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OVERVIEW

The present report has three chapters. The first chapter provides an analysis of the budgetary
guarantee programmes' that were granted at the end of 2021 namely the European Fund for
Strategic Investments (“EFSI”), the European Fund for Sustainable Development (“EFSD”),
the External Lending Mandate (“ELM”) and the European Fund for Sustainable Development
Plus (“EFSD+”), which is part of the ‘Neighbourhood, Development and International
Cooperation Instrument - Global Europe’.

Aggregation across the budgetary guarantee programmes is traditionally difficult
given that the four guarantee programmes were set up in different time periods and for
different types of investments and they also span different Multiannual Financial
Framework (“MFF”) periods. However, the following general observations can be
made: The four budgetary guarantee programmes have a very different history. ELM
came into existence in 1977, EFSI was set up in 2015, EFSD was created in 2017
(with the first guarantee agreement signed at the end of 2018) and EFSD+ is only
starting now. As a result, each budgetary guarantee is now at a different stage of
implementation, ELM has a long track record and also EFSI is well advanced in its
implementation. At the same time, the investment phase of EFSD and in particular of
EFSD+ have only started very recently.

The four budgetary guarantee programmes vary in their set-up (e.g. different products,
different implementation methods (one exclusive implementing partner vs open
architecture with multiple implementing partners). ELM offers two types of products
(mainly direct sovereign lending and to a certain extent also private lending) and is
operated on an exclusive basis by the EIB. EFSI is structured in two windows (an
infrastructure window (“IIW”) and an SME window with then several different
products under both windows) and is also using one exclusive implementing partner
namely the EIB Group. In terms of having multiple implementing partners, EFSD has
been a pioneer (pro memoria: guarantee agreements have been signed with ten
counterparts) where each guarantee agreement covers a different financial product.
New budgetary guarantees such as InvestEU and EFSD+ built on this experience and
have similar features (a larger number of implementing partners (“open architecture”)
and a relatively broad variety of products).

The four guarantee programmes have a different scope. EFSI helps to overcome
investment gaps within the European Union and is part of the Commission’s internal
policies. At the same time, ELM and EFSD (and going forward EFSD+) are part of
the European Union’s external policies (with ELM mainly focusing on sovereign
counterparts and EFSD on private counterparts).

! The first InvestEU guarantee agreement was signed in 2022.



o This different focus to a large extent explains why the different guarantee programmes
have different risk profiles, which logically also implies that they use different
provisioning rates. EFSI (with a maximum guarantee amount of EUR 26 billion) has a
target provisioning rate of 35%, while the respective figures for EFSD (guaranteed
amount EUR 1.55 billion) and ELM (guaranteed amount EUR 70.87 billion)? are 50%
and 9%. For the sake of completeness, it should also be recalled that for historical
reasons the ELM provisioning process is slightly different than that of EFSI and
EFSD. The external action compartment of the Common Provisioning Fund (“CPF”)
(the former Guarantee Fund for External Actions or GFEA), which holds the
provisions for ELM (and also for Macro Financial Assistance (MFA) and non-EU
Euratom loans) rather acts as a liquidity buffer for guarantee calls.

e As at the end of 2021, the total risk for the EU budget for the four budgetary
guarantees (based on operations signed) amounted to EUR 58.6 billion (EUR 24.7
billion for EFSI, EUR 0.6 billion EUR for EFSD, EUR 0.2 billion for EFSD+ and
EUR 33 billion for ELM).

e As a result of these budgetary guarantee programmes, the following results have
already been achieved:

- EFSI supported 761,748 final recipients and mobilised financing to final recipients
of more than EUR 370.3 billion. This in turn led to total investments of EUR 524.3
billion.

- Under EFSD and EFSD+, EUR 735.2 million of disbursed operations have been
recorded and both programmes also played a crucial role in the financing of the
COVAX programme which is helping to bring Covid-19 vaccines to developing
countries.

- The ELM programme allowed the EIB to disburse loans for in total EUR 62.2
billion (which excludes activities in countries which meanwhile have become EU
Member States). The ELM supported 507 final recipients and estimates are that
ELM has mobilised final recipients’ investments of EUR 124 .4 billion (reflecting
the EIB’s rule of co-financing up to 50% of total project costs and again excluding
activities in countries which meanwhile have become EU Member States).

The second chapter focuses on the financial aspects for the period 1 January 2021 to 31
December 2021 of the Common Provisioning Fund (“CPF”) with details on the different
compartments (EFSI, InvestEU, EFSD and the GFEA). Pro memoria, the CPF functions as a

2 This amount is calculated as a sum of the respective external mandates’ authorised ceilings multiplied by the

corresponding guarantee rates (i.c., for each mandate, the thickness of the portfolio-level first loss cover
provided by the EU).



single portfolio and in that regard combines provisions for the different budgetary guarantee
programmes and financial assistance programmes.

The CPF started operations on 1 January 2021 when the EFSI guarantee fund portfolio was
transferred to the CPF. The first endowment of the CPF from MFF 2021-2027 resources took
place on 30 June 2021 when the first instalment of InvestEU provisioning was made. Then on
1 August 2021, also the provisions of two other important guarantee programmes (i.e. the
EFSD and the GFEA) were transferred following the entry into force of the NDICI
Regulation. In 2021, the CPF received in total EUR 12.4 billion in net contributions. As of 31
December 2021, the market value (i.e. the “net assets”) of the CPF amounted to EUR 12.3
billion. The difference of EUR 133.3 million can be broken down into EUR 132.million of
unrealized losses (due to market value changes of the portfolio assets) and EUR 372,122 of
realised losses (due to sale proceeds at redemption (incl. average costs)). The asset
management aspects of the CPF are described with a large degree of detail in the CPF annual
report which was adopted on the 16 May 2022°.

The third chapter assesses the EU budget’s contingent liabilities arising from budgetary
guarantees and financial assistance programmes (i.e. the Macro Financial Assistance
(“MFA”) loans and the non-EU Euratom loans). The assessment is based on
mathematical/statistical “credit risk models”, which are an important tool to estimate future
losses resulting from budgetary guarantees and expert judgment and takes into account a
number of qualitative and quantitative elements such as payment defaults, impairment
assessment of loans, diversification effects etc.

In this Article 41(5) report, each budgetary guarantee and financial assistance programme will
be analysed from a budgetary, financial and operational perspective. The analysis of the
sustainability of the individual contingent liabilities generated by budgetary guarantees and
financial assistance concludes that - as of 31 December 2021 - no provisioning issues have
been identified.

3 COM/2022/213 final, Report from the Commission to the European Parliament and Council on the common

provisioning fund in 2021.



INTRODUCTION

This is the second edition of the report which the Commission has to produce under Article
41(5) of the 2018 Financial Regulation (“FR”)* This article requires the Commission to
attach to the draft annual budget a staff working document with:

- information on each budgetary guarantee granted by the Union;

- information on the Common Provisioning Fund (“CPF”);

- an assessment of the sustainability of contingent liabilities borne by the budget arising
from budgetary guarantees and financial assistance.

The Article 41(5) report follows this structure and has a dedicated section on each of the three
topics mentioned above.

As for the section on contingent liabilities, the Article 41(5) report will assess the budgetary
sustainability of the Union’s individual guarantee programmes and financial assistance
programmes. A more consolidated aggregate assessment of the Union’s contingent exposures
will be provided in the (annual) Article 250 FR report, which this year will be published for
the second time. In the Article 250 FR report, the Commission is obliged to provide
information to the European Parliament and to the Council on budgetary guarantees, the
Common Provisioning Fund and contingent liabilities arising from budgetary guarantees or
financial assistance.

In the paragraphs below, a brief account of the content of each section will be provided. In
particular, it will be explained how the different requirements of Article 41(5) FR are covered
in the different sections.

1. Budgetary Guarantees

This section will cover the entire implementation period from the launch of each given
budgetary guarantee until the 31%' December of the reference year (i.e. for this year’s report,
the reference year is 2021). Concretely, this section shall cover four budgetary guarantees,
one of which is part of the Commission’s internal policy actions (EFSI), while the other three
fall under the Commission’s external policy actions (EFSD, EFSD+ and ELM). Please note
that under EFSD+, only one operation was signed and disbursed.

At the end of the reporting period, InvestEU had no signed operations yet, which also implies
that this year’s Article 41(5) FR report cannot in a meaningful manner cover InvestEU.
Obviously future versions of this report will contain the same information for InvestEU as for
the other guarantee programmes. As per the relevant provisions of Article 41(5) FR, each

4 Regulation (EU, Euratom) 2018/1046 of 18 July 2018 on the financial rules applicable to the general budget of
the Union repealing Regulation (EC, Euratom) No 966/2012.



individual budgetary will be analysed and the results of that analysis will be summarised in

the three following parts:

- Part A: Description;
- Part B: Operational performance;
- Part C: Financial Information.

Part A. Description

Items of Article 41(5)
covered:

(a): a reference to the budgetary guarantee and its basic act,
together with a general description of the budgetary guarantee,
its impact on the financial liabilities of the budget, its duration
and the added value of Union support;

(b): the counterparts for the budgetary guarantee, including any
issues relating to the application of Article 155(2).

Part B. Operational performance

Items of Article 41(5)
covered:

(c): the budgetary guarantee’s contribution to the achievement
of the objectives of the budgetary guarantee, as measured by
the indicators established, including, where applicable, the
geographical diversification and the mobilisation of private
sector resources;

(d): information on operations covered by the budgetary
guarantee on an aggregated basis by sectors, countries and
instruments, including, where applicable, portfolios and
support combined with other Union actions;

(e): the amount transferred to recipients as well as an
assessment of the leverage effect achieved by the projects
supported under the budgetary guarantee.




Part C. Financial information

Items of Article 41(5)
covered:

(d): information on operations covered by the budgetary
guarantee on an aggregated basis by sectors, countries and
instruments, including, where applicable, portfolios and support
combined with other Union actions;

(f): information aggregated on the same basis as referred to in
point (d) on calls on the budgetary guarantee, losses, returns,
amounts recovered and any other payments received.







2. Common Provisioning Fund

Article 212 of the Financial Regulation establishes the Common Provisioning Fund to hold
the provisions made to cover the financial liabilities arising from budgetary guarantees and
financial assistance programmes. With its Communication dated 26 February 2021°, the
Commission informed that the CPF would enter into force in 2021, along with the new 2021-
2027 MFF.

Therefore, this year’s report contains a full section on the CPF, focusing on the financial
aspects related to the EFSI, InvestEU, EFSD and the GFEA compartments. It should be
recalled however that on 16 May 2022, the Commission already published the first annual
report of the CPF which already includes a lot of information on the CPF, in particular on its
asset management aspects.

— (g): information about the financial management, the
performance and the risk of the common provisioning fund at
the end of the preceding calendar year;

Items of Article 41(S) | — (h): the effective provisioning rate of the common
covered: provisioning fund and, where applicable, the subsequent
operations in accordance with Article 213(4);

— (1) the financial flows in the common provisioning fund
during the preceding calendar year as well as the significant
transactions and any relevant information on the financial risk
exposure of the Union.

3. Contingent Liabilities

This section of the report will analyse the sustainability of individual contingent liabilities
generated by budgetary guarantees and financial assistance. As already explained above, a
consolidated analysis will be made in the Commission’s Article 250 report.

> COM(2021)88 final, Communication from the Commission to the European Parliament and Council on the
entry into operation of the Common Provisioning Fund, 26.2.2021.



Items of Article 41(5)
covered:

(): Pursuant to Article 210(3) FR, an assessment of the
sustainability of contingent liabilities borne by the budget
arising from budgetary guarantees or financial assistance.










1.1 European Fund for Strategic Investments

billion (which is higher than the (end-2020) target of EUR 500 billion). The total amount of
signed EFSI financing was EUR 86.9 billion, good for a total investment value of EUR 492.1
billion.

To alleviate the impact of the Covid-19 pandemic on the economy, the available resources
under the EFSI SMEW were re-allocated to other existing SMEW products. Based on the
EFSI resources unlocked like this, the EIF provided guarantees to financial intermediaries
worth EUR 2.7 billion, which then made available EUR 14.7 billion in financing for
businesses, including micro and social enterprises as well as small and medium size
enterprises (“SMEs”) in the cultural and creative sectors. Moreover, in order to provide
support to final recipients as fast as possible, the EFSI Steering Board simplified the approval
process for specific Covid-19 operations.

For debt-type operations, the EFSI Guarantee can be activated to cover guarantee calls,
restructuring losses and recovery costs. For equity-type operations, the EFSI Guarantee covers
value adjustments, funding costs and recovery costs. So far, guarantee calls on a cumulative
basis amount to EUR 162.3 million but due to the current economic situation, it could be
expected that the number and volume of future guarantee calls from hereon will increase.

Implementation arrangements

EFSI is a budgetary guarantee implemented under indirect management by the EIB Group.
On 22 July 2015, the Commission and the EIB Group signed a guarantee agreement on the
management of EFSI and on the granting of the EU Guarantee.

In order to cover the budgetary risks relating to the EU guarantee, the EFSI Guarantee Fund
was established. As of 1 January 2021, the assets of the EFSI Guarantee Fund were
transferred to the EFSI compartment of the Common Provisioning Fund. The provisioning
rate of the EFSI guarantee is set at 35% of the total amount of the obligations under the EU
Guarantee.

As of 31 December 2021, the cumulative provisioning committed amounted to EUR 9.26
billion, out of which EUR 8.42 billion from the EU budget and EUR 838 million from
assigned revenues. Out of this, EUR 8.77 billion has been paid already (EUR 8.038 billion
from the EU budget and EUR 731 million from assigned revenues)®.

The resources of the Common Provisioning Fund are directly managed by the Commission
and invested in accordance with the principle of sound financial management and following

6 The difference between the figures reported in this paragraph are outstanding commitments.
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1.1 European Fund for Strategic Investments

Added Value

When EFSI was created, the EU had been suffering — since the start of the financial crisis in
2008 - from low investment levels. A collective and coordinated effort at European level was
needed to put Europe on the path of economic recovery. The “Investment Plan for Europe”
focused on making smarter use of new and existing financial resources (through EFSI),
providing visibility and technical assistance to investment projects (through the European
Investment Project Portal and the European Investment Advisory Hub) and removing
obstacles to investment.

EFSI is the key component of the Investment Plan. It aims to overcome market failures by
addressing market gaps and mobilising private investment.

Action at Union level allows for economies of scale: funds of the Union budget are combined
with financing of the EIB Group. Together, they catalyse private investment across the Union,
making best use of existing expertise and knowledge. The multiplying effect and the impact
on the ground is thus much higher than what could be achieved by an investment offensive in
a single Member State or a group of Member States. The demand-driven nature of the
instrument (i.e. no country-specific or sectorial project allocation) provides for greater
attractiveness for investors and lower aggregated risks. The investments supported under
EFSI contribute to the Union programmes and policies and the targets and objectives of the
Europe 2020 strategy for smart, sustainable and inclusive growth, quality job creation and
economic, social and territorial cohesion.

Application of Article 155.2 FR

The EFSI Agreement foresees that EIB and EIF should apply their respective rules, policies
and procedures, including the EIB Group Non Cooperative Jurisdictions (“NCJ”) Policy and
the EIB Group Anti-Money Laundering and Combating Financing of Terrorism Framework,
to address the requirements to avoid money laundering, terrorism financing, tax avoidance,
tax fraud, tax evasion contained (cf Article 22 of the EFSI Regulation) and to reflect the
prohibition to enter into new or renewed operations with entities incorporated or established
in jurisdictions listed under the relevant Union policy on non-cooperative jurisdictions or that
are identified as high-risk third countries.

None of the EFSI Guaranteed Operations signed were entered into with Financial
Intermediaries incorporated in non-cooperative jurisdictions listed under the relevant Union
policy.

Moreover, additional information on the compliance with Article 1552 (b) Financial
Regulation is reported in the annual EIB EFSI report to the European Parliament and the
Council.

Support combined with other Union actions
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1.2 European Fund for Sustainable Development

General description

The European Commission has established the European Fund for Sustainable Development
(“EFSD”) Guarantee to support investments and increase access to financing, primarily in
Africa and the Neighbourhood.

The investments help to bridge the gap between the financing already available and the
financing still needed to meet the UN Sustainable Goals. The EFSD Guarantee serves as a
risk mitigation mechanism to leverage private sector financing (whilst avoiding market
distortions) and to crowd-in private sector funds. The EFSD Guarantee is a new way of
financing development projects. The EFSD Guarantee shares the risk involved in investing, so
that development banks and private investors come in and lend to local entrepreneurs or
finance development projects. By doing so, the EFSD Guarantee contributes to job creation
and helps to boost economies. More jobs and higher growth make countries more stable and
prosperous. Consequently, by supporting investments, the EFSD Guarantee addresses specific
socioeconomic root causes of migration, including irregular migration, and contributes to the
sustainable reintegration of migrants returning to their countries of origin and to the
strengthening of transit and host communities.

The EFSD Guarantee was established by Regulation (EU) 2017/1601 of the European
Parliament and of the Council of 26 September 2017 establishing the European Fund for
Sustainable Development (EFSD), the EFSD Guarantee and the EFSD Guarantee Fund.

Individual guarantee agreements focus on five key sectors:

- small business financing

- sustainable energy and connectivity
- local currency financing

- digitalisation

- sustainable cities.

Implementation cycle

Following the Communication from the Commission in September 2016 on the “External
Investment Plan”, the Regulation establishing the European Fund for Sustainable
Development was adopted in September of 2017.

Immediately after the Regulation was adopted, the Commission and Member States
established the EFSD Governance structure. In turn, discussion between Member States, the
European External Action Service and the Commission led to the establishment of the
‘investment windows’, which set sectoral priorities for the EFSD Guarantee. The Commission
invited partner financial institutions to propose investment programmes to be covered by the
EFSD Guarantee.

The response by the financial institutions was very positive. The EFSD was heavily

oversubscribed i.e. the requests from the financial institutions exceeded the capacity of the
EFSD Guarantee by over EUR 2 billion. The Commission received 46 proposals from 12
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1.2 European Fund for Sustainable Development

partner institutions for a total value of more than EUR 3.5 billion. From a performance
assessment perspective, this is a crucial indication that the instrument was well designed. The
high number of requests revealed that there was a significant gap in the market that the EFSD
is filling, which is precisely one of the objectives of the EFSD.

The EFSD Regulation set an ambitious target for contracting and aimed to end the contracting
period on 31 December 2020. The financial structures involved required significant
negotiations between the Commission, the partner financial institutions, and the Guarantee
Technical Assessment Group (“GTAG”), a body specialised in financial risk assessment
established for the EFSD.

The Commission successfully negotiated the first guarantee agreement, the NASIRA
programme with the Dutch Development Bank, FMO, at the end of 2018. Six more
agreements followed in 2019, displaying the strong growth in the capacity of EFSD to turn
proposals into signed guarantee agreements. As of 31 December 2020, the Commission
exhausted the present capacity of the EFSD Guarantee exceeding the initial EFSD Guarantee
capacity by signing with ten partner institutions eighteen guarantee agreements® worth of
EUR 1.5 billion as a result of additional contributions from donors. All commitment and
payment appropriations for year 2020 were fully exhausted.

Over the past year, there was an increased uptake of EFSD in our partner countries. In 2021,
seven agreements signed their first deals. In many cases, these were the first deals of some of
our partner financial institutions under EFSD. Operations signed by our counterparts almost
doubled compared to last year, showing that the EFSD is progressing steadily to achieve its
objectives.

A particularly positive note is the exponential increase in operations disbursed, which
increased more than ten-fold. This means that 2021 was a particularly impactful year. Some
countries, though eligible, still face certain investment bottle necks while others still face
regulatory barriers and difficult commercial contexts which lead to smaller investment
pipelines.

Several operations focus on a particular target group. An interesting transaction involved
support to Micro, Small and Medium Enterprises ran by youth, women, and migrant
entrepreneurs from Lebanon, Syrian, Ukraine, and Iraq currently living in Armenia, to support
their income-generating business activities. This is a good example of how EFSD can offer
opportunities to increase business lending in more vulnerable segments of the economy.

An important element in 2021 was the EFSD support to alleviate the economic impact of the
Covid-19 pandemic. Due to the economic downturn, our partner financial institutions and

8 Two guarantee agreements are not effective as of 31 December 2021.
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1.2 European Fund for Sustainable Development

local financial intermediaries were increasingly interested to get protection for their
portfolios. In 2021, the EFSD has provided significant Covid-19 related support, with several
Covid-19 transactions both in the EU Neighbourhood and in Sub-Saharan Africa. These
included a portfolio to support MSMEs at pan-African level, a program where loans are being
originated by companies lending to small businesses in Jordan and support to entrepreneurs in
Palestine.

Implementation arrangements

The EFSD Guarantee is implemented by eligible counterparts in indirect management. The
approval process of individual guarantee agreements is a multi-stage process, culminating in a
Commission Decision on the Proposed Investment Programmes (PIPs) to be supported by the
EFSD Guarantee (based on both the information provided by the eligible counterparts in their
application form and the recommendation of the Operational Boards).

Following the adoption of the Commission Decisions, the Commission proceeds to conclude
a guarantee agreement with each eligible counterpart. Each EFSD guarantee agreement is
specifically designed to take into account both the specificities of the EFSD Guarantee and of
the specific PIP. The financial structures involved require significant negotiations between the
Commission, the partner financial institutions, and the Guarantee Technical Assessment
Group (“GTAG”), a body established for the EFSD Guarantee with specialists in the
assessment of financial risk now succeeded by the Guarantee Risk Experts Group (GREG), a
body specialised in financial risk assessment established for the EFSD+ Guarantee situated in
a newly created unit, shared between DG INTPA and DG NEAR.

All eligible counterparts to a guarantee agreement must be pillar-assessed entities. At the
present stage, these entities are all public institutions or private with a public service mission,
i.e. Member States national development finance institutions and multilateral development
finance institutions. At this moment, no private entity has been pillar assessed (which is a pre-
condition to be an eligible counterpart to co-sign an EFSD guarantee agreement).

The Commission has signed eighteen guarantee agreements with ten partner institutions. As
of 31 December 2021, the list of counterparts is the following:

Agence Frangaise de Développement (AFD)

Agencia Espafiola de Cooperacidn Internacional para el Desarrollo (AECID)
Cassa Depositi e Prestiti (CDP)

Compaiiia Espafiola de Financiacion del Desarrollo (COFIDES)

European Bank for Reconstruction and Development (EBRD)

European Investment Bank (EIB)

International Finance Corporation (IFC)

Kreditanstalt fur Wiederaufbau (KfW)

Nederlandse Financierings-Maatschappij voor Ontwikkelingslanden (FMO)
PROPARCO

28



1.2 European Fund for Sustainable Development

Duration

The EFSD Guarantee was established by Regulation (EU) 2017/1601 of the European
Parliament and of the Council of 26 September 2017 establishing the European Fund for
Sustainable Development (“EFSD”), the EFSD Guarantee and the EFSD Guarantee Fund.

Pursuant to Article 8 of the EFSD Regulation, the investment period, during which guarantee
agreements for supporting investment programmes can be concluded with the eligible
counterparts, lasted until 31 December 2020.

Eligible counterparts subsequently have four years as from the effective date of the guarantee
agreement to conclude agreements for underlying operations with co-financing partners,
financial intermediaries, or final beneficiaries. As a rule, the duration of the guarantees
extended to eligible counterparts under each guarantee agreement should as a general rule not
exceed fifteen years.

Added value

The EFSD Guarantee uses public resources in an innovative way to mobilise public and
private investment, thereby creating growth and employment opportunities, maximising
additionality, delivering innovative products and crowding-in private sector funds.

The innovative EFSD Guarantee will be used to reduce the risks for investment in sustainable
development in partner countries, thus helping to mobilise investment, especially from private
investors. EFSD should also allow investors and private companies, in particular micro, small
and medium-sized enterprises (“MSMEs”), to contribute more effectively to sustainable
development in partner countries.

EFSD aims to address market failures and suboptimal investment situations and aims to
encourage private sector financing. EFSD should also foster the creation of decent jobs,
economic opportunities and entrepreneurship, equitable access to, and use of, natural
resources and the green and inclusive growth that further promotes gender equality and
empowers women and young people.

Application of Article 155.2 FR

When implementing the EFSD guarantee agreements, financial institutions are contractually
obliged to comply with applicable Union law and agreed international and Union standards
and, therefore, not support actions that contribute to money laundering, terrorism financing,
tax avoidance, tax fraud or tax evasion. Financial institutions may not enter into agreements
with entities established in jurisdictions listed under the relevant Union policy on non-
cooperative jurisdictions or that are identified as high-risk third countries pursuant to Article
9(2) of Directive (EU) 2015/849, or that do not effectively comply with Union or
internationally agreed tax standards on transparency and exchange of information.

In addition, when concluding agreements with financial intermediaries, entities implementing
EFSD Guarantees must transpose these requirements into the relevant agreements. The
financial intermediaries are also obliged to report on the observance of these requirements.

29



1.2 European Fund for Sustainable Development

In the reporting period, financial institutions did not report any issues.
Support combined with other Union actions

In 2021, the EU contributed an additional EUR 24 million for the Technical Assistance
agreements accompanying the EFSD guarantee agreements. Two types of technical assistance
were funded to support:

(1) projects — enabling development banks and investors to develop high-quality projects
which the EFSD can help to finance and

(2) investment climate — enabling governments to enact reforms to make their countries more
attractive places to invest in.

This puts the total amount for Technical Assistance accompanying the EFSD guarantee
agreements in excess of EUR 117 million.

1.2.2 OPERATIONAL PERFORMANCE

In the course of 2021, the partner financial institutions continued and increased the
implementation of the Guarantee agreements signed under the EFSD. Many of the guarantee
agreements were signed towards the end of 2020 and have begun implementation with the
first inclusion notices arriving in 2021.

The Commission established a Results Measurement Framework for the EFSD which is also
used in the respective guarantee agreements. This Framework covers three levels: (1) the
EFSD as a whole, including both the EFSD Guarantee and the blending operations; (2) the
Investment Platforms and Investment Windows; (3) the investment programmes under the
EFSD Guarantee and the projects under the blending operations. The Commission is
responsible for monitoring and reporting under the first two levels, based on a set of pre-
defined indicators. At programme and project level, the reporting on expected and actual
operational results is the responsibility of the lead financial institution. The list of indicators,
the frequency and format of reporting are part of the guarantee agreements signed with the
financial institutions.

It is important to recall that the investment period is still on-going and for several agreements
has only just begun. Pro memoria, the duration of many of the guarantees is over ten years.
Concretely, the banks have in practice only started to sign the underlying operations with final
recipients. As a consequence, it will probably only be for the 2023 report before more
meaningful data on the achievement of the objectives of the budgetary guarantee as measured
by the indicators established will be provided.

At the end of 2021, the EU risk for operations signed by the counterparts amount of EUR
610.6 million. In the framework of the EFSD guarantee the expected leverage ratio is 11.3
signifying that EFSD coverage will mobilise approximately 12 times that amount in public
and private sector funding.

The following table summarizes the key operational figures presented above:
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1.3 External Lending Mandate

General description

The ELM Decisions (i.e. pre 2000 Protocols and legal basis, Council Decision No
2000/24/EC, Council Decision No 2006/1016/EC and Decision No 466/2014/EU of the
European Parliament and of the Council, amended by Decision (EU) 2018/412) represent the
legal basis for granting the European Investment Bank (EIB) a budgetary guarantee for
financing operations carried out outside the Union (EU guarantee).

These decisions lay down the provisions to ensure that EIB financing under the ELM is
consistent with corresponding EU assistance policies, programmes and instruments in the
different regions. Under the ELM 2014-20, 64 countries outside the EU were eligible for EIB
financing operations under the EU budgetary guarantee (following amendments introduced to
the ELM Decision in 2018).

Based on the ELM Decision No 466/2014/EU, the Commission concluded a Guarantee
Agreement with the EIB in 2014, amended and restated in 2018.

One amendment to the ELM Guarantee Agreement was concluded in 2020 to increase the
country limit for Lebanon within the ERI Private Mandate (this possibility eventually
remained unused) and one additional amendment was signed in 2021 to extend the duration of
the ELM until end 2021, as envisaged by Article 49 of the NDICI-Global Europe Regulation.

In response to the 2015-2016 refugee crisis, the amending ELM Decision (Decision (EU)
2018/412) introduced the Economic Resilience Initiative (ERI) to contribute to addressing the
root causes of migration. In order to include long-term economic resilience as an additional
objective of the ELM Decision, EUR 1.4 billion was earmarked for public-sector investments
addressing the needs of refugees and host communities (within the general mandate of EUR
30 billion), and a specific ‘ERI Private Mandate’ of EUR 2.3 billion was created to guarantee
private-sector investments supporting long-term economic resilience.

Since the amendment of the ELM Decision in 2018, the EU budget was able to guarantee EIB
financing operations of up to EUR 32.3 billion (previously, the maximum ceiling was set at
EUR 30 billion, broken down into a fixed maximum ceiling of EUR 27 billion and an
optional additional amount of EUR 3 billion) signed in 2014-2020 (later extended until end-
2021). The EU liability under this guarantee is based on a portfolio cap.

The portfolio cap is defined in Article 1(4) of the ELM Decision in a dynamic way: “The EU
guarantee shall be restricted to 65 % of the aggregate amount disbursed and guaranteed under
EIB financing operations, less amounts reimbursed, plus all related amounts”. As the overall
amounts disbursed and repaid are constantly changing, the 65% threshold is also constantly
changing.

Implementation cycle

While the European Parliament and the Council reached a political agreement on the
Regulation establishing the ELM’s successor at the end of 2020 (i.e. the so-called
Neighbourhood, Development and International Cooperation Instrument), the NDICI-Global
Europe Regulation was not adopted by end-2020. For that reason, the time period for
signatures under the ELM as set out in the ELM Decision was “automatically” extended by
six months, until the end of June 2021.









1.3 External Lending Mandate

The first guarantee for EIB’s financing operations outside the then-European Economic
Community was put in place in 1977 and a number of such mandates has been provided to the
EIB ever since.

The last External Lending Mandate has covered the period 2014-2020 and was extended until
end-2021 as per Article 49 of the NDICI - Global Europe Regulation (Regulation (EU)
2021/947).

Added value

The EU budgetary guarantee provided to the EIB in the framework of the ELM has as main
purpose to support EU policy objectives by enhancing the risk-bearing capacity of the EIB.
Like that it enables the EIB to finance a number of operations outside the EU that without the
budgetary guarantee would not be undertaken at all, or only on terms significantly less
favourable for the beneficiary countries. In turn, the financing operations undertaken by the
EIB thanks to the EU guarantee are expected to pursue policy objectives of the EU and to
fulfil a number of conditions established by the European Parliament and Council.

Hence, the EIB financing operations performed in the framework of the ELM are an
important vehicle to pursue the objectives of the Union's external policy as laid down in the
corresponding Decisions. Decision (EU) 2018/412 for instance explicitly underlines that the
added value of the ELM rests on its capacity to finance operations aiming at “reducing
poverty through inclusive growth and sustainable economic, environmental and social
development”.

Application of Article 155.2 FR

The ELM Decision No 466/2014/EU establishes requirements to ensure that ELM operations
comply with applicable international and EU standards on the prevention of money
laundering, the fight against the financing of terrorism, taxation and non-cooperative
jurisdictions.

Furthermore, the amended ELM Decision (EU) 2018/412 was reinforced with a reference to
the fight against tax avoidance, going beyond earlier references to tax evasion and tax fraud.

Article 5 of that Decision requires ELM operations to be consistent with the strategies of the
beneficiary countries and Article 7 formulates requirements regarding EIB cooperation with
other international or EU Member States’ financial institutions.

The EIB also has an Anti-Money Laundering and Counter Terrorism Financing framework in
place (last revised in December 2020). That framework aims to prevent the EIB Group, its
governing bodies, staff and counterparties from being associated with or used for money
laundering, financing of terrorism or other criminal activities. In particular, to limit the EIB’s
exposure to risk from non-compliance with sanctions that apply to the EIB or EIB’s business,
the EIB has in place a control framework aligned with best banking practice that appropriately
manages sanctions risk.

For the year 2021, the EIB did not report any cases related to the application of Article 155.2
of the Financial Regulation.
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Support combined with other Union actions

The ELM guarantee can be combined with grant support. In 2021, there were 27 new grant
approvals and one EFSD+ Guarantee operation (COVAX 11, partially also covering non-ELM
countries) that were fully or partially funded from EU budget for a total of EUR 954.01
million for implementation by the EIB in ELM regions. Of these, EUR 105.75 million was
Technical Assistance (TA), EUR 648.26 million Investment Grants and EUR 200 million
Financial Instruments (FT).

Meanwhile, 18 EIB projects signed in 2021 in ELM regions benefited, or will benefit, from
those grants that were either directly funded by the EIB’s own resources, like ERI TA, or
implemented by the Bank and fully or partially funded from EU budget.
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1.3.2 OPERATIONAL PERFORMANCE

Of the total EUR 4.8 billion of financing operations signed by the EIB during 2021 in the
regions covered by the ELM, EUR 3.7 billion (77%) was covered by the EU guarantee. Of
this latter amount, EUR 3.5 billion (95%) benefited from a comprehensive guarantee covering
sovereign or sub-sovereign operations or private sector operations under the ERI private
sector mandate, while the remaining EUR 180 million (5%) of signatures benefited from a
political risk guarantee for private sector operations.

Compared to 2020, the total volume of EIB financing in ELM regions decreased by 32%
(EUR 7.1 billion signed in 2020) in line with the limited headroom under the ELM ceiling
that remained available for the year 2021.

In 2021, the main beneficiary regions of EIB operations in ELM regions were the Southern
Neighbourhood (42% of the total) and the Pre-Accession countries (17% of the total).
Nonetheless, also in the Southern Neighbourhood, the 2021 lending volume was 41% lower
compared to the prior year due to the limited guarantee headroom that remained available for
2021. In the Latin America region the increase of 42% of the lending volume is mostly an
outcome of the lending in two operations in Argentina, one in El Salvador, one in Ecuador
and two in Brazil. A decrease in the lending volume in Ukraine also led to a total decrease in
Eastern Neighbourhood of 46% compared to 2020.

As at 31 December 2021, operations signed by the EIB under all ELM mandates amount to
EUR 93 .24 billion (i.e. EUR 80.94 billion when excluding countries that have meanwhile
become EU Member States) and the total amount of operations disbursed is EUR 74.51
billion (or EUR 62.21 billion when excluding EU Member States).

It is also worth noting that there have been 507 final recipients on all ELM mandates, on 1341
contracts signed by the EIB (excluding EIB operations in countries that have meanwhile
become EU Member States).

Since 2000, EUR 124 .4 billion represents the amount estimated to be invested by EIB final
recipients (borrowers) over time in relation to the EUR 62.2 billion of EIB lending guaranteed
by the EU under the various ELM mandates (i.e. mandates 2000-2007, 2007-2013 and 2014-
2020). These figures exclude financing operations in countries that have meanwhile become
EU Member States.

As a rule, the Bank co-finances up to 50% of total project costs. Some exceptions to this rule
exist, where the EIB could finance a higher proportion of project costs, as can happen in
projects that demonstrate a significant reduction in GHG emissions or a significant
contribution to climate change adaptation, or in projects that are part of the EIB’s response to
the Covid-19 pandemic. Thus, the EIB has derogated from this rule in a number of financing
operations, but overall 50% remains a reasonable assumption.

During the period 2014-2021, the amount of EUR 17.85 billion related to private sector
resources represents approximately 57.34% of net signatures during the ELM 2014-2020
period and is calculated based on EIB’s signatures for private sector development (one of the
two vertical objectives of the ELM).















1.3 External Lending Mandate

From May 2021 onwards, the EIB has also been calling on the EU guarantee in relation to
several operations with Lebanese banks, where arrears started accumulating in September
2020.

In 2021 under all legacy external mandates taken together, the EIB called the EU guarantee
for an amount of EUR 93 .2 million®.

As regards to the recovery actions undertaken by the EIB on subrogated amounts under the
EU Guarantee. The main highlights on the recovery actions undertaken in 2021 can be
summarised as follows:

- Lebanon: as a result of the deep generalised financial, economic and political crisis
ongoing in Lebanon since Q4 2019 and further to notifying the EC of the existence of
arrears in Lebanon for the first time on 4 November 2020, the EIB executed a first
guarantee call under ELM on 31 May 2021 for arrears covered by both the
comprehensive guarantee (CG) and the political risk guarantee (PRG).

Further guarantee calls were executed during the year as and when the conditions for
the calls were met. Given the long-lasting crisis in Lebanon, some borrowers
approached the EIB with long-term restructuring proposals. However, the 2011 ELM
Guarantee Agreement (under which the loans benefiting from the PRG fall) does not
recognise restructurings or extensions in underlying tenor beyond 12 months. In
September 2021, the Commission and the EIB agreed to increase from 12 to 24
months the time limit for payment deferrals that the EIB may grant to its borrowers
under operations covered by the PRG. A bespoke arrangement was then put in place in
order to enable the EIB to participate in a restructuring agreement with Bank Audi
S.AL. Recovery actions are expected to continue and intensify in 2022, with
Lebanese bank borrowers seeking to negotiate restructurings with not only the EIB,
but all their international lenders. Restructurings affecting loans benefiting from the
PRG will entail further discussions between the EC and the EIB on a case-by-case
basis.

- Syria: In 2021, the EIB made new guarantee calls under the EU Guarantee as a
consequence of overdue amounts on the Syrian sovereign loans. The EIB discussed
further during the year with the EC on the following potential next stepsl (i) the
enforcement of the EU’s judgments, (ii) engagement with Syria in settlement
negotiations, (iii) issuing further legal proceedings in respect of sums falling due after
August 2017 and (iv) acceleration. In relation to (iii), the EC confirmed to the EIB by
e-mail on 20 December 2021 the agreement of the Commission’s services to proceed
with further litigation proceedings against Syria for amounts unpaid since mid-2017.

19 This figure is calculated using the respective USD/EUR (InforEuro rates) applicable at the time of

registering each guarantee call.
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1.4 European Fund for Sustainable Development Plus

complemented by an additional emerging challenges and priorities cushion. Following the
successful implementation of EFSD, which targeted investments in Sub Saharan Africa and
the EU Southern and Eastern Neighbourhood countries, a new European Fund for Sustainable
Development Plus (EFSD+) is set up under Global Europe and given a wider scope. It is an
integrated financial package supplying financing capacity in the form of grants, technical
assistance, financial instruments, budgetary guarantees and blending operations across Sub-
Saharan Africa, the Neighbourhood and Enlargement countries, Asia and the Pacific, and the
Americas and the Caribbean. As regards the guarantees under the EFSD+, they are covered by
the broader External Action Guarantee (EAG), for a maximum amount of EUR 53 .4 billion,
which supports mainly the EFSD+ guarantees, as well as MFA and Euratom.

The Global Europe defines the key guiding principles that should be applied in the
implementation of the initiative. According to Art. 31 of the Regulation, the EFSD+ shall:

e Foster sustainable and inclusive economic, environmental, and social development,
transition into sustainable value-added economy and a stable investment environment.

e Promote socio-economic and environmental resilience in partner countries with a
particular focus on the eradication of poverty.

e Contribute to the reduction of socio-economic inequalities, sustainable and inclusive
growth, climate change adaptation and mitigation, environmental protection and
management, the creation of decent jobs on the basis of the core ILO labour standards,
economic opportunities, skills and entrepreneurship, socio-economic sectors,
including social enterprises and cooperatives, SMEs, sustainable connectivity, the
support to vulnerable groups, the promotion of human rights, gender equality and the
empowerment of women and young people, as well as addressing specific socio-
economic root causes of irregular migration and root causes of forced displacement.

e Attributes special attention to countries identified as experiencing fragility or conflict,
Least Developed Countries and heavily indebted poor countries, including by
providing support for institutional capacity building, economic governance and
technical assistance.

As defined in Global Europe, the allocation of funds to be used for EFSD+ operations is
based on the relevant programming documents, in particular the priorities defined therein, and
shall take into consideration, inter alia, the specific realities and needs of each partner country
or region. In line with the approach set forth under the European Financial Architecture for
Development, the Global Gateway communication, as well as the conclusions of the EU-AU
Summit, Indo-Pacific Summit, Eastern Partnership Summit, the EFSD+ will play a key role in
delivering on the EU-Africa Global Gateway Investment Package, the Economic and
Investment Plans for the Neighbourhood East, South and the Western Balkans as well as the
Indo-Pacific strategy. Flagship initiatives within these investment plans are/should be
developed using a Team Europe approach.

Implementation cycle

The new European Fund for Sustainable Development Plus (EFSD+), builds on the European
Fund for Sustainable Development (EFSD) as established by Regulation (EU) 2017/1601.

The allocation of funds and strategic areas for investments to be used for EFSD+ operations is
based on the relevant programming documents, in particular the priorities defined therein, and
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eligible for implementing operations with sub-sovereign counterparts not covered under the
exclusive dedicated investment window and operations with the private sector.

Following the adoption of the Commission Decisions, the Commission will proceed to
conclude a guarantee agreement with each eligible counterpart. Each EFSD+ guarantee
agreement will be specifically designed to take into account both the specificities of the
EFSD+ Guarantee and of the specific PIP. The financial structures involved requires
significant negotiations between the Commission, the partner financial institutions, and the
Guarantee Risk Experts Group (GREG), a body specialised in financial risk assessment
established for the EFSD+ Guarantee. Formerly known as the Guarantee Technical
Assessment Group (GTAG), GREG is a newly created unit, shared between DG INTPA and
DG NEAR.

Duration

As part of the Global Europe - Neighbourhood, Development and International Cooperation
Instrument (Global Europe) Regulation, the EFSD+ was established when the Global Europe
regulation was adopted on June 14, 2021. Pursuant to Article 31 of the Global Europe
regulation, the investment period, during which guarantee agreements for supporting
investment programmes can be concluded with the eligible counterparts, lasts until 31
December 2027.

Eligible counterparts subsequently have four years as from the effective date of the guarantee
agreement to conclude agreements for underlying operations with co-financing partners,
financial intermediaries or final beneficiaries. As a rule, the duration of the guarantees
extended to eligible counterparts under each guarantee agreement should not generally exceed
fifteen years.

Added Value

The EFSD+ Guarantee uses scarce public resources in an innovative way to mobilise public
and private investment, thereby creating growth and employment opportunities, maximising
additionality, delivering innovative products and crowding-in private sector funds.

The EFSD+ Guarantee will be used to reduce the risks for investment in sustainable
development in partner countries, thus helping mobilise investment, especially from private.
The EFSD+ should also allow investors and private companies, in particular micro, small and
medium-sized enterprises (MSMEs), to contribute more effectively to sustainable
development in partner countries. The EFSD+ aims to address market failures and suboptimal
investment situations and encourage private sector financing.

Application of Article 155.2 FR

When implementing EFSD+ guarantee agreements, financial institutions are obliged
contractually to comply with applicable Union law and agreed international and Union
standards and, therefore, not support actions that contribute to money laundering, terrorism
financing, tax avoidance, tax fraud or tax evasion. Financial institutions may not enter into
agreements with entities established in jurisdictions listed under the relevant Union policy on
non-cooperative jurisdictions or that are identified as high-risk third countries pursuant to
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Article 9(2) of Directive (EU) 2015/849, or that do not effectively comply with Union or
internationally agreed tax standards on transparency and exchange of information.

In addition, when concluding agreements with financial intermediaries, entities implementing
EFSD+ Guarantees must transpose these requirements into the relevant agreements. The
financial intermediaries are also obliged to report on the observance of these requirements.

Currently, no issues were reported by financial institutions.

1.4.2 OPERATIONAL PERFORMANCE

The following table summarizes the key operational figures presented above:
Contribution to the achievement of the EFSD+ objectives

In 2021 key governance decisions have been taken at the 1st Meeting of the EFSD+ Strategic
Board 10 November. The EU Member States together with the EU Commission, the EU
External Action Service and the EIB approved the Strategic Orientations as main reference
framework for implementation of EFSD+.

Three overarching priorities were defined for all operations which have to contribute to:

1. Green Deal,
2. Global Gateways and
3. Jobs and Sustainable Inclusive Growth

The policy orientations set out the following six investment areas for which the partner
financial institutions can submit PIP proposals for the global EU guarantee:

Micro, Small and Medium Enterprises (MSMEs)
Connectivity: Energy, Transport and Digital

Sustainable Agriculture, Biodiversity, Forests and Water
Sustainable Cities

Sustainable Finance and Impact Investing

Human Development

S A il e

Based on these investment areas, the Commission will work on detailed descriptions of
Investment Windows for EFSD+ open architecture guarantees. These will be proposed to the
EFSD+ Operational Board in 2022.

1.4.3 FINANCIAL INFORMATION

Financial information at the level of budgetary guarantee

As of 31 December 2021, one EFSD+ operation was signed and disbursed with the total
guarantee cover limit amounting at EUR 200 million. The operation signed by the
counterparts under those agreements totaled EUR 200 million, with the EU risk for those
operations capped at EUR 200 million. The EU guarantee related to the amounts disbursed by
the counterpart amounted to EU 200 million. Given that the regulation was adopted in 2021
and DG INPTA and DG NEAR started the negotiations of the EIB Guarantee Agreement
Window1 and the carry over PIPs, thus the number guarantee agreements signed is expected
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to increase in the coming years. No guarantee calls nor guarantee fees have been paid by the
end of 2021.

2 COMMON PROVISIONING FUND

2.1 DESCRIPTION

The Common Provisioning Fund (CPF) entered into operation in 2021, along with the new
MEFF for the period 2021-2027.

Title X of the Financial Regulation entrusts the Commission as financial manager of the CPF
with as responsibilities the setting up of the CPF, the definition of its investment strategy and
the oversight of its sound management.

Pursuant to Article 214 of the Financial Regulation, the Commission shall report annually to
the European Parliament and the Council on the CPF. The report under Article 214 FR, which
focuses on the asset management aspects of the CPF, was adopted on 16 May 2022!? and
contained the following information:

- the role and structure of the CPF;
- key developments related to its functioning during 2021,

- overview of calls on guarantees and transactions, as well as information on the level of
the effective provisioning rate;

- portfolio composition, risk profile and performance in 2021 (presented against the
benchmark);

- environmental, social and governance (“ESG”) profile of the CPF;

- description of the market environment and developments that shaped the fund’s
performance in 2021,

- lessons learned over the first year of operation of the fund and the steps the
Commission intends to take to ensure value protection and growth opportunities of the
CPF over the longer term.

12 Pursuant to Article 214 of the Financial Regulation (FR) (Regulation (EU, Euratom) 2018/1046 of the
European Parliament and of the Council of 18 July 2018 on the financial rules applicable to the general
budget of the Union, the Commission shall report annually to the European Parliament and to the Council on
the common provisioning fund. Report from the Commission to the European Parliament and the Council on
the common provisioning fund in 2021 (COM (2022)/213 final), accompanied by SWD(2022)143 final.
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Following the requirements g), h) and 1) of article 41(5) of the Financial Regulation (FR), this
chapter focuses mainly on the financial aspects of the CPF not already presented in the report
under Article 214 FR. In terms of timing, it covers operations from 1 January 2021 to 31
December 2021.

2.1.1 ROLE OF THE CPF

The CPF holds the provisions protecting the EU budget against losses which may arise as a
result of financial instruments, budgetary guarantees or financial assistance for third countries
as established by different EU legislative instruments.!> The CPF was constituted in January
2021.

The CPF is the capital reserve from which funds are drawn to meet, fully and promptly, all
required outflows and guarantee calls (defaulting operations) stemming from the financial
instruments, budgetary guarantees and provisioned loan programs.!* In order to serve as a
reliable buffer for these calls, the CPF is managed in a way that should, at least, strive for
capital preservation over its investment horizon. It is divided into several compartments,
which correspond to the financial liabilities under the respective instruments and programmes.

2.1.2 ARCHITECTURE OF THE CPF

The CPF is created and functions as a single internal pooled portfolio with a single investment
strategy, separated from the other portfolios managed by the Commission. Any generated
gains are reinvested.

The resources of the CPF are accounted for in compartments for the purpose of tracing the
amounts relating to the various contributing instruments. !>

On 31 December 2021 the CPF was composed of four compartments (EFSI, EFSD, GFEA
and InvestEU). In 2021 it received EUR 12.44 billion net contributions. As of 31 December
2021 the market value of the outstanding shares was EUR 12.31 billion, which is equal to the
value of net assets, making it by far the largest portfolio directly managed by the Commission.

13 Article 212 of the FR.

CPF underpins the system of various forms of support that the EU will provide under the current MFF,
notably InvestEU and EFSD+. The CPF also accumulates assets of legacy contributing instruments under
the previous MFFs (EFSI, EFSD, GFEA).

According to Article 3 of the AMGs, the resources of the CPF are allocated into compartments
corresponding to each of the contributing instruments as outlined in Article 1 of the AMGs.
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3.1 Initial remarks

3 ASSESSMENT OF THE CONTINGENT LIABILITIES GENERATED
BY THE BUDGETARY GUARANTEES AND FINANCIAL ASSISTANCE

3.1 INITIAL REMARKS

Contingent liabilities are potential EU financial liabilities that may arise from future events
whose occurrence is, at this stage, still uncertain but whose impact on the EU budget may be
significant. In the context of the EU budget, contingent liabilities essentially stem from the
three following sources:

e Exposures from budgetary guarantees:

At this stage, this relates to guarantees provided under the EFSI, EFSD, EFSD+ and ELM
programmes. For InvestEU, at the end of the 2021 reporting period, there were no guarantee
agreements signed yet and the implementation is starting in 2022 only. Under all budgetary
guarantee instruments, the EU (partially) covers implementing partners’ losses resulting from
payment defaults emanating from financing and investment operations (debt or equity) as
stipulated by the respective guarantee agreements.

e Exposures from borrowing, the proceeds of which are used to provide financial
assistance to third countries (Macro Financial Assistance (‘MFA”) and Euratom):

This type of contingent liabilities relates to exposures of the EU in relation to loans granted to
a number of third countries. Such loans are financed via ‘back-to-back’ borrowing, where
each loan to a third country is being funded via an EU bond issued on the financial markets
that completely replicates the EU third country loan in terms of maturity, interest rate and
repayment schedule.

e Exposures from borrowing, the proceeds of which fund the financial assistance to
Member States (BoP, EFSM, Euratom, SURE, RRF!7 loans under NGEU).

Exposures for this type of contingent liability are not provisioned and their sustainability is
assessed and presented in the Article 250 FR report.

The analysis performed in this Article 41(5) report focuses on the sustainability of contingent
liabilities arising from provisioned instruments, i.e. the contingent liabilities stemming from
budgetary guarantees and financial assistance to third countries.

17 According to Article 3 of the Asset Management Guidelines (AMGs), the resources of the CPF are allocated
into compartments corresponding to each of the contributing instruments as outlined in Article 1 of the
AMGs.
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3.2 BUDGETARY GUARANTEES METHODOLOGY
Assumptions and particularities

The risk implied in contingent liabilities for budgetary guarantees is - to a large extent -
assessed on the basis of mathematical/statistical “credit risk models”, which are an important
tool to estimate future losses (and revenues) resulting from budgetary guarantees. These
models quantitatively support the assessment performed by the Commission services in
charge of implementing the specific programmes and complement their analysis. These
mathematical/statistical “credit risk models” use pragmatic assumptions to model the
underlying operations and to estimate expected losses and the uncertainty around those
expected loss estimates (in other words, these models provide information on the probability
to fully deplete the guarantee fund over the lifetime of the guarantee). However, models as
such can only provide an estimate of future losses on the underlying operations under certain
assumptions and it cannot be excluded that actual future losses will deviate from these
forecasts.

For operations covered by the EU guarantee where risk metrics are not available and credit
risk cannot be modelled with the available tools, the Commission estimates of relevant risk
metrics are based on expert judgment, guided by historical experience with the functioning of
the underlying instruments.

Finally, it is worth mentioning that the Commission is further developing a unified credit risk
model that should be used across the board for the credit risk in budgetary guarantees. In
addition, methodologies that are currently used (e.g. for equity instruments) are also refined
on a continuous basis in order to incorporate experience which is built up over the years.
Going forward, those developments will help the Commission to further fine-tune its
approach to risk assessment and monitoring,

Assessment of the adequate provisioning of the relevant compartment of the CPF

A first risk measure that is analysed is the “de facto provisioning rate” which is to be
compared with the target provisioning rate that is set in the budgetary guarantee Basic Act!®.
In order to make this analysis, the actual value of the guarantee fund is compared with the
total amount of signed guarantees. This analysis is performed both at year-end 2021 and is
also projected for the next 5 years.

When the “de facto provisioning rate” is not expected to significantly deviate from the target
provisioning rate, it can be concluded that the current and future levels of provisioning are
(expected to be) in line with the initial provisioning target and that the contingent liabilities
are effectively covered.

18 This risk measure needs to be interpreted with caution in case the programme is not fully up and running yet

and/or the provisioning has not been constituted in full yet.
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3.3 Analysis for budgetary guarantee programmes

minus ‘released guarantees’) of EUR 25,825,743,277 at 31 December 202122, When the
available provisioning is divided by the total available guarantee amount as defined above, the
de facto provisioning rate is 33.3%. However, the EFSI GF compartment is still in the build-
up phase until end 2022. In other words, further provisioning from the EU budget and reflows
are foreseen in 2022 to further constitute the guarantee fund. Only once the constitution phase
is finalised, the need for potential further replenishment will be assessed.

Assessment of the riskiness of the guaranteed operations as compared to the ex-ante risk
appetite of the Commission for this programme

The assessment of the adequacy of the EU Guarantee Fund’s provisioning rate confirmed that,
taking into consideration the results of the in-house credit risk model® with respect to the ITW
debt product in combination with the evolution of exposures and losses under the ITW-equity
sub window and the SMEW as of 31 December 2021, the applicable provisioning rate of 35%
of the total EU guarantee volume?®* is adequate to cover expected future life-time net losses
from the operations guaranteed under the different EFSI windows with a 95% confidence
level. This implies that for EFSI the risk exposure — which will result from both the
underlying portfolios and their evolution - is in line with the ex-ante risk appetite of the
Commission.?

3.3.2 EFSD
Assumptions and particularities

The EFSD is a budgetary guarantee where the underlying activities are still in the ramp-up
phase. A significant number of guarantee agreements have been signed with the counterparts
in the second half of 2020, following a restructuring of the guarantee to respond to the
COVID-crisis. As a result, many underlying operations still need to be signed and
implemented. Meanwhile, the EFSD Guarantee Fund has already been constituted in full. As
of August 2021, it has been transferred to the CPF and since then it constitutes a separate
compartment thereof.

22 Which compares to the maximum legislative guarantee ceiling of EUR 26.0 bn.

23 The credit risk model is run on “Total amount of EU risk for operations signed by Counterparts and
disbursed” in this case the amount signed and disbursed by the EIB group. Results are then extrapolated to
include all signed amounts.

24 Taking into consideration recoveries, revenues and reflows from EIBG operations.

2> For the IIW debt product the results of the risk analysis obtained from the credit risk model over a 5 year
time horizon indicate a minimum confidence level of 97.1% over this period. This means that, for the [TW
debt product, in 97.1% of the cases its provisioning should be sufficient to cover all the outflows over the
next 5 years.
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considered to be in line with the target confidence level of 90% which for the EFSD
programme was defined as the appropriate risk appetite. Hence the expected riskiness of the
underlying operations is still in line with what was defined at the outset of the program.

3.3.3 EFSD+

At 31 December 2021 the EFSD+ portfolio only contained one signed and disbursed
agreement (COVAX II) for an amount of EUR 200,000,000. The initial EFSD+ provisioning
was constituted through the adoption of the Commission Decision on the CPF C(2021)9924
allocating EUR 5,117,619,653 the for open architecture. The initial commitments made in
2021 accounted for 1,342,778, 634 while the payments to the relevant CPF compartment will
be made in 2022. Formal reporting on provisioning and riskiness of the guaranteed operations
as compared to the ex-ante risk appetite will start as of next year.

3.3.4 ELM
Assumptions and particularities

The ELM portfolio consists of several mandates (two mandates under the 2014-2020 MFF,
established by one European Parliament and Council Decision, which have been extended to
end 2021 plus other previous “legacy” mandates). All underlying operations relate to debt
products, most of them with governments as counterparties, with private entities’ exposures
being the exception (i.e. the ERI®! Private Mandate and the political risk guarantee under the
general mandate). Some operations only benefit from ‘political risk cover’ (approximately 9%
of the outstanding disbursed portfolio as of end-2021) whereas most of them benefit from a
‘comprehensive risk cover’.

During the transition period towards NDICI, the Commission is further developing its internal
credit risk modelling capacities for the ELM. However, for this year’s report, the EIB, who
implements the ELM mandates, still supported the Commission by running its credit risk
model32. For the purpose of the present analysis, political risk has been treated as if it were
comprehensive risk, which is a conservative assumption.

For many years, the provisioning for the ELM was held in the Guarantee Fund for External
Actions (GFEA), which also held the provisioning for MFA and non-EU Euratom loans. As
of August 2021, this Guarantee Fund has been transferred to the Common Provisioning Fund
(CPF) and constitutes a separate compartment thereof. In principle, the provisioning is

31 Economic Resilience Initiative, supported under the ELM 2014-20 further on the basis of Decision (EU)
2018/412, amending the original Decision No 466/2014/EU.

32 The EIB has supported the Commission by running its credit risk model based on signed operations.

However, the present analysis, parameters used and its interpretation are the sole responsibility of the

Commission.
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3.4 Financial assistance methodology

be sufficient to cover all the future calls made under the EU guarantee (and the related costs)
over the next 5 years. It should however be kept in mind that, as already mentioned above,
the GFEA compartment is topped up on a yearly basis in case the amount in the provisioning
falls below 9% of the outstanding disbursed amounts guaranteed.

Since the GFEA compartment acts as a liquidity buffer, the Commission has not defined an ex
ante risk appetite in the form of a confidence level of the provisioning for the lifetime of the
operations.

3.4 FINANCIAL ASSISTANCE METHODOLOGY

At present, the Commission is developing its credit risk modelling capacities for sovereign
exposures. For the time being, the analysis below is in essence based on expert judgment
taking into account a number of qualitative and quantitative elements such as payment
defaults, impairment assessment of loans, diversification effects etc.

3.5 ANALYSIS FOR FINANCIAL ASSISTANCE PROGRAMMES

3.5.1 MACRO FINANCIAL ASSISTANCE (MFA) AND EURATOM OPERATIONS

The Macro Financial Assistance (“MFA”) programmes represent the bulk of the financial
assistance programmes with total MFA loans at the end of 2021 amounting to EUR 7.4 billion
EUR. Euratom loans to non-Member States (EUR 300 million at the end of 2021) represent
the remainder of the financial assistance programmes.

DG ECFIN - in its capacity of Authorizing Officer of MFA loans- analysed in detail the
economic situation of the MFA beneficiaries. When making its assessment, DG ECFIN
distinguishes between countries in the Eastern Neighbourhood, the Southern Neighbourhood
and the Western Balkans. This analysis made clear that in 2021 most countries reported a
solid post-covid recovery but obviously the unprovoked invasion of Russia in Ukraine in
2022 has increased economic uncertainty.

The Authorising Officer confirmed to not have elements to put into question the overall 9%
target provisioning rate (which is also set in the NDICI Global Europe Regulation)®’.

When making this assessment, the Authorising officer took into account the following
elements:

- There was no MFA payment default in the reporting year 2021, and none in previous
years either;

3 Mutatis mutandis, the same argumentation also applies for the Euratom exposures to non-Member States
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3.5 Analysis for financial assistance programmes

- The amount of the impairment allowance to be recognised in the EU accounts 2021
for MFA amounts (EUR 293 million)compared to the total outstanding amount;

- The geographical exposure of MFA loans;

- The MFA programmes’ direct link to and contingency on an existing International
Monetary Fund programme, which ensures the financial viability of the third country
and, thus, the eventual repayment of the Union funds

- The fact that the maturities of the loans related to the countries benefitting from MFA
are reasonably well-spread over the current MFF and the subsequent ones.

3.5.2 POST BALANCE SHEET DEVELOPMENTS

As to the external action compartment of the CPF, the analysis above of the ELM and the
financial assistance programmes showed that based on the situation as of end 2021, the
provisioning of the compartment could be considered in line with the applicable legislation.

The Commission is however following and monitoring new developments very closely, in
particular the developments related to Ukraine. On 24 February 2022, Russia made an
unprovoked invasion into Ukraine, which longer term could have a direct or indirect impact
on certain exposures. At the time of writing, the Commission had direct exposures in the
external actions compartment of the CPF to Ukraine in of EUR 8.6 billion. As of 31
December 2021, the EU had granted MFA loans worth EUR 4.4 billion and a Euratom loan
worth EUR 300 million. At the same time, at the end of 2021, the portfolio covered under the
ELM Mandate also contained disbursed Ukrainian loans of EUR 2 billion. In the meantime, in
the first half of 2022, the amount of disbursed ELM loans has further increased by EUR 668
million and the EU has also granted new emergency MFA loans worth EUR 1.2 billion that
were disbursed in full. At the time of writing, no Ukrainian exposures were overdue.
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3. GLOSSARY

ABS Asset Backed Security

AECID Agencia Espafiola de Cooperacién Internacional para el Desarrollo
AEGF African Energy Guarantee Facility

AFD Agence Francgaise de Développement

AgreenFi Agricultural and Rural Finance Guarantee Programme
ATP African Investment Platform

BoP Balance of Payment

CCS Cultural and Creative Sector

CDP Cassa Depositi e Prestiti

COFIDES Compaiia Espafiola de Financiacion del Desarrollo
COSME The EU programme for the Competitiveness of SMEs
COVAX COVID-19 Vaccines Global Access

CPF Common Provisioning Fund

EaSI EU Programme for Employment and Social Innovation
EBRD European Bank for Reconstruction and Development
EC European Commission




3.5 Analysis for financial assistance programmes

ECP European Climate Platform

EEAS European External Action Service

EFSD European Fund for Sustainable Development

EFSI European Fund for Strategic Investments

EFSI GF Guarantee Fund of the European Fund for Strategic Investments
EFSM European Financial Stabilisation Mechanism

EGRE NS European Guarantee for Renewable Energy (Non-Sovereign)
EIB European Investment Bank

EIF European Investment Fund

ELM External Lending Mandate

ERI Economic Resilience Initiative

ERITA Economic Resilience Initiative Technical Assistance

ESIF European Structural and Investment Funds

ESIF-EAFRD lljsgczip:oarnRi‘[rr;cgerilelzI;(in Ietil\iestment Funds - European Agricultural
EU European Union

EUR Euro
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3.5 Analysis for financial assistance programmes

EURATOM European Atomic Energy Community

EURIBOR Euro Interbank Offered Rate

FI Financial Instrument

FLP First Loss Piece

FMO De ‘ Nederlandse Financierings-maatschappij voor
Ontwikkelingslanden

FR Financial Regulation

GDP Gross Domestic Product

GFEA Guarantee Fund for External Actions
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GTAG Guarantee Technical Assessment Group

IFC International Finance Corporation

nmw Infrastructure and Innovation Window

InclusiFI The EU Programme for Financial Inclusion

InnovFin EU Finance for innovators

Kfw Kreditanstalt fur Wiederautbau

LGF Loan Guarantee Facility

MFA Macro-Financial Assistance

MFF Multiannual Financial Framework

MSME Micro-, Small and Medium-sized Enterprises

NDICI Neighbourhood, Development and International Cooperation
Instrument

NGEU NextGenerationEU

NIP Neighbourhood Investment Platform

NPB National Promotional Bank

PC Private Credit

PIP Proposed Investment Programme

RDI Research, Development and Innovation




3.5 Analysis for financial assistance programmes

RECIDE Resilient City Development

RRF Recovery and Resilience Facility

RRT Residual Risk Tranche

SLP Second Loss Piece

SME Small and Medium-sized Enterprise

SMEG Small and Medium-Sized Enterprise Guarantee
SMEW Small and Medium-sized Enterprise Window
SURE Support to Mitigate Unemployment Risks in an Emergency
TA Technical Assistance

UN United Nations

USD United States Dollar
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