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(1) Organization 
BAC International Bank, Inc., was incorporated on August 25, 1995, in Panama City, Republic 
of Panama, as a banking institution.  BAC International Bank, Inc. is a 100% (95% at June 30, 
2004) owned subsidiary of BAC International Corporation (the “Parent Company”, which in turn 
is a subsidiary of BAC Credomatic Holding Company, Ltd.) and provides, directly and through 
its wholly owned subsidiaries, BAC International Bank (Grand Cayman) (“BAC Cayman”), BAC 
Bank, Inc., Credomatic International Corporation (CIC), Premier Asset Management, Inc., 
Rudas Hill Financial, Inc., BAC Valores (Panama), S. A. and BAC Leasing, Inc. (collectively 
the “Bank”), a wide variety of financial services to individuals and institutions principally in 
Mexico, Guatemala, Honduras, El Salvador, Nicaragua, Costa Rica and Panama.  Credit card 
operations are carried out through CIC and its subsidiaries.  
 
The banking operations in Panama are subject to regulatory requirements of the 
Superintendency of Banks of the Republic of Panama, according to decree No.9 of February 
26, 1998 and the other regulatory standards. 
 
These consolidated financial statements are denominated in US dollars. 
 
The 2005 audited interim consolidated financial statements and the 2004 unaudited interim 
consolidated financial statements have been prepared in accordance with accounting 
principles for interim financial statements.  Results of operations of interim periods are not 
necessarily indicative of the results that may be expected for the full year. 

 
(2) Summary of Significant Accounting Policies 

The accounting policies of BAC International Bank, Inc. and its subsidiaries conform to 
accounting principles generally accepted in the United States of America (“US GAAP”) and to 
predominant practices within the banking industry.  The following is a description of significant 
policies and practices: 
 
(a) Principles of Consolidation 
 These consolidated financial statements include the accounts of BAC International Bank, 

Inc. and all majority owned subsidiaries with operations principally in various Central 
American countries, Mexico (began operations in June 2004) and in Florida, United 
States of America.  All significant intercompany accounts and transactions have been 
eliminated in consolidation.  Investments in companies in which the percentage of 
ownership is at least 20%, but not more than 50%, are accounted for under the equity 
method and the pro rata share of their income (loss) is included in other income.  Income 
from investment in less than 20% owned companies is generally recognized when 
dividends are received. 
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(b) Use of Estimates 
The preparation of the consolidated financial statements in conformity with accounting 
principles generally accepted in the United States of America requires the Bank to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the financial statements and 
the reported amounts of revenue and expenses during the reporting period.  Actual 
results could differ from those estimates. Material estimates that are particularly 
susceptible to significant change in the future relate to the determination of the 
allowances for loan losses and losses on off-balance sheet items. 
 

(c) Cash and Cash Equivalents 
For the purposes of the consolidated statements of cash flows, cash and cash 
equivalents represent those amounts that are included in cash and due from banks.  
Cash and due from banks include cash, due from banks, certain securities, and term 
interest-bearing deposits with original maturities of three months or less. 
 

(d) Securities 
Securities that are held principally for resale in the near term are classified as trading 
securities and recorded at fair value with changes in fair value recorded in earnings.  
Debt securities that management has the positive intent and ability to hold to maturity are 
classified as held to maturity and recorded at amortized cost.  All other securities are 
classified as available for sale and recorded at fair value.  Unrealized holding gains and 
losses, net of related tax effect, if any, on available-for-sale securities are excluded from 
earnings and reported as a component of other comprehensive income in stockholder’s 
equity until realized.   
 
Realized gains and losses from the sale of available-for-sale securities are recorded on a 
trade-date basis and determined on a specific-identification basis. 
 
Purchase premiums and discounts are recognized in interest income over the term of the 
security using a method that approximates the interest method. 
 
The estimated fair value of a security is determined on current quotations, where 
available.  Where current quotations are not available, the estimated fair value is 
determined based primarily on the credit capacity of the issuer or discounted cash flows. 
 
A decline in the fair value of any held-to-maturity and available-for-sale securities below 
cost that is deemed other than temporary results in a reduction of the carrying amount to 
fair value. The impairment is recorded as a realized loss and a new cost basis for the 
security is established.   
 
Interest income on securities is recognized when earned. 
 

(e) Loans Held for Sale 
Loans originated and intended for sale in the secondary market are carried at lower of 
cost or estimated fair value in the aggregate.  Net unrealized losses, if any, are 
recognized through a valuation allowance by charges to income. 
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(f) Loans  
 Loans are stated at their outstanding unpaid principal balances adjusted for unearned 

income and deferred loan fees or costs. Interest income on loans is recognized as 
earned based upon the principal amounts outstanding.  The Bank’s policy is to 
discontinue accrual of interest either when reasonable doubt exists as to the full, timely 
collection of interest or principal, or when a loan becomes contractually past due by 90 
days or more with respect to interest or principal, or in the case of credit card receivables 
when the account is assigned to legal status, usually after 120 days.  The accrued and 
unpaid interest is reversed against interest income and, thereafter, the loan is accounted 
for on the cash method until it qualifies for return to accrual.  Loans are returned to 
accrual status when all principal and interest amounts contractually due are brought 
current and future payments are reasonably assured.  The Bank charges off loans when 
collectibility of principal is not probable. 

 
Restructured loans are loans for which the original contractual terms have been modified 
to provide for terms that are less than those the Bank would be willing to accept for new 
loans with comparable risk because of a deterioration in the borrower’s financial 
condition.  Interest on these loans is accrued at the renegotiated rates. 
 

(g) Allowance for Loan Losses 
The allowance for loan losses represents the amount, which, in management’s judgment, 
will be adequate to absorb charge-offs of existing loans, which may become uncollectible.  
Additions to the allowance for loan losses are based on several factors which include, but 
are not limited to, analytical review of loan loss experience in relation to outstanding 
loans, a continuing review of problem or non performing loans, overall portfolio quality 
and adequacy of collateral, results of regulatory examinations, evaluation of independent 
appraisals, and management’s judgment with respect to the impact of current economic 
conditions and trends on the existing loan portfolio.  Management believes that the 
allowance for loan losses is adequate.   
 
The allowance for the portfolio of smaller-balance, homogeneous loans is established 
based on estimates of probable losses inherent in the portfolio, according to various 
statistical analyses.  These include migration analysis, in which historical delinquency 
and credit loss experience is applied to the current aging of the portfolio, together with 
analysis that reflects current trends and conditions.  It is the Bank’s policy to fully reserve 
all credit card receivable balances over 150 days past due. 
 
Specific allowances are provided in the event that the specific analysis on each classified 
loan, other than those included in large groups of smaller-balance homogenous loans, 
indicates that the loan is impaired as it is probable that the Bank will be unable to collect 
all amounts due, both principal and interest, according to the contractual terms of the 
loan agreement. When a loan is considered to be impaired, the amount of the impairment 
is measured based on the present value of expected future cash flows discounted at the 
note’s effective interest rate or the fair value of the collateral of a collateral dependent 
loan.  Collateral dependent loans are those loans for which the repayment of the loan is 
to be provided solely by the underlying collateral.  When the measure of the impaired 
loan is less than the recorded investment in the loan, the impairment is recorded through 
a valuation allowance.  Impairment losses are included in the allowance for loan losses 
through a charge to the provision for loan losses. 
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(7) Securities Available for Sale 
The amortized cost, gross unrealized holding gains, gross unrealized holding losses and fair 
value of securities available for sale as of June 30, 2005 and 2004 is as follows: 
 
  2005 

  
Amortized 

Cost 

Gross 
Unrealized 

Holding 
Gains  

Gross  
Unrealized 

Holding  
Losses Fair Value 

Government bonds:       
United States of America US$ 29,306,763 41,546 (28,359) 29,319,950
Guatemala  42,640,441 1,069,317 (60,039) 43,649,719
El Salvador  38,193,245 741,128 (36,661) 38,897,712
Nicaragua  11,589,519 189,290 0 11,778,809
Costa Rica  52,984,194 595,021 (90,688) 53,488,527
Panama  21,781,131 300,053 (4,417) 22,076,767
Colombia      1,122,419      28,981                     0 1,151,400
  197,617,712 2,965,336   (220,164) 200,362,884

   
Corporate debentures:   
United States of America   13,000,432 100,940 (446,270) 12,655,102
El Salvador  1,671,700 14,219 0 1,685,919
Costa Rica  266,703 4,821 0 271,524
Colombia         527,342        23,908                    0       551,250

      15,466,177       143,888         (446,270)    15,163,795
   
Mortgage-backed related securities 

– Costa Rica      5,729,304
 

     61,608                    0      5,790,912
   

Retained interests on 
securitization of mortgages 
– Costa Rica (note 11)    4,745,849

 
              0                    0     4,745,849

   
Mutual funds:   
United States of America  2,550,000 0 0 2,550,000
Costa Rica  10,018,881 0 (29,161) 9,989,720
Panama    13,038,201          8,239       (173,336)   12,873,104
    25,607,082        8,239        (202,497)   25,412,824
   

Other securities:   
Costa Rica               351               0                        0             351

  Panama  35,000 0 0 0 35,000
              35,351               0                    0          35,351
 US$  249,201,475  3,179,071    (868,931) 251,511,615
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 2004 
  Gross Gross  
  Unrealized Unrealized  
 Amortized Holding Holding  
 Cost Gains Losses Fair Value 
Government bonds: 
United States of America US$ 14,292,753 35,908 (699,527) 13,629,134 
Guatemala 45,598,305 535,765  (614,189) 45,519,881 
El Salvador 21,947,584 134,151 (625,357) 21,456,378 
Nicaragua 61,132,185 87,578 0 61,219,763 
Costa Rica 63,272,148 309,635  (913,604) 62,668,179 
Panama 39,276,827 47,127 (435,024) 38,888,930 
Colombia 7,851,892 14,127 (393,519) 7,472,500 
Brazil       7,713,402                  0      (349,273)           7,364,129 

   261,085,096    1,164,291   (4,030,493)      258,218,894 
 
Corporate debentures: 
Mexico  2,470,644 0 (47,329) 2,423,315 
El Salvador 1,916,000 0 0 1,916,000 
Colombia     2,655,023       0        (78,148)       2,576,875 
Brazil       8,730,670        56,250      (215,312)        8,571,608 

     15,772,337        56,250      (340,789)      15,487,798 
 
Mortgage-backed related 
securities – Costa Rica 

 
      5,682,975 

 
                0 

 
        (68,961)

 
        5,614,014 

     
Retained interests on 
securitization of mortgages 
– Costa Rica (note 11) 

 
 

    5,163,269 

 
 

              0 

 
 

         (30,062)

 
 

        5,133,207 
     
Mutual funds:     
United States of America  2,550,000 0                  0 2,550,000 
Costa Rica 10,018,881                 0 (403,454) 9,615,427 
Panama   13,038,201                 0     (538,958)   12,499,243 

   25,607,082                 0     (942,412)   24,664,670 
  
Other securities:  
Costa Rica 350,418 0 (161,832) 188,586 
Panama           35,000               0                  0          35,000 

         385,418               0      (161,832)        223,586 
 US$  313,696,177 1,220,541  (5,574,549) 309,342,169 
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A summary of securities available for sale as of June 30, 2005 and 2004, by contractual 
maturity, is presented below.  Expected maturities will differ from contractual maturities 
because issuers may have the right to call or prepay obligations with or without call or 
prepayment penalties. 
 
  2005 2004 
  Amortized 

Cost Fair Value 
Amortized 

Cost Fair Value 
Government bonds:    

Due within one year US$ 51,257,336 51,291,983 56,204,786 56,253,955
Due after one year but within five years  69,306,302 70,197,185 133,999,496 133,067,451
Due after five years but within ten years  69,769,086 71,618,826 57,774,109 55,579,074
Due after ten years      7,284,988      7,254,890       13,106,705   13,318,414

  197,617,712  200,362,884     261,085,096 258,218,894
Corporate debentures:   

Due within one year  3,000,432 3,000,432 0 0
Due after one year but within five years  8,465,745  8,444,063 6,550,817 6,583,690
Due after five years but within ten years  4,000,000  3,719,300 5,623,020 5,408,750
Due after ten years                   0                     0        3,598,500      3,495,358 

   15,466,177    15,163,795      15,772,337  15,487,798
   
Mortgage backed related securities: 

Due after ten years 
 

    5,729,304
 

   5,790,912      5,682,975
 

    5,614,014
   
Retained interests on securitization of 

mortgages:  
  

Due after ten years      4,745,849     4,745,849       5,163,269     5,133,207
   
Mutual funds,  without maturity    25,607,082   25,412,824     25,607,082   24,664,670
  
Other:   

Without maturity            35,351           35,351           385,418         223,586
            35,351           35,351           385,418         223,586
 US$  249,201,475  251,511,615     313,696,177  309,342,169

 
At June 30, 2005 and 2004, securities with a carrying value of US$26,685,606 and 
US$36,166,782, respectively, were pledged to secure borrowings and repurchase agreements. 
 
During the six-month period ended June 30, 2005, the Bank recognized a valuation allowance 
on retained interests on securitization of mortgages for an amount of US$198,223. 
 
For the six-month periods ended June 30, 2005 and 2004, proceeds from sale of securities 
available for sale amounted to US$ US$72,249,821 and US$229,069,779, respectively.  Gross 
realized gains amounted to US$1,628,438 and US$10,426,499 for the six-month periods 
ended June 30, 2005 and 2004, respectively.  Gross realized losses amounted US$216,062 
and US$1,921,801 for the six-month periods ended June 30, 2005 and 2004, respectively. 
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Gross unrealized holding losses on securities available for sale and their fair value, aggregated 
by category at June 30, 2005, are detailed below: 
 

  Less Than 12 Months 12 Months or More            Total            . 
Description 
of securities  

Fair  
Value 

Unrealized 
Losses 

Fair 
Value 

Unrealized 
Losses 

Fair 
Value 

Unrealized 
Losses 

     
Government bonds US$ 18,501,622     (127,804) 21,786,825 (92,360) 40,288,447 (220,164) 
Corporate debentures  7,553,730     (446,270) 0                0 7,553,730       ( 446,270) 
Mutual funds     9,989,720       (29,161)  9,826,664    (173,336)    19,816,384        (202,497) 
Total US$  36,045,072    (603,235) 31,613,489     (265,696)    67,658,561        (868,931) 

 
Most of the unrealized holding losses on investments are caused by interest rate increases.  
Because the decline in fair value is mainly attributable to changes in interest rates and not to 
credit quality, and because the Bank has the intent and ability to hold those investments until a 
market price recovery or maturity, these investments are not considered other-than-temporarily 
impaired. 

 
(8) Securities Held to Maturity  

The amortized cost and fair value of securities held to maturity as of June 30, 2005 and 2004 is 
follows: 

 2005  2004 
 Amortized 

Cost  
Fair  

Value  
Amortized 

Cost 
 Fair 

Value 
Government bonds:  

United States of America US$     614,665    627,751   4,040,937   4,090,322
Corporate debentures:    

United States of America   4,974,516    4,612,300                 0                 0
 US$  5,589,181  5,240,051   4,040,937   4,090,322

 
As of June 30, 2005 and 2004, fair value approximates carrying value. The gross unrealized 
holding gains and losses are not considered to be material. 
 
A summary of securities held to maturity as of June 30, 2005 and 2004, by contractual 
maturity, is presented below.  Expected maturities will differ from contractual maturities 
because issuers may have the right to call or prepay obligations with or without call or 
prepayment penalties. 
 2005  2004 
 Amortized 

Cost 
 Fair  

Value 
 Amortized 

Cost 
 Fair 

Value 
Government bonds:  

Due after one year but 
within five years US$ 614,665  627,751  

 
 4,040,937  

   
4,090,322 

        
Corporate debentures:        

Due after one year but 
within five years  

 
 2,974,516  2,785,500  0  

   
0 

Due after five years but 
within ten years 

 
  2,000,000  

 
 1,826,800                 0                     0 

   4,974,016  4,612,300                 0                  0 
 US$    5,589,181    5,240,051   4,040,937    4,090,322 
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(9) Loans 
The composition of loans as of June 30, 2005 and 2004, is as follows: 

 
  2005 2004 
   
Commercial, financial and industrial US$ 530,243,106 528,355,758 
Real estate – residential and for construction  307,169,354 215,512,250 
Credit card  601,054,595 477,975,369 
Vehicles financing  130,441,469 90,628,026 
Other personal  71,500,673 55,111,075 
Cash collateralized (back to back)  96,397,145 65,251,200 
Leasing  21,425,423 11,876,384 
Overdrafts       11,751,760      13,281,598 

 US$ 1,769,983,525 1,457,991,660 
 

At June 30, 2005 and 2004, the Bank had loans for US$91,871,299 and US$70,280,010, 
respectively, pledged to secure borrowings and other credit facilities. 
 
At June 30, 2005 and 2004, the Bank’s non-accruing loans amounted to US$12,207,663 and 
US$15,264,899, respectively.  Interest, which would have been recorded, if the loans had not 
been classified as non accruing, amounted to US$509,090 y US$799,418 during the six-month 
periods ended June 30, 2005 and 2004, respectively.  At June 30, 2005 and 2004, the Bank 
had no commitments to lend additional funds to borrowers whose loans are classified as non-
accruing.   

 
Other real estate owned assets included in other assets amounted to US$7,972,873 and 
US$7,202,580 at June 30, 2005 and 2004, respectively. 

 
The following is a summary of information pertaining to impaired loans: 
 

 2005 2004 
   
Impaired loans, all with a valuation allowance US$ 13,638,519 16,988,935
 
Valuation allowance related to impaired loans US$   4,730,974   6,159,978
   
Average balance of impaired loans US$ 15,641,130 19,022,299
Interest income recognized on a cash basis on 

impaired loans US$     705,086     845,849
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(10) Allowance for Loan Losses 
The changes in the allowance for loan losses during the six-month periods ended June 30, 
2005 and 2004 are presented below: 

 
  2005 2004 
    
Balance, beginning of year US$ 44,731,917   42,993,780 
Provision for loan losses  14,721,850 11,278,125 
Charge-offs  (17,095,187) (10,805,908)
Recoveries  4,839,942     3,984,995
Foreign currency translation       (170,768)       (410,641)
Balance, end of period US$  47,027,754   47,040,351 

 
(11) Securitization of Mortgage Loans Held for Sale 
 On August 2002, one of the subsidiaries of the Bank sold mortgage loans in a securitization 

transaction.  The subsidiary retained the servicing responsibilities and subordinated interests.  
The subsidiary receives annual servicing fees approximating 1% of the outstanding balance 
and rights to future cash flows arising after the investors in the securitization trust have 
received the return for which they contracted.  No servicing asset was recognized as the fee to 
be received is considered adequate compensation.  The investors and the securitization trust 
have no recourse to the subsidiary’s other assets for failure of debtors to pay when due.  The 
subsidiary’s retained interests are subordinated to investors’ interests.  Their value is subject to 
credit, prepayment, and interest rate risk on the transferred financial assets. 
 
The fair value of the retained interests at June 30, 2005 and 2004 amounted to US$$4,745,849 
and US$5,133,207, respectively (weighted average life of 3.51 and 3.61 years, respectively).  
Such retained interests are included as available for sale securities.  Furthermore, the 
subsidiary holds a liability for US$4,987,756 relating to the clean up option on the securitization 
of the mortgage loans. 
 
Key assumptions used for mortgage loans during the six-month period ended June 30, 2005 in 
measuring the fair value of retained interests at the date of sale or securitization and at the end 
of the period are as follows: 
 
 Date of  
 Securitization Period - end 
   

Prepayment speed (%) 3 5.25 
Weighted – average life (in years) 6.48 4.78 
Expected credit losses (US$) 0 0 
Residual cash flows discounted at (%) 12 12 
Variable returns to transferees  3-month LIBOR 

plus a spread  
of 0.95% 

3-month LIBOR 
plus a spread 

of 0.95% 
 
Cash flows received from securitization trust during the six-month periods ended June 30, 
2005 and 2004 relating to servicing fees amounted to US$106,617 and US$122,991, 
respectively. 
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(12) Property and Equipment 
 Property and equipment as of June 30, 2005 and 2004 are as follows: 
 

 2005 2004 
   
Land US$ 7,046,025 8,266,050 
Buildings and improvements 47,248,601 44,183,270 
Equipment, furniture and vehicles 127,819,542 115,359,527 
Constructions in progress         749,937            571,887 
 182,864,105 168,380,734 
Less: accumulated depreciation and amortization   (80,990,447)    (76,814,584) 
 US$  101,873,658     91,566,150 

 
As of June 30, 2005, an aircraft was acquired under a lease financing arrangement (see note 
16). 

 
(13) Goodwill and Intangible Assets 

At June 30, 2005 and 2004, a detail of goodwill allocation related to the Bank’s investments in 
various countries and intangible assets, which are included in other assets, follows: 
 

 2005 2004 
Goodwill:   
Costa Rica US$ 1,017,381 1,017,381 
Nicaragua 843,760 843,760 
El Salvador     771,530     771,530 

  2,632,671 2,632,671 
Core deposit intangible subject to amortization – 

Costa Rica 
 

 1,040,671 
 

 1,936,814 
 US$  3,673,342  4,569,485 

 
(14) Deposits 

As of June 30, 2005 and 2004, the Bank held US$608,460,430 and US$469,306,913 
respectively, of time deposits with principal balances of US$100,000 and over.   
 
Scheduled maturities of time deposits at June 30, 2005 are as follows: 
 

Year ending December 31,  
2005 US$ 635,182,929 
2006 157,579,289 
2007 18,666,557 
2008 8,435,269 
2009 1,957,238 
Thereafter      7,785,104 

 US$  829,606,386 
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(15) Securities Sold under Agreements to Repurchase 
The following table summarizes certain information on securities sold under agreements to 
repurchase at or for the six-month periods ended June 30, 2005 and 2004: 
 

 2005 2004 
 
Carrying amount at June 30 US$ 23,168,472 26,588,820 
Maximum amount outstanding at any month end US$ 32,816,801 48,068,143 
Average amount outstanding during the period US$ 26,619,774 36,231,039 
Weighted average interest rate for the period        8.04%         8.34% 
Weighted average interest rate at end of period         8.16%       10.31% 

 
(16) Borrowings 

Borrowings at June 30, 2005 and 2004 consist of the following: 
 
 2005 
 Interest Maturity  Carrying 
 Rate Various Through  Amount 
     

Payable in dollars (United States of 
America): 

  
 

 

Fixed rate 2.86% to 10.75% 2007 US$ 26,964,649
Floating rate 3.47% to 7.50% 2014 286,328,231

   
Payable in Mexican Pesos (Mexico)   

Floating rate 9.20% to 11.51% 2006 5,475,182
   
Payable in Quetzals (Guatemala):   

Floating rate 7.25% to 10.00% 2006 24,103,446
   
Payable in Lempiras (Honduras):   

Floating rate 7.00% to 15.00% 2024  2,128,694
   
Payable in Cordobas (Nicaragua):   

Fixed rate 5.00% to 6.53% 2019  1,445,951
Floating rate 7.73% 2006  46,871

   
Payable in Colones (Costa Rica):   

Fixed rate 17.00% 2005  1,212,853
Floating rate 15.00% to 16.84% 2009   5,255,716

   US$ 352,961,593
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 2004 
 Interest Maturity  Carrying 
 Rate Various Through  Amount 
     
Payable in dollars (United States of 
America): 

  
 

 

Fixed rate 2.29% to 18.00% 2014 US$ 85,640,346
Floating rate  1.85% to  5.80% 2012  174,378,234

    
Payable in Quetzals (Guatemala):    

Floating rate 8.00% to 23.00% 2005  12,073,396
    
Payable in Lempiras (Honduras):    

Fixed rate 7.00% to 16.00% 2023  1,847,810
    
Payable in Cordobas (Nicaragua):    

Fixed rate 5.00% to 6.23% 2018  1,154,618
   Floating rate 5.55% to 6.19% 2006  189,373
    
Payable in Colones (Costa Rica):    

Fixed rate 17.00% to 17.60% 2004  1,118,225
Floating rate 13.50% to 17.25% 2009      6,790,075

   US$ 283,192,077
 
On December 16, 2002, one of the subsidiaries of the Bank, through a consolidated special 
purpose entity, issued US$50,000,000 under its US$125 million CIC floating–rate trust 
certificates series 2002–A, due January 8, 2010.  As of June 30, 2005 and 2004, the amount 
outstanding under this program aggregated US$102,437,183 and US$105,000,000, 
respectively.  The certificates are issued and managed by CIC Receivables Master Trust for 
the benefit of the certificate holders.  The Master Trust currently holds a ‘AAA’ rating from 
Standard & Poor’s Rating Services.  Such certificates are secured in first degree by future cash 
flows originating in Guatemala, Honduras, El Salvador, Nicaragua and Costa Rica from 
merchant vouchers and by a financial guarantee insurance policy provided by Ambac 
Assurance Corp. (an insurance company holding a ‘AAA’ financial strength rating from 
Standard & Poor’s) which guarantees timely payment of certificate interest and principal when 
due. The merchant vouchers are those to be generated by holders of credit cards issued by 
third-party international financial institutions, under Visa and MasterCard Credit Card 
Programs, which are being serviced by the subsidiary. The certificates pay interest quarterly 
the fifth day of each January, April, July and October at a rate of three-month U. S. dollar 
LIBOR plus a margin (5.48% and 3.49% at June 30, 2005 and 2004, respectively).  Payment of 
principal amortization amounts to certificate holders began on April 7, 2005.  The certificates 
have original duration of 4.68 years.  As of June 30, 2005, the remaining duration is 2.42 
years. 
 
At June 30, 2005 and 2004, secured borrowings amounted to US$198,688,760 and 
US$222,836,117, respectively, including the amount outstanding under the CIC Receivables 
Master Trust.  
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As of June, 30, 2005, secured borrowings include a lease financing arrangement for 
acquisition of an aircraft. The lease, with an aggregate outstanding balance of US$7,838,770 
calls for monthly installments of US$83,428, including interest, to be paid in arrears through 
January 1, 2015. 
 
At June 30, 2005, the Bank had approximately US$168,624,824 available in unused lines of 
credit that expire through 2010, including the unfunded portion of the CIC Receivables Master 
Trust of US$22,562,817. 
  
Scheduled maturities of borrowings at June 30, 2005, are as follows: 
 

Year ending December 31,  
2005 US$ 127,096,853
2006  51,435,108
2007  44,618,261
2008  37,446,617
2009  34,458,139
Thereafter     57,906,615

 US$  352,961,593
 
(17) Other Borrowed Funds 

Carrying amount of other borrowed funds at June 30, 2005 and 2004 consist of certificates of 
indebtedness registered at and negotiable through the corresponding local stock exchanges in 
Guatemala, El Salvador and Costa Rica, at fixed and variable interest rates, and are detailed 
as follows: 
 
Payable in: Interest Rate 2005 2004 
 
US dollars 4.11% to 6.56% US$ 21,000,000 27,542,900
Quetzals 7.02% to 8.00% 37,804,662 36,430,961
Colones 16.86% to 17.90% 23,065,148   9,161,494
 US$ 81,869,810 73,135,355

 
 

Scheduled maturities of other borrowed funds at June 30, 2005 are as follows: 
 

Year ending December 31,  
2005 US$ 32,021,683
2006  28,363,969
2007  0
2008  8,000,000
2009    13,484,158

 US$ 81,869,810
 

At June 30, 2005 and 2004, the Bank had loans receivable for US$14,626,207 and 
US$10,151,616, respectively, pledged to secure these other borrowed funds. 
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(18) Other Operating Expenses 
The following table sets forth the components of other operating expenses for the six-month 
periods ended June 30, 2005 and 2004: 
 

 2005 2004 
   
Advertising and loyalty programs US$ 11,332,255 9,006,486 
Communications 4,707,950 3,920,985 
Office supplies 2,471,222 3,033,326 
Maintenance 4,784,745 3,663,170 
Credit card franchise and authorization fees 4,398,076 3,349,540 
Taxes other than income 3,015,669 1,906,943 
Processing fees 1,417,394 1,533,515 
Deposit insurance 1,168,705 1,496,419 
Security 1,410,383 1,179,137 
Armored services 1,080,673 739,604 
Travel expenses 1,232,293 1,344,520 
Other  12,601,566 10,395,034 

 US$ 49,620,931 41,568,679   
 
(19) Income Taxes 

Income tax expense consists of: 
 

 2005 2004 
 
Current US$ 7,426,693 7,694,917 
Deferred  (1,281,256)     (219,387) 
 US$   6,145,437   7,475,530 

 
Income tax expense was US$6,145,437 and US$7,475,530 for the six-month periods ended 
June 30, 2005 and 2004, respectively, and differed from the amounts computed by applying 
the income tax rate percent to pretax consolidated earnings as a result of the following: 
 

 2005 2004 
   
Computed “expected” tax expense US$ 17,155,623   17,719,969 
Increase (decrease) in income taxes resulting 

from:   
Exempt and foreign source income (10,710,796) (13,284,708) 
Tax incentives      (111,842)       (343,877) 
Change in allowance (3,001,861) 402,783 
Nondeductible expenses    2,814,313   2,981,363 

Income tax expense US$    6,145,437   7,475,530 
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Temporary differences between financial statement carrying amounts and tax bases of assets 
and liabilities that give rise to the deferred tax assets and liabilities as of June 30, 2005 and 
2004 are as follows: 
 

 2005 2004 
 

Deferred tax assets: 
Net operating tax loss carryforwards US$ 3,079,152 5,799,095 
Allowance for loan losses 2,808,120 4,026,109 
Organizational costs 105,724 323,352 
Deferred loan origination fees and costs 443,327 717,870 
Accrual of employment benefits     1,111,783       540,901 

Gross deferred tax assets 7,548,106 11,407,327 
Less-valuation allowance     (3,490,749)   (7,730,706) 

Net deferred tax assets 4,057,357 3,676,621 
Deferred tax liabilities:   

Tax depreciation and other     (2,093,886)   (2,080,547) 
Deferred tax asset, net US$      1,963,471    1,596,074 

 
The valuation allowance for deferred tax assets as of June 30, 2005 and 2004 was 
US$3,490,749 and US$7,730,706, respectively. 
 
The net change in the total valuation allowance for the six-month periods ended June 30, 2005 
and 2004 was a decrease of US$3,001,861 and an increase of US$402,783, respectively.  In 
assessing the realizability of deferred tax assets, management considers whether it is more 
likely than not that some portion or all of the deferred tax assets will not be realized.  The 
ultimate realization of deferred tax assets is dependent upon the generation of future taxable 
income during the periods in which those temporary differences become deductible.  

 
At June 30, 2005, subsidiaries of the Bank have incurred in net operating tax loss    
carryforwards of US$10,347,092 which are available to offset future taxable income of the 
applicable subsidiaries, if any, through 2009 as follows: 
 

Year ending December 31,   
2005 US$ 4,399,832
2006  4,288,204
2007  1,213,172
2008  327,327
2009          118,557
Total US$    10,347,092
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(20) Other Comprehensive Loss 
The following table presents the components of and changes in accumulated other 
comprehensive loss for six month periods ended June 30, 2005 and 2004: 
 
  

Foreign 
Unrealized 
Net Gain 

Accumulated 
Other 

 Currency (Loss) on Comprehensive
 Translation Securities Loss 
  
Beginning balances as of 

December 31, 2003 (34,734,545)
 

4,695,545 (30,039,000)
Current period changes   (3,573,158) (8,998,225)   (12,571,383)
Balances as of June 30, 2004 (38,307,703) (4,302,680) (42,610,383)
  
Beginning balances as of 

December 31, 2004 (42,921,699)
 

999,951 (41,921,748)
Current period changes   (5,454,876) 1,048,498   (4,406,378)
Balances as of June 30, 2005 (48,376,575) 2,048,449 (46,328,126)
 
The following table presents details of other comprehensive income (loss) for the six-month 
periods ended June 30, 2005 and 2004: 
 

  2005 2004 
  
Foreign currency translation US$ (5,454,876)  (3,573,158) 
Unrealized gain (loss) on securities:   
Unrealized holding gains arising during the 

periods, net of income tax expense of 
US$164,052 in 2005 

  
 

2,460,874 

 
 

(493,527) 
Less: reclassification adjustments to net 

income for net gains realized 
 

  (1,412,376)
 

(8,504,698) 
Change during the six-month periods, net    1,048,498 (8,998,225) 

Other comprehensive loss for the six-month 
periods 

 
US$ (4,406,378)

 
(12,571,383) 

 
(21) Off-Balance Sheet Financial Instruments  

The Bank is a party to financial instruments with off-balance sheet risk in the normal course of 
business to meet the financing needs of its customers.  These financial instruments include, 
principally, commitments to extend credit, financial guarantees and letters of credit, the 
balances of which are not reflected in the accompanying consolidated balance sheets. 

 
Letters of credit are conditional commitments issued by the Bank to guarantee performance of 
a customer to a third party.  Those letters of credit are primarily used to support trade 
transactions and borrowing arrangements.  Generally all letters of credit issued have expiration 
dates within one year.  The credit risk involved in issuing letters of credit is essentially the 
same as that involved in extending loan facilities to customers. 
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Commitments to extend credit are agreements to lend to a customer as long as there is no 
breach of any condition established in the contract.  Commitments generally have fixed 
expiration dates or other termination clauses and may require payment of a fee.  The 
commitments may expire without being drawn upon.  Therefore, the total commitment amounts 
do not necessarily represent future cash requirements.  The amount of collateral obtained, if it 
is deemed necessary by the Bank, is based on management’s credit evaluation of the 
customer.  At June 30, 2005 and 2004, the Bank had not entered into non-cancellable 
commitments to extend credit. 
 
As of June 30, 2005 the Bank had outstanding revolving lines of credit available to its credit 
card customers in each of the various countries of operation that ranged from approximately 
US$24 million to US$557 million (US$54 million to US$464 million in 2004).  The unused 
portion of the total amount available in each country, aggregated approximately from US$19 
million to US$418 million (US$28 million to US$353 million in 2004). While these amounts 
represented the available lines of credit to customers per country, the Bank has not 
experienced, and does not anticipate, that all of its customers will exercise their entire available 
lines at any given point in time.  The Bank generally has the right to increase, reduce, cancel, 
alter or amend the terms of these available lines of credit at any time. 
 
Financial guarantees are used in various transactions to enhance the credit standing of the 
Bank’s customers.  They represent irrevocable assurances that the Bank will make payment in 
the event that the customer fails to fulfill its obligations to third parties. 

 
The Bank uses the same credit policies in making commitments and conditional obligations as 
it does for on-balance sheet instruments.  At June 30, 2005 and 2004 outstanding letters of 
credit and financial guarantees are as follows: 
 

 2005 2004 
 

Letters of credit US$ 48,628,371 40,314,458
Financial guarantees    58,645,969   47,703,159

 US$  107,274,340   88,017,617
 
The nature, terms and maximum potential amount of future payments the Bank could be 
required to make under the letters of credit and guarantees as of June 30, 2005 and 2004, are 
detailed as follows: 
 

 2005 2004 
 
Up to 1 year US$ 86,245,321 84,054,228
Over 1 year    21,029,019   3,963,389

 US$  107,274,340 88,017,617
 
Generally, the Bank has resources to recover from clients the amounts paid under these 
guarantees; additionally, the Bank can hold cash or other collateral to cover for these 
guarantees.  The assets held as collateral, that the Bank can obtain and liquidate to recover 
totally or partially the amounts paid under guarantees as of June 30, 2005 and 2004, amounted 
to US$18,865,585 and US$15,820,958, respectively.   
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The Bank has recorded a liability under the letters of credit and guarantees as of June 30, 
2005 and 2004 of US$448,445 and US$1,087,769, respectively, according to Financial 
Accounting Standards Board (FASB) Interpretation No.45. 
 

(22) Derivative Financial Instruments  
The Bank follows the Statement of Financial Accounting Standard No. 133 (SFAS 133) related 
to the accounting of financial instruments that are considered to be derivatives, which requires 
that these financial instruments be recorded on the consolidated balance sheets at their fair 
value (included in “other liabilities”).  For control purposes, these financial instruments are 
recorded at their nominal amount (“notional amount”) on the memorandum accounts. 
 
In the normal course of business, the Bank uses interest rate derivatives primarily for hedging 
purposes in its consolidated balance sheets management activities.   
 
Types of Derivative Instruments 
Derivative instruments negotiated by the Bank are executed mainly over-the-counter (OTC).  
These contracts are executed between two counterparties that negotiate specific agreement 
terms, including notional amount, exercise price and maturity. 
 
For purposes of asset/liability activities, the Bank uses the following instruments: 
 
Interest rate swaps are contracts in which a series of interest rate flows, which involve fixed for 
floating interest payments or vice-versa. The Bank has designated these derivative instruments 
as freestanding derivatives. 
 
The following table provides quantitative information on derivative financial instruments 
outstanding at June 30, 2005.  There were no derivative financial instruments outstanding at 
June 30, 2004. 

  Nominal Fair Value 
  Amount Asset Liability 
Freestanding:     

Interest rate swaps US$ 5,000,000               0 68,484
 

(23) Concentration of Credit Risk 
 Concentrations of credit risk arise when changes in economic, industry or geographic factors 

similarly affect a group of counterparties whose aggregate credit exposure is material in 
relation to the Bank’s total credit exposure.  The Bank’s loan portfolio is concentrated in the 
credit card business, which at June 30, 2005 and 2004, accounts for approximately 34% and 
33% of total loans, respectively.  Through the operation of subsidiary banks in Central 
American countries, however, the Bank has widened its lending activities, diversifying into 
other consumer and commercial products.  The loan book is well diversified by economic 
sector and by individual exposures.  By country the largest loan exposures are held in Costa 
Rica and El Salvador. 
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(24) Disclosures about Fair Value of Financial Instruments 
The fair value of a financial instrument is the current amount that would be exchanged between 
willing parties, other than in a forced liquidation. Fair value is best determined based upon 
quoted market prices. However, in many instances, there are no quoted market prices for the 
Bank’s various financial instruments. In cases where quoted market prices are not available, 
fair values are based on estimates using present value or other valuation techniques. Those 
techniques are significantly affected by the assumptions used, including the discount rate and 
estimates of future cash flows.  Accordingly, the fair value estimates may not be realized in an 
immediate settlement of the instrument.  Accordingly, the aggregate fair value amounts 
presented may not necessarily represent the underlying fair value of the Bank. 
 
The following is a description of the methods and assumptions used to estimate fair value of 
the most significant financial instruments held by the Bank: 

 
(a) Financial Instruments with Carrying Value Approximating Fair Value 
 The carrying value of certain financial assets including cash and due from banks, 

interest-bearing deposits with banks, customers' liabilities under acceptances, accrued 
interest receivable and certain financial liabilities, including securities sold under 
agreements to repurchase, acceptances outstanding, accrued interest payable, and other 
liabilities, approximate fair value due to the short term nature of the instruments. 

 
(b) Investment Securities 

The fair value of investment securities (trading, available for sale and held to maturity) is 
estimated based on bid prices published in financial newspapers or bid quotations 
received from securities dealers.  If a quoted market price is not available, fair value is 
estimated using quoted market prices for similar securities.  Trading and available for 
sale securities are carried at fair value.  Refer to notes 6, 7 and 8 for fair value 
information as of June 30, 2005 and 2004. 

 
(c) Loans  
 The fair value is estimated based on portfolios of loans with similar financial 

characteristics.  Loans are segregated by type such as commercial, commercial real 
estate, residential mortgage, and other consumer.  Each loan category is further 
segmented into fixed and adjustable interest rate terms, and by performing and non-
performing categories.  The fair value of performing loans, except residential mortgage 
loans, is calculated by discounting scheduled cash flows through the estimated maturity 
of the loans using estimated market discount rates that reflect the credit and interest rate 
risk inherent in the loan.  For performing residential mortgage loans, fair value is 
estimated by segmenting loans into homogeneous categories and by reference to 
quotations available in markets where these loans were traded.  Fair value for significant 
non-performing loans is based on estimated cash flows discounted using a rate 
commensurate with the risk associated with the estimated cash flows.  Assumptions 
regarding credit risk, cash flows and discount rates are judgmentally determined using 
available market information and specific borrower information.  The fair value of loans at 
June 30, 2005 and 2004 was approximately US$ 1,710,206,485 and US$1,403,334,758 
(carrying value was of US$1,711,942,427 and US$1,403,682,943), respectively.  
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(d) Deposits 
 The fair value of deposits with no stated maturity, such as demand, savings, and money 

market deposits, is equal to the amount payable on demand as of June 30, 2005 and 
2004.  The fair value of time deposits is calculated based on the discounted value of 
contractual cash flows.  The discount rate used represents the interest rates currently 
offered for time deposits of similar remaining maturities.  The fair value of time deposits 
at June 30, 2005 and 2004 was approximately US$829,857,208 and US$668,186,147 
(carrying value of US829,606,386 and US$667,566,269), respectively. 

 
(e) Borrowings 
 The fair value of borrowings was calculated based on the discounted value of contractual 

cash flows.  The discount rate used represents the interest rates currently offered for 
similar types of borrowings and remaining maturities.  The fair value of borrowings at 
June 30, 2005 and 2004 was approximately US$350,522,203 and US$284,719,837 
(carrying value of US$352,961,593 and US$283,192,077), respectively. 

 
(f) Other borrowed funds 
 The fair value of other borrowed funds was calculated based on the discounted value of 

contractual cash flows.  The discount rate used represents the interest rates currently 
offered for similar types of other borrowed funds and remaining maturities.  The fair value 
of other borrowed funds at June 30, 2005 and 2004 was approximately US$81,786,091 
and US$72,328,491 (carrying value of US$81,869,810 and US$73,135,355), 
respectively. 

 
(g) Off-balance sheet instruments 
 The fair values for off-balance-sheet, credit-related financial instruments are based on 

fees currently charged to enter into similar agreements, taking into account the remaining 
terms of the agreements and the counterparties' credit standing.  The fair value of these 
financial instruments is not significant. 

 
(25) Administration of Trust Contracts and Asset Management 

As of June 30, 2005 and 2004, various of the Bank’s subsidiaries administer and are custodian 
of assets which amounted to approximately US$310,254,970 and US$289,275,352, 
respectively. 
 

(26) Tax Contingencies 
During 2004, Tax Authorities of the Republic of Guatemala have assessed certain of the 
Company’s Guatemalan subsidiaries for an aggregate amount of US$3.3 million in taxes, not 
including penalties and imputable interest.  Management of those subsidiary companies filed 
appeals with the Tax Authorities. Through the date of this report, the Tax Authorities have 
revised their assessment to approximately US$910 thousand, not including penalties and 
imputable interest. Based on the revised assessment of tax and opinions of legal counsel, 
Management believes that the subsidiary companies’ position will prevail with no material 
adverse effect on the Bank’s consolidated financial position or consolidated results of 
operations.  A provision of US$750 thousand has been established to cover for any taxes and 
penalties that might ultimately result from these proceedings. 
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(27) Litigation 
The Bank is a defendant in various jurisdictions in legal actions arising in the normal course of 
business.  In the opinion of management and Bank’s legal counsel, the ultimate disposition of 
these matters will not have a material adverse effect on the Bank’s consolidated financial 
position, results of operations or liquidity. 
 

(28) Regulatory Matters    
The banking operations of the Bank are subject to various regulatory requirements 
administered by governmental agencies in the countries they operate.  Failure to meet these 
regulatory requirements can initiate certain mandatory, and possibly additional discretionary, 
actions by the regulators that, if undertaken, could have a material effect on the Bank’s 
consolidated financial statements.  In the opinion of management, at June 30, 2005 and 2004 
the Bank’s banking operations were in compliance with such regulatory requirements. 
 

(29) Assertion on Internal Control Over Financial Reporting 
The Public Company Accounting Oversight Board Auditing Standard No. 2, An Audit of Internal 
Control over Financial Reporting Performed in Conjunction With an Audit of Financial 
Statements, requires that management of a public entity must assess and report on the 
effectiveness of its internal control over financial reporting.  The Bank is not a public entity and, 
consequently, Bank’s management is not required to issue an assertion regarding its internal 
control over financial reporting. 
 


