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Management’s Report Regarding Effectiveness of
Internal Controls Over External Financial Reporting

The management of the International Finance Corporation (IFC) is responsible for the
preparation, integrity, and fair presentation of its published financial statements and all other
information presented in the accompanying Management’s Discussion and Analysis. The
financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of America (US GAAP) and, as such, include amounts based on
informed judgments and estimates made by management.

The financial statements have been audited by an independent accounting firm, which was given
unrestricted access to all financial records and related data, including minutes of all meetings of
the Board of Executive Directors and committees of the Board. Management believes that all
representations made to the independent auditors during their audit were valid and appropriate.
The independent auditors’ report accompanies the audited financial statements.

Management is responsible for establishing and maintaining effective internal control over
external financial reporting for financial presentations in conformity with US GAAP. The
system of internal control contains monitoring mechanisms, and actions are taken to correct
deficiencies identified. Management believes that internal controls for external financial
reporting, which are subject to scrutiny by management and the internal auditors, and are revised
as considered necessary, support the integrity and reliability of the external financial statements.

Key procedures that Management has established, which are designed to provide effective
internal financial control within IFC, include the preparation, review and Board approval of
annual financial plans that align with strategic plans prepared every year. Results are monitored
regularly and reports on progress compared to the plan are prepared quarterly. Additionally,
systems are in place to monitor financial risks such as changes in the market prices of financial
instruments, funding of assets, operational error and fraud. Exposure to these risks is monitored
by the IFC Finance and Risk Committee.! Further, the system of internal controls includes
written policies and procedures, proper delegation of authority, accountability through
establishing responsibility centers, and segregation of duties.

There are inherent limitations in the effectiveness of any internal control, including the
possibility of human error and the circumvention or overriding of controls. Accordingly, even
effective internal control can provide only reasonable assurance with respect to financial

! The members of Finance and Risk Committee are: the VP, Portfolio and Risk Management (Chair), the EVP, the
VP Operations, the VP Finance & Treasurer, the VP & Chief Economist, the General Counsel and the Director,
Municipal Fund Department.
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statement preparation. Further, because of changes in conditions, the effectiveness of internal
control may vary over time.

IFC assessed its internal control over external financial reporting for financial presentations in
conformity with US GAAP as of June 30, 2005. This assessment was based on the criteria for
effective internal control over external financial reporting described in Internal Control-
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. Based upon this assessment, management believes that IFC maintained effective
internal control over external financial reporting presented in conformity with US GAAP, as of
June 30, 2005. The independent accounting firm that audited the financial statements has issued
an attestation report on Management’s assessment of IFC’s internal control over external
financial reporting.

The Board of Executive Directors of IFC has appointed an Audit Committee responsible for
monitoring the accounting practices and internal controls of IFC. The Audit Committee is
comprised entirely of Executive Directors who are independent of IFC’s management. The
Audit Committee is responsible for recommending to the Board of Executive Directors the
selection of independent auditors. It meets periodically with management, the independent
auditors, and the internal auditors to ensure that they are carrying out their responsibilities. The
Audit Committee is responsible for performing an oversight role by reviewing and monitoring
the financial, accounting and auditing procedures of IFC in addition to reviewing IFC’s reports.
The independent auditors and the internal auditors have full and free access to the Audit
Committee, with or without the presence of management, to discuss the adequacy of internal
control over external financial reporting and any other matters which they believe should be
brought to the attention of the Audit Committee.
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We have examined management's assertion, included in the accompanying Management's Report
Regarding Effectiveness of Internal Controls Over External Financial Reporting, that
International Finance Corporation maintained effective internal control over external financial
reporting presented in conformity with accounting principles generally accepted in the United
States of America as of June 30, 2005 based on the criteria established in “Internal Control —
Integrated Framework” issued by the Committee of Sponsoring Organizations of the Treadway
Commission (the COSO report). Management is responsible for maintaining effective internal
control over external financial reporting. Our responsibility is to express an opinion on

Our examination was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants and, accordingly, included obtaining an
understanding of the internal control over financial reporting, testing, and evaluating the design
and operating effectiveness of the internal contro! and performing such other procedures as we
considered necessary in the circumstances. We believe that our examination provides a

Because of inherent limitations of internal control over external financial reporting, including the
possibility of collusion or improper management override of controls, material misstatements due
to error or fraud may occur and not be detected. Also, projections of any evaluation of the
internal control over external financial reporting to future periods are subject to the risk that the
internal control may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

In our opinion, management's assertion that International Finance Corporation maintained
effective internal control over external financial reporting presented in conformity with
accounting principles generally accepted in the United States of America as of June 30, 2005, is
fairly stated, in all material respects, based on the criteria established in “Internal Control —
Integrated Framework” issued by the Committee of Sponsoring Organizations of the Treadway

Member of
Deloitte Touche Tohmatsu
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