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OVERVIEW AND OUTLOOK
The International Finance Corporation’s (IFC) Aaa rating is underpinned by its strong
capital position, abundant liquidity, diversified portfolio and highly rated shareholder base.
These strengths counterbalance a somewhat riskier business model compared to other
multilateral development banks (MDBs). The IFC focuses on private sector lending and equity
investments in emerging and frontier markets, and has a higher level of non-performing loans
than many other MDBs. Unlike the majority of its MDB peers, the IFC does not benefit from
explicit contractual support from its shareholders. Instead, the IFC relies on its own earnings
rather than shareholder capital infusions for the majority of its capital.

The IFC's capital and leverage levels compare favourably to that of its peers. In expanding
its portfolio, the IFC has increasingly focused on equity investments, which has resulted in
slightly more volatile financial performance compared to its peers. Nonetheless, the track
record of its equity program has been predominantly positive.

The stable outlook on the IFC's rating denotes our assessment that its credit strengths will
allow it to withstand potential headwinds to its portfolio due to prudent risk management
practices and the diversification of its assets. The rating could come under negative pressure
if we were to observe a significant deterioration in portfolio asset quality, most likely driven
by concurrent debt crisis of unprecedented magnitude in several large emerging markets. A
rapid increase in the IFC's leverage combined with a deterioration in its capital base would
also put downward pressure on the rating. However, we currently view such scenarios as
highly unlikely.

This Credit Analysis elaborates on IFC’s credit profile in terms of Capital Adequacy, Liquidity
and Strength of Member Support, which are the three main analytical factors in Moody’s
Supranational Rating Methodology.

This Credit Analysis provides an in-depth discussion of credit rating(s) for IFC and should be
read in conjunction with Moody’s most recent Credit Opinion and rating information available
on Moody's website.

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1049795
https://www.moodys.com/research/Multilateral-Development-Banks-and-Other-Supranational-Entities--PBC_161372
https://www.moodys.com/
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Organizational Structure and Strategy

Structure

The IFC is a multilateral institution that furthers the economic development of its member countries through the promotion of private
investment. The Corporation is a member of the World Bank Group, which also includes the International Bank for Reconstruction and
Development (IBRD, Aaa stable), the International Development Association (IDA, Aaa stable), the Multilateral Investment Guarantee
Agency (MIGA), and the International Centre for Settlement of Investment Disputes (ICSID). The IFC makes loans to and equity
investments in private sector entities, organizes syndications, mobilizes third party capital, and offers advisory services. In addition to
deploying its own resources, the Corporation has sought to catalyze additional investment flows to private companies in developing
countries.

As of fiscal year-end 2016, the IFC leveraged a capital base that includes $2.6 billion in paid-in equity, contributed by 184 members,
and $20.2 billion in accumulated earnings and other comprehensive income. With 21.0% of voting share, the United States (Aaa
stable) continues to exercise significant influence over the organization. The United States is followed by Japan (A1 stable), which
increased its share to 6.0% from 5.6% at fiscal year-end 2013. Together with the next three largest shareholders (Germany (Aaa
stable), France (Aa2 stable), and the United Kingdom (Aa1 negative)), the top five members control close to 41% of total voting share
and account for 44% of paid-in capital. Membership in the International Monetary Fund (IMF) and the IBRD are prerequisites for
membership in the IFC. Provisions in the IFC’s articles ensure that the IFC board of directors is identical to that of the World Bank,
facilitating coordination of the two institutions’ policies and operations. However, the distribution of voting power in the IFC board
differs from that of the World Bank because of different patterns of ownership.

Strategy

The IFC pursues the same overarching goals as other World Bank Group organizations: to end extreme poverty by 2030 and boost
shared prosperity in every developing country. In fulfilling its goals, the IFC explicitly emphasizes profitability as one of its proximate
priorities, along with development impact. This is a notable difference from many other MDBs.

The IFC's current strategy envisages a shift away from a volume-driven model towards greater selectivity in project engagements. As a
result, it expects only modest portfolio growth, with growth in syndication volumes exceeding the overall growth in long-term finance
investment.

A significant share of the IFC’s portfolio is concentrated in IDA countries, primarily in Sub-Saharan Africa and South Asia, which allows
it to engage with the World Bank Group's poorest clients. In addition, IFC focuses on “frontier regions of middle-income countries,”
which allows it to impact the poorest segments of these regions, regardless of which country it operates in.

Another strategic shift underway is the Corporation’s treasury management strategy. In its FY2015-2017 1 strategy, the IFC set out to
increase the contribution of its treasury portfolio to overall profitability. To achieve this goal, the Corporation attempts to invest in new
markets and asset classes, improve the asset-liability management function, and ensure synchronicity in its funding and investment
strategies. On the funding front, the organization pursues a strategy of opportunistic currency diversification, which reflects both cost
and asset-liability matching considerations.
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RATING RATIONALE
Our determination of a supranational’s rating is based on three rating factors: Capital Adequacy, Liquidity and Strength of Member
Support. For Multilateral Development Banks, the first two factors combine to form the assessment of Intrinsic Financial Strength,
which provides a preliminary rating range. The Strength of Member Support can provide uplift to the preliminary rating range. For more
information please see our Supranational Rating Methodology.

Capital Adequacy: Very High
Capitalization Remains High Despite Volatility in Equity Investments

The resources that an MDB has available to absorb credit or market losses stemming from its operations, and preserve its ability to
repay debt holders, are an important element of its financial fundamentals and overall creditworthiness. MDBs hold capital because
they face potential credit losses as a consequence of their lending and investment operations in sectors or regions that are relatively
risky, in line with their mandates.

IFC's Intrinsic Financial Strength Is Underpinned by Its High Capitalization

IFC’s capital position remains very strong, a key support to capital adequacy, underpinned by a very high asset coverage ratio at 62.5%
in FY2016, a level that compares favourably to most Aaa-rated MDBs.2

Moderate leverage also supports IFC's capital position, although the leverage ratio (debt to usable equity) rose to 261% in FY2016 from
229% in FY2014, as equity decreased while net borrowing increased.

Exhibit 2

IFC's Capital Buffer Remains Robust Despite Volatile Operating Environment
(asset coverage ratio: equity investments and loans, % of equity)

Source: Moody's Investors Service, IFC
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Profitability: Income Volatility Inherent and Manageable

In FY2016, the IFC's net financial result turned negative for the first time since FY2009, which detracted from the capital base. Losses
were accounted for by higher loan loss provisions (up 110% compared with FY2015), borrowing charges (up 59%), unrealized losses on
non-trading instruments (up 92%), and foreign currency translation losses. These were partially offset by higher realized income from
equity investments and liquid asset trading activities. The overall net income result of -$33 million translated into a return on average
assets (ROA) of -0.04%, down from 0.52% in FY2015.

The impact of the drop in profitability on the IFC's equity position was amplified by below-the-line charges related to actuarial losses
from lower interest rate assumptions and unrealized losses on equity investments. Overall, IFC posted a total comprehensive loss of
$1.7 billion.

Such fluctuations in profitability are embedded in IFC's rating. IFC’s business model resembles that of a merchant bank with higher risk
tolerance than a universal commercial bank. As a result, nearly all components of revenue are subject to some fluctuation. In addition,
IFC does not use its equity portfolio to smooth results and focuses more on getting the market timing of equity divestment right, while
achieving its development objectives.

However, through year-to-year fluctuations, IFC has a strong record of supporting growth of the capital base through its operations. In
fact, retained earnings represent close to 90% of total equity, which is very high relative to MDB peers.

Portfolio Performance: Deteriorating Performance in Main Asset Classes

The global financial crisis and subsequent recession resulted in asset quality deterioration, starting in FY2009, with the stock of non-
performing loans (NPLs) rising for the first time since 2003. The impact of the crisis appeared to diminish in FY2012 as the stock of
NPLs as a share of the total loan portfolio decreased to 2.9% after peaking at 3.6% in FY2011.

However, in FY2013, loan portfolio quality deteriorated further, due primarily to idiosyncratic factors. As commodity prices declined
abruptly, asset quality weakened further through their impact on lending to commodity producers. By FY2015, the stock of total NPLs
increased to $1.3 billion, or 5.7% of gross loans outstanding, a higher ratio than in many other Aaa-rated MDBs. The NPL ratio declined
to 5.4% in FY2016, partly on account of loan write-offs.

IFC has experienced bouts of asset quality deterioration in the past. The ratio of past due loans (60+ days) to gross loans peaked at
16.7% in FY2003, due to weakness that persisted in emerging markets following the Asian financial crisis of 1997-1998 and subsequent
Russian and Argentine debt crises. The same ratio stood at an average of only 6.6% over the five-year period that preceded the Asian
financial crisis.

Exhibit 3

Asset Performance Remains Challenging Amid Increased Stress in Emerging Markets
(non-performing loans at 90+ days, % of total loans)

Source: Moody's Investors Service, IFC
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Geopolitical developments, regulatory risk, lower commodity prices, and a stronger U.S. dollar were the main driving factors behind
non-accruals in the IFC’s loan portfolio in FY2016.

Among the top ten borrowing countries, Ukraine, India, and Mexico accounted for 30.9% of non-accrual loans (i.e., those loans which
missed debt service payments by 60 days or more or were collectability is uncertain). Among top 10 countries by loan exposure, non-
accruals are by far the highest in Ukraine, at 48.0% of IFC loans in the country, followed by Mexico, at 15.1%.

Rising non-accruals have not undermined the upward trend in interest income from loans. This trend has been supported by higher
LIBOR, which is used as a benchmark in IFC's floating-rate loans. Interest income increased to $1,026 million in FY2016 from $879
million in FY2013, but the impact on net income was more than offset by higher provisions and funding costs.

Taking into consideration unrealized losses, the performance of the equity portion of the IFC’s portfolio has also deteriorated, due to
challenging global equity and foreign exchange market conditions. Equity investments contributed a total of $518 million towards
net income and $797 million in net unrealized losses towards other comprehensive losses. In terms of comprehensive income, equity
investments subtracted a net amount of $279 million from IFC's financial results in FY2016. This compares to comprehensive equity-
related income of $302 million in FY2015 and $1,631 million in FY2014. Net unrealized losses on equity investments were the main
contributor to the decline in equity investments' contribution to comprehensive income relative to FY2015 .

Sufficient Reserves Against Loan Losses

Loan loss reserves consist of specific and general reserves. Specific reserves are determined after a case-by-case quarterly review of
the entire loan portfolio. The level of specific reserves against losses on loans reflects a judgment by IFC management that the loan
is suffering significant and relatively permanent value impairment. This judgment is based on experience with the specific borrower,
expected future performance, security (mortgages, third-party guarantees, etc.), and the position of other project sponsors.

The general reserve against losses on loans is intended to provide for risk in the loan portfolio as a whole that cannot be specifically
identified. Management determines the level of the general reserve against losses on loans. Additions to both reserves are charged to
income.

At the end of FY2016 total reserves against loan losses ($1.8 billion) represented 7.4% of the disbursed loan portfolio. That figure
includes $965 million of specific reserves, which cover 74.6% of currently non-performing loans, indicating that outstanding NPLs pose
little risk to IFC's profitability.

Upward Trend in Equity Exposure Takes Pause Amid Elevated Market Volatility

Equity investment impairments, equity sales, rising loan loss provisions, and exchange rate fluctuations more than offset an uptick in
investment disbursements in FY2016, which caused the carrying value of the IFC’s investment portfolio to decline for a second year in
a row. This two-year decline followed five years of mostly double-digit growth rates, highlighting the IFC’s sensitivity to market forces.
The share of equity holdings in the development portfolio remained broadly stable at around 30-35%, while the majority of exposure
remained concentrated in loans. The loan portfolio, whose carrying value is less sensitive to market forces, grew 2.5% over FY2016 to
$21.9 billion.
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Exhibit 4

Loan Exposure Prevails...
($ million)

Exhibit 5

...as Equity Exposure Declines
($ million)

Sources: Moody's Investors Service, IFC Sources: Moody's Investors Service, IFC

Notably, actual investment disbursements continued to accelerate, reaching $10.0 billion from $9.3 billion the year prior. Meanwhile,
the undisbursed portfolio remained essentially unchanged at $10.7 billion.

Portfolio Structure Less Concentrated than Most MDBs

One of the IFC’s major credit strengths stems from its highly diversified portfolio. High portfolio diversification translates into lower
concentration risk than for either smaller private-sector-focused MDBs or MDBs that lend to the public sector.

This is most obvious when assessing borrower concentration. The sum of the IFC’s ten largest company exposures accounts for only
7.0% of the total portfolio. The company with the largest exposure accounts for just over 1.0% of the investment portfolio. These
figures are consistently very low compared to the rest of the MDB universe.

Sector concentration is somewhat more pronounced, due to high exposure to the financial sector – including both banking and
insurance – which accounts for 34.3% of the disbursed loan portfolio and 39.6% of the total disbursed portfolio (including equity
investments, trade finance guarantees, and risk management products). Other large sector exposures are towards electric power,
utilities, and transportation. Together with banking and insurance, these three sectors account for 58.4% of the overall portfolio.

IFC benefits from a low degree of country concentration risk (see Exhibit 6). The country limit guideline is based on an economic
capital-based exposure approach in which countries are grouped based on the size of their economy and risk rating. Limits are set
by the economic capital required as a percentage of net worth plus reserves. The country with the highest allowed exposure is set at
10.0% of total resources available. On this basis, the economic capital required for India accounted for 7.7% of net worth plus general
reserves, at end FY2016. The IFC's next largest disbursed country exposures, in descending order of required economic capital, are
China (5.3%), Brazil (3.9%), Turkey (4.9%) and Russia (1.8%). The share of the ten largest country exposures in the disbursed portfolio
(including reserves) remains essentially unchanged from FY2015 at approximately 45%.
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Exhibit 6

Global portfolio diversification reduces IFC's sensitivity to isolated regional crises
(% of total portfolio)

Source: Moody's Investors Service, IFC



MOODY'S INVESTORS SERVICE SOVEREIGN AND SUPRANATIONAL

8          30 November 2016 International Finance Corporation (IFC) - Aaa Stable: Annual Credit Analysis

Liquidity: Very High
Financial Policies Support Exceptionally High Liquidity Position

Illiquidity is most often the proximate cause of a financial institution’s failure. Liquidity assumes particular importance for MDBs
because these entities rely on their own resources in the face of shocks, before shareholder support materializes. Moreover, most MDBs
do not have access to the liquidity facilities that central banks provide to commercial banks. The primary aim of holding liquid assets is
to meet financial obligations, in particular debt service, by investing in assets that can be quickly converted to cash. In this respect, we
look at the extent to which liquid assets cover debt service requirements. We also evaluate the stability of access to funding, which is
an essential element of maintaining liquidity.

IFC's Liquidity Position Exceeds Policy Requirements and Is Stronger Than Peers'

Under the IFC's reasonably conservative liquidity policy, there is both an external funding component and a ratio component. The
external funding policy stipulates that the minimum level of liquidity from external funding must cover at least 65% of the sum of:
(a) 100% of committed but undisbursed straight senior loans; (b) 30% of committed guarantees; and (c) 30% of committed client
risk management products. The liquidity ratio policy calls for the IFC to maintain a minimum level of liquidity (plus the undrawn
borrowing commitment from IBRD) that would cover at least 45% of the next three years’ net cash requirements. In addition, the IFC
independently stress-tests its liquidity needs by heavily haircutting its liquid assets and comparing the stressed value to expected and
unforeseen cash requirements over a horizon of up to 12 months.

The IFC’s balance sheet is highly liquid, and is managed with profitability as a secondary consideration to the preservation of capital
earnings. Total net liquid assets increased by 4.8% to $41.4 billion in FY2016 from FY2015. Cash and liquid assets were equivalent
to 85% of the next three years’ cash needs, up from 81% a year ago. External funding liquidity also improved, reaching 504%, 10
percentage points above the FY2015 level and far above the 65% policy minimum.

Although IFC's liquidity position has weakened somewhat relative to amortization requirements, it nevertheless remains very strong
compared to other Aaa-rated MDBs. As of the end of FY2016, IFC's liquidity portfolio exceeded short-term and currently maturing
long-term debt falling due over FY2017 by a factor of 3 (see Exhibit 9).

Liquid asset investments are broadly diversified across several classes of debt instruments, including bonds issued by highly-rated
governments and government agencies, multilateral organizations, corporate issuers and money market funds. Additionally, the IFC
invests in Aaa-rated structured investment products and high-quality local currency corporate bonds in major “growth” markets. A
portion of the liquidity portfolio is outsourced to external investment managers.
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Exhibit 9

Liquidity Position Remains Exceptionally Strong Despite an Uptick in Amortizations
(debt service coverage ratio: short-term and currently maturing long-term debt, % of liquid assets)

Source: Moody's Investors Service, IFC

The overall quality of the portfolio remains consistently strong, with sub-investment grade bonds representing less than 2% of
aggregate liquid assets. In addition to minimizing credit risk and diversifying the portfolio across asset classes, the IFC prudently
manages sectoral and geographic concentration of its portfolio within internal limits.

Bond Issuance Maintains Favourable Profile

The IFC's borrowing decreased in FY2016 compared to FY2015, while its cost of funding increased. Total borrowing (including
repurchased and early redeemed debt, as well borrowing-related derivatives) declined to $14.0 billion from $15.8 billion the previous
year. The average maturity of borrowings was extended from 4.2 to 4.4 years, exceeding the issuer’s internal target and aligning
liabilities more closely with the loan book.

The increase in average maturity reflected investors’ preference for longer-dated maturities. Relative to LIBOR, the cost of funding after
swaps increased by 10.4 basis point to LIBOR minus 6.1 basis points. The increase in borrowing cost relative to benchmark was driven
by systemic changes to the interest rate markets that resulted in higher cost of swapping fixed rate borrowings for US dollar LIBOR. As
the IFC’s effective cost of debt increased relative to LIBOR, its secondary-market bond spreads have also widened slightly compared to
other Aaa issuers, with the market-implied rating falling below Aa1. Meanwhile, the weighted average effective cost of borrowing more
than doubled, reaching 1.1%, due to higher LIBOR and the IFC's narrowing negative spread to LIBOR.

During the course of the year, the IFC issued bonds in 18 currencies. The US dollar continued to dominate the borrowing program,
increasing its share to 64% in FY2016 from 55% in FY2015. Conversely, the shares of key emerging market currencies have generally
shown a decline. The IFC’s borrowing debuts in FY2016 included its first green Masala (offshore Indian rupee) and South African rand
bonds, as well as a small Uridashi (targeting Japanese retail investors) Masala bond and local currency medium-term note program in
Namibia.

The IFC’s outstanding borrowings are denominated in 27 currencies, with all borrowings converted to US dollars on an after-swap
basis, except for a few isolated cases in which local currency borrowings are on-lent to clients on matching terms, invested in sovereign
instruments pending disbursement or hedged internally. Meanwhile, outstanding IFC loans are denominated in a variety of currencies,
but overwhelmingly concentrated in two: the US dollar (78%) and Euro (11%).

For asset/liability management, the IFC match-funds its fixed-rate loans on the basis of interest rate, currency and duration, but there
can be special cases where asset/liability mismatches are acceptable for new products, as approved by the IFC Board. Swaps, forwards,
and other derivatives are used to manage currency and interest rate risk pursuant to internal risk management policy. Meanwhile, all
equity and quasi-equity investments are funded from net worth to avoid creating market liabilities where the offsetting assets have an
unpredictable cash flow.
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Strength of Member Support: Medium
Likelihood of Extraordinary Capital Infusion Points to Moderate Member Support

In assessing the likelihood of recapitalization in a high-stress scenario, we place emphasis on contractual commitments of an
organization’s shareholders, most commonly exemplified by callable capital. Unlike the majority of MDBs, however, the IFC does not
benefit from callable capital provisions or any other form of contractual support. While in its nearly 60 year history the IFC has never
faced financial distress that would call for a capital infusion, the lack of contractual support mechanisms effectively caps its Strength
of Member Support score at Medium, which generally supports the indicative rating range of Aaa-Aa2 produced by the combination of
factors 1 and 2.

Our shareholder support assessment also captures the likelihood of extraordinary support, which in the case of IFC appears to be
high. This view is based on the high creditworthiness of the organization’s major shareholders, and the apparent strength of their
commitment to the organization.

Ability and Willingness to Support Underpinned by Robust Shareholder Base

IFC shareholders’ credit quality has been very high throughout the organization’s history, notwithstanding deterioration since the
European debt crisis. Therefore, IFC shareholder members' ability to provide extraordinary support, if needed, is high.

Exhibit 11

Aaa/Aa-rated Members Continue to Dominate the IFC's Shareholder Base
(% of subscribed capital)

Source: International Finance Corporation, Moody's Investors Service

This strength is reflected in the IFC’s weighted median shareholder rating of Aa2, higher than the IBRD’s weighted median of Aa3. The
current distribution of allocated shares and by credit rating is shown in Exhibit 11.
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Additionally, given the size of the organization’s balance sheet relative to the central government budgets of its member countries, it is
unlikely that any recapitalization needs that may arise in a distressed scenario would be viewed as onerous by the primary shareholder
governments. Weighed against a track-record of six decades of high cumulative returns and its significant developmental impact,
even the cost of a full recapitalization, should one become necessary to ensure the IFC’s viability, would likely be considered politically
acceptable.

Further supporting our view on the shareholders’ ability to contribute additional capital is the IFC’s high degree of shareholder diversity.
The total number of shareholders currently stands at 184, making it the second most diversified multilateral after the IBRD (188)
by this measure. However, based on the Herfindahl-Hirschman index (HHI), which accounts for the relative weight of individual
members, member concentration appears to be somewhat higher than for some other MDBs (with the IBRD, African Development
Bank, European Bank for Reconstruction and Development, and AFREXIM having lower concentration) but still very low in absolute
terms (HHI of 0.07, compared to AfDB’s 0.04 and Eurasian Development Bank’s 0.54 on the other end of the spectrum). Additionally,
as shown in Exhibit 12, there is only a minimal overlap between the largest shareholders which mitigates the risk that a large negative
shocks affects both borrowers and shareholders simultaneously.

Exhibit 12

Correlation Between Assets and Members Held in Check by Non-borrowing Members
(share of total)

Source: International Finance Corporation, Moody's Investors Service

Notwithstanding the IFC’s high historical profitability and important developmental role, we do recognize that support for other
multilaterals may take precedence in a scenario of a broad-based crisis. Specifically, considering their public-sector focus and
prominent economic role, we believe that the IBRD, AsDB, and AfDB are somewhat more likely to receive such support from the US
and Japan than the IFC. In such a scenario, the IFC is also likely to be somewhat more vulnerable than the other three institutions (all
rated Aaa), primarily due to its more volatile business model.



MOODY'S INVESTORS SERVICE SOVEREIGN AND SUPRANATIONAL

12          30 November 2016 International Finance Corporation (IFC) - Aaa Stable: Annual Credit Analysis

Rating Range
Combining the scores for individual factors provides an indicative rating range. While the information used to determine the grid mapping is mainly historical, our ratings incorporate
expectations around future metrics and risk developments that may differ from the ones implied by the rating range. Thus, the rating process is deliberative and not mechanical,
meaning that it depends on peer comparisons and should leave room for exceptional risk factors to be taken into account that may result in an assigned rating outside the indicative
rating range. For more information please see our Supranational Rating Methodology.

Exhibit 13

Supranational Rating Metrics: IFC

Source: Moody's Investors Service
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Comparatives
This section compares credit relevant information regarding the IFC with other supranational entities rated by Moody’s Investors Service. It focuses on a comparison with
supranationals within the same rating range and shows the relevant credit metrics and factor scores.

Exhibit 14

IFC's Key Peers

Source: Moody’s Investors Service
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Rating History

Exhibit 15

International Finance Corporation (IFC)

Source: Moody's Investors Service
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Annual Statistics
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Endnotes
1 Fiscal year ending June 30

2 The asset coverage ratio is the ratio of usable equity as a percentage of equity investment and loans
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