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INTERNATIONAL FINANCE CORPORATION 
 
 

The notes to the consolidated condensed financial statements are an integral part of these statements. 
 

CONSOLIDATED CONDENSED BALANCE SHEETS 
 

as of September 30, 2008 (unaudited) and June 30, 2008 (unaudited) 
 

(US$ millions) 
  

  
 
  September 30   June 30  
Assets 
 
 Cash and due from banks ...................................................................................................... $ 393 $ 344 
 Time deposits ........................................................................................................................  7,620  8,418 
 Trading securities - Notes B and M ........................................................................................   11,241   12,346 
 Securities purchased under resale agreements .....................................................................  169  35 
 

Investments - Notes C, D and M                 
 Loans ($221 - September 30, 2008 and $248 - June 30, 2008 at fair value)  
    (net of reserves against losses of $878 - September 30, 2008 and $848 - June 30, 2008)  
     - Notes C, D and M……… ..............................................................................................                14,698   14,381 
 Equity investments ($3,647 - September 30, 2008 and $4,702 - June 30, 2008  
  at fair value) - Notes C and M.........................................................................................  6,294  7,318 

 Debt securities - Notes C and M .........................................................................................  1,605  1,620 
 
             Total investments .......................................................................................................  22,597  23,319 
   
 Derivative assets - Note M......................................................................................................  1,293  1,630 
 
 Receivables and other assets ................................................................................................  4,063  3,379 
 
   Total assets .................................................................................................................. $ 47,376 $ 49,471 
 
 

 
Liabilities and capital 
 
 Liabilities 
  Securities sold under repurchase agreements and payable  
   for cash collateral received ............................................................................................ $ 5,278 $ 6,018 
 
  Borrowings outstanding - Note M 
   From market sources ($19,657 - September 30, 2008 and  
    $19,785 - June 30, 2008 at fair value) - Note M..........................................................  20,064  20,207 
   From International Bank for Reconstruction and Development ......................................  52  54 
 
    Total borrowings ........................................................................................................  20,116  20,261 
    
  Derivative liabilities - Note M...............................................................................................  1,446  1,408 
 
  Payables and other liabilities .............................................................................................  3,378  3,523 
 
   Total liabilities ................................................................................................................  30,218  31,210 
 
 Capital 
  Capital stock, authorized 2,450,000 shares of $1,000 par value each 
   Subscribed ....................................................................................................................  2,366  2,366 
   Less:  Portion not yet paid .............................................................................................  -  - 
    Total capital stock ......................................................................................................  2,366  2,366 
   
  Accumulated other comprehensive income ........................................................................  1,528  2,703 
  Retained earnings .............................................................................................................  13,264  13,192 
 
   Total capital ...................................................................................................................  17,158  18,261 
 
   Total liabilities and capital .......................................................................................... $ 47,376 $ 49,471 
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INTERNATIONAL FINANCE CORPORATION 
 
 

The notes to the consolidated condensed financial statements are an integral part of these statements. 
 

CONSOLIDATED CONDENSED INCOME STATEMENTS 
 

for each of the three months ended September 30, 2008 (unaudited) and September 30, 2007 (unaudited) 
 

(US$ millions)  
  

  
    
  
  2008   2007  
 
Income from loans and guarantees - Note D .............................................................................. $  185 $ 281 
 
Provision for losses on loans and guarantees - Note D ...............................................................  (44)  (21) 
 
Income from equity investments - Note F ...................................................................................  67  470 
 
(Loss) income from debt securities - Note E................................................................................  (5)  28 
 
Income from liquid asset trading activities - Note B .....................................................................  47  253 
 
Charges on borrowings ..............................................................................................................  (144)  (205) 
 
Income from loans, guarantees, equity investments, debt securities and liquid asset   
 activities after provision for losses on loans and guarantees and charges on 
    borrowings ............................................................................................................................  106  806 
 
Other income 
 Service fees ...........................................................................................................................  11  14 
 Other …..................................................................................................................................                      25  10 
 
  Total other income ...........................................................................................................  36  24 
 
Other expenses 
 Administrative expenses  .......................................................................................................  166  138 
 Expense from pension and other postretirement benefit plans ...............................................  9  - 
 Other..….................................................................................................................................  9  3 
 
  Total other expenses .......................................................................................................  184  141 
 
Foreign currency transaction gains (losses) on non-trading activities .........................................  62  (27) 
 
Income before expenditures for advisory services and net unrealized gains (losses) 
 on other non-trading financial instruments accounted for at fair value ...........................  20  662 
 
Expenditures for advisory services - Note I .................................................................................  (56)  (35) 
 
(Loss) income before net unrealized gains (losses) on other non-trading financial  
 instruments accounted for at fair value ..............................................................................    (36)   627 
 
Net unrealized gains (losses) on other non-trading financial instruments  
 accounted for at fair value - Note G ........................................................................................  108  (6) 
 
Net income ............................................................................................................................... $ 72 $ 621 
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INTERNATIONAL FINANCE CORPORATION 
 
 

The notes to the consolidated condensed financial statements are an integral part of these statements. 
 

CONSOLIDATED CONDENSED STATEMENTS OF 
COMPREHENSIVE INCOME 

 
for each of the three months ended September 30, 2008 (unaudited) and September 30, 2007 (unaudited) 

 
(US$ millions)  

  

  
 
  2008   2007  
      
Net income ............................................................................................................................... $ 72 $ 621 
 
Other comprehensive (loss) income  
 
 Net unrealized (losses) gains on debt securities arising during the period............................... . (159)  40  
 
   Less:  reclassification adjustment for realized gains included in net income………………... -  (12)   
 
   Add:  reclassification adjustment for impairment write-downs included in net income…….. 14  - 
   
           Net unrealized (losses) gains on debt securities...............................................................  (145)  28  
 
  
 Net unrealized (losses) gains on equity investments arising during the period ........................  (991)  785  
 
   Less:  reclassification adjustment for realized gains included in net income………………..  (144)  (46)   
 
   Add:  reclassification adjustment for impairment write-downs included in net income…….. 103  20 
 
             Net unrealized (losses) gains on equity investments ......................................................  (1,032)  759  
 
 
 Unrecognized net actuarial gains and unrecognized prior service credits on benefit plans …….  2  1 
  
  Total comprehensive (loss) income ............................................................................... $ (1,103) $ 1,409  
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INTERNATIONAL FINANCE CORPORATION 
 
 

The notes to the consolidated condensed financial statements are an integral part of these statements. 
 

CONSOLIDATED CONDENSED STATEMENTS OF  
CHANGES IN CAPITAL 

 
for each of the three months ended September 30, 2008 (unaudited) and September 30, 2007 (unaudited) 

 
(US$ millions) 

  

  
       Retained earnings               
             Accumulated        
             other       
             comprehensive    Capital      
         Undesignated  Designated   Total       income      stock †    Total capital  
     
 

At June 30, 2008 ………………………… $ 12,366  $ 826 $ 13,192  $ 2,703  $  2,366  $ 18,261 
 
Three months ended  
   September 30, 2008 
 
 Net income ……………………………..   72    72                 72 
 Other comprehensive loss……………       -  (1,175)               (1,175) 
    Expenditures against designated 
     retained earnings - Note I ………....   56   (56)  -                 - 
 Designations of 
  retained earnings - Note I …………  (100)  100  -                   - 

 

At September 30, 2008 ………………….$  12,394  $ 870 $ 13,264 $ 1,528  $ 2,366  $ 17,158 
 

 

At June 30, 2007………………………… $ 10,604 $ 606 $ 11,210 $ 442  $ 2,365  $ 14,017 
 
 Cumulative effect of adoption of 
  SFAS No. 157 - Note M……………..      -  2,925       2,925 
 Cumulative effect of adoption of 
  SFAS No. 159 - Note M……………... 435     435  (2)       433 
 
At June 30, 2007 after cumulative  
 effect adjustments…………………… $ 11,039  $ 606     $ 11,645 $ 3,365  $  2,365   $ 17,375 

 
Three months ended  
   September 30, 2007 
 
 Net income ……………………………..  621    621                 621 
 Other comprehensive income …………        788               788 
    Expenditures against designated 
     retained earnings - Note I ………...  35   (35)  -                 - 
    Designations of 
  retained earnings - Note I ………..  (370)  370  -                 - 

 

At September 30, 2007 ………………….$ 11,325 $ 941 $ 12,266 $ 4,153  $ 2,365  $ 18,784 
 

 
†  

Capital stock includes payments received on account of pending subscriptions. 
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INTERNATIONAL FINANCE CORPORATION 
 
 

The notes to the consolidated condensed financial statements are an integral part of these statements. 
 

 

CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS 
    

for the three months ended September 30, 2008 (unaudited) and September 30, 2007 (unaudited) 
 

(US$ millions) 
  

 
 
  2008   2007   
Cash flows from loans, equity securities and debt securities investment activities 
 Loan disbursements .............................................................................................................. $ (1,326) $ (1,229) 
 Investments in equity securities ..............................................................................................  (325)  (427) 
 Investments in debt securities ................................................................................................  (82)  (388) 
 Loan repayments ...................................................................................................................  527  559 
 Debt securities repayments ....................................................................................................  1  -  
 Sales of equity investments ...................................................................................................  257  502
 Sales of debt securities ..........................................................................................................  1  20  
 
  Net cash used in loans, equity securities and debt securities investing activities .....  (947)  (963) 
 
Cash flows from financing activities 
 Proceeds from issuance of borrowings ..................................................................................  1,132  938 
 Repayment of borrowings ......................................................................................................  (432)  (529) 
 
  Net cash provided by financing activities      700       409 
 
Cash flows from operating activities 
 Net income ............................................................................................................................  72  621 
 Adjustments to reconcile net income to net cash (used in) provided by operating activities: 
  Realized gains on equity sales ...........................................................................................  (199)  (378) 
  Realized gains on sales of debt securities ..........................................................................  -  (12) 
  Unrealized losses (gains) on equity investments accounted for under the Fair Value Option  49  (19) 
  Equity investment impairment write-downs ........................................................................  208  15 
  Debt securities impairment write-downs..............................................................................  19  - 
  Provision for losses on loans and guarantees ....................................................................  44  21 
  Foreign currency transaction (gains) losses on non-trading activities .................................  (62)  27 
  Net unrealized (gains) losses on other non-trading financial instruments 
      accounted for at fair value...............................................................................................  (108)  6 
  Change in accrued income on loans, time deposits and securities .....................................  (44)  (83) 
  Change in payables and other liabilities .............................................................................  (1,274)  (1,056) 
  Change in receivables and other assets ............................................................................  468  (530) 
  Change in trading securities and securities purchased and sold under 
   resale and repurchase agreements ...............................................................................  401  2,045 
 
  Net cash (used in) provided by operating activities ......................................................  (426)  657 
 
 
Change in cash and cash equivalents ........................................................................................  (673)  103 
Effect of exchange rate changes on cash and cash equivalents .................................................  (76)  (6) 
Net change in cash and cash equivalents ..................................................................................  (749)  97 
Beginning cash and cash equivalents ........................................................................................  8,762  5,361 
 
Ending cash and cash equivalents ......................................................................................... $ 8,013 $ 5,458 
 
Composition of cash and cash equivalents 
 Cash and due from banks ...................................................................................................... $ 393 $ 343 
 Time deposits ........................................................................................................................  7,620  5,115 
 
 Total cash and cash equivalents ........................................................................................ $ 8,013 $ 5,458 
 
Supplemental disclosure 
 Change in ending balances resulting from exchange rate fluctuations: 
  Loans outstanding ............................................................................................................. $ 317 $ (134) 
  Borrowings ........................................................................................................................  (641)  402  
  Currency swaps..................................................................................................................  (2)  - 
 Charges on borrowings paid, net .......................................................................... …………...    139           160 
 Non-cash item: 
  Loan and debt securities conversion to equity, net............................................. ……………        9               -                                
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INTERNATIONAL FINANCE CORPORATION 
 

NOTES TO CONSOLIDATED CONDENSED FINANCIAL 
STATEMENTS (UNAUDITED) 

  
 
 

 

PURPOSE 
 

The International Finance Corporation (IFC), an international organization, was established in 1956 to further economic development in its 
member countries by encouraging the growth of private enterprise. IFC is a member of the World Bank Group, which also comprises the 
International Bank for Reconstruction and Development (IBRD), the International Development Association (IDA), the Multilateral Investment 
Guarantee Agency (MIGA), and the International Centre for Settlement of Investment Disputes (ICSID). IFC’s activities are closely coordinated 
with and complement the overall development objectives of the other World Bank Group institutions.  IFC, together with private investors, assists 
in financing the establishment, improvement and expansion of private sector enterprises by making loans and equity investments where 
sufficient private capital is not otherwise available on reasonable terms.  IFC’s share capital is provided by its member countries.  It raises most 
of the funds for its investment activities through the issuance of notes, bonds and other debt securities in the international capital markets. IFC 
also plays a catalytic role in mobilizing additional project funding from other investors and lenders, either through cofinancing or through loan 
participations, underwritings and guarantees.  In addition to project finance and resource mobilization, IFC offers an array of financial and 
technical advisory services to private businesses in the developing world to increase their chances of success. It also advises governments on 
how to create an environment hospitable to the growth of private enterprise and foreign investment. 
 
 
NOTE A – SUMMARY OF SIGNIFICANT ACCOUNTING AND RELATED POLICIES 
 

The consolidated condensed financial statements include the financial statements of IFC and two variable interest entities (VIEs) (see Note L). 
The accounting and reporting policies of IFC conform with accounting principles generally accepted in the United States of America (US GAAP).  
 
Consolidated condensed financial statements presentation - Certain amounts in the prior years have been reclassified to conform to the 
current year’s presentation. 
 
The consolidated condensed financial statements are presented in a manner consistent with IFC’s audited consolidated financial statements as 
of and for the year ended June 30, 2008 and, in the opinion of the management, all adjustments (consisting generally of normal recurring 
accruals) necessary for a fair presentation of the financial position and the results of operations for the interim periods have been made. The 
consolidated condensed balance sheet as of June 30, 2008, included for comparative purposes only, is derived from those audited consolidated 
financial statements. For further information, refer to the consolidated financial statements and notes thereto included in IFC’s Annual Report for 
the fiscal year ended June 30, 2008. 
 
The results of operations for interim periods are not necessarily indicative of results to be expected for the year ending June 30, 2009. 
 
Use of estimates – The preparation of the consolidated condensed financial statements requires management 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 
consolidated condensed financial statements and the reported amounts of income and expense during the reporting periods.  Actual results 
could differ from these estimates.  A significant degree of judgment has been used in the determination of: the adequacy of the reserve against 
losses on loans and impairment of equity investments; estimated fair values of financial instruments accounted for at fair value (including equity 
investments, debt securities, loans, trading securities and derivative instruments) and net periodic pension income or expense. There are 
inherent risks and uncertainties related to IFC’s operations. The possibility exists that changing economic conditions could have an adverse 
effect on the financial position of IFC. 
 
IFC uses internal models to determine the fair values of derivative and other financial instruments and the aggregate level of the reserve against 
losses on loans and impairment of equity investments.  IFC undertakes continuous review and respecification of these models with the objective 
of refining its estimates, consistent with evolving best practices appropriate to its operations. Changes in estimates resulting from refinements in 
the assumptions and methodologies incorporated in the models are reflected in net income in the period in which the enhanced models are first 
applied. See Note M for more information on IFC’s use of fair value measurements.  
 
Fair Value Option and Fair Value Measurements – IFC adopted the Financial Accounting Standards Board’s (FASB) Statement of Financial 
Accounting Standards (SFAS) No. 159, The Fair Value Option of Financial Assets and Financial Liabilities (SFAS No. 159 or the Fair Value 
Option) as of July 1, 2007 and elected to apply the Fair Value Option to the following financial assets and financial liabilities existing at the time 
of adoption and entered into during the year ended June 30, 2008 and the three months ended September 30, 2008: 
(i)  direct equity investments in which IFC has significant influence and other financial interests (e.g. loans) to such investees;  
(ii) direct equity investments representing 20 percent or more ownership but in which IFC does not have significant influence and certain    
      investments in Limited Liability Partnerships (LLPs) and Limited Liability Corporations (LLCs) that maintain specific ownership accounts  
      and loans or guarantees to such investees; and 
(iii) all market borrowings, except for such borrowings having no associated derivative instruments. 
 
The reasons for electing the Fair Value Option for these financial assets and financial liabilities and more information about the adoption of 
SFAS No. 159 are discussed in more detail in Note M. 
 
IFC also adopted SFAS No. 157, Fair Value Measurements (SFAS No. 157) effective July 1, 2007. SFAS No. 157 defines fair value, establishes 
a framework for measuring fair value and a fair value hierarchy that prioritizes inputs to valuation techniques used to measure fair value. 
Pursuant to the adoption of SFAS No. 157, IFC now reports equity investments that are listed in markets that provide readily determinable fair 
values at fair value, with unrealized gains and losses being reported in other comprehensive income. Further disclosures of fair value 
measurements are provided in Note M. 
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INTERNATIONAL FINANCE CORPORATION 
 

NOTES TO CONSOLIDATED CONDENSED FINANCIAL 
STATEMENTS (UNAUDITED) 

  
 
 

 

Translation of currencies – Assets and liabilities not denominated in United States dollars (US dollars or $), other than disbursed equity 
investments, are expressed in US dollars at the exchange rates prevailing at September 30, 2008 and June 30, 2008. Disbursed equity 
investments, other than those accounted for at fair value, are expressed in US dollars at the prevailing exchange rates at the time of 
disbursement. Income and expenses are recorded based on the rates of exchange prevailing at the time of the transaction. Transaction gains 
and losses are credited or charged to income.  
 
Loans – IFC originates loans to facilitate project finance, restructuring, refinancing, corporate finance, and/or other developmental objectives. 
Loans are recorded as assets when disbursed. Loans are generally carried at the principal amounts outstanding adjusted for net unamortized 
loan origination costs and fees. It is IFC’s practice to obtain collateral security such as, but not limited to, mortgages and third-party guarantees.   
 
Effective July 1, 2007, certain loans are carried at fair value in accordance with the Fair Value Option as noted above and as discussed in more 
detail in Note M. Unrealized gains and losses on loans accounted for at fair value under the Fair Value Option are reported in income from 
loans and guarantees on the consolidated condensed income statement. 
 
IFC enters into loans with income participation, prepayment and conversion features; these features are accounted for in accordance with 
Statement of Financial Accounting Standards (SFAS) No. 133, Accounting for Derivative Instruments and Hedging Activities as amended to the 
extent they meet the definition of a derivative and are not considered to be clearly and closely related to their host loan contracts. 
 
Revenue recognition on loans – Interest income and commitment fees on loans are recorded as income on an accrual basis. Net loan 
origination costs and fees are amortized over the estimated life of the originated loan to which the fees relate.  Prepayment fees are recorded as 
income when received in freely convertible currencies.  
 
IFC does not recognize income on loans where collectibility is in doubt or payments of interest or principal are past due more than 60 days 
unless management anticipates that collection of interest will occur in the near future. Any interest accrued on a loan placed in nonaccrual status 
is reversed out of income and is thereafter recognized as income only when the actual payment is received.  Interest not previously recognized 
but capitalized as part of a debt restructuring is recorded as deferred income, included in the consolidated condensed balance sheet in payables 
and other liabilities, and credited to income only when the related principal is received.  Such capitalized interest is considered in the 
computation of the reserve against losses on loans in the consolidated condensed balance sheet. 
 
Reserve against losses on loans – IFC recognizes impairment on loans not carried at fair value in the consolidated condensed balance sheet 
through the reserve against losses on loans, recording a provision or release of provision for losses on loans in net income, which increases or 
decreases the reserve against losses on loans. Individually impaired loans are measured based on the present value of expected future cash 
flows to be received, observable market prices, or for loans that are dependent on collateral for repayment, the estimated fair value of the 
collateral. 
 
Management determines the aggregate level of the reserve against losses on loans, taking into account established guidelines and its 
assessment of recent portfolio quality trends. The guidelines include internal country and loan risk ratings, and the impairment potential of the 
loan portfolio based on IFC’s historical portfolio loss experience on mature loans.   
 
The reserve against losses on loans reflects estimates of both probable losses already identified (specific reserves) and probable losses 
inherent in the portfolio but not specifically identifiable (portfolio reserves). The determination of identified probable losses represents 
management’s judgment of the creditworthiness of the borrower.  Reserves against losses are established through a review of individual loans 
undertaken on a quarterly basis. IFC considers a loan as impaired when, based on current information and events, it is probable that IFC will be 
unable to collect all amounts due according to the loan’s contractual terms. Unidentified probable losses are the expected losses over a three-
year risk horizon, in excess of identified probable losses. The risks inherent in the portfolio that are considered in determining unidentified 
probable losses are those proven to exist by past experience and include: country systemic risk; the risk of correlation or contagion of losses 
between markets; uninsured and uninsurable risks; nonperformance under guarantees and support agreements; and opacity of, or 
misrepresentation in, financial statements. 
 
Loans are written-off when IFC has exhausted all possible means of recovery, by reducing the reserve against losses on loans. Such reductions 
in the reserve are offset by recoveries associated with previously written-off loans. 
 
Equity investments – IFC invests primarily for developmental impact; IFC does not seek to take operational, controlling, or strategic equity 
positions within its investees. Equity investments are acquired through direct ownership of equity instruments of investees, as a limited partner in 
LLPs and LLCs, and/or as an investor in private equity funds.  
 
Revenue recognition on equity investments – Effective July 1, 2007, equity investments which are listed in markets that provide readily 
determinable fair values are accounted for as available-for-sale securities at fair value with unrealized gains and losses being reported in other 
comprehensive income in accordance with SFAS No. 115, Accounting for Certain Investments in Debt and Equity Securities. As noted above 
under “Fair Value Option and Fair Value Measurements”, also effective July 1, 2007, direct equity investments in which IFC has significant 
influence, direct equity investments representing 20 percent or more ownership but in which IFC does not have significant influence and certain 
investments in LLPs and LLCs that maintain specific ownership accounts are accounted for at fair value under the Fair Value Option.  Direct 
equity investments in which IFC does not have significant influence (and prior to July 1, 2007 certain investments representing more than 20% 
ownership) and which are not listed in markets that provide readily determinable fair values are carried at cost less impairment.  
 
Prior to July 1, 2007, IFC’s investments in companies where it had significant influence and certain investments in LLPs and LLCs that maintain 
specific ownership accounts were accounted for under the equity method.  
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INTERNATIONAL FINANCE CORPORATION 
 

NOTES TO CONSOLIDATED CONDENSED FINANCIAL 
STATEMENTS (UNAUDITED) 

  
 
 

 

IFC’s investments in certain private equity funds in which IFC is deemed to be the Primary Beneficiary of a VIE, as the presumption of control by 
the fund manager or the general partner has been overcome, are fully consolidated into IFC’s books. Certain equity investments, for which 
recovery of invested capital is uncertain, are accounted for under the cost recovery method, such that receipts of freely convertible currencies 
are first applied to recovery of invested capital and then to income from equity investments. The cost recovery method is principally applied to 
IFC's investments in its oil and gas unincorporated joint ventures (UJVs). IFC’s share of conditional asset retirement obligations related to 
investments in UJVs are recorded when the fair value of the obligations can be reasonably estimated. The obligations are capitalized and 
systematically amortized over the estimated economic useful lives. 
 
Unrealized gains and losses on equity investments accounted for at fair value under the Fair Value Option are reported in income from equity 
investments on the consolidated condensed income statement. Unrealized gains and losses on equity investments listed in markets that 
provide readily determinable fair values which are accounted for as available-for-sale are reported in other comprehensive income. 
 
Dividends and profit participations received on equity investments are generally recorded as income when received in freely convertible 
currencies. Realized gains on the sale or redemption of equity investments are measured against the average cost of the investments sold and 
are generally recorded as income in income from equity investments when received in freely convertible currencies. Capital losses are 
recognized when incurred.  
 
IFC enters into put and call option and warrant agreements in connection with equity investments; these are accounted for in accordance with 
SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities as amended to the extent they meet the definition of a derivative. 
 
Impairment of equity investments – Equity investments accounted for at cost less impairment and available-for-sale are assessed for 
impairment each quarter.  When impairment is identified, it is generally deemed to be other than temporary, and the equity investment is written 
down to the impaired value, which becomes the new cost basis in the equity investment. For equity investments accounted for as available-for-
sale, other than temporary impairments are recognized in net income. Subsequent increases in the fair value of available-for-sale equity 
investments are included in other comprehensive income - subsequent decreases in fair value, if not other than temporary impairment, also are 
included in other comprehensive income. 
 
Debt securities – Debt securities in the investment portfolio are classified as available-for-sale and carried at fair value on the consolidated 
condensed balance sheet with unrealized gains and losses included in accumulated other comprehensive income until realized.  Realized 
gains on sales of debt securities and interest on debt securities is included in income from debt securities on the consolidated condensed 
income statement. 
 
IFC invests in certain debt securities with conversion features; these features are accounted for in accordance with SFAS No. 133, Accounting 
for Derivative Instruments and Hedging Activities as amended to the extent they meet the definition of a derivative. 
 
Impairment of debt securities – Debt securities in the investment portfolio are assessed for impairment each quarter.  When impairment is 
identified, it is generally deemed to be other than temporary unless IFC is able to demonstrate it has the ability and intent to hold the debt 
security for the period for which recovery is anticipated. Debt securities that are impaired and for which the impairment is deemed to be other 
than temporary are written down to the impaired value, which becomes the new cost basis in the debt security. Other than temporary 
impairments are recognized in net income. Subsequent increases in the fair value of debt securities are included in other comprehensive income 
- subsequent decreases in fair value, if not other than temporary impairment, also are included in other comprehensive income. 
 
Guarantees – IFC extends financial guarantee facilities to its clients to provide credit enhancement for their debt securities and trade 
obligations. IFC offers partial credit guarantees to clients covering, on a risk-sharing basis, client obligations on bonds and/or loans. Under the 
terms of IFC's guarantees, IFC agrees to assume responsibility for the client’s financial obligations in the event of default by the client (i.e., 
failure to pay when payment is due). Guarantees are regarded as issued when IFC commits to the guarantee. Guarantees are regarded as 
outstanding when the underlying financial obligation of the client is incurred, and this date is considered to be the “inception” of the guarantee.  
Guarantees are regarded as called when IFC’s obligation under the guarantee has been invoked. There are two liabilities associated with the 
guarantees: (1) the stand-ready obligation to perform and (2) the contingent liability. The fair value of the stand-ready obligation to perform is 
recognized at the inception of the guarantee unless a contingent liability exists at that time or is expected to exist in the near term. The 
contingent liability associated with the financial guarantee is recognized when it is probable the guarantee will be called and when the amount of 
guarantee called can be reasonably estimated. All liabilities associated with guarantees are included in payables and other liabilities, and the 
receivables are included in other assets on the consolidated condensed balance sheet.  When the guarantees are called, the amount disbursed 
is recorded as a new loan, and specific reserves against losses are established, based on the estimated probable loss.  Guarantee fees are 
recorded in income as the stand-ready obligation to perform is fulfilled. Commitment fees on guarantees are recorded as income on an accrual 
basis. 
 
Designations of retained earnings – IFC establishes funding mechanisms for specific Board approved purposes through designations of 
retained earnings.  Designations of retained earnings for grants to IDA are recorded as a transfer from undesignated retained earnings to 
designated retained earnings when the designation is approved by the Board of Governors.  All other designations are recorded as a transfer 
from undesignated retained earnings to designated retained earnings when the designation is noted with approval by the Board of Directors.  
Total designations of retained earnings are determined based on IFC’s annual income before expenditures against designated retained 
earnings and net gains and losses on other non-trading financial instruments accounted for at fair value in excess of $150 million, and 
contemplating the financial capacity and strategic priorities of IFC.   
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INTERNATIONAL FINANCE CORPORATION 
 

NOTES TO CONSOLIDATED CONDENSED FINANCIAL 
STATEMENTS (UNAUDITED) 

  
 
 

 

Expenditures resulting from such designations are recorded as expenses in IFC’s consolidated condensed income statement in the year in 
which they are incurred, also having the effect of reducing the respective designated retained earnings for such purposes. Expenditures are 
deemed to have been incurred when IFC has ceded control of the funds to the recipient. If the recipient organization is deemed to be 
controlled by IFC, the expenditure is deemed to have been incurred only when the recipient organization disburses the funds to a non-related 
party. On occasion, recipient organizations which are deemed to be controlled by IFC will acquire certain investment assets other than cash. 
These investments have had no material impact on IFC’s financial position, results of operations, or cash flows. In such cases, IFC includes 
those assets on its consolidated condensed balance sheet, where they remain until the recipient organization disposes of or transfers the 
asset or IFC is deemed to no longer be in control of the recipient organization. Investments resulting from such designations are recorded on 
IFC’s consolidated condensed balance sheet in the year in which they occur, also having effect of reducing the respective designated retained 
earnings for such purposes. 
 
Liquid asset portfolio – IFC’s liquid funds are invested in government, agency and government-sponsored agency obligations, time deposits 
and asset-backed, including mortgage-backed, securities.  Government and agency obligations include long and short positions in high quality 
fixed rate bonds, notes, bills, and other obligations issued or unconditionally guaranteed by governments of countries or other official entities 
including government agencies and instrumentalities or by multilateral organizations.  The liquid asset portfolio, as defined by IFC, consists of: 
time deposits and securities; related derivative instruments; securities purchased under resale agreements, securities sold under repurchase 
agreements and payable for cash collateral received; receivables from sales of securities and payables for purchases of securities; and related 
accrued income and charges. 
 
Securities and related derivative instruments within IFC’s liquid asset portfolio are classified as trading and are carried at fair value with any 
changes in fair value reported in income from liquid asset trading activities.  Interest on securities and amortization of premiums and accretion of 
discounts are also reported in income from liquid asset trading activities.     
 
IFC classifies cash and due from banks and time deposits (collectively, cash and cash equivalents) as cash and cash equivalents in the 
consolidated condensed statement of cash flows because they are generally readily convertible to known amounts of cash within 90 days of 
acquisition. 
 
Repurchase and resale agreements – Repurchase agreements are contracts under which a party sells securities and simultaneously agrees 
to repurchase the same securities at a specified future date at a fixed price.  Resale agreements are contracts under which a party purchases 
securities and simultaneously agrees to resell the same securities at a specified future date at a fixed price.   
 
It is IFC’s policy to take possession of securities purchased under resale agreements, which are primarily liquid government securities.  The 
market value of these securities is monitored and, within parameters defined in the agreements, additional collateral is obtained when their value 
declines.  IFC also monitors its exposure with respect to securities sold under repurchase agreements and, in accordance with the terms of the 
agreements, requests the return of excess securities held by the counterparty when their value increases. 
 
Repurchase and resale agreements are accounted for as collateralized financing transactions and recorded at the amount at which the 
securities were acquired or sold plus accrued interest.  
 
Borrowings – To diversify its access to funding and reduce its borrowing costs, IFC borrows in a variety of currencies and uses a number of 
borrowing structures, including foreign exchange rate-linked, inverse floating rate and zero coupon notes. Generally, IFC simultaneously 
converts such borrowings into variable rate US dollar borrowings through the use of currency and interest rate swap transactions.  Under certain 
outstanding borrowing agreements, IFC is not permitted to mortgage or allow a lien to be placed on its assets (other than purchase money 
security interests) without extending equivalent security to the holders of such borrowings. 
 
Effective July 1, 2007, substantially all borrowings are carried at fair vale under the Fair Value Option with changes in fair value reported in net 
unrealized gains and losses on other non-trading financial instruments accounted for at fair value in the consolidated condensed income 
statement.   
 
Prior to July 1, 2007, where borrowings were part of a designated hedging relationship employing derivative instruments, the carrying amount 
was adjusted for changes in fair value attributable to the risk being hedged.  Adjustments for changes in fair value attributable to hedged risks 
were reported in net unrealized gains and losses on other non-trading financial instruments accounted for at fair value in the consolidated 
condensed income statement. All other borrowings were recorded at the amount repayable at maturity, adjusted for unamortized premiums and 
unaccreted discounts.   
 
Interest on borrowings and amortization of premiums and accretion of discounts are reported in charges on borrowings.   
 
Risk management and use of derivative instruments – IFC enters into transactions in various derivative instruments for financial risk 
management purposes in connection with its principal business activities, including lending, investing in debt securities and equity investments, 
client risk management, borrowing, liquid asset portfolio management and asset and liability management.   
 
All derivative instruments are recorded on the consolidated condensed balance sheet at fair value as derivative assets or derivative liabilities.  
Where they are not clearly and closely related to the host contract, certain derivative instruments embedded in loans, debt securities and 
equity investments are bifurcated from the host contract and recorded at fair value as derivative assets and liabilities. The fair value at 
inception of such embedded derivatives is excluded from the carrying value of the host contracts on the consolidated condensed balance 
sheet. Changes in fair values of derivative instruments used in the liquid asset portfolio are recorded in income from liquid asset trading 
activities. Changes in fair values of derivative instruments other than those in the liquid asset portfolio are recorded in net unrealized gains and 
losses on other non-trading financial instruments accounted for at fair value.   
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Prior to July 1, 2007, IFC designated certain hedging relationships in its borrowing activities as fair value hedges. For a derivative instrument 
qualifying as a fair value hedge, fair value gains or losses on the derivative instrument were reported in net unrealized gains and losses on other 
non-trading financial instruments accounted for at fair value, together with offsetting fair value gains or losses on the hedged item that were 
attributable to the risk being hedged. IFC generally matches the terms of its derivatives with the terms of the specific underlying borrowing 
hedged, in terms of currencies, maturity dates, reset dates, interest rates, and other features. However, the valuation methodologies applied to 
the derivative and the hedged financial instrument differed. The resulting ineffectiveness calculated for such relationships was recorded in net 
gains and losses on other non-trading financial instruments accounted for at fair value in the consolidated condensed income statement.  Fair 
value gains and losses on derivative instruments not in the liquid asset portfolio and not qualifying as a hedge were reported in the net 
unrealized gains and losses on other non-trading financial instruments accounted for at fair value. 
 
IFC has not designated any hedging relationships as cash flow hedges and subsequent to June 30, 2007, IFC has not designated any hedging 
relationships as fair value hedges.  
 
The risk management policy for each of IFC’s principal business activities and the accounting policies particular to them are described below. 
 
Lending activities  IFC’s policy is to closely match the currency, interest rate basis, and maturity of its loans and borrowings.  Derivative 
instruments are used to convert the cash flows from fixed rate US dollar or non-US dollar loans into variable rate US dollars. IFC has elected not 
to designate any hedging relationships for all lending-related derivatives.  
 
Client risk management activities  IFC enters into derivatives transactions with its clients to help them hedge their own currency, interest rate, or 
commodity risk, which, in turn, improves the overall quality of IFC’s loan portfolio.  To hedge the market risks that arise from these transactions 
with clients, IFC enters into offsetting derivative transactions with matching terms with authorized market counterparties.  Changes in fair value 
of all derivatives associated with these activities are reported in net income in net unrealized gains and losses on other non-trading financial 
instruments accounted for at fair value.  Fees and spreads charged on these transactions are recorded in other income in the consolidated 
condensed income statement on an accrual basis.  
 
Borrowing activities  IFC issues debt securities in various capital markets with the objectives of minimizing its borrowing costs, diversifying 
funding sources, and developing member countries’ capital markets, sometimes using complex structures.  These structures include borrowings 
payable in multiple currencies, or borrowings with principal and/or interest determined by reference to a specified index such as a stock market 
index, a reference interest rate, a commodity index, or one or more foreign exchange rates.  IFC uses derivative instruments with matching 
terms, primarily currency and interest rate swaps, to convert such borrowings into variable rate US dollar obligations, consistent with IFC’s 
matched funding policy. Prior to July 1, 2007 IFC designated the majority of derivatives associated with borrowing activities as fair value hedges 
of the underlying borrowings. There were a small number of fair value-like and cash flow-like hedging transactions for which no hedge 
relationships were designated.  Effective July 1, 2007, IFC elected to carry at fair value, under the Fair Value Option, all market borrowings for 
which a derivative instrument is used to create a fair value-like or cash flow-like hedge relationship.  Changes in the fair value of such 
borrowings and the associated derivatives are reported in net unrealized gains and losses on other non-trading financial instruments accounted 
for at fair value in the consolidated condensed income statement. Subsequent to June 30, 2007, these items are no longer designated as 
hedges.  
 
Liquid asset portfolio management activities  IFC manages the interest rate, currency and other market risks associated with certain of the time 
deposits and securities in its liquid asset portfolio by entering into derivative transactions to convert the cash flows from those instruments into 
variable rate US dollars, consistent with IFC’s matched funding policy. The derivative instruments used include short-term, over-the-counter 
foreign exchange forwards (covered forwards), interest rate and currency swaps, and exchange-traded interest rate futures and options. As the 
entire liquid asset portfolio is classified as a trading portfolio, all securities (including derivatives) are carried at fair value with changes in fair 
value reported in income from liquid assets. No derivatives in the liquid asset portfolio have been designated as hedges.  
 
Asset and liability management  In addition to the risk managed in the context of its business activities detailed above, IFC faces residual market 
risk in its overall asset and liability management.  Residual currency risk is managed by monitoring the aggregate position in each lending 
currency and reducing the net excess asset or liability position through sales or purchases.  Interest rate risk arising from mismatches due to 
writedowns, prepayments and reschedulings, and residual reset date mismatches is monitored by measuring the sensitivity of the present value 
of assets and liabilities in each currency to each basis point change in interest rates.   
 
IFC monitors the credit risk associated with these activities by careful assessment and monitoring of prospective and actual clients and 
counterparties.  In respect of liquid assets and derivatives transactions, credit risk is managed by establishing exposure limits based on the 
credit rating and size of the individual counterparty. In addition, IFC has entered into master agreements governing derivative transactions that 
contain close-out and netting provisions and collateral arrangements. Under these agreements, if IFC’s credit exposure to a counterparty, on a 
mark-to-market basis, exceeds a specified level, the counterparty must post collateral to cover the excess, generally in the form of liquid 
government securities. 
 
Loan participations – IFC mobilizes funds from commercial banks and other financial institutions (Participants) by facilitating loan 
participations, without recourse.  These loan participations are administered and serviced by IFC on behalf of the Participants.  The disbursed 
and outstanding balances of loan participations that meet the applicable accounting criteria are accounted for as sales and are not included in 
IFC’s consolidated condensed balance sheet. All other loan participations are accounted for as secured borrowings and are included in loans on 
IFC’s consolidated condensed balance sheet, with the related secured borrowings included in payables and other liabilities on IFC’s 
consolidated condensed balance sheet. 
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Pension and other postretirement benefits –  IBRD has a defined benefit Staff Retirement Plan (SRP), a Retired Staff Benefits Plan (RSBP) 
and a Post-Employment Benefits Plan (PEBP) that cover substantially all of its staff members as well as the staff of IFC and of MIGA.   
 
The SRP provides regular pension benefits and includes a cash balance plan.  The RSBP provides certain health and life insurance benefits to 
eligible retirees. The PEBP provides pension benefits administered outside the SRP. All costs associated with these plans are allocated 
between IBRD, IFC, and MIGA based upon their employees’ respective participation in the plans.  In addition, IFC and MIGA reimburse IBRD for 
their share of any contributions made to these plans by IBRD.  
 
The net periodic pension and other postretirement benefit income or expense allocated to IFC is included in income or expense from pension 
and other postretirement benefit plans in the consolidated condensed income statement. IFC includes a receivable from IBRD in receivables and 
other assets, representing prepaid pension and other postretirement benefit costs.  
 
Variable Interest Entities – In January 2003, the FASB issued FASB Interpretation No. 46, Consolidation of Variable Interest Entities - an 
interpretation of ARB No. 51 (FIN 46).  During December 2003, FASB replaced FIN 46 with FASB Interpretation No. 46, Consolidation of 
Variable Interest Entities - an interpretation of ARB No. 51 (FIN 46R). FIN 46 and FIN 46R define certain VIEs and require parties to such 
entities to assess and measure variable interests in the VIEs for the purposes of determining possible consolidation of the VIEs. Variable 
interests can arise from financial instruments, service contracts, guarantees, leases or other arrangements with a VIE. An entity that will 
absorb a majority of a VIE’s expected losses or expected residual returns is deemed to be the primary beneficiary of the VIE and must include 
the assets, liabilities, and results of operations of the VIE in its consolidated financial statements.  
 
IFC has a number of investments in VIEs which it manages and supervises in a manner consistent with other portfolio investments.  Note L 
provides further details regarding IFC’s variable interests in VIEs. 
 
Accounting and financial reporting developments – During the year ended June 30, 2006, IFC changed its accounting principle with respect 
to the amortization of loan origination fees and loan origination costs.  Prior to the year ended June 30, 2006, the net of loan origination fees and 
costs was considered to be insignificant. Beginning in year ended June 30, 2006, IFC began amortizing loan origination fees and costs on an 
effective yield basis. 
 
During the year ended June 30, 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Instruments - an amendment of FASB 
Statements  Nos. 133 and 140 (SFAS No. 155) and SFAS No. 156, Accounting for Servicing of Financial Assets - an amendment of FASB 
Statement No. 140 (SFAS No. 156).  Both SFAS No. 155 and SFAS No. 156 are effective for fiscal years beginning after September 15, 2006, 
which was the year ended June 30, 2008 for IFC. The adoption of SFAS No. 155 and SFAS No. 156 did not have a material impact on the 
financial position, results of operations or cash flow of IFC. 
 
In September 2006, the FASB issued SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans 
(SFAS No. 158). SFAS No. 158 requires employers to recognize on their balance sheet the funded status of their defined benefit 
postretirement plans, measured as the difference between the fair value of plan assets and the benefit obligations, and to recognize as part of 
Other Comprehensive Income the gains and losses and prior service costs or credits that arise during the period to the extent they are not 
recognized as components of the net periodic benefit cost. Additionally, upon adoption, SFAS No. 158 requires the unrecognized net actuarial 
gain or loss and the unrecognized prior service cost to be recognized in Accumulated Other Comprehensive Income and that these amounts 
be adjusted as they are subsequently recognized as components of net periodic benefit cost, based upon the current amortization and 
recognition requirements of SFAS No. 87, Employers’ Accounting for Pensions (SFAS No. 87) and SFAS No. 106, Employers’ Accounting for 
Postretirement Benefits (SFAS No. 106). SFAS No. 158 was adopted in IFC’s consolidated financial statements as of June 30, 2007.    
 
In June 2007, the American institute of Certified Public Accountants (AICPA) issued Statement of Position No. 07-1 (SOP No 07-1), 
Clarification of the Scope of the Audit and Accounting Guide Investment Companies and Accounting by Parent Companies and Equity Method 
Investors for Investments in Investment Companies. SOP No. 07-1 provides guidance for determining whether an entity is within the scope of 
the AICPA Audit and Accounting Guide for Investment Companies (the Guide). Investment Companies that are within the scope of the Guide 
report investments at fair value. Effective December 15, 2007, FASB deferred indefinitely the effective date of SOP No. 07-1. IFC continues to 
evaluate the provisions of SOP No. 07-1.  
 
In December 2007, the FASB issued SFAS No. 141 (Revised 2007), Business Combinations (SFAS No. 141(R)). SFAS No. 141(R) replaces 
SFAS No. 141, Business Combination, but retains its fundamental requirement that the acquisition method of accounting (formerly referred to 
as the purchase method) be used for all business combinations and for the acquirer to be identified for each business combination.  Among 
other things, SFAS No. 141(R) requires the acquirer to recognize the assets acquired, liabilities assumed and any non-controlling interest in 
the acquiree at the acquisition date measured at their fair values, with limited exceptions.  SFAS No. 141(R) requires acquisition related costs 
to be recognized separately from the acquisition.  Acquirers in a step acquisition must recognize the identifiable assets and liabilities, as well 
as the full amount of the non-controlling interests in the acquiree, at the full amounts of their fair value under SFAS No. 141(R).  SFAS No. 
141(R) is effective prospectively to business combinations/acquisitions on or after the beginning of the first annual reporting period beginning 
on or after December 15, 2008 (which is the year ending June 30, 2010 for IFC) and is not expected to have a material impact on IFC’s 
financial position, results of operations or cash flows. 
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In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements - an amendment of ARB 
No. 151 (SFAS No. 160).  SFAS No. 160 clarifies that non-controlling interests in a consolidated entity should be reported as equity in the 
consolidated financial statements. It requires consolidated net income to be reported at amounts attributable to both the parent and the non-
controlling interest and disclosure on the consolidated statement of income of the amounts of income attributable to the parent and to the non-
controlling interest.  SFAS No. 160 clarifies that all changes in a parent’s ownership interest that do not result in loss of control are equity 
transactions and requires that a parent recognize gain or loss when a subsidiary is deconsolidated.  SFAS No. 160 is effective for fiscal years 
beginning on or after December 15, 2008 (which is the year ending June 30, 2010 for IFC) and is not expected to have a material impact on 
IFC’s financial position, results of operations or cash flows. 
 
In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities (SFAS No. 161).  SFAS No. 
161 requires enhanced disclosures about derivatives and hedging activities to enable a better understanding of their effects on the reporting 
entity’s financial position, financial performance, and cash flows.  It is effective for the first set of financial statements for a reporting period, 
annual or interim, that begins after November 15, 2008, which is the three months ending March 31, 2009 for IFC.   
 
In May 2008, the FASB issued SFAS No. 162, The Hierarchy of Generally Accepted Accounting Principles (SFAS No. 162).  SFAS No. 162 
identifies the sources of accounting principles and the framework for selecting the principles to be used in the preparation of financial statements 
of nongovernmental entities that are presented in accordance with US GAAP.  SFAS No. 162 will be effective 60 days following the U.S. 
Securities and Exchange Commission’s approval of the Public Company Accounting Oversight Board amendments to AU Section 411, The 
Meaning of Present Fairly in Conformity With Generally Accepted Accounting Principles.  Adoption of SFAS No. 162 is not expected to have a 
material impact on IFC’s financial position, results of operations or cash flows when it becomes effective. 
 
In May 2008, the FASB issued SFAS No. 163, Accounting for Financial Guarantee Insurance contracts – an interpretation of FASB Statement 
No. 60.  SFAS No. 163 requires insurance enterprises that issue financial guarantee contracts to initially recognize the premium received as 
unearned premium revenue and to recognize that premium revenue over the period in which the protection is provided and in proportion to it.  It 
also requires recognition of a claim liability before an event of default if there is evidence that credit deterioration of the guaranteed obligation 
has occurred.  SFAS No. 163 is effective for financial statements issued for fiscal years beginning after December 15, 2008.  SFAS No. 163 is 
not expected to apply to IFC. 
 
On October 10, 2008, the FASB issued FASB Staff Position (FSP) No. FAS 157-3, Determining the Fair Value of a Financial Asset When a 
Market for That Asset Is Not Active (FSP FAS 157-3).  FAP FAS 157-3 was effective upon its release and clarifies the application of SFAS No. 
157 in a market that is not active and provides an example to illustrate key considerations in determining the fair value of a financial asset when 
the market for that asset is not active.  FSP FAS 157-3 did not have a material impact on the financial position, results of operations or cash flow 
of IFC.  
 
On September 12, 2008, the FASB issued FSP FAS 133-1 and FIN 45-4, Disclosures about Credit Derivatives and Certain Guarantees: An 
Amendment of FASB Statement No. 133 and FASB Interpretation No. 45; and Clarification of the Effective date of FASB Statement No. 161 
(FSP FAS 133-1 and FIN 45-4).  FSP FAS 133-1 and FIN 45-4 amends SFAS No. 133 to require a seller of credit derivatives, including credit 
derivatives embedded in hybrid instruments, to provide disclosures for each credit derivative (or group of similar credit derivatives) for each 
statement of financial position presented and clarifies the effective date for SFAS No. 161 (see fourth preceding paragraph above for effective 
date of SFAS No. 161).  FSP FAS 133-1 and FIN 45-4 is effective for annual or interim reporting periods ending after November 15, 2008, which 
is the quarter ending December 31, 2008 for IFC.  
 
In addition, during the three months September 30, 2008, the FASB issued and/or approved various FASB Staff Positions (FSP), EITF Issues 
Notes, and other interpretative guidance related to Statements of Financial Accounting Standards and Accounting Principles Board (APB) 
Opinions. IFC analyzed and implemented the new guidance, as appropriate, with no material impact on either the financial position, results of 
operations or cash flows of IFC. 
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NOTE B – INCOME FROM LIQUID ASSET TRADING PORTFOLIO 
 

Income from the liquid asset trading portfolio for the three months ended September 30, 2008 and 2007 comprises (US$ millions):  

 
       2008   2007  
Interest income    $     135  $ 172 
Net (losses) gains on trading activities:      
 Realized         33     (16) 
 Unrealized      (119)   82 
  Net (losses) gains on trading activities     (86)   66 
 
Foreign currency transaction (losses) gains                                (2)       15  
 
 Total income from liquid asset trading portfolio     $       47  $ 253 
 
Net (losses) gains on trading activities comprise net losses on asset-backed and mortgage-backed securities of $145 million for the three 
months ended September 30, 2008 ($66 million losses - three months ended September 30, 2007) and net gains on other trading securities of 
$59 million for the three months ended September 30, 2008 ($132 million gains - three months ended September 30, 2007). 
 
Trading securities at September 30, 2008 includes securities with a fair value of $336 million which are rated less than triple-A by one or more 
Rating Agencies ($243 million - June 30, 2008). 

 
 
NOTE C – INVESTMENTS 
 
The carrying value of investments at September 30, 2008 and June 30, 2008 comprise of the following (US$ millions): 
    
                    September 30, 2008   June 30, 2008 
Loans 
   Loans at amortized cost    $ 15,355  $ 14,981 
       Less: Reserve against losses on loans                    (878)         (848) 
                Net loans                 14,477   14,133 
   Loans at fair value (outstanding principal balance $288 - September 30, 2008, $266 - June 30, 2008)                221   248 
 
          Total Loans                         14,698   14,381 
 
Equity investments 
   Equity investments at cost less impairment      2,647   2,616  
   Equity investments accounted for at fair value as available-for-sale  
  (cost $1,107 - September 30, 2008, $1,146 - June 30, 2008)                           2,503    3,573 
   Equity investments accounted for at fair value in accordance with the Fair Value Option 
  (cost $620 - September 30, 2008, $555 - June 30, 2008)                           1,144    1,129 
 
       Total equity investments                           6,294    7,318 
 
Debt securities   
   Debt securities at fair value (amortized cost $1,554 - September 30, 2008, $1,514 - June 30, 2008)                 1,605    1,620 
 
       Total investments               $        22,597   $       23,319 
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The fair value of the equity investment and debt securities portfolios, including related derivatives, at September 30, 2008 and June 30, 2008 
can be summarized as follows (US$ millions): 
 
                                              September 30, 2008     
                                 Equity investments                                        Debt securities                   
  Direct           Indirect   Total        Corporate      Asset-    Total  
     ownership     ownership       equity   Preferred        debt         backed     debt 
                 investments  investments   investments    shares     securities   securities Other  securities     Total   
 Total disbursed portfolio    $  3,808 $  557 $ 4,365 $ 226 $ 1,149 $ 101 $ 78  $ 1,554 $ 5,919 
Unrealized gains on equity investments 
 held by consolidated VIEs    9  9              -    9 
Unrealized gains (losses) on equity  
 investments accounted for as  
      available- for-sale       1,397    (1)  1,396            -    1,396 
Unrealized gains on equity investments 
 accounted for under the Fair Value Option   203   321   524             -    524 
Unrealized gains (losses) on debt securities 
 accounted for as available-for-sale                        -  112  (45)  (1)  (15)  51    51  
 Carrying value   $ 5,408 $ 886  $  6,294 $ 338 $  1,104 $ 100 $ 63 $ 1,605 $   7,899 
Fair value of equity investment - related  
 derivatives included in derivative assets   127        127        23   23     150 
Fair value of equity investment - related  
 derivatives included in derivative liabilities     (6)           (6)          -    (6)  
 Balance sheet carrying value, 
     including related derivatives   $ 5,529 $ 886  $  6,415 $ 338 $  1,104 $ 100 $ 86 $ 1,628 $   8,043 
Unrealized gains on equity investments  
 accounted for at cost less impairment   3,083  7   3,090              -    3,090 
 
Fair value, including related derivatives  $ 8,612 $  893 $ 9,505    $ 338   $ 1,104 $ 100  $ 86   $ 1,628 $ 11,133 
 
 
                                              June 30, 2008     
                                 Equity investments                                        Debt securities             
  Direct           Indirect    Total        Corporate      Asset-    Total  
     ownership     ownership        equity   Preferred        debt         backed     debt 
                 investments  investments   investments    shares     securities   securities Other  securities     Total   
 Total disbursed portfolio    $   3,789    $ 508   $      4,297    $ 145 $   1,180 $     106   $  83  $  1,514 $ 5,811 
Unrealized gains on equity investments  
 held by consolidated VIEs    20   20              -    20 
Unrealized gains on equity investments  
 accounted for as available- for-sale      2,422   5    2,427            -    2,427 
Unrealized gains on equity investments  
 accounted for under the Fair Value Option   280     294   574             -    574 
Unrealized gains (losses) on debt securities 
 accounted for as available-for-sale                           -  121  2    (17)  106    106  
 Carrying value   $ 6,491 $ 827  $  7,318 $ 266 $  1,182 $ 106 $ 66 $ 1,620 $   8,938 
Fair value of equity investment - related  
 derivatives included in derivative assets     92        92        26   26     118 
Fair value of equity investment - related  
 derivatives included in derivative liabilities             (13)          (13)          -    (13)  
 Balance sheet carrying value, 
    including  related derivatives   $ 6,570 $ 827  $  7,397 $ 266 $  1,182 $ 106 $ 92 $ 1,646 $   9,043 
Unrealized gains on equity investments  
 accounted for at cost less impairment    3,661         3,661              -    3,661 
 
Fair value, including related derivatives  $ 10,231 $  827 $ 11,058    $ 266   $ 1,182 $ 106  $ 92   $ 1,646 $ 12,704 
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NOTE D – LOANS AND GUARANTEES 
 
Loans 
 
Loans on which the accrual of interest has been discontinued amounted to $397 million at September 30, 2008 ($369 million - June 30, 2008). 
Interest income not recognized on nonaccruing loans during the three months ended September 30, 2008 totaled $7 million ($11 million - three 
months ended September 30, 2007). Interest income recognized on loans in nonaccrual status, related to current and prior years, during the 
three months ended September 30, 2008 was $4 million ($3 million - three months ended September 30, 2007) on a cash basis. 
 
Income from loans and guarantees for the three months ended September 30, 2008 and 2007 comprises the following (US$ millions):  
          
       2008      2007  
Interest income  $ 218  $ 258  
Commitment fees       8   7  
Other financial fees       7   15  
Unrealized (losses) gains on loans accounted for under the Fair Value Option    (48)   1  
 
 Income from loans and guarantees      $ 185  $ 281  

 
Changes in the reserve against losses on loans for the three months ended September 30, 2008 and the year ended June 30, 2008 are 
summarized below  (US$ millions):  
       Three months ended                         Year ended 
                                                                                                        September 30, 2008        June 30, 2008   
  Specific  Portfolio  Total  Specific  Portfolio         Total 
  reserves  reserves  reserves  reserves  reserves   reserves  

Beginning balance $ 219 $ 629 $ 848 $ 291 $ 541 $ 832 
Provision for (release of provision for) losses on loans  19  24  43  (34)  71  37 
Write-offs  (1)  -  (1)  (47)  -  (47)  
Recoveries of previously written-off loans  -  -  -  8  -  8 
Foreign currency translation adjustments  (1)  (12)  (13)  5  17  22 
Other adjustments  1  -  1  (4)  -  (4) 
 
 Ending balance $ 237 $ 641 $ 878 $ 219 $ 629 $ 848 
 
The provision for losses on loans and guarantees in the consolidated condensed income statement for the three months ended September 30, 
2008 includes $1 million in respect of guarantees ($1 million - three months ended September 30, 2007). At September 30, 2008 the 
accumulated reserve for losses on guarantees, included in the consolidated condensed balance sheet in payables and other liabilities, was 
$18 million ($17 million - June 30, 2008). Other adjustments comprise reserves against interest capitalized as part of a debt restructuring. 

 
Guarantees 
 
Under the terms of IFC’s guarantees, IFC agrees to assume responsibility for the client’s financial obligations in the event of default by the client, 
where default is defined as failure to pay when payment is due. Guarantees entered into by IFC generally have maturities consistent with those 
of the loan portfolio. Guarantees signed at September 30, 2008 totaled $2,091 million ($1,924 million - June 30, 2008). Guarantees of $1,346 
million that were outstanding (i.e., not called) at September 30, 2008 ($1,141 million - June 30, 2008), were not included in loans on IFC’s 
consolidated condensed balance sheet. The outstanding amount represents the maximum amount of undiscounted future payments that IFC 
could be required to make under these guarantees.  
 
 
NOTE E – DEBT SECURITIES 
 
(Loss) income from debt securities accounted for as available-for-sale for the three months ended September 30, 2008 and 2007, 
comprises the following (US$ millions):  
        2008   2007       
Interest income   $  14 $ 14 
Realized gains on sales of debt securities                             - 12 
Dividends                             - 2 
Debt securities impairment write-downs                           (14)   - 
Unrealized losses on debt securities accounted for under the Fair Value Option                          (5)   - 
 
 Total (loss) income from debt securities    $    (5)  $             28 
 
Realized gains on sales of debt securities include gains on non-monetary exchanges and recoveries, and are net of losses on sales of debt 
securities.  
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NOTE F – EQUITY INVESTMENTS 
 

Income from equity investments for the three months ended September 30, 2008 and 2007 comprises the following (US$ millions): 

 
        2008   2007       
Realized gains on equity sales   $  199 $ 378 
Unrealized (losses) gains on equity investments accounted for under the Fair Value Option                       (49) 19 
Dividends and profit participations                          124       94 
Equity investment impairment write-downs                         (208)     (15) 
Net gains (losses) on equity-related derivatives      2   (6) 
Custody and other fees                             (1)   - 
 
 Total income from equity investments    $    67  $           470 
 
Realized gains on equity sales include gains on non-monetary exchanges and recoveries, and are net of losses on sales of equity 
investments.   
 
Dividends and profit participations include $25 million ($13 million - three months ended September 30, 2007) of receipts received in freely 
convertible cash, net of cash disbursements, in respect of investments accounted for under the cost recovery method. 
 
 
NOTE G – NET UNREALIZED GAINS (LOSSES) ON OTHER NON-TRADING FINANCIAL INSTRUMENTS ACCOUNTED FOR AT FAIR 
VALUE 
 
Net unrealized gains (losses) on other non-trading financial instruments accounted for at fair value for the three months ended September 30, 
2008 and 2007 comprises (US$ millions): 
 
        2008   2007  
Unrealized gains (losses) on market borrowings   $ 201 $ (172) 
Unrealized (losses) gains on derivatives associated with market borrowings    (115)  177 
Unrealized gains (losses) on derivatives associated with loans    42         (13) 
Unrealized gains on derivative associated with equity investments                                                            13    2 
Valuation adjustments related to derivative counterparty credit risk and LIBOR basis risk   (33)  - 
  Net unrealized gains (losses) on other non-trading financial instruments     
  accounted for at fair value   $ 108 $ (6) 
 
 
NOTE H – SEGMENT REPORTING  
 
For management purposes, IFC’s business comprises two segments: client services and treasury services.  The client services segment 
consists primarily of lending and equity investment activities.  Operationally, the treasury services segment consists of the borrowing, liquid asset 
management, asset and liability management and client risk management activities. Consistent with internal reporting, net income (expense) 
from asset and liability management and client risk management activities in support of client services are allocated to client services segment.   
 
The assessment of segment performance by senior management includes net income for each segment, return on assets, and return on capital 
employed. IFC’s management reporting system and policies are used to determine revenues and expenses attributable to each segment.  
Consistent with internal reporting, administrative expenses are allocated to each segment based largely upon personnel costs and segment 
head counts. Transactions between segments are immaterial and, thus, are not a factor in reconciling to the consolidated data. 
 
The accounting policies of IFC’s segments are, in all material respects, consistent with those described in Note A, “Summary of significant 
accounting and related policies.”    
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An analysis of IFC’s major components of income and expense by business segment for the three months ended September 30, 2008 and 2007 
is given below (US$ millions): 
 
     2008   
              Client     Treasury     
          services      services   Total  
Income from loans and guarantees            $         181 $ 4 $         185  
Provision for losses on loans and guarantees        (44)  -  (44) 
Income from equity investments        67  -  67 
Loss from debt securities              (5)  -  (5) 
Income from liquid asset trading activities                          -  47  47 
Charges on borrowings        (94)  (50)  (144)  
Income from loans, guarantees, equity investments, debt securities and liquid asset trading  
 activities after provision for losses on loans and guarantees and charges on borrowings   105  1  106 
Other income        36  -  36  
Other expenses        (182)  (2)  (184)  
Foreign currency transaction gains on non-trading activities        60  2  62 
Expenditures for advisory services        (56)  -  (56) 
Net unrealized gains on other non-trading financials instruments accounted for at fair value   54             54             108 
 
Net income       $ 17 $ 55 $ 72 
 
 
     2007  
              Client     Treasury     
          services      services   Total  
Income from loans and guarantees            $         281 $           - $         281  
Provision for losses on loans and guarantees        (21)  -  (21) 
Income from equity investments        470  -  470 
Income from debt securities              28  -  28 
Income from liquid asset trading activities                          -       253  253 
Charges on borrowings        (144)  (61)  (205)  
Income from loans, guarantees, equity investments, debt securities and liquid asset trading  
 activities after provision for losses on loans and guarantees and charges on borrowings   614  192  806 
Other income        24  -  24  
Other expenses        (139)  (2)  (141)  
Foreign currency transaction losses on non-trading activities        (27)  -  (27) 
Expenditures for advisory services        (35)  -  (35) 
Net unrealized (losses) gains on other non-trading financials instruments accounted for at fair value   (8)                  2  (6) 
 
Net income       $ 429 $ 192 $ 621 
  

 
NOTE I – RETAINED EARNINGS DESIGNATIONS AND RELATED EXPENDITURES 
 
As of June 30, 2008, IFC had designated retained earnings in the cumulative amount of $750 million for advisory services. IFC had recognized 
cumulative expenditures of $312 million through June 30, 2008. At June 30, 2008, retained earnings designated for advisory services totaled 
$438 million. IFC has recorded expenditures for advisory services totaling $56 million for the three months ended September 30, 2008 ($35 
million - three months ended September 30, 2007). 
 
As of June 30, 2008, IFC had designated retained earnings in the cumulative amount of $250 million for performance-based grants. IFC has 
recognized cumulative expenditures of $62 million through June 30, 2008. At June 30, 2008, retained earnings designated for performance-
based grants totaled $188 million. IFC has not recorded any expenditure for performance-based grants for the three months ended September 
30, 2008 or the three months ended September 30, 2007. 
 
As of June 30, 2008, IFC had designated retained earnings in the cumulative amount of $100 million for a Global Infrastructure Project 
Development Fund and $100 million for micro equity funds for Small and Medium Enterprise development in IDA countries.  IFC has not 
recorded any expenditures for these designations in the three months ended September 30, 2008 or the three months ended September 30, 
2007. 
 
As of June 30, 2008, IFC had designated retained earnings in the cumulative amount of $650 million for grants to IDA for IDA to use in 
providing financing in the form of grants in addition to loans, all in furtherance of IFC’s purpose as stated in its Articles of Agreement. 
 
On August 7, 2008, IFC’s Board of Directors approved the designations of $100 million of IFC’s retained earnings for advisory services, and 
$450 million for grants to IDA for use by IDA in the form of grants in furtherance of IFC’s purpose as stated in its Articles of Agreement. 
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Designated retained earnings at September 30, 2008 and June 30, 2008 may be summarized as follows (US$ millions): 
 
       September 30, 2008 June 30, 2008 
Advisory services                                                                                                                             $             482                              $ 438 
Performance-based grants                                                                                                                              188  188 
Global Infrastructure Project Development Fund                                                                                            100  100 
Micro equity funds for Small and Medium Enterprise development in IDA countries                         100  100 
 
 Total designated retained earnings $  870  $ 826 
 
Subsequent event - On October 13, 2008, IFC’s Board of Governors noted with approval the designations of $550 million of retained 
earnings approved by IFC’s Board of Directors on August 7, 2008. 
 
 

NOTE J – PENSION AND OTHER POST RETIREMENT BENEFITS  

IBRD, IFC and MIGA participate in a defined benefit Staff Retirement Plan (SRP), a Retired Staff Benefits Plan (RSBP) and a Post-
Employment Benefits Plan (PEBP) that cover substantially all of their staff members. 

All costs, assets and liabilities associated with these pension plans are allocated between IBRD, IFC and MIGA based upon their employees’ 
respective participation in the plans.  Costs allocated to IBRD are then shared between IBRD and IDA based on an agreed cost sharing ratio.   

The following tables summarize the benefit costs associated with the SRP, RSBP, and PEBP for IFC for the three months ended September 
30, 2008 and 2007 (US$ millions):  

              
      Three Months Ended September 30, 2008  
     SRP     RSBP   PEBP      
Benefit cost 
    Service cost          $ 17   $ 3   $ 1 
    Interest cost           27    4    1 
    Expected return on plan assets         (43)    (4)    - 
    Amortization of prior service cost            1                      *                                  * 
    Amortization of unrecognized net loss                               -                      1                             1  
 
Net periodic pension cost          $ 2   $ 4   $ 3 
 
* Less than $0.5 million 
 
      Three Months Ended September 30, 2007  
     SRP     RSBP   PEBP      
Benefit cost 
    Service cost          $ 16   $ 2   $ 1 
    Interest cost           23    3    1 
    Expected return on plan assets         (42)    (4)    - 
    Amortization of prior service cost            *                      *                                  * 
    Amortization of unrecognized net loss                               -                      *                              *  
 
Net periodic pension cost          $ (3)   $ 1   $ 2 
 
* Less than $0.5 million 
 
At September 30, 2008, the estimate of the amount of contributions expected to be paid to the SRP and RSBP for IFC during fiscal year 2009 
remained unchanged from that disclosed in the June 30, 2008 consolidated financial statements: $16 million for the SRP and $8 million for the 
RSBP. 

 
 
NOTE K – CONTINGENCIES  
 
In the normal course of its business, IFC is from time to time named as a defendant or co-defendant in various legal actions on different grounds 
in various jurisdictions. Although there can be no assurances, based on the information currently available, IFC’s Management does not believe 
the outcome of any of the various existing legal actions will have a material adverse effect on IFC’s financial position, results of operations or 
cash flows. 
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NOTE L – VARIABLE INTEREST ENTITIES AND OTHER CONSOLIDATED INVESTMENTS  

 
An entity is subject to FIN 46R and is called a variable interest entity (VIE) if it lacks: (1) equity that is sufficient to permit the entity to finance 
its activities without additional subordinated financial support from other parties; or (2) equity investors who have decision-making rights about 
the entity’s operations or who do not absorb the expected losses or receive the expected returns of the entity proportionally to their voting 
rights.   
 
A VIE is consolidated by its primary beneficiary, which is the party involved with the VIE that absorbs a majority of the expected losses or 
receives a majority of the expected residual returns or both. The primary beneficiary is required to initially measure the assets, liabilities and 
noncontrolling interests of the VIE at their carrying amounts at the date on which it becomes the primary beneficiary The primary beneficiary is 
also required to disclose information about the nature, purpose, size, and activities of the VIE, and collateral and recourse creditors may have 
against the VIE. 
 
An enterprise may hold significant variable interests in VIEs, which are not consolidated because the enterprise is not the primary beneficiary. 
In such cases, the enterprise is required to disclose information about its involvement with and exposure to the VIE, and about the nature, 
purpose, size, and activities of the VIE. 
 
An enterprise is not required to apply FIN 46R to certain entities if, after making an exhaustive effort, it is unable to obtain the information 
necessary to: (1) determine whether the entity is a VIE; (2) determine if the enterprise is the primary beneficiary of the possible VIE; or (3) 
perform the accounting required to consolidate a possible VIE.  In such cases, the enterprise is required to disclose the number of entities to 
which FIN 46R is not being applied, why the information required to apply FIN 46R is not available, the nature, purpose and activities of the 
entities to which FIN 46R is not being applied, and the enterprise’s maximum exposure to the entities to which FIN 46R is not being applied. 
 
Primary beneficiary 
 
IFC has identified five VIEs in which IFC is deemed to be the primary beneficiary at September 30, 2008.  

 
Two of the VIEs have been consolidated into IFC’s consolidated condensed financial statements as of September 30, 2008. All consolidated 
VIEs are in the Collective Investment Vehicles sector in the Latin America and Caribbean region. 
 
As a result of the consolidation of the two investments described above, IFC’s consolidated condensed balance sheet at September 30, 2008 
includes additional assets of $9 million in equity investments ($20 million - June 30, 2008), $7 million in receivables and other assets ($1 
million - June 30, 2008), and additional liabilities of $5 million in payables and other liabilities ($4 million - June 30, 2008). 
  
Other income during the three months ended September 30, 2008 includes $2 million of income from consolidated entities ($3 million - three 
months ended September 30, 2007) and other expense includes $8 million of expenses from consolidated entities ($0 - three months ended 
September 30, 2007).  

 
The remaining three VIEs in which IFC is deemed to be the primary beneficiary have not been consolidated into IFC’s consolidated condensed 
financial statements, as they are significantly impaired and information required to apply the provisions of FIN 46R is not available. Based on the 
most recent financial data available, total net assets of the three entities is $6 million. IFC’s net investment in these three entities totals $1 
million, and virtually are all in the primary metals sector in the Asia region.  
 
Significant variable interests 

 
IFC has identified 66 investments in VIEs in which IFC is not the primary beneficiary but in which it is deemed to hold significant variable 
interests at September 30, 2008 (49 investments - June 30, 2008). Based on the most recent available data from these VIEs, the size 
including committed funding of the VIEs in which IFC is deemed to hold significant variable interests totaled $8,500 million at September 30, 
2008 ($5,136 million - June 30, 2008). IFC’s total investment in and maximum exposure to loss to these investments in VIEs in which IFC is 
deemed to hold significant variable interests, comprising both disbursed amounts and amounts committed but not yet disbursed, was $1,818 
million at September 30, 2008 ($1,201 million - June 30, 2008). 
 
The regional and sectoral analysis of IFC’s investments in these VIEs at September 30, 2008 is as follows (US$ millions): 
 
               September 30, 2008                            
       Equity            Debt                Risk       
   Loans   investments  securities  Guarantees    Management  Total   
Asia    $ 489 $ 86 $ 45 $ - $ - $ 620  
Europe and Central Asia   339  93  -  -  -  432  
Latin America and Caribbean  333  43  5  13  3  397  
Middle East and North Africa   208  12  -  -  -  220  
Sub-Saharan Africa  53  70  -  4  -  127  
Other   6  -  16   -  -  22  
 
 Total VIE investments $ 1,428 $ 304 $ 66 $ 17 $ 3 $ 1,818  
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              September 30, 2008                            
       Equity            Debt                Risk       
   Loans   investments  securities  Guarantees    Management  Total   
Utilities, oil, gas and mining $ 469 $ 49 $ - $ 13 $ - $ 531  
Transportation and warehousing  399  2  5  -  3  409  
Finance and insurance  158  23  61  4  -  246  
Collective investment vehicles  -  180  -  -  -  180  
Agriculture and forestry  98  -  -  -  -  98  
Industrial and consumer products  59  4  -  -  -  63 
Wholesale and retail trade  61  -  -  -  -  61 
Food and beverages  38  8  -  -  -  46 
Construction and real estate  29  16  -  -  -  45 
Chemicals  26  13  -  -  -  39  
Primary metals  25  -  -  -  -  25 
Nonmetallic mineral product manufacturing  20  5  -  -  -  25 
Accommodation and tourism services  21  2  -  -  -  23  
Textiles, apparel and leather  19  2  -  -  -  21  
Other   6  -  -  -  -  6  

 

 Total VIE investments $ 1,428 $ 304 $ 66 $ 17 $ 3 $ 1,818 
 

 
NOTE M – THE FAIR VALUE OPTION AND FAIR VALUE MEASUREMENTS 

 
Effective July, 1, 2007, IFC adopted the SFAS No. 157 and SFAS No. 159. SFAS No. 157 defines fair value, establishes a framework for 
measuring fair value and a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into three broad 
levels and applies to all items measured at fair value, including items for which impairment measures are based on fair value. SFAS No. 159 
permits the measurement of eligible financial assets, financial liabilities and firm commitments at fair value on an instrument-by-instrument 
basis, that are not otherwise permitted to be accounted for at fair value under other accounting standards. The election to use the Fair Value 
Option is available when an entity first recognizes a financial asset or liability or upon entering into a firm commitment.  Additionally, SFAS No. 
159 allows for a one-time election for existing positions upon adoption. SFAS No. 157 and SFAS No.159 are to be applied prospectively. The 
cumulative effect of remeasuring items for which the Fair Value Option has been elected effective July 1, 2007 has been reported as an 
adjustment to the July 1, 2007 balance of retained earnings. 
 
The Fair Value Option 
 
Effective July 1, 2007, IFC elected the Fair Value Option for certain borrowings, investments in equity instruments that would otherwise require 
equity method accounting, investments in equity investments with more than 20% ownership where IFC does not have significant influence 
and all other financial interests (loans and guarantees) in the entities in which IFC has an equity investment that would otherwise require 
equity method accounting. 
 
All borrowings for which the Fair Value Option has been elected are associated with existing derivative instruments used to create a fair value-
like or cash flow-like hedge relationship, a substantial amount of which were previously designated as accounting hedges in accordance with 
SFAS No. 133.  Measuring at fair value those borrowings for which the Fair Value Option has been elected at fair value mitigates the earnings 
volatility caused by measuring the borrowings and related derivative differently (in the absence of a designated accounting hedge) without 
having to apply SFAS No. 133’s complex hedge accounting requirements.  The Fair Value Option was not elected for all borrowings from 
IBRD and all other market borrowings because earnings volatility is not a concern in those cases.  
 
Measuring at fair value those equity investments that would otherwise require equity method accounting simplifies the accounting and renders 
a carrying amount on the consolidated condensed balance sheet based on a measure (fair value) that IFC considers superior to equity method 
accounting.  For the investments that otherwise would require equity method accounting for which the Fair Value Option is elected, SFAS No. 
159 requires the Fair Value Option to also be applied to all eligible financial interests in the same entity.  IFC has disbursed loans to certain of 
such investees, therefore, the Fair Value Option was also applied to those loans effective July 1, 2007. IFC elected the Fair Value Option for 
equity investments with 20% or more ownership where it does not have significant influence so that the same measurement method (fair 
value) will be applied to all equity investments with more than 20% ownership. 
 
Fair Value Measurements 
 
SFAS No. 157 defines fair value as the price that would be received to sell an asset or transfer a liability (i.e., an exit price) in an orderly 
transaction between independent, knowledgeable and willing market participants at the measurement date assuming the transaction occurs in 
the entity’s principal (or most advantageous) market.  Fair value must be based on assumptions market participants would use (inputs) in 
determining the price and measured assuming the highest and best use for the asset by market participants.  The highest and best use of the 
IFC assets and liabilities measured at fair value is considered to be in exchange, therefore, their fair values are determined based on a 
transaction to sell or transfer the asset or liability on a standalone basis.  Under SFAS No. 157, fair value measurements are not adjusted for 
transaction costs.   
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The fair value hierarchy established by SFAS No, 157 gives the highest priority to unadjusted quoted prices in active markets for identical 
unrestricted assets and liabilities (Level 1), the next highest priority to observable market based inputs or unobservable inputs that are 
corroborated by market data from independent sources (Level 2) and the lowest priority to unobservable inputs that are not corroborated by 
market data (Level 3).  Fair value measurements are required to maximize the use of available observable inputs.  
 
Level 1 primarily consists of financial instruments whose values are based on unadjusted quoted market prices. It includes IFC’s equity 
investments which are listed in markets that provide readily determinable fair values, government issues, money market funds and borrowings 
that are listed on exchanges. 
 
Level 2 includes financial instruments that are valued using models and other valuation methodologies.  These models consider various 
assumptions and inputs, including time value, yield curves, volatility factors, prepayment speeds, default rates, loss severity and current 
market and contractual pricing for the underlying asset, as well as other relevant economic measures. Substantially all of these inputs are 
observable in the market place, can be derived from observable data or are supported by observable levels at which market transactions are 
executed. Financial instruments categorized as Level 2 include non-exchange-traded derivatives such as interest rate swaps, cross-currency 
swaps, certain asset-back securities, as well as the portion of IFC’s borrowings not included in Level 1.   
   
Level 3 consists of financial instruments whose fair value is estimated based on internally developed models or methodologies utilizing 
significant inputs that are non-observable.  It also includes financial instruments whose fair value is estimated based on price information from 
independent sources that cannot be corroborated by observable market data.  Included in Level 3 are the majority of equity investments for 
which IFC has elected the Fair Value Option.    
 
The following table provides the carrying amounts immediately before and after applying the Fair Value Option and SFAS No. 157 and the 
cumulative adjustment to retained earnings and accumulated other comprehensive income as of July 1, 2007 (US$ millions):  
  
    July 1, 2007   
     Carrying amount        Carrying amount       Net gain (loss)  
     prior to adoption   after adoption             on adoption  
Loans  $        11,818 $        11,817             $          (1) 
Equity investments accounted for at fair value in accordance  
   with the Fair Value Option  654       938   284 
Transfer of amounts previously reported in accumulated other comprehensive  
 income related to equity investments previously accounted for under the  
 equity method now accounted for in accordance with the Fair Value Option      2 
Borrowings from market sources   (15,817)  (15,667)  150 
 
 Cumulative effect of adoption of SFAS No. 159 on retained earnings     $ 435 
 
 
Equity investments accounted for at fair value as available-for-sale $ 837 $      3,762  $ 2,925 
Transfer of amounts previously reported in accumulated other comprehensive  
 income related to equity investments previously accounted for under the 
 equity method now accounted for in accordance with the Fair Value Option      (2) 
 Cumulative effect of adoption of SFAS No. 157 on accumulated other 
  comprehensive income     $ 2,923 
 
The following tables provide information as of September 30, 2008 and June 30, 2008, about IFC’s financial assets and financial liabilities 
measured at fair value on a recurring basis.  As required by SFAS No. 157, financial assets and financial liabilities are classified in their 
entirety based on the lowest level input that is significant to the fair value measurement (US$ millions): 
 
              At September 30, 2008  
          Level 1            Level 2  Level 3   Total  
Trading securities $ 5,360* $ 5,708 $              173 $           11,241 
Loans (outstanding principal balance $288)  -  -                  221                   221 
Equity investments                 2,326  -               1,321                3,647 
Debt securities  -  -               1,605                1,605 
Derivative assets  -  1,161                  132                1,293 
 
 Total assets at fair value $ 7,686 $ 6,869 $            3,452 $           18,007 
 
              At September 30, 2008  
          Level 1            Level 2  Level 3   Total  
Borrowings (outstanding principal balance $21,150**) $ 7,311 $ 12,346 $                   - $           19,657 
Derivative liabilities  -  1,440                     6                1,446  
 
 Total liabilities at fair value $ 7,311 $ 13,786 $                  6 $           21,103 
 
* includes securities priced at par plus accrued interest, which approximates fair value, with a fair value of $386 million at September 30, 2008. 
** includes discount notes with principal due at maturity of $1,829, with a fair value of $1,296 as of September 30, 2008 
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              At June 30, 2008  
          Level 1             Level 2  Level 3  Total  
Trading securities $ 6,171* $ 5,856 $ 319 $ 12,346 
Loans (outstanding principal balance $266)  -  -  248  248 
Equity investments  3,315  -  1,387  4,702 
Debt securities  -  -  1,620  1,620 
Derivative assets  -  1,520  110  1,630 
 
 Total assets at fair value $ 9,486 $ 7,376 $ 3,684 $ 20,546 
 
              At June 30, 2008  
        Level 1             Level 2  Level 3  Total  
Borrowings (outstanding principal balance $20,445)** $ 7,415 $ 12,370 $ - $ 19,785 
Derivative liabilities  -  1,395  13  1,408 
 
 Total liabilities at fair value $ 7415 $ 13,765 $ 13 $ 21,193 
 
* includes securities priced at par plus accrued interest, which approximates fair value, with a fair value of $387 million at June 30, 2008. 
** includes discount notes with principal due at maturity of $1,783 million with a fair value of $1,215 million as of June 30, 2008. 
 
The following table presents the changes in the carrying value of IFC’s Level 3 financial assets and financial liabilities for the three-months 
ended September 30, 2008 and 2007 (US$ millions):            
                Level 3 financial assets and financial liabilities  
  Three months ended September 30, 2008  
 Trading  Equity Debt Derivative  Derivative 
 securities Loans investments securities   assets liabilities  
Balance as of July 1, 2008 $ 319 $ 248 $ 1,387 $ 1,620 $ 110 $ 13 
Total (losses) gains (realized and unrealized) for three 
 months ended September 30, 2008 in: 
  Net income  (9)  (53)  (2)  (5)  22  (7) 
  Other comprehensive income  -  -  (5)  (164)  -  -  
Purchases, issuances and settlements  (3)  26  30  154  -  - 
Transfers in (out) of Level 3  (134)  -  (89)  -  -  - 
 
Balance as of September 30, 2008 $ 173 $ 221 $ 1,321 $ 1,605 $ 132 $ 6 
 
For the three months ended September 30, 2008: 
Unrealized (losses) gains included in net income $ (9) $ (67) $ (42) $ (5) $ 22 $ (7) 
Unrealized gains included in other comprehensive income $ - $ - $ 57 $ 59 $ - $ - 
            
                Level 3 financial assets and financial liabilities  
  Three months ended September 30, 2007  
 Trading  Equity Debt Derivative  Derivative 
 securities Loans investments securities   assets liabilities  
Balance as of July 1, 2007 $ 6,747 $ 28 $ 1,824 $ 733 $ 60 $ 3 
Total gains (losses) (realized and unrealized) in: 
 Net income  (23)  2  27  12  (2)  (3) 
 Other comprehensive income  -  -  657  28  (29)  -  
Purchases, issuances and settlements  (1,259)  (1)  57  379  -  - 
 
Balance as of September 30, 2007 $ 5,465 $ 29 $ 2,565 $ 1,152 $ 29 $ - 
 
For the three months ended September 30, 2007: 
Unrealized gains (losses) included in net income $ 14 $ 2 $ - $ - $ (2) $ (3) 
Unrealized gains included in other comprehensive income $ - $ - $ 672 $ 28 $ - $ - 
 
 
Gains (losses) realized and unrealized, from trading securities, loans, debt securities and equity instruments included in net income for the 
period are reported on the consolidated condensed income statement in income from liquid asset trading activities, income from loans and 
guarantees, income from debt securities and income from equity investments, respectively.  
 
As of September 30, 2008, equity investments, accounted for at cost, less impairment, with a carrying amount of $421 million were written 
down to their fair value of $311 million ($78 million and $62 million - September 30, 2007) pursuant to FSP SFAS No. 115-1 and 124-1, The 
Meaning of Other-Than-Temporary Impairment and its Application to Certain Investments, resulting in a loss of $110 million, which was 
included in income from equity investments in the consolidated condensed income statement during the three months ended September 30, 
2008 (loss of $16 million - three months ended September 30, 2007).  The amount of the write down is based on a Level 3 measure of fair 
value.  
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