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EXECUTIVE SUMMARY

The Investment PFlan for Europe (IFE],
adapted in Movember 2014 as the first
major initiative of the Juncker Comrission,
seeks to reduce investment gaps in Eurape.
Az part of the IPE, the European Fund for

Strategic  Investments  (EFSD aims  to
contribute to  this goal by supporting
investments and increasing access to

finance far SMEs and mid-cap companies.
EFSl's dual objective is reflected in its two
windows: the Infrastructure and Innovation
Window (I, implemented by  the
European Investment Bank (EIB); and the
SME Window (SMEW), implemented by the
European Investment Fund (EIF).

EFSl's financial structure comprises a
guarantee of EUUR 16 bn provided to the
EIE Group by the EU, and a capital
contribution of EUR 5 bn provided by the
EIB. These financial resources supply risk-
bearing capacity to the EIB Group, allowing
the Group to finance projects that address
market failures or sub-optimal investment
gituations which could not have been
carried out in the same period, or not to the
same extent, without EF3l support. It is
alzo expected that EFSl would allow the
EIB Group to finance maoare  high-risk
projects or riskier tranches of projects.

EFSl is expected to crowd in  other
investors and, in doing so, aims to mobilise
EUR 315 bn of additional investment in the
real econamy ower a three-year period
(mid-2015 to mid-2018). This includes both
investrment and SME access to finance. To
reach this target, EFSI's porfalio should on
average have a multiplier of x15: EUR 1 of
EFSl support should eventually trigger
EUR 15 of investment in the real ecanomy.

Thiz evaluation assesses the functioning of
EFSI to date and identifies aspects that
could imprave its future functioning. Yet it is
too early for this evaluation to provide a
definitive judgment on the performance of
EF I

Thiz evaluation is a requirerment of the EFSI
Regulation, adopted in July 2015, and has
been carried out by the EIE's Evaluation
Division (Ev) as part of its  Work
Frogramme for 2016 as approved by the
EIE Board of Directors.

EFSlis inplace and
on track to deliver its investment
target

Through the joint efforts of the European
Commission (EC) and the EIB Group, EFSI
was prepared, launched and ramped up in
a short period of time. EFSI was able to do
s0 as it relied on the existing structure and
organisation  of the EIB  Group. For
instance, prior to the EFSI Regulation being
agreed, the EIE and the EIF were
requested to warehouse projects fram their
existing pipelines. In the case of the EIF, it
was able to use existing mandates provided
by the EC and the EIB.

The EIBE and the EIF also dewveloped a
range of new products with a riskier profile
and a higher multiplier. These products are
complementary to their existing set of
products and are currently being rolled out.

Both  arganisations  have substantially
increased and cantinue to increase their
staff numbers to deliver EFSIl. In addition,
they have adapted procedures, processes,
internal systems and their organisation to
accommodate EFSI

By the end of 2015, EFSl's governance
structure was in place as foreseen in the
EFS Regulation and is supporting  the
efficient implementation of EFSI. The
structure consists of: the Steering Board
(28], the Managing Director (MDY, the
Deputy WD, and the Investment Committee
(cy.

In terms of approvals, for the period ending
30 June 2016 (i.e. one-third of the way into
its investment period), EFSI had achieved
about one-third of its total investment
target: ELIR 17.45 bn of approved financing
under EFS| iz expected to maobilise
EUR10475 bn of total investment
Signatures stood at EUR 10.45 bn, and are
expected to mobilise EUR B5.14 bn of total
inv estrment.

With regard to total investment mohilised,
there are marked differences between the
IV and the SMEW. This is explained by
the fact that the SMEBEW was able to use
existing  mandates  (lnnovFin - SMEG,
COSME LGF and the RCRE mandate) to
bring forward investments (in line with the
defintion of additionality in the EFSI

Evaluation of the Functioning of the European Fund for Strategic Investments (EFS[ 1
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Regulation). Moreover, the EIF's debt-type
operations  typically  generate  higher
multipliers than those of the EIB.

Although at an early stage, the EIB and the
EIF are actively collabarating with EC
programmes and financial instrurments to
ensure  complementarity  and  create
gynergies. Cooperation is also increasingly
being established with MNational Promaotianal
Banks and Mational Promotional
Institutions, with whom several operations
have been signed and a project pipeline is
gradually developing.

If past trends continue, and i the EFSI
strategy in terms of new products and new
forms of cooperation materialises, it can be
expected that EFSl's target for total
investment will be reached in terms of
approvals.

Areas for improvement
after a year of implementation

To  ensure that reaching the total
investment target of ELIR 315 bn translates
into achieving the objective of reducing
investment gaps, the IPE and the EFSI
Regulation define a series of principles,
concepts and tools that have been made
operational.  Further to the experience
gained in  EFSl's  first  year of
implementation, it is suggested that some
of these areas could benefit from further
reflection.

(11 The evaluation finds that the benefits of
complementarity between the different IPE
Fillars are still incipient, mainly because
Fillar 2 (focused on advisory services and
infarmation sharing) has only kicked off
recently, while PFillar 3 (focused on the
regulatary environment, structural reforms
and removal of barriers to investrment) has
made aonly moderate progress to date.
Increased complementarity between these
Fillars wolld facilitate EFSI's
implementation  and, therefore, better
enable IPE to achieve its objectives. Yet,
while the EIB Group may influence the
ElAH (which it manages on behalf of the
EC), it has limited influence an the rest of
Fillar 2 and Fillar 3.

21 As rectal 13 of the EFS] Regulatian
states that "EF S| should seek to contribute
to strengthening the Union's. economic,
social and  territorial  cohesion®, it s
concerning that EFSl's aggregated portfalio
iz highly concentrated (92%) in the EU1S,

Il Executive Summary

and under-serves (B%) the ELM 3. This is
particularly problematic as maost of the less-
developed regions in Europe are found in
the ELM3's Central and Eastern European
countries. This evaluation can only propose
hypotheses for the causes of the
geographical  concentration  of  EFSI
operations  at this stage. For instance,
EFSl's eligible sectars, as detailed in Article
9(2) of the EF Sl Hegulation, may need to
be expanded in order to improve the EIB
Group's outreach to EUM3 countries. In
addition, the pressure to reach the target of
EUR 315 bn of total investment might
encourage the EIBE Group to  pursue
operations in markets that are mare adept
at  using financial  instruments  and
structuring high-risk projects (both in the
public and private sector).

(31 The lack of private investment was an
important rationale for establishing EFSI,
which, as per its Regulation, is expected to
maximise  private  investment  where
possible. Thus far, approximately 62% of
total investment mabilised by EFSI derives
from the private sector, which is positive.
However, it is important to maintain the
ambition of crowding in private investment
to address the challenges at the arigin of
the IPE initiative and contribute to achieving
its intended economic impact. Effors
should be made to increase the results in
terms of private sector capital mobilised. In
addition, as the amount of private finance
mobilised i one of EFSl's  Key
Ferfaormance Indicators, good practice
wiould sugoest that a specific target is set.

(41 The Scoreboard is used to assess the

eligibility and quality of a project. |t
comprizes four Pillars which include a
number of relevant indicators. Pillar 1

assesses the eligibility of the project with
respect to policy objectives; Pillar 2 the
quality and soundness of a project
fincluding technical viabilty and the
economic rate of return, ERR); Pillar 3 the
technical and financial contribution of the
EIE to the project; and Pillar 4 comprises a
nurmber of complementary indicators about
the project, and its sector and country
context. The evaluation describes how the
Scoreboard is used and highlights that it
supports  the IC  in determining  the
appropriateness of the use of the EU
Suarantee for EIB operations. However, as
operations arrive as a pipeling rather than
as a batch, the Scoreboard is not used as a
priority setting tool.  In addition, to avaid
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confusion, the evaluation calls for the
Scoreboard to refer to project selection
criteria, rather than the terms "added value"”
or"alie added”.

51 According to the EF Sl Regulation, the
Ell Guarantee shall be granted in support
of operations that meet the criterion of
additionality, which is defined as the
support by EFSI to operations which (i)
address  market failures or  sub-optimal
investment situations and (i) could not have
been carried out to same extent aor in the
same time frame without EFSl The
Regulation also states that EFSI financing
pravides additionality to a project if it
qualfies as a Special Activity (loan grade of
D- or below). The evaluation deems that the
Regulation could be mare explicit an this,
as there have been situations in which, in
spite of & project's  high-risk  profile,
additionality has been guestioned by some
stakeholders. It is found that, in practice,
the EIB's project teams document and
assess  additionality  for  all projects
independently of whether they are Special
Activities ar not. Thus, they go beyond the
formal reguirements of the Regulation and
should continue to do so in order that
praject documentation is consistent and
mitigates reputational risk posed to EFSI

iB1 Reaching the investment target of
EUR 315 bn at the end of the investment
period depends on the assumptions made
on the multiplier effect of EIE and EIF
financing. The actual multiplier can only be
measured at porfolio-level and at the end
of the investment period; hawever, the EIB
Group is required to monitar progress
towards achieving the EUR 315 bn target

For this reason, the EIE Group has
dedicated considerable  resources to
developing, together with the EC, a

methodalogy to estimate the multiplier for
different types of products. To demonstrate
that EFZl support actually induced (or
mobilised) the investrent of others, the EIB
should continue to explore and document
with clients how, in their opinion, EFSI
financing was responsible for mobilising
other investors. However, it must be
acknowledged that the multiplier and its
corresponding documentation are
llustrative  and  cannot  demonstrate
causality between EF S| financing and other
sources of financing.

(71 EFSl governance is closely intertwined
with  the EIB's governance structure,
organisatian and praject cycle
management. The evaluation finds that the
governing bodies of EF 3l have been set up
and are functioning as envisaged in the
EFSl Regulation: they are added to the
existing EIB Group  structures  without
encroaching upon or interfering with the
decision-making process of the EIB aor the
EIF. Furthermore, they are supporting the
swift and efficient implementation of EFSI.
Three aspects, however, merit further
reflection: (i) the procedures to manage
potential conflicts of interest should be
extended to the SB, and brought in line with
other EFZl governing bodies and the Board
of  Directors; (i) the roles  and
responsibilities of the MD office, the EFSI
Secretariat, and EIB Services warking on
EFSl could be made clearer to avoid

potential  owerlaps, and (i) lines of
communication should be made mare
explicit, paricularly  amongst  EFSl's

different governing bodies, and between
EF3l's governing badies and the EIBE.

A transformational change
for the EIB Group

I a relatively short period of time, EFSl has
triggered significant change within the EIB
Group. The consequences of such change
may be lang-term and include: the
significant number of new staff hired; the
modification  of procedures, processes,
internal  systems and organisation; the
higher risk profile and higher multipliers of
newly developed financial products; the
need to manage the porfolio of EFSI
operations for a period of time extending
well beyond EFSI's initial  investment
period; the requirements in terms of
transparency; and the increased awareness
of the need to demonstrate the impact,
additionality and  catalytic  effect of
operations.

Overall conclusions

The overall conclusions of this evaluation
are as follows:

o EFS| was set up in a very short period of
time and is now up and running. It is on
track in terms of approvals in wiew of its
target of mobilising EUR 315 bn of total
investrment in the real economy, but is
lagging behind in terms of signatures and
disbursements.

«To ensure that
translates into

reaching  this
achieving

target
EFsl's

Evaluation of the Functioning of the European Fund for Strategic Investments (EF S} 1
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objectives, there are several areas that
merit  improvement.  They include:
complementarity with the other two IPE
Fillars; the expected share of private
versus public investment; govermance
structure; the concept of additionality; the
geographical  distribution  of  EFS
operations; and monitoring the pace of
gignatures and disbursements.

W Executive Summary
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TABLE OF RECOMMENDA TIONS AND VA NA GEMENT RESPONSE

The Management Committee welcames the independent Evaluation of the functioning of the
European Fund for Strategic Investments — EFSlI ("The Ewaluation”) conducted by the
Evaluation division.

The European Fund far Strategic Investments (EFSI) is an initiative launched jointly by the EIB
Graup and the European Commission (EC) to help address investrment gaps in the European
Lnian (ELY by mobilising private financing for strategic investments. The core idea is two-fold:
first to make a significant contribution to the competitiveness of the Eurapean ecanomies and
secondly to reestablish confidence amang private investors and commercial banks to increase
their risk-taking capacities. The EFSI, the first pillar of the European Investment Plan (IPE)
launched in Movember 2014, is implemented by the EIE Group wha is fully dedicated to its
success, o that the guarantee provided by the European Union to the EIE and the capital
contribution caming from the EIB, can support investments, increase SMEs and Mid-Caps
access to finance and participate in reinforcing EU growth and to creating sustainable jobs.

The Evaluation covers the period from September 2014 to June 2016, and as foreseen in the
EFSI Regulation', will be submitted by the Bank to the European Parliament, European Council
and European Commission before January 2017,

By assessing the functioning of EFSI, ie. the resources used including the activities undertaken
even befare the entry into force of the EFSI Regulation in July 2015, the Evaluation offers an
opporttunity to identify possible areas of improvement for the future functioning of EFZI,
including in relation to the legislative proposal made in September 2016 by the European
Commission to extend EFSI beyond itz initial three-year period.

While the Evaluation comes at an early stage to provide all information on whether EFSI is
achieving its objectives, recommendations will serve as a basis for the Management Committes
to re-assess the Bank's operational strategy and arganisational arrangements developed for
EFZI, and make necessary adjustments as needed. The Management Caommittes will
particularly focus on additionality, geographic and sectorial balance of EFSI coverage for EIB
laans and complementarity with ather financial instruments and financial institutions, but project
qualty remains the primary criterion for project selection. The Management Committee stands
alzo ready to further contribute to the others Pillars of the IPE, crucial for facilitating EFSI's
implementation and reaching the above-mentioned strategic objectives within the limits of the
EIE Group's remit and resaources.

The Evaluation is the result of continuous and substantial exchanges between the Evaluation
team, the EIB and EIF staff warking on EF Sl matters, but also members of the EFSI Steering
Board and Investment Committee, staff from the EC and counterparts, including representatives
frorm Mational Promotional Banks and Institutions (MPBs/MPIs). The report has been endorsed
by the Management Committee on 6 September 2016 and presented to the EIE Board of
Directors at its September meeting, where discussions on the extension of EF Sl also take
place.

The Ewaluation is very timely as it gives useful indications for future developments. The
Management Committee expects the results of the EC's own Evaluation, of an external
evaluation also launched by the EC, and of a stakeholders consultation organised by the EF 3l
Steering Board to complement and fine-tune actions the Management Committee intends to
engage in.

1 "By 3 Januany X7, the EIB shall evallate the funchioning of the EFSI The EIB ahall syt its
evalitation fo the Ewropean Fatiiamment, the Councll and the Cormymission ™ (diticle 18.1). Regulation
(ELh 20151017 on the EFSI, the European Imvestment Advisory Hub and the European Investment
Froject Fortal and amending Regulations (ELN KMo 129172013 (B Mo 131652013, - the EF 51, 25 June
2014,

Evaluation of the Functioning of the European Fund for Strategic Investments (EF 3l W
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RECOMMENDA TIONS

Building on the evidence collected through this evaluation, the ewvaluation proposes eight
recommendations for enabling the EIBE Group, along with the other stakeholders, to better
contribute to achieving the objectives of EF 31 and, ultimately, the [PE.

In line with the Ewvaluation division's mandate, the following recommendations are salely
addressed to the EIB Group. Mevertheless, the full implementation of most of these
recommendations entails the invalvement from stakeholders at all levels, including the
Eurapean Parliament, the Council and the EC.

To the extent that these recommendations are endorsed by the Board of Directors of the EIB,

and taking into account the result of ather ongaoing evaluations and consultations, the Bank is
expected to propose concrete actions for implementing these recommendation s,

DESIGH AND HEGOTIATION OF PARTHNERSHIPS

(1) Ensuring IPE Pillars 2 and 3 reinforce EFSI {(§ 1.1, 3.1, 3.6)

The evaluation finds that complementarity hetween the different IPE pillars is still incipient. et increased
complementarity would facilitate EFSI's implementation and, therefare, hetter enable IPE to achieve its
ohjectives. While the EIB Group has a high degree of influence on the European Imvestment Advisory
Hub (EIAH) within Fillar 2, the Group has wery limited influence on the rest of Rillar 2 and on Pillar 3.
Therefore, The evaluators recommend that the Bank brings this issue to the attertion of the EC and
Member States and together considerways inwhich the other pillars can reinfarce EFS1. Otherwise, EF Sl
may he hindered in achieving its objectives, whether in terms of /nter a/iz its volume target, and its
indicative sector and geographical concentration limits.

Management Response

AGEEE

The EIAH builds on the expertise of the EC and the EIB Group, as well as MNPBs/MPIS and Member
States' Managing Authorities. As of the hedinning of September 2016, the EIAH has handled more than
265 requests originating from all 28 Member States. About taa thirds of the requests have come from the
private sector. Out of the EFSI projects already approved by the Board of Directors, 26 have benefitted
from advisory support during their developmernt. A cooperation platform is being established with
interested MPBs. memoranda of understanding have been signed with 18 MNPBs, with the objective of
sharing knowledge and best practices as well as to provide a local entry point for project promoters
seeking EIAH technical assigance. Future developmerts include the delivery of advisary services in
pricrity areas by MPBs with the appropriate expertise. A strengthened local presence in selected countries
where needs are greatest is considered. This would facilitate a wider geographical outreach of advisony
services, enhance support to potential EF 51 projects, especially by pro-actively attracting new potential
clients, and encouraging the combination of EFS1 and Structural Funds.

The EC put in place the European Ihwestment Project Portal (EIPP) in 2016 and has received for
publication almost 200 investment projects from nearly all EUJ Member States, including cross-horder
projects, and across 25 high-growth-potential sectors and industties. While these project proposals are
not vetted by the EIPP far eligikility ar campliance with the EFSI Regulatian, the EIB may assessin 2017
the impactin terms of EFS1 aperations, as project appraisal and decision processes take time.

The EC and the Member States are the political and business owners of Pillar 3. The EIB is ready to
contribute as requested by the EC and the Member States, but wauld reqguire a clear mandate to clarify its
role in this respect. It is important to identify national barriers to investments and priority reforms to
remove them in order to facilitate the implementation of Pillar 1. The EIB Group is contributing to the wark
on Fillar 3 in the ECOFIM and inthe preparatory waork in the Economic Policy Committee (EPC) and the
Econamic and Financial Committee (EFC). The EIB Group has already provided the EC and the Member
States with topics and concrete examples of regulatory or legislatives harriers to investment, leading to
sub-optimal investment situations, and possible ways to overcame them based on its market experience
across the ELL

VI Fecommendations
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{2 Keeping private investiment at the core of EF Sl {§ 3.5)

The decline in investment in the EL over the period 2007-2013 underpinned the rationale for establishing
EFSI1. As per its Regulation, EFS1 iz expected to maximise where possible the mobilisation of private
sector capital. Thus far, approximately 62% of total investment mohilised by EFSI derives from the private
sector, which is a positive achiewement. It is important to maintain the ambition of crowding in private
investment to address the challenges at the arigin of the IPE initiative and to contribute to achieving its
intended economic impact. Therefare, the evaluatars recommend that efforts are made to maintain the
positive resdlts in terms of private sector mobilisation achieved so far. [n addition, as the amount of
private finance mohilised is one of EF 5I's kKey Performance Indicatars (KP1), good practice would sugoest
that a specific target is set.

Management Response
PARTIALLY AGREE

There iz a glohal EFSI target related to investments supparted. This shall be achieved through the
comhbination of EIB financing under EFSI with both private and public financing (= EUR 315 hn). At the
end of July 2016, there was a total amount of EUR 1148.7 hn of investrments supported. Total investment
and armount of private investment mohilized are two KPls A Key Performance Indic ators [ Key Monitoring
Indicators Methodology has been adopted by the EFSI Steering Board and is a public docurment.

While the crowding in of private capital is one of the objectives of EF 51, it is recognised in the Regulation
as the only one gualified by ‘where possible' (EF 31 eligibility criteria {Article 8) requires EF 81 1o suppoart
projects which magimise where possible the mobilisation of private sector capitalh. Setting an absolute
target would be liahle to skew the balance of ohjectives set in the Regulation and would be challenging in
practice, as frequently, for imporant maroet failure or sub-optimal investment situations (e.g. energy
efficiency sector), the EF S| operations are combined with other instruments (e.q. ESIF, MPBs co-
financing) and the wariety of situations across EU Member States. The share of private investment
mohilised depends significantly on the nature and the structuring of each operation and on the specific
market conditions surrounding it. 1t should therefore not be set as a target per se but shall continue to be
measured in a consolidated way far the entire portfolio of EFSI-supported projects.

In addition, the EFSI Regulation also emphasizes the role of MPBs/MNPIs as possible co-financiers for
EF 31 operations. In this respect, the EIB cortinues to intensify its cooperation with the MPBs, including to
create and deploy [rwestment Platfarms, which are paticularky designed to mokilise private investments.

At the level of EFSI individual operations, the EIB is already monitoring the crowding-in effect and will
continue daoing so.

IMPLEMENTATION OF PARTHERSHIPS

{3 Ensuring good govemance and efficient processes (§ 3.7)

The Evaluation finds that the governing bodies of EFSI have been set up and are functioning as
envisaged in the Regulation they have been added to the existing EIB Group structures withouot
encroaching upon or interfering with the decision-making process of the EIB or the EIF, and they are
supparting the swift and efficient implementation of EFSlL These two postive aspects should be
preserved; as governance should facilitate the appropriate implementation of EFS1 and avoid lendtby
procedures. Three aspects, however, should he addressed:

+« the procedures to manage patential conflicts of interest should be extended to the Steering
Board, asis already the case far other EFSI governing bodies and the Board of Directaors;

+ the roles and responsibilities of the Managing Director's office, the EF S| Secretariat, sand EIB
Services working on EFSI could be made more explicit to avoid potertial overlaps, thereby
increasing efficiency;

« {0 sustain the swift implementation of EF 31, the flow of communication should be made mare
explicit, paiculady amongst EF 51's different goveming hodies, and hetween EFSI's governing
hodies and the EIB.

Management Response
AGREE

The EIB understand that the conflict of interest issue is a concern foar the EC, as some Steering Board
members nominated by the EC also have vaoting rights within the EIB and EIF Boards of Directors an
EFSI projects or strategic matters related to EFSI implementation dwhich is not the case for the EIB
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representative).

While relving on team spirit and carmplementarity of skills of people invalved, the EIB shall hetter clarify
roles and responsihilties for ts internal EFSI structure, to optimise efficiency of workflows and synergies.
An enhanced definition of rales and respective activities s interactions shall be incorporated in the relevant
proceduresto ensure futher streamlining and improved communication.

The information fliowe between EF 51 governing bodies has already improved after the staring phase. The
EFSl Managing Director is more frequently invited to Steering Board meetings. Regular information
sessions are organised for the operational teams as a part of an angoing awareness building effart aimed
at increasing staff and management focus and in order to provide feedback from the Investment
Committee meetings.

{9) Providing additionality to all projects supported (§ 3.3)

According to the EFSI Regulation, the EU Guarantee shall he granted in support of operations that meet
the criterion of additionality, which is defined as the support by EFSI to operations which () address
market failures or sub-optimal investment situation and (i) could not have been carried outto same extent
ar an the same time frame without EFSI. The Regulation also states that a project shall be considered to
proviide additionality if it caries a risk corresponding to EIB Special Activities {oan grade of D- ar below.

The Ewaluation considers that the Regulation could be mare explicit an this point as there might be
situations in which, despite a high risk profile, additionality has heen gquestioned by some stakeholders.
The evaluation has found that, in practice, the EIB project teams document and assess additionality on
the basis of the two conditions mentioned shove, whether the project is a Special Activity or not. I
addition, the Investment Committee and the EIB Board of Directors are placing considerable impartance
on the analysis of additionality. The evaluators recommend that the EIB maintains this good practice and,
futhermore, makes it mare systermnatic (e.q. by developing guidelines for project teams). This will allow
higher consistency in the way projects supported by EFSI are documented and will help to avoid
reputational risk to EFSI.

Management Response
AGREE

The definition of additionality is part of the EFSI Regulation but communication on this matter could he
improved.

Additionality is assessed and documented hby the project teams in the documentation submitted to the
Investment Comimittes who has noted that the quality of the documernts has been improving considerakly
after a few manths, thanks to the Investment Committee's feedback and improved guidelines.

The role of the Investment Committee is to assess the eligibilty and additionality of each EF S| project.
The Investment Committee members have been presented with the Investment Guidelines and the
Stratedic Orientation approved by the Steeting Board.

The EIB already engaged with the EC, Member States and the European Patliament to futher clarify the
additionality definition with a view to reach currently unserved themes, such as cohesion, cross-borders
projects, when an opporunity far revision arises.

(5 Ensuring an adeqguate geographical distribution of the operations (§ 2.2)

The EFSI portfalio after ane year of aperations is highly concentrated. Under the (WY, §3% of the total
amaurnt signed is in the United Kinadam, taky and Spain and 9% in ELMS countries. Under the SMEWY,
A34% aof the amount signed {excluding multi-country operations) is in ltaly, France and Germany and 93%
in ELM A countries. It is important to0 understand why the portfolio is s0 concentrated in a handful of
countries and newer Member States are so far less served by EFSI. This evaluation can only propose
hypotheses to be futher explored and sugoests that the Bank identifies the main causes for the portfolio
concentration and addresses them, whenever possible, jointk with the EC.

Managjement Response
AGREE

While recognising that EF 51 is a market driven process, the EIB and EC have recognised this issue and
are in the process of understanding the possible reasons for the geographic al concentration of the initial
porfalio, including by consulting regulady  the external stakeholders (eg. MPBs/MPls, hanking
associstions, private sector associations etc). An analysis of recent approval figures (ie. after the
parfalio cut-off date for the evaluation) tend to show an improvement in the situation with EFSI hetter
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serving nesver Member States, both in absolate terms and per capita.

Some reasons are known already: smaller Member States have less capacity and financial capability to
ariginate and structure bankahle projects. Some Member States have established very eatly central
cootdination units for EFSI projects. Mot all Member States have NPBs in place, helping to originate
projects, ar their MPBs are very recent institutions. The EIB will enhance the EIAH's rale in facilitating
EFSI support across the EU and contibating to balancing geodraphically project arigination. This cauld
he implemented in a decentralised manner through a network of national partners in accordance to
already sioned Memoranda of Understanding.

While EFSI Regulation calls far broad support of EF Sl to the cohesion ohjective, cohesion was not listed
explicitly under Adicle 9 objectives (Requirements far the use aof the EU Guarantee) with resulting
uncertainties on arigination efforts in some regions. The EIB wil engage with stakeholders to further
expand the sectarial eligikility in the Regulation with a view to reaching currerntly unserved themes, such
as cohesion, when an opportunity for revision arises.

Fossible optimisation measures: further dialogue with external patners, pro-active outreach! information
dizsemination of EF 51 activities {and combining EF 51 with ESIFY, higher involement of local offices,
specialised task force groups from EIB services to target specific regions (example of Greek team), cloger
cooperation with MPBs and external pariners who could act as EFSI ambassadors;, combination with
ESIF fund shall help for cohesion regions.

(6 Monitoring the pace of signatures and dishursements (§ 2.1)

Evidence anthe porfaolio of operations appraved during the first year of impleme ntation shows that EF S|
has been expeditious in terms of approvals but slower in terms of signatures and disbursements. The
evaluators recommend an  increased focus on monitoring  signatures and  dishursements  and
understanding their slow pace and acting accordingly. Most of the effects on the real ecanory will result
frorm money dishursed, nat approvals or signatures.

Management Response
PARTIALLY AGREE

The level of approvals — signatures — dishursements is alkeady closely montored. Documentation
submitted to the Investment Committee includes a section detailing the "acceleration impact” of EFSI
guarantee on the candidate project. This ensures ex-ante that the approved transaction is technically and
financially ahle ta translate rapidly into tangible investments an the ground.

The Evaluation comes at an early stage and analysis on sighatures and disbursements might he needed
in & few months' time, to respect husiness deadlines. The contractual agreements and the approval
process for EFSI follow the BEIB standard [oan ovcle process, and it should be noted that the changing
market conditions and risk appetite have an impact on dishursements, and are beyand the control of the
ElB.

The Ewaluation has shown that while EFSI proposals require tharough preparation, postapproval is
actually implemented {signed) quicker than non-EFSI operations. The nature of the projects under the [IVY
— typically long-term investment projects with multi-year implementation periods, ar the intermediation
feature for projects supporing ertities with up 1o 3,000 emplayees in bath the 1MV and SMEBEW, inevitahly
hring significant lag-times antil full deployment of the funds by the beneficiary. As the Bank has been
developing new and sometimes complex products, it is inevitahle that, in the first phase, the deployment
af these new products takes time. Once inthe mlling out phase, this timeframe is expected to be naturally
reduced.

(f1 Monitoring EFSI°s multiplier while exploring its catalytic effect (§ 3.4)

Cne of EF 51's KPIs relates to mobilising EUR 315 hn of total imeestment by 4 July 2018, The extent to
which the EIB Group achieves this volume target depends on the muttiplier effect achieved by EIB Group
financing suppored by EFSI. The actual multiplier can only be measured at porfolio-level at the end of
the investment period. However, the EIB Group is required to manitar progress towards achieving the
ELUR 314 hn target. For this reason, the Steering Board has adopted a methodology to estimate the
multipliers for different types of financial products.

The multiplier is an important instrument to monitor progress on a KPI bat it is not an end in itself. An
excessive focus on the multiplier and the wolumes reached could potentially detract from what is as
important: the quality of the projectsfinanced. The evaluators recammend providing operational staff with
clear stratedic orientations in this respect. I addition, to better assess EFSI's cataltic effect, the EIB
should continue to explare with the clients on EFSI operations what is, in their apinion the catalytic effect
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of EIB financing under EFSI and report it in the document provided to the Investment Committee.
Management Response
AGREE

EF5l is market driven. The size of EIB financing under EF Sl to suppott & paricular project depends on
several factors linked to the characteristics of the project but alzo to the interest of other co-investors to
co-finance the project. EIB ticket size is not driven by muttiplier considerations hot instead by market
demand. There iz often a trade-off between the multiplier achieved and the rale of EFSI1 in supporting
tisky operations. A low multiplier cannot he an exclusion chiterion for EFSI1. However, on average, EF Sl
operations shall ultimately have a multiplier factor of x15, in order to reach the EUR 315 bn target. These
guidelines are well known by the EIB Services.

EFSI eligibilty criteria (Article 8) requires EFSI to support projects which maximise where possible the
mahilisation of private sector capital. Documentation submitted to the Investment Committee includes a
section detailing the crowding-in effect and catalvtic aspect of each EF Sl candidate transaction.

The EIB will continue to provide the Investment Committee with detailed information okbtained from the
pramoters on how EIB financing has had a cataletic effect, thereby helping a higher multiplier.

ORGANISATION

(8) Monitoring the impact of EF5SI on the EIB Group (§4)

It has been observed that EFSI is triggering sionificant change within the EIB Group. Changes include:
the significant number of new staff hired; the madification of procedures, processes, internal systems and
organisation; the higher risk profile and higher multipliers of newly developed financial products; the need
to manage the portfolio of EFSI operations far a period of time extending well heyond EF SI's initial
investmernt period; the requiremeants in terms of transparency; and the increased awareness of the need
to demonstrate the impact, additionality and catalytic effect of operations. The evaluators invite the EIB
Group to reflect on the long term consequences of those changes, and mitigate their corresponding risks
accordingly.

Management Response
AGREE

The quick launch of EFSI demonstrated the flexihility of the organisation and of its processes as the
results are already there.

An analysis of EFSl's lang-term impact on the EIB Group, in terms of its arganisation, staff, processes
and procedures, could be done. Such an analysis would be of added value at the end of the EF Sl
implementation period ta e fully comprehensive. It should take into account post-signature activities such
as regular monitoring of contracts and cases of restructuring, and include the phasing out of the EFSI
implementation. This anaksis might demonstrate the impact andfor benefits for the entire Bank's activities
and functioning, the EIB Group corparate culture and synergies between the EIB and the EIF .

The EIB Group is also subject to enhanced external serdtiny and wisibility, which contributes to further
adapting its transparency practices while following confidentiality requirerments for husiness reasons.
Many documents related to EFSI governance, strategy and activities are made puhblicly available through
the EIB website.
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1. INTRODUCTION

This evaluation assesses the functioning of the European Fund for Strategic Investments
(EF S, which is part of the Investment Plan far Europe (IPE). As per the EFSI Regulatinnz:

"By 9 Jdanuary 2097, the EIB shall evaluate the functioning of the EFSI The EIB
shall submit its evaliation to the Ewrapean Farlament, the Council and the
Comenission.” (Arbcis 18.7)

The evaluation was carried out by the EIBE's Evaluation Division (EV). The assignment was part
of E%"s WWark Programme for 2016 as appraved by the EIB's Board of Directors.

1.1  The Investment Plan for Europe

The IPE® was adopted in Movember 2014 as the first major initiatve of the Juncker
Cammission. The IPE highlighted how investment in the European Union (EUY in 2013 was 15%
below the highs experienced in 2007, Should this investment gap persist, it was argqued that
EL's competitiveness, growth potential, and ability to sustain and create jobs would be hindered
inthe lang-term. To address this problem , the IPE has the following policy DhjEETiVES4Z

=  Reverse downward investment trends and help boost job creation and econamic recavery,
without weighing an national public finances or creating new debt;

= Take a decisive step towards meeting the long-term needs of the EU) economy and increase
its competitiveness; and

= GStrengthen Ewrope's hurman capital, productive capacity, knowledge and  physical
infrastructure, with a special focus on the interconnections vital to the Single Market.

In order to achieve these objectives, the IPE draws on its three F'illarsﬁ, which should rutually
reinforce one another.

The first Fillar entails the mobilisation of at least EUR 315 bn of investment by July 2018
through the establishment and implementation of EFSI EF S, the subject of this evaluation,
cansists of a guarantee provided by the EU to the EIB and a capital cantributian from the EIB.
EFElis implemented by the EIB Group.

The second PFillar aims to improve the way in which private investars and public authorities
access infarmation for the identfication and preparation of investment projects. To do so, it
draws on, hter alia, the European Investment Project Portal (EIPF), which aims to provide
information about EU investment projects via a publicly accessible database, and the European
Investment Advisory Hub (EIAH), which aims to provide technical assistance and advisary
support for the identfication, preparation and development of investment projects. The EIPP is
hosted by the European Commission (EC), while the EIAH is hosted by the EIB.

The third Pillar of the IPE consists of providing greater regulatory predictability, removing
barriers to investment across Europe and further reinforcing the Single Market by creating
optimal framewark conditions for investment in Europe. This would enhance the impact of the
IPE by providing a better investment environment. This Fillar also involves progress towards
Capital Markets Union.

2 Regulation (ELh 20151017 on the EFSI, the European Investrnent Advisory Hub and the European
Irvestment Project Partal and amending Regulations (ELh Mo 128172013 (EUY Mo 13162013, - the
EF &I, 25 June 2014

Also called the "Juncker Plan" in reference to Jean-Claude Junker, President of the European
Cammission since 1 Movember 2014,

ocom (2014 903 final, Communication from the EC on An Investrment Plan for Europe, 26 November
2014,

The term "Fillar" is the official term used to designate the three components of the IPE, although
"strand” is also sometimes used. Please note that the term "Rillar® is also used for the 3 Pillar
Assessment (3PA) and the 4 Pillars of the EFSI Scoreboard.

Evaluation of the Functioning of the Eurapean Fund for Strategic Investments (EFSI 1
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12 The European Fund for Strategic Investments

121 Purpose

EF3l has a twofold objective as it seeks to support investments and increase access to finance
for SMEs (up to 250 employees) and mid-cap companies (up to 3,000 employees). SMEs and
mid-caps are considered to be the drivers of the EU's fulure campetitiveness. However, they
rostly rely on bank financing and have been particularly wvulnerable to post crisis weaknesses in
the EUU's banking sectar.

In spite of its name, EFSI is not a fund, but comprises a guarantee provided to the EIB Group
fraom the EU budget and a capital contribution provided by the EIB. This financial structure
enhances the risk-bearing capacity of the EIE Group, allowing it to finance mare high-risk
projects or riskier tranches of projects without deteriorating its asset quality, and therefare
without threatening its A% credit rating — a fundarmental element underpinning the sustainability
of the Group's business model. This, in turn, would stimulate other investment, namely in the
safer tranches of projects by reducing risk through credit enhancement’. It is also essential that
EFSl provides additionality to operations that it supports This will be further discussed in
section 3.

EFSl's two objectves are reflected in EF SI's two "windows" the Infrastructure and Innovation
Window (1% to fulfil the first objective, and the SME Window (SMEW) for the second. The IV
is implemented by the EIB, the SMBEW by the European Investment Fund (EIF).

122 Funding and volume targets Figure 1. EF SI's financial structure at outset

Figure 1 illustrates EFSI's financial structure L (I B E il
at its owtsst. The EU contributes to EFSI
through an EU Guarantee of maximum

ELR 16 bn ELURS bR

ELR 16 bn to be used as follows: EuR1llpan EuRZ3 pa EuR2Spn EuR1Zoa EuRZZ pn
= Up to EUR 11 bn for the WY deht l l&/ \1 l
i EII’TfD”EI; Bebt portiolio EiL Iyt pe EC fully Increased EIB
= lpto EUR 2.5 bn for the [IWY equity-type ELR 11 bn Er::;h; iu:;?;e:: R:E:;;f?
partfalio; and I [via EIE} SMEWT [via EIF}
= Upto EUR 2.5 bn for SMEW products. EUR L6 b EUR 5bn

European Fund for Strategic Imestments

The EU Guarantee is complemented by an A o

EIE contribution of EUR 5 bn pravided at the
Bank's awn risk, split as follows:

= EUR 25 bn to increase the Risk Capital Indicat hre additlonal E16 and EIF flnanclng
Resources (RCR) mandate provided to EUR60.5 bllllon
the EIF and to be used under the
SMEWY: and

. Up to EUR 25 hn of IDS.”."-IIJSSE‘-!J Tatal Irrestinent mobllked By BRI
. . . 1 NAr SMEMNF
financing  for the WY - equity-type T SR
FIDFTFD“D. also be nEfltlng fram the EL Total Imest ment mob lsed by European Fund for strategle

Guarantee. | Frst e s
ELIR 315 bn

Sawrce: EIY

The EU Guarantee of ELUR 16 bn cambined with the Bank's EUR 5 bn contribution (a tatal of
EUR 21 bn) is expected to enable EFSI| to indicatively generate EUR B08 bn of additional
financing provided by the EIB Group (an internal multiplier of approximately =33, This, in turn, is
expected to generate EUIR 315 bn in total investment in the EU within three years (an external
multiplier of approximately x5).

5 EC (2015) The Investment Plan for Europe: Questions and Answers, Fact Sheet, Brussels, 20 July

2014,
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The data collection and analysis undertaken for this ewvaluation have focused on the
abovementioned funding and volume targets. However, it must be noted that Article 11(3) of the
EFSl Regulation foresees up to EUR 05 bn of coverage under the ELU Guarantee being
transferred fram the [IWW to the SMEVY. On this basis, a transfer from the |IVY's debt portfolio to
the SMBEW's EC fully guaranteed portfalio was approved by the Steering Board (3B) during its
meeting of 20 July 2016, and was subsequently translated into the revised EFSI Agreement
signed by the EC and the EIB in July 2016, This transfer ocourred late in the evaluation process
and so has had littlte bearing on the findings, conclusians and recommendations of this
evaluation.

13 This evaluation

131 Ohjectives

The EFSl Regulation states that the EIB shall evaluate the functioning of EFSI while the EC
shall evaluate the use of the EU Guarantee and the functioning of the Guarantee Fund. Bath
evaluations should be submitted to the European Parliament, the Council and the Commission
by & January 2017 . This is the EIB's evaluation, which has been produced by the EIB Group's
Evaluation Division. The objectives of this evaluation are to:

= Agszessthe functioning of EFSI; and
= |dentify aspects that could improve the future functioning of EF3I.

For the purpose of this evaluation, "functioning” has been defined as the resources used and
activities undertaken to achieve EFSIl's ohjectives. The evaluation assesses whether the
functioning of EFZI is conducive ta reaching those objectives.

Being a mid-term evaluation, the emphasis is on assessing the extent to which EFSl s designed
and aperating in & way conducive to achieving its expected effects. Consequently, the
evaluation focuses primarily on process and implementation, and will only consider outputs and
outcomes to the extent that they are realised thus far. The evaluation does not include an
assessment of outcomes and impact of EFSI as such.

132 Scope

The scope of the ewvaluation is EFSI, including its underlying portfolio of operations, its
governance and organisational structures, and relevant project procedures and guidelines. This
takes into account EFSI being inextricably linked with the EIE Group's governance structure,
and processes and procedures.

The evaluation covers the period from September 2014 to June 2016, This enables the
evaluation to take into account the launch of the IPE, the design and development of EF Sl by
the EIB and the EC, and the period following the entry into force of the EFSl Regulation on
4 July 2015, The evaluation does not evaluate the negotiations preceding the EF Sl Regulation.

133 Approach

The evaluation is carried out with reference to EFSIl's stated objectives as per the official
documentation and, in that sense, is objectives-based. Hesearch was guided by eight
evaluation guestions (based on EFSl's reconstructed intervention logic), standard evaluation
criteria, pracess evaluation methodaologies as well as the evaluation requirements laid down in
recital (477 and Article 18.1 of the EFSI Regulation. The evaluation questions are listed in Table
1.

The evaluation is based on a literature review, a portfolio analysis and some B0 interviews with
around 75 relevant stakeholders, including EIBE and EIF staff, EC staff, EFSl's 5B members,
EFSl's Managing Director (MD) office, EFSI's Investrment Committee (IC) members, and EIB

Evaluation of the Functioning of the European Fund for Strategic Investments (EF Sl 3
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and EIF counterparts, including representatives from MNational Promotional Banks and
Institutions (NFPB=MPIs).

Tahle 1. Evaluation questions

EQ# Ewvaluation guestion Evaluation criterion

1 Howy weas EFSI designed to respond to identified neads? Relevance

2 Howe are eligible counterparts and final beneficiaries identified and Relevance - Effectivensss
reached under EF 517

3 Towhat extent iz EFSI "ontrack"? Effectiveness

4 Taowhat extent are EFSI's resources adeguate to achieve EF Sl's Efficiency
expected effects?

L To what extent are the governance structures of EFSI, the EIB and  Efficiency-Effectiveness
the EIF conducive to delivering EFS1's expected effects?

i To what extent iz EFSI complementary to, and coherent and Coherence-Coordination-
coordinated with, related interrertions? Complementarity

¥ Towhat extent is EFSI set up to provide acded value? Added value

H Towhat extent does EF Sl provide acdfitionais? Additionality

14  Structure of the report

The remainder of the report is organised according to the main finding s of this evaluation, and is
structured as follows:

= Section 2 describes where EFSI stands mid-2016.

= Section 3 assesses how EFSI's main principles function in practice.
=  Section 4 assesses EFSl's impact on the EIE Group.

= Section 5 provides conclusions,

4 Introduction
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2. WHERE EFSI sTaANDS MID-2016

This section assesses what was achieved so far under EFSI in terms of the projects financed,
overall, and in terms of geographies and sectors. It also describes the new products developed
under EFSI, many of which will be rolled out in the second half of the investment period, thereby
camplementing existing products.

2.1 Portfolio analysis

Az of 30 June 20167, 262 operations had been approved under EF Sl (see Table 2). These
operations accounted for & financing amount of EUR 17.45 bn and, based on the EF=l's
rmultiplier calculation methodology, represent a total investment mobilised of EUR 104.75 bn.
Hence, a third of the way into its investment period (12 of 36 months), EFSl's aggregated
portfalio of approved operations had achieved approximately a third of its EUR 315 bn target. Of
the 262 approved operations, 202 have been signed8 for an EFSl financing amount of

EUR 10.45 bn, representing EUR 66.14 bn of investment mobilised; i.e. 21% of the investment
target.

Although the calculations for many of EFSl's Key Performance Indicators (KP1s) and Key
Manitaring Indicators (kMIs) are based on signed operations, it is impoartant to note that
financing under EFSI will effectively reach the economy when it is disbursed. As of 30 June
2016, EUR 1.81 bn had been disbursed under the W (i.e. 38% of the signed EF Sl financing
amount under the VY. Mo comparable data is available for the SMEW given the specificity of
its instruments.

Tahle 2. EFSI portfolio overview as of 30 June 2016

Aggregated 1Ay

k5 == B = ki s -

2 =2 2 = 2 -

= = %ﬁ = =8 = = E-w

= S = 5 = 5
No. of operations 262 202 TG 34 186 163
EF Sl financing amount {EUR bn) 17.45 10.45 10.80 472 B.65 573
Total investment mobilised (EUR bn}) 10475 | BB.14 a7.07 2238 47 67 4375
Target tota investiment mobilised (EUR bn) | 31500 | 31500 | 24000 | 24000 | 75.00 | 75.00
% to target 33% 1% 24% 9% B4% 58%

The significant difference between the I and the SMEW g Figure 2. SMEW “frontl oading”
regards their distance to target (see Table 2) is largely
explained by the different characteristics of the twao windows,
i.e. the way in which they were set up and their multipliers.

Sonaurss

First, the SMBEW's fast start is explained by the fact that the
EIF agreed with the EC and the EIE to use EFSI to accelerate
the rol-out of existing EC or EIB mandates. The EC | M—
mandates® were constrained by their annual budgets, but wis e e

T Consolidated figures are only produced twice a vear by the EIB in an operational report subritted to

the EC. The latest period end date is 30 June 2016, to be reported on by the end of Septermber 2016,
Mast figures in this evaluation are based on the figures of the draft operational report for this period.
Therefare, figures may differ from thase in the final wersion of the operational repart.

Approvals refer to operations which have received approval from the EIB Board of Directors to receive
finance; signatures refer to operations forwhich one or morefinance contracts have been sioned with a
counterpart; dishursements refer to amounts actually paid out to the counterpart. The "pipeling” (see
helowd refers to operations that are identified bt not approved.

InnovFin SMEG (SME Guarantee Facility) and COSME LGF (Programme for the Competitiveness of
ShEs Loan Guarantee Facility).

Evaluation of the Functioning of the European Fund far Strategic Investments (EFSI) 5
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EFSIl enabled them to be "frontloaded” so that they could enter more guarantee exposures than
otherwise would have been the case within the same timeframe (see Figure 2). Similarly, EFSI
enabled the EIF to increase the investment limits under the EIB's RCR mandate.

In cantrast, in implementing the IWY, the EIB had to develop several new products and adapt
internal procedures and systems, and needed time for these changes to become operational.
Hence, the number and volume of operations under the MY, especially with new products
(subordinated debt, equity, etc), are expected to increase in the second half of the EF 3l period.

Secand, the EIF's debt-type operations typically generate higher multipliers than those of the
EIE. In the case of the latter, the majuri‘% of signed operations in the [M"s porfolio as of 30
June 2016 were "warehoused" projects ™, and are predominantly investment loans with a
multiplier that is expected to be lower than those of operations benefitting fram new EIB
products. Thus, with the development and roll-out of new EIB products, the 1MW will be better
equipped to achieve its investment target.

22 Geographical distribution

Three Member States (UK, ltaly and Spain)  Figure 3. Geographical coverage of signed
account for approximately 63% of total EFS)  operations

financing within the | portfolio, exceeding the
geographical concentration limit of 45% set
within EFSl's Strategic Orientation'".

The SMBEYW has no concentration limits, but
EFSl's Strategic Orientation calls for the SMEW
to reach all EU Member States and achieve a
satisfactory geographical diversification among
them, without precisely defining this criterian.
Mevertheless, when excluding  multi-country
operations, three Member States (ltaly, France
and Germany) account for 54% of tatal EFSI
financing within the SMEW partfalio.

EFSl's portfolio of signed operations had, for the
period ending 30 June 2016, reached 26 EU
Member States (see Figure 3):

Lagsnd
= 15 Member States had operations under B v ovencersER Rackany EdSHEN
both  the WY and the SMEW: Austra, EU Mk mbie n5 4k Racked by I ouly
Belgium, France, Germany, Greece, lreland, EU Mhem b rSte reach ed by SMEN o
[taly, Luxembourg, the Metherlands, Poland, EU Membe 1 SEE 1otyet reached by IN or SHEN
Fortugal, Slovakia, Spain, Sweden and the Ho-Ell

Lnited Kingdorn;
= 1 Member State had operations anly under the IVY: Finland.

= 10 Member States (predominantly found in Central and Eastern Europe) had operations
only under the SMEW: Bulgaria, Croatia, the Czech Republic, Denmark, Estonia, Hungary,
Latvia, Lithuania, Romania and Slovenia;

= 2 Member States had no signed operations under either window: Cyprus and Malta.
Ag recital 13 of the EFSI Regulation states that "EF Sl should seek to contribute to strengthening

the Union's... economic, social and territarial cohesion”, it is concerning that EFSl's aggregated
portfolio {i.e. the IIWY and SMEVY portfolios combined), when excluding multi-country operations,

M Prigr to the finalisation of the lenal basis for EFSl and thus before the EU budoget contribution was
formally approved and the EF 51 agreement sioned in mid-2015, the EIB was requested to use existing
capital to "warehouse" operations which ultimately could gquality for the EL Guarantese.

" hitp i eiborg sttachmentsistrategiess efsi_steering board efsi stratedic_orientation_en.pef

6 Where EFSI stands mid-2016
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is highly concentrated (92%) in the ELNMS, and under-serves (8%) the EU3. This is paricularly
problematic as maost of the less-developed reginns12 in Europe are found in the ELIM3's Central
and Eastern European countries.

This evaluation can only propose hypotheses far the causes of the geographical concentration
of EF 3l aperations at this stage. For instance, EFSI's eligible sectars, as detailed in Article 9(2)
of the EFSI Regulation, may need to be expanded in order to improve the EIB Group's outreach
to ELM3 countries. In addition, the pressure to reach the target of mobilising EUR 315 bn of total
investment might encourage the EIB Group to pursue operations in markets that are mare adept
at using financial instruments and structuring high-risk projects (both in the public and private
sector).

23 Sector distribution

Asg of 30 June 2016, aperations signed under the MY spanned seven EF 3l sectors. Of these,
energy was prevalent, accounting for 48% of total EFSI financing under the VY, thereby
exceeding the indicative 30% sector concentration limit for sectors as laid down in EFSl's
Strategic Orientation.

The SMEW"s signed operations, as of 30 June 2016, span four EFSI sectars. Of these, ROl was
the preeminent sector, accounting for B9 % of total EFSI financing under the SMEVW. Unlike the
I, the SMEW has no limits for sectar concentration. This is justified by the fact that the SMEW
salely engages in intermediated operations and, therefore, the EIF cannot exert the same
degree of control over sector distribution as the EIB for the (WY,

24 HNew products

Given the political will to swiftly launch EFSI, the EFSl Figure 4. Ansoff matrix
Regulation called for the EIB Group to use its existing

structures and products to start delivering on EF S fram ~ Products

the outset. Yet in order to deliver on EFSl's investment Existiny

target, ensure the provision of additionality, and support

a wide range of products adapted to market needs, the z Wl kel : :
EIB Group needed to identify new clients, and develop £ Newiopoent USRI

new products to offer alongside its existing products.
The development of EIB Group's new products is
supported by the supply of additional risk-bearing
capacity provided by EF 3l

=
E vake Prod.ict

. L ¢ Ponctration Dhvec @omont
By plotting new and existing products and markets

against each other, the Ansoff matrix (see Figure 4)

provides a framewark in which this evaluation analyses

the different market developrment strategies that the EIB

Group is pursuging.

These strategies and their carresponding products are summarised in Figure 5, which suggests
that the EIF could implement EFS| from the outset with existing products under existing
mandates (market penetration), whereas the EIE drew on EFSI support to develop new clients,
new markets, or both simultanecusly. The following two sections describe in greater detail the
products that have been developed to this end under the SMEW and the [V

2 e Implementing Decision (201 499ELD of 18 February 2014 setting out the list of regions eligible for
funding from the European Regional Development Fund (ERDFY and the European Social Fund (ESF)
and of Member States eligible for funding from the Cohesion Fund {CF) for the period 2014-2020.

Evaluation of the Functioning of the European Fund far Strategic Investments (EFSI) 7
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Figure 5 Owverall EIB Group strategy to respond to EF Sl
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New products Risk Shanng, Equity Uncapped guarantees

Product develapment

Maket develapmant
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SMEW Equity [New]
Products
[venturne debt
fescuafumanund,
recapitalization funds |

Existing clients Traditional counterparts

Equity, Hybrid Debt

LEUEIEIEE Mezzanine ABS

NP5 (co-dinvestment through
Irenstment Flatfarms |
~ SMEW Equily
[Traciional] Products
(WCAPE Funds)
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Sourcer EIF after Ansoff
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Ewsting products - SMEG, ROR

241 "Frantloading” and the development of new products under SMEW

EFSl's 5B and MD, following consultation with the IC, approve EIF products as eligible for the
usge of the EU Guarantee under the SMEYW. However, the approval of EFSl's governing bodies
i= not sought for individual transactions under the SMBEW, and so standard EIF procedures

apply.

As previously mentioned, it was agreed that the EIF would use the SMEW to accelerate the
implementation of its existing InnovFin, COSME and RCR mandates, which were deemed
appropriate for EFSl purposes. In doing so, the EIF used EFSI support to frantload transactions
under existing mandates that fulfilled EFSI's eligibility criteria. The EIF therefore pursued a
rnarket penetration strategy, as it was reaching out to existing clients with existing products, but
to a greater extent than would have been possible in the absence of EFSI support within the

same timeframe.

In  addition, the EIF
agreed with the EC and
the EIB to proceed with
the design and roll-out of
new products  in the
second haff of EF3l's
initial investrment period.
These  products  were
developed inter aha with
the EC, NPBs and MPIs.
At the time of writing of
this report, the EIF is
beginning to launch the
first  of these new
products. It is therefore
too early to assess them.

8 Where EFSI stands mid-2016

Box 1. SMEVY new producls

* The SMEW Equity Product aims to crowd in the private sector and
complement the current activities of MPBs and MPIs. It consists of
offering estshlished EIF products (e.g equity funds); emerging
products [e.z. technology transfer] and new products (e .z wenture
debt).

* Uncapped guarantees for riskier (subordinated] loans to innovative
SMEs and small mid-caps.

* Uncapped guarantees for the EU Programme for Employment and
Social Innovation (“EasI™), which aim to foster access to microfinance
for vulnerable groups, micro-enterprises and social enterprises, and
consist aof a risk sharing mechanism  between the financial
intermediaries (selected by the EIF, the entitv to which the EC
entrusted the management of this financial instrument) and the EC
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242 The development of new products under the [IVY

During EF Sl's investment period, the EIB's lending targets and funding levels are expected to
remain in line with the historical highs achieved following the EIB's capital increase'. However,
the level of Special Activities (operations with a higher risk profile) in the EIE portfolio is
expected to increase from around EUR 4 bn to EUR 20 bn p.a.; thereby reaching a share of
about one-third of the EIB's new lending within the EL.

This significant increase in Special Activities, combined with EFSI's target of EUR 315 bn of
total investment mobilised, encouraged the Bank to expand its client and product base. The
Bank's ability to do so is supported by the increased risk-bearing capacity provided by EFSIL

From mid-2015, the EIB started developing an operational strategy for EFSI based on desk
research, feedback from clients and internal discussions. It resulted in: a market analysis, a list
of potential new products; a list of major internal and external challenges to deliver EFSI
(notably relating to the increase in Special Activities); individual country factsheets; industry
sector reports; and an analysis of the current situation (pre-EFSI lending volumes per country).

On the basis of the identified investment FiOure 6 INY—Risk profile of new and old products

gaps, a strategy was designed in terms of Rick Prodict

types of products (existing and new) to be HIGH

offered. In addition, individual targets for »

each product and region were established,

taking into consideration the EIB's current

market share and room for further growth.

This went hand in hand with the Linked R

identification of human resources to be De- Linked R )
alluca_tEd,and a reflection on I‘?ECESSSI’}" Lirked Risk Sharing with guemrtee rate <=50%
Drganlsatlnnal changes (SEE section 4) I De-Linked Risk Sharirng with guarantee rate <=30%
hWlore specifically, the EIB's operational =

strateqy for EFSI states that new, scalable [ D58 Samier

products  are  needed, and Special L Layered funds Senicr

Activities need to increase significantly, ¥ | MELsieg.lsarsfor SMEs,mideaps, PSEs] |
particularly through the use of equity-type LOw Codinance @ Project Seniar
products, risk sharing with  financial RS ET: (S T
intermediaries, and cooperation  with .
NPEs/MNPls (see Figure B). The offering of MMM MewEIB produst (launshed uring EFS)
some of these new products by the EIB is Classic EIB product enhanced by EFSI
subject to the approval of ts governing Dlass=ic EIB product

bodies.

Equity-type products, in particular, are expected to make a relatively high contribution to the
EFSI target of total investment mobilised. This is because equity-type products would account
for less than 10% of signed volumes under EFSI (EUR 5 bn) but, due to their high expected
external multiplier, are projected to contribute approximately 30% of the EF Sl target under the
MY (EUR 75 b out of EUR 240 bn) (see section 3.4).

Y Wember States approved & EUR 10 bn capital increase for the EIB in early-2013. The increase in
lending vwalumes related to the capital increase concluded in 2015, As from 2016, lending volumes
were expected to decrease to pre-2013 levels. However, the launch of EFSI required the EIB to
mairtain 20149 leveals, hut with 3 higher share of Special Activities. See also section 3.2 which presents
"nartfolio additionality".

Evaluation of the Functioning of the European Fund far Strategic Inv estrments (EFS0) 9
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Box 2. Development of a network of hew counterparts

In wiew of EF$l's objectives, it was expected that the EIB Group would serve, at least parthy, new
counterparts. For the period ending 30 June 2016, new counterparts accounted for §5% of the sizghed
operations under the 1, and approximately 38% under the SMEW. The fizure for the W is positive,
and the lower figure for the SMEW may be explained by the fact that COSME LEF, InnovFin SMEG and
the RCR mandate, either succeed ar are acontinuation of past mandates, and so are more likel to draer
an an established poal of counte rparts.

243 Use of new products

YWith regard to the IV, of its 39 signed operations for the period ending 30 June 2016, nine
draw on relatvely new products: eight operations are classified as equity/quasi-equity (of which
one has a risk sharing nature) and one is a project finance guarantee.

There are also 37 operations that have been approved but not yet signed under the [IVY for the
period ending 30 June 2016, among which many draw an relatively new products, including:
equity/quasi-equity products (some with a risk sharing mechanism), classified guarantees (some
with a risk sharing mechanism); and the combination of a loan and a guarantee within the same
operation. Similar products are expected to serve operations existing within the IV pipeline of
June 2018, thereby demaonstrating demand for the newly developed products (mainly risk
sharing and eguity).

YWith regard to the SMEWY, for the period ending 30 June 2016, ts 163 signed operations draw
on products offered under mandates (InnowFin SMEG, COSME LGF and the RCR mandate)
that existed prior to EFSI.

25 Conclusion

For the period ending 30 June 2016, i.e. one-third of the way into its investment period, EFSI
approvals stood at approximately one-third of the target of mobilising EUR 315 bn of total
investment. In terms of signatures, progress made accounted for 21% of the target of total
investment mobilised. Therefore EFSI is on track in terms of approved operations, but is lagging
behind in terms of signatures, let alone disbursements.

The two windows, the SMEBEW and the MY, progressed at different speeds. This is mainly
explained by the characteristics of the two windows and the definition of their multipliers. For
ingtance, in implementing the SMEW, the EIF accelerated the roll-out of existing mandates and
only later introduced new products. In contrast, in implementing the 1V, the EIB needed time to
develop a new range of products, which are characterised by having both a higher risk profile
and higher (external) mutipliers. These new products are expected to complement existing
products and be rolled out after EF 5I's first year of implementation.

In terms of geographical and sector concentration, EFSl's portfolio exceeds indicative
orientations. It is expected that efforts are devoted to correct this in view of the limits set in
EFSI's Strategic Orientation and the importance placed on cohesion within the EFSI Regulation.

Finally, following its ramp-up phase, EFSI is expected to reach cruising speed. While this will
depend on several factors, comfort is provided by the launch of new products under the IV and
the SMEW, and the rate at which prospective [IWY aperations are submitted to the I and the
EIE Board.

10 Where EFS] stands mid-2016
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3. KEeyEFSIPRINCIPLES IN PRACTICE

3.1 EFSI preparation

An important justification for EFSI was the existence of an investment gap in Europe. As
mentioned in IPE documentation, by 2013, investment in the EU had fallen nearly 15%
(EUR 442 bn) as compared to the pre-crisis year 2007, Howewver, some studies question the
existence ar extent of the investment gap”.

Twao main arguments are put forward, Firgt, investment in 2007 was a peak year and this level
may have reflected a credit boom in certain sectors or countries, and was therefore not
sustainable. Second, investment levels remain low in Europe, even with increasing liquidity in
recent periods. This may point at other factors, including declining demand, structural rigidities
or uncertainties, which deter investrment. Therefore, the IPE is important as a comprehensive
plan including three different Fillars.

Further clarity on the above could have been provided by an exante evaluation as required béf
the Financial Regulation that regulates the use of the general budget of the Union (see Box 3)1 .
However, as a response to the fallout fraom the global financial crisis, the speed of EFSI's
implementation was deemed to be key. In addition, complementary ex-ante evaluations had
already been underaken for products deployed under the SMEW, e.g. those relating to COSME
and InnovFin'®.

Therefore, it was decided that EFSl would not be subject to the general Financial Regulation but
wolld instead have its own dedicated regulation which did not require an ex-ante evaluation.
Such an evaluation could have explored the causes of the investment gap, as well as identify
irmplementation modalities and potential beneficiaries in greater detail, easing the design and
implementation of EFSI. In addition, the fact that EFS| was considered an e}{ce;]tinn to the EU
Budget Financial Regulation was gquestioned by the European Court of Audito rs'

Box 3. EU Budget Financial Regulation

Article 30

Principles of ecoromy, efficiency and effectiveness

4. In order to improve decision-making, institutions shall undertake both ex-ante and ex-post
evaluations in line with guidance provided by the Commission. Such evaluations shall be applied to
all programimes and activities which entail significant spending and evaluation results shall be
disseminated to the European Parliament, the Coundl and spending administrative authorities,

Article 31

Cormpiilzory financial statement

1. Any proposal or initiative submitted to the legislative authaority by the Cormmission (), which
may have an impact on the budget, [..] shall be accompanied by a financial statement and by an
ex-ante evaluation as provided for in Arkicle 30(4).

E.q. Dauerstadt, M. (20148) How to close the European investment gap? Friedrich Ebert Stiftung, EU
Office Brussels; Myant, M. {2015) The European Commission's irvestment plan: a critical appraisal
and some alternatives, Sacial Palicy in the European Union: state of play 20148, pp127-142; Gras, O
(2014} Investment as the key to recovery in the euro area™ CEPS Policy Brief, M0.326, 13 November
2014; Myant, M. {2019) The European Commission's imvestment plan: a critical appraisal and some
alternatives, Social Policy in the European Union: state of play 2015, pp. 127-142.

Regulation (EL, EURATOM) Mo 962012 of the European Parliament and of the Council on the
financial rules applicable to the general hudget of the Union.

E.q. EC Staff Waorking Paper: Impact Assessment accompanying the Communication from the EC an
Horizon 2020 — The Framework Programme for Research and Innovation, SEC (2011) 1427 final, EC
StaffWvarking Dacurment. Ex-ante assessment ofthe EU SME Initiative, SWD (2013 517 final,

Opinion 412018 cancerning the proposal for a Regulation of the Earopean Parliament and of the
Council on the European Fund for Strategic Irvestments and amending Regulstions (ELL Ko
128112013 and (EU) Mo 131652013 (p.13-14).

http e ecg europa.ewlistarECADocumentsfOP 158 040P15 04 EM.pof
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The closest EFSl's design came to an ex-ante evaluation was the report issued in
December 2014 by the Special Task Force on inwestment in the EU. The Task Force -
comprising representatives of Member States, the EC and the EIB - aimed to:

= Cormpile alist of potential projects that could be undertaken in the shart run;

= Analyse barriers and bottlenecks to investrment in the EU; and

= Devise an action plan far creating an enabling environment and pramating a credible and
transparent project pipeline.

The Task Force identified more than 2000 projects with a total investment cost of
EUR 1.3 trillion, of which EUR 500 bn could be realised within the period 2015-17. It also
identified several crosscutting and specific barriers to investment relating to SMEs and mid-
caps, as well as sector-specific challenges, The Task Force was clear that the list of projects did
not provide an exhaustive inventory of possible investrment projects and should anly be
considered illustrative, The list has thus far plaved a minimal role in the development of a
project pipeline for EF Sl however, interviews suggest that it may have influenced decision-
makers in demanstrating the potential demand for EF SI.

In sum, EFSl was swiftly designed to answer an urgent poltical call for an investment plan in
Europe. This urgency came atthe expense of rigorous design and good practice in terms of ex-
ante evaluations as defined by the EU Budget Financial Regulation.

The following paragraphs assess the main principles underpinning BEF 3I's design and how they
function after one year of EFSI implementation.

32 Scoreboard, eligibility and added value

321 The Scorgboard under the [V

An important purpose of BF S is to address the difficulties in financing investments with high
added value which contribute to achieving Union policy nhjectivesw. The Investment Guidelines
found in Annex Il of the EFSI Regulation define "added value" as: "Projects benefitting from the
Ell Guarantee shall respect the eligibility criteria and general objectives set out in EFSI
Regulation's Article B and Article 9(2) respe dively"'g.

Article B and Aricle 3{2) were made operational within the EFS] Scoreboard, which was
established by the EC in dialogue with the EIB. As per recital 3 of its Delegated Regulatiunm,
the "Scoreboard of indicators should be used to ensure that the EU Guarantee is directed
towards projects with higher added value".

The Scoreboard is aligned with the EIB's 3 Pillar Assessment (3PA), which is the tool used by
the EIB to assess the eligibility and guality of projects in the EU as well as the EIB's contribution
to the projects. Both tools consist of Pillars, which comprise several indicators reflecting
relatively heterogeneous elements (see Figure 7). These Pillars are assessed individually and
are notaggregated into a single rating. The first three Pillars of both tools are identical: Fillar 1
assesses the eligibility of the project with respect to palicy objectives; Fillar 2, the quality and
soundness of a project (including technical wiability and the economic rate of return, ERR); and
Fillar 3, the technical and financial cantribution of the EIB to the project. Pillar 4 comprises a
number of complementary indicatars on the project (including expected outcomes), its sector
and its country context. The indicators relating to the latter are specific to EFSI

% EF 5 Regulation recital 13,

% annex I, EFSI Investment Guidelines, section 4.

A Corrrission Delegated Regulation (EUY 2015/ 558 of 22 July 2015 supplementing Regulation (ELY
2015M017 of the European Parliament and of the Council by the establishrment of a Scorehoard of
indicators far the application of the EU Guarantee.

12 Key EFZI principles in practice
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Figure 7. Overview of the Scoreboard of indicators
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322 Use of the Scoreboard

The EF Sl Scoreboard is used by the IC to ensure an independent and transparent assessment
of the possible use of the EU Guarantee under the IWY and to "prontize the use of the EU
Guarantee for operations that display higher scores and added value ™' Interviews with 1C
members confirrmed their use of the EFSI Scoreboard and, more sgecifically, how they used
Pillar 4 10 hetter understand the eligibility of the projects they assess®™. However, partly due to
the fact that operations are presented as a pipeline {i.e. they are presented to the IC
incrementally and not as a batch), the Scoreboard cannot be used as a priority setting tool™.

This ewaluation also found that the terms "value added" and "added walue" were used
interchangeably both in the EFSI Regulation, the Delegated Regulation and in practice.
Therefore, in order to avoid confusion, this evaluation calls for the Scoreboard to instead refer to
project selection criteria. The term "added value" could then be reserved for the economic
added value of projects (e.g. as measured, where possible, by the ERR) or for the added value
of EFSI financing them (as expressed through the additionality criterion discussed in section
3.3

Ag Figure B shows, as of 30 Figure 8. Scoreboard results for the Vs 39 signed operations
June 2016, the portfolio of  (as of 30 June 2016)

signed IV operations  was ;
skewed towards the upper end

of the rating scales of Fillars 1 Fillar 1 b 17 16
and 2. This indicates that
operations are, at the time of
appraizal, deemed to bhe
strongly aligned with EFSI
policy objectives and are of -
high quality.

Fillarz |2 24

Fillar 3 |1 14 20

=
L
B

Pillar 3 scores were largely
concentrated in the moderate
to significant range with fewer Rating stala for Pillar Land 3Pillar 2
operations attaining the

! . LoweMarginal  Modaata/accaptable BagnficantGood W hghfesallant
highest rating.

M e Delengated Regulation (ELY 201571558 on the estahlishment of a Scoreboard of indicatars for the
application of the EU Guarantee, 22 Juky 2014,

22 asthe deliberations of the 1C are confidential, it was not possible to perfarm a docurment analysis on
the use ofthe Scorehoard, hence, these findings are solely based on interviews.
A similar observation was already made in the Evaluative O pinion provided by EV on the 3PA tool used
vy the Bankto assess projects.

Ewaluation of the Functioning of the Buropean Fund for Strategic Investments (EFSN 13
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All of the eligible sectars listed in Article 9(2) of the EF Sl Regulation were covered by at least
one EFSl operation. The aggregation of Scoreboard data also confirms that [IWY operations are,
thus far, largely focused on the development of the energy sector.

Article B of the EF 3l Regulation stipulates that EFSIis to support projects that are economically
wiable according to, when possible, a cost-beneft analysis following Union standards. Pillar 2
includes the ERR for 19 out of the 39 EFS| operations signed under the [V for the period
ending 30 June 2016% The ERR of 13 of these 19 projects is above 10% (good to excellent),
three have an ERR of 7-10% (acceptable to good), and three have an ERR of 35%6.9%
[marginal to acceptable). The interviews with [T members confirmed that the ERR is taken into
account when assessing the eligibility for the EU Guarantee.

The following table provides aggregate figures for some of Pillar 4's project-specific indicators
forthe 39 projects financed by the EIB under EFSI's 11WY.

Tahle 3. Selected Pillar 4 indicators for signed operations und er IV {as of 30 June 2016)
EIB,/EF4S eligible investment mobilised (EUR bn) ey
lohs supported 5,000
Temporary employment impact (person years) QENEEEES

Permanent employment impact 7,092

The above indicators measure the expected project outcomes i.e. the direct effects of the
operations, They do not measure indirect or induced effects (ie. through increased economic
activity) and can therefore not measure the net impact on the economy (e.g. employment
created only refers to direct jobs). It would not be possible, due to methodological and resource
constraints, to measure indirect or induced expected effects in the context of a standard
appraisal of individual projects.

In order to measure the net macroeconomic impact of EFSI operations on growth and
employment in Europe, the EIB Economics Department has been working together with the
Sevilla-based Joint Research Centre of the EC to use the Rhomolo model, & structural
macroeconomic multi-sector, multi-regional model. So far, a pilot has been carried out using
projects financed under the period of the EIB capital increase. The pilot confirmed the model
would be adequate for measuring the macroeconomic impact of projects supported by EFSI.
Furtherwork will now be undertaken to extend the model to include intermediated operations.

Box 4. Comparing scores of EFSI and non-EF5SI projects

347 EIB operations from 2014, for which the 3PA is available, were compared to the 39 EF3l operations
under the W signed by 30 June 2016, while the number of EFSl operations is too small to be
conclusive, this comparisan provides insight into the qualitative differences between EFSI and non-EFSI
operations.

The analysis showes that: (i) EFSl operations are expected to cantribute tao a higher number of EU policy
objectives than non-EFSl operations [Pillar 1); (i) operations are similar in terms of quality and
soundness (Pillar 2); and, in terms of technical and financial contribution, EFSl operations are more
evenky distributed over the different scoresthan non-EFSI operations [Fillar 3).

323 Addedvalue under the SMEW

Under the SMEWY, the EIF defines the added walue of an operation in a way similar to Pillar 3,
as it focuses on the EIF's comtribution to the operation — as opposed to the contribution (or
added value) of the operation to society. In applying this definition, the EIF assesses: (i) the

2t gtandard methodologies for ERR cannat be applied to intermediated operations (such as those under
the SMBEW or equity operations under the W), asthe projects which will he subseguently financed by
the intermediary are not known,

14 Key EFZI principles in practice
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degree of difficulty for an operation to secure alternative funding (similar to the definition of
additionality discussed in section 3.3); (i) the EIF's role in structuring and advising on a deal,
and (jii) the catalytic effect of the EIF {the EIF as cornerstone investaor, its signalling effect, etc)
using EFSI support.

Unlike prospective operations under the IV, whose added value is assessed by the IC and the
EIE Board, the added walue of operations under the SMEW are discussed at EIF Board-level
Further detail on how the IIVY and the SMEYY function differently in terms of their governance
reguirements is provided in section 3.7

33 Additionality and Special Activities

According to the EFSI Regulatinn25, "the EU Guarantee shall be granted in support of
operations that meet the criterton of providing additionaliy...". Therefore, additionality is a key
concept for EFSI

The criterion of providing additionality is defined in Article 5(1) of the EFSI Regulation (see Box
5). First of all, it states that EFSI operations must: (i) address a market failure or sub-optimal
investment situation and (i) could not have been carried out to the same extent or in the same
time frame without EFSI. However, the Regulation further elabarates on the definition by placing
particular emphasis on the risk profile of the operations and the overall porfolio by stating that
EFSl financing shall be considered to provide additionalty to a project if it carries a risk
corresponding to EIB Special Activities {i.e. has a loan grading of D- or below™).

as per Art 5(1) of the EFS] Regulation

Article 5 - Additionality

1. Far the purposes of this Regulation, "additionality’ means the suppart by the EFS| of aperations
which address market failures or sub-optimal investment situations and which could not have been
carried out inthe perod duringwhich the EU Guarantee can be used, or not to the same extent, by the
EIB, the EIF or under existing Union financial instruments without EF3l support. Projects supported by
EF3l shall typically have a higher risk profile than projects supported by EIB nommnal operations and the
EFSl portfolio shall have overall a higher risk profile than the portfolio of investments supported by the
EIB under its nammal inve strment policies before entry into force of this Regulation.

The projects supported by the EFSI, while striving to create employment and sustainable growth, shall
be considered to provide additionality if they carry a risk corresponding to EIB Special Activities, as
defined in Article 16 of the EIB Statute and by the credit Ask palicy zuideling s of the EIB.

EIB projects carrying a nsk lower than the minimum sk under EIB Special Activities may also be
supported by the EFS|f the use of the EU Guarantee is required to ensure additionality as defined in
the first subparagraph of this paragraph.

This Article of the Regulation has led to discussions on how best to ensure that EFSI provides
additionality. The Regulation states that EFSI financing provides additionality to operations that
are Special Activities (e are high-risk), and are therefore elighble without needing to
demoanstrate (as is the case for non-Special Activities) that they () address a market failure or
sub-aptimal investment situation and (i) could not have been carried out in the period during
which the EU Guarantee can be used, or not to the same extent, without EFSI support.

EFSI provides additionality to higher risk operations when those aperations could not have been
carried out (to the same extent or within the same timeframe) because investors are not willing
to take the necessary risk. In such a case, the EIB typically takes a higher risk tranche of an
operation and crowds in ather investars that take lower (or other) risk tranches, thereby enabling
EFSI to provide additionality. However, there might be situations in which the risk profile does

2= annex || — EFSI Investrment Guidelines,

2 Asper the Bank's Credit Risk Policy Guidelines for Europe, Special Activities corprise () Dekt (oan
and guarantee) operations, where the counterpart has a Loan Grading of D- or below, and (b) Equity
type operations.
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not reflect additionalty, i.e. alternatve structures (including less risky structures) could have
been considered.

In practice, however, the EIBE addresses the more comprehensive criteria of additionality for its
Special Activities, and so goes beyond the requirements of the EFSI Regulation. This is evident
in EFSI documentation prepared for the IC and in relation to the EFSI Scoreboard (see Box B).
Furthermaore, interviews suggest that IC members, responsible for assessing whether a project
is eligible for the use of the EU Guarantee under the IV, scrutinise the additionality for all
operations fncluding Special Activities, as they see themselves as the guardians of the
additionality principle on behalf of the ELL Finally, the EIB's Board of Directors, which approves
all EIE operations receiving EF Sl support, also places considerable importance on the different
aspects of additionality, even if the operation gqualifies as a Special Activity. This evaluation
deems it positive that the EIB documents how EFSI financing provides additionality for each
operation, including those classified as Special Activities.

Mewertheless, this suggests that the definition and use of additionality in relation to the Special
Actiwities may need further clarification, particularly in Article 5(1). This would allow higher
consistency in the way projects supported are documented and would mitigate reputational risk
posed to EFSI.

Finally, besides the provision of additionality at project-level, there is the concept of addionalty
at portfolio-level As previously mentioned, the EU Guarantee enhances the risk-bearing
capacity of the EIB and, as a consequence, would allow the EIE to significantly increase its
annual volume of Special Activities (from around EUR 4 bn to EUR 20 bn). Therefare, EFSI
would allow the EIB to provide an additional volume of financing that is higher than the risk
profile of its traditional lending, beyond what would otherwise be possible under the constraints
of the EIB Statute. This is referred to as "portfolio ad dition ality".

Box 6. Additionality in IC documentation

Al of the 39 signed operations in the Iy portfolio for the period ending 30 June 2016 are Special
Activities and, as per the EFSl Regulation, are deemed to benefit from the additionality of EF3l support.
Howewer, dacumentation prepared within the EIB in relation to these operations often address other
elements of the additionality definition within the EFS| Re gulation, incuding:

- Market failures or investment shortfalls

= Langertenor or maturity

- Croveding in of inve stors [catalytic effect)

- Diversification of financing source s for the promoter

- EF3lbeing critical to the launch of the operation

34  EFSI's multipliers

EFSI aims to use the EUR 21 bn provided by the EU and the EIB to mobilise EUR 315 bn of
totalinvestment in Europe. This implies a total multiplier of x15.

YWhile the actual multiplier can only be measured at portfolio-level and at the end of the
investment period, the EIB Group is required to estimate total investment mobilised as a KPI to
monitor progress toward achieving the EUR 315 bn target As a result, multipliers must be
caleulated at the level of each transaction and on an ex-ante basis. Measuring progress toward s
the achievement of the investment target depends an the assumptions made regarding the
multipliers.

Therefore, the EIB Group has dedicated considerable resourcesto developing, together with the
EC, a methodology to estimate the multipliers for different types of products. The multiplier
methodology provides a framework for linking the underlying EF S| support available with (&) the
amount of EIBEIF financing (the so-called "internal rmultipliee” - M) and (b) the amount of total
investment that is expected to be generated by such financing (the so-called "external mutiplier”
- EM). Box 7 provides more information on the methodology as endorsed by the SBin 2015
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Box 7. EFSI's multiplier methodologies

E F=I's muttiplier methodologi ez comprize the two independent factors outlined in the dagram below

Internal Multiplier X External Multiplier = EFSI Multiplier
Relatlon betwean Relatlon betwean
EIE loan f EIF suarantee f Total Investment e et

Total | reest et

Egjulty @ mount and e
and EIE lean f EIF guarantee f
EFS | Cont rlbutlon Egjuity anwount EFS! Contr butlon

Methodology for the IM&
1 The Intemal Multiplier k)

The IM represents the relationship between the EF 5l contribution and the EIB's financing. It can only be measured &
the end ofthe investment petiod and st portfdlio-level. The EFSI contribution takes the forn of a First Loss Piece (FLP)
far the debt windowy. The FLP is expected to be 25% at the end of the investment period enabling every ELR 1 of EFSI
support to lead to, on average, EUR 4 of EIB financing. Therefore, the ex-arte IM on projectdeswel is s at =4 for all dett
operationzs. Under the equtyiequitydype windovy, the 1M corespond=sto the actual amount of EIB firancing and is set at
B

2 The Extemal Mutiplier (EM)
The formula for calculating the EM for Investment Loans and Direct Equity® quity-Type Opearations is as follove:
EM= (Praject Investinent Cost)/ fEFST Finahcing Faidme)

The caloulation of the EM for Intermediated Operations i= slightly different a= it highlights the enhancement provided
by co-financing st the level of the financial internediary. This sdditionsl factoe i= called the "Catalytic Effect" (CE), which
isto be multiplied bythe EM on the projectdevel (EM*). Hence the formulais as follows:

EM = (Cataldtic Effect; CE) x EIM*
ENF = (Prject investment Cast)! (Financing Amount from Intemnedian)
CE = (Financihg amonnt o Intermediang) S (EFST Financing o)

Methodology for the SMEW™
1 The Intemal Multiplier k)

=  COSME LGF: fized &t x1, asthiz capped guarantee product does not require any intemal co-financing;

=  InnovFin SMEG: fized st x5, as the uncapped guarantee requires EIF second loss coverage on top of the
estimated first loss (20%) covered by the EF 51 contribution; and

=  The RCR Mandate expeded to be, on average, =25, and has a minimum 1M of 1 05 due to the EIF's co-
investment okligation under the mandate. Therefore, the RCR Manda e has the only warizskle notionsl k.

2  The Extemal Mutiplier (EM]

The calculstion of the EM for the SMEW iz based on the fallowwng components, which vary by SMEYY produd:
=  Finandng provdded by Firancial Intenm ediares to SME= due diredly to EIF support (EM 1Y
= Adiustments for top-ups of existing equity investments, non-EFS| eligible componerts (e.g. invedment in
indigible geographies), and joirt EIB-EIF transactions, and
= Additional investments or financing in the SME s (EM2), thereby representing the ratio between the moakilized
finanzing wolume and the resulting eligible mobilised invedment made by =ME=, small mid-caps etc.

Product IM EMH EM2 ™

COSME LGF 1 X Min. 20 % X 14 = Min. 28
InmowFin SMEG =) X hin. 2 k3 p:, X 1.4 = hin. 14
RCR 25 X 241032 x 0.75 X 2.5 = 111015

**Connter-guaraniees rate. Consequently counter-guarantee transactions show higher total mutiplers

2 Joirt proposal by the EC and the EIB ¢2015) EFSI Multiplier Methodology Calculation, Docurment 06-
2015, SBf04i15.
Joint proposal by the EC and the EIB (2015) EFSI Multiplier Calculation Methodology, Document 13-
2015, SBIOEM5.
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The development of the methodology has led to animated discussions because, as new
products are developed, the corresponding multiplier methodology needs to be defined, and the
undetlying assumptions need to be tested and adjusted as needs be (see Box 8). In addition,
the target of EUR 315 bn of total investment mobilised may also create incentives for defining
multipliers that facilitate its achieverment. Hence, the focus on multipliers and on reaching the
investment target should be a means to an end, rather than an end in itself, and should not
detract from what is as impaortant: the appropriateness of the projects financed.

Box 8. The case of the “RE Fund™

The “RE fund” (fictive name] is a fund primadly targeting equity and mezzanine-type investments in
renewable energy production and transmission. The fund had three rounds of funding; the EIB
participated in the third one.

Initial docurnentation, before the finalisation of the multiplier calculation methodology, showed an
EF:l Multiplier of x40 for this operation. Such a high multiplier underlined the need to revise the
rmethodology for this type of operation: it was decided to exclude all fund closings prior to the EIB's
participation. The final EFSI Multiplier re parted under the new methodalogy was x7 8.

This example illustrates the complexity of the methodology and how some changes can hawve a
sighificant impact on the calculation of total inve strment mobilised. Therefore, considerable efforts are
rmade, as new products are developed, to make the methodologe more sound and robust.

Finally, the case of the "RE fund" illustrate s how methodological changes can lead to a five-fold
difference in the multiplier and the importance of demonstrating that EFSl support actually
induced (or mobilised) the investment of others, Thus, the EIB should continue to explore and
document with clients how, in their opinion, EF Sl financing was responsible for mobilising other
investors, as this would facilitate a better assessment of the extent to which EFSI is achieving
its policy objectives. Howewver, it must be acknowledged that the mutiplier and its corresponding
documentation are illustrative and cannot demaonstrate causality between EFSI financing and
other sources of financing.

35 Private finance mobhilis ed

The decline in investment in the EU over the period 2007-2013 underpinned the rationale for
establishing EFSl. As per its Regulation, EF3l is expected to maximise where posshble the
mobilisation of private sector capital. In doing so, private finance mobilised has been
established as an EFSlI KPL For the period ending 30 June 2016, of the EUR 66.14 bn of
investment mobilised by EFSI, EUR 4116 bn (B2%) was tied to private finance (see Table 4.
This is positive, however, it is important to maintain the ambition of crowding in private
investment to address the challenges at the origin of the IPE. In addition, & is difficult to pass
Judgement an whether EF Sl is on track in terms of private finance mobilised as no target was
set far this KPI.

Table 4. Private finance mobilised (EUR bn)®

Total Debtiypeoperations Equity-type operations

Private finance 14 .43 1065

Tatal 22.39 17.75 4.60
thare 4% B0% g%
Privae finance 26.73 1222 1451
Tatal 4375 2112 2263
thare 1% SE% 4%
Priv e finance 4116 X287 1529
Agmegated Q] 66.14 33.90 2723
Share B2% 59% 7%

2 Consolidated figures are anly produced twice & year by the EIB in an operational report submitted to
the EC. The latest period end date is 30 June 2016, to be reparted an by the end of September 2016,
Most figures in this evaluation are basad on the figures of the draft operational report for this period.
Therefore, figures may differ frorm those in the final version of the operational report. The amount of
private financing mobilised is calculated as perthe KPEKMI meathodology endorsed by the SB.
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36 Co-ordination, complementarity and coherence

The IPE stresses the need to maximise the impact of limited public resources by crowding in
more private investment. As per its Regulation, EFSI is required to be complementary ta, and
coherent and coordinate with, a variety of interventions including: the objective of cohesion; EU
programmes and instruments; traditional EIB activities; and all other actions for reducing EU
investment gaps (e.q. those relating to the IPE). Doing so is expected to create synergies,
ensuring that the combined impact of EFSI and its related interventions is greater than the sum
of their parts.

The EFSI Regulation, however, is silent on the practical arrangements needed to ensure
complementarity and create synergies. Mo prior assessment was made to understand how
EFSl-related interventions at ELY, national, regional or lacal-levels could beneft from each other.
Camplerentarity is therefore sought during implementation through "learning-by-doing”, and
less by design.

3E6.1 Synergieswith IPE Pillars 2 and 3 can be enhanced

Fillar 2 — Ewropean lnvedment Advisory Hub

In the context of the IPE, the EC and the EIE have decided to strengthen the investment
advisory services they provide to public authorities and project promoters in the EU by
establishing the EIAH. The ELAH, launched in September 2015, constitutes a key entry point for
public authorities and private promoters to find advice, either under existing adwvisaory
programmes (Jaspers, InnowFin Advisory, Fi-Compass, ete) from new or expanded EIB support
services, or from the Hub's relevant external partners. The EIAH is not solely focused on EFSI
but is nevertheless expected to support # by enhancing the capacity of public authorities and
project promaters to identify, prepare, structure and implement strategic projects, and enhance
the effective use and potential leverage of EU programmes.

At the time of writing this report, the EIAH was in the process of refining its strategy, based on
the experience gained so far. It has been operational from the second half of 2015 and, as of
end of July 2018, had received 239 requests (of which 180 were project-related) originating from
27 Member States, with about two-thirds of the requests came from the private sector. Thus far,
26 projects in the EFSI pipeline have benefitted from the Bank's advisory support during their
development. Those projects were not advised by the EIAH, howewer, they demonstrate
dernand for such support under EFSIL

The way in which the EIAH could contribute further to EFSI is expected to be addressed in the
EIAH strategy which is currently under development. This may include the identfication of
potential EF Sl projects, advisary support to individual EFSI projects, and possibly support to
dissemination and promotional activities, particularly for inve stment platforms for which the EF SI
Regulation assigns an advisory role to the EIAH.

Fillar 2 — Ewropean livegment Froject Portal

“arious stakeholders have claimed that the lack of a transparent forward-looking pipeline of EU
investment projects has acted as a barrier to investment in the EU. In response to this, a
publicly available web portal was set up so that EU-based project promoters are given the
opportunity to show their projects and investors can obtain information on those projects™. The
EIPP has been operational since May 2016 and, therefore, it is too early to assess its potential
contribution ta EFSI. Moreover, the initial idea underpinning the EIFF has transitioned from
providing a guality label to investment projects — which would require some sort of assessment
— to more of an information exchange portal, primarily connecting private investors and project
promoters. In the EIPP's current form, potential synergies with EFSl and its pipeline are deemed
weak by both the EIB and Commission staff.

M The EIPF is composed of a database of project fiches (structured project surmmary information), an
interactive project map, and an interactive project directory ina tabular farm,
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Fillar 3 = Improving the investment enviranment

The 3™ Pillar of the IFE is expected to have a major impact on investment in the EU, as it
includes efforts to make EU regulation mare investment-friendly by removing national requlatory
barriers and increasing harmanisation of the investment environment. A key component is the
Capital Markets Union for which the EC presented an Action Plan in September 2015,

The EC has also analysed the main challenges to investment at national-level and has
elabarated country-specific investment profiles far each EU Member State with the aim of them
undertaking structural reforms. These challenges to investment have been included as a priority
in the context of the 2016 European Semester. However, this is ultimately a woluntary process
by which Member States could take actions, based on non-binding recommendations, hence,
reducing the possibility of EU-level stakeholders inducing national reforms. Interviews suggest
that regulatory barriers are not sufficiently tackled at present to contribute to a more investment-
friendly enwironment.

In sum, the evaluation finds that complementarity between the different IPE Pillars is still
incipient. Increased complementarity would enhance EFSl's implementation and, therefore,
better enable the IPE to achieve its objectives. The EIB Group has a high degree of influence on
the functioning of the EIAH because it is managed by the Bank on behalf of the EC, but it has
limited influence on the EIPP or on the IPE's 3™ Pillar, other than contributing to general
reflections on barriers to investment™ .

362 Mewforms of cooperation emerge around EU funds

Connecting Europe Facilty and Harizon 2020

The Connecting Europe Facility (CEF) and the Horizon 2020 (H2020) are programmes
managed by the EC. Same of the funds that constitute EFSl's EU Guarantee ariginate from the
budgets of these programmes, howewer, these budget lines under EFSl no longer have
dedicated CEF or H2020 policy objectives.

The evaluation found that there are both risks and opportunities posed by the relationship
between the EIB and those programmes. With regard to the risks, and in view of the pressure to
deliver EFSI, some evidence indicates that the EIB privileges EFSI operations over CEF or
H2020 operations. The potential competition between EFSI and the existing mandates (or other
EIE activities, more broadly) is part of the allocation assessment made by the EIB, and should
be carefully monitored.

The opportunities for synergies between the programmes and EFS| reside in the fact that the
EC could use CEF and HZ020 funds to finance the First Loss Piece (FLF) of operations (as the
EIB does not finance FLPs under EFSI), while the EIB would finance mezzanine tranches under
EFSI. Discussions between the EC and the EIB on such financing structures are at an
advanced stage.

Strictural Funds

The EU Structural and Investment Funds (ESIF) is the common designation for five European
funds™ which operate under a common legal framework as well as under fund-specific
regulations. Taken together, these funds have sectoral policy objectives which, to a certain
extent, map to those of EFSI. There are, therefore, opportunties for complementarity between
the interventions.

M For instance, the EIB established an internal working graup an barriers ta investment in relation to the

IFE 3rd Fillar.

European Redional Development Fund (ERDF), the European Sacial Fund {ESF), the Cohesion Fund
(CF), the European Agricultural Fund for Rural Development (EAFRD) and the European Maritime and
Fisheries Fund (EMFF).

3z
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The EFSl Regulation highlights the importance of complementarity with the ESIF, as EFSI
projects should be "consistent with Union policies, including [...] economic, social and teritorial
cohesion” At the same time, the Regulation provides little orientation on how to achieve such
complementarity. Reflection on potential complementarity between EFSI and ESIF ctarted in the
second half of 2015, when EFSl was already underway. The EC published a brochure at the
end of February 2016, which explains the possibilities for combining EFSI and ESIF financing.
This is currently the only guidance that exists on the combination of ESIF and EFSI funds, and
the EIB refers to this brachure on its intranet site as part of the EFSI toalbox

EFSl and ESIF can in theory be combined at different levels (project-level, financial instrument,
investment platform, or combinations of those), as long as their respective eligibility criteria are
satisfied. Combining ESIF and EFSI resources in "layered funds" is similar to the structure
described for CEF and H2020 abowve: the ESIF funds would finance the FLP, while the
mezzanine tranche would be financed by the EIB (backed by EFSl support), and the senior
tranche would be financed by other investors.

However, by the time of this evaluation, few EFS| operations had received complementary
finance fraom ESIF funds. Akthough it lies outside the scope of this ewaluation to assess this
issue in depth, certain barriers may exist that would hamper ESIF-EF S| co-financing. For
ingtance, the financial structures through which co-financing could take place may seem
complex to Managing Authorities with little experience in financial engineering. This may
discourage authorties from proposing co-financing. In addition, there may be a trade-off
between (i) combining EFSI] with other EU instruments and (i) maximising total investment
mobilised, as EFSI's KPls-kKMls methodology requires that B co-financing is deducted from
the total amount of investment mobilised by EF 31

After one year of EFSI implermentation, it is an appropriate time to assess the needs and
barriers to combining EFSl and ESIF funds. In addition, there may be a role for Advisory
Services to provide support to Managing Authartties in arder that EFSI can better reach out to
Central and Eastern Eurapean Member States (see section 2.2).

3E3 With Mational Promational Banks and MNational Promaotional [nstitutions

As a group, NPBs/MPIs are guite heterogeneous: they have different sizes and areas of
expertise, and can have different structures {ie. as a government agency or a fully-fledged
bank, partially or fully state-owned). Due to their local knowledge and expertise, NPBs are
considered strategic partners of the EIE Group in the context of attaining EFSI's objectives. In
return, the EIB can provide the capacity to: assess, manage and structure large projects; crowd-
in international investors, share knowledge at EU-level; and provide an overall wiew on EU
policies and objectives.

The EFZI Regulation underlines the impartance of the EIB Group's cooperation with NPBs and
MPls. Hence, shortly after the adoption of the EFSI Regulation, the EC released a
Communication to describe the role of NPBs in supporting the IPE.

Initially it was foreseen (recital 10 of the EFSl Regulation) that Member States or MPBs/MPIs
could make one-off contributions to EFSI by contributing to the Guarantee Fund. At the launch
of EF3l, a cumulative contribution of up to EUR 42 bn was announced by various Member
States, NPBs and MPIs. However, the support of the MPBs to the IPE eventually shifted from
contributing to the guarantee to cooperating at the level of investment platforms or individual
projects. In response to this, severalinstruments have been developed to cater for the variety of
NPB=MNPls (see Figure 5), including the EIF-NPI Equity Platform, and the EIF and MPFls
Securitisation Initiative.

As Table 5 shows, B9 of EFSl's 202 operations involve NPB co-financing. These operations
account for total EFSl financing of BUR 3.36 bn, which alongside MPE financing and other
investment, is expected to mobilise EUR Z3.43 bn of total investment.
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Table 5. Cofinancing with NPBs®™

Humber of Amount of EFSl financing in EFH financing mobilised
operations invelving operations involving MPB with HPBs (EUR bn)
HPEB co-financing w-financing {BJR bn)

With MPBs
Toral
Share

With NPBs
Total
Share

Aggiegated  With NPBs
Total
Share

Interviews with NPBsMFls and EIB Group staff indicate that the recent deployment of new
products and investment platforms is increasing the pipeline of projects that NPEsMPls may co-
finance. Therefare, while it is too early to assess the involvement of NPBs/NPls, it is expected
that their co-financing of EFSI operations will increase.

In addition to participating in EFSI, some interviewees fram MPBsMNPls explained how the EIB
and the EIF had facilitated increased netwarking and information exchange amaongst some of
the MPBs/MFIs, who had more limited contact with ane anaother in the past. This enabled those
MNPBsMPls to learn from each other and better work together, including within the context of
EFSI.

37 Governance of EFSI

The adequate functioning of EFSI's governance structure is key to achieving EFSI's objectives.
Although EFSI's governance structure is added to the EIB Group's governance structure, the
EFSl Regulation indicates that they should not encroach upon or interfere with the decision-
making process of the EIB or the EIF*™ Therefore, it is important to analyse how the two
governance structures complement one another in order that EFSI reaches its objectives.

37.1 Key components of the governance structure

EFSl's dedicated governance structure is described in the EFSI Regulation, and is supported by
provisions relating to reporting, accountability and evaluation. The Agreement between the EC
and the EIB also specifies technical and administrative conditions for the management of EFSI.

EFSl's governance structure should complement the EIB Group's governance structure given
that the identification, appraizsal and approval of EF S| projects relies on the regular project cycle
of the EIB, adding rather than replacing specific steps. This decision was taken to ensure a swift
set-up and to beneft from the funding and experise in lending and risk management fram the
EIB's existing structures. EFSI's governance structure includes a 5B, an IC and a management
team comprizsing & Managing Directar (MD) and the Deputy Managing Director (DMD). Further
to this, the EIB set up a number of entities to support the implementation of EFSI.

*# Consolidated figures are only produced twice a year by the EIB in an operational report submitted to

the EC. The latest period end date is 30 June 2016, to be reported on by the end of Septermber 2016,
Most figures in this evaluation are basad on the figures of the draft operational report for this period.
Therefore, figures may differ from those in the final version of the operational report. Please also note
that the list of MFBs for the purposes of this reporting isyetto be confirmed by the EC.

EF 8l has had limited impact an the EIF in terms of governance; the instruments used by the EIF faor
EF 8l operations have to be joirtk approved ky the 5B and the MD, atter cansulting the 1. This lighter
approach is mainly due to the will of the legisiator to avoid duplicating the governance structure of the
COSME and InnawF in products.

L)
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Stesring Board

The SB has four members: three appointed by the EC (currently EC senior management from
DG ECFIN, DG ENER and DG GROW) and one appointed by the EIB (curently a Wice
President). The 5B is responsible for determining EFSI's strategic orientations. In this respect, it
ensures strategic alignment and consistency at portfolio-level and across all EFSI operations. In
doing so, it sets the rules necessary for EFSI's functioning, supervises the fulfilment of EFSI's
objectives and regularly monitors that IC members respect their duties. The 5B is also
respansible for appointing EFSI's 1, selecting candidates for the MD and DMD positions, and
regularly organising a consultation with relevant stakeholders on the oarientation and
implementation of EFSI.

The 5B has been in place since July 2015, and is fulfilling its role of overseeing the overall
irmplementation of EFS1 It has been influential in determining the risk profile of EFSI and has
endorsed operating policies, procedures and EFSI's Strategic Orientation. It has also clarified
impartant topics (e.g. arientations for the hybrid portfolio ar cooperation with NFBs). In addtion,
the =B is currently organising its first consultation with external stakehalders. It was initially
expected that the 5B, being a strategic body, would meet three times a year but 14 meetings
have already taken place within nine months. While this may be justified by the number of
decisions needed in the first months of EFSI's implementation, it is expected that once EFSI
reaches cruising speed, the frequency of 5B meetings will align with initial expectations.

Investment Comimittes

The IC comprises eight independent experts, appointed by the SB, together with the 1C's Chair
(EFSI's MDY The IC is responsible for approving the use of the EU Guarantee for operations
proposed by the EIB, including those with NPBs and MPls. All operations should cormply with
the requirements set out in the Regulation and be in line with EFSI investment policies. The 1C
is also consulted on new products for the SMEWY. To ensure an objective and transparent
assessment by the |C, the EC adopted, following discussions with the EIB, a Delegated
Regulation establishing a Scoreboard of indicators to be used by the |C {see section 3.2).

The IC has been operational since January 2016, Given that IC experts are external to the EIB
and the EC, they have little {if any) familiarty with the EIB project cycle or processes, which
resulted in an initial workload for EIE Services that was above expectations. Nevertheless, their
understanding of how the EIE operates has quickly progre ssed

IC members analyse, as expected, the appropriateness of the use of the EU Guarantee for each
INY operation proposed by the EIB. Moreaver, they analyse in detail the expected additionality
that the Guarantee would provide. Interviews suggest that this is also the case for operations,
such as Special Activities, which can de facto be considered as benefitting from the additionality
provided by EFSl support (see section 3.3). Lastly, the IC analyses the relevance and
contribution of prospective IIVY operations to EFSI objectives.

Managing Director and Deputy Managing Director

The MD is responsible for the day-to-day management of EFSI and is accountable to the SB.
The MD is assisted by a DMD™ The MD is chairperson of the |G, is responsible for facilitating
the IC's work, and clarifying their responsibilities when needed. In particular, the MD prepares
and chairs |G meetings, ensures the production of relevant documents (supported by the EFSI
Secretariat), facilitates communication and ensures effective feedback loops between EIB
Semices preparing operations and the 1C. In addition, the MD is responsible for external
communication, and is the spokesperson of EF Sl for all stakeholders, including the European
Patliament, the Council, the EC and the EIB. The MD, together with the Chairperson of the 5B,
can also be asked to address the Ewropean Parliament and the Council to report on the
performance of EFSI

¥ The role of the DMD has not been assessed as the DMD has been absent since not long after her

appaintment.
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The MD's office has been functioning since November 2015, and consists of six staft (MD and
OMD, two adwisors and two assistants). The MD has been an active external spokesperson for
EFSI towards political bodies and the wider public, and has had an active role in promoting
EFSI. Internally, one of the MD's main responsibilities has been fostering an |G team spirit, with
all members hawing the same level of understanding of the Regulation and of EIB procedures,
and establishing a dynamic and efficient relationship between the IC and the EIB Group. Far
this reason, several presentations for the IC were arganised, especially during the 1C's induction
phase. Inthisrespect,the MD's experience of working at the EIE® izvaluable, as it would have
been difficult for someane not familiar with the EIB Group to support the 1C in getting up to
speed in terms of understanding both EFS1 and the EIB Group.

The role of the MD's office has evolved in view of the emerging requirements relating to the
functioning of the IC and the MD/DOMD's responsibilities, including the regular reporting
obligations to the SB. The MD's office also facilitates the process by which [T members ask for
additional information from the EIB project teams ahead of IC decisions, and provides feedback
to the EIB Services an the IC members' requirements and recommendations far improving the
qualty of EFSl-related project documentation. This was exemplified by the recent revision
docurmentation used by IC members to formulate their judgment on whether an operation is
eligible for the EU Guarantee. “With guidance from the MD's office, the document was
fundamentally revised to improve readability and focus the information provided on the needs of
the 1C.

YWhereas the MD's role with regard to the IC and outside bodies is clear and satisfactorily
implemented, the role as "day-to-day manager” is less clear and, to some extent, overaps with
those of other EIB entities with EFSI responsibilities.

EFSI Secretariat

Although not requested in the EFSl Regulation, but proposed in the EFSI Agreement, the EIB
decided to set up a dedicated EFSl Secretariat to assist all EFS| governing bodies. 1t is
structured and organised in a similar way to the secretariats of other EIB governing bodies. It
plays a crucial coordination role, but also the different roles and independence are respected,
especially in terms of the relationship between the lender (EIE) and the guarantar (EU). The
Secretariat also:

= Elaborates draft internal procedures for the SB and IC;

= Ensures the arganisation and follow-up of SB meetings and, in close cooperation with the
MWD office, of the IC meetings;

»  Ensures deadlines and procedures are respected,

= Paricipates in the revision of the EF 31 Agreement,

= Organises a weekly meeting with relevant EIE Services {and other stakeholders as needed)
to coordinate different EFSI tasks;

= Manages the IC portal and facilitate s communication between the 1T and EIE Services on
operations exarined by the 1C; and

=  Coordinates works on information requests from external stakeholders related to EFSI
governance and governing bodies,

and the EIB

As previously mentioned, EFSI's structures are not stand alone but are additional to the EIB's
organisation and project cycle management. This includes the regular EIB identification,
appraisal and approval processes involving the different EIB Services, the EIB's Management
Committee and the EIB's Board of Directors. In addition to its regular arganisation, the EIB
established a dedicated EFSl unit ({within the recently created Mandate Management
Departrment) to be responsible for co-ordinating all EFS| aperational activities. De facto it works
both on strategic issues (e.q. preparation, jointly with the EC, of the draft EFSI Strategic
COrientation for the SB) aswell as operational issues (as a link between the Bank's Semices and

% The EFSIMD is a forrmer EIB Vice President.
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the MD Office). It also collects information for the EIB and prepares the reports needed to fulfil
the obligations to the European Parliament, the Council and the EC.

Finally, the EIB President, as well as the Wice President responsible for EFSI, play a crucial role
in the advocacy and publicity of EFSI. This is demonstrated by the high-level coordination of
EFSI| between the EC and the EIB, their frequent presence at EFSI-related events, including
contract signature ceremonies, extensive external communication as well as communication on
the importance of EFSI within the Bank.

372 EFSland EIE operations

EFSI operations are subject to processes and procedures which come on top of EIE standard
processes. Given the time conctraints to implement EFS), the EIB endeavoured to keep
additional EFSl-specific procedures as light as possible in order to ayoid unnecessary additional
work and administrative burden, while efficiently implermenting EFSI¥. Yetthese procedures still
require a major effort from the Bank, and there is scope for them to be further streamlined.

The additional steps (listed in Box ) WalESRETED TGRS Gl = ST (el

increase Services' waorkload and place L ) -
- Decision on deal allocation in cases where

additional time constraints on the EIB, as ) o
there are more intermediate approval operations may be eligible for support under EFSI
or other mandates [such as CEF ar InnovFin)

steps, stakeholders inwolved in the ! = '
process, documents produced, and Preparation of additional documentation for the

presentations (e.q. to the [C). ICand EC

- The approval of eligibility for EFS1 support by 12
More specifically, IC documentation has - Onoccasion, presentations by Servicesto the 1C
undergone several changes as the IC and - Additional provisions in legal docurmentation
the MD Office have become increasingly - Clearance at appraisal and final approval stage by
precise on the type of information the Wice President (VP respansible far EFSI
required  for the 1C to make their - Reporting an EF3l by the Bank

Judgment.

However, despite Board and IC documentation differing in terms of content and purpose, due to
the Board (as lender) and IC (as guarantor), some sections (e.g. project descriptions) are
duplicated in both sets of documents. Efforts should be made to ensure consistency of cormmon
content where possible.

The IC intervenes between the MC and the Board's approval of an operation. Although the
approval of EFSI eligibility by the 1T has clearly generated mare wark for the EIB Services, it
has so far not delayed the awverall validation process. IC approval does however influence the
workflow, as EIB staff strives to answer guestions put by the |C within 48 hours, although
technically it must only provide wrtten answers two days before a scheduled meeting. This
proves to be particularly challenging for the EIB Services. It might be beneficial if, like with the
M, the appraisal team could be present at IC meetings to answer any gquestions immediately.
However this could also be burdensome on EIB Services.

The various EFSl-related documents produced are validated several times at different levels in
the hierarchy. Interviews suggest that multiple P validation P for EF Sl for clearance , WP for
geography and, sometimes, WP for a sector) constitutes a major bottleneck delaying the
walidation of operations. Some operations await multiple VP validations at pre-appraisal stage,
then again at appraisal stage. As such, the number of validations could be reduced.

EFSl has so far had limited impact on the EIF's operation lifecycle, as the roles and
respaonsibilities for EFS| governing bodies are more limited for the SMEYY than for the MY, For

T This is in line with the intertion of the legisiatar, who was targeting "a switt set-up [allowing EF S o]
henefit from the funding and expertise in lending and risk management from the EIB's existing
structures”, COM{Z014 903 final on An Imvestment Plan for Edrope.
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the SMEW, the products used by the EIF for carrying out EF Sl operations have to be jointly
approved by the SB and the WMD), after consulting the IC. This lighter approach far the SMBEYW's
governance structure is mainly due to: the will of the legislator to avoid a double governance
structure for the COSME and InnovFin products.

373 Threeissues merit further reflection

The governing bodies envisaged in the Regulation were set up as expected and are operational.
o far, they are supporting the swift and efficient implementation of EF Sl However, three issues
have been identified that merit further reflection.

Roles and responsibiliie s

The MD's office has a wery lean structure and has no direct reporting line with the EFSI
Secretariat, which is positioned within the EIE and therefore reports to EIE structures. Both are
respaonsible for ensuring the appropriate functioning of EFSIl, hence there is the risk of their roles
overlapping. During the first haff of 2016, both bodies started to work increasingly well together
and began clarifying their respective roles. Currently the EF Sl Secretariat is primarily in charge
of coordination and the functioning of the structure, while the MD office is advising the MD, and
preparing meetings and events. This evaluation, nevertheless, finds that further clarification on
their respective roles, and the ways in which they can work mare closely tagether, will help to
avoid any inefficiencies.

Furthermore, the reporting, accountability and general interaction between the MD and the SB
are light. For instance, the more systernatic participation of the MD in SB meetings would
enhance his capacity to manage EFS| as per the SB's orientations. Conversely, the EC
representatives to the SB do not have a view on important issues such as the pipeline of
operations, which could affect its capacity to provide forward-looking orientations and to correct
trends at the portfolio-level when needed. In addition, instead of using the MD as the main
channel of information, members of the SB [often in their EC capacity) sometimes communicate
directly with EIB Services, and so there is a risk that they are becoming too operational in this
respect.

Finally, the roles and responsibilities of the MD's office, the EFSI Secretariat, and EIB Services
working on EF3Sl could be made more explicit to avoid potential overlaps, thereby increasing
efficiency. Initial proposals to this end have recently been made, but need to be further worked
out and implemented.

Independence, conflict of intere s and insker knowledge

Prior to the appointment of the |C members, from April to December 2015, EC staff decided
which projects were eligible for the use of the EJ Guarantee. However, having an independent
IC was a key requirement to ensure transparent and independent decision making on the
eligibility of projects for the EU Guarantee. Therefore an independent body, in the form of the
IC, was foreseen in the legislation.

Following good practice, a formal procedure addresses the potential conflict of interest that IC
members may have in relation to the operations they analyse. According to this procedure, and
based on a summary provided in advance, IC members must declare any potential conflict of
interest befare they recewe project documentation. If such a risk is identified, the IC member
does not receive the documents (their access to the portal is blocked) and does not participate
in the discussions, nor the final vote.

A procedure to avoid conflict of interest was also established at WD-level. During the meetings
of the EIB's Management Committee, which the MD can attend as an observer, the WD needs
to leave the room when EF S| operations are discussed.

The 3B is an entity representing the EC and the EIB, with three of its four members currently
sitting on the EIB or the EIF's Board of Directors. In this capacity, they take part in the approval

26 Key EFSI principles in practice
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of the EIB ar the EIF's strategies and projects, including EF Sl projects. This situation raises the
question of potential conflicts of interest currently not addressed by specific procedures.

Lines of cormmunication

The gquality of the information IC members receive has continually improved over the first
months of EFSl implementation and is now considered as satisfactory by them. Quality of
infarmation is key as IC members make their assessment based salely on the infarmation that
the EIB provides. The number and types of guestions raised by the |C are an important indicator
for the Services on the qualty of documents produced and the information needs of IC
members.

However, feedback loops can improve, as in spite of the efforts of the EF S| Secretariat and the
EFSl unit's "debriefing” sessions, EIB operational staff do not receive the type of feedback from
IC discussions that could improwe future project preparation. Further to this, afler the 1T decides
if a project may wse the EU Guarantee, the 10 does not receive infarmation on whether the EIB
Board approved the profect. 10 members bellieve that such mformation would be useful for their

continuous learning and would improve their decision making process.

Multiple communication lines have also been identified, and represent a risk for the
effectiveness and efficiency of EFSIL In particular, numerous interviews suggest that the EC | as
well as the SB, communicate directly with EIB Services and its senior management. While it is
understandable that inter-institutional discussions are carried out directly between the EC and
the BIB, discussions on the day-to-day implementation of EFSI should involve the MD and the
EFSI| Secretariat. Otherwise the ability of the MD and the Secretariat to perform their functions
may be hindered.
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4. IMmPacT ON THE EIB GrROUP

As early as Novemnber 2014, the EIB Group, and in particular the EIB, understood that EFSI
would require substantial institutional effort and a considerable broadening in mind-set, risk
culture and strategy.

EFSl iz indeed having a significant impact on the EIE Group, which has made a major effort to
accommodate EF Sl and bring it rapidly up to speed, under tight time constraints. The EIB Group
had a substantial recruitment drive, made several adaptations to its internal organisation,
adopted several new processes and procedures, and designed a series of new, riskier,
products, which should generate higher leverage and are expected to be rolled out in the
secand half of EFSI (the latter were discussed in section 2.4). EFSI has started to trigger a
transformational change within the EIB by increasing awareness of the impartance of impact,
additionality and leverage of its products.

41 Human resources

The EIB Group's human resources have increased because of EF Sl and further increases are
expected inthe coming years. The Bank started to plan EF Sl staffing at the end of 2014, when
the EIB's Personnel Directorate presented a substantial staffing plan that anticipated the IPE. A
strong increase in recruitment was justified by the idea that EFSI projects would be smaller {in
terms of average volurme), riskier and more complex than traditional EIB operations. Moreover,
the evaluation also finds that, an top of the increased complexity of operations, EFSI generates
additional work, as it requires additional reporting on top of the EIB's project work fiow™ , and
numerous additional interactions with the different EFSI governing bodies. This additional
workload also applies to the newly created EF S| governing bodies. Based on the experience
gained with EFSl operations so far, including with new products, it may be the appropriate
moment to reassess the workload and staffing needs implied by EF Sl for the remainder of its
investment and monitoring period.

In 2015, the Bank hired 353 new staff, up 42% compared to previous years hiring, an increase
attributed to EFSI. This increase in recruitment required a tharough re-design of the recruitment
function, processes and tools (recruitment outsourcing, digital interviews, consistent pre-
screening and generic recruitment campaigns). In arder to deliver the SMEWY, the EIF increased
overall staff numbers by 50% as compared to 2014 figures. As in the case of the EIB, it is
difficult to estimate how rmany staff exactly work on EFS-related matters, as many staff wil be
working on both EFSI and non-EF Sl related activities,

Mew hires were mainly on the account of the Operations Directarate (OF3) and the Secretariat
General (SG) as the latter hosts the EIAH. YWith the exception of SG, which saw a slight
increase in staff, the distribution of staff over Directorates has so far remained roughly the
same, suggesting that EF Sl has impacted all phases of the project cycle and, therefore, all parts
of the Bank. Interviews suggest that new hires are generally put to work on more traditional EIB,
non-EFSI, products, whereas the more cormplex EFSI products are offered by more experienced
staff.

The Bank overall {i.e. the Personnel Directorate as well as the hiring Directorates) has coped
well with the significant challenge of recruiting and on-boarding new staff. The recruitment trend
continued in the first gquarter of 2016, but is slowing down — possibly due to absorption issues.
At this stage, it is difficult for the evaluation to gauge whether the Bank has sufficient resources
to implement EF S successfully.

Aside from new hires, EFSI has contributed to an increase of external staff (consultants, IT
consultants, lawyers in specialised fields, etc), investment in IT and office space at the Bank.

3 Induced, in paricular, by 1C documentation and by the specific operational and financial reporting
ohligations.
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YWithin the scope, scale and timeframe of this evaluation, it is difficult to assess whether these
resources are adeguate for the implementation of EFSI.

On a short-term basis, new hires have been added to appraisal teams (OPS, PJ, JU and RM).
In a later stage in the project cycle, restructuring teams are expected to need reinforcement as
riskier deals require intensive monitaring and are more likely to reguire restructuring activities.
Therefore, although EFSI's core operational activities will be implemented over the period 2015-
2018, because of the risk profle of EFSI projects, significant post-signature activities are
expected for up to 20 wears thereafter. Thus, it is anticipated that staff currently allocated to
OPS will move to the Transaction Management Restructuring Directarate (TWR) over time.

According to the latest information available {mid-July 2016}, 199 staff have been allocated to
dedicated IPE posts, both for EFSI and EIAH, of which 116 are new hires and 83 are existing
staff members. These figures do not however include a redeployment of existing staff that would
only spend part of their time on EF Sl-related matters. The EIB intends to reascess staffing
needs for EF Sl {aswell as EIAH) at the end of 2016,

42  Organis ation

Aside from the continuous improvement of its processes, and the creation of a dedicated NPI
team, the EIF has only been marginally impacted by ts implementation of the SMEW. In
contrast, the EIB has adjusted its internal arganisation and several Directorates have been or
continue to be re-organised. With regard to EIB Services represented in project teams:

e OPS established a temparary IPE division that performed harizantal functions during the
intial setup of EFSI, before handing over activities to the Mandate Management
Departrment, the Operations Support Department and the Mew Products and Special
Transactions (NFST) Department. In addition, a new operational strategy and Business
Development division has been established for developing a coherent and centralised
strate gy, together with a product dev eloprment roadmap for all EIE activities, including EFSI.

« The Projects Directorate (PJ) created a division dedicated to the impact of the Bank's
lending; this division checks the 3PA and EF S| Scoreboard, figures an investment mobilised
and the multipliers, and carries the responsibility for project-based impact reporting.

e The Legal Directorate (JU) has reinforced its teams for the development of new products
under EFEI.

« The Risk Management Directorate (RM) has reinforced its teams to accommodate the
increase of operations classed as Special Activities, as more risky operations and new
products have increased the Directorate's workload,

o  TMR anticipates that riskier deals will require moare intense monitaring and are likely to
require restructuring soon.

Other Services have also been adapted to accommodate EFSI:

s 50G has established an EFSI Secretariat within its Gowverning Bodies Department, in order to
facilitate the organisation of 36 and IC meetings, the distribution of 5B and 1T documents,
agendas and minutes and any other tasks as defined by the EF Sl Agreement, the 5B or the
IC.

+« Personnel Directorate, under Corporate Services (C3), has seen an increase in the scale of
recruiting in a limited amount of time, which has led to a modemisation of the recruitment
process aswell as the recruiting of new staff for Personnel.

e The Finance Directorate (FI) had to make changes in their back-office systems in order to
adapt to new types of transactions such as equity, guasi-equity and warious other hybrid
types of instruments. The resource-intensive adaptation of procedures and IT support toals
is ongoing.

In sum, due to EFSI, the Bank has had to considerably adapt its internal structures.
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43 Project cycle

Time has been and will
continue to be a key factor
in the design, development
and implementation of EFSI.

EFSl's  operations  have
specific  procedures  and
reguire additional
documents  as  caompared
with non-EFSI aperations.
Yet, as Figure 9 shows, the
project  cycle  of EFSI
operations (from due
diligence to signature) is
shaorter than the one of non-
EFSI operations and of non-
EFSI Special Activities.

Figure 9. Days to sighature — EFS1vs non-EFSI operations
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Howewer, the pre-appraisal of EFSI operations takes far maore time. This may, to some extent,
be due to EFSI operations being warehoused (i.e. they had been identified some time ago and
remained in the pipeline). Yet the general perception is that EFS| projects take mare time to
prepare (due to the additional work upstream) but, due to the pressure to achieve the
EUR 315 bn target, move guickly towards signature.

Interestingly, time to signature for non-EFS] projects and for Special Activities was sharter in
2015 than in 2014, This might point at an overall efficiency gain in terms of the processing of
projects at the EIB. This would counter the suggestion that EFSI] operations hawve had a
negative effect on the processing time of non-EFSI operations.
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5. CoONCLUSIONS

The objectives of this mid-term evaluation are to assess the functioning of EFSI, and identify
aspects that could improve its functioning. Functioning was defined as the resources used and
activities undertaken to achieve objectives. The evaluation therefore assesses whether the
functioning of EFSI s conducive to reaching its abjectives.

The IPE seeks to address investment gaps in Europe. As part of the IPE, EFSI aims to
contribute ta this goal by supparting investments and increasing access to finance for SMEs
and mid-cap companies,

EFSI's financial structure comprises a guarantee of EUR 16 bn provided to the EIB Group by
the EU, and a capital contribution of EUR 5 bn provided by the EIB. These financial resources
supply risk-bearing capacity to the EIE Group, allowing the Group to finance projects that
address market failures or sub-optimal investment situations which could not have been carried
out in the relevant period, or not to the same extent, by the EIE Group or under existing EU
financial instruments, without EFS| support. It is also expected that EFSI would allow the EIB
Group to finance mare high-risk projects or riskier tranches of projects. This, in turn, swould
crowd in other investors.

In doing so, EFSI has a target of mobilising ELUR 315 bn of additional investment in the real
economy over a three-year period (mid-2015 to mid-2018). This includes baoth investrment and
SME access to finance. To reach this target, EFSI's portfolio should on average have a high
multiplier: EUR 1 of EFSI support should eventually trigger EUR 15 of investment in the real
economy. Further to this, it is an essential feature that EFSI financing provides additonality to
the operations it supports,

5.1 EFSlis in place and on track to deliver its investment target

Through the joint efforts of the EC and the BEIB Group, EFSI was prepared, launched and
rarnped up in a wery short period of time, EFSI's implementation could begin rapidly as it relied
on the existing structure and organisation of the EIB Group. For instance, prior to the EFSI
Regulation entering into force, the EIB, in charge of implementing EFSI's WY, was asked to
warehouse projects that were potentially eligible for coverage under the EU Guarantee.
Similarly, the EIF, in charge of implermenting EF Sl's SME Window, could use the Guarantee for
ts existing mandates and, as a result, warehoused 72 transactions in 2015, This allowed the
EIB Group to kick-start the implementation of the initiative.

In parallel, and in addition to their existing toalbox of products, the EIE and the EIF developed
nesy products — which are riskier and generate high multipliers — to address the requirements of
EFSI. Furthermore, both organisations hired a substantial number of new staff and adapted,
particularly in the case of the EIB, procedures, processes and internal organisation to
accommodate EFSL Lastly, by the end of 2015, EFSIl's governance structure — S8, MD, DMD
and IC — were in place as foreseen by the EFSI Regulation. Thus, despite mafor time,
organisational and resource constraints, EFST s up and running.

For the period ending 30 June 2016%, ie. one year after the entry in force of the Regulation,
EFSI had approved 262 operations. These operations accounted for an EFSI financing amount
of EUR 17 .45 bn and represented a total investment mobilised of EUR 10475 bn. Hence, a
third of the way into its investment period (12 of 36 manths), EFSI's aggregated portfolio of
approved operations had achieved approximately a third of its EUR 315 bn total investment
target. However, the wolume of signatures was lower and stood at 21% of the overall target.

*® Consolidated figures are only produced twice a yvear by the EIB in an operational report submitted to
the EC. The latest period end date is 30 June 2016, to be reparted on by the end of Septermber 2016,
Most figures in this evaluation are hased on the figures of the oraf operational report for this period.
Therefore, figures may differ from thase in the final wersion of the operational repart.
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Therefore EFSl is on track in terms of approved aperations, but is lagging behind in terms of
signatures, let alone disbursements,

The differences between the IIWY and the SMEWW may be explained by the fact that the SMEW
used existing EIF mandates to ramp up quickly. In addtion, the EIF's debt-type operations
typically generate higher multipliers than those of the EIB.

The EIB and the EIF have started to look for camplementarity with EC programmes, and new
financing structures are beginning to emerge with programmes such as H2020 and CEF. A
pipeline of operations demonstrating new forms of cooperation is also being established with
MPEBs and MPls, often in the form of investment platforms. It is also expected that ESIF funds
may be mobilised to this end, which could inter afia help EFSI to better reach out to EU Member
States in Central and Eastern Burope. Yetthere are few joint initiatives between EFSI and ESIF
at the maoment, and barriers to synergies would need to be further explored.

If past trends continue and if the EFSI strategy in terms of new products and new forms of
cooperation materialise as planned, it can be expected that EFSI1's target for total investment
will be reached in terms of approvals, with signatures and disbursements following later.

5.2 Areas for improvement after a year of implementation

The IPE and the EFSI Regulation define a series of principles, concepts and tools, designed to
support EFSlin achieving its objectives. Although these elements have been made operational,
thiz evaluation finds that, with the experience gained, some would merit further clarification in
order to better support the achievement of EF Sl objectves.

EFS!I within the IPE. The IPE has two other Fillars, which are expected to mutually reinforce
EFSIl. The evaluation finds that the benefits of potential complementarity between the different
IPE Pillars are still at an early stage, mainly because FillarZ (focused on advisory services and
infarmation sharing) has only kicked off recently, while Pillar 3 (focused on the regulatory
environment, structural reforms and removal of barriers to inve stment) has made only moderate
progress to date. Increased complementarity would facilitate EFSl's implementation and,
therefore, better enable IPE to achieve its abjectives. The EIE Group has influence an the
functioning of the EIAH (part of Pillar 2) because it is managed by the Bank on behalf of the EC,
but has limited influence on the rest of the Pillar 2 and Pillar 3, other than contributing to general
reflections on barriers to investment.

Geographical distribution of operations. As recital 13 of the EFSI Regulation states that "EF Sl
should seek to comtribute to strengthening the Union's...economic, social and territorial
cohesion”, it is concemning that EFSI's aggregated portfalio is highly concentrated (92%) in the
BELNMS, and under-serves (B%) the ELU13. This is particularly problematic as most of the less-
developed regions™ in Europe are found in the EW13's Central and Eastern European
countries. This evaluation can only propose hypotheses for the causes of the geographical
concentration of EFSI operations at this stage. For instance, EFSI's eligible sectors, as detailed
in Article 22} of the EFSI Regulation, may need to be expanded in order to improve the EIB
Group's outreach to ELN3 countries. In addition, the pressure to reach the target of maobilising
EUR 315 bn of total investment might encourage the EIE Group to pursue operations in markets
that are more adept at using financial instruments and structuring high-risk projects (both in the
public and private sector).

Frivate investment The decline in investment in the EU aver the period 2007-2013 underpinned
the rationale for establishing EFSI. As per its Regulation, EFSI is expected to maximise where
possible the mobhilisation of private sector capital Thus far, approximately B2% of total
investrment mobilised by EFSI derives from the private sector, which is positive. It is

0 EC Implementing Decision (2014/99ELL of 18 February 20014 setting aut the list of regions eligible for
funding from the European Regional Development Fund (ERDF) and the European Social Fund (ESF)
and of Member States eligible for funding from the Cohesion Fund (CFY for the period 2014-2020.
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nev ertheless important to maintain the ambition of crowding in private investment to address the
challenges at the origin of the |PE initiative and to contribute to achieving its intended economic
impact. Therefore, efforts should be made to increase the results achieved in relation to private
sectar capital mobilised. In addition, as the amount of private finance mabilised is one of EFSl's
KPls, good practice would suggest that a specific target is set.

Scoreboard, eligibilty and added value. The Scoreboard is used to assess the eligibility and
gualty of a project. It camprises four Pillars which include a number of relevant indicators. Pillar
1 assesses the eligibility of the project with respect to policy objectives; Pillar 2 the guality and
soundness of a project (including technical viability and the economic rate of return, ERR); Pillar
3 the technical and financial contribution of the EIB to the project; and Pillar 4 comprises a
number of complementary indicators about the project, and the sector and country context. The
report describes how the Scoreboard is used and highlights that it supports the IC in judging the
appropriateness of the use of the EU Guarantee for EIB operations; however, as operations
arrive as a pipeline rather than as a batch, it is not used as a priority setting tool. In view of the
definitions used in the EFSI Regulation as well as the nature of the indicators used by the EFSI
Scoreboard, the evaluation finds that it might be moare appropriate to refer simply to project
selection criteria when discussing the Scoreboard. The term "added value" could then be
reserved for the economic added value of projects (e.g. as measured by the ERR) or for the
added value of EF 5l financing them, as expressed through the additionality criterion.

Additionality. According to the EFSI Regulation, the EU Guarantee shall be granted in support
of operations that meet the criterion of additionality. Additionality is defined as the support by
the EFSI of operations which (i) address market failures or sub-optimalinvestment situation and
(i) could not have been carried out to same extent or on the same time frame without EFSI. The
Regulation also places particular emphasis on the rsk profile of the operations by stating that
EFSl provides additionality to projects that qualfy as Special Actvities (loan grade of D- or
below). The evaluation finds that, in practice, EIE project teams document and assess
additionalty on the twa conditions mentioned above, whether the project is a Special Activity ar
not. In addition, the 1T and the EIE Board of Directors are placing considerable importance on
the analysis of additionality. The EIE should maintain this good practice and, furthermore, make
t more systematic (e.g. to develop guidelines for project teams). This will ensure that project
docurnentation is consistent and will mitigate reputational risk posed to EF S

WMultiliers. One of EFSl's KFls relates to mobilising EUR 315 bn of total investment by 4 July
2018, The extent to which the investment target is achieved depends an the multiplier effect
generated by EIB Group financing benefitting from EFSl support. The actual multiplier can anly
be measured at porffolic-level and at the end of the investment period. However, the EIB Group
iz reguired to monitor progress towards achieving the EUR 315 bn target. For this reason, the
EIE Group has developed, together with the EC, a methodology to estimate the mutipliers for
different types of financial products. The multiplier is an important instrument to monitor
progress for one of EFSI's KPIs but it is not an end in itself. Excessive focus on the multiplier
and the volumes reached could potentially detract from what is as important: the quality of the
projects financed. Thus, operational staff should be provided with clear strateqgic arientations in
this respect. In addition, the EIB should continue to explore and document with clients how, in
their opinion, EFSI financing was responsible for mobilising other investors. Howewver, it must be
acknowledged that the multiplier and complementary docurmentation are illustrative, and cannot
demaonstrate causality between EFSI financing and other sources of financing.

Sovernance, The evaluation finds that the governing bodies of EFSl have been set up and are
functioning as envisaged in the Regulation: they are added to existing EIE Group structures
without encroaching upon or interfering with the decision-making process of the EIE or the EIF.
Furthermore, they are supporting the swift and efficient implementation of EFSI. Three aspects,
hoveew er have been identified that merit further reflection. First, the procedures to manage
potential conflicts of interest should be extended to the SB, as it is already done for other EFSI
governing bodies. Second, the roles and responsibilities of the MD office, the EFSI Secretariat,
and EIB Semvices warking on EFSI, could be made clearer in arderto avoid patential overlaps.
Third, to sustain the swift implementation of EFSI, lines of communication should be made mare
explict, particularly amongst EFSI's different governing bodies, and between EFSl's governing
bodies and the EIB.
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5.3 A transformational change for the EIB Group

It is already possible to observe that EFSI is triggering significant change within the EIB Group.
Changes include: the significant number of new staff hired; the modification of procedures,
processes, internal systems and organisation; the higher risk profile and higher multipliers of
nesely developed financial products; the need to manage the portfolio of EF Sl operations for a
period of time extending well beyond EFSI's initial investment period; the requirements in terms
of transparency; and the increased awareness of the need to dermonstrate the impact,
additionality and catalytic effect of operations. The EIB Group should reflect on the long-term
implications of those changes, seizing the opporunties they present and mitigating their
carresponding risks.

34 Conclusions
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About Operations Evaluation

In 1995, Operations Evaluation (EY) was established with the aim of undertaking ex-post
evaluations bath inside and outside the Union. Within BY, evaluation is carried out according to
established international practice, and takes account of the generally accepted criteria of
relevance, efficacy, efficiency and sustainability. EY makes recommendations based on its
findings from ex-post evaluation. The lessons learned should improve operational performance,
accountability and transparency. Each ewaluation involves an in-depth evaluation of selected
investrments, the findings of which are then surmmarized in a synthesis report.

These reports are available from the EIBwebsite:

hittp A eib orgfinfocentredpublicationsfalliresearch- studiesdex-post-evaluation sfind ex. htm
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