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The ElB's Financial Product 
Over the years, EIB lending has shown a steady growth. With loans totalling 
ECU 5.9 billion in 1984 and reaching ECU 7.8 billion in 1987, the demand for EIB 
finance has remained strong even during the economic recession of the 
mid-eighties, confirming the upward trend in the Bank's activities. In 1988, 
the volume of annual lending for the first time passed the ECU 10 billion mark 
and a significant increase in activity is expected again this year. 

Why do project promoters turn to the European Investment Bank for 
finance ? 

that the promoter is not only interested 
in the Bank's project appraisal know-
how, but especially in a financial prod­
uct conceived and priced in a market 
oriented fashion. 

In brief 

Specific objective 

The ElB's lending is directed towards 
capital investment projects which have 
one thing in common : they contribute to 
the balanced development of the Euro­
pean Community. The Bank has a speci­
fic mission and this implies a certain sel­
ectivity in what it can do. In practice, 
however, a wide range of investment 
projects across all sectors of the econ­
omy has received EIB finance because, 
directly or indirectly, they supported this 
broad objective given to the Bank by the 
Treaty of Rome. 

First informal contact between the pro­
ject promoter and the EIB normally indi­
cates whether the investment project 
falls within the Bank's terms of refer­
ence. Once this has been confirmed, the 
promoter can expect the EIB to have a 
genuine interest in seeing the project 
implemented in the best possible 
fashion. Working towards the same 
goal, the promoter and a Bank team, 
consisting of a financial expert, an engi­
neer and an economist, will discuss the 
project and the most appropriate form 
of financing. Often, the ElB's experi­
ence, built up in thirty years of project 
appraisal throughout the Community, 
proves to be helpful in fine-tuning the 
investment scheme and the financing 
package. 

Operating in the same environment as 
many other banks, the EIB is well aware 

Excellent standing 
in the capital market 

The conditions the EIB is able to offer 
are a direct consequence of its prime 
access to the capital markets where it 
raises the bulk of its funds, mainly 
through public bond issues and private 
placings. The two main credit rating 
agencies, Moody's and Standard & 
Poor's, have consistently given the 
Bank's issues the highest possible 
('AAA') rating, commending the EIB for 
its sound financial position, its lending 
policy, the high quality of its loan port­
folio, and the solid support of its share­
holders, the member countries of the 
European Community (Moody's Sov­
ereign Credit Report, June 1989; Stan­
dard & Poor's International Creditweek, 
18 September 1988). 

As written into the Treaty of Rome (Art. 
130), the European Investment Bank 
operates on a non-profit making basis. 
Its Statute, which is an integral part of 
the Treaty, stipulates that the Bank's 
interest rates shall be adjusted to condi­
tions prevailing on the capital market 
and calculated in such a way that the 
Bank can meet its obligations (i.e. re-

The European Investment Bank must 
borrow before it can lend. The market 
determines the Bank's possibilities as a 
borrower and a lender. Working on a 
non-profit making basis, the interest ra­
tes the EIB charges reflect its cost of 
borrowing. Consequently, it is in the in­
terest of its borrowers that the EIB uses 
the opportunities offered in the different 
capital markets to their best advantage. 
Mr Marchat, who heads the Finance and 
Treasury Directorate, describes the 
Bank's experience in putting its bond 
issues out to bid (see page 4). 

Supporting capital investment projects 
in all sectors of the economy, the ElB's 
financial product is conceived and pri­
ced in a market oriented fashion. This 
implies flexibility in meeting the project 
promoter's specific needs. The EIB, 
therefore, offers promoters a choice of 
loans, currencies, interest rate formats, 
maturities and grace periods. The ulti­
mate purpose : attaining European Com­
munity objectives by facilitating the im­
plementation of a maximum of sound 
capital investment (see page 1). 

Attractive yes, subsidised no. That is the 
general rule for EIB loans. However, in 
special circumstances the Community or 
its Member States have provided inte­
rest rate subsidies to soften the Bank's 
conditions. From the first financial pro­
tocol between Greece and the EC to 
emergency aid after natural disasters : a 
case history (see page 3). 

Outside the Community, interest rate 
subsidies on EIB loans are a more or 
less regular feature. An overview of 
their occurence from the Yaoundé con­
ventions to Lomé and in the Mediterra­
nean region will appear in a forthcoming 
issue of EIB-Information. 



deem its bonds), cover its operating ex­
penses and build up a reserve fund. 

It is often, mistakenly, thought that the 
European Investment Bank can provide 
'soft' money. In fact, working on a non­
profit making basis, the interest rates 
the EIB charges are determined by its 
own cost of borrowing. Moreover, the 
Bank is prohibited by Statute to 'soften' 
its conditions by reducing its interest 
rates. Where EIB rates have been below 
market rates, interest subsidies were 
provided by third parties. The Bank's 
Statute allows this, subject, however, to 
Article 92 of the Treaty of Rome which 
deals with avoiding distortion of compe­
tition. The Member States or the Euro­
pean Community have, in specific cir­
cumstances, made funds available to re­
duce EIB interest rates (see the over­
view of such instances included in this 
issue of EIB-Information). 

Cost of borrowing + 0.15% 

Determining its interest rates, the Euro­
pean Investment Bank applies a very 
basic rule : the cost of borrowing, taking 
into account the coupon, the issuing 
price and all other costs related to the 
bond issue, plus 0.15% to cover oper­
ating costs. According to this principle, 
rates — varying slightly with the dura­
tion of the loan — are set for each of 
the 15 or so currencies with which the 
Bank works. 

The Bank's interest rates are adjusted 
almost weekly to keep in line with inter­
est rate developments on the capital 
markets. For those currencies where the 
Bank has been absent from the relevant 
market, rates are adjusted to reflect 
yields in the secondary market for its 
own bonds or for new issues of other 
'AAA' borrowers. In this way, borrowers 
from the European Investment Bank, at 
a cost of 15 basis points, have access to 
the world's capital markets at the condi­
tions available to a prime borrower. 

The borrower's choice 

The borrower may request the loan to 
be disbursed in one currency, for ex­
ample the borrower's domestic currency 
or the ecu, or in any mix of currencies. 
Where the loan is paid out in more than 

one currency, the specific interest rate 
for each one is applied. For reference 
purposes, a notional interest rate for the 
mix can, of course, be calculated as a 
weighted average. 

Especially appropriate for project finan­
cing, the bulk of the ElB's lending is 
long-term. Maturities generally range 
from four to twelve years for industrial 
investment and up to twenty years or 
more for infrastructure projects. 

The borrower may choose between a f i ­
nance contract in which the interest rate 
for the currency or currencies paid out is 
laid down — that is the rate(s) in force 
on the day of signature — or a finance 
contract stipulating that the interest ra-
te(s) will be the one(s) in force on the 
date(s) of drawdown, which could be in 
one or more tranches. This last arrange­
ment is what the EIB calls an open-rate 
contract. 

In the first case, where the interest rate 
in force on the day of signature applies, 
no commitment fee is charged if the 
borrower draws down the amounts 
agreed within 60 days. 

The open-rate contract gives the bor­
rower up to 18 months for an industrial 
project and up to 24-36 months for in­
frastructure schemes to request dis­
bursement. In practice, the open-rate f i­
nance contract is a free-of-charge form 
of stand-by credit for the project promo­
ter, as the European Investment Bank 
contractually commits itself to disburse 
the funds within four months following 
the borrower's request(s) (normally, the 
Bank's liquidity position permits much 
swifter disbursement). If the borrower 
wishes, the open-rate contract may spe­
cify the currency or combination of cur­
rencies in which the loan is to be paid 
out. 

In both kinds of finance contracts, the 
interest rate can be either fixed for the 
duration of the loan, fixed but adjust­
able, or variable (see below). The Bank's 
standard product has been, and still is, 
long-term loans with fixed interest rates. 

Flexibility : fixed, adjustable or 
floating rates 

When the borrower opts for a fixed in­
terest rate, the rate set in the contract 
will remain valid for the duration of the 
loan. In case of early repayment, the 

Bank will require indemnity. The bor­
rower will be asked to pay a compensa­
tion which varies with the market condi­
tions under which the Bank redeploys 
the prepaid funds. 

The adjustable fixed interest rate 
loans the Bank offers give greater flex­
ibility to the borrower expecting that in­
terest rates will go down in the medium 
to long-term. As the name indicates, the 
loan is provided at a fixed interest rate, 
but the finance contract gives the borro­
wer the opportunity to take advantage 
of a possibly more advantageous inte­
rest rate in force after a predetermined 
number of years, usually 4 to 10, as indi­
cated in the contract. Alternatively, the 
outstanding amount may be repaid on 
the given date without indemnifying the 
Bank. In that case, 45 days advance no­
tice must be given. Under certain cir­
cumstances a third option may exist, 
namely continuing the loan but with the 
Bank making other currencies available. 

Floating rate loans are another altern­
ative. The fixing of the Bank's floating 
interest rate is made on the basis of the 
quarterly average cost for the EIB to 
borrow the currencies concerned, plus 
the Bank's 0.15% margin. In practice, it 
turns out that much of the time the re­
sulting interest rate is well below Libor. 
If the Bank has been given notice 45 
days before the payments of principal 
and interest are due, the client may ef­
fect early repayment on that date with­
out any cost. 

Most loans are repaid in six-monthly or, 
less often, yearly instalments of princi­
pal and interest, but if it benefits the 
project's implementation, individualised 
repayment schedules can be arranged. 
Repayment must take place in the same 
currencies and in the same proportion in 
which the loan was paid out. 

As a rule, grace periods on repayment 
of principal are agreed, most often ran­
ging from two to five years, but varying 
with the nature of the project. 

For all loans : no additional costs or 
fees 

There are no other costs or arrangement 
fees, and no commitment fees if a loan 
is drawn down within the time periods 
described above. All loans are paid out 
at par. 



Fixed, adjustable and floating rate loans 
are the Bank's financing facilities most 
often used. Other projects fare best with 
tailor-made financing and the EIB has 
the financial engineering know-how ena­
bling it to put into place more complex 
financing packages, structuring its finan­

ce to fit with the borrower's specific 
needs. 

Increased flexibility serves only one 
goal : the attainment of European Com­
munity objectives through the imple­
mentation of sound capital investment 

projects. To that end, the financial prod­
uct the EIB offers to project promoters 
is a combination of partnership, project 
financing experience and a growing 
choice of financing facilities, all at a cost 
reflecting the Bank's prime access to the 
capital markets. 

A case history of reducing EIB interest rates 
The preceding article explains how the EIB sets its interest rates and explains 
that in those cases when the Bank's rates have been below its own cost of 
borrowing, interest subsidies have been provided by third parties. Article 19 
of the ElB's Statute allows for such a reduction of the Bank's interest rates 
as long as this is compatible with the Treaty of Rome, Article 92, which deals 
with avoiding distortion of competition. 

Inside the EC, the Member States and the European Community have made 
interest subsidies available when it was appropriate in specific circumstances 
described below (one of the coming issues of E IB-Information will present an 
overview of the interest subsidies provided in the context of the Commun­
ity's development policy). 

Financial protocols EEC-Greece 

Greece became a member of the Euro­
pean Community on 1 January 1981. Sin­
ce 1962, however, Greece was linked to 
the Community through an Association 
Agreement. Two financial protocols, an­
nexed to the Agreement, involved the 
EIB in lending a total of some ECU 350 
million. The first came into effect on 31 
August 1962 (Official Journal No 122 of 
21 November 1962; Official Journal No 
26, 18 February 1963). The EIB was to 
lend up to USD 125 million for invest­
ment bringing the performance of the 
Greek economy closer to the level of the 
European Community. The then six 
Members of the EEC paid for a 3 % inte­
rest subsidy on EIB loans from their na­
tional budgets, pro rata their subscrip­
tion ot the Bank's capital. For up to two 
thirds (USD 83.3 million) of the total 
amount of finance foreseen, transport, 
energy and agricultural projects were 
eligible for subsidy. Lending activities 
were interrupted in 1967 following the 
military junta's coup d'état, but were re­
sumed at the end of 1974 after democ­
racy had been restored. Signed on 28 
February 1977, the second protocol ent­
ered into force on 1 August 1978 and ef­
fectively covered the period up to ac­
cession (Official Journal No. 225, 16 Au­

gust 1978). This protocol provided for 
ECU 225 million in EIB loans. Again, up 
to two thirds of that amount, reserved 
for investment in economic infrastructu­
re and agricultural schemes, carried an 
interest subsidy of 3%, which this time 
was financed from the grant aid of ECU 
45 million the protocol provided from 
the Community budget. 

European Regional 
Fund (ERDF) 

Development 

When the ERDF was established in 1975 
(Official Journal No. L 73, 21 March 
1975) it made a total of ECU 1.3 billion in 
grants available for the years 1975 to 
1977. Within certain limits, the funds 
could be used for a 3 % interest rate 
subsidy on loans from the European In­
vestment Bank on the condition that the 
project was located in an area or region 
eligible for ERDF support. On 6 February 
1979, the first regulation was amended, 
with the possibility of providing interest 
rate subsidies on EIB loans continuing to 
exist (Official Journal L 35, 9 Febraury 
1979). In fact, a subsidy from ERDF 
funds has been applied to a loan from 
the European Investment Bank only 
once. Apparently, Member States gen­
erally prefer outright, one-time capital 
grants to subsidies spread out over the 

maturity of a loan. In later ERDF regula­
tions the interest rebate facility is not 
specifically mentioned. 

Financial aid for Portugal 

The financial cooperation between Por­
tugal and the EIB began in 1975 with ex­
ceptional financial aid to counter the dif­
ficult economic situation following the 
move towards democracy. The EIB was 
to provide up to ECU 150 million in loans 
to finance investment in industry, agri­
culture, energy and transport. These 
loans carried a 3 % interest subsidy paid 
out of the European Community budget 
at a total cost of approximately ECU 30 
million (Bulletin of the European Com­
munities No. 10, 1975). In September 
1978 there followed a financial protocol 
between the Community and Portugal, 
in which ECU 200 million in EIB loans 
was foreseen, of which 150 million car­
ried an interest subsidy of 3 % ; the cost 
of the interest subsidy was not to 
exceed ECU 30 million, again to be paid 
out of the Community budget (Official 
Journal No. L 274, 29 September 1978). 
The protocol covered a five year period, 
but by the end of 1981 the full amount 
had been used. Between 1981 and Por­
tugal's accession to the EC on 1 January 
1986, a pre-accession financial aid pack­
age offered ECU 150 million in EIB loans 
(Official Journal No. L 349, 23 December 
1980). They were directed towards pro­
jects which would facilitate the integra­
tion of the Portuguese economy into 
that of the Community. Up to ECU 125 
million was foreseen to carry a 3 % 
interest subsidy from Community re­
sources for which ECU 25 million was 
budgeted. As it turned out the demand 
for EIB loans was such that, at the re­
quest of the Portuguese Government, 
the maximum of pre-accession EIB len-












