas
de Rodagem e Transportes
del estado de Rondonia

Municipio Sao Jose do Rio
Preto/ Secretaria Municipal
de Obras

Empresa Brasileira de
Telecomunicaciones (Embratel)

Estado de Santa Catarina/
Departamento Estadal
de Infraestructura

Municipios de la Republica
Federativa de Brasl|

Various clients

Costa Rica

Refinadora Costarricense
de Petréleo SA.

Various clients

Mexico
Various clients

Panama

Republica de Panaméa/
Autoridad de Transito
y Transporte Terrestre

Paraguay
Various clients

Uruguay

Corporacion Nacional para
el Desarrollo
Multi-National

Various clients

Various clients

Total

Operation

Renovation and pavement of the
Pehuenche I nternational
Passage

Power Connection
Comahue-Cuyo

Power Connection
SantaMaria—Rodriguez

Road Development Program
Phasell

Urban Infrastructure and
Drainage System Programin
San Jose do Rio Preto

Structured A/B loan

Regional Integration Program
Phasel

Municipal Government Support
Program—Brazil

Financing commercial, working
capital and investment projects

Limon-LaGaritapoliduct-
Phaselll

Financing commercial, working
capital and investment projects

Financing commercial, working
capital and investment projects

Mass Transportation System
Panama City

Financing commercial, working
capital and investment projects

Infrastructureimprovement
program

Investment funds and other
operations

Operationswith investment
resources

Objective

Develop road infrastructure of the Trans-
Andean road passage, bordering Argentina
and Chile

Attend the enhancement needs of the electric
power transfer system of the Federal
Transportation Plan

Attend theincreasing electric transfer needs
of the Federal Transportation Planin 500 kV

Create socia devel opment opportunitiesin
sub-regionswith high production potential

Eliminate structural deficienciesin flood
critical points, improving road infrastructure
and drainage; and improve servicequality in
surrounding areas

Improve and enhance networks, dataand
internet technology, and other
telecommunication assets

Promoteinterstate and regiond integration,
consolidate socia and economic
development, tourism, and strengthen
territory organization

Improve transportation and road
infrastructure service quality; urban
drainage; construction and expansion of
water and sewage supply systems; housing,
education and health of eligible
municipalities

Financeforeign trade operations, working
capital and investments

Partialy financethe project Limon-LaGarita
poliduct-Phaselll

Finance foreign trade operations, working
capital and investments

Financeforeign trade operations, working
capital and investments

Reducetraffic and offer rapid access, reduce
accidentsand harmful emissions

Financeforeign trade operations, working
capital and investments

Improvethe state’' sinfrastructure

Miscellaneous

Miscellaneous

580
80

200

300

579
21

18

100

33

200

207

25
20

10
10

53
53

20
20

5 &

0,4

1,316

Term
years

15

15

15

12

12

15

10

Various

12

Various

Various

12

Various

n.a

n.a

(in millions of US$)

Project
cost

1,186
149

414

623

47

35

666

66

300

n.a

102
102

n.a

86
86

n.a*

354
354

2,523

n.a. not applicable
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Center for Social and Technological Development (CEDDET) and the College of Road, Channel and
Port Engineering.

Likewise, CAF strengthened business rel ationshi ps with Spanish banking institu-
tions, structuring variousoperationsininternational financial markets, including bond i ssuances, cred-
it lines and co-financed operations with Banco Bilbao VizcayaArgentaria, CajaMadrid, and Banco
Santander Central Hispano.

Inaddition, UsS$2.1 million (EU 1.6 million) wereapproved through the Spanish Con-
sulting Fund to undertake initiatives related to infrastructure, institutional strength and competitive-
ness.

Also, CAF andthelnternationa Cooperation SpanishAgency (AECI) signedaMemo-
randum of Agreement to benefit the underprivileged popul ation of Andean countries.
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M anagement’s
discussion

of financial
condition

DURING 2006, rating agencies recognized once again CAF s superb credit quality
and franchisevalueintheregion. Fitch Ratingsupgraded CAF screditratingto“ A+”. Inaddition, San-
dard & Poor’sRating Servicesrevised its outlook on CAF’ slong-term issuer credit rating to 'positive’
from 'stable' leaving credit ratings unchanged (‘ A’ for long termand * A-1' for short-term). Finally, both
Moody’sInvestors Serviceand Japan Credit Rating Agency ratified CAF scredit ratings (TableN°1).

These decisionsreaffirm CAF's condition asthe best rated frequent issuer in Latin
Americaand are based on the strength and stability of its operating results, its prudent lending policies
and political independence, and the continuing support of itssharehol der countries.

Table N°1
Credit Ratings
Long-term Short-term
Fitch Ratings A+ F1
Japan Credit Rating Agency AA- -
Moody’s Investors Service Al P-1
Standard & Poor’s A A-1

Moreover, in 2006, CAF was reaffirmed asthe most important source of multilateral
financing for its member countries as shown by record levels of approvals (US$ 5.5 billion) and dis-
bursements(US$3.0 billion) achievedinthat year. Itisworth mentioning that 96% of approval sand 69%
of disbursementsweredirected toward medium- and long-term project financing.

CAF recelved US$ 206 million in new capital contributionsfrom its shareholdersin
2006. Fromthistotal, US$ 159 million were contributions received from the Andean member countries,
whichweremade as per two simultaneous capital increase programs subscribed by these countries.

Net profits also reached a new record in 2006, totaling US$ 321 million, a 13.2%
increase compared to 2005 levels, mainly attributableto anincreaseininternational interest rates.

Bond issuesin theinternational markets reached almost US$ 810 million in 2006.
Local capital markets activity during that year included the placement of thefirst bond issue (since
1976) fromamultilateral financial institutionin Venezuel a, for theequival ent of US$ 100 millioninlocal
currency. Thistransaction required the design of anew regulatory framework in that country, opening
the Venezuelan bond market for other multilateral organizations. In addition, that sasme year, CAF
issued itsfirst bondinlocal currency inthe Peruvian market for US$ 75 million. Both issues congtitute
the largest to datein those countries by a single non-governmental issuer. For details on theissues
placed by CAF during theyear, pleaserefer to Table N°2.
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Table N°2

2006 Issuesin the International M arkets

Date Mar ket éAmount in original . Eﬂuivalmt
urrency of issiance in US$ million
(in'million)

Bond | ssuance

May Peruvian PEN 248 75

June Venezuelan VEB 215,000 100

September Yankee US$ 250 250

November Euro EUR 300 385
Subtotal 810

Short-Term | ssuance Programs
Commercial Paper (US) US$ 1,000 1,000
Commercial Paper (Europe) US$ 500 500
Short-term Notes (Spain) EUR 500 600
Sub-total 2,100
Total 2006 2,910
Total 1993-2006 8,723

Summary of financial statements

During 2006, earning assets—iquidity and loan portfolio —grew at arate of almost 10%. At December
31%, 2006, total assetswere US$ 10.4 billion, 10.1% higher than at the end of 2005 (Graph N°1). Thiswas
mostly dueto anincreasein theloan portfolio, which reached US$ 8.1 billion or 10.2% over the amount
a the end of 2005. The other major component of assets, liquidity, totaled US$ 1.9 billion, theequivalent
of 18.5% of total assetsand 28.6% of total borrowings.

GraphNe1

Balance sheet

As of December 31 (in US$ million)
Assets Liabilitiesand net worth
12,000 12,000
10,000 10,000
8,000 - 8,000 -
6,000 - 6,000 -
4,000 - 4,000 -
2,000 - 2,000 -
0 2002 2003 2004 2005 2006 0 2002 2003 2004 2005 2006
I Liquidity Il Liabilities
Il Loanportfolio Il Networth

B Other assets

Shareholders’ equity was US$ 3.7 billion at the end of 2006. New capital payments
from sharehol derstotaled US$206 million for the year. In addition, retained earnings reached US$ 321
million. Shareholders’ equity represented 35.4% of total assets and 40.9% of risk-weighted assets,
accordingto BasleAccord standards, asof 31 December 2006.

Asmentioned above, net incomefor the year represented an increase of 13.2% com-
pared to the previousyear, reaching arecord level of US$321 million. Thisoutcomewas primarily due
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to asubstantial increasein international interest rates during 2006+, which resulted in anincreasein net
interest margin from 3.5% in 2005 t0 4.1%in 2006.

Moreover, thereturn on equity for theyear was 9.4% which comparesvery favorably
withtheestablished benchmark of six-month Libor (GraphN°2), whilethereturn onassetsfor thisperiod
was 3.3%.

GraphN°2

Net income and profitability
For the year ended December 31st (in US$ million)

Net income Profitability ratios
350
300 9.6% 9.4%
oo 8 .2%/\
6.6% 0,
200 \6-2/ N
150
3.70//
100 -
2.3%
1.9% 17% 0 0% 3.3%
%0 o — 1o
1.8% 1.8%
0 1.3%
2002 2003 2004 2005 2006 2002 2003 2004 2005 2006
— ROE — ROA — 6-month Libor

L oan portfolio
Theloan portfoliowasUS$8.1 billion at theend of 2006, 10.2% higher thanthelevel reachedin 2005 ($7.3
billion).

Thedistribution of theloan portfolio continued to be skewed toward the financing of
public sector projects, which represented 86.4% of thetotal at the end of the year. From the perspective
of distribution by country, thelargest exposurewas Peru with 22.3% of thetotal |oan portfolio, followed
by Venezuelawith 21.3%, Colombiawith 20.0%, Ecuador with 16.9%, and Boliviawith 12.6%. Other
non-Andean countries shared 6.9% of thetotal |oan portfolio. CAF spolicieslimit exposureto any indi-
vidua country to amaximum of 30% of thetotal oan portfolio. Consistent with its objectives, CAF's
main activity isthe financing of infrastructure and social development projects, which represented
44.7% and 26.5%, respectively, of theloan portfolio at the end of 2006.

From the point of view of asset quality, theloan portfolio maintained its excellent
credit quality (TableN°3): therewereno Non-performing loansand |oan-lossprovisionstotaled US$ 189
million or 2.3% of theloan portfolio. Also, loanwrite-offswere US$1.1 millionfor theyear.

Table N°3
(in US$ million)
Overdues 0.0 0.0 0.0 0.0 0.0
Loans in non-accrual status 29.3 10.9 20.0 13 0.0
Allowance for loan losses 196.3 209.8 181.8 161.6 188.6
Overdue as a percentage of loan portfolio 0.0% 0.0% 0.0% 0.0% 0.0%
Non-accrual loans as a percentage of loan portfolio 0.5% 0.2% 0.3% 0.0% 0.0%
Allowance as a percentage of loan portfolio 3.2% 3.2% 2.6% 2.2% 2.3%

1 Average six-month Libor rate increased to 5.3% for 2006 compared to 3.7% for 2005.
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Liquidinvestments

At December 31¢ 2006, liquidinvestmentstotaled US$ 1.9 billion, which represented 18.5% of assetsand
28.6% of borrowings. Theinvestment portfolio was characterized by ashort duration (an average of 0.4
years) and excellent credit quality (GraphN°3): 89.2% of liquid assetswasrated AA/Aa2 averageor better,
2.8% wasrated BBB/Baa, and 8.0% waseither not rated or rated bel ow investment grade. CAF spolicies
requirethat at least 80% of liquidinvestmentsbeheldininvestment-gradeinstrumentsand that theaverage
duration beno morethan L.5years

GraphNe3

Liquid investments

8.0%

As of December 31%, 2006
2.8%

B AA/Aa2average
Il BBB/Baa

Below investment grade/ Not rated

89.2%

Funding

During 2006 bond i ssuance reached approximately US$810 million distributed among severa transac-
tions. Among them, itisworth noting CAF sfirst operation in the Venezuel an bond market, with a$ 100
millionissueinlocal currency, aswell asitsfirstissueinlocal currency inthe Peruvian market for $75
million. Inaddition, CAFwasalso successful intheYankeeand Euro markets, whereit placed bondsfor
$250 million and EUR 300 million, respectively. Furthermore, CAF maintains an important presencein
short-term marketsthrough the continuous use of Commercial Paper Programsin the USand European
markets, aswell asthe Spanish Short-term Note Program.

At December 31%, 2006, 86.0% of CAF sfunding came from theinternational capital
markets. Bonds represented the main source of fundswith 67.3% of total funding (Graph N°4). In addi-
tion, 17.2% corresponded to commercia paper and short-term loans, 8.6% to medium and long-term
loans and lines of credit, and 6.9% to deposits from institutionsin the Andean region. CAF haslong-
standing relations with the most important international banks, with official institutions from around
theworld, and with other multilateral financial institutions.

GraphNe4

Liabilities
As of December 31%, 2006
6.9% 67.3%

11.9% Bonds

Loans and other obligations
5.3%

Advances and short- term loans

Commercial Paper

8.6% )
Bl TermDeposits
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Capital

TableNo4

During 2006, CAF received new capital contributionsfrom its shareholders for US$ 206 million. At
December 31 2006, sharehol ders’ equity totaled US$ 3.7 billion, a 14% increase compared to the end of
2005. Thisincrease derived from new capita contributionsaswell asretained earnings. Asaresult of the
increasein shareholders' equity, capitalization ratios continue to be well within CAF spolicieson this
matter (TableN°4). Asof theend of 2006, al shareholderswerecurrent intheir equity obligationsto CAF.

Capitalization Ratios

2002 2003 2004 2005 2006
Gearing (Times)* 31 29 2.7 24 24
Leverage (Times)? 24 24 21 18 18
Capital / Risk Weighted Assets (BIS)® 31.3% 34.3% 36.5% 40.6% 40.9%

1Accordingto CAF sconstitutive agreement, thisexposure measure should be lessthan or equal to4.0.
2According to CAF s constitutive agreement, thisindebtedness measure should be lessthan or equal t0 3.5.
3Accordingto CAF sBoard of Directors’ policies, thislevel of capitalization should begreater than or equal to 30%.

Asset-Liability M anagement

In order to reduce foreign exchange and interest rate risks, CAF'slending and borrowing activitiesare
primarily conductedinfloating-rate US$. At December 31% 2006, morethan 99.9% of assetsand 98.4% of
liabilitieswere denominated in US$ after swaps, and 99.2 % of assetsand 98.5% of liabilitieswere based
on six-month US$ Libor. Transactionsthat are not denominated in US$ and based on six-month US$
Libor areswapped into theseterms. The swap book totaled US$ 3.9 billion at theend of 2006. CAF spoli-
ciesrequirethat swap counterparties berated at least A/A2. CAF does not engage in trading of deriva-
tivesand theseare used for hedging purposesonly.

CAF also seeksto maintain a conservative relationship between the average life of
assetsand the averagelife of liabilities. At December 31% 2006, the averagelife of itsassetsand liabili-
tieswas4.1years.
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CAF'sAgenda

for Comprehensive
Development:
stability, efficiency
and equity

THEAGENDA FOR COMPREHENSIVE DEVELOPMENT proposed by CAFfor its
member countriestargets high, sustained, sustainable, quality growth: highin order to begin to narrow
the devel opment gap in relation to high-income countries and to compensate for popul ation growth;
sustained in order to avoid the erratic and volatile growth that has taken place in recent decades and to
ensure continuity of economic progress and socia welfare programs; sustainablein its environmental
and social dimensionsso asto ensuretheinter-generational viability of natural capital, respect cultural
diversity and sustain democratic governancein theregion; and quality in the sense that growth should
beinclusive, thereby benefiting thelargest possi bl e percentage of the popul ationinan equitablemanner
and reducing inequality and poverty intheregion.

In order to achieve these objectives, growth must be based on the preservation of
advances achieved in macroeconomic stability, in microeconomic efficiency and in prioritizing agen-
dasthat promote greater equity and socia inclusion, aswell as poverty reduction. These conditionsare
indi spensablein order to meet thechallengesand collective problemsof theregioninaclear and coherent
fashion.

Moreover, sustained economic growth implies lessening the region’s current
dependence on the changeabl e conditions of the world economy, and achieving an economic transfor-
mation that improves productivity, resultsin greater diversification and addsval ueto national competi-
tive advantages. Greater economic growth meansincreasing investment in all typesof capital—human,
social, natural, physical, productive and financial; while growing productivity and competitiveness
allow the benefitsof insertioninto theinternational economy to berealized.

Inlinewith thisintegrated vision, CAF engagesin arange of activitiesthat are com-
plementary toitsfinancial role, and in businesseswhich arein linewith its strategic objectivesand
aimed at furnishing support and greater institutional strength toits shareholders, increasing theimpact,
scope, usefulnessand rel evance of itsoperational management, aiding partner countriesindevisingand
carrying out an integral devel opment agendaand promoting the region and its potential in the wider
world. Theseinitiatives are, for the most part, implemented through the special programswhich are
described in the following paragraphs, and are mainly financed with resources derived from anumber
of fundsand the Institution’stechnical assistance.

In 2006 CAF approved US$ 5,521 million for shareholder countries’ investment
needs. In addition, the Institution provided technical cooperation fundsamounting to US$ 38 millionfor
the implementation of special programsin support of its mission. These contributions consolidate
CAF'sroleasoneof thecornerstonesof development financingin Latin America.
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Agendafor Comprehensive Development and special programs
insupport of CAF’smission

Physical integration and logisticsagenda: towar dsaregional conver gence
m |nitigtive for the Integration of Regiond Infrastructure in South America (IIRSA)
= Puebla-Panama Plan

= Firg-Class Ports Program

= Cross-Border Integration and Development Program

Social development agenda: equity, innovation,

and improvementsin publicadministration

m Social investment

m Corporate Social Responsibility Program: culture and community
= Governance

Agendafor competitiveness, productivity and accessto financial capital
m Competitiveness Program (PAC)

m Support for Micro, Small, and Medium-sized Enterprises (MSMES)

m Corporate Governance Program

m Economic and Public Policy Research Program

m |nternational Insertion Program

Environmental agenda*

m Biodiversity Program (BioCAF)

m L ain American Carbon and Clean Energies Program (PLACT ©)
= Natural Disaster Risk Management and Prevention Program
= Cleaner Production Program (CPP)

= Program for Sugtainable Development in Financia Ingtitutions

Physical integration and logisticsagenda: towar dsregional conver gence

Infrastructure playsakey rolein the devel opment of nations. In conjunctionwith other
factors, it contributes significantly to productivity. Thus, competitiveness, social
development and sustainable economic growth are intimately related to the quality
and availability of infrastructure.

Transportationinfrastructurein particular iscritical tothetransformation of raw mate-
rialsinto exportablegoods. Inthecaseof industry, thequality and availability of trans-
port services substantial ly reduce manufacturing production costsand play akey part
in modernization and diversification processes. It is hard to imagine sophisticated
industrial installationsin an economy devoid of adequateinfrastructureandlogistics.

The Program for the Management Access to efficient and secure sources of energy also translates into substantial
ettt e e improvementsin productivity and profits. Modern communications and el ectronic information services
and Social Impacts of the Southern . e ) ] )

I nter-Oceanic Road Corridor in too exercise adetermining influence on timely supply of raw material's, manufacturing processes,

Peru aimsto strengthen the rel evant
national and regional bodies.

* CAP's sustainable environment programs are outlined in the chapter in this year’s report on the Indtitution’s environmenta agenda (see pp. 23-35).
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commercialization, quality of services and —especialy—on the performance of the financial sector. All
these elementsplay adecisiverolein economic competitiveness.

Inthe present context, which ismarked by growing competition and rapid globaliza-
tion, the region facesthe challenge of creating an integrated environment, furnished with high-quality
infrastructure, linking itscomponent countriesand bringing together not only itstransport and commu-
nications networksbut also itsenergy sourcesand tel ecommuni cations systems.

Theintegration of the South American land-mass and itsinsertion into major world
markets presents a series of difficulties arising out of natural geographical barriers. Theseincludethe
Andes mountain range, the Amazon jungle and the vast system of riversand marshesthat coversmuch
of itsinterior. Theregionisboth large and relatively distant from the main global centers of consump-
tion, itsbiggest citiesarefar apart and most of the populationisconcentrated in coastal areas.

Thelack of adequate infrastructure to deal with the challengesthat these circums-
tances present has|eft the region with poor patterns of territorial organization and alocal productive
apparatusthat is barely competitive. The development of synergies between transport, energy and
telecommunicationsisthe key to overcoming geographical obstacles, bringing markets closer together
and generating new business opportunities, in an environment of growing regulatory harmonization. A
moreintegrated regionwill bebetter ableto advancewith efficiency towardsthedevelopment it requires.

Throughout history, nations have understood the importance of infrastructure to
devel opment. Nonethel ess, the ahility of statesto finance projectsof thistypehasgeneraly beenlimited,
andthishasledtoaneedfor regulatory reformsthat allow private enterpriseto take part in construction,
maintenance and management of infrastructural developments. A number of different types of
public/private participation have been devised in theregion to addressthis problem.

The South American Regional Infrastructure Integration Initiative (I1RSA) bringsa
regional visiontothe processof physical and economicintegration of the 12 South American countries,
inaccordancewithamodel of sustainable and equitableterritorial development.

Inadditionto supporting thellRSA sinceitsinceptioninAugust 2000, CAF assistsother
integrationist initiatives by channelling economic and financial resourcesto both public and private sec-
tors. The Ingtitution contributesto the financing of strategic projectsaimed at creating greater regional
cohesion, such asthoserel ating to ports, borders, cartography, the environment, private sector participa-
tion, regional studiesand support for pre-investment. The First-ClassPorts program, the Puebla-Panama
Plan, the Cross-Borders | ntegration and Devel opment program, the Fund for the Promotion of Sustaina
bleInfrastructure Projects (Proinfra) and GeoSur, among others, havereceived such assistance.

I RSA proceedswith implementation of theagreed agenda 2005-2010
In 2006 IIRSA continued to make progressin implementing the agendaand carrying out theinvestment
projects agreed on by member countries. On 14-15 December, the eighth Meeting of the Executive
Committee was held in Quito, Ecuador. Theam of the gathering wasto analyze the progress achieved
during theyear and to approvethe 2007 action plan. The planincludesan agreement by the governments
concerned to carry out further territorial analysiswork on the projects already identified, and to incor-
porate consultative and citizen-parti cipation mechanismsinto the devel opment planning process and
the establishment of investment priorities.

The IIRSA was a product of the South American Presidents’ Meeting held in
August 2000 in Brasiliato discuss ways of linking different sub-regionsin abid to promote integra-
tionandinternal development. In 2001 and 2002 the executive directorate and the coordination mecha-
nismsfor the technical work were set up, and there followed a phase of territorial analysisand plan-
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Physical integration projects financed by CAF

Millions of US$
Andean Axis
Colombia: Buenaventura—Bogota Corridor (La Linea Tunnel) 32.0 278.6
Ecuador: Amazonic conection with Colombia and Peru (Troncal del Oriente road) 93.8 152.7
Peru: Renovation of the train Huancayo—Huancavelica 14.9 18.8
Venezuela: Train connection Caracas—National network 360.0 1,932.0
Venezuela: Support to commercia navigation in the river axis Orinoco—Apure 10.0 14.3
Escudo Guayanés Axis
Brazil: Road interconnection Venezuela—Brazil 86.0 168.0
Brazil: Electric power interconnection Venezuela—Brazil 86.0 210.9
Venezuela: Train studies Ciudad Guayana—Maturin—Estado Sucre 2.6 2.6
Venezuela: Train studies Ciudad Guayana (Venezuel 8)-Georgetown (Guyana) 0.8 0.8
Amazonas Axis
Ecuador: Central Trasandean connection 33.7 545
Ecuador: Southern Trasandean corridor 70.0 110.2
Pert: Northern Amazon road corridor 110.0 328.0
Per(i: Preinvestment study-Ecuador borders 53 8.7
Per(i: Central Amazon corridor (trench Tingo Maria—Aguaytia—Pucallpa) 815 13.6
Peru-Brazil-Bolivia Axis
Bolivia: Guayaramerin—Riberalta road 42.0 455
Brazil: Road integration program (estado de Rondonia) 56.4 134.2
Pert: Southern Interoceanic road corridor (trenches 2, 3 and 4) and private structured guarantees 504.5 1,073.5
I nteroceanico Central Axis
Bolivia: Integrated road corridor Bolivia—Chile 138.9 246.0
Bolivia: Integrated road corridor Santa Cruz—Puerto Suérez (trenches 3, 4 and 5) 280.0 585.5
Bolivia: Integrated road corridor Bolivia—Argentina 314.0 642.0
Bolivia: Integrated road corridor Bolivia—Paraguay 60.0 182.6
Bolivia/ Brazil: Bolivia—Brazil gasoduct 215.0 2,055.0
Bolivia: Transredes gasoduct 88.0 262.8
Perti: Integrated road corridor Bolivia—Peru 48.9 176.6
Mercosur—Chile Axis
Argentina: Brazil: Frontier Center Paso de Los Libres-Uruguaiana 10.0 10.0
Argentina: Buenos Aires corridor—Santiago (road variation Laguna La Picasa) 10.0 10.0
Argentina: Buenos Aires-Santiago corridor (train variation Laguna La Picasa) 35.0 50.0
Argentina: Buenos Aires-Santiago corridor (access to Paso Pehuenche, RN40 y RN 145) 106.7 188.1
Argentina: Electric power interconnection Rincon Santa Maria—Rodriguez 300.0 623.0
Argentina: Power interconnection Comahue-Cuyo 200.0 414.0
Brazil: Regional integration program-Phase | (estado de Santa Catarina) 32.6 65.5
Uruguay: Megaconcession of the main conection road with Argentina and Brazil 25.0 136.5
Uruguay: Road infrastructure program Phase |1 70.0 2954
Capricornio Axis
Argentina: Pavement RN81 90.2 126.2
Argentina: Acceso a Paso de Jama (Argentina—Chile) 54.0 54.0
Argentina: Renovation studies Train Jujuy—La Quiaca 1.0 1.0
Bolivia: Road program Tarija—Bermejo 74.8 200.0
Paraguay: Renovation and pavement of integration roads RN10 y RN11
and complementary works 195 41.9
Hydroroad Paraguay—Par ana Axis
Improvement studies of the hydro-road operation
(Argentina, Balivia, Brazil, Paraguay y Uruguay) 0.9 11
Rest 210.0 812.0
Total 3,896.0 11,726.1

The number assigned to each project indicates its location in the map on the opossite page.
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The South American Regional
Infrastructure Integration Initiative
(IIRSA) bringsaregional visionto
the process of physical and economic
integration of the 12 South American
countries.

ning which lasted from 2003 to 2005. Theinitiative has succeeded thus far in establishing efficient
joint working mechanisms among the 12 South American governmentsin the transport, energy and
communicationsfields.

Asaresult of these efforts, South America’s governmentsidentified at the end of
2005 aportfolio of morethan 350 projects, divided into 41 groups belonging to eight Integration and
Development Hubs that present particular socio-economic characteristics and the productive
investment areas defined by the countries concerned. The portfolio includes specific investment
projectsinthefields of transport, energy and telecommunications which are currently at different
stages of completion.

At the Quito meeting, reportswere given on the progress of each of the 84 projects
inthelIRSA portfalio, 41 of which have benefited from technical and financial support from CAF.
Thefinancing given by the Institution to these projectsisin the order of US$ 3,500 million, whichin
turn has permitted the execution of over US$ 11,000 million.

In 2006 CAF also contributed to regional modernization effortsin areaskey tointe-
gration such as port operations, the easing of border-crossing processes and the devel opment of bor-
der communities, and the integration and promotion of geographical information systemsasabasic
tool interritorial analysisand development planning.

Responding to the needs of national authorities responsible for infrastructural
development projects, in 2006 CAF placed at their disposal special funds designed to finance studies
and pre-investment work, as can be seen from thetable on p. 80.

In 2007 the region’s governments will continue to emphasize the implementation
of the priority projectsin thelIRSA portfolio. For CAF itself, this means advancing further in the
development of new financing formulae and mechanisms, aswell as strengthening institutional
capabilitiesin the area of preparation, evaluation, execution and supervision of infrastructural proj-
ectsin those countriesthat participatein the Initiative. The Institution will also devote particular
attention to managing the social and environmental impacts of the projects, to the devel opment of
consultative and participatory mechanismsfor civil society in the planning process, and to the cre-
ation of opportunitieslinked to the new infrastructures.

Puebla-PanamaPlan

The Puebla-Panama Plan isaMeso-American initiative to promote regional integration and social
and economic devel opment in the nine states of southern Mexico, the Central American isthmusand
Colombia. It seeksto improve the quality of life of the region’sinhabitants by contributing to sus-
tained economic growth and the preservation of the environment and natural resources, through the
coordinated efforts of the eight participating nationsin aframework of respect for their individual
sovereignty.

CAF has accompanied thisintegration initiative sinceitsinception in 2001, partici-
pating inthe Inter-Institutional Technical Group, created by Meso-American presidentsto develop the
programs and projectsincluded in the plan. The ingtitution has a so participated in the meetings of the
Plan’s Executive Commission, whose members are designated by the presidents of the countries con-
cerned, and provided financing and technical cooperation to transportation infrastructure projectsin
participating shareholder countries.

In 2006 Colombiabecame afull member of the Puebla-Panama Plan, strengthen-
ing the Plan’sties with South Americaand increasing CAF's opportunities to support this regional
initiative.
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Fund for thePromotion of Sustainablel nfrastructureProjects(Proinfra)

In March, 2006, CAF approved the creation planning systems for public investments
of the Fund for the Promotion of Sustainable and public/private participation initiatives.
Infrastructure Projects (Proinfra), with aview Proinfrawill give priority to those projectsthat:
to financing the preparation, financial structuring m have an impact on the integration
and evaluation of sustainableinfrastructure of agiven country with its neighbours;
projectsthat have amajor impact on regional, m represent an innovation in the application
national or local economiesand contribute of financing structures,
in aconsistent fashion to integration among m contribute to developing and strengthening
the Institution’s shareholder countries. the country’s capacity to plan, prepare
or finance infrastructure projects;
CAF assigned US$ 50 million to the Fund, m represent a priority within local
tobeusedfor: or regional development plans; and
m industry studies for infrastructure projects; m correspond to CAF's support strategy
m pre-feasibility studies for investments; in agiven country.
m feasibility studies for final-detail enginee-
ring During 2006 the I nstitution approved the
m studies of the social and environmental application of Proinfraresourcesto a number
impact of infrastructure projects; of pre-investment operations, including: in
m advisory services for structured finance; Colombia, the Buga-Buenaventura and Ruta del
m advisory services for bids; Sol corridors and the devel opment of afinancing
= evaluation of specia projects financed by mechanism for minor road concessionsin the
CAF; and Costa—Sierra System and the Regional Airports

m technical support to create and strengthen System.

First-ClassPortsProgram

The Firgt-Class Ports Program isthe result of collaboration over many years between CAF and the Uni-
versidad Politécnica de Valenciain Spain. The program, which isbased on prior studies of logistics,
competitiveness, marinetransportation and the performance of South America smain ports, isdesigned
toimprovethequality of port services. It hasadopted the Marca de Garantia model of port management
whichwassuccessfully appliedintheport of Valencia.

During thefirst phase of the program, five important container ports were sel ected:
Cartagenaand Buenaventura (Colombia), Guayaquil (Ecuador), El Callao (Peru) and Puerto Cabello
(Venezueld). In each, aQuality Council was set up, consisting of some 30 representativesfrom all the
port’scommunitiesand tradeand professional associations. The Council analyzed the services provided
by the port and designed or re-engineered critical processes.

Onthebasisof thisredesign, the different operators and other members of the port
community wereinformed of the requirementsthey needed to fulfil in order to win theright to usethe
Marca de Garantia, which isamanagement model offering specific service quality guaranteesto the
clients of each port. The Marca guarantees, for example, that acontainer will not stay in port for longer
than apre-determined maximum period. These guarantees cover servicesbothtovesselsandto cargoes.

Theforthcoming creation of the Latin American Port Quality Association, anon-
profit body whichwill act asthe operator of the Marca de Gar antia schemeinthewholeregion, will pro-
videthe necessary institutional framework for its sustained operation. The Association will, in turn, set
up ingtitutionsin Colombia, Ecuador, Peru and Venezuelato oversee the operation in the five affiliated
ports. The benefits of this process are already evident inimprovementsin critical proceduresin each
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port, and it ishoped they will grow still further in thefuture. The reduction in transport costsispart of a
process on which anumber of countriesin the region have embarked and which aimsto improve the
competitivenessof their economies—aprocess CAF isdetermined to support.

Cross-Border Integration and Development Program

Withitsintegrated vision of the development agenda, CAF has pursued theissue of border integration
from astrategic point of view, aiming to strengthen among itsmember countriesthe planning and articu-
lation of programs and projectsto improve the exploitation of shared potentialitiesin frontier zonesin
pursuit of the objectives of integration and sustai nable human devel opment.

At present, CAF is promoting more than adozen initiativesin support of the design
and implementation of Bi-national Development and Border Integration Plans and the creation of Bor-
der Integration Zones (ZIF) between member countries, along with CAN and Mercosur subregional bor-
der policiesintended to stimulateterritorial organization, coordinated planning and the establi shment of
shared prioritiesintermsof physical integration, economic-productive devel opment and socia and cul-
tural growth that have aprofound impact on border areas.

Projects of the Cross-Border Integration and Development Program

Colombia-Brasil
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Leticia-Tabatinga-Alo Solimoss
Programa de Echucssion Birigus
: Escuslas de Franters
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¥ minjaramients o panas de ) Tl
Aeisens o o Brasil-PDFF
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Ecuador-Pera #
Plan Binacional de Desanrodio
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The maps have been elaborated by CAF only for illustration purposes. Thusfrontiers, colors, denominations or any other information
shown, do not imply any jugement of the judicial situation of any territory, nor frontier recognition by this Institution.
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Social development agenda: equity, innovation and improvementsin public
adminigtration

The socia dimensionisfundamental to CAF sview of integral development. In 2006 the Ingtitution
resffirmed and strengthened its social participation from an innovetive, comprehensive and territorial-
ly-based perspective, with aview to meeting, asdirectly aspossible, the needs of theleast-privileged
sectorsof society.

CAF ssocia devel opment agendaisbased onthreeprinciples: i) support for social
investment, whereby the I ngtitution channel s resources to member countries; ii) contributionsto the
strengthening of public bodies’ administrative capacities; andiii) the devel opment of arangeof inno-
vativeactivitiesinthefield of corporate social responsibility.

Support for social investment in member countries

Theimportance that countries attribute today to high-impact, quality socia investment, and the
sustained increasein budgeting for social sectorsinrecent years, remaininsufficient to resolvethe
structural problemsof poverty, exclusion and social inequity which are at the heart of the demands
made by the peopleof LatinAmerica.

Thisiswhy CAF has defined as one of its principal strategic objectives support
for the efforts that states are making in thisregard, through programs and investment proj ects
whosemain functionistotrigger processesand improvethequality of public administration.

In 2006 CAF approved more than US$ 900 million to finance socia investment
projectsand programs, mainly in the areas of drinking water and basic sanitation, urban devel op-
ment, education and heal th.

Thedrinking water and sanitation field was particularly active during the year.
The start of the Drinking Water and Basic Sanitation Program in the Colombian department of
Cesar (US$ 42.5 million) marked the beginning of asectoral strategy on the part of CAFwhichis
aimed at promoting the regionalization of the administration and operation of drinking water and
sanitation services under the coordination and leadership of local communities. Thisterritorial
approach allows municipal and regional authoritiesto support credit operations by using current
and futureincome, facilitating the planning and execution of projectsbased on principlesof equity,
efficiency and sustainability. The success of theinitia phase of the Cesar Regional Program has
brought backing from the Col ombian government and inspired national and departmental bodiesto
request CAF support infinancing aninvestment plan totalling over US$ 100 million, whichwill ben-
efit 24 municipalities.

The sameterritorial approach isbeing applied elsewherein the Andean region.
For Brazil, CAF approved the US$ 200 million Municipa Support Program (PRAM), which pro-
motes good administration and sound financesin theleast devel oped areas.

In the educational field, 2006 saw the launch of the US$ 25 million Project to
M odernize Technical and Technological Education, which employsthe sameterritoria approach
toanovel form of public/private link-up. The project stimulatesthe creation of strategic alliances
between civil society and authorities, universitiesand training centersand the busi ness sector, with
theaim of finding locally appropriate routes to the modernization of the supply of technical and
technological education. Demand exceeded the expectations of the education ministry, anditis
hoped that the project will now befully implemented withintwo years.
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Theimpact of CAF's social programs and projects

Almost 3.2 million children, young people and
teachers participate in projects and programs aimed
at improving the quality of education.

Morethan 32,000 families benefit from programsin
support of rural socid investment. Twenty-two thou-
sand hectares have been brought under cultivation and
1,180 hectaresrehabilitated for irrigation.

Morethan 722,000 familieswill haverunning water
intheir homes.

Almost 20,000 low-incomefamilieswill obtain
their own home.

Morethan 1.14 million children and their families
benefit fromimmunization programs.

Inthesearchfor closer tieswith direct beneficiaries, CAF approved thefirst credit to
adepartmental government not backed by the Nation. The US$50 million BogotaA Big School Project
seeksto improvethe quality of education for more than 60,000 students by employing the investment
effortsof the Colombian capital asacatalyst to attract moreresources.

CAF hasal so adopted asocial investment shield asaway of hel ping shareholder gov-
ernments to meet their debt obligationswithout detracting from their social investment plans. The
instrument givesthe finance and economy ministries accessto financial resourcesin accordance with
the goals established in social budgets. The US$ 200 million Second Ecuadorean Social Investment
Support Program (PRAISE 1) includesastrategy to ensuretheavailability of resourcesfor universalizing
basi c education and expanding basi ¢ health servicestoless privileged communities, whilethe Habitat
Program guaranteesresourcesfor the Venezuel an government’ shousing projectsand provides US$ 400
millionfor thedesign of amethodol ogy to improveadministrative control.

CAF al'so continued to contribute to the debate on social development in the region.
Workshops were held to discussthe situation in rural and agricultural communitiesin the Andean
region, with theaim of establishing an action plan for the short and medium term. Support wasgivento
projects and programs under the | nternational Agricultural Development Fund (FIDA), which helps
rural populationsintheregion.

Theadministration of social fundshaslong been an areain which CAF hasdemons-
trated its comparative advantages. The I nstitution took over the administration and management of the
US$50 million Social Investment Debt Swap Fund agreed by the Kingdom of Spain and the Republic of
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Document recovery isone of the
actions promoted by CAF under its
social responsibility program.

Approvals by sector (2004-2006)

As of December 31¢, 2006

Rural development 6,7%
Rest 13.6%

Urban development 28.4%

Water 21.7%

i 0,
Education 18.3% Heaith 11.3%

Total US$ 1,483 million

Ecuador and the Mercosur Educational Fund (FEM), following competitive bidsfrom the main multi-
lateral and bilateral financing bodies operating in the region. Through the former, CAF promotes social
investment projectsin education and the Clean Development Mechanism (CDM), with bilateral debt
condoned by the Spanish government. In the case of the FEM, the Institution providestechnical and
financial administrationfor thefirst regional financefund aimed at contributing to thesocial integration
processthrough education.

Corporate Social Responsibility Program: cultureand community

In 2006 CAF worked on social responsibility programs and projects in low-income communities,
focused on music and sportsinstruction, training in basic skills and heritage recovery, aswell as
the creation of local job opportunitiesto improveliving conditions. At present the Institution hasa
project portfolio involving 225 partners (39% international public sector, 20% local public sector,
20% third sector and 17% private sector), who provide not only specific knowledge of local condi-
tionsbut also financial resourcesover and above those provided by CAF.

Hence, special emphasiswaslaid on the building of alliances with strategic part-
nerswho would contributeto project sustai nability and to the enhancement in quantitative and quali-
tativetermsof CAF sown performance. Inthisregard, it isworth noting the agreementsreached with
the Spanish I nternational Cooperation Agency (ABCI), Repsol, the Codespa Foundation of Spainand
Italian International Cooperation. At national level, CAF welcomed the active participation of the
public sector, especially at regional and local level, which has become akey multiplying factor. The
private sector has also become afacilitator and amultiplier of social responsibility initiativesin the
banking industry, among entrepreneursand within the I nstitution. Theinitiativesincludemusictraining
(symphonic and choral), sports, cultural heritage and local cooperation. Thislast referstothe creation
of community model s of organization and social and productiveself-help. Inall of them, theunderly-
ing strategy isone of integration and articulation of the social fabric, especially among the most vul-
nerable groups —children, young people and women in the poorest communities, peasants and
indigenous peoples—and in aliance with socially solvent actors, partners and operators, capable of
multiplying theimpact and contributing to the sustainability of theinitiatives, whose entry vector, be
it cultural, productiveor social, facilitatesaprocess of citizenship-building and the effectiveexercise
of social, political and economicrights.

A number of sponsorshipswere al so agreed with country officesand thediplomatic
missions of shareholder countries as a contribution to the promotion, management and coverage of
integrationinthecultural field.
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CAF’sSocial Action for Music Program

CAF sSocia Actionfor Music Program, which employsmusical training asatool for social rehabilita-
tion, was further consolidated in 2006. Its recent progress was apparent at several festivalsin
Guayaquil, Lima, Cochabamba, Santa Cruz delaSierra, Medellin and Bogota, al citiesin which more
pupils—especialy children—have been incorporated into the program. Children from the Fey Alegria
schoolsreceivevocal training at theAndean Choral Voices (VAC) workshops, and choral work hasalso
been extended into the shanty-towns of Rio de Janeiro and S&o Paul o, at teacher, youth and infant level.
The Andean Mobile Instrument Workshop (TIAL) took root in Medellin with the creation of aninstru-
ment factory whosefirst violinswere declared part of the city’s cultural heritage. The Andean Mobile
Conservatory (CAl) continued to strengthen instrumental training and orchestral conductingin children
and young people, and anew infant teaching category was set up in order to start the process of forming
theAndean Child Symphony Orchestra.

Conceived as an instrument of human devel opment, this program is permanently
engagedinmeasuringitsown social impact. Aspart of thisprocess, morethan 1,500 surveyswerecarried
out among the children and young peoplewhotook partinthe CAl and VAC workshops. Inthese, 72% of
respondents said their school performance had improved, 55% said they felt more sure of themselves,
42% believed their powersof concentration were better, and 35% said they were better at relating to oth-
er people, while27% said rel ationswith their familieshad improved.

Basicskillsand Heritage Recovery Training Program

This program continued to be strengthened and extended through the forging of new alliances. A
regional agreement was reached with the AECI to improve the workshop-school s throughout the
Andean region with basic skillsand heritage recovery training. At present, CAF supports 11 schoolsin
four countries, while three more will beincorporated in 2007. In Venezuela, the work continued, with
support for the Popular Builders’ School in the Revenga municipality for training former juvenile
offendersinnovel constructiontechniques, aswell asthetwo Superatec Centersin Caracasfor thetraining
of young peoplein computing and technol ogy. Both these projectsare aimed at improving employment
prospectsfor young peoplefrom marginal communities.

The success of these projects hasled to a second phasein which they will be fur-
ther devel oped, in some cases with the participation of new actors. An alliance was signed with the
Ghellabusiness group, for example, which will facilitate cooperation projectsin the educational
and cultural fields.

SportsTraining Program

Inthisprogram CAF usessport asatool for socid rehabilitation, insomecaseswiththesupport of loca govern-
ment. Thereisaparticular focus on aspects of human development such asnutrition, andtheaimisasoto
improvesocial and family relationsby preventing and reducing violence. In VenezudatheAl catraz Project
was extended from sportsto training in basic skillswhich assist participantsin re-entering society. In
Colombia, where the program has been extended to new parts of the country, the prevention of domestic
violenceisamgjor focus. In Ecuador and Peru CAF hasal solaid grest emphasi sontheingtitutiona strengthen-
ing of counterpartsandin Baliviait hasexpandeditsrangeof actionto other partsof thecountry. InUruguay
CAF gtarted abasketball and Olympic boxing project.
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L eadersfor Transformation
(version 2) graduation
ceremony in Bolivia

L ocal OpportunitiesProgram

Thisprogram focused on multiculturd projectsinthefields of health, education, rural tourismand savings
and investment culture. Among theinitiativeswere: the Randimpak project, involving morethan 5,000
indigenous and campesino women in El Chimborazo; the Casa Campesina de Cayambe; VallenPaz,
involving morethan 700 cocoafarming familiesinthe Vallede Cauca, with 16 registered organi zationstek-
ing part and asecond-tier organization which guaranteesfinancing and joint commercidization of the pro-
duce; cocoaproducersin Paria(accessto health and educational servicesand savingsandinvestment oppor-
tunities), and the Red de Pueblosin Huara—adll of them sharing organizationd, financia culture and com-
mercialization aspects. Theyear also saw the beginning of the second stage of the Building Bridges project
inBolivia, whichdea swithreproductiveand sexud hed thissuesamong Aymaraand Quechuawomen; the
Sembrando Gasinitiative, which aimsto improve hygiene and nutrition among the population of El Alto;
andthe Proyecto Quechuain Peru, whoseobjectiveisto bridgethedigital gapintheindigenouspopulation.

GovernanceProgram

During 2006, CAF continued with the execution of governance programsdevel oped regionally to cre-
ate potential spacesto strengthen democratic governancein the countries, and increasethe participa-
tion of citizens through dialogue and consensus. The programs, defined within four lines of action,
compriseethicsand transparency of public and citizen administrations, aswell asthe devel opment of
human abilitiesto improve the execution and understanding of governance in each country. A detail
of the programsis presented bel ow.

Governanceand Political Administration Program

Thisprogram hasbeen in operation since 2001 in alliance with the George Washington University and
local universitiesin Bolivia, Colombia, Ecuador, Peru and Venezuela. It continuesto developitstrain-
ing program, aimed at achieving a critical mass of trained public officialsin theregion. The overall
objectiveisto offer anintegral vision of the problems associated with economic and social develop-
ment, and devel op the capacity to materializethisvisionintheform of anaction program featuring tech-
nical and negotiating skillsand social, economic and political viability. The program lastsfrom eight
monthsto ayear, and by theend of 2006 it had graduated 3,844 studentsin thefive countries mentioned.

L eader ship for Transformation Program

Based onthefundamental principleof thebalancethat hasto exist among thedifferent sectorsthat make
up anation—public, privateand civil society—the program seeksto overcome existing limitations, open
theway to new generations and strengthen civic and democratic valuesin society. Lasting from eight
monthsto ayear, it isaimed at training natural leaders, both men and women, so that they devel op the
ability to fulfil the commitment to building a better future in accordance with their local conditions.
Between 2002 and 2006 the program has operated in four countries—Bolivia, Colombia, Peru and
Venezuela—and hastrained 3,926 | eadersin 658 municipalities.

Efficient and Transparent M unicipalitiesProgram (M uNet)
Thisprogram was created in 2002 to provide technical assistance and training to local governmentsin
the Andean countrieswith the aim of improving their technical and administrative capacity in service
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provision, through theidentification and transfer of best practices and successful experiencesin simi-
lar socio-political contextsintheareasof surveying and el ectronic government. By theend of 2006, the
total number of officialstrained had reached 614 and the number of municipalities covered was22in
electronic government and fivein surveying.

Gover nanceand ConsensusProgram

Theobjectiveof thisprogramisto providethe public sector and citizenswith thetool sand methodol -
ogy to build consensus and reach agreementsto fulfil the needs and interests of the sectorsinvolved.
The program isimplemented in four workshops: negotiation, strategic communication, leadership
and persuasion, and strategic relationships with the public sector. At the end of 2006, the number of
participantsincreased to eighty personsper country. The programwill continueitsimplementationin
Colombia, Ecuador and Venezuela.

Agendafor competitiveness, productivity and accesstofinancial capital

CAF's Competitiveness Program
aimsto support shareholder countries
in the design and execution of
competitiveness agendas which
allow them to promote sustained
economic growth and improve levels
of development and living conditions
for their populations.

CAF sdifferent strategic programs pursue both an academic objective, which allowsthe diagnosis of the
main problemsfacing theregion, and concrete actionsto strengthen competitivenessand increase produc-
tivity. Inaddition, the Ingtitution actively supportsits shareholdersin the design of internationa insertion
grategies. Inthisregard, oneof CAF sprincipa tasks, viathedifferent programsdescribed below, isto pro-
videarangeof public policy optionswhich contributeto anintegrated devel opment agenda.

1N 2006, research effortsunder the Economic and Public Policy Research Programwere
focused primarily onissuesof productivetransformation, inlinewith the projectsdevel oped intheframe-
work of the Competitiveness Program (PAC). Thisbrought together academic activitiesinthefield of com-
petitivenesswith concretaactionsin cluster devel opment and the promotion of entrepreneuria skills. CAF
hasal so contributed to the dissemination of knowledgein thisfield throughitssupport for aseriesof publi-
cationsamed at promoting better corporategovernancepracticesintheregion.

Competitiveness Program (PAC)
In 2006 the Competitiveness Program (PAC) continued to support cluster devel opment and the strengthen-
ing of entrepreneurial capacities, aswell asthedissemination of experiencesand lessonslearned.

Withregardto cluster devel opment, the PAC supported threeinitiatives. Thefirst wasan
auto-part suppliers development program. The second, the M ethodsfor Reinventing the L ogisticsof your
Business (MERLIN) project, isbased on the development of logisticsfor perishable goods exports. The
thirdinitiative was aimed at devel oping competitive advantagesin the personal grooming and cosmetics
businesschain. In Ecuador the PAC assisted with projectsto boost the supply of exportable furnitureand
furnishings, aswel | asthedevel opment and enhancement of fisheriesproductswith va ue-addedfor export.

InPeru, thePAC approved aproject to strengthen the paprikaindustry, whichwill permit
the consolidation of its position ininternational markets, especially by improving product quality. In
Venezuelaaproject wasapproved to accel eratethedevel opment of productionand distributioninanumber
of businesseswith export potential.

Inaddition, in Bolivia, Peru and Venezuel a, the PAC helped develop national tourism
strategies, with aview to improving service quality, promoting different destinations and enhancing the
industry’ scompetitiveness.
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In relation to the strengthening of entrepreneurial capabilities, the PAC concen-
trated its efforts on the devel opment of anational support system for entrepreneurs, based on three
Bolivian universities, whilst at the same time giving ongoing support to the Business | deas Compe-
tition and to the formation of business“incubators” in that country. In Venezuela, it actively con-
tributed to the design and devel opment of the Support System for the Creation of Venezuelan Busi-
nesses, in alliancewith universitiesand private companies. Thisinitiative hasbeen akey elementin
the enhancement of the country’sentrepreneurial capacity.

As part of its dissemination work, the PAC held the CAF Emprende event in the
city of Medellin, at which anumber of issues related to enterprise promotion and the devel opment
of risk capital fundsin the region were discussed. In addition, PAC’s activitieswere outlined at the
Export to Winin Mercosur seminar held by Venezuela Competitiva. Other eventsinwhichthe PAC
participated were, the First National Competitiveness Forum (Panama, 24 May 2006), the Interna-
tional Forumon Public Policiesto Support MSMES (Montevideo, 23-24 October 2006), the I bero-
American Seminar on MSME Competitiveness and and Internationalization (Chile, 26 October
2006) and the Central American Institutions’ study missiontoAndal ucia(Seville, 2-5 October 2006).

Support for Micro, Small and M edium-sized Enterprises(M SMES)

CAF promotesand finances sustai nabl e private-sector initiativesthat hel p marginalized popul ations
become citizens with accessto basic services and to finance, health and education, as an economi-
cally efficient way of achieving economic growth with equity. The Institution has also backed the
creation of innovative methodsin production chains, aswell asanumber of activitiesaimed at sup-
porting start-up and financing of micro, small and medium-sized businesses.

To achieveitsaims, CAF has devel oped the capacity to structure operationstai-
lored to the needs of these sectors, providing flexible and innovative sol utions to attend to awide
range of needs, from capital investment and credit operationsto technical cooperation. In order to
achieve asuccessful launch and follow-up of these operations, the Institution has forged alliances
with awidevariety of local institutions.

Thus, CAF hasbecome one of themain multilateral bodiesin providing financeto
micro-financing institutions. Thisyear was one of tremendous growth in this sector, both in the
number and amount of approvals and in disbursements. The portfolio of current approvals closed
the year at US$ 92.5 million, which represents a49.6% increase over December 2005 (US$ 61.8 mil-
lion). This growth was the result of the incorporation of new clients, anincrease in certain credit
lines and the authorization of guarantees for stock-market bond issues, among other factors. At
present, CAF assi sts 36 micro-financing institutionsin ten countriesintheregion. Theincorporation
of new clientsin Uruguay and the growth of operationsin Mexico were particularly noteworthy
during theyear.

It isalso important to note that 2006 saw the first local currency-denominated
finance operations. Thisisthefirst time CAF hasgranted aloan in acurrency other than thedollar, a
development made possible by the fact that many of the credit lines avail able to micro-financing
institutions allow them to apply for loans denominated in the currency of their respective countries.
In 2006 there was al so a fresh impetus for capital investmentsin micro-financing institutions, with
four new operations, onein Peru, onein Uruguay and two in Mexico. In relation to the dissemina-
tion of better practices, in 2006 CAF took an active part in the sponsorship of events such asforums
and workshops which offered an opportunity to analyze best practices and tendenciesin the micro-
financing field at regional and world level.

99



CAF aso developed anumber of alternative finance mechanismsto assist the Small
and Medium Enterprise (MSME) sector. In Balivia, theInstitution provided resourcesto the Fondo Aval
Bursatil, which issues guarantees that partially support short-term debt securitiesissued by MSMES,
through the trading room of the Bolivian Stock Market. It also approved Partial Guarantee Lineson
behalf of amicro-financial institutionto improvefinancing conditionsfor agroup of between 60 and 80
of itsMSME clients, thereby permitting greater indebtedness without adding further real guaranteesto
thosebacking their existing loans.

Efficiently managed national guarantee systems have hel ped overcome the sector’s
inefficiencies, and CAF therefore maintainsaline with the National Guarantee Fund of Colombig, and
issupporting astudy to facilitate the creation of anational guarantee systemin Ecuador.

With resources from the Entrepreneurial Investment and Development Fund for
MSMESs (FIDE), CAF helped improvethe sector’s capital strength and innovative capacity. In 2006, six
new operationswere approved, bringing the total to 14 in ten countries. Through investment fundsin
Brazil and Argentina, CAF increased the scope of itsrisk capital investment portfolio for MSMES, tech-
nology and agriculture. It al so supported the creation and devel opment of an Entrepreneurial Integrated
Support Program in Costa Rica, offering financeto MSMES at various stages of their development, as
well as alternative financing mechanisms. Credit lineswere granted to Financiera Desafyn in Costa
Ricaand the Institution invested in the Compass Fund of Peru, with aview to providing invoicedis-
countsand factoring servicesto thissector. CAF a so supported aternative energy sources, approving a
loan for aproject in Colombiato extract bio-diesel from African palm-oil. The project is expected to
have asignificant social impact, sinceit will facilitate the reinsertion of former members of the armed
“self-defence’ groups.

CorporateGovernanceProgram

In 2006 the Corporate Governance Program continued to focusitsactivitieson devel oping conceptsand
tools, aswell as disseminating —and measuring progressin the application of—good corporate gover-
nance practicesintheregion. CAF thereby continuesto consolidateitsposition asaleader inthe promo-
tion of thistypeof initiativeinLatinAmerica.

In 2006 the Institution published the Manual of Corporate Governance for Closed-
Capital Companies, and made available software that permitsthe evaluation of corporate governance
practices. The manual presents, in adidactic fashion, the principles enshrined in Guidelinesfor an
Andean Code of Corporate Governance (LCAGC), accompanied by a series of examplesand docu-
ments aimed at closed-capital companies. The software permits adiagnosis of the corporate gover-
nance practices of acompany and theidentification of priority action areasin accordance with the stan-
dardsembodiedintheLCAGC.

Inthe course of the year the Program continued to support public and private institu-
tionsintheregionin developing local projects. Thus, CAF participated directly in severa avareness-rais-
ing events, includig international seminars on the subject in Caracas, LaPaz and Cartagena. It held four-
day training workshopsfor consultantsin Bogota, Caracas, LaPaz, Limaand Quito ontheevaluationand
implementation of standards of corporate governance, with the aim of encouraging their applicationin
companiesthroughout the region. Additionally, the second phase of the support program for LCAGC
applicationinten public and private companiesbegan.

A diagnosis of corporate governance practiceswas carried out in Bolivia, Colombia,
Ecuador, Peru and Venezuel a, to measuretheleve of observance of these principlesin 189 representative
companiesin comparisonwith LCAGC recommendations.
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Economicand Public Policy Research Program

The Economic and Public Policy Research Program hel pstheregion’sresearchersboth in putting their
initiativesinto practice and injoining anetwork of expertsat international level. Through this program
CAF benefitsfrom the devel opment of topicswhich are onitsagenda, and which are subsequently dis-
seminated and discussed throughout the region. Thisinitiative has been fundamental in drawing up the
Economy and Devel opment Report (RED). Moreover, the debate on issues of relevanceto the public
policy agenda has given rise to and nourished other strategic programs, such as credit operations.
Thanksto support from theinstitution for the dissemination of thesetopics, strategic alliances have
been forged with other study centersin theregion, such asthe Economic Commissionfor Latin Ameri-
caand the Caribbean (ECLAC) and the Fernando Henrique Cardoso I nstitute, among others.

In 2006 the program focused on theissuesof diversificationand productivity. Among
the works selected from the annual research proposals competition and from those commission from
experts, nine research documents were devel oped. These concentrated on therole of clustersand for-
eigndirect investment in the creation of new exports; theimpact of different policieson company pro-
ductivity, and studies of the experience of several Latin American countriesin export diversification,
among other topics. Some of thesewere debated at workshopsheld during theyear. Two editions of the
technical magazine Per spectivaswere published contai ning some of theseresearch papers, aswell asa
book on obstaclestoinnovation and to the devel opment of new export opportunitiesin theregion.

A new book on the region’s financial and macro-economic challenges was pub-
lished, covering therolethat theregion’sfinancial system has played in the transmission of external
shocksand recommending aseriesof policiesthat would contributetoimproving thesystem and reduc-
ing possible adverse effects. CAF a so held aseriesof seminarswith theaim of disseminating theresult
of research effortsin 2005 on the subject of Latin America sinternational insertion. Alsoworth notingis
CAF sactive participationin the X1 Annual Meeting of the L atin American Economists

Association (LACEA), heldin Mexico City, at which it organized aguest session on
the evaluation of social policy inLatinAmerica.

Another important contribution of the Economic and Public Policy Research Pro-
gramwasinthefield of hydrocarbons. Following the Declaration of theAndean Presidential Summitin
Guayaquil, Ecuador, on 26 July 2004, the Inter-American Devel opment Bank and CAF have been back-
ing anumber of studies on the subject. Among other topics, the researchers have been examining com-
petitiveness, theinstitutional framework, environmental and social impact and linksbetween hydrocar-
bonsand other sectorsof theeconomy. Thisresearch underpinsthehydrocarbonspolicieswhichwill be
developedintheregion.

International I nsertion Program

CAF has actively accompanied trade negotiations as part of its shareholder support role. In 2006 the
International Insertion Program for Latin American countries provided finance for five research proj-
ectson trade agreements, particularly focused on agriculture and theimpact of various negotiation sce-
nariosrelating to the DohaRound. In this context, discussionswere held at the World Trade Organiza-
tion the Trade Support initiative, including the activeroleregional development banks—and particular-
ly an organization like CA—needto play in order to guarantee success. Alsoworthy of noteisthe event
held in Santiago de Chile, jointly with the ECLAC Trade Directorate, to discuss both ingtitutions' trade
research agendas. In the framework of this program, CAF also took part in anumber of forumson
government trade policy.
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Other areas
and activities

Regional promation and public outreach

Seminarsand events

During 2006 CAF participated in, organized and sponsored events and seminars on the theme of inte-

gration. Among them were:

m Businessin Latin America. Seminar organized jointly by CAF and Foreign Policy magazine, which
brought together business and financia leaders from the region, as well as from Spain and the
United States, who debated likely political, economic and social scenarios for Latin America

m Economic and Palitical Challenges. A breakfast conference organized by CAF together with Latin
Finance magazine and Merrill Lynch with the aim of generating a debate on the region’s prospects
among the financial community attending the IDB Governors Assembly.

m Opportunities for Investment in Risk Capital in Latin America. Seminar held jointly by CAF and
LAV CA within the framework of the IDB Governors meeting. In its 2006 edition the event focu-
sed on Latin America's competitiveness in global risk capital markets.

m X Conference on Trade and Investment relations between the Region and the United Sates.
Seminar held jointly with Inter American Dialogue and the OAS every year in Washington D.C.
on the subject of the main issues in US-Latin American relations. Offers a space for interaction
and debate between the region’'s political and economic authorities and the government and
Congress of the United States, as well as the academic community and the Washington media

= \What does democracy mean in a global world? Seminar organized by the Agenda Colombia
Foundation and sponsored by CAF, whose main objective was to analyze and generate a discus-
sion on the state of democracy in the region and its links to the economic model. The main spea-
ker was Professor Jagdish Bhagwati of the University of Columbiain the United States.

= |bero-American Business Forum. Seminar organized by CAF and Foreign Policy magazine, the
Fride Foundation and the Toledo International Peace Center, with the aim of creating a space for
encounters and discussions among business leaders from Latin America, Spain and the United
States and politicians on the region’s investment climate, as well as other current regional and
international political and economic topics.

= First International Micro-finance Seminar. A Gamble on the Productive Future of the Country.
Event promoted by CAF, the Banco de la Replblica Oriental del Uruguay (BROU), the National
Development Corporation (CND) and the Budget and Planning Office of the Presidency of the
Republic (OPP), held in Montevideo, Uruguay. The seminar evaluated best micro-financing prac-
ticesin Latin America, covering topics which included prudent regulation to allow the sector to
develop and participation of international sources of finance.

= |nternational Encounter on Business Development in Colombia. Taking part were expertsin busi-
ness development, local and regional authorities and sponsoring organi zations including financial
and non-financia services providers and business “incubators’, among others.

= VI National Seminar on Regional Urban Research: The Collective Construction of the Territory.
Event organized by the Colombian Association of Regional Urban Research and the Universidad
del Rosario, in which CAF presented the main achievements of the Preandino program.
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m \Workshop on public policies for development. Forums and workshops on current issuesin public poli-
ciesin theregion, involving senior academics, public officias and representatives of the private sec-
tor. The following were among the most noteworthy in 2006: Promoting productivity and diversifi-
cation in Latin America; Potentid contribution of the hydrocarbons sector to the Andean
Community; Promoting productivity and diversification in Latin America; Oil Strategies in
Venezuela since Nationdization, 1976-2006, and Prospects for the second round in the Peruvian
elections.

= | atin Americain global commerce workshops. Forums to present the results of the second edition
of the Economy and Development Report: Latin Americain global commerce. Gaining markets.
The audience included representatives of academiaand of the public and private sectorsin Bogota,
Buenos Aires, Caracas, La Paz, Lima, Madrid, New York and Quito.

= X Annual Meeting of the Economic Association of Latin America and the Caribbean, EALAC 2006
Annual conference co-sponsored by CAF and held in Mexico City. Brought together more than 350
participants from al parts of the world, including Nobel Prize-winners, high-ranking public offi-
cials—such as central bank presidents, ministers and ambassadors— senior academics, researchers,
social science students and members of the business community. The meeting served to exchange

ideas and public policy proposals on a number of global topics as well as a series of socia and
economic issues facing the Americas.

m VIl Biarritz Forum. Event held in Biarritz, France, which has become one of the most important
venues for European-Latin American debate. The Forum promotes a high-level debate among
politicians, business leaders, public officias, journalists and academics on the subject of integra-
tion between the two regions.

= Seminars for journalists, editors and media owners. During 2006 CAF held 14 such events, in
which 441 reporters, editors and publisherstook part, in the framework of the Medialmprovement
Program. The Ingtitution has been promoting this program since 2000 and so far more than 2,000
journalists have participated in 69 different meetings. The aim of the program is to contribute to
the strengthening of democratic governance in member nations through the training of reporters
and the creation of spacesin which journalists can reflect on and debate matters of interest to Latin
America. Training workshops were held on economic and socia journalism, photographic cove-

rage of poverty and marginality, and environmental journalism among other topics.

I

From top to bottom:
VII Biarritz Forum.

X Conference on Trade and
Investment relationsin the
Americas.

|bero-American Business Forum.

The presidents of CAF

and the FNPI renewed the
agreement between their two
institutions on strengthening the
region’s communications media.

Totheright:
1V CAF-FNPI Round Table
in Monterrey, Mexico.
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Five other seminars were held:
® |V CAF-GDA democratic governance seminar: electoral processes and political change in Latin
America;
m Sucessful experiencesin the Andean Region and Latin America with media auditability systems,
= Fourth CAF-FINP Round Table, dealing with the role of the editor;
= International Education Seminar organized in conjunction with the Colombian education ministry; and
m Xl Euro-Latin American Communication Forum: Electoral Changes and Outstanding Obligations,
caried out in the framework of activities related to the Ibero-American Summit of Presidents and
Heads of State and Government.
It should be noted that CAF carried out the mgjority of these events jointly with
the Ibero-American New Journalism Foundation, with which it renewed its cooperation agreement.

The Ingtitution also enjoyed the collaboration of other alies, such asthe Grupo Diarios de America,
the Press and Society Ingtitute (Venezuela), the Association of European Journalists and the Florida
International University.

Institutional publications

During 2006 the Institution’s publications focused more closely on subjects related to CAF's devel-
opment agenda in Latin America. For instance, the third part of the Economy and Devel opment
Report was published, along with other economic analysis papers such as Sustainable Finances in
Latin America and their Prospects: an Analysis of Critical Issues for Sustainable Development, a
twice-yearly CAF publication.

On the subject of corporate governance, a fresh revision of Guidelines for an
Andean Code of Corporate Governance was published. This time the document was accompanied
by software that allows companies to evaluate their performance in this area according to the degree
of implementation of the recommended measures. Likewise, the Corporate Governance Manual for
closed-capital companies - Efficient and transparent Management was published as a complement
to the Guidelines. The intention is to facilitate the adoption of relevant practices for shareholders,
directors and executives of family companies.

In relation to the issue of competitiveness, the PAC Collection was launched, including
the series Knowledge Assets, Entrepreneurial Capacity and Institutional Strengthening. The nine
publications that make up these series incorporate the various experiences derived from the PAC.

Thefollowing publications were issued on the subject of infrastructure: Argentina:
Analysis of the Electricity Industry, Venezuela: Analysis of the Transport Sector, Colombia: Analysis
of the Electricity Industry, and South America: Analysis of Air Transport. All belong to the Sectoral
Reports series which CAF launched in 2003 as a means of contributing to the dissemination of the
reforms that South American nations have been introducing in the transport, electricity and telecommu-
nications industries.

On social topics, 2006 saw the launch of the series called Working Papers on Social
and Educational Devel opment with abook entitled Colombia: the current state of technical and tech-
nological education. Thisvolumeisintended to contribute to the debate among those in government
responsible for education policies.

On the environment, CAF published Pre-Andean Summary. An initiative aimed at
reducing disaster risks in development processes, which contains an evaluation of the results of the
Pre-Andean program between 2000 and 2004.
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On the subject of micro-finances, the pamphlet Support for Micro-Finances. CAF
approach outlined the Institution’s goals and scope in this area.

Also worthy of note are the new titles in the Journalists of the XXI Century
Collection: The future of journalism and the professional development of journalists in Latin
America, and Carnival Chronicles. Two new issues of CAF magazine Snergia Latinoamericana
were aso published.

Internal organization

CAF is engaged in a permanent process of modernization and adaptation in order to meet the needs
of shareholders and clients in an effective and opportune fashion. In 2006, the focus was on consoli-
dating the structural changes carried out during the previous year and inimproving theinternal organ-
ization so as to strengthen the institution’s competitive advantages.

In terms of human capital management, a series of initiatives were undertaken to
optimize processes of selection and devel opment. In operations and technol ogy, the Institution began
to develop a Disaster Recovery Plan as part of the Corporate Contingencies Program, while at the
same time major steps were taken towards the adoption of better practices and industry standardsin
relation to operations and information security.

In line with new methods of delegation approved by the Directorate and CAF's
current business needs, the Credit Guidelines Manual was approved and published, in a bid to
strengthen the integrated approach to risks. At the same time, the first internal assessment of the credit
and investment portfolio was carried out, and atransition matrix of rated |oanswas designed, in order
to improve performance projections.

The Ingtitution launched a program of corporate alignment, designed to help the
different branches of the Organization to update their management models and thereby achieve higher
levelsof efficiency in carrying out their responsibilities under CAF's strategic agenda, minimizetheir
operationa risks, optimize the use of internal talent and increase CAF's flexibility and capacity to
respond to the needs of its clients and shareholders.

The planning process for the construction of a new Representative Office of CAF
in LaPaz and the refurbishment of the Representative Office in Ecuador were both completed, along
with modifications to various offices in the headquarters building.

One of the most important initiatives of the year in the communications field was
the launch of a project to redesign the navigation software of the Institution’s website, with the aim
of making it easier to use and providing more user-friendly content, so asto enhance the Institution’s
image and positioning.
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Clients,
products
and services

CAF SACTIVITIESareaimed at supporting sustainable devel opment and regional inte-
gration among its shareholder countries. Asamultilateral source of financial resources, the Institution
attractsfundsfrominternational marketsto L atin America, with theobjective of promotinginvestment and
tradeopportunitiesintheregion. Likewise, CAF providesgenerally non-reimbursableresourcesfor aseries
of gpecid programsthat supportitsmissionintheframework of itsfor Comprehensive Devel opment Agenda.

Thesefunds are devoted to socio-economic devel opment in sharehol der countries,
through the financing of operations that contribute to improving the competitiveness of their
economies, the devel opment of infrastructure, physical integration, the promotion of micro-, small and
medium-si zed businesses, the strengthening of financial markets, the development of human capital
and thereform and modernization of states.

Clients

Thelngtitution offersfinancial productsand servicesto sharehol der statesand public, privateand mixed-
capital companiesbased in shareholder countries.

Support for theprivatesector

The private sector hasadirectimpact asawealth ~ developments. It offersdirect assistance through

creator, agenerator of employment and a traditional term loansand indirect assistance
promoter of trade and markets. Companiesaso through partial cover guaranteesfor government
have akey multiplier rolein education and obligationsin the underlying transactions
technology transfer. or part-financing.

CAF promotesthe participation of the Anexampleof CAF sactivitiesinthis
private sector ininvestment projectsinthe regard isthe advice given on the structuring of
productive sectors of shareholder countries. concessionsin theframework of Peru’s Inter-

In addition, theinstitution offersadvice on Oceanic Roads project, which was successfully
governance, corporate governance and the financed by the private sector.

promotion of corporate socia responsibility,
which also requiresthe active participation of the
sector, and structures physical integration projects
insuch away asto include private sector
participation, on account of thelarge capital
investmentsinvolved ininfrastructural
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Support for thefinancial sector

With the aim of developing and strengthening
relationswith the financial sector of shareholder
countries, CAF set up the Vice-presidency for
Financial Systems. The new institutional model
incorporatesthe devel opment of abusiness
relationship with public- and private-sector
financial ingtitutions, aswell asingtitutional and
sectoral support to government and supervisory
bodies and professiona and trade associations.
At the end of 2006 theloans, guaranteesand

Ecuadorean Central Bank, to confirm let-
ters of credit for imports.

Increased credit facilities to selected banks
in Colombia, Peru and Brazil.

Established new credit facilities for selected
banks in Bolivia.

Resumed business relations with the main
banks of Brazil.

Initiated institution-building programs

and signed technical cooperation agree-

risk capital portfolio for thefinancial sector stood

at US$833 million.

Inthe course of the year, CAF:
m Set up acredit facility for the

ments with Nafibo (Bolivia), the
Superintendencia de Banca y Seguros of
Peru, the Comision Nacional de Valores of
Venezuela and the Banco Industrial ~ de
\enezuela.

Productsand services

The products and services offered by CAF are mainly aimed a supporting the implementation of its
Agendafor Comprehensive Development and its special programs. They include a series of finan-
cial toolsdesigned to meet clients’ requirements and market opportunities, under the following
headings:

L oans
Loansrepresent CAF'smain financing tool. They are employed in investment projects and activities
corresponding to the I nstitution’scorporate mission.

Project financing

Project Financing loans are all ocated to devel op and execute projectsin road trans-
portation, telecommunications, water and environment, border devel opment and the physical integra-
tion of shareholder countries. CAF a so providesfinancing to corporate projectsintheindustrial field, to
enhance and renovate productive capacity and toinsert businessesinto regional and global markets.

Creditlines
Credit linesalow the I nstitution to offer maximum resourcesfor agiven period without
anexpresscommitment totheclient.

Project gructuringand financing

CAF actively participatesin thefinancing of projects structured with limited guaran-
tees (limited recourselending). Thiscategory ismainly utilized for thefinancing of BOO (Build, Operate
and Own) operationsin theinfrastructure sector, generally arising from concessions granted by govern-
ments, or tofinance oil and gas, mining and other extractive projects.
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Co-financing

Co-financingisatypeof loan that complementsfinancial resourcesprovided by CAF
and attractsexternal capital totheregion. Throughtheseinstruments, thelnstitution grantstheA portion
of theloan using itsown resources, whiledistributing the B portion among international banksand insti-
tutional investors.

In addition, CAF co-finances operations with other multilateral organizations, such
asthe Inter-American Development Bank, the World Bank, the International Investment Corporation,
theNordic Investment Bank, the International Finance Corporationand thelnternational Fundfor Agri-
cultural Development, aswell aswith official bodiesand local andinternational private banks.

Guarantees
Guarantees are used by the Institution to back up credit operations approved by other sourcesfor gov-
ernments, businessesand financial institutions.

Partial Credit Guarantees

Partial Credit Guarantees (PCG) arefinancid instrumentsthrough which aportion of
thecredit risk of aclient’sobligationisguaranteed to athird party. Through thismechanism, CAF attracts
fresh resourcesto the region and stimulatesthe activities of private financia sourcesby offering condi-
tionsthat would otherwisenot beavailable.

Treasury services
Treasury servicesincludedepositsviathemoney desk, from overnight to 12 months, offered by CAFtoits
shareholder countries.

Equity investments
Equity investments are capital investments utilized by CAF to support business development in
shareholder countriesand their accessto capital, aswell asto attract resourcesto theregion.

Cooperation funds

CAF uses cooperation funds to finance specialized operations that complement the existing technical
capacity of shareholder countries, to promote specia programsthat contribute to sustainable devel op-
ment and regional integration. These funds are either reimbursable, non-reimbursable or conditional
recovery, depending on the nature and purpose of the operation.

Cooperation fundsare primarily intended to support reformsrel ated to state moderni-
zation processes, such as privatization, administrative decentralization and institutional fortification.
They also contribute to export and investment plans, the development and integration of theregion’s
financial and capital markets, technology transfer and adaptation, environmental protection, social
development and the promotion of cultural values.

CAF also administrates and supervises funds, mostly non-reimbursable, belonging
to other countriesand bodies, which aredevoted to financing programs agreed with donor bodiesandin
accordancewith the policiesand strategies of the Ingtitution.
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Innovative products
Public/PrivateParticipations

CAF actively participatesin the structuring of financing
operationswith the private sector, in order to overcomethe
shortage of funds availableto financeinfrastructural projects.
Through this participation, CAF contributesto the process of

Financing Compensation Fund (FCF)

The Financing Compensation Fund (FCF) isamechanism
created by CAF to reducethe cost of sovereign risk project
financing with ahigh devel opment component. The Fund gives
priority to projectswhich: (i) directly benefit margina communities
inthe areaof drinking water and drainage, health and

Fund for thePromation of Sustainable I nfrastructureProjects
The Fund for the Promotion of Sustainable Infrastructure
Project (Proinfra) isdesigned to finance the preparation,
financial structuring and evaluation of sustainableinfrastructure
projectswith asignificant impact on the region’s economies
and which contributeto theintegration of sharehol der
countries. CAF gives priority to projectswhich represent
innovative approaches to the application of financial structures
and contribute to developing or strengthening the country’s
capacity to plan, prepare or financeinfrastructural projects.
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financial engineering needed to structure thistype of operation,
offersadviceto the partiesinvolved, and promotesthe

devel opment and strengthening of capital markets. In some cases
the Ingtitution also participatesin thefinancing of the operation.

environmental clean-ups, education, and rural and community
development; (i) reduce asymmetries between countries;

(iii) have been defined as priorities by the countriesthemselves.
To thisend, the FCF provides non-rei mbursable financing for
part of theinterest and commission costsof eligible operations.

Proinfrafundsare utilized to finance infrastructural studies
by sector, investment options, pre-feasibility, feasibility and
detailed engineering studies, aswell as studies of
environmental and social impact. They are also used for
consultancy in relation to project structuring and finance,
concession and tendering processes, technical assistance
inthe creation and fortification of public investment planning
systems and Public/Private Participations.
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I ndependent
auditors

report

TheBoard of Directorsand Stockholders of
Corporacion Andinade Fomento (CAF):

We have audited the accompanying balance sheets of Corporacion Andina de
Fomento (CAF) asof December 31, 2006 and 2005, and the rel ated statements of income, stockholders
equity and cash flowsfor the yearsthen ended. Thesefinancia statements are the responsibility of the
Corporation’s management. Our responsibility isto express an opinion on thesefinancial statements
based on our audits.

We conducted our auditsin accordancewith auditing standardsgenerally acceptedin
theUnited Statesof America. Those standardsrequirethat we plan and perform theaudit to obtain rea-
sonable assurance about whether thefinancial statements are free of material misstatement. An audit
alsoincludesconsi deration of internal control over financial reporting asabasi sfor designing audit pro-
ceduresthat areappropriatein the circumstances, but not for the purpose of expressing an opiniononthe
effectivenessof the Corporation’sinternal control over financia reporting. Accordingly, weexpressno
such opinion. An audit includes examining, on atest basis, evidence supporting the amounts and dis-
closuresinthefinancia statements. Anaudit alsoincludesassessing the accounting principlesused and
significant estimates made by management, aswell as evaluating the overall financial statement pres-
entation. Webelievethat our audits provide areasonablebasisfor our opinion.

Inour opinion, thefinancial statementsreferred to above present fairly, in all materi-
al respects, thefinancial position of Corporacion Andinade Fomento (CAF) as of December 31, 2006
and 2005, and theresults of itsoperationsand its cash flowsfor theyearsthen ended in accordancewith
U.S. generally accepted accounting principles.

KING

January 30, 2007
Caracas, Venezuela

Alcaraz Cabrera Vésquez, firma venezolana miembro de KPMG Internacional, una cooperativa Suiza.
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Balance sheets

Corporacion Andinade Fomento
Annual Report 2006

Balance sheets. December 31, 2006 and 2005

(In thousands of U.S. dollars)

2005 | 2005 |

Assets
Cash and due from banks 8,997 1,740
Deposits with banks 2 353,442 334,571
Marketable securities
Trading 3 1,001,618 1,105,568
Held-to-maturity 3 356,128 87,885
Other investments 2 210,430 258,576
Loans 4 8,097,472 7,346,978
Less loan commissions, net of origination costs 59,982 57,023
Less allowance for losses 4 188,608 161,629
Loans, net 7,848,882 7,128,326
Equity investments 5 93,426 114,646
Interest and commissions receivable 226,530 181,939
Property and equipment 6 23,931 10,986
Other assets 7 316,109 258,092
Total assets 10,439,493 9,482,329
Liabilities and Stockholders Equity

Deposits 8 449,797 386,419
Commercial paper 9 773,354 710,270
Advances and short-term borrowings 339,256 443,707
Bonds 10 4,362,161 4,061,108
Borrowings and other obligations 11 559,135 489,972
Accrued interest and commissions payable 136,878 110,954
Accrued expenses and other liabilities 12 126,185 42,738
Total liabilities 6,746,766 6,245,168

Subscribed and paid-in capital
(authorized capital US$ 5,000 million) 1,870,615 1,681,885
Additional paid-in capital 256,707 239,524
Reserves 1,244,752 1,032,514
Retained earnings 320,653 283,238
Total stockholders equity 14 3,692,727 3,237,161
Total liabilities and stockholders’ equity 10,439,493 9,482,329

See accompanying notes to the financial statements.
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Statements of income
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Annual Report 2006

Statements of income. Years ended December 31, 2006 and 2005

(In thousands of U.S. dollars)

2006 2005

Interest income

Loans 1(f) 600,784 462,716
Investments and deposits with banks 1(e) 95,830 59,433
Loan commissions 1(f) 38,892 25,423

Total interest income 735,506 547,572

Interest expense

Deposits 20,587 12,319
Commercial paper 28,831 15,789
Advances and short-term borrowings 13,804 12,986
Bonds 264,424 188,551
Borrowings and other obligations 31,077 21,069
Commissions 5,350 4,871

Total interest expense 364,073 255,585

Net interest income 371,433 291,987

Provision for (credit to) allowance for loan losses 4 19,000 (24,500)

Net interest income, after provision for
(credit to) allowance for loan losses 352,433 306,487

Non-interest income

Other commissions 4,090 5,814
Dividends and equity in earnings of investees 5,126 13,358
Ineffectiveness arising from fair value hedges 4,372 (1,146)
Other income 1,399 1,721
Total non-interest income 14,987 19,747

Non-interest expenses

Administrative expenses 46,414 42,640
Impairment charge for equity investments 5 190 24
Other expenses 163 332
Total non-interest expenses 46,767 42,996
Net income 320,653 283,238

See accompanying notes to the financial statements.
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Statementsof stockholders equity
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Statements of stockholders' equity. Years ended December 31, 2006 and 2005

(In thousands of U.S. dollars)

Reserve pursuant to Total
Subscribed Additional stock-
and paid- _ paid- General Article N° 42 Total Retained holders
Note in capital in capital reserve of by-laws reserves earnings equity

Balances at December 31, 2004 1,498,675 220,072 660,067 206,074 866,141 207,753 2,792,641
Capital increase 14 95,110 107,552 - - - - 202,662
Stock dividends 14 88,100 (88,100) : - - : -
Net income 14 - - - - - 283,238 283,238
Appropriated for general reserve 14 - - 145,573 - 145,573 (145,573) -

Appropriated for reserve pursuant to

Article No. 42 of by-laws 14 - - - 20,800 20,800 (20,800) -
Distributions to stockholders' funds 15 - - - - - (41,380) (41,380)
Balances at December 31, 2005 1,681,885 239,524 805,640 226,874 1,032,514 283,238 3,237,161
Capital increase 14 95,355 110,558 - - - - 205,913
Stock dividends 14 93,375 (93,375) : - - : -
Net income 14 - - - - - 320,653 320,653
Appropriated for general reserve 14 - - 183,738 - 183,738 (183,738) -

Appropriated for reserve pursuant to

Atticle No. 42 of by-laws 14 - - - 28,500 28,500 (28,500) -
Distributions to stockholders’ funds 15 - - - - - (71,000) (71,000)
Balances at December 31, 2006 1,870,615 256,707 989,378 255,374 1,244,752 320,653 3,692,727

See accompanying notes to the financial statements.
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Statementsof cash flows
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Statements of cash flows. Years ended December 31, 2006 and 2005

(In thousands of U.S. dollars)

205 J| 2005
Cash flows from operating activities :

Net income 320,653 283,238
Adjustments to reconcile net income to net cash provided

by operating activities -

Gain on sale of trading securities & (4) (56)
Amortization of loan commissions,

net of origination costs (13,764) (13,655)
Provision for (credit to) allowance for loan losses 4 19,000 (24,500)
Impairment charge for equity investments 5 190 24
Equity in earnings of investees (2,447) (8,273)
Amortization of deferred charges 2,971 3,138
Depreciation of property and eguipment 6 3,234 3,115
Loss on sale of property and equipment - 37
Provision for employees’ severance indemnities

and benefits 5,476 4,544
Provision for employees' savings plan 1,491 1,497

Net changes in operating assets and liabilities

Severance indemnities paid or advanced (3,055) (2,863)
Employees’ savings plan paid or advanced (606) (1,532
Trading securities, net 3 103,954 (87,796)
Interest and commissions receivable (44,591) (30,892)
Other assets 5,987 (11,517)
Accrued interest and commissions payable 25,924 15,097
Accrued expenses and other liabilities (46,261) (61,395)

Total adjustments and net changes in operating
assets and liabilities 57,499 (205,027)
Net cash provided by operating activities 378,152 78,211

Cash flows from investing activities :

Purchases of held-to-maturity securities 8 (1,692,804) (732,383)
Maturities of held-to-maturity securities 3 1,424,561 810,860
Purchases of other investments 2 (588,132) (634,244)
Maturities of other investments 2 636,278 546,189
Loan origination and principal collections, net 4 (669,082) (175,832)
Equity investments 5 23,477 5,738
Purchases of property and equipment 6 (16,179) (1,489)
Net cash used in investing activities (881,881) (181,161)
Carried forward (503,729) (102,950)
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Statementsof cash flows
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Continued

Statements of cash flows. Years ended December 31, 2006 and 2005

(In thousands of U.S. dollars)

200 J§ 205

Brought forward (503,729) (102,950)

Cash flows from financing activities :

Net increase in deposits 63,378 181,073
Net increase in commercial paper 60,182 3,213
Proceeds from advances and short-term borrowings 864,993 997,624
Repayment of advances and short-term borrowings (969,444) | (1,056,878)
Proceeds from issuance of bond 10 810,228 584,332
Repayment of bonds 10 (504,678) (724,624)
Proceeds from borrowings and other obligations 11 154,227 20,000
Repayment of borrowings and other obligations 11 (83,942) (99,504)
Distributions to stockholders' funds 15 (71,000) (41,380)
Proceeds from issuance of shares 14 205,913 202,662
Net cash provided by financing activities 529,857 66,518
Net increase (decrease) in cash and cash equivalents 26,128 (36,432)
Cash and cash equivalents at beginning of year 336,311 372,743
Cash and cash equivalents at end of year 362,439 336,311
Consisting of :
Cash and due from banks 8,997 1,740
Deposits with banks 353,442 334,571
362,439 336,311

Supplemental disclosure :

Interest paid during the year 327,725 235,717

Noncash financing activities -
Change in other assets due to fair value
hedging relationships 70,044 (410,761)
Change in other liabilities due to fair value

hedging relationships 68,077 2,781

See accompanying notes to the financial statements.
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Notestothefinancial statements

CorporacionAndinade Fomento
December, 31, 2006 and 2005
(Inthousandsof U.S. dollars)

() Significant Accounting Policies

(a) Description of Business

Corporacion Andinade Fomento (“ CAF” or the“ Corporation”) commenced opera-
tionson June 8, 1970 established under public international law which abides by the provisionsof itsby-
laws. Series“A” and“B” Shareholder countriesare: Bolivia, Colombia, Ecuador, Peru and Venezuela.
Series" C” Shareholder countriesare: Argentina, Brazil, Chile, CostaRica, Dominican Republic, Jamaica,
Mexico, Paraguay, Panama, Spain, Trinidad and Tobago and Uruguay. In addition, there are 15 banks
whichareSeries*B” shareholders. The Corporation hasitsheadquartersin Caracas, Venezuela.

TheCorporation'sprincipal activity isto provideshort, medium andlong-termloansto
financeprojects, working capita , tradeactivitiesand to undertakefeasibility studiesfor investment oppor-
tunitiesinits Shareholder countries.

(b) Financial StatementsPresentation

Thefinancial statementshave been preparedin accordancewith U.S. generally accept-
ed accounting principlesand thefunctional currency istheU.S. dollar.

In preparing financial statementsin conformity with U.S. generdly accepted account-
ing principles, management is required to make estimates and assumptions that affect the reported
amounts of assetsand liabilities as of the date of the balance sheet and reported amounts of revenuesand
expensesduring thereporting period. Actua resultscould differ from those estimates.

Certainamountsintheprior year havebeenreclassifiedto conformtothecurrentyear’'s
presentation.

(c) Foreign Currency Transactions

Transactionsin currencies other than U.S. dollarsaretrand ated at exchangerates pre-
vailing ontheinternational market at the dates of the transactions. Foreign currency balancesaretrand at-
ed at year-end exchangerates. Any gainsor losseson foreign exchangeincluding related hedge effectsare
includedin the statement of income and arenot significant.

(d) Cash Equivalents
Cash equiva entsare defined as cash, duefrom banksand depositswith banks.

(e) Marketable Securities

The Corporation classifiesits debt securitiesin one of two categories: trading or held-
to-maturity. Trading securitiesare bought and held principally for the purpose of selling them in the near
term. Held-to-maturity securities are those securitieswhich the Corporation hasthe ability and intent to
hold until maturity.

Trading securitiesarerecorded at fair value. Unrealized gainsand losses on trading
securitiesareincludedin earnings.

Held-to-maturity securitiesare recorded at amortized cost, adjusted for theamortiza-
tion or accretion of premiumsor discounts. A declinein the market value of any held-to-maturity security
below cost that isdeemed to be other than temporary resultsinareductionin carrying amount. Theimpair-
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ment ischarged toincomeand anew cost basisfor the security isestablished. Premiumsand discountsare
amortized or accreted over thelife of therelated held-to-maturity security asan adjustment toyield using
theeffectiveinterest method.

Dividend andinterestincomearerecognized when received and earned, respectively.

(f) Loans

The Corporation grants short, medium and long-term | oansto finance projects, work-
ing capital, trade activities and undertake feasibility studiesfor investment opportunitiesin its member
countries. Loansarereported at their outstanding unpaid principal balances adjusted for charge-offs, less
thealowancefor loan losses and |oan commissionsnet of origination costs. Interest incomeisaccrued on
theunpaid principal balance. Loan commission fees, net of certain direct origination costs, are deferred
and recognized as an adjustment of therelated loan yield using the interest method and are presented as
loan commissionsinthe statement of income.

Theaccrua for interest on loansisdiscontinued at thetime a private sector loanis90
days (180 daysfor public sector [oans) delinquent unlessthe credit iswell-secured and in process of col-
lection.

All interest accrued but not collected for |oansthat are placed on nonaccrual or charged
off isreversed againgt interest income. Theinterest on theseloansisaccounted for on the cash-basis, until
qualifying for returnto accrual. Loansarereturned to accrual statuswhen all the principal and interest
amountscontractua ly dueare brought current and future paymentsarereasonably assured.

The nonaccrua loansare considered impaired. Factors considered by management in
determining impairment include paymentsstatus, collatera value, and the probability of collecting sched-
uled principa andinterest paymentswhen due.

(9) Equity Investments

CAF participateswith equity investmentsin companiesand investment fundsin strate-
gic sectors, with aview to promoting the devel opment of such companiesand their participationinthe
securitiesmarketsand to serve asacatal ytic agent in attracti ng resourcesinto the Sharehol der countries.

Equity investmentsareaccounted for using theequity method or at cost. If the Corpora
tion has the ability to exercise significant influence over the operating and financial policies of the
investee, whichisgenerally presumed to exist at a20% of equity ownership level, the equity investments
are accounted for using the equity method. Under the equity method, the carrying value of the equity
investment isadjusted for itsproportionate share of earningsor losses, dividendsreceived and certain oth-
er transactionsof theinvestee company.

A declineinthe market value of any equity investment accounted for at cost, that is
deemed to beother than temporary, resultsinareductionin carrying amount tofair value. Theimpairment
ischargedtoincomeand anew cost basisfor theinvestment isestablished.

(h) Allowancefor L oan L osses

Theallowancefor loan|ossesismaintained at alevel the Corporation believesisade-
quate but not excessiveto absorb probabl el ossesinherent in theloan portfolio asof the date of thefinan-
cia statements. Thegeneral alowancefor loanlossesisestablished by the Corporation based ontheindi-
vidual risk rating for thelong-term foreign currency debt of the borrower countrieswhichisassigned by
theinternational risk rating agencies as of the date of the financial statements preparation. This country
risk rating considersadefault probability. 1nthe caseof the sovereignloan portfolio afactor of preferred
creditor statusisalso considered.

124



A specific alowanceis established by the Corporation for thoseloansthat are consid-
eredimpaired. Aloanisconsidered asimpaired when based on currently availableinformation and events,
there existsthe probability that CAF will not recover thetotal amount of principa and interest asagreedin
thetermsof theoriginal loan contract. Theimpai rment of loansisdetermined on aloan by |oan basisbased
onthepresent val ue of expected future cash flows, discounted at theloan’seffectiveinterest rate.

Loan losses are charged against the allowance when management believes the uncol-
lectibility of aloan baanceisconfirmed. Subsequent recoveries, if any, are credited to theallowance.

(i) Property and Equipment
Property and equipment are stated at cost |ess accumulated depreciation. Depreciation,
caculated onthestraight-linemethod, ischarged to operationsover theestimated useful livesof assets.

(i) Employees Severancelndemnities

The Corporation accruesfor employees severanceindemnitiesin accordancewiththe
Corporation’s personnel regulationsand the Partial Reform of the Organic Labor Law of the Bolivarian
Republic of Venezuela, which establish that employees are entitled to an indemnity upon thetermination
of employment, equivalent to five days remuneration for each month of service, plustwo daysfor each
year of service up to amaximum of 30 days, commencing from the second year. Under certain circum-
stancesthereformed law al so providesfor the payment for unjustified dismissal. Theaccrud ispresented
net of advancesand interestispaid annualy onthe outstanding balance.

(k) Pension Plan

The Corporation established in March 2005 adefined benefit pension plan (the Plan).
The Planiscontributory and the benefits are based on years of service and the average employee'ssaary
for thethree consecutiveyearsof servicewiththehighest salary.

() Derivativel nstrumentsand HedgingActivities

All derivativesare recognized on the balance sheet at their fair value. Onthedatethe
derivative contract isentered into, the Corporation designatesthe derivative as either ahedge of thefair
value of arecognized asset or liability or of an unrecognized firm commitment (“fair value” hedge), a
hedge of aforecasted transaction or the variability of cash flowsto bereceived or paid related to arecog-
nized asset or liahility (“cashflow” hedge), or aforeign-currency fair-vaue or cash-flow hedge (“foreign
currency” hedge). The Corporation formally documentsall rel ationships between hedging instruments
and hedged items, aswell asitsrisk-management objective and strategy for undertaking various hedge
transactions. Thisprocessincludeslinking all derivativesthat are designated asfair-value, cash-flow, or
foreign-currency hedgesto specific assetsand liabilities on the balance sheet or to specific firm commit-
ments or forecasted transactions. The Corporation also formally assesses, both at the hedge' sinception
and on an ongoing basis, whether the derivativesthat are used in hedging transactionsare highly effective
inoffsetting changesinfair valuesor cash flowsof hedged items. Whenitisdeterminedthat aderivativeis
not highly effectiveasahedge or that it has ceased to be ahighly effective hedge, the Corporation discon-
tinueshedge accounting prospectively.

Changesinthefair value of aderivativethat ishighly effective and that is designated
and qualifiesasafair-value hedge, dong with theloss or gain on the hedged asset or liability or unrecog-
nized firm commitment of the hedged item that is attributabl e to the hedged risk, arerecorded in income.
Changesinthefair value of aderivativethat ishighly effective and that isdesignated and quaifiesasa
cash-flow hedgearerecorded in other comprehensiveincome, until incomeisaffected by thevariability in
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cashflowsof thedesignated hedged item. Changesinthefair vaue of derivativesthat arehighly effective
ashedgesand that are designated and qualify asforeign-currency hedgesarerecorded in either incomeor
other comprehensiveincome, depending onwhether the hedgetransactionisafair-vaue hedge or acash-
flow hedge.

The Corporation discontinues hedge accounting prospectively when it is determined
that the derivativeisno longer effectivein offsetting changesin thefair value or cash flows of the hedged
item, thederivativeexpiresorissold, terminated, or exercised, thederivativeisde-designated asahedging
instrument, becauseitisunlikely that aforecasted transaction will occur, ahedged firm commitment no
longer meetsthe definition of afirm commitment, or management determinesthat designation of the
derivativeasahedging instrumentisnolonger appropriate.

When hedge accounting is discontinued becauseit is determined that the deriva-
tive no longer qualifies as an effective fair-value hedge, the Corporation continuesto carry the
derivative on the balance sheet at itsfair value, and no longer adjusts the hedged asset or liability
for changesin fair value. The adjustment of the carrying amount of the hedged asset or liability is
accounted for in the same manner as other components of the carrying amount of that asset or lia-
bility. When hedge accounting is discontinued because the hedged item no longer meets the defi-
nition of afirm commitment, the Corporation continuesto carry the derivative on the bal ance sheet
atitsfair value, removesany asset or liability that was recorded pursuant to recognition of thefirm
commitment from the balance sheet and recognizes any gain or lossin income. When hedge
accounting is discontinued because it is probable that aforecasted transaction will not occur, the
Corporation continuesto carry the derivative on the balance sheet at itsfair value, and gains and
losses that were accumulated in other comprehensive income are recognized immediately in
income. In all situationsin which hedge accounting is discontinued, the Corporation continuesto
carry thederivativeat itsfair value on the bal ance sheet, and recognizesany changesinitsfair val-
ueinincome.

(2) Depositswith Banksand Other Investments

Depositswith banks maturein threemonths or lessand include thefollowing:

December 31,
2006 2005
U.S. dollars 350,820 331,098
Other currencies 2,622 3,473
353,442 334,571

Deposits with maturities over 90 days are reported in the balance sheets as other
investments.
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(3) Marketable Securities

Trading Securities
A summary of trading securitiesfollows:

Average Average
Amount maturity (years) yield (%)
At December 31, 2006 -

U. S. Treasury Notes 49,904 0.42 3.24

Bonds of non-U.S. governments and

government entities 149,648 1.61 6.07
Financial ingtitutions and corporate securities 802,066 153 5.47
1,001,618 1.49 5.45

At December 31, 2005 -
U. S. Treasury Notes 39,762 0.37 3.56

Bonds of non-U.S. governments and

government entities 237,616 1.47 3.66
Financial institutions and corporate securities 828,190 1.83 4.04
1,105,568 1.70 3.9

Trading securitiesinclude net unrealized gains of US$ 167 and US$ 332 at Decem-
ber 31, 2006 and 2005, respectively.

Held-to-M aturity Securities
A summary of held-to-maturity securitiesfollows:

Gross Gross

Amortized unrealized unrealized

cost holding gainsjll holding losses Fair value

At December 31, 2006 -

Bonds of non-U.S. governments and

government entities 60,483 17 - 60,500

Financial institutions and corporate

securities 295,645 - - 295,645
356,128 17 - 356,145

At December 31, 2005 -

U. S. Treasury Notes 5,001 - (21) 4,980

Bonds of non-U.S. governments and

government entities 37,884 5 (21) 37,868

Financial institutions and corporate

securities 45,000 - - 45,000
87,885 5 (42 87,848
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At December 31, 2006 -

Loans

Fair vaue adjustments on hedging activities 27

Carrying value of loans
At December 31, 2005 -

Loans

Fair value adjustments on hedging activities 340

Carrying value of loans

Held-to-maturity securitiesmatureasfollows:

December 31,
Remaining Maturities -
Less than one year 316,644 80,373
Between one and two years 14,996 7,512
Between two and three years 10,496 -
Between three and four years 13,992 -
356,128 87,885

(4) Loans

L oansinclude short, medium and long-term loans to finance projects, working capital and trade
activities. Themajority of theloan contractshave been subscribed withthe Series“A” and “B” Share-
holder countries, or with private institutions or companies of these countries.

L oansby country are summarized asfollows:

1,024,293 | 1,619,530 1,370,785 1,801,741 | 1,723,523 557,573 8,097,445

8,097,472

981,643 | 1,899,517 1,230,543 1,712,262 | 1,134,678 387,995 7,346,638

7,346,978

Fair value adjustmentsto the carrying val ue of loans represent adjustmentsto the
carrying value of transactionsin designated fair value hedging rel ationships.

At December 31, 2006, loansin other currencies were granted for an equivalent of
US$ 4,066, principally in Peruvian nuevos soles. At December 31, 2006 and 2005, loansinclude fixed
interest rateloansof US$ 78,987 and US$ 104,052, respectively.

Theloan portfolio compositionand averageyield of |oansdisbursed and outstanding are summarized bel ow:

December 31,

2006 2005

Average Average
Amount yield (%) Amount yield (%)

Loans 8,097,445 ‘ 8.19 ‘ 7,346,638 ‘ 7.42 ‘

128



Loansby industry segmentsareasfollows:

December 31,

Agriculture, hunting and forestry 142,056 2 220,279 8
Exploitation of mines and quarries 60,000 1 10,000 1
Manufacturing industry 193,379 2 168,633 2
Supply of electricity, gas and water 908,160 11 838,646 11
Transport, warehousing and communications 3,189,947 39 2,751,072 37
Commercial banks 460,089 6 492,515 7
Development banks 266,468 3 252,742 3
Social and other infrastructure programs 2,850,809 35 2,582,288 35
Other activities 26,537 1 30,463 1

8,097,445 100 7,346,638 100

Loansmatureasfollows:

December 31,

2006 2005

Remaining maturities -

L ess than one year 1,438,002 1,374,268
Between one and two years 997,762 996,721
Between two and three years 991,247 910,545
Between three and four years 848,419 764,184
Between four and five years 839,428 722,714
Over five years 2,982,587 2,578,206

8,097,445 7,346,638

At December 31, 2006 and 2005, all loanswere performing except for certain loans
which were classified asimpaired and werein nonaccrual status. At December 31, 2005, the carrying
value of impaired |loanswas approximately US$ 1,332. The average recorded investment inimpaired
loans during the years ended December 31, 2006 and 2005 was approximately US$ 199 and US$ 9,331,
respectively.

Had theseloansnot beeninimpairment status, incomefor theyearsended December
31, 2006 and 2005 would have increased by US$ 16 and US$ 577, respectively. During the year ended
December 31, 2005, therewereinterest collectionsagainst impaired loansamounting to US$ 76.
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Loan Participationsand A/B Loans
The Corporation administers|oan participations provided to clients, and assumesthe credit risk only
for that portion of theloan owned by the Corporation. During 2006 and 2005, the Corporation admin-
istered loans of this nature whereby other financial institutions provided funds amounting to US$
69,833 and US$ 441,221, respectively.

Allowancefor Loan Losses
Movements of the allowancefor loan |ossesfollow:

December 31,
2006 2005
Balances at beginning of year 161,629 181,801
Provision for (credit to) results of operations 19,000 (14,500)
Recoveries 9,043 4,696
L oans charged-off (1,064) (10,368)
Balances at end of year 188,608 161,629
(5) Equity Investments
A summary of equity investmentsfollows:
December 31,

2006 2005

Direct investments in companies (including investments
accounted for using the equity method of US$ 5,668
and US$ 5,456, at December 31,2006 and 2005, respectively) 10,371 10,640

Investment funds (including investments accounted
for using the equity method of US$ 62,197 and US$ 72,826,
at December 31, 2006 and 2005, respectively) 83,055 104,006

93,426 114,646

The Corporation recorded an impairment charge of US$ 190 and US$ 24 for the
years ended December 31, 2006 and 2005, respectively, related to equity investments accounted for
at cost.
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(6) Property and Equipment

A summary of property and equipment follows:

December 31,
Land 14,069 796
Buildings 19,353 19,353
Buildings improvements 10,939 10,035
Furniture and equipment 8,298 6,323
Vehicles 328 328
52,987 36,835
L ess accumulated depreciation 29,056 25,849
23,931 10,986

Depreciation is provided for property and equipment on the straight-line method over the estimated
useful livesof the respective classes of assets, asfollows:

Buildings 15 years
Buildings improvements 5 years
Furniture and equipment 2to5years
Vehicles 5 years
(7) Other Assets

A summary of other assetsfollows:

December 31,

Deferred charges 27,170 36,629
Derivative assets (see note 17) 285,364 215,320
Other assets 3,575 6,143

316,109 258,092
(8) Deposits

The Corporation’s deposits of US$ 449,797 at December 31, 2006 mature in 2007 (US$ 386,419 at
December 31, 2005 - maturein 2006).
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December 31,

U.S. dollars

Yen

Colombian Pesos
Pounds Sterling

Euros

Peruvian Nuevos Soles

Venezuelan Bolivars

Fair value adjustments on
hedging activities

Carrying value of bonds

(9) Commercial Paper

The Corporation’s commercial paper of US$ 773,354 at December 31, 2006 matures in 2007 (US$
710,270 at December 31, 2005 - maturesin 2006). At December 31, 2006 and 2005, the interest rates
on commercial paper ranged from 3.62% to 5.43% and from 4.23% to 4.60%, respectively.

(10) Bonds

Ananaysisof bondsfollows:

2006 2005
Weighted Weighted
Principal outstanding average Principal outstanding average
At original At spot cost, after At original At spot cost, after
exchange exchange swaps (%) exchange exchange swaps (%)
rate rate (Year-end) rate rate (Year-end)
2,630,340 2,630,340 2,451,128 2,451,128 5.31
184,332 168,011 5.96 385,945 382,231 4.49
100,000 121,500 5.43 100,000 119,003 4.65
63,405 79,783 7.97 272,193 300,982 7.23
998,659 1,187,727 6.25 637,668 731,227 5.61
75,748 77,698 5.87 - - -
100,000 100,000 5.28 - - -
4,152,484 4,365,059 3,846,934 3,984,571
(2,898) 76,537
4,362,161 4,061,108

Fair value adjustmentsto the carrying value of bonds represent adjustmentsto the
carrying value of transactionsin designated fair value hedging rel ationships.

A summary of the bondsissued, by remaining maturities, follows:

December 31,
Remaining maturities -

Less than one year 499,593 294,379
Between one and two years 137,646 499,655
Between two and three years 734,703 287,704
Between three and four years 162,709 584,770
Between four and five years 783,869 371,948
Over five years 1,833,964 1,808,478

4,152,484 3,846,934
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At December 31, 2006 and 2005, fixed interest rate bonds amounted to US$ 2,894,621 and US$
3,003,082, respectively, of which US$ 758,896 and US$ 1,117,357, respectively, are denominated in
yen, pounds sterling, Colombian pesos, eurosand Peruvian nuevos soles.

(12) Borrowingsand Other Obligations

Ananalysisof borrowingsand other obligationsand their weighted average cost, follows:

December 31,

2006 2005
Weighted Weighted
Principal outstanding average Principal outstanding average
At original At spot cost, after At original At spot codt, after
exchange exchange swaps (%) exchange exchange swaps (%)
rate rate (Year-end) rate rate (Year-end)
U.S. dollars 539,092 539,092 463,245 463,245
Yen 11,766 12,601 4.18 19,610 21,235 4.17
Euros (at spot rate) 1,899 1,899 541 3,574 3,574 5.81
Peruvian Nuevos Soles 4,066 4,066 5.99 - - -
Other currencies (at spot rate) 1,823 1,823 - 1,932 1,932 -
558,646 559,481 488,361 489,986
Fair value adjustments on
hedging activities (346) (14
Carrying value of borrowings
and other obligations 559,135 489,972

Fair value adjustmentsto the carrying val ue of borrowings and other obligationsrep-
resent adjustmentsto the carrying value of transactionsin designated fair value hedging rel ationships.

At December 31, 2006 and 2005, there are fixed interest-bearing borrowings and
other obligationsamounting to US$ 20,322 and US$ 20,945, respectively.

Borrowingsand other obligations, by remaining maturities, are summarized bel ow:

December 31,
Remaining maturities -

L ess than one year 104,880 76,839
Between one and two years 57,072 110,006
Between two and three years 144,703 55,133
Between three and four years 28,996 143,890
Between four and five years 105,889 29,496
Over five years 117,106 72,997

558,646 488,361
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Some borrowing agreements contain covenants conditioning the use of the funds
for specific purposesor projects.

At December 31, 2006 and 2005 there were unused term credit facilitiesamounting
to US$ 227,700 and US$ 128,000, respectively.

(12) Accrued Expensesand Other Liabilities

A summary of accrued expensesand other liabilitiesfollows:

December 31,

Employees’ severance indemnities, benefits and savings plan 42,157 34,346
Derivative liabilities (see note 17) 70,858 2,781
Deferred income 2,442 2,859
Other liabilities 10,728 2,752

126,185 42,738

(13) Pension Plan

The Corporation established in March 2005 adefined benefit pension plan (the Plan) whichismanda-
tory for all new employees as of the date of implementation of the Plan and voluntary for all other
employees. The Planis contributory and the benefits are based on years of service and the average
employee’s salary for the three consecutive years of service with the highest salary. The employees
make monthly contributionsto the Plan equal to 7% of their salary. Voluntary participants must con-
tributeto the Plan certain withheld benefits. The Plan has 55 participants.

The measurement date used to determine pension benefit measuresfor the Planis
December 31.

The Plan’sbenefit obligation (PBO) and assets as of December 31, 2006 and 2005 follow:

December 31,
Plan's benefit obligation (PBO) 189 644
Assets 189 639

Wei ghted-average assumptions used to determine net benefit cost from the origination of the Plan to
December 31, 2006 and 2005 follow:

Discount rate 4%
Expected long-term rate of return on Plan assets 4%
Rate of salary increase 3%
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At December 31, 2004

Dividends in shares

Issued for cash

At December 31, 2005

Dividends in shares

Issued for cash

At December 31, 2006

(14) Stockholders Equity

Authorized Capital
The authorized capital of the Corporation at December 31, 2006 and 2005, amounts to US$ 5,000,000,
distributed among Series“A”, “B” and“C” shares.

Subscribed Callable Capital

The payment of subscribed callable capital will be asrequired, with prior approval of the Board of
Directors, inorder to meet financial obligationsof the Corporation, wheninternal resourcesareinad-
equate.

Shares

The Corporation'ssharesare classified asfollows:

Series” A” shares: Subscribed by the governments or public-sector institutions, semipublic or pri-
vate entitieswith social or public objectives of: Bolivia, Colombia, Ecuador, Peru and Venezuela.
These sharesgrant theright of representation on the Corporation'sboard of oneprincipal director and
oneadternatedirector per share. Series“A” shareshaveapar value of US$ 1,200.

Series” B” shares: Subscribed by the governments or public-sector institutions, semipublic or pri-
vate entities and commercial banks of: Bolivia, Colombia, Ecuador, Peru and Venezuela. These
shares grant the right of representation on the Corporation's board of one principal director and one
alternate director. Also, the commercia banksare entitled to one principal director and one alternate
director ontheboard. Series“B” shareshaveapar value of US$5.

Series” C” shares. Subscribed by legal entities or individuals belonging to countries other than
Bolivia, Colombia, Ecuador, Peru and Venezuel a. These shares provide for representation on the
board of directors of the Corporation of two principal directorsand their respective alternates, who
areelected by the holders of these shares. Series” C” shareshaveapar value of US$5.

A summary of themovement in subscribed and paid-in capital for theyearsended December 31, 2006
and 2005, follows:

Number of Shares Amounts
5 269,722 28,813 6,000 1,348,610 144,065 1,498,675
- 15,931 1,689 - 79,655 8,445 88,100
- 14,926 4,096 - 74,630 20,480 95,110
5 300,579 34,598 6,000 1,502,895 172,990 1,681,885
- 16,747 1,928 - 83,735 9,640 93,375
- 15,061 4,010 - 75,305 20,050 95,355
5 332,387 40,536 6,000 1,661,935 202,680 1,870,615
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Stockholder

Bolivia

Colombia

Ecuador

Peru

Venezuela
Argentina

Brazil

Chile

Costa Rica
Dominican Republic
Jamaica

Mexico

Panama

Paraguay

Spain

Trinidad & Tobago
Uruguay
Commercia banks

Subscribed and paid-in capital isheld asfollows at December 31, 2006:

Number of Shares

Amounts

1 25,055 1,200 125,275 126,475
1 92,198 = 1,200 460,990 = 462,190
1 26,632 = 1,200 133,160 = 134,360
1 94,121 - 1,200 470,605 - 471,805
1 94,120 = 1,200 470,600 = 471,800
= = 4,890 = = 24,450 24,450
- - 11,924 - - 59,620 59,620
= = 310 = = 1,550 1,550
= = 2,326 = = 11,630 11,630
- - 1,101 - - 5,505 5,505
= = 130 = = 650 650
= = 3,333 = = 16,665 16,665
- - 1,663 - - 8,315 8,315
- = 1,292 = = 6,460 6,460
= = 11,035 = = 55,175 55,175
- - 147 - - 735 735
= = 2,385 = = 11,925 11,925
= 261 = = 1,305 = 1,305
5 332,387 40,536 6,000 1,661,935 202,680 1,870,615

At December 31, 2006, the distribution of unpaid subscribed capital and of subscribed callable capital
ispresented bel ow:

Unpaid Subscribed Capital

Subscribed Callable Capital

Stockholder
Bolivia
Colombia
Ecuador
Peru
Venezuela
Argentina
Chile
Dominican Republic
Mexico
Panama
Spain
Uruguay

Series“B” Series“C” Series“B” Series“C”
Number Number Number Number
of of of of
shares Amount Amount shares Amount shares Amount

1,452 7,260 - - 14,400 72,000 - -

1,654 8,270 - - 50,400 252,000 - -
- - - - 14,400 72,000 - -
- - - - 50,400 252,000 - -
- - - - 50,400 252,000 - -
- - 4,107 20,535 - - - -
- - - - - - 800 4,000
- - 3,304 16,520 - - - -
- - - - - - 1,600 8,000
- - 506 2,530 - - - -
- - = = - - 40,000 200,000
- = 1,410 7,050 - - = -

3,106 15,530 9,327 46,635 180,000 900,000 42,400 212,000
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Stockholder

Bolivia

Colombia

Ecuador

Peru

Venezuela
Argentina

Brazil

Chile

Costa Rica
Jamaica

Mexico

Panama

Paraguay

Spain

Trinidad & Tobago
Uruguay
Commercial banks

Subscribed and paid-in capital isheld asfollowsat December 31, 2005:

Number of Shares

Amounts

1 22,911 - 1,200 114,555 - 115,755
1 83,275 - 1,200 416,375 - 417,575
1 24,050 - 1,200 120,250 - 121,450
1 85,047 = 1,200 425,235 = 426,435
1 85,047 = 1,200 425,235 = 426,435
= = 2,687 - = 13,435 13,435
- - 11,297 = = 56,485 56,485
= = 294 = = 1,470 1,470
- = 2,204 = = 11,020 11,020
- - 124 = = 620 620
- - 3,158 - - 15,790 15,790
- - 1,416 - - 7,080 7,080
- - 1,224 - - 6,120 6,120
- - 10,455 - - 52,275 52,275
- = 140 - - 700 700
> > 1,599 > > 7,995 7,995
> 249 = > 1,245 = 1,245
o 300,579 34,598 6,000 1,502,895 172,990 1,681,885

At December 31, 2005, thedistribution of unpaid subscribed capital and of subscribed callable capital
ispresented bel ow:

Unpaid Subscribed Capital

Subscribed Callable Capital

Stockholder
Bolivia
Colombia
Ecuador
Peru
Venezuela
Argentina
Chile
Mexico
Panama
Spain
Uruguay

Series“B” Series“B” Series“C”
Number
of
Amount Amount shares Amount

2,311 11,555 - - 14,400 72,000 - -
5,938 29,690 - - 50,400 252,000 - -
1,234 6,170 - - 14,400 72,000 - -
4,336 21,680 - - 50,400 252,000 - -
4,336 21,680 - - 50,400 252,000 - -
- - 6,161 30,805 - - - -

- - - - - - 800 4,000

- - - - - - 1,600 8,000

- - 675 3,375 - - - -

- - - = - - 40,000 200,000

- - 2,108 10,540 - - - -
18,155 90,775 8,944 44,720 180,000 900,000 42,400 212,000
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General Reserve

Thegeneral reservewas set-up to cover possi ble contingencies. The stockhol dersdecided toincrease
thereserve by US$ 183,738 and US$ 145,573 during the years ended December 31, 2006 and 2005, by
appropriationsfrom net incomefor theyears ended December 31, 2005 and 2004, respectively.

ReservePursuant toArticleNo. 42 of the By-laws

The Corporation'sby-lawsestablish that at |east 10% of annual netincomeisto beallocatedto areserve
fund until that fund amountsto 50% of the subscribed capital. Additional allocations may be approved
by the stockhol ders. At the stockhol ders meetingsin March 2006 and 2005, it was authorized to increase
the reserve by US$ 28,500 and US$ 20,800, from net incomefor the years ended December 31, 2005 and
2004, respectively.

(15) Distributionsto Stockholder s Funds

The Corporation’s board distributes a portion of retained earningsto special funds, created to promote
technical cooperation, sustainable human development and management of poverty relief fundsinthe
Shareholder countries.

In March 2006 and 2005, the stockholders agreed to distribute US$ 71,000 and
US$ 41,380, from retained earnings at December 31, 2005 and 2004, respectively, to the stockhol d-
ers funds.

(16) Tax Exemptions

The Corporation isexempt from all taxes on income, properties and other assets. It is also exempt
fromliability related to the payment, withholding or collection of any tax or other levy.

(17) Derivativel nstrumentsand HedgingActivities

The Corporation seeksto match the maturities of itsliabilitiesto the maturitiesof itsloan portfolio. The
Corporation utilizesderivativefinancia instrumentsto reduce exposuretointerest raterisk and foreign
currency risk. The Corporation does not hold or issue derivative financial instrumentsfor trading or
speculative purposes.

By using derivative financial instrumentsto hedge exposuresto changesin interest
rate and foreign exchangerates, the Corporation exposesitself to credit risk and market risk. Credit risk
isthefailureof thecounterparty to perform under thetermsof the derivative contract. Whenthefair val-
ue of aderivative contract is positive, the counterparty owes the Corporation, which creates credit risk
for the Corporation. When thefair value of aderivative contract is negative, the Corporation owesthe
counterparty and, therefore, it does not possess credit risk. The Corporation minimizesthecreditrisk in
derivative instruments by entering into transactions with high-quality counterpartieswhose credit rat-
ingis“A” or higher.

The market risk associated with interest rate and currency risk is managed by swap-
ping loansand borrowingssubject to fixed interest ratesand denominatedinforeign currency intofloat-
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ing interest rateinstrumentsdenominated in U.S. dollars. The Corporation entersinto derivativeinstru-
mentswith market risk characteristicsthat are expected to change in amanner that will offset the eco-
nomic change in value of specifically identified loans, bonds or borrowings and other obligations.
Derivative contracts held by the Corporation consist of interest rate and cross-currency swapsand are
designated asfair value hedges of specifically identified loans, bonds or borrowings and other obliga-
tionswith fixed interest ratesor non U.S. currency exposure.

The following table presents the notional amount and fair values of interest rate swaps and
cross-currency swaps and the underlying hedged items at December 31, 2006 and 2005:

Notional amount

Cross- Fair value

Derivative Derivative
assets liabilities

I nterest currency
rate swap swap

At December 31, 2006 -

Loans 15,000 - - 32
Bonds 2,200,725 - - 45,902
Bonds - 1,521,876 282,809 23,877
Borrowings and other obligations - 11,766 641 309
Commercia paper - 192,263 1,914 738

2,215,725 1,725,905 285,364 70,858

At December 31, 2005 -

Loans 30,000 - - 294
Bonds 1,950,725 - 6,071 -
Bonds - 1,396,059 207,359 237
Borrowings and other obligations - 19,611 1,462 -
Commercial paper - 173,844 428 2,250

1,980,725 1,589,514 215,320 2,781

For the years ended December 31, 2006 and 2005 all of the Corporations’ deriva-
tiveswhich have been designated in hedging relationship were considered fair value hedges. The
changeinthefair value of such derivative instruments and the changein fair value of hedged items
attributableto risk being hedged isincluded in the statement of income.

(18) Fair Value

Thefollowing table presents the carrying amounts and estimated fair values of the Corporations’
financial instruments at December 31, 2006 and 2005. The fair value of afinancial instrument isthe
amount at which theinstrument could be exchanged in acurrent transaction between willing parties:
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December 31,

2006 2005
Carrying Estimated Carrying Estimated
amount fair value amount fair value
Financial assets:
Cash and due from banks 8,997 8,997 1,740 1,740
Deposits with banks 353,442 353,442 334,571 334,571
Trading securities 1,001,618 1,001,618 1,105,568 1,105,568
Held-to-maturity securities 356,128 356,145 87,885 87,848
Other investments 210,430 210,430 258,576 258,576
Loans, net 7,848,882 7,853,270 7,128,326 7,132,842
Equity investments 93,426 93,426 114,646 114,646
Interest and commissions receivable 226,530 226,530 181,939 181,939
Derivative contracts
(included in other assets) 285,364 285,364 215,320 215,320
Financial liabilities:
Deposits 449,797 449,797 386,419 386,419
Commercia paper 773,354 773,354 710,270 710,270
Advances and short-term borrowings 339,256 339,256 443,707 443,707
Bonds 4,362,161 4,366,054 4,061,108 4,065,155
Borrowings and other obligations 559,135 558,280 489,972 489,227
Derivative contracts
(included in accrued
expenses and other liabilities) 70,858 70,858 2,781 2,781
Accrued interest and
commissions payable 136,878 136,878 110,954 110,954

The following methods and assumptions were used to estimate the fair val ue of
each classof financial instruments:

Cashand duefrom banks, depositswith banks, other assets, deposits, commercial
paper, advancesand short-term borrowings, accr ued interest and commissions, accr ued expenses:
Thecarrying amountsapproximatefair val ue because of the short maturity of theseinstruments.

Marketablesecurities: Thefair valuesof held-to-maturity securitiesare based on
guoted market prices at the reporting date for those or similar securities. Trading securities are car-
ried at fair val ue based on quoted market prices.

L oans: The Corporation isone of the few institutions that offer loans for develop-
ment in the stockholder countries. A secondary market does not exist for the type of loans granted by
the Corporation. Asrateson variablerateloansand |oan commitmentsare reset on asemiannual basis,
thecarrying value, adjusted for credit risk, wasdetermined to bethe best estimate of fair value. Thefair
valueof fixed ratel oansisdetermined using the current variableinterest ratefor similar loans.

Equity investments: Thefair value of equity investmentsis determined based on
afinancia analysisof theinvestees.

Derivativeassetsand liabilities: Current market prices obtained from third party
bankswere used to estimatefair values of interest rate and foreign currency swap agreements.

Bonds, borrowingsand other obligations: Thefair value of bonds, borrowings
and other obligationsisdetermined using either broker quotesor current ratesoffered to the Corpora-
tionfor similar debt of the same remaining maturities.
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(19) Commitmentsand Contingencies

Commitmentsand contingenciesincludethefollowing:

December 31,
Credit agreements subscribed 2,133,410 2,121,192
Lines of credit 1,232,221 811,790
Letters of credit 20,065 11,946
Guarantees 544,630 203,789

These commitments and contingencies result from the normal course of the Cor-
poration'sbusiness and arerelated principally to loans and |oan equivalentsthat have been approved
or committed for disbursement.

In the ordinary course of business the Corporation has entered into commitments
to extend credit. Such financial instruments are recorded as commitments upon signing the corre-
sponding contract and are reported in thefinancial statementswhen disbursementsare made.

Thecontractsto extend credit have fixed expiration datesand in some casesexpire
without making disbursements. Also based on experience, parts of the disbursementsare made up to
two yearsafter thesigning of the contract. Therefore, thetotal commitment amountsdo not necessar-
ily represent future cash requirements.

In the event the credit lines are not utilized, no additional cost isincurred by the
Corporation.

Guarantees mature asfollows:

December 31,

L ess than one year 273,480 2,850
Between one and two years - 85,333
Between two and three years 109,540 -
Over five years 161,610 115,606

544,630 203,789

Guaranteesresult fromthe normal course of the Corporation’s businessand usual -
ly taketheform of partial guaranteesto CAF'sclients, asacredit enhancement for their liabilities, as
well asguaranteesto third partieson behalf of the Corporation’sclients. CAF sresponsibility is usu-
ally limited to payment up to the amount of the guarantee upon default by the client. The carrying
value of the guarantees at December 31, 2006 and 2005 washil.
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Shareholders Assembly*

The Shareholders' Assembly is CAF s highest authority. It meetsin Ordinary sessions once ayear, within ninety
daysfollowing theend of thefiscal year; and in Extraordinary sessions, according to need. In both cases, itis con-
vened by the Executive President. The Assembly iscomprised of SeriesA, B and C shareholders. Thefirst two
series may be subscribed by the governments of the five member countries, and by either public, semi-public or
privateinstitutions. Series C sharesmay be subscribed by governmentsand public or privateinstitutions of coun-
triesoutsidetheAndean region, aswell asby international organizations. TheAssembly approvesAnnual Report
of the Board of Directors, the audited financial statements, and determinesthe allocation of net income. In addi-
tion, it elects Board members, according to the provisions set forth in the “ Agreement establishing the Corpo-
racion Andinade Fomento” , appointsexternal auditorsand examines other i ssues submitted to itsconsideration.

Board of Directors?

The Board of Directorsiscomprised of thirteen principal members and their alternates. Ten of its members are
elected by Series A and B shareholders, for athree-year period, and may bere-elected. Series C shareholders
have two principal directors and their alternates, while banks and private financial institutions within the
Andean region, which are Series B shareholders, have one director and his/her alternate. The Board establishes
the Corporation’s policies, appointsthe Executive President, approves credit operations, theannual budget, and
approves guarantees, investments and other operations within CAF's mandate. Approvals of certain operations
are delegated to the Executive Committee or the Executive President, according to criteria set forth by the
Board. The Executive Committee meetswith aquorum of at least six of itsmembers.

Executive Committee
TheExecutive Committeewasestablished by theBoard of Directorsin 1971. Itiscomprised of six directorsdes-
ignated by SeriesA, B and C shareholders, and is chaired by the Executive President. It approvesfinancial oper-
ationswithin thelimits established by the Board.

Audit Committee
TheAudit Committee was established by the Board of Directorsin July, 1996. It is comprised of six members:
the Chairman of the Board, four directorselected by the Board for atwo-year period, and CAF' sExecutive Pres-
ident. It recommends the selection of external auditors and reviewstheir annual work program. It also reviews
the Corporation’sannual report and financial statements, with the corresponding auditors' opinion, beforetheir
submission tothe Board and Sharehol ders' Assembly, the Internal Audit Reportson the structure of internal con-
trol systems; theannual portfolio risk management program and the annual report of itsimplementation.

ExecutivePresident

The Executive President isCAF'slegal representative. As CEO, heisin charge of the Corporation’soverall
supervision and management, aswell as all matterswhich are not specifically entrusted to any other governing
body. Likewise, he approves CAF's country and sector strategies, decides on organizational and procedural
issues under his authority, and authorizes the Corporation’s financial operations within the limits delegated to
him by the Board of Directors. The Executive President isassisted by an Advisory Council composed of experts
from the economic, business, and financial communities of the region, whose main task isto support the Presi-
dent inthe analysis of CAF's strategic objectives. The Executive President is appointed for afive year period,
and may bere-elected.

1The 37" Ordinary Shareholders M eeting was held on March 21, 2006.
2 Four Board of Directors Meetingswere held during 2006: March 21%, June 27", October 24", and November 28",
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Board members
(as of December 31¢, 2006)

Chairman of the Board (2006-2007) *
Alberto Carrasquilla
Ministro de Hacienday Crédito Publico de Colombia

SERIESA SHAREHOLDERS

BOLIVIA
Principal: LuisHernando Larrazébal
Ministro de Planificacion del Desarrollo
Deputy: LuisFernando Baudoin
Viceministro deInversion Publicay Financiamiento Externo

COLOMBIA
Principal: Alberto Carrasquilla

Ministro de Hacienday Crédito Publico
Deputy: JorgeHumberto Botero

Ministro de Comercio Exterior

ECUADOR
Principal: Victor Herndndez

Presidente del Directorio delaCorporacién FinancieraNacional
Deputy:  Antonio Sanchez

Gerente General delaCorporacion FinancieraNacional

PERU
Principal: MercedesAradz

Ministrade Comercio Exterior y Turismo
Deputy: LuisCarranza

Ministro de Economiay Finanzas

VENEZUELA
Principal: Nelson Merentes
Ministro de Finanzas
Deputy: Jorge Giordani
Ministro de Planificaciony Desarrollo

SERIESB SHAREHOLDERS

BOLIVIA
Principal: LuisArce
Ministro de Hacienda
Deputy: Oscar Navarro
Viceministro de Tesoroy Crédito Publico

1 Until March 2006, LuisArce, Ministro de Haciendade Bolivia, wasthe Chairman of the Board.
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COLOMBIA
Principal: José Dario Uribe
Gerente General del Banco delaRepublica
Deputy: CarolinaRenteria
Directoradel Departamento Nacional de Planeacion

ECUADOR
Principal: José Jouvin
Ministro de Economiay Finanzas
Deputy: Leopoldo Béaez
Miembro del Directorio del Banco Central del Ecuador

PERU
Principal: LuisRebolledo

Presidente del Directorio Corporacion Financierade Desarrollo (COFIDE)
Deputy: JoséArista

Viceministro de Hacienda. Ministerio de Economiay Finanzas

VENEZUELA
Principal: MariaCristinalglesias
MinistradeIndustriasLigerasy Comercio
Deputy: Edgar Herndndez Behrens
Presidente Banco de Desarrollo Econdmicoy Socia deVenezuela

SERIESCSHAREHOLDERS

BRAZIL
Principal: José CarlosRochaMiranda
Secretario deAsuntos|nternacional es. Mini sterio de Planeamiento, Presupuestoy Gestion

COSTARICA
Deputy: Francisco dePaulaGutiérrez
Presidente del Banco Central de CostaRica

SPAIN
Principal: Pedro SolbesMira
Vicepresidente Segundo del Gobiernoy Ministro de Economiay Hacienda

ARGENTINA
Deputy: Oscar Tangelson
Secretario de PoliticaEconémicay Viceministro de Economia

BANKS
Principal : José Antonio Colomer

Director delaJuntade Directoresdel Banco Continental del Pert
Deputy: Gustavo Marturet

Presidente del Banco Mercantil deVenezuela
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Executive
management
(as of December 31¢, 2006)

_President and Chief ExecutiveOfficer L. Enrique Garcia

ExecutiveVicePresident LuisEnrique Berrizbeitia
General Advisor LuisSanchez Masi
Chief Legal Counsel Fernando Dongilio

CorporateComptroller Marcelo Zalles
Director, Risk Management CamiloArenas
Director, Internal Audit PaolaGennari

Chief Credit Officer Stephen Foley
Director, Special Assets Renny L 6pez

Head of Public Policiesand Competitiveness Officeand Chief Economist LuisMiguel Castilla

Chief, Human Resour ces Office José Bellido
Director, Human Resour ces Oper ations CorinaArroyo
Director, Human Resour ces Planning L eopoldo Gémez

Head of Exter nal AffairsAnaMercedes Botero
Director, Secretariat and Cor por ate Communications José L uis Ramirez

CorporateVicePresident, Country ProgramsLillianaCanale
Director, Regional ProgramsAlexis Gomez
Director, Gover nanceand Technical Cooperation ElviraLupo
Director, Country OperationsEmilio Uquillas
Country Representative, Bolivia José Carrera
Country Representative, Brazil MoiraPaz
Country Representative, Colombia Freddy Rojas
Country Representative, Ecuador LuisPalau
Country Representative, Peru German Jaramillo
Assistant Representantive, Peru Ricardo Campins

CorporateVicePresident, I nfrastructureAntonio Juan Sosa
Director, ProjectsManuel Llosa
Director, Analysisand Programming Rolando Terrazas

CorporateVicePresident, Cor porate Financeand I nvestment Banking Peter Vonk
Director, Structured Financing Carmen Elena Carbonell
Director, Cor porateBanking Victor Loero
Director, Financial Advisory Services|gnacio Fombona

CorporateVicePresident, Financial SystemsMauricioY épez
Director, Financial I ngtitutionsand Capital Markets Félix Bergel
Director, Sector Policiesand I nstitutional Strength

CorporateVicePresident, Social and Environmental Development ClaudiaMartinez
Director, Social Development Bernardo Requena
Director, Environment Maria Teresa Szauer
Director, SMEsand Microfinance Manuel Malaret

CorporateVicePresident, Chief Financial Officer Hugo Sarmiento
Director, Financial Policiesand I nter national | ssues Gabriel Felpeto
Director, Multilater al and Bank Financing Fernando | nfante
Director, Treasury EleonoraSilva
Director, Accounting and Budget Marcos Subia

Director, OperationsControl GermanAlzate

Director, I nformation Technology Esteban Cover
Director, General ServicesJaime Caycedo
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Head Office

Torre CAF, Av. LuisRoche, Altamira, Caracas- Venezuela
Telephone: (58212) 209.2111 (master)

Fax: (58212) 209.2444

E-mail: infocaf @caf.com www.caf.com

Bolivia

Edificio Multicentro, Torre“B”, Piso 9,

CalleRosendo Gutiérrez, Esq. Av. ArceLaPaz - Balivia
Telephone: (591 2) 244.3333 (master)

Fax: (591 2) 244.3049

E-mail: bolivia@caf.com

Brazil

SAUS. QD. 01, LT.01/02, BlocosM/N,
Ed. Libertas, salas1404/1409
70070-000, ASA SUL, Brasilia- DF
Telephone: (5561) 3226.8414
Fax:(5561) 3225.0633

E-mail: brasil @caf.com

Colombia

Carrera9? N°76-49, Edificio ING Bank Piso 7, Bogota- Colombia
Telephone: (57 1) 313.2311 (master)

Fax: (57 1) 313.2787

E-mail: colombia@caf.com

Ecuador

EdificioWorld Trade Center, Torre A, Piso 13

Av. 12 de OctubreN. 24-562 y Cordero, Quito - Ecuador
Telephone: (593 2) 222.4080 (master)

Fax: (5932) 222.2107

E-mail: ecuador@caf.com

Peru

Av. Enrique Canaval MoreyraN° 380, Edif. Torre Siglo XXI, Piso9
Sanlsidro-Lima27 - Per(

Telephone: (51 1) 221.3566 (master)

Fax:(511) 221.0968

E-mail: peru@caf.com
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