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Implications for the
large EU spending
areas according to
the five scenarios
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CRITERIA:

Treaty objectives and obligations — Public goods with a European dimension — Economies of scale —
Spillover effects — Subsidiarity — Benefits of EU integration
— European values: peace, democracy, rule of law

EU value added
and funding
from the EU

budget

Public goods
requiring
financing

Source: European Commission

EU value added: funding should be concentrated on the areas of highest value added.
Accountability: the debate on the future EU budget will follow a democratic and transparent process -

EU value added

Financing intensity at EU level

— |

Full
EU financing

Some
EU co-financing

No
EU co-financing

understanding of the budget and democratic control, transparency and good management.

More flexibility within a stable framework: certainty and predictability are a prerequisite for long-term

investment, but more flexibility is essential to respond to crises and unforeseen events. So more

flexible structure and a larger share of the budget should be left unallocated.
Simplified rules: citizens should not be discouraged from applying for EU funding as a result of

excessive bureaucracy. Efforts to cut red tape and further simplify the rules of implementation should
therefore continue. Moving towards a single set of rules would help achieve this.



THE RATIONALE OF FINANCIAL INSTRUMENTS
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Revolving nature

e Longterm sustainability

* Increase of available capital

o Use of private sector expertise

« Better quality investments

» Efficient use of public resources
* Replacement of traditional grants

BUT

financial instruments are used to
provide finance in response to market
failure

And

the project must be income
generating
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Description
Direct investment in the share capital of an undertaking. Involves ownership and capacity to
influence governance of the investee firm. May cover seed, start-up and expansion capital.
May also be known as venture capital, which is a subset of private equity, strictly defined.
Can take various forms, with different levels of risk. Risks for investors may be high
(depending on security); so may be returns (depending on performance).

Borrowing to finance businesses or projects over a period of time and at an agreed rate of
return, typically on the basis of the quality of cash flow and strength of the underlying
assets; may be on commercial or subsidized terms.

Underwriting funds to provide security for firms that are unable to obtain financing
Guarantee otherwise; may cover all or part of the capital. May take the form of guarantees on bank

loans, micro-credit or equity. May involve a fee or higher interest rate for the borrower.




Different types of Fls at different levels and the
possible intermediaries in 2014-2020

OP contributions to EU level
instrument with ring-fencing*

([ EIB Group or other international

L financial institutions

- I
Fl at national**, regional**,
transnational or cross-border level

National development banks/ agencies

.

- Tailor made instruments

- Standardised “Off-the-Shelf”
instruments

Commercial banks, financial
organizations

J

MA can implement loans or guarantees
directly (or through EIB)




Fls in 2014-2020 period (ESIF in EUR)
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Risks affecting the performance of Flis

Risk category Examples of types of risks

Executive and Lack of commitment, support or sponsorship; insufficient
governance risk alignment with other initiatives;

Insufficient project/programme management; unsatisfactory
Management risk planning, monitoring or controls; inadequate scope; or
inappropriate decision-making process;

Credit risk (defaulting loans or mezzanine loans, defaulting
underlying loans covered by guarantees), counterpart risk (final
recipient or financial intermediary), treasury risk, or operational
risk, costs of the Fl;

Inadequate organisational alignment; change management;
insufficient communication; lack of competences; insufficient
Organisational risk staffing; lack of training; ineffective business continuity plan; or IT
risks (related to hardware, software, security, availability, disaster
recovery, etc.).




Role of the EIB in the analysed Member
States
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EFSI blending

with ESIF

EIB — NPB cooperation possibilities under EFSI

EFSI
— —
EFS5I blending

with ESIF

Infrastructure and Innovation Window (IIW) - EIB: SHME Window(SMEW) - EIF:

Bilateral cooperation Advisory Bilateral SME finance
: . . : Investment platfarm : .
{with higher EIB risk-taking) cooperation cooperation platform
Re-finance : : Cooperation in the Jainin
: Portfolio  Common investment European P . ning
{e.q.: EIB Project : . preparation and multilater al
. risk- platform (them atic Investment :
Global co-finance . : co-finance of platform (e.q.:
sharing and/or Advisory Hub . :
Loan) : tailor-m ade SME Equity
geographical} EIAH

products Platfarm )



Grants
EIB/EC EFS| Investment

Financial Platforms
l ‘ instruments attracting EFSI
with high risk investors with an loans or

coverage by EFSI layer and a equity
Invest- Repayable EU (InnovFin Portfolio FLP

ment grants, —EDP) (ESIF?)
grants, subsidised

operating interest
grants rates

Conclusion

Degree of bankability of the targeted projects

Revenues
cannot Too risky to attract financing at acceptable terms Bankability —
support initial without high risk coverage higher risks
investment

Bankability

— limited
risks

costs/debt

Repayable grants and Fis have a beneficial impact on project

preparation, in particular in terms of quality. The obligation of repaym
IS a clear motivation for better planning.

Howevelrgrants are still more appropriate for those projects where
financial returns are not realistic or rather limited. Also projects realis
In underdeveloped areas are justified to receive grant assistance.
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