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OVERVIEW

The present report provides an analysis of the three budgetary guarantees that were in place at
the end of 2020: the European Fund for Strategic Investments (EFSI), the European Fund for
Sustainable Development (EFSD) and the External Lending Mandate (ELM)'. Each
budgetary guarantee has been analysed from a budgetary, financial and operational
perspective. The report is in addition complemented by a section on contingent liabilities. The
analyses of the sustainability of individual contingent liabilities generated by budgetary
guarantees and financial assistance conclude that no provisioning issues have been identified.

Aggregation across the budgetary guarantees is difficult given all three were set up in
different periods, for different types of investment and span multiple Multiannual Financial
Framework (MFF) periods. Certain general characteristics can be presented to illustrate the
present context:

e The three budgetary guarantees have a very different history. ELM came into
existence in 1977, EFSI was set up in 2015 and EFSD was created in 2017, with the
first guarantee agreement signed at the end of 2018. As a result each budgetary
guarantee is at a different stage of implementation, ELM having a long track record of
achievement, EFSI being well advanced in implementation with certain targets already
fully achieved and EFSD having only recently entered its investment phase.

e The three budgetary guarantees vary in their set-up. ELM offers two types of products
(mainly direct sovereign lending and private lending) and operates with EIB. EFSI is
structured into two windows (with several products under each window) but still relies
solely on the EIB Group. EFSD is a pioneer in extending the invitation to other
financial institutions (guarantee agreements signed with ten counterparts) where each
guarantee agreement covers a different financial product. These new features (variety
of products and increased number of counterparts) will also be part of the design of the
new budgetary guarantees InvestEU and EFSD+.

o The three guarantees have a different scope. EFSI helps overcome investment gaps
within the EU, while ELM and EFSD are part of the external policy field (with ELM
focusing on sovereign counterparts and EFSD on private counterparts).

e This variety in focus leads to different risk profiles, which also explains the different
provisioning rates for each budgetary guarantee. EFSI’s maximum guarantee amounts
to EUR 26 billion and has a target provisioning rate of 35%, while the respective

! The first analysis of InvestEU and EFSD+ will take place in next year’s report as neither guarantee was yet
active at the time of the relevant reporting period. For similar reasons, no analysis of the Common Provisioning
Fund is provided (for more details on this point, please see the introduction).
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figures for EFSD are EUR 1.55 billion and 50%, and for ELM EUR 70.87 billion and
a provisioning rate of 9%. It should be noted that ELM provisioning follows a
different logic than EFSI or EFSD, with the GFEA acting as a liquidity buffer for
guarantee calls and not necessarily being seen as an estimate for lifetime provisioning.

As at the end of 2020, the total EU risk for the three budgetary guarantees based on
operations signed amounts to EUR 57.2 billion (EUR 24.1 billion for EFSI, 0.4 billion
EUR for EFSD and 32.7 billion EUR for ELM).

As a result of these budgetary efforts, the following stand-out results have been
achieved:

For EFSI, 590 711 final recipients have been supported. EFSI mobilised over EUR
347 billion financing to final recipients for total investments of EUR 479.5 billion.

Under the recently set up EFSD, EUR 42.6 million of disbursed operations have been
recorded. EFSD has also played a crucial role in financing COVAX.

The ELM guarantee has transferred EUR 70.87 billion to 648 final recipients and
triggered investments by final recipients of EUR 142.7 billion.
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INTRODUCTION

This is the first version of the report which the Commission shall produce under Article 41(5)
of the 2018 Financial Regulation (FR)?. This article requires the Commission to attach to the
draft annual budget a 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 will follow this structure, with a separate section on each of the three
topics mentioned above. However, since the Common Provisioning Fund has been set up only
recently and as will be explained in more detail below, this year’s Article 41(5) report will not
include a section on the Common Provisioning Fund.

As for the section on contingent liabilities, the Article 41(5) report will assess the
sustainability of the Union’s individual guarantees. A consolidated aggregate assessment of
the Union’s contingent exposures will be provided by the Article 250 FR report through
which the Commission will report annually 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 each section’s content will be provided. How each
section fits with the requirements of Article 41(5) FR will also be explained.

1. Budgetary Guarantees

This section will cover the entire implementation period from the launch of each given
budgetary guarantee until 31%' December of the reference year (2020 for this year’s report).
Concretely, it shall cover three budgetary guarantees, one of which is part of the
Commission’s internal policy actions (the European Fund for Strategic Investments (EFSI)),
the other two of which fall under the Commission’s external policy actions (the European
Fund for Sustainable Development (EFSD) and the External Lending Mandate (ELM)).
Please note that for InvestEU and EFSD+, no transactions were yet signed at the end of the
reporting period. Therefore, these budgetary guarantees will not be reported in this year’s
Article 41(5) FR report, although they will form part of future versions of this report.

As per the relevant provisions of Article 41(5) FR, analysis of each individual budgetary
guarantee will come in three parts with the following information:

2 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.
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o Part A: Description;
o Part B: Operational performance;
o 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.

Budgetary Guarantees, Common Provisioning Fund and Contingent Liabilities / 7




2. Common Provisioning Fund

In Article 212, 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 of 26 February 20213, the
Commission informed of the entry into operation of the CPF in 2021, along with the new
2021-2027 Multi-Annual Financial Framework (MFF).

Therefore, this year’s report will not contain a section on the CPF, as the reporting period for
this year’s Article 41(5) report only covers operations until the end of 2020. However, in
future years, when the relevant legislative acts enter into force and when CPF becomes active,
this section of the report will provide the following information:

— (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(5) | — (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.

Items of Article 41(5)

— (j): Pursuant to Article 210(3), an assessment of the
covered:

sustainability of contingent liabilities borne by the budget
arising from budgetary guarantees or financial assistance.

3 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.
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1.1 European Fund for Strategic Investments

Regulation (EU) 2017/2396 of the European Parliament and of the Council of 13 December
2017 (the EFSI 2.0 Regulation).

EFSI is one of the three pillars of the Investment Plan for Europe that aimed to revive
investment in strategic projects around the continent by ensuring that money would reach the
real economy. With the EFSI support through a budgetary guarantee, the EIB Group is
providing funding for economically viable projects, especially for projects with a higher risk
profile than those usually financed by the EIB. The focus is on the following sectors of key
importance for the European economy:

Strategic infrastructure including digital, transport and energy;
Education, research, development and innovation;

Renewable energy and resource efficiency;

Support for small and mid-sized businesses

EFSI has two windows:

- the Infrastructure and Innovation Window (IIW), managed by the EIB and comprising
of 4 portfolios, and,;
- the SME Window (SMEW), managed by the EIF and comprising of 11 products.

Implementation cycle

EFSIis a EUR 26 billion budgetary guarantee from the EU budget, complemented by a EUR
7.5 billion allocation of the EIB’s own resources. The total amount of EUR 33.5 billion
should unlock additional investments of at least EUR 500 billion by 31 December 2020.

In 2020, EFSI continued making progress towards its defined objectives, in particular on the
climate target of 40%, on the investment mobilised, as well as the impact on jobs and growth.
As at 31 December 2020, EUR 102.8 billion of EFSI financing was approved by the EIB
Group for a total investment value of EUR 545 .3 billion, thus exceeding the €500 billion end-
2020 target. Out of this, EUR 82 .8 billion of EFSI financing was signed for a total investment
value of EUR 479.5 billion.

To alleviate the impact of COVID-19 pandemic on the economy, EFSI available resources
under the SMEW were re-allocated among existing SMEW products. Based on the resources
unlocked from EFSI, the EIF provided guarantees worth EUR 2.2 billion to financial
intermediaries, making available EUR 8 billion in available financing for businesses,
including micro and social enterprises as well as small and medium size enterprises (SMEs) in
the cultural and creative sectors. Furthermore, in order to provide support to final recipients as
fast as possible, the EFSI Steering Board simplified the approval process for specific
operations with COVID-19 features.

The EU Guarantee under EFSI can be called to cover guarantee calls and recovery costs for
debt-type operations and value adjustments, funding costs and recovery costs for equity-type
operations. Although the cumulative amount of guarantees called until the end of 2020 is
about EUR 167 million, an increase in the number and volume of future guarantee calls can
be expected, due to the current economic situation caused by the COVID-19 pandemic.
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1.1 European Fund for Strategic Investments

Duration

EFSI was set up in July 2015 and was extended by the EFSI 2.0 Regulation in 2017. The
investment period for approval of operations ended on 31 December 2020, but contracts
between the EIB/EIF and the final recipient or financial intermediary can be signed until 31
December 2022.

Given the long-term nature of support under EFSI, the EU guarantee coverage and operational
monitoring will continue until all exposures and liabilities in relation to EFSI operations have
been fully discharged.

Added Value

Since 2008, the EU has been suffering from low levels of investment. Collective and
coordinated efforts at European level were 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 the 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.

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

Action at the Union level allows for economies of scale: the Union budget funds are
combined with the EIB Group financing. They catalyse private investment across the Union
and make best use of expertise and knowledge for that purpose. 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 the
EFSI contribute to achieving 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 the EIB and the EIF should apply their respective rules,
policies and procedures, including the EIB Group NCJ Policy and the EIB Group Anti-Money
Laundering and Combating Financing of Terrorism Framework, to address the requirements
in respect of money laundering, terrorism financing, tax avoidance, tax fraud, tax evasion
contained in 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.

Moreover, the annual EIB EFSI report to the European Parliament and the Council also
discusses the compliance with Article 155.2 (b). None of the EFSI Guaranteed Operations
signed were entered into with Financial Intermediaries incorporated in non-cooperative
jurisdictions.
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1.2 European Fund for Sustainable Development

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 the following 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 2017.

After the official Regulation was adopted, the Commission and Member States established the
EFSD Governance structure. In turn, discussions between Member States, the European
External Action Service and the Commission led to the establishment of ‘investment
windows’ which set the 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. requests from the Financial Institutions exceeded the capacity of the
EFSD Guarantee by over EUR 2 billion). The Commission received 46 proposals from 12
partner institutions for a total value of more than EUR 3.5 billion. Such a large number of
requests reveal that there is a significant gap in the market that the EFSD is filling, precisely
one of the objectives of the EFSD.

The EFSD Regulation sets an ambitious target for the contracting period i.e. 31 December
2020. The financial structures involved required significant negotiations between the
Commission, the partner Financial Institutions, and the Guarantee Technical Assessment
Group, 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, and the remaining 11 in 2020 displaying the exponential growth
in the speed and capacity of the 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 EUR 1.5487 billion (of which EUR 48.7
million as a result of additional contributions from donors). All commitment and payment
appropriations for the year 2020 were fully exhausted.
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1.2 European Fund for Sustainable Development

Duration

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 recipients. As a rule, the duration of the guarantees extended
to eligible counterparts under each guarantee agreement should not 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 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. 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. The 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.
Currently, no issues have been reported by financial institutions.

Support combined with other Union actions

In 2020, the EU contributed over EUR 111 million through Technical Assistance agreements
accompanying the EFSD guarantee agreements. Two types of technical assistance were
funded. These focused on: (1) projects — enabling development banks and investors to
develop high-quality projects which the EFSD can help to finance and (2) investment climate
support — enabling governments to enact reforms to make their countries more attractive
places to invest in.

Budgetary Guarantees, Common Provisioning Fund and Contingent Liabilities / 26

































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). In particular, these
decisions lay down 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 are currently eligible for EIB financing
operations under the EU budgetary guarantee. Based on the ELM Decision No 466/2014/EU,
the Commission has concluded a Guarantee Agreement with the EIB in 2014, amended and
restated in 2018. One amendment of the ELM Guarantee Agreement was concluded in 2020
to increase the country limit for Lebanon within the ERI Private Mandate; and one additional
amendment is planned in 2021 to extend the duration of the ELM guarantee cover until end-
2021 as foreseen in the NDICI — Global Europe Regulation.

In response to the 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 has been 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 has
been created to guarantee private-sector investments supporting long-term economic
resilience.

Since the amendment of the ELM Decision in 2018, the EU budget can guarantee 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) of EIB operations for 2014-2020, with a commitment to cover the losses that may
arise in the guaranteed portfolio up to 65% of the total guaranteed portfolio. 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.”






1.3 External Lending Mandate

expected to adequately address policy objectives and fulfil a number of conditions established
by the European Parliament and Council.

Hence, the EIB financing operations undertaken in the framework of the ELM serve as an
important vehicle to pursue the objectives of the Union's external policy as laid down in the
corresponding Decisions. In particular, Decision (EU) 2018/412 underlines that the ELM's
value added 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/FEU establishes requirements for ELM operations to 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 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 has in place an Anti-Money Laundering and Counter Terrorism Financing
framework (last revised in December 2020). Such 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.

Currently, no issues have been reported by the EIB.
Support combined with other Union actions

ELM guarantee is combined with grant support. In 2020, the EIB approved 20 new grants
fully or partially funded from EU budget for a total of EUR 254.58 million for
implementation by the EIB in ELM regions. Of these, EUR 36.42 million was Technical
Assistance (TA), EUR 1247 million Investment Grants, EUR 9291 million Financial
Instruments (FI). In addition, 14 ERI TA operations were approved for a total amount of EUR
16.59 million.

13 EIB projects signed in 2020 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. In relation to this last point, during
2020, the EIB remained very active in seeking and implementing grant contributions under
the EU regional blending facilities for the Neighbourhood (NIP) and Africa (AIP).
Specifically, the volume of grants approved in 2020 funded from EU Budget or from the EIB
own resources complementing ELM operations amount to EUR 731.17 million.





















2.1 Initial remarks

2. ASSESSMENT OF CONTINGENT LIABILITIES
GENERATED BY BUDGETARY GUARANTEES AND
FINANCIAL ASSISTANCE

2.1 INITIAL REMARKS

Contingent liabilities are potential financial liabilities of the EU 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 and ELM
programmes. For InvestEU and EFSD+, at the end of the 2020 reporting period, no
transactions were signed yet as both programmes will be implemented starting from 2021.
Under all budgetary guarantee instruments, the EU (partially) guarantees implementing
partners for their losses emanating from financial and investment operations (debt or
equity) covered 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. Those third country loans are financed via ‘back-to-back’
borrowing which means that each loan to a third country is funded via an EU bond issued
on the financial markets that completely matches 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 loans under NGEU).

Exposures for this type of contingent liability are not provisioned but their sustainability
assessment will be presented in the Article 250 FR report. The analysis carried out in this
Article 41(5) report focuses on the sustainability of contingent liabilities arising from
provisioned instruments, in other words to those contingent liabilities which stem from
budgetary guarantees and financial assistance to third countries.

2.2 BUDGETARY GUARANTEES METHODOLOGY

Assumptions and particularities

The risk implied in contingent liabilities for budgetary guarantees is - to an important extent -
assessed with the help of “credit risk models”, which are an important tool to estimate future
losses resulting from budgetary guarantees as a way to complement the analysis and to
quantitatively support the assessment by the Commission services in charge of implementing
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2.2 Budgetary guarantees methodology

the specific programmes. Such mathematical/statistical credit risk models use pragmatic
assumptions to model the underlying operations and then provide estimates of the expected
losses and the uncertainty around those expected loss estimates (and hence provide
information on the confidence one can have that the provisioning in the guarantee fund will
suffice to cover actual losses). Obviously, models as such can only provide an estimate of
future losses on the underlying operations under certain assumptions so that it cannot be
excluded that the actual future losses will deviate from the forecasts.

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

Finally, it can also be mentioned that the Commission is further developing a full-fledged
credit risk model that can be used across the board for all types of budgetary guarantees. Also
methodologies that are currently used (e.g. for equity instruments) are refined on a continuous
basis as experience is being built up over the years. Those developments will help the
Commission in the future to further fine-tune its approach to risk assessment and monitoring.

Assessment of the adequate provisioning of the Guarantee Fund

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 2020 and projected
for the next S 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.

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

A second risk measure relates to the confidence that the current provisioning (i.e. the amount
available in the guarantee fund) will be sufficient to cover the losses of the programme over a
certain time period.

The analysis will look both at the 5-year time horizon to be in line with the multi-annual
timeframe of the first part of the analysis (cf supra) and the lifetime figure, for comparison
with the initial pre-defined risk appetite of the program?.

5> Expressed as the confidence level that provisioning would be sufficient to cover the net losses over the lifetime
of the program.
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2.3 Analysis for budgetary guarantee programmes

If the same exercise is done over the full lifetime of the guarantee, foreseen to expire in more
than 20 years, a confidence level of 88.4% is reached. Bearing in mind the limitations of
forecasting, notably at such very long term and in view of the EFSD being in its initial ramp-
up phase, this can be considered to be in line with the target confidence level of 90% which
was defined for the EFSD programme as the appropriate risk appetite and hence the expected
riskiness of the underlying operations is still in line with what was defined at the outset of the
program.

233 ELM

Assumptions and particularities

The ELM portfolio consists of multiple mandates (two mandates under the 2014-2020 MFF,
established by one EP and Council Decision, which have been extended to end 2021 but also
other legacy mandates). All underlying operations relate to debt products, most of them with
governments as counterparties, with private entities’ exposures being the exception (ERI
mandate and political risk guarantee under the general mandate). Some guarantees only
benefit from political risk cover but most of them benefit from a comprehensive guarantee.

During the transition period towards NDICIL, the Commission is further developing its internal
credit risk modelling capacities for the ELM but for this year’s report, the EIB, who
implements the ELM mandates, has supported the Commission by running its credit risk
model for those sovereign operations which are covered by the comprehensive risk guarantee
(92% of the ELM portfolio)!2. For the purpose of this analysis, the conservative assumption
was chosen that those operations only benefiting from political risk coverage would follow
the same loss-pattern as operations benefiting from a comprehensive risk coverage.

The provisioning for the ELM is held in the Guarantee Fund for external actions (GFEA),
which also holds the provisioning for MFA and non-EU Euratom loans. In principle, the
provisioning is fungible between these programs. For the purpose of this analysis, the
assumption is that the available provisioning for ELM is identical to its pro-rata part of the
GFEA corresponding to the size of its outstanding disbursed liabilities.

For the sake of completeness, it should be noted that the GFEA follows a slightly different
logic than e.g. the EFSI GF or EFSD GF. Indeed, the GFEA rather acts as a liquidity buffer
for guarantee calls and should not necessarily be seen as an estimate for lifetime provisioning.
This means that the GFEA might need more frequent top-ups and it also means no ex ante
risk appetite in the form of a confidence level has been set for the provisioning to which the
current de facto one could be compared.

Assessment of the adequate provisioning of the ELM

At 31/12/2020 the ELM pro-rata part of the GFEA provisions would amount to EUR 2 346
551 113. This figure is to be compared with the “total available guaranteed amount signed

12 The EIB has supported the Commission but the present analysis, parameters used and its interpretation are the
sole responsibility of the Commission
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2.5 Analysis for financial assistance programmes

2.5 ANALYSIS FOR FINANCIAL ASSISTANCE PROGRAMMES

2.5.1 MACRO FINANCIAL ASSISTANCE (MFA) OPERATIONS

Having noted:

- that there was no payment default in the reporting year 2020, and none in previous
years, in relation to countries that have benefitted from MFA,;

- that the 2020 impairment assessment of loans carried out by the Commission
concluded that there is no need to book any accounting impairment;

- the geographical exposure of the Macro-Financial Assistance programmes;

- 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 Commission has no elements at this stage to put into question the 9% target provisioning
rate. This rate was deemed “optimal” in a 2016 consultancy report!* evaluating the adequacy
of the Guarantee Fund of External Actions, and was thereby recommended to be maintained.
Furthermore, more recently, the Council and the European Parliament in the context of the
Neighbourhood, Development and International Cooperation Instrument-Global Europe
(NDICI) Regulation negotiations (provisionally) endorsed the 9% target rate for MFA
operations.

2.5.2 EURATOM LOANS TO THIRD COUNTRIES

Having noted:

- that there has not been any payment default in the reporting year 2020 and none in
previous years, in relation to entities that have benefitted from Euratom loans;

- that the 2020 impairment assessment of loans carried out by the Commission
concluded that there is no need to book any accounting impairment.

The Commission has no elements at this stage to put into question the 9% target provisioning
rate. This rate was deemed “optimal” in a 2016 consultancy report!® evaluating the adequacy
of the Guarantee Fund of External Actions, and was thereby recommended to be maintained.
Furthermore, more recently, the Council and the European Parliament in the context of the
negotiations on the European Instrument for International Nuclear Safety Cooperation
complementing the Neighbourhood, Development and International Cooperation Instrument —
Global Europe (NDICI) Regulation (provisionally) endorsed the 9% target rate for
EURATOM operations.

4 GOPA consultants, July 2016, Report for the European Commission, DG ECFIN, Executive Summary,
Evaluation of the Guarantee Fund for External Actions, Framework Contract N°: 11111.2013.001-2013.251
LOT 1, Specific contract Ref. N°: ECFIN-151-2015.

15 Tdem.
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3. GLOSSARY

ABS Asset Backed Security

AECID Agencia Espafiola de Cooperacion Internacional para el Desarrollo

AEGF African Energy Guarantee Facility

AFD Agence Frangaise de Développement

AgreenFi Agricultural and Rural Finance Guarantee Programme

ATP African Investment Platform

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

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

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 European Structural and Investment Funds-European Agricultural
Fund for Rural Development

EU European Union

EUR Euro

EURATOM European Atomic Energy Community

EURIBOR Euro Interbank Offered Rate

FI Financial Instrument

FLP First Loss Piece

FMO De Nederlgndse Financierings-maatschappij voor
Ontwikkelingslanden

FR Financial Regulation

GDP Gross Domestic Product

GFEA

Guarantee Fund for External Actions




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 fir Wiederaufbau
LGF Loan Guarantee Facility
MFA Macro-Financial Assistance
MFF Multiannual Financial Framework
MSME Micro-, Small and Medium-sized Enterprises
Neighbourhood, Development and International Cooperation
NDICI
Instrument
NGEU NextGenerationEU
NIP Neighbourhood Investment Platform
NPB National Promotional Bank
PC Private Credit
PIP Proposed Investment Programme
RDI Research, Development and Innovation
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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