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Central Corporates Items

governments . (including . representing Cash and
31.12.2018 restated) and Central Institutions Specialised Equity securitisation  other assets Total
Banks Lending) positions

EAD, EUR million
Air transport 4,820 208 5,275 0 0 0 10,303
Automobiles 49 118 3,196 15 0 0 3,378
Basic material and 0 17 944 0 0 0 961
mining
Chemicals, plastics and 243 205 3,142 103 0 0 3,693
pharmaceuticals
Consumer goods 51 0 464 18 0 0 533
Drinking water, water 5,309 4,626 8,404 0 0 0 18,339
treatment
Electricity, coal and 3,716 4,237 37,108 0 0 0 45,061
others
Food chain 49 10 1,123 41 0 0 1,223
Investment
goods/consumer 393 24 5,261 177 0 0 5,855
durables
Marine transport 1,719 1,236 1,729 17 0 0 4,701
Materials processing,

. 218 238 3,220 16 0 0 3,692
construction
QOil, gas and petroleum 418 800 12,017 0 0 0 13,235
Paper chain 0 327 564 0 0 0 891
Roads and motorways 1,490 1,847 9,530 0 0 0 12,867
Securitisations 0 0 0 0 102,856 0 102,856
Social Infrastructure: 7,390 11,965 1,548 16 0 0 20,919
education, health
Telecommunications 124 723 9,914 31 0 0 10,792
Traditional and high- 21,822 6,879 3,655 0 0 0 32,356
speed railways
Urban dev., renovation 95,035 38,109 3,426 0 0 0 136,570
and transport
Venture capital 0 0 0 11,787 0 0 11,787
Waste recovery, 437 142 461 0 0 0 1,040
recycling
Other 71,660 130,458 12,794 4,230 0 1,932 221,074
Total 214,943 202,169 123,775 16,451 102,856 1,932 662,126
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Table 6-9: Distribution of credit risk exposures by residual maturity

31.12.2019 < 1lyear 1-5 years > 5 years Total

EAD, EUR million

Central governments and Central Banks 10,539 60,655 129,630 200,824
Institutions 27,288 75,369 95,321 197,978
Corporates 7,082 45,606 68,794 121,482
Equity 0 870 18,542 19,412
Securitisation 0 9,652 102,921 112,573
Cash and other assets 2,032 535 0 2,567
Total 46,941 192,687 415,208 654,836
31.12.2018 (restated) < 1year 1-5 years > 5 years Total

EAD, EUR million

Central governments and Central Banks 24,095 58,294 132,554 214,943
Institutions 24,516 79,010 98,643 202,169
Corporates 5,518 47,234 71,023 123,775
Equity 0 870 15,581 16,451
Securitisation 0 8,663 94,193 102,856
Cash and other assets 1,114 818 0 1,932
Total 55,243 194,889 411,994 662,126

6.2. Credit risk mitigation

The Bank details its approach to credit risk mitigation in its credit risk operational guidelines, which
include the type of collateral and guarantees the Bank accepts. Credit risk mitigation used to limit the
exposure of derivatives and securities financing transactions is presented in Chapter 7.

The Bank follows a detailed security classification to differentiate the quality of the security provided
by a guarantor or collateral provider. The Bank accepts various types of credit enhancements and has
defined requirements on the security’s quality. The credit enhancements include guarantees,
assignment of financial rights (e.g. claim on underlying loan exposures or revenues), pledge of assets
like government securities or mortgages on fixed assets and financial collateral such as cash, bank
accounts held with an independent bank, bonds and, on an exceptional basis, shares. The Bank does
not use credit derivatives as a means of mitigating credit risk.

If a loan is guaranteed by a bank, the guarantor bank is subject to a minimum internal rating
requirement, or minimum qualifying status (‘MQS’). The minimum requirement also depends on the
credit quality of the borrower. The EIB’s policies stipulate remedial actions when the minimum
qualifying status is lost.

For financial collateral, the policy defines eligible types that take into account the nature, currency,
credit quality, maturity, liquidity and amount of such collateral. Internal haircuts at least as
conservative as the regulatory haircuts are defined for each type of financial collateral.
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Financial collateral received is subject to regular monitoring, which includes the valuation and
calculation of coverage ratios between loan and collateral and the assessment of credit risk
concentrations. For further information on collateral received, refer to Note S.2.5.1 (financial
collateral for derivatives), Note S.2.3.4 (collateral on loans) and Note S.2.3.3 (guarantees received by
the Group) of the Consolidated Financial Statements under IFRS. Financial monitoring guidelines exist
to detail the security and collateral monitoring, the guarantee renewal, and the responsibilities within
the Bank.

The following tables provide an overview of the extent of credit risk mitigation used by the Group, as
well as information on the quality of the guarantor and the coverage ratio of secured exposures.

Table 6-10: Overview of protections against credit risk

The following tables disclose the extent of reduction of credit risk exposure due to the use of collateral,
financial guarantees, and credit risk mitigation techniques. EIB currently does not use any credit derivatives as
credit risk mitigants. Defaults on securitised exposures are not included.

EAD, EUR million 31.12.2019 31.12.2018 (restated)

Exposure Exposure Exposure Exposure

Exposure secured by secured by Exposure secured by secured by

Unsecured financial financial unsecured financial financial

collateral guarantees collateral guarantees

Central governments and Central Banks 94,330 0 106,494 109,175 0 105,768

Institutions 164,898 11,625 21,455 166,808 13,002 22,359

Corporates (including Specialised 98,378 1,392 21,712 99,420 2,031 22,324
Lending)

Equity 19,412 0 0 16,451 0 0

Iterr.1§ representing securitisation 58,752 0 53,821 50,469 0 52,387
positions

Cash and other assets 2,567 0 0 1,932 0 0

Total 438,337 13,017 203,482 444,255 15,033 202,838

Of which, defaulted 1,709 198 379 1,705 206 0

Table 6-11: Credit exposure secured by financial collateral and coverage ratio breakdown
The table below provides a breakdown of protected and unprotected exposures.

EUR million 31.12.2019 31.12.2018

Secured by collateral 13,017 15,033

Breakdown by protection/exposure ratio less than 25% 156 171
25% to 50% 319 237
50% to 75% 388 1,027
75% to 90% 592 416
90% to 100% 11,562 13,182

Residual exposure, not secured by financial 641,819 647,093

collateral

Total 654,836 662,126
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Table 6-12: Protected exposure by guarantor rating class

This table provides a view on the credit quality of the guarantors used by the Group to reduce its credit risk
exposures. The breakdown is based on external ratings.

EUR million 31.12.2019 31.12.2018
AAA 11,319 10,718
AA 14,655 14,191
A 55,634 56,969
BBB 31,840 28,582
BB 12,425 10,992
B 3,274 8,185
Cccc 7 14
Unrated 74,328 73,187
Total 203,482 202,838

6.3. Standardised approach

The Group treats a small portion of its assets under the Standardised approach. This portfolio includes

the Bank’s strategic equity investment in the EBRD.

Table 6-13: Standardised approach

EUR million

31.12.2019

Exposures before CCF and
credit risk mitigation (‘CRM’)

Exposures post-CCF and CRM

On-balance Off-balance

On-balance

Off-balance

sheet amount sheet amount sheet amount sheet amount RWA  RWA density RGC
Strategic investments 158 713 158 713 870 100% 70
Corporates 33 201 33 100 134 100% 11
Total 191 914 191 813 1,004 81
EUR million 31.12.2018
Exposures before CCF and Exposures post-CCF and CRM
CRM
On-balance  Off-balance On-balance  Off-balance .
sheet amount sheet amount sheet amount sheet amount RWA ~ RWA density RGC
Strategic investments 158 713 158 713 870 100% 70
Corporates 84 970 84 485 569 100% 45
Total 242 1,683 242 1,198 1,439 115
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6.4. Internal Ratings-based approach

The Internal Ratings-based (‘IRB’) approach enables banks to use their own risk parameters to
qguantify required capital for credit risk. After the Basel Il Accord was published, the EIB Group made
the decision to use internal credit risk models and processes to be able to apply the IRB approach and
therefore developed models for the Probability of Default (‘PD’), Loss Given Default (‘LGD’) and
Exposure at Default (‘EAD’). PD, LGD and EAD models exist for all material exposure classes of the
Bank, and the Bank uses an “Advanced IRB” (AIRB) approach for the majority of its book. Strategic
equity participations, such as investment in the EBRD, are treated under the Standardised approach.
The slotting approach was applied to unsecured specialised lending exposures until the end of 2016,
since when it has been replaced by AIRB. The simple risk-weight approach is used for equity
exposures.

Internal credit risk parameter estimates are not only used for regulatory, but also for economic capital
calculations. Internal ratings are a key driver of loan grading and therefore of loan pricing and
provisioning. The Group has set up a stress-testing framework, in which the internal credit risk
parameters and how they will change for different macroeconomic scenarios play a major role.

Internal ratings

The EIB has developed an Internal Rating methodology (‘IRM’) to determine the internal ratings of all
its counterparts. The methodology is based on scorecards for all counterparty types. The table below
sets out the relationship between internal ratings, equivalent external ratings and the ratings’
definitions. Internal ratings are updated and reviewed by OPS/TMR at least on a yearly basis and are
validated by the Credit Risk Department.

Table 6-14: EIB's internal ratings

Equivalent
Internal rating  Moody's Rating definition
rating
1 Aaa Counterpart of prime credit quality, with minimal credit risk
2+ Aal High credit quality counterpart and subject to very low credit risk. Considerable stability of
2 Aa2 earnings, strong position in a non-cyclical sector and moderate leverage. Long-term prospects
2 Aa3 quite solid.
3+ Al Good credit quality counterpart and subject to low credit risk. Capacity to repay all obligations in
3 A2 the normal course of business is undoubted, but operating in a cyclical sector (or not having a
strong position in a non-cyclical one), and therefore potentially showing a degree of vulnerability
3- A3 to downturns. Long-term prospects remain, however, solid.

Acceptable credit quality counterpart subject to moderate credit risk but with an exposure to
4+ Baal economic or industry cycles that could well lead, in the medium term, to a material deterioration
in the borrower’s financial performance.

4 Baa2 Minimum acceptable credit quality counterpart subject to increased credit risk.

Counterpart is financially vulnerable to external or internal factors such as high leverage, highly
4- Baa3 cyclical and competitive industries, or where event risk is a major consideration. Short-term
solvency is not in question, but long-term prospects are uncertain.

5+ Bal

5 Ba2 Financially weak counterpart, whose capacity to repay obligations on a timely basis may be in
question.

5- Ba3

6+ Bl

6 B2 Counterpart subject to high credit risk; capacity to repay questionable.

6- B3

7 Caa2 Counterpart judged to be of very poor credit standing and subject to very high credit risk.

8 D Counterpart in default.

EIB Group Risk Management Disclosure Report 2019 | 73



Internal ratings process

In order to ensure the independence of the rating assignment, there is a clear division of
responsibilities between OPS (Loan Officers), TMR (post-signature monitoring) and OPE (Credit
Officers) regarding the due diligence and internal rating exercise. While OPS/TMR have direct contact
with the counterparty, are responsible for the detailed financial analysis, gather all information
required for the scoring sheet and propose an initial counterpart rating, it is OPE’s responsibility to
validate the rating and perform adjustments/override to determine the final rating. The final rating
decision is communicated and discussed between OPS/TMR and OPE and in the event of material
disagreements it is the decision of the OPE. Each counterparty is rated individually.

Several control mechanisms of the internal ratings system have been established to ensure the
internal ratings are robust:

e Under the mandate of the Credit Risk Control Function (‘CRCF’), RM/REG/IM (Internal
Modelling Division) and SG/ECON (General Secretariat, Economics Department) are
responsible for the design and continuous refinement of the internal rating model
methodologies, the review, maintenance and monitoring of the models’ performance and the
oversight of the rating systems as whole.

e A separate validation team within RM ensures the internal models’ compliance with the
applicable regulations.

e The Internal Rating Models Maintenance Committee has oversight over regular validation of
the IRMs.

e The internal audit function is responsible for checking annually the integrity of the internal
rating system and its adherence to all applicable minimum requirements.

All internal rating models at the EIB follow an expert system approach, meaning the ratings are
primarily based on scorecards, which rely on quantitative factors and an analyst’s opinion for
qualitative factors, but also allow adjustments to the rating based on judgmental factors to an
explicitly limited degree. EU and non-EU counterparts generally use the same rating approach,
although the scores are partially weighted differently, such that for non-EU counterparties e.g.
business risk factors are more heavily weighted than financial criteria.

The internal rating model for corporate counterparts (excluding Project Finance counterparts)
assesses business risk and financial risk factors (including industry risks, company specifics, corporate
governance, capital structure and debt service capacity) on a quantitative and qualitative basis by
taking into account sector- and country-specific factors to determine an initial rating. Expert
adjustments are made by considering the legal entities’ parental or government support. Before the
final rating is determined, overriding tools assist in providing information that was not considered in
the scoring sheet, or market pricing information.

Most financial institution counterparties are rated by external rating agencies; nevertheless, an
internal rating will be derived for all such counterparties. The internal ratings process is very much
similar to that of corporates, although the rating criteria used differ and measure, on the one hand,
qualitative criteria such as economic environment, regulatory and legal framework or competitive
position and, on the other hand, financial criteria are assessed to evaluate the institution’s financial
soundness. The final rating allows for judgmental overrides as seen above.

74 | EIB Group Risk Management Disclosure Report 2019



Non-EU sovereigns are rated by the Economics Department.

The internal rating model for sub-sovereign public authority (‘SSPA’) counterparties assesses the two
main areas operating environment and financial position/risk to derive an initial rating from the
scorecard. Subsequently, model-driven adjustments including a country test (to ensure the rating in
line with the rating of the sovereign) and overriding adjustments (expert-based) and market
information are made.

A specific internal rating model exists for public sector entities (‘PSE’) that are neither sovereign nor
sub-sovereign public authorities, nor corporates. They are, though, considered within the institutions
IRB exposure class for capital calculation purposes. For the initial scorecard rating, the business risk
profile as well as the financial risk profile are assessed. For potential adjustments, the degree and
likelihood of extraordinary support from the sponsoring sovereign or sub-sovereign are assessed via
specific criteria.

Internal rating models

Due to the shortage of statistically relevant historical default data, the Bank relies on external
estimates of PDs for its internal ratings. For EU counterparts, internal rating grades are mapped to
Moody’s rating grades taking into account the criteria of the internal and external rating. The
calibration method for PDs then relies on Moody’s published data and loss experience, adjusted for
differences in the definition of default. For non-EU counterparties, default data history is provided
through the GEMs (Global Emerging Markets Risk) database, which allows for statistical modelling.
The calibration of PDs relies on GEMs and Moody’s data.

The LGD model also relies mainly on external data and expert judgement given the lack of default
data, and a downturn LGD is used for regulatory capital purposes. The LGD model differentiates
between EU and non-EU sovereigns, corporates (including Project Finance), financial and public
institutions. Credit risk mitigation clauses have a considerable impact on LGD and are taken into
account for determining the LGD of a transaction. For non-EU counterparts, the LGD is statistically
estimated and annually reviewed on the basis of GEMs data.

On the basis of the protection provided by its Preferred Creditor Status (PCS) and Statute (Article 26.2,
exemption from all forms of requisition or expropriation), the Bank deems full recovery of its EU
Member States assets upon maturity3. Hence, the Bank assumes no credit risk on direct and
guaranteed exposures to MS.

To obtain own estimates of Credit Conversion Factors (‘CCFs’) for the EAD calculation, the Bank uses a
CCF model that takes into consideration the type and maturity of the credit exposure, including
especially the extent to which details on future disbursements are known or unknown. The model
differentiates between the counterparty type and whether the counterparty is located in or outside
the EU.

3The EIB exposure to EU Member States, except for exposure in the form of debt instruments with collective
action clauses.
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Table 6-19: Exposure weighted-average risk parameters by relevant geographical region

On-balance Off-bal;r:;:
31.12.2019 sheet WA-CCF  EAD post-CCF WA-PD WA-LGD WA-maturity
exposure exposure pre-
CCF
(EUR m) (EUR m) (%) (EUR m) (%) (%) (years)
Austria 12,845 1,588 84.2 14,182 0.1 223 13
Belgium 10,925 2,607 78.2 12,963 0.9 25.0 16
Bulgaria 1,381 487 75.4 1,749 0.2 6.8 18
Croatia 3,099 1,280 83.0 4,162 0.3 9.5 12
Cyprus 2,142 577 81.4 2,612 0.3 0.6 15
Czech Republic 5,996 1,357 75.9 7,025 0.1 18.5
Denmark 3,104 285 81.1 3,335 0.1 33.7
Estonia 1,084 259 79.5 1,290 0.1 13.7 12
Finland 8,570 2,336 80.2 10,443 0.2 23.1 16
France 52,577 9,473 80.3 60,186 0.9 26.5 13
Germany 38,277 7,312 85.4 44,522 1.0 26.7 9
Greece 15,576 2,519 82.1 17,644 2.6 1.5 13
Hungary 7,754 1,633 80.9 9,074 0.2 2.1 10
Ireland 5,822 1,338 77.9 6,863 2.2 14.7 13
Italy 44,792 10,072 83.1 53,162 0.8 33.1 12
Latvia 692 418 79.6 1,025 0.1 11.7 12
Lithuania 1,838 22 85.3 1,857 0.1 2.8 17
Luxembourg 6,689 408 75.0 6,995 2.0 6.3 2
Malta 302 147 77.8 416 0.1 3.6 15
Netherlands 15,482 2,745 88.2 17,903 0.8 37.2 10
Poland 29,250 8,926 81.5 36,523 0.1 10.1 17
Portugal 14,849 1,399 81.4 15,987 1.5 21.7 7
Romania 2,672 2,801 78.5 4,872 5.5 12.7 10
Slovakia 3,090 1,228 80.1 4,073 0.1 12.3 12
Slovenia 2,727 577 77.5 3,174 0.1 7.2 15
Spain 80,460 3,098 81.4 82,982 0.2 14.3 10
Sweden 8,682 2,595 84.7 10,880 0.1 26.0 9
United Kingdom 40,621 1,867 77.7 42,072 2.7 27.1 14
Non-EU 32,501 7,572 79.6 38,526 4.7 324
Supranationals 1,812 1,843 100.0 3,655 0.0 4.9
Total 455,611 78,769 81.9 520,152 1.2 21.8 11
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On-balance Off-balance

31.12.2018 sheet sheet WA-CCF  EAD post CCF WA-PD WA-LGD WA-Maturity
exposure exposure pre-
CCF

(EUR m) (EUR m) (%) (EUR m) (%) (%) (years)
Austria 13,502 1,885 84.8 15,100 0.1 25.9 13
Belgium 10,528 2,241 80.1 12,323 0.5 20.8 15
Bulgaria 1,258 439 75.0 1,587 0.2 3.4 20
Croatia 3,124 981 87.3 3,981 0.6 6.4 13
Cyprus 2,112 649 80.5 2,635 0.6 1.2 16
Czech Republic 6,179 282 79.7 6,404 0.1 16.9 8
Denmark 4,735 182 75.7 4,873 0.1 43.9
Estonia 945 289 83.5 1,187 0.1 11.5 9
Finland 6,946 2,408 80.8 8,892 0.1 21.8 17
France 52,724 10,339 82.0 61,198 0.3 28.5 14
Germany 37,180 7,109 83.5 43,118 0.8 26.7 10
Greece 15,577 1,596 82.9 16,901 3.4 2.8 13
Hungary 7,886 1,647 84.1 9,272 0.3 1.5 11
Ireland 5,234 1,195 77.7 6,162 3.1 13.2 14
Italy 46,838 8,448 82.6 53,817 1.1 31.2 12
Latvia 657 200 76.5 810 0.1 10.6 11
Lithuania 1,540 379 79.3 1,841 0.1 5.2 18
Luxembourg 21,565 220 83.3 21,748 0.7 1.6 0
Malta 304 101 76.0 381 0.1 3.8 16
Netherlands 16,026 2,326 83.2 17,961 0.2 42.5 10
Poland 30,376 8,310 81.5 37,152 0.1 11.4 17
Portugal 17,594 1,057 84.1 18,483 1.7 20.9 7
Romania 2,631 2,412 75.8 4,459 0.3 5.6 11
Slovakia 2,933 1,502 81.0 4,150 0.1 7.9 11
Slovenia 2,682 412 75.5 2,993 0.1 2.4 17
Spain 83,108 4,422 83.6 86,803 0.2 14.4 11
Sweden 8,606 2,214 82.1 10,423 0.1 24.1 9
United Kingdom 39,675 2,973 82.0 42,113 2.2 27.7 14
Non EU 33,801 5,199 81.6 38,043 3.6 315 6
Supranationals 2,551 3,008 98.4 5,511 0.0 4.1 8
Total 478,817 74,425 82.6 540,321 0.9 21.3 11
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Table 6-20: Equities under the simple risk-weight method

This table provides an overview of the main types of equities and the risk weights applied.

31.12.2019

EUR million

Regulatory categories

Other equity exposures
Private equity exposures

Total

31.12.2018
EUR million

Regulatory categories

Other equity exposures
Private equity exposures

Total

On-balance
sheet
exposure

2,086
8,446
10,532

On-balance
sheet
exposure

1,297
6,663

7,960

Off-balance
sheet
exposure

3,352
4,658
8,010

Off-balance
sheet
exposure

2,496
5,124

7,620

RW

370%
190%

RW

370%

190%

Table 6-21: Cash and other non-credit obligation exposures

EAD

5,438
13,104
18,542

EAD

3,794
11,787

15,581

RWA

20,120
24,898
45,018

RWA

14,036
22,396

36,432

RGC

1610
1,991
3,601

RGC

1123
1,792

2,915

EL

131
105
236

EL

91
94
185

This table provides an overview of other assets, such as cash, property, plant and equipment. It shows all such
exposures, the risk weight and RWA.

EUR million

Cash
Other

Total

Risk weight
0%
100%

31.12.2019
Exposure RWA
1,387 0
1,180 1,154
2,567 1,154
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92
92

31.12.2018
Exposure RWA
933 0
999 999
1,932 999

RGC

80
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7. Counterparty credit risk

7.1. Counterparty credit risk management

Introduction

Counterparty credit risk is defined as the risk that the counterparty of an OTC derivatives transaction
or securities-financing transaction (‘SFT’) defaults before the final settlement of the transaction’s cash
flows and the counterparty will not be able to fulfil present and future payment obligations. The
exposure at risk changes over time as market parameters change and it is of bilateral nature. SFTs,
such as reverse repurchase and repurchase agreements are calculated under the Financial Collateral
Comprehensive Method.

EIB uses derivatives, mainly currency and interest rate swaps, but also structured swaps, forward rate
agreements and currency forwards, as part of its ALM activities to manage exposures to interest rate
and foreign currency risk and as part of its treasury operations. The Fund does not hold derivatives.

EIB enters into SFTs, mostly in the form of reverse repos with banking counterparties. Such
transactions are used as part of its treasury management activities to place liquidity not immediately
needed for disbursement of loans. The Fund does not engage in SFTs.

Mitigation, monitoring and reporting

EIB’s counterparty credit risk is governed by its financial risk guidelines. The Derivatives division within
RM is responsible for monitoring and measuring counterparty credit risk on derivatives and the
Treasury & Liquidity division for monitoring and measuring counterparty credit risk on SFTs. Changes
to models and methodology in relation to counterparty credit risk for derivatives are discussed by the
Derivatives Strategy and Model Committee, which meets quarterly and has the mission to analyse
and discuss possible improvements in policies, procedures, models, methods and tools that constitute
the operational framework for derivatives transactions at the EIB.

The EIB uses internal credit limits for derivatives and SFTs, which are approved by the Management
Committee, and monitored on a daily basis. Corrective actions will be taken in the event of limit
breaches and dedicated daily reporting about limit usage is in place. Credit limits for derivatives are
set on the Potential Future Exposure computed in a simulation engine on multiple time points and
under various rating scenarios. To compute the credit limit usage of SFTs, exposures are weighted by
fixed percentages depending on the SFT type. Exposures and limits for derivatives and SFTs are
consolidated with general credit risk exposures in the global limit system to manage these within the
overall credit processes.

A number of credit risk mitigants are used to limit EIB’s counterparty credit risk. To be able to trade
derivatives with the EIB, commercial banks need to enter into an ISDA Master Agreement with a Credit
Support Annex (‘CSA’) that has rating dependent thresholds, and the counterparty also needs to
satisfy a minimum rating requirement. Institutions such as Multilateral Development Banks are not
required to enter into CSAs. In order to trade repos with EIB, commercial banks need to enter into a
GMRA. The GMRAs currently in place do not have rating-dependent parameters. Eligibility criteria for
derivatives and repo counterparties as well as risk limits are approved by the Management

EIB Group Risk Management Disclosure Report 2019 | 83



Committee. All derivative exposures are priced on a daily basis and if applicable collateralised by cash
or bonds under a CSA which allows for daily margin calls in nearly all cases. The EIB does not post
collateral under any CSA. Collateral received is monitored and valued regularly and an internal haircut
that is at least as conservative as the regulatory haircut is applied for internal and external exposure
measurement purposes. Margining for SFTs such as tri-party repos is outsourced to tri-party agents
that calculate exposure and administer margin calls on an intra-day basis. Margining for SFTs such as
bilateral repos is performed by EIB on a daily basis. The exposure is fully collateralised at transaction
level, with a subsequent call in accordance with the underlying agreement.

Wrong-way risk arises when there is significant increasing exposure to a counterparty combined with
a simultaneous increase in the probability of the counterparty’s default. Wrong-way risk is commonly
categorised into two types: Specific Wrong-Way Risk (SWWR) and General Wrong-Way Risk (GWWR).
SWWR occurs when future exposure to a specific counterparty is highly (positively) correlated with
the counterparty’s credit quality due to the nature of the transactions with that counterparty. GWWR
occurs when there is high (positive) correlation between the probability of default of a counterparty
and general market risk factors affecting the exposure to that counterparty.

The EIB has procedures in place to actively identify, monitor and control SWWR at trade inception and
continuing throughout its term. Additionally, for derivative transactions, the EIB manages GWWR
within the derivatives limit framework by applying conservative assumptions on market-risk factor
volatilities producing a strong positive correlation between the counterparty default and the Bank’s
potential future exposure to that counterparty.

Measurement

The Bank currently uses the Mark-to-market method for calculating regulatory derivative exposures
for capital adequacy purposes. This approach is based on the current market value of a derivative plus
an add-on that is supposed to cover future changes in value and netting as well as collateral which
can be incorporated. Collateral applied in this calculation receives the regulatory risk haircut.

The own- funds requirements for Credit Valuation Adjustment (‘CVA’) risk is calculated in accordance
with the Standardised method and includes both OTC derivatives and SFTs.
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7.2. Quantitative disclosure

This section provides an overview of the exposures, RWA and capital requirements the Bank assumes
with regard to counterparty credit risk. The bank has neither exposure on derivatives to a central
counterparty clearing house (CCP), nor does it have any credit derivatives transactions. In terms of
SFTs it transacts cleared reverse repos and repos with one qualifying CCP, the rest being dealt with
non-qualifying CCPs or with banking counterparties.

Table 7-1: Analysis of counterparty credit risk exposure (CCR) by approach

This table provides an overview of counterparty credit risk requlatory requirements and the methods used to
calculate it.

Potential
31.12.2019 Replacement Future Credit
Cost Exposure EAD post-CRM RWA RGC EL
EUR million
Mark-to-market method (OTC 49,833 16,494 10,043 5,010 401 2
derivatives)
Financial collateral comprehensive
method (SFTs) n.a. n.a. 2,971 146 12 0
Total 49,833 16,494 13,014 5,156 413 2
Potential
31.12.2018 Replacement Future Credit
Cost Exposure EAD post-CRM RWA RGC EL
EUR million
Mark-to-market method (OTC 42,357 16,107 8,664 4,401 352 2
derivatives)
Financial collateral comprehensive
method (SFTs) n.a. n.a. 363 23 2 56
Total 42,357 16,107 9,027 4,424 354 58
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Table 7-2: IRB - CCR exposures by portfolio and PD scale

All CCR exposures are treated under IRB for credit risk capital calculations. The below table provides a detailed analysis
of exposures by portfolio and PD scale, equivalent to Table 6.15, where non-derivatives exposures were captured.

“WA-“refers to exposure-weighted averages of respective risk parameters.

31.12.2019
. EAD post- Number of WA- RWA
Portfolio PD scale CRM WA-PD obligors WA- LGD maturity RWA density RGC
(%) (EUR m) (%) (%) (years) (EUR m) (%) (EUR m)
0to0.15 9,795 0.04 49 52.0 20.6 4,671 47.7 374
OTC derivatives 0'105 ztg 248 0.17 3 69.9 34.7 339 136.6 27
0.25to
035 0 0.30 1 30.0 17.5 0 56.5 0
Unrated 0 n.a. n.a. n.a. n.a. 0 n.a. 0
SFTs 0t00.15 2,971 0.04 25 45.6 0.2 146 4.9 12
Unrated 0 n.a. n.a. n.a. n.a. 0 n.a. 0
Total 13,014 0.04 67 50.8 16.2 5,156 39.6 413
31.12.2018
Portfolio PDscale TADPOSt\yapp Numberof . 6D WA- RWA RWA RGC
CCF obligors maturity density
(%) (EUR m) (%) (%) (years) (EUR m) (%) (EUR m)
0t00.15 8,342 0.04 50 50.3 18.9 4,015 48.1 321
OTC derivatives 0'10552 322 0.17 3 61.2 29.5 386 119.7 31
0.25to
035 0 0.30 1 30.0 18.5 0 56.5 0
Unrated 0 n.a. n.a. n.a. n.a. 0 n.a. 0
SFTs 0t00.15 289 0.03 13 56.3 0.2 23 8.1 2
Unrated 75 100 1 75.0 0.1 0 0.0 0
Total 9,028 0.87 63 51.1 18.5 4,424 49.0 354

Table 7-3: Credit valuation adjustment (CVA) overview

This table provides an overview of the CVA Capital Charge at the EIB, which is calculated according to the
Standardised Approach.

EUR million EAD post-CRM CVARWA CVA RGC
31.12.2019 12,504 6,213 497
31.12.2018 9,028 5,553 444
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Table 7-4: Impact of netting and collateral held on exposure values

This table provides an overview of the impact of netting and collateral held on counterparty credit risk

exposures.
Gross positive
31.12.2019 fair value or net Netted current  Collateral held Net credit
carrying amount Netting benefits credit exposure  (after haircut) exposure
EUR million
Mark-to-market method (OTC derivatives) 49,833 31,803 18,030 19,897 937
Financial collateral comprehensive method 18,009 1,182 16,827 18,975 0
(SFTs)
Total 67,842 32,985 34,857 38,872 937
Gross positive
31.12.2018 fair value or net Netted current Net credit
carrying amount Netting benefits credit exposure Collateral held exposure
EUR million
Mark-to-market method (OTC derivatives) 42,357 29,167 13,190 14,690 761
Financial collateral comprehensive method 8,481 0 8,481 9,837 0
(SFTs)
Total 50,838 29,167 21,671 24,527 761

The Group receives a material amount of collateral for derivatives covered by a CSA and for reverse
repurchase transactions covered by a GMRA. A comprehensive overview of the composition of
collateral received for derivatives under an ISDA Master Agreement can be found in Note S.2.5.1,
while a summary of collateral received in SFTs is given in Note S.2.4.2 of the Consolidated Financial
Statements under IFRS. Not all such collateral is eligible for regulatory calculations.
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8. Securitisation

8.1. Securitisation management

Introduction

Since 1 January 2019, the Group has applied the new EU securitisation framework, which comprises:

e Regulation (EU) 2017/2402 (the ‘Securitisation Regulation’) establishing a set of criteria for
identifying simple, transparent and standardised (‘STS’) securitisation; and

e Regulation (EU) 2017/2401 (the ‘CRR amending Regulation’) containing targeted
amendments to the CRR with regard to capital treatment of securitisations held by credit
institutions.

As per the Securitisation Regulation’s definitions, securitisation refers to a transaction or scheme,
where the credit risk associated with an exposure or pool of exposures is tranched and has the
following characteristics:

e payments in the transaction or scheme are dependent upon the performance of the exposure
or pool of exposures, and

e the subordination of tranches determines the distribution of losses during the ongoing life of
the transaction or scheme.

A “traditional securitisation” is one where there is an economic transfer of the exposures being
securitised from the originator institution to a securitisation special purpose entity (‘SSPE’), while in a
“synthetic securitisation” the transfer of risk is achieved by the use of credit derivatives or guarantees,
and the exposures being securitised remain exposures of the originator.

A “re-securitisation” means securitisation where at least one of the underlying exposures is a
securitisation position.

It should be noted that the Group has not yet implemented the STS criteria for regulatory capital
purposes. Therefore, all securitisations are treated as non-STS.

The Group has exposure to both synthetic and traditional securitisations as investor and is originator
of synthetic securitisation and re-securitisation structures. At a high level, the Group is involved in the
following transactions, and more details are provided below:

e The Bank invests in Loan Substitutes, which are typically ABS or Covered Bonds?;

e The Bank has exposure to several facilities that focus on debt-based financing via loans and
guarantees, where a part of the first loss is taken by a third party and the Bank is the originator
of these synthetic securitisations;

4 Covered Bonds are not treated as securitisation for regulatory capital treatments though, and are only referred to here as
they constitute part of the loan substitute portfolio.
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e Under its Guarantees, Securitisation and Inclusive Finance (‘GS&IF‘) business, the EIF provides
guarantees to financial intermediaries, credit enhancement to SME securitisation
transactions and can purchase tranches of SME securitisation transactions.

Securitisation activities and the Group’s objectives

The EIB Group uses so-called Loan Substitutes as alternative financing structures to reach new clients,
enhance value added and improve the Group’s risk profile. The following types of Loan Substitute
transactions are used at the Group:

e Acquisition of Asset-Backed Securities (‘ABS’), which are structured debt securities issued by
a bankruptcy-remote SSPE and backed by a pool of financial assets.

e Investments in Structured Public Sector Bonds, which are obligations of public sector issuers,
in which securitisation techniques are used to enhance the credit profile, e.g. through
segregation or ring-fencing of certain of the issuer’s assets. The credit risk has to be equal to
a public sector loan and these products were therefore included in the quantitative
disclosures.

By utilising capital market instruments, such as covered bonds and ABS as a substitute for loans, the
Bank significantly increases its ability to diversify the nature of its lending activity. In the field of SME
securitisations, the EIB and the EIF cooperate closely to ensure a consistent risk-assessment approach
within the Group.

In November 2014, the EIB Group and the European Commission jointly announced the Investment
Plan for Europe (‘IPE’), to tackle the investment gap that is hampering economic growth and
competitiveness in the European Union. Against the backdrop of economic reforms, fiscal
responsibility of the Member States and the removal of barriers to complete the Single Market, the
European Fund for Strategic Investments (‘EFSI’) is the key financial component of the IPE, aiming to
address existing market failures and sub-optimal investment conditions. After its extension, which
was agreed upon during 2018, and based on a total of EUR 33.5 billion in risk capital contributions
from the EC (EUR 26 billion) and the EIB (EUR 7.5 billion), EFSI is expected to raise more than
EUR 95 billion of additional financing through the EIB Group, to crowd in other investors for a targeted
additional EUR 500 billion of investment activity catalysed throughout Europe by 2022.

Importantly, EFSI is not a separate legal entity but covers a portfolio of financing operations on the
EIB Group’s balance sheet, which is supported by the EU budget. Notwithstanding the special
eligibility rules as defined in the EFSI legislation and the innovative financing instruments facilitated
by EFSI, all EFSI operations are EIB operations and fully comply with the Bank’s general standards. The
EFSI is deployed by both the EIB and the EIF through the Infrastructure and Innovation Windows
(“W”) and the SME Window, respectively.

The Bank also has exposure to several similar programmes, which are all structured in a similar way,
such that the EIB is the originator and the risk transfer is done synthetically through guarantees. These
include the Guarantee Fund Greece, the Connecting Europe Facility (‘CEF’) and InnovFin. Details on
the exact objectives can be found in the EIB Group Financial Statements.

Through its Guarantees and Securitisation (‘G&S’) business, the EIF is a major provider of guarantees
on SME financing and its aim is to catalyse bank lending to support SMEs and small mid-caps. The EIF
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cooperates with financial intermediaries to provide guarantees on specific tranches of securitisation
of SME loan/lease portfolios. The guarantee activities are split into own and mandate activities:

e EIF uses its own capital to credit-enhance tranches of securitisations, which transfer risk from
the financial institution providing the loan or lease and enables funding; and

e EIF manages resources on behalf of the European Commission or Member States in mandate
activities that facilitate granting of loans and leases to SMEs, where EIF acts as guarantor or
counter-guarantor. One such mandate from EC is the Risk-Sharing Instrument (‘RSI/InnovFin’),
which targets SMEs and mid-caps in research, development and innovation and is managed
by EIF. RSI/InnovFin is a guarantee facility, in which the EU takes the first-loss tranche and
EIB/EIF the second-loss tranche.

The different programmes are described further in the annual report of EIF. By providing guarantees
(i.e. synthetic risk transfer), EIF can be seen as the investor in a synthetic securitisation. The nature of
the activities expose the Group not only to credit risk and counterparty credit risk, but also to
concentration risk, liquidity risk arising from liquidity needs to cover potential guarantee calls, foreign
exchange risk if guarantees are not in EUR and potentially prepayment risk.

EIB Group does have an exposure to re-securitisations, through the EFSI IIW Debt Hybrid portfolio.
This specific portfolio has been set up for EFSI debt operations that cannot be rated internally or entail
a securitisation structure and since 1 January 2019 are treated under the new EU securitisation
framework.

Management, monitoring and reporting

In relation to Loan Substitute transactions, the EIB Group attempts to minimise financial losses. This
requires:

e Anappropriate financial structure, allocation and mitigation of risks, including an appropriate

limit system also addressing EIB Group exposures;

e Consistency with the Bank's general approach, the application of the four-eyes principle;

e Appropriate and enforceable documentation;

e Monitoring of the transaction after purchase;

e Timely and active response and management of transactions in distress.

Credit risk of loan substitutes is managed through an individual analysis of all inherent risks of a
transaction, detailed analysis of new transactions and monitoring of the loan substitute portfolio,
mainly relying on external ratings. Due to its importance, there is no cap on the overall volume of loan
substitutes, unless they do not fulfil minimum acceptable criteria. TMR monitors loan substitutes on
a continuous basis and actions are taken with respect to any deterioration of credit quality.

Due to the complex structure of securitisations, the credit performance during times of stress can only
be approximated. Therefore, the EIB’s credit review is prompted to identify the ability of the originator
to cover high-quality assets, to understand the nature and potential of the risks, which arise in respect
of the underlying asset pool.

Loans under the EFSI IIW or similar structures are subject to the same approval, management,
monitoring and reporting procedures as conventional lending transactions, i.e. the information
provided in Chapter 6 applies. The residual risk of these loans is significantly reduced by the EU
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guarantee. In addition, for operations under the IIW, projects are submitted to the EFSI Investment
Committee for inclusion in the EFSI portfolio partially guaranteed by the EU budget.

The Group manages the credit risk arising from guarantee and securitisation transactions of the Fund
that are financed by own resources under risk management policies (covered by the Statutes) and the
EIF’s internal risk operational guidelines.

Each new transaction is reviewed in detail to analyse the risks, the methodologies that should be
applied and an internal rating assessment is performed. The performance of each transaction is
reviewed regularly, at least on a quarterly basis but more frequently for transactions not performing
to EIF’s expectations, and discussed at a semi-annual IRC (Investment Risk Committee) meeting. Semi-
annual risk reports and quarterly surveillance reports are also submitted to the IRC on a quarterly
basis. Further information in respect to EIF’s guarantee activities and its management, monitoring and
reporting can be found in both the Group Financial Statements as well as in the Fund’s Annual Report.

Measurement since 1 January 2019

Following the entry into force of the new EU securitisation framework, the Group applies the following
hierarchy of approaches:

e For securitisation activities in which EIB is the originator, i.e. EFSI and other mentioned
facilities, and which are internally rated, the SEC-IRBA is used to calculate capital
requirements. All such securitised assets remain on-balance sheet at the EIB.

e The SEC-SA is mandatorily used for re-securitisations (IIW Debt Hybrid portfolio), as well as
positions for which the SEC-IRBA approach could not be applied. The SEC-SA relies on a
formula using as an input the capital requirements that would be calculated under the
Standardised Approach to credit risk in relation to the underlying exposures, as if they had
not been securitised.

e When the first two approaches above cannot be followed, the Group applies the SEC-ERBA.

e Investments in securitisations without an external rating are deducted from capital.

Measurement until 31 December 2018

Securitisation activities in which EIB is the originator, i.e. EFSI and other mentioned facilities, are not
externally rated and the Supervisory Formula Method (‘SFM’) is used to calculate capital
requirements. All such securitised assets remain on-balance sheet at the EIB.

The majority of loan substitutes are externally rated and therefore the Ratings Based Method (‘RBM’)
is used to calculate regulatory capital. Ratings from all three major external rating agencies (Moody'’s,
S&P and Fitch) are obtained, when available, and the risk weights are determined according to the
second best external rating. Investments in securitisations without an external rating are deducted
from capital.
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8.2. Quantitative disclosure

Table 8-1: Securitisation activities - Balance of securitised product exposure and their type at the
end of each reporting period

This table presents the Group's total exposure to securitisation activities in the banking book during the
reporting period, including the unfunded credit protections provided by the European Union.

31.12.2019 Bank acts as originator or sponsor Bank acts as investor

EUR million Traditional Synthetic Sub-total Traditional Synthetic Sub-total
Loans 0 100,577 100,577 5,616 3,568 9,184
Commercial mortgage 0 0 0 0 0 0
Lease and receivables 0 0 0 0 0 0
Re-securitisation 0 2,812 2,812 0 0 0
Wholesale (total) 0 103,389 103,389 5,616 3,568 9,184
31.12.2018 Bank acts as originator or sponsor Bank acts as investor

EUR million Traditional Synthetic Sub-total Traditional Synthetic Sub-total
Loans 0 83,287 83,287 5,390 14,179 19,569
Commercial mortgage 0 0 0 0 0 0
Lease and receivables 0 0 0 0 0 0
Re-securitisation 0 0 0 0 0 0
Wholesale (total) 0 83,287 83,287 5,390 14,179 19,569

Table 8-2: Securitisation positions and associated regulatory capital - Bank acting as originator

This table presents securitisation banking book positions when the Group acts as originator with the associated
capital requirements by the regulatory approach applied. Note that all exposures treated with 1250% risk
weight are deducted from capital and therefore no RWA or capital requirement is given here.

31.12.2019
EUR million Long-term external rating EAD RWA Regulatory capital
< <
2 2
° °
- S S
Q B T T
g @ o < a < < a
2 2 o 2 g o ~ g o g o ~
5 o 2 g = % ¥ g = 3 & F = 3 § ¥
D by + H [*] [*] [*] n [*] [*] [*] n [*] [*] [*] n
& 2 5.8 8§ 8 - - .- - - - B
Traditional 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Synthetic 423 305 1,039 101,623 88,785 13,975 0 629 6,527 7,654 0 0 522 612 0 0
Total 423 305 1,039 101,623 88,785 13,975 0 629 6,527 7,654 0 0 522 612 0 0
31.12.2018
EUR million Long-term external rating EAD RWA Regulatory capital
< <
2 2
° °
- S S
Q B T -
£ P e < a < < a8
2 a < 3 < < & > < < 5 g < % >
5 g 2 5 2 5 <2 &5 & 5 2 & & & 2 8
D 5 F H ) o < 0 ) o < 0 ) o < o
g % 2 5 & = g g & = g g & = g B
Traditional 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Synthetic 76 0 0 83,211 76 82,950 0 261 12 2,439 0 0 1 195 0 261
Total 76 0 0 83211 76 82,950 0 261 12 2,439 0 0 1 195 0 261
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All securitised assets are retained on-balance sheet and no facilities are subject to early amortisation
treatment.

Table 8-3: Securitisation positions and associated regulatory capital - Bank acting as investor

The table presents securitisation banking book positions when the Group acts as investor with the associated
capital requirements according to regulatory approach applied.

31.12.2019
EUR million Long-term external rating EAD RWA Regulatory capital
c c
2 2
ko] ko]
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Traditional 3,488 785 674 668 0 3,284 1,809 522 0 1,829 1,468 0 0 146 117 0
Synthetic 580 782 45 2,161 0 2,243 80 1,246 0 4,737 87 0 0 379 7 0
Total 4,068 1,567 719 2,829 0 5,527 1,889 1,768 0 6,566 1,555 0 0 525 124 0
31.12.2018
EUR million Long-term external rating EAD RWA Regulatory capital
c c
2 2
° °
- S S
@ ' T <
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Traditional 3,345 1,239 91 715, 4,675 0 0 715, 1,086 0 0 0 87 0 0 715
Synthetic 2,398 1,264 0 10,517, 3,662 2,926 0 7,591 882 0 0 0 71 0 0 7,591
Total 5,743 2,503 91 11,232 8,337 2,926 0 8,306 1,968 0 0 0 158 0 0 8,306

All securitisation exposures are classified as held-to-maturity. Therefore, any gains or losses from sale
are immaterial as they only occur when significant deterioration of the asset allows for a sale.
Table 8-4: Summary of capital requirements (RGC) for securitisation activities

This table summarises the overall capital requirements and capital to be deducted from CET1 for securitisation
activities of the Group.

31.12.2019 31.12.2018
EUR million Capital Capital
EAD RWA RGC  deduction EAD RWA RGC  deduction
Bank acts as originator 103,389 14,181 1,134 115 83,287 2,451 196 261
Bank acts as investor 9,184 8,120 650 1,768 19,569 1,967 157 8,306
Total 112,573 22,301 1,784 1,883 102,856 4,418 353 8,567
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Table 8-5: Exposures securitised by the institution - Exposures in default and specific credit risk

adjustments

The following table provides a view on the securitised exposures that are in default and the amount of specific
credit risk adjustments made during 2019.

Total amount of specific credit risk adjustments

31.12.2019 Defaulted exposures made during the period

EUR million Traditional Synthetic Total Traditional Synthetic Total

Loans 0 1,209 1,209 0 0 0

Wholesale (total) 0 1,209 1,209 0 0 0

31.12.2018 Defaulted exposures Total amount of specn.flc credit I‘I‘Sk adjustments
made during the period

EUR million Traditional Synthetic Total Traditional Synthetic Total

Loans 0 1,065 1,065 0 0 0

Wholesale (total) 0 1,065 1,065 0 0 0
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9. Market risk

9.1. Own funds requirements for market risk by approach

Table 9-1: Market risk under standardised approach

EUR million 31.12.2019 31.12.2018
RWA RGC RWA RGC

Outright products

Interest rate risk (general and specific) 461 37 654 52
Foreign exchange risk 1,799 144 5,179 414
Total Standardised approach 2,260 181 5,833 467

Further information on the respective own funds requirements is provided in Section 9.3 regarding
the interest rate risk generated by the trading book and in Section 9.2 on foreign exchange risk.

9.2. Foreign exchange risk

Introduction

The Foreign Exchange (FX) risk is the volatility in the economic value of, or in the income derived from,
the Group’s positions due to adverse movements of foreign exchange rates.

The members of the Group have different business models and separate governing frameworks (the
principles of which are laid down in their respective Statutes and Rules & Procedures) and thus follow
different day-to-day management approaches with respect to FX risk. Based on a materiality
assessment, FX rate risk disclosures focus solely on the Bank.

In compliance with its Statute, the Bank does not engage in operations denominated in foreign
currency not directly required to carry out its lending operations or fulfil commitments arising from
loans or guarantees granted by it.

The Bank is exposed to FX risk whenever there is a currency mismatch between its assets and liabilities.
FX risk also comprises the effect of unexpected and unfavourable changes in the EUR value of future
cash flows caused by currency movements, such as the impact of FX rate changes on the Bank’s future
margins revenue.

The main objective of the Bank’s FX management is to minimise to the extent possible the effect of
variation of FX rates on earnings in non-reporting currencies (i.e. non-EUR currencies).
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Management, monitoring and reporting

The key bodies which are involved in the management of FX risk in the Bank are the Management
Committee and the Asset/Liability Committee (ALCO).

The EIB’s primary FX position is defined, for each non-reporting currency, as the balance between the
accounting value of assets and liabilities under EU-GAAP and measured in EUR equivalent. The FX
position for each non-reporting currency is monitored on a daily and monthly basis. On a daily basis,
the Bank’s primary FX positions are impacted by transactions that create a mismatch between assets
and liabilities. The P&L impact on the FX position is taken into account and appropriately hedged on a
monthly basis.

The Bank hedges its FX risk by keeping its primary FX position for each non-reporting currency within
authorised limits. In the case of a limit breach, the position is reduced by FX spot or forward deals
within the same day.

In parallel, in order to protect its P&L from the fluctuations of its future revenues due to changes in FX
rates, the Bank hedges twice per year the future interest rate margins in GBP and USD, expressed in
accrual terms over a 3-year period.

Risk Management, as a second line of defence, is in charge of the monitoring of the daily primary FX
position. Finance Directorate Operational Support and Monitoring, as a first line of defence, is in charge
of calculating and reporting on a daily basis the primary FX position to the Finance Directorate Treasury
that manages the position.

Measurement

The capital requirement is computed based on the net FX position, defined according to the CRD
IV/CRR (Articles 351 to 354), and therefore including FX risk arising from any gold position and
Collective Investment Undertakings (CIUs). For the latter, i.e. investments into venture capital and
infrastructure funds, the EIB applies the look-through approach.

The net FX position calculated for this purpose differs from the Bank’s accounting-based primary FX
position where Investment Funds/CIUs are funded by liabilities denominated in the same currencies.

The FX risk management framework is complemented by additional metrics. In particular, the Bank
performs stress tests to understand the impact of FX rates on the economic value of own funds as
presented in the following table.

Table 9-2: FX risk stress test results for the EIB

The table provides a FX stress test impact due to a 30% value reduction of the Bank’s positions denominated in
foreign currencies.

EUR million 31.12.2019* 31.12.2018

Impact on economic value of own funds due to FX risk (627) (258)

*In 2019, a shock of 30% value reduction was applied, compared to 2018 when it was 20%.
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9.3. Traded market risk

Introduction

Traded market risk is limited to the Securities Liquidity Portfolio (SLP), which was classified as the
trading book for regulatory purposes in 2017.

The portfolio consists of medium and long-term securities and is managed with the following
objectives:

e To strengthen the Bank’s liquidity buffer
e To contain mark-to-market volatility
e To cover and generate some return over the applicable internal transfer price

Traded market risk may arise from activities such as buying and selling securities as well as hedging
positions via interest rate swaps and bond futures. The SLP is exposed to interest rate risk and credit
spread risk.

Management, monitoring and reporting

The Securities Liquidity Portfolio is managed by the Finance Directorate (Fl). The Bank’s financial risk
guidelines applicable to the Securities Liquidity Portfolio relate to financial risk identification,
measurement and monitoring, including limit setting, compliance and reporting. They are approved by
the Management Committee and any amendments must be sent to the Management Committee for
approval after consultation with the Finance Directorate.

Interest rate risk is mitigated through active management of the portfolio through buying and selling
positions as well as through hedging via interest rate swaps and bond futures. The portfolio managers
receive a dedicated report in terms of interest rate risk exposure by time bucket on a daily basis. Credit
spread risk is mitigated through active management of positions.

The Middle Office function of the Finance Directorate provides regular reporting on the risk exposure
of the portfolio. A dedicated function of the Risk Management Directorate independently measures
the risk exposure of the portfolio and ensures its compliance with all the formal limits set out in the
financial risk guidelines. Risk Management also monitors the targets defined in the annual investment
strategy, in terms of asset allocation, interest rate and credit spread duration.

As of 31.12.2019, the modified duration of the Securities Liquidity Portfolio was 0.15 years and the
credit spread duration was 1.11 years.

The Risk Management Directorate calculates on a regular basis interest rate VaR which stood at
EUR 0.30m as of 31.12.2019 (95% confidence, 1-day holding period) and credit VaR which stood at
EUR 19.78m respectively (99.6% confidence, 1-year horizon).
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Measurement

The Bank applies the standardised approach for calculating the own funds requirement on its trading
book positions in non-securitisation debt instruments (interest rate risk in the trading book), composed
of the Securities Liquidity Portfolio.

As per Art. 326 of CRR, the Bank's own funds requirement for interest rate risk in the trading book shall
be the sum of the own funds requirements for specific and general risk. The specific and general risk
components are calculated in accordance with, respectively, Art. 336 and Art. 340 of CRR.

9.4. Non-traded market risk

Introduction

Non-traded market risk covers the risks that may arise from banking book activities, such as interest
rate risk, cross currency basis risk, funding spread risk and equity risk. Information on liquidity and
funding risks can be found in the following chapter. Based on the Group’s business model, the bulk of
its non-traded market risk arises from the Group’s ALM, treasury (apart from the EIB’s SLP which has
been classified as Trading Book) and the Group’s Equity Investment activities. The Fund’s interest rate
risk is driven by cash or cash equivalent positions as well as investments in debt securities. The
majority of the Fund’s treasury management has been fully outsourced to the Bank under a treasury
management agreement.

No regulatory capital allocation is required for non-traded market risk.

Management

Management of market risks of the Bank is undertaken by RM/FIN and by the Fund’s Risk
Management for the Fund’s activities. The Bank’s financial risk guidelines relate to financial risk
identification, measurement and monitoring, including limit setting, compliance and reporting. They
are approved by the Management Committee and any amendments must be sent to the Management
Committee for approval after consultation with the Finance Directorate and discussion within ALCO,
when appropriate. They do not explicitly address the risks arising from the management by the Bank
of financial resources entrusted to it neither by the EIF nor, in general, third parties.

The Group’s key market risks, arising from non-trading activities, are interest rate risk (including cross-
currency basis and funding spread risk) and equity risk, which are examined in the following sections.

Measurement

The Financial Statements provide a good overview on market risks in Note S.4 of the consolidated
financial statements under IFRS. Interest rate risk of own funds is quantified by stress tests, which are
summarised here. Further information, including methodology, is provided in the Financial
Statements. With respect to the Group, for the stress tests of own funds computation, the following
assumptions are made:

e Positions arising from the EIF’s treasury investments managed by the EIB as well as the EIF
part of EREM funded debt products, are included in the Group’s economic value of own funds.
e EIB and EIF pension obligations, as projected by an actuarial provider, are taken into account.
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Table 9-3: Market risk stress testing results for the EIB

The table provides an overview of the main market risks at the EIB through the impact on the economic value of
own funds of stress tests. The underlying scenarios are as follows:

- Interest rate risk: EBA defined stress test scenarios>, as well as 200 basis point upward parallel shift of
interest rate curve (available in Table 9-4).
- Funding Spread risk: 75 basis point increase in the Bank’s funding cost (measured in terms of funding

gaps) on all future funding requirements relating to the refinancing of outstanding assets.

Impact on economic value of own funds

EUR million 31.12.2019 31.12.2018
Interest rate risk (200bps upward shift)* -7,961 -7,761
Spread risk** -989 -2,611

*As per EBA/GL/2018/02, positive impacts per currency are accounted for 50% only.
**New methodology in 2019 applied which evaluates the impact of debt refinancing needs only, assuming shareholders are paid last
after the rest of the balance sheet runs off.

9.4.1. Interest rate risk in the banking book

Introduction

Interest rate risk is defined as the volatility in the economic value of, or in the income derived from,
the Group’s positions due to adverse movements in market yields or the term structure of interest
rates. Exposure to interest rate risk occurs due to differences in the repricing and maturity
characteristics of the different assets, liabilities and hedge instruments.

Management, monitoring and reporting

The Group follows relevant key principles of BCBS® and EBA’ in its management and monitoring of
interest rate risk. The Bank measures and reports IRRBB on a monthly basis in different ways. A Global
Interest Rate Risk report and a Cross-Currency Basis Risk report are published internally for limits
monitoring in the context of the operational ALM activities. There is a permanent working group on
interest rate risk monitoring, which was established within the ALCO. The working group’s activities
include the review and analysis of interest rate risk exposure and reporting to ALCO on operational
actions and consequences.

Considering the nature of the activities of the EIF compared to those of the Bank, the main source of
IR risk for the EIF comes from its treasury investments. In this respect, the duration of the Fund’s
treasury portfolios is monitored on a weekly basis. Based on a materiality assessment?, interest rate
risk disclosures may focus solely on the Bank in the following sections.

> EBA/GL/2018/02.

6See Standards for Interest Rate Risk in the Banking Book (IRRBB) (April 2016)

7 EBA Guidelines on the management of interest rate risk arising from non-trading book activities - EBA/GL/2018/02.

8 For an impact of a 200 basis point upward parallel shift of the interest rate curves on economic value of own funds of the
whole Group, refer to Note S.4.2.1 in the Consolidated Financial Statements under IFRS. This was EUR 7.88 billion at end-
2019 (2018: EUR 7.80 billion). For the EIF, the impact was EUR 0.1 billion at end-2019 (2018: EUR 0.1 billion).
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Measurement

The EIB applies a duration of own funds as a primary interest rate risk metric, with a target duration
of five years, within a tolerated operational deviation of plus or minus 0.5 years. The relevance of this
strategy is reassessed at the occasion of the ALM strategy review process.

The EIB performs stress tests to understand the impact on the economic value of own funds using
interest rate shocks® and performs analysis on the Bank’s sensitivity of earnings. For additional details,
refer to the Financial Statements under IFRS, Note S.4.2 “Interest rate risk”.

Table 9-4: Interest Rate Risk in the Banking Book: EBA standardised stress test scenarios

The below table gives a stress test analysis of the Group, which measures the impact of the regulatory
standardised shocks on the economic value of own funds, measured in EUR million.

Scenario

EUR million 31.12.2019* 31.12.2018
Parallel up -7,881 -7,817
Parallel down 1,251 9,346
Steepener -1,279 -1,357
Flattener -219 130
Short rate up -2,523 -2,336
Short rate down 830 2,431
200bp upward shift -7,865 -7,807

*In 2019 EBA stress scenarios were applied, which compared to the 2018 scenarios have a floor on the down shocks and positive impacts
per currency were accounted for 50% only.

Table 9-5: Interest Rate Risk in the Banking Book: standardised stress test on +200bp shift scenario

The below table gives a stress test analysis of the Bank only, which measures the impact of the +200bp
standardised shock on the economic value of own funds, drilled down by currency*®.

31.12.2019* 31.12.2018
EUR million +200bp IR Scenario| +200bp IR Scenario
AUD -17 0
CAD -1 0
CHF 4 4
CzZK -8 -5
DKK -2 -4
EUR -7,902 -7,651
GBP -1 -22
HUF -4 -2
JPY 11 4
MXN -1 0
NOK -3 0
PLN -6 -4
SEK -12 -8
TRY 2 0
usb -20 -73
ZAR -2 0
Total own funds -7,961 -7,761

*As in the case of the other shocks, positive impacts per currency are accounted for 50% only.

° EBA/GL/2018/02.
10 Currencies for which all stress tests had an immaterial impact of less than EUR 500,000 were excluded from this table.
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9.4.2. Equity exposure in the banking book

Introduction

Non-traded equity risk refers to the potential loss that may be incurred as a result of reduction in the
fair value of an equity investment in the EIB Group banking book.

The Group is exposed to equity risk from the following sources:

e EIB’s participations in the European Bank of Reconstruction and Development (‘EBRD’) and in
the EIF (which is consolidated for the purpose of this report);

e Equity-type investments including investments in infrastructure funds and in the Structured
Finance Facility (‘SFF’);

e Venture capital and growth capital operations made by EIF on behalf of EIB under the RCR
and the EREM mandates and under own resources (usually as co-investments with
Mandates); and

e Shares that have been received in the context of a financial restructuring of a publicly-quoted
or privately-held company to which the Bank has lent.

Detailed information on the size of the equity portfolio broken down by the above exposure type is
provided in the Financial Statements for the EIB Group under EU Directives in Note E, including further
information on off-balance sheet exposures.

Management, monitoring and reporting

The EIB’s Equity Risk Guidelines (“ERG”) address risk issues and related risk-mitigating measures
associated with direct and indirect equity investments irrespective of their geographical focus and
origin of funds.

Periodic scoring of equity-type investments is performed by the first line of defence functions and
validated by RM Operations Department. Equity-type investments are fair valued periodically and set
against their carrying value to calculate performance.

The Bank’s exposure to equity risk is included in aggregate in the monthly Risk Report.

The EIF established specific risk management practices and measurement methodologies, which are
detailed in the EIF Financial Statements. This Report provides some general information about the
management practice in the following paragraphs.

The core is a structured and regular fund manager review process, in which the financial performance
of each fund manager and fund in the portfolio is assessed, operational issues at the level of fund
managers are identified, and remedy actions are agreed. This process is run by Risk Management and
involves the various front offices of the Fund.

Considering equity risk arising from venture capital and middle market investments under the RCR
and EREM mandates, the EIF monitors the exposures and reports to the Management Committee of
the EIB on a quarterly basis. This report includes key performance indicators, the RCR headroom,
allowed investments, details on portfolio diversification as well as expected investment performance.
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For more quantitative details concerning equity exposures in the banking book, refer to Section 3.2.
of the EIF Financial Statements. Private equity investments are especially important to the Fund,
therefore further information about the private equity portfolio composition can be found in its
Financial Statements.

Measurement

Investments in venture capital operations, infrastructure and investment funds are valued in line with
accounting policies, for which we refer to Note A.2.8 of the Financial Statements.

The Group assesses the impact on own funds due to reasonable possible changes in equity indices on
a regular basis. The impact of such an assessment as well as more information on the measurement
are provided in the Financial Statements under IFRS, Note S.4.4.

As for the EIF, the measurement of the quality and performance of the EIF equity portfolio is grounded
in the fund manager review process described above, and is performed on the basis of the grades
assigned to the fund managers (“Operational Grade”) on the one hand and to the fund (“Performance
Grade”) on the other. In addition, Risk Management exploits the breadth and depth of data
accumulated on the past experience of the portfolio, in order to derive simulations and scenarios as
to future expected returns and performance.

The EIF quantifies equity risk arising from private equity investments via a Capital Asset Pricing Model
(‘CAPM’). Deriving reasonable statistics, which could then be used for a private equity CAPM, is
challenging due to the lack of historical data concerning the aforementioned investments. That is why
the EIF’s risk management incorporates a conservative beta, i.e. a measure of risk relative to the
market, derived from different private equity indices, to estimate the sensitivity of the value of its
equity portfolio towards a change in value in the overall market where the respective positions are
traded. For further information refer to Section 3.2.4.1 of the EIF’s Financial Statements.
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10. Liquidity risk

10.1. Internal framework for liquidity risk management

Introduction

Liquidity risk is the risk that the entities of the Group have insufficient capacity to fund increases in
assets and meet obligations as they fall due, without occurring unacceptable losses. It can be further
split into funding liquidity risk and market liquidity risk. Funding liquidity risk is the risk of being unable
to refinance the asset side of its balance sheet and to meet payment obligations punctually and in full
out of readily available liquid resources. Market liquidity risk is the volatility in the economic value of,
or in the income due to the potential inability to execute a transaction to offset, eliminate or reduce
outstanding positions at reasonable market prices.

For liquidity management and liquidity risk management the Group follows a decentralised model
where both EIB and EIF have a separate liquidity framework in place tailored to the entity business
model with the objective to ensure that each entity can always meet its payment obligations
punctually and in full.

Given the Bank’s business model, long-term funding is the prevailing source of funding for its lending
activities. To raise liquidity on the capital markets, the Bank uses large, liquid benchmark bonds
denominated both in its main operating currencies (EUR, GBP and USD) as well as in other currencies.
The Bank has a specific policy in place to make sure that funding and liquidity costs are transferred to
the client and that issuance is adequately diversified by tenor and currency. Furthermore, in defining
its funding programme, the Bank pays due regard to the control of the structural maturity mismatch
between its lending and borrowing activities. In order to manage its liquid assets, the Bank holds a
liquidity buffer composed by several treasury portfolios with short, medium and long-term
investment horizons, each of them managed according to risk guidelines approved by the
Management Committee. Further to this, the Bank can participate in the monetary refinancing
operations of the Eurosystem, through its access to the Banque Centrale de Luxembourg.

Differently, the EIF does not fund itself on the capital markets. Liquid assets are managed by the EIF in
such a way as to ensure that guarantee calls, private equity commitments and administrative
expenditures can be regularly met, while earning a reasonable return on the assets invested,
compatible with the protection of the value of the paid—in capital. The liquidity is managed so as to
meet the Fund’s liquidity needs. For the most part, the treasury management is outsourced to the EIB
under a treasury management agreement mandating the EIB services to perform selection, execution,
settlement, monitoring, bookkeeping and valuation of the transactions. Meanwhile, a short-term
treasury portfolio is managed directly by the EIF for daily liquidity management.

The Bank uses derivative instruments as part of its asset and liability management activities, to
manage interest rate, cross-currency basis and foreign currency risks and reduce the exposures to
such risks.

The exposure of the Bank to derivative counterparts is mitigated through Credit Support Annexes
(CSA) to the ISDA Master Agreements, which provide for daily collateralization of exposures. The CSAs
signed by the Bank are unilateral (or 1-way), meaning that the EIB is not obliged to post collateral —
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neither in the form of cash, nor securities — as it would be under an ordinary bilateral CSA. Within the
unilateral CSA framework, the Bank is executing mark-to-market swaps which are standard cross
currency swaps with quarterly resets of their nominal to match the changes in the relevant FX rate
over the period. These resets are settled in cash on a quarterly basis.

For further information on the current funding programme and its currencies and maturities, as well
as on the treasury assets portfolios and the use of derivatives, please refer to the related disclosures
in the Financial Statements.

Both entities have in place an independent Risk Management unit monitoring and controlling the
liquidity risk of each respective entity. The best banking practice rules on liquidity risk that shall apply
on an individual as well as on a consolidated basis are assessed and determined according to the BBP
Guiding Principles.

Management, monitoring and reporting

The Group has in place sound internal processes for identifying, measuring, monitoring and
controlling liquidity risk. The management monitoring and reporting are implemented within the
Group taking into consideration proportionality and the business model specificities of each entity.

On a daily basis, information about EIB daily cash flows in all the operating currencies are available
for the purposes of short-term liquidity planning and investment. On a weekly basis, all cash flows
arising from assets, liabilities and off-balance sheet items are projected over several time horizons,
under both “base-case” as well as under internally determined “stressed” conditions. The latter take
into account severe lending and funding forecasts as well as stressed loan repayments, liquid assets
and contingent outflows. Both market and funding liquidity risks are covered by these stresses. The
cash flow projections contribute to determining the appropriate size of the Bank’s liquidity buffer, by
ensuring that it is sufficient to cover the Bank’s future net cash outflows under all conditions, “base-
case” and “stressed” alike. Further to the aforementioned cash flow projections, the Bank uses a
structural cumulative liquidity gap analysis to ensure that the structural mismatches between long-
term funding and lending activities are sustainable, both from a liquidity and spread risk standpoint.

Tolerance levels and limits for the main internal liquidity risk indicators are specified in the Risk
Appetite Framework with the aim of ensuring that the Bank and the Fund holds an adequate liquidity
buffer to cover its future net cash outflows. Such indicators are calculated by the EIB on a daily and
weekly basis, and by the EIF on a quarterly basis. The Risk Appetite Framework (RAF) indicators are
approved by the senior management through the respective RAFs and are subject to regular updates
to ensure their ongoing adherence with the business model of the two entities.

The Risk Management of both EIB and EIF regularly reports the level of the liquidity risk indicators to
senior management. During 2019, all liquidity risk indicators were well in line with the approved risk
tolerance.

Both EIB and EIF have in place contingency plans that define the escalation procedures and course of
actions in the event of a liquidity crisis. The contingency plans may be activated as a result of
extraordinary market conditions and/or as a result of the internal liquidity indicators reaching pre-
defined crisis levels. The plans are updated and tested on an annual basis.

104 | EIB Group Risk Management Disclosure Report 2019



Further information on the Group’s liquidity risk management is provided in the Financial Statements
under IFRS, Note S.3. These also provide the maturity profile for derivative and non-derivative financial
liabilities.

10.2. Internal Liquidity Assessment Process (ILAAP)

As an integral part of its risk management framework, EIB and EIF have in place an Internal Liquidity
Adequacy Assessment Process (ILAAP), which is tailored to its public function and to its specific
business model. Both entities in the group have established robust liquidity and liquidity risk
management frameworks and liquidity risk is managed prudently in order to ensure the regular
functioning of the core activities under both normal and stressed conditions. Relevant policies and
practices are in place and in line with the identified liquidity risk tolerance levels and are
communicated to senior management through internal reporting tools, in order to facilitate the
robust measurement, monitoring and control of liquidity risk.

The ILAAP is a key element of the Basel Ill framework, as transposed into European legislation by CRD
IV (Directive 2013/36/EU).

10.3. Liquidity coverage ratio (LCR)

The Bank implemented the LCR in line with the requirements of the European Commission’s Delegated
Regulation (EU) No 2015/61 of 10 October 2014.

The Bank calculates LCR on a daily basis in its reporting currency (EUR) as defined in Article 3 of
Commission Delegated Regulation (EU) 2015/61. Furthermore, the Bank also monitors the LCR for all
significant currencies (EUR, GBP and USD as at 31.12.2019). Consistency of the currency denomination
of its liquid assets with its net liquidity outflows is ensured by the Bank on an ongoing basis, in order
to prevent an excessive currency mismatch.

The Bank includes stressed contingent outflows linked to the guarantee portfolio in its LCR calculations
on top of the standard regulatory outflows provided for by the CRR and applies an appropriate
representation of contingent outflows from derivative collateralization to take into account the
specificities of its 1-way CSA agreements.

A monthly Group LCR calculation has been in place since June 2019.
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Quantitative disclosure on LCR

The following table reports the EIB Group’s average LCR over 2019 and its composition by main

items®!

Table 10-1: Liquidity coverage ratio

Scope of consolidation (solo)

EUR million

Year ending on

Number of data points used in the calculation of averages
HIGH-QUALITY LIQUID ASSETS

1

Total high-quality liquid assets (HQLA)

CASH OUTFLOWS

2

3
4
5

(92}

10
11
12
13
14
15
16

Retail deposits and deposits from small business customers, of which:
Stable deposits

Less stable deposits

Unsecured wholesale funding

Operational deposits (all counterparties) and deposits in networks of cooperative
banks

Non-operational deposits (all counterparties)

Unsecured debt

Secured wholesale funding

Additional requirements

Outflows related to derivative exposures and other collateral requirements
Outflows related to loss of funding on debt products

Credit and liquidity facilities

Other contractual funding obligations

Other contingent funding obligations

TOTAL CASH OUTFLOWS

CASH-INFLOWS

17
18
19

EU-19a

EU-19b
20
EU-20a
EU-20b
EU-20c
21

22
23

Secured lending (e.g. reverse repos)
Inflows from fully performing exposures
Other cash inflows

(Difference between total weighted inflows and total weighted outflows arising
from transactions in third countries where there are transfer restrictions or which
are denominated in non-convertible currencies)

(Excess inflows from a related specialised credit institution)
TOTAL CASH INFLOWS

Fully exempt inflows

Inflows subject to 90% cap

Inflows subject to 75% cap

LIQUIDITY BUFFER

TOTAL NET CASH OUTFLOWS
LIQUIDITY COVERAGE RATIO (%)

Total unweighted

value

31.12.2019

12

8,071
0

1,834
6,237

99,501
7,129
0
92,372
5,563
11,303

7,092
10,662
3,042

20,796

20,796

Total weighted value

31.12.2019
12

49,333

7,029

792

6,237
1,123
16,587

7,129

9,459
5,563
2,184

32,486

7,092
9,390
3,042

19,524
49,333

13,842
356%

The EIB Group’s LCR as at 31.12.2019 stood at 491% (31.12.2018: 184%). The increase year on year is
driven primarily by treasury activities (size, quality and maturity profile).

11 The monthly EIB Group LCR figures are available from June 2019. For the production of the table, the EIB standalone LCR
is used for the first half of the 2019 data points.
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10.4. Net stable funding ratio

The Basel Il framework proposed significant enhancements to liquidity risk management, which
include the Net Stable Funding Ratio (‘NSFR’). Following the adoption of the CRR Il in 2019, the NSFR
is going to be introduced in the EU framework starting in June 2021.

The Group will disclose additional information on this ratio when it will come into force based on the
respective EU banking legislative acts and guidelines.

10.5. Asset encumbrance

An asset is considered to be encumbered if it has been pledged or if it is used to secure, collateralise
or credit enhance a transaction such that it cannot be freely withdrawn by the Group. Marketable,
high-quality assets that are unencumbered are part of a liquid asset portfolio as they can generally
help to obtain emergency liquidity in stress situations.

Asset encumbrance for the EIB Group is only driven by the EIB's treasury operations with financial
institutions and Central Banks. Encumbered assets in 2019 were generated by repo transactions
(mainly in EUR). The Group does not at present engage into securities lending activities and covered
bonds issuances, and no assets are placed with settlement systems, including default funds and initial
margins. A daily monitoring process for unencumbered and encumbered assets is in place.

As of 31.12.2019, the asset encumbrance ratio amounts to 0.2% as measured according to the EBA
definition??, in line with 2019 levels.

12 commission Implementing Regulation (EU) No 2015/79 of 18 December 2014
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The following disclosures follow the EBA’s disclosure templates on asset encumbrance.

Table 10-2: Encumbered and unencumbered assets of EIB Group

The below table provides an overview of the amount and type of accounting values of on-balance sheet
assets that are encumbered and unencumbered at the EIB Group.

31.12.2019 Encumbered Assets Unencumbered assets
e Carrying amount of Fair value of encumbered Carrying amount of Fair value of
EUR million
encumbered assets assets unencumbered assets unencumbered assets
of which of which of which of which
notionally notionally notionally notionally
eligible eligible eligible eligible
EHQLA and EHQLA and EHQLA and EHQLA and
HQLA HQLA HQLA HQLA
Assets of the reporting 1,691 1,691 552,327 32,879
institution
Equity instruments 0 0 7,830 0
Debt securities 1,691 1,691 1,714 1,714 44,525 15,741 45,053 15,909
Other assets 0 0 499,972 17,138

Table 10-3: Encumbrance of collateral received by the EIB Group

This table shows the amount and type of collateral received by the Group that is encumbered or available for
encumbrance.

Fair value of encumbered| Fair value of collateral received or

31.12.2019 collateral received or own own debt securities issued
debt securities issued available for encumbrance
of which
.- notionally of which EHQLA
EUR million eligible EHQLA and HQLA
and HQLA
Collateral received by the reporting institution 0 0 42,353 12,825
Equity instruments 0 0 0 0
Debt securities 0 0 36,140 12,825
Other collateral received 0 0 6,212 0
Own debt securities issued other than own covered bonds or ABSs 0 0 0 0

Table 10-4: Sources of encumbrance

The below table provides information on liabilities associated with encumbered assets and collateral.

Assets, collateral received and

31.12.2019 own debt securities issued other
- Matching liabilities, contingent than covered bonds and ABSs
liabilities or securities lent encumbered

EUR million
Carrying amount of selected financial liabilities 1,712 1,691
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11. Operational risk

Introduction

Operational risk is the risk of loss resulting from inadequate or failed processes or systems, human
factors or due to external events, which includes legal risk but excludes strategic and reputational risk.
Legal risk is the financial risk resulting from the Group being held liable for a legal claim, damages
from the failure to meet its legal obligations of contractual requirements or infringement of
intellectual property rights. ICT risk is defined as the risk of loss due to breach of confidentiality, failure
of integrity of systems and data, inappropriateness or unavailability of systems and data or inability
to change information technology (IT) within a reasonable time frame and at reasonable cost when
the environment or business requirements change (i.e. agility). This includes security risks resulting
from inadequate or failed internal processes or external events including cyber-attacks or inadequate
physical security.

For further details on risk identification, assessment, monitoring and reporting on operational risk
please see Section 4.4.3.

Risk measurement

Until 2018, to measure capital requirements for operational risk, the EIB used the Advanced
Measurement Approach (‘AMA’), while the EIF applied the Basic Indicator Approach. Since 2019, the
Group has decided to early adopt the Standardised Approach (‘SA’) as determined by Basel Il
standards.

AMA approach (applied by the EIB until 2018)

The AMA approach commenced in 2007 and includes an evaluation of the key business environment
and internal controls, operational risk internal and external losses as well as the top operational risks
captured through the operational risk scenario assessment. The ORM framework is aligned with the
calculation of regulatory capital for operational risk. The Bank’s AMA model relies on four data
sources:

e Internal loss data, which has been collected since 2002, and each event is documented in the
Bank’s operational risk management system (SAS), which feeds the AMA model.

e External loss data, which is sourced from an external database (UK Finance®3).

e Scenario analysis, which is performed annually to obtain expert opinion of all DGs and
business line and risk managers assessing residual risk with remediation to address identified
deficiencies that are outside accepted levels of residual risk.

e Business environment and internal control factors, monitored by Operational Risk Indicators,
which include measureable thresholds and limits to monitor the identified risks. These are
reported in the monthly operational risk report to alert management when risk levels exceed
acceptable ranges.

Statistical distributions reflecting the Bank’s severity and frequency of losses are created based on a
combination of the above elements. When calibrating the base or data-driven frequency and severity

Bon1 July 2017, the British Bankers’ Association, together with the Asset-Based Finance Association, the Council for
Mortgage Lenders, Payments UK, the UK Cards Association and Financial Fraud Action UK merged to form a new
association, UK Finance.
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distributions, historical loss patterns and exposures form a reasonable proxy for future events. The
modelled distribution functions for both frequency and severity are then leveraged to generate the
annual loss distribution. AMA capital requirements are calculated as VaR (Value at Risk), or the
maximum potential loss over one year, at a 99.9% confidence level to calculate regulatory capital
requirements. The Bank does not use insurance or similar risk transfer mechanisms for mitigating
operational risks in the AMA model.

SA approach (applied since 2019)

The Basel Committee on Banking Supervision published the final Basel Ill framework In December
2017, stating that the regulatory capital requirements on operational risks will be determined by the
standardised approach, which will replace the AMA. The SA is based on a business indicator component
(utilised as a size proxy for banks in the SA context) and a historical loss experience component (with
a number of parameters that are subject to national discretion).
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12. Remuneration policy

The EIB website publishes detailed information on the remuneration and other benefits applicable to
members of its decision-making and supervisory bodies and to the members of its staff.

Information is also provided on, for instance, the remuneration of members of the Board of Directors
and the Audit Committee (attendance fees), the rules for determining the bonuses awarded to senior
management and the Bank’s pension schemes.

The Board of Governors is a non-remunerated governing body, which sets the compensation of the
Board of Directors, the Management Committee and the Audit Committee.

The members of the Board of Directors do not receive remuneration from the Bank but do receive an
attendance allowance of EUR 600 for each meeting day of the Board in which they participate. The
attendance allowance amount has been kept constant in nominal terms (i.e. no increase for inflation)
since 2002. Some Board members are civil servants and may be required by national rules to pay the
attendance allowance received to their national administration. The members of the Board of
Directors do not receive a bonus and are not paid for preparation times between Board meetings or
for written decisions.

The Bank reimburses the travel expenses of Board members in respect of their attendance at meetings
of the EIB Board of Directors, meetings of Board Committees or Working Groups and other events
convened by the governing bodies of the Bank. When travelling, members of the Board of Directors
have to use the most efficient and economical route possible. Private expenses must be strictly
separated from expenses linked to the purposes of fulfilling duties connected with membership of the
EIB’s Board of Directors, and should never give rise to an increase of the expenses incurred by the EIB.

A flat-rate subsistence allowance (currently EUR 250) is credited to Board members for each hotel
night to attend Board meetings or other events convened by the governing bodies of the Bank in
Luxembourg.

The remuneration of the Management Committee members is set by the Board of Governors and
does not include individual rewards nor Bank’s performance objectives. The emoluments of the
members of the Management Committee (President and Vice-Presidents of the EIB) are aligned with
those of the President and Vice-Presidents of the European Commission respectively.

The Audit Committee members and observers are not remunerated by the Bank. For each meeting
day in which they participate, members and observers of the Audit Committee receive an attendance
allowance of EUR 1,050, an amount which is set by the Board of Governors and has not changed since
2002. In addition, the Bank pays a flat-rate subsistence allowance of EUR 250 as a lump-sum
reimbursement for hotel and related expenses incurred by individual Audit Committee members and
also reimburses their travel expenses.

The Bank has identified members of the Board of Directors, the Audit Committee, the Management
Committee and the Directors General heading the different EIB organisational directorates as key
management personnel and their annual compensation is disclosed in the EIB’s Annual Financial
Report.
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Within the EIF, the key management personnel definition encompasses the Board of Directors, the
members of the Audit Board and the EIF Senior Management. The annual compensation of the EIF’s
key management personnel is disclosed in the EIF's Annual Report.
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13. Appendix

13.1. Appendix | - Risk taxonomy (risk definitions)

Main risk
category

Credit risk

Market risk in
the banking book

Market risk in
the trading book

Liquidity risk

Other financial
risks

Risk sub-category

Credit risk in lending

Credit concentration
risk

Country risk
(including transfer &
convertibility risk)

Credit risk in treasury

Credit risk in
derivatives and SFTs
(including CVA)

Credit risk in loan
substitutes
(loan book)

Interest rate risk in
the banking book

FX risk

Spread risk

Equity risk

Position risk related
to non-securitisation
debt instruments
(interest rate risk in
the trading book)

Funding liquidity risk

Market liquidity risk

Settlement risk

Definition

Credit risk in lending is defined as the risk that a counterpart of the Bank’s lending
activities will fail to meet its agreed-upon obligations.

The potential loss resulting from excessive concentration of exposure to a single client
or a specific sector or geographical location.

Country risk is a broad concept that relates to the aggregate of specific risks of doing
business in a particular country arising from events, including:

- Direct risks (as a result of sovereign intervention such as exchange controls, changes in
regulated tariffs, bank deposit freezes, required repatriation of all foreign exchange
receipts held abroad; refusal to clear a transfer of funds, punitive taxation and
expropriation)

- Indirect risks (derived from political turmoil; economic contraction; price controls;
devaluations; temporary closing of banking systems and/or an acute credit shortage;
higher taxes; rule of law; enforceability of contracts; acts of terrorism and war). Transfer
and convertibility risks are an example of the above-mentioned direct risks.

Transfer risk can be the result of the imposition of foreign exchange controls by the
government at times of crisis that prohibit the transfer overseas of foreign currency to
service foreign debt. Convertibility risk is the risk that the foreign exchange market will
close.

Credit risk in the treasury books is defined as the risk that a counterparty will fail to
meet its agreed-upon obligations (credit default risk) or the potential loss in terms of a
decrease in asset values due to the decrease in the quality of the respective
counterparts (issuer credit spread risk).

Credit risk in derivatives and securities financing transactions (SFTs) stems from losses
with respect to derivatives and SFTs, which the Bank would incur in the event that the
counterparty is unable to honour its contractual obligations (counterparty credit risk)
and from potential fair value losses due to credit valuation adjustments (CVA risk).

The EIB provides long-term financing in the form of loan substitutes (i.e. asset-backed
securities, covered bonds) which pose risk of losses due to a failure of interest/principal
payment by the issuer.

The current or prospective risk to both the earnings and the economic value of an
institution arising from adverse movements in interest rates that affect interest rate
sensitive instruments, including gap risk, basis risk and option risk.

The volatility in the economic value of, or in the income derived from, the Bank’s
positions due to adverse movements of FX rates.

The volatility in the economic value of, or in the income derived from, the Bank’s
positions due to movements in the funding or lending spread of the Bank.

Equity-type risks result from the Bank’s investments (direct or indirect and irrespective
of its legal form) that de facto expose the Bank to the risk of the performance of the
investee’s business.

As per Art. 326 of CRR, the Bank's own funds requirement for position risk shall be the
sum of the own funds requirements for specific and general risks of its positions in debt
instruments held in the trading portfolio. The specific risk component of the position
risk on a traded debt instrument is the risk of a price change in the instrument
concerned due to factors related to its issuer or, in the case of a derivative, the issuer of
the underlying instrument. The general risk component of the position risk on a traded
debt instrument is the risk of a price change in the instrument due to a change in the
level of interest rates.

The risk for the Bank to be unable to refinance the asset side of its balance sheet and to
meet payment obligations punctually and in full out of readily available liquid resources.
The volatility in the economic value of, or in the income derived from, the Bank’s
positions due to potential inability to execute a transaction to offset, eliminate or
reduce outstanding positions at reasonable market prices.

The Bank defines settlement risk as the risk of potential losses due to unsettled
transactions after their due delivery date and/or transactions that are settled later than
the market standard in line with Articles 378 and 272 of Regulation EU 575/2013.
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Main risk
category

Non-financial
risks

Risk sub-category

Custodian risk

Climate change risk

Pension risk

Operational risk

ICT & security risk

Reputational risk

Strategic risk

Compliance risk

Conduct risk

Other non-credit
assets obligations

Model risk

Definition

The Bank defines custodian risk as the risk of a loss that the Bank may incur in the case
of:

- non-asset segregation on the books of the custodian

- a carve-out from the liability of the custodian in the event of sub-custodian losses

- insolvency of a custodian and the inability of the Bank to claim a right and/or recover
the securities held by the custodian

Climate change risk as the risk of (i) transition to a lower-carbon economy, and (ii) risks
related to the physical impacts of climate change.

Pension and health insurance risks are defined as the risks of losses due to the volatility
of the Bank’s pension and health insurance liabilities. Pension and health insurance risks
primarily derive from a potential increase of the Bank’s obligations under adverse
conditions impacting either the future benefits to be served to the members of the
pension and health insurance schemes or the (net present) valuation of such benefits. In
funded schemes (i.e. when a bank’s obligations are funded with a portfolio of
segregated assets), pension and health insurance risks relate to the residual unfunded
exposure of the bank and therefore also incorporate investment risks.

The risk of loss resulting from inadequate or failed processes or systems, human factors
or due to external events, which includes legal risk but excludes strategic and
reputational risk.

Risk of loss due to breach of confidentiality, failure of integrity of systems and data,
inappropriateness or unavailability of systems and data or inability to change IT within a
reasonable time frame and cost when the environment or business requirements
change (i.e. agility). This includes security risks resulting from inadequate or failed
internal processes or external events including cyber-attacks or inadequate physical
security.

The risk arising from negative perception on the part of customers, counterparties,
shareholders, investors, debt-holders, market analysts, other relevant parties or
regulators that can adversely affect a bank's ability to maintain existing, or establish
new, business relationships and continued access to sources of funding.

Strategic risk is the risk that a sub-optimal contribution to achieve the EIB Group’s policy
mission supporting EU policy objectives could indirectly, through decreasing
shareholder or stakeholder support, affect the long-term financial sustainability of the
EIB or EIF. Strategic risk could be affected by inadequate strategic decisions, a failure to
execute strategy or a lack of effective response to changes in the economic, political
and business environment.

The risk of legal or regulatory sanctions, financial loss, or loss to reputation a member of
the EIB Group may suffer as a result of its failure to comply with all applicable laws,
regulations, staff codes of conduct and standards of good practice.

The Bank defines conduct risk as the current or prospective risk of losses to an
institution arising from an inappropriate supply of financial services, including cases of
fraud or wilful or negligent misconduct.

The risk of losses due to fixed assets and cash.

Model risk refers to the potential for adverse consequences from decisions based on
incorrect or misused model outputs and reports.
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13.2. Appendix Il - Abbreviations

ABS
ALCO
ALM
AMA
AT1
BBP
BCBS
BEICFs
BIA
BPV
CAD
CCC
CCF
CET1
CRA
CRAS
CRCF
CRD IV/CRR
CRM
CRO
CS BPV
CSA
CSI-SC
DPO
DSMC
EAD
EBA
EDPS
EFSI
EC
EDTF
EIB
EIF

EL
ELM
EU
EVE

FI
FMGP
FX
GLR
GMRA
GCRO
GRI
GSM
GWWR
ICAAP
nw
ICF
ICFC
ICT
IMM
IPE
IRB
IRM

Asset-Backed Securities

ALM Committee

Asset Liability Management

Advanced Measurement Approach (for operational risk)
Additional Tier 1 (Capital)

Best Banking Practice

Basel Committee on Banking Supervision
Business Environment and Internal Control Systems
Basic Indicator Approach

Basis Point Value

Capital Adequacy

Climate Coordination Committee

Credit Conversion Factor

Common Equity Tier 1 (Capital)

Credit Risk Adjustment

Climate Risk Assessment System

Credit Risk Control Function

Capital Requirements Directive IV and Regulation
Credit Risk Mitigation

Chief Risk Officer

Credit Spread Basis Point Value

Credit Support Annex

Climate Strategy Implementation Steering Committee
Data Protection Officer

Derivatives Strategy and Models Committee
Exposure at Default

European Banking Authority

European Data Protection Supervisor

European Fund for Strategic Investments
European Commission

Enhanced Disclosure Task Force

European Investment Bank

European Investment Fund

Expected Loss

External Lending Mandate

European Union

Economic value of own funds

Finance Directorate

Financial Monitoring Guidelines and Procedures
Foreign Exchange

General Loan Reserve

Global Master Repurchase Agreement

Group Chief Risk Officer

Global Reporting Initiative

Guarantees, Securitisations and Microfinance
General Wrong Way risk

Internal Capital Adequacy Assessment Process
Infrastructure and Innovation Window

Internal control framework

ICF Control function

Information and Communication Technologies
Internal Model Method (for counterparty credit risk)
Investment Plan for Europe

Internal Ratings-Based (approach for credit risk)
Internal Rating Methodology
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IRMMC Internal Rating Models Maintenance Committee

IRRBB Interest Rate Risk in the Banking Book
ISDA International Swaps and Derivatives Association
ITS Implementing technical standards

LCR Liquidity Coverage Ratio

LG Loan Grading

LGD Loss Given Default

LGTT Loan Guarantee Instrument for Ten-T Projects
MC Management Committee

NOPOF Notional Portfolio of Own Funds

NPC New Product Committee

NSFR Net Stable Funding Ratio

occo Office of the Chief Compliance Officer

OCR Overall regulatory capital requirements
OPS Operational Directorates

ORM Operational Risk Management

ORMF Operational Risk Management Framework
PE Private Equity

PBI Project Bond Initiative

PD Probability of Default

PJ Projects Directorate

RCR Risk Capital Resource

RM Risk Management Directorate

RSFF Risk-Sharing Finance Facility

RSI Risk Sharing Instrument

RWA Risk-Weighted Assets

SA Standardised Approach

SAR Special Activities Reserve

SEC-ERBA Securitisation External Ratings Based Approach
SEC-IRBA Securitisation IRB Approach

SEC-SA Securitisation Standardised Approach

SFF Structured Finance Facility

SFT Securities Financing Transactions

SLP Securities Liquidity Portfolio

SME Small and Medium-Sized Enterprises

SREP Supervisory review and evaluation process
SSPE Securitisation special purpose entity

STS Simple, transparent and standardised
SWWR Specific Wrong Way risk

T2 Tier 2 (Capital)

TMR Transaction Management and Restructuring
VaR Value-at-Risk

13.3. Appendix lll - List of figures
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13.5. Appendix V - Reconciliation with financial statements

The following table presents a high-level reconciliation between the EIB consolidated balance sheet

prepared under EU accounting directives and regulatory exposures subject to credit risk calculation.

Summary reconciliation of accounting assets and A-IRB regulatory exposures

On-balance
31.12.2019 sheet
amounts

EUR million
Cash 947
lr\(/elggsy market deposits and reverse 55,364
e e gt e
Loans and advances 427,235
Specific provisions -480
Shares and variable yield securities 8,276
Tangible and intangible assets 273
Other assets 57
Prepayments and accrued income 16,662
Derivatives 0
Guarantees issued 0
Total 555,208

Off-balance
sheet
amounts

112,571
0

9,712

0
20,546

142,829

Fair value of
derivatives

-14,001

17,263

3,260

Exposure at
default
modelling

-5,441

-3,608

33,037
480

2,678

-2,052

49,063

74,157

Credit
conversion
factors

0
-16,905

-31,234

Regulatory
EAD

947

49,923

43,266

558,514
0
20,666
273

55

609
66,326
3,641

744,220
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13.6. Appendix VI - CRR Disclosures compliance references

i CRR article

i Disclosure requirement i Compliance reference

431 (1) i Institutions shall publicly disclose the information laid down i As disclosed in the current Pillar 3 report.
in Part Eight Title 1.

disclosures, their verification, comprehensiveness and

overall appropriateness.
431(a) i Institutions shall, if requested, explain their rating decisions ; Requests for information addressed to the EIB Group are handled
to SMEs and other corporate applicants for loans. by the Infodesk in line with the Group’s Transparency Policy. As

the Group does not directly lend to SMEs, these will usually be

informed that loan decisions and conditions of financing fall

within the remit of the Financial Intermediaries and that the
Group is not involved in the rating decision-making process.
ArEicle 433 Nommaterial, Bropriotary o Comfidemtal nFormation e 5
"432(1) '} Institutions may omit information that is not material if  ; Qualitative disclosures with regard to EIB's fully consolidated
certain conditions are respected. subsidiary, EIF, are subject to the proportionality of EIF’s risk in
the context of the Group and may be omitted on the grounds of
immateriality, as appropriate.
432(2) i Institutions may omit information that is proprietary or The EIB Group does not omit any information for proprietary or
confidential if certain conditions are respected. confidentiality reasons.
323G Where 432 (2) applies, this must be stated in the ~ § As disclosed in the current Appendix.
disclosures, and more general information must be
disclosed.
 Paragraphs 1, 2 and 3 are without prejudice to the scope of  Not applicable. The EIB Group provides all relevant disclosures in
: I|ab|||ty for failure to disclose material information. this report.
isclosures must be published once a year at a minimum, ished once a year.
{ and more frequently if necessary.
"Artice 434 - Means of Qisclostire. T
434(1) i Disclosures shall be provided in one medium or where  : The majority of the disclosures are provided in the current Pillar 3
information is included in another medium, it will be clearly : report. For those Pillar 3 disclosures that are included solely
referenced. within the EIB’s Annual Financial Report a specific reference is
included in the current Appendix and/or within the respective
: i Sections.
i 434 (2) : Equivalent disclosures made under other reporting Wheredlsclosuresare|nc|udedso|e|y|ntheEIB’sAnnuaIFlnanuaI

reqU|rements (e.g. financial statements) may be deemed to Report (as described in the pomt above) the Group deems that
e compli i

sk management objectives and policies

435 (1) (a) i The strategies and processes to manage risks. : See Section 4.2 on risk management framework, which includes
an overview of the EIB’s risk management principles and Section
4.4 on risk management guidelines and processes. The former
Section also identifies risk types, presents the risk management
principles of the Group, and introduces its risk identification and
assessment process.

i Section 4.3 outlines the Group’s risk appetite framework and risk

appetlte statement. In addition, the risk management process for

organisation, including detailed organisational structures of the
EIB and the EIF.
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i CRR article Disclosure requirement i Compliance reference

i 435(1) (c) i The scope and nature of risk reporting and measurement i Along with the strategies and processes to manage risks, relevant

: systems. risk reporting and measurement are also discussed (see Chapters
! 5t011). See also Section 4.2 Risk management framework on

! Pillar 1 and 2 reporting and oversight.

i 435(1)(d) i The policies for hedging and mitigating risk, and strategies See Section 6.2 on credit risk mitigation, as well as the paragraphs
: and processes of monitoring the continuing effectiveness of under the heading ‘Management, monitoring and reporting’ for

i hedges and mitigants. other risk types.
A declaration approved by the management body on the  ; See Section 4.2 ‘Risk management framework’ and how the Group
adequacy of risk management arrangements of the follows the principles of the “three lines of defence”.
institution, providing assurance that the risk management :
systems put in place are adequate with regard to the
institution's profile and strategy. i
435 (1)(f) A concise risk statement approved by the management | See Chapter 2 ‘Executive Summary’, which provides key risk :
body, succinctly describing the institution's overall risk metrics and an overview of the risk profile of the Group. See
profile associated with the business strategy. Section 4.3 ‘Risk Appetite Framework’ for an overview of the

i Group’s risk appetit

management body. of the Management Committee are available on the EIB’s official

i website.

Individual curriculum vitae of members of the Board of Directors
are available on the EIB’s official website.

In accordance with Article 4 of the Code of Conduct for the

Members of the Board of Directors, Board members shall disclose
to the Ethics and Compliance Committee (ECC) any official or
i professional position they hold at the time of their appointment,

as well as any subsequent changes thereto.

435 (2) (b) The recruitment policy for the selection of members of the . In accordance with the Statute of the Bank, the EIB’s Board of
management body and their actual knowledge, skills and Directors consists of 29 directors and 19 alternate directors who
expertise. shall be chosen from persons whose independence and

competence are beyond doubt and appointed by the Board of
Governors for a collective five-year mandate that is renewable.
In accordance with Article 23.a, first paragraph, of the Rules of
Procedure of the Bank, the members of the Management

Committee shall be persons of independence, competence and

i have experience in financial, banking and/or European Union
matters. They shall at all times be of high integrity and enjoy high
reputation; and, possess sufficient knowledge, skills and expertise

i to perform their duties.

i By virtue of Article 23.a, second paragraph, of the Rules of
Procedure, the Appointment Advisory Committee shall give non-
binding opinions on candidates' suitability to perform the duties
of member of the Management Committee of the European

! Investment Bank.

Information on the knowledge, skills and expertise of members of
i the EIB management bodies is available in their individual
i curriculum vitae on the EIB’s official website.

....................... PRSP PRSPPPR Pyt Sy byt ety ikttt iey ety et PR |

i 435(2) (c) The policy on diversity with regard to selection of members In accordance with Article 23.a, second paragraph, of the Rules of

of the management body, its objectives and any relevant Procedure of the Bank, the overall composition of the

targets set out in that policy, and the extent to which these Management Committee shall aim to reflect an adequately broad
objectives and targets have been achieved. range of expertise as well as gender diversity.

' Gender diversity in the Board of Directors is reported in the EIB
Annual Corporate Governance Report available on the EIB’s
official website.

i 435(2)(d) Whether or not the institution has set up a separate risk The EIB Group has a separate Risk Policy Committee. It meets
: committee and the number of times the risk committee has quarterly or more frequently upon request. During 2019 it met

met. nine times. It gives non-binding opinions and provides

: recommendations to the Board of Directors in relation to Bank
risk policies so as to facilitate the decision-making process of the
Board. See also Section 4.1. ‘Risk management organisation’.
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i CRRarticle i Disclosure requirement

i 435(2) (e) i Description of the information flow on risk to the

management body.

i Compliance reference

i A monthly internal risk report provides a detailed view on credit,
ALM, and financial risks and is provided to the Management

i 436 (a) The name of the institution to which the requirements of See Chapter 1 ‘Overview of EIB Group’ and Section 3.2 ‘Scope of

the CRR apply. application’.
fa36(b) ©"An outiine of the differences in the basis of consolidation  : See Chapter 1 ‘Overview of EIB Group’ and Section 3.2 ‘Scope of ¢
: . for accounting and prudential purposes. . application’. :

: Any current or foreseen material practical or legal
¢ impediment to the prompt transfer of own funds or

i Not applicable. The EIF’s shareholders comprise the EIB, the
European Union and financial institutions’ shareholders. Together

repayment of liabilities among the parent undertaking and the EIB and the European Union are committed to hold more than
its subsidiaries. 88% of the shares in EIF capital. The EIF's members have

committed themselves to provide additional capital (up to 80% of
the par value of each share — callable capital) in addition to paid-
in capital upon request by the EIF General Meeting and to the
extent required for the EIF to meet its liabilities towards its
creditors.

The aggregate amount by which the actual own funds are Not applicable. All subsidiaries are fully consolidated.

less than required in all subsidiaries not included in the
consolidation, and the name or names of such subsidiaries.
If applicable, the circumstance of making use of Articles 7 i Not applicable. The EIB Group does not make use of the
: ‘Derogation to the application of prudential requirements
on an individual basis’ and 9 ‘Individual consolidation
method’.

Article 437 - Own Funds

derogation described in Article 7 or the individual consolidation
i method specified in Article 9 of the CRR.

i 438(a) 5 A summary of the institution's approach to assessing the i Information on the Group's approach to assessing the adequacy
: adequacy of its internal capital to support current and of its internal capltal is included in Section 4.2 under the heading

ut complies

pon demand from the relevant competent authority, the

! result of the ICAAP. with it on a voluntary basis, it has not received such request.
-------------------------------------------------------------------------------------------------- T T T T T T T T T T PP P PP PP PR PP |

See Chapter 5, Section 5.3 ‘Regulatory capital’, Table 5-5.

s the EIB Group is not formal y subjec to the C ’
i Disclosure of capital requirements for each regulatory
exposure class calculated under Standardised Approach and

points (b) and (c) of Article 92(3) of CRR, concerning required solely for foreign-exchange risk and position risk related
position risk, large exposures exceeding the limits, foreign- to non-securitisation debt instruments (Interest rate risk in the
exchange risk, settlement risk and commaodities risk. trading book).
. Own funds requirements for operational risk calculated in . See Chapter 5, Section 5.3 ‘Regulatory capital’, Table 5-5.
accordance with Part Three, Title Ill, Chapters 2, 3 and 4 and

disclosed separately.

azg "Requirement to disclose specialised lending exposures and  ; For equity exposures under the simple risk weight approach, see
i (endnote) equity exposures in the banking book falling under the Chapter 6.4 ‘Internal Ratings Based approach’, Table 6-20.
: simple risk weight approach. Specialised lending exposures are not subject to the simple risk
: weight approach.

Article 439 - Exposure to counterparty credit risk (CCR)

439 (a) A discussion of the methodology used to assign internal
capital and credit limits for counterparty credit exposures.

i Information is provided in Section 7.1 ‘Counterparty credit risk
management’
1]

management’, but no policy currently considers wrong way risk

exposures explicitly.
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439 (d) A discussion of the impact of the amount of collateral the Under its contractual arrangements, the EIB Group is not required
institution would have to provide given a downgrade in its to post collateral in the event of a downgrade in its credit rating.

Gross positive fair value of contracts, netting benefits,
netted current credit exposure, collateral held and net

derivatives credit exposure.

439 (f) Measures for exposure value under the methods set out in
Part Three, Title I, Chapter 6, Sections 3 to 6 whichever
method is applicable;

439 (g) The notional value of credit derivative hedges, and the
distribution of current credit exposure by types of credit

439 (i) i The estimate of a if the institution has received the i Not applicable as the Group is currently not using the Internal

5 permission of the competent authorities to estimate a. Model Method (IMM).

440 (1) (a) Geographical distribution of exposures relevant for the Section 5.5, ‘Combined CRD IV Buffer, Table 5-9.

calculation of the countercyclical capital buffer. :
................................................................................................................................. Bereeremearaneseanaasanseseranaaras e nnsas e e s R s SRR AR e e R AR R e e R e R nRe et amaRan e e nannananaes

440 (1) (b) : Amount of institution-specific countercyclical capital buffer : Section 5.5, ‘Combined CRD IV Buffer, Table 5-9.

Article 441 - Ind|cators of global systemic importance

Values of the indicators used for G-SlI score. i The EIB Group is neither identified, nor required to hold a G-SII
buffer.

he definitions for accounting purposes of 'pas impaired’ for
'impaired". accounting purposes are provided in Section 6.1 under the title
‘Portfolio quality and credit risk adjustments’.

Taa2(b) 'A'a'é;'c'}i;5'{{6{{'éf'i'ﬁ'é'};};Br'&i;'c'ﬁéé'};Ha"r}}'ét'iisaé';&&;'t'é&' for i SeeSection6.d. T
i isk adj

The total amount of exposures after accou

nd general credit t ent

g set

without taking into account the effects of credit risk

mitigation, and the average amount of the exposures over
the period broken down by different types of exposure
classes.

i 442 (d) i The geographic distribution of the exposures, broken down : See Table 6-7.
in significant areas by material exposure classes, and further
detailed if appropriate;

Taa2(e) The distribution of the exposures by industryor i SeeTable6-s.
counterparty type, broken down by exposure classes,
including specifying exposure to SMEs, and further detailed
if appropriate.

Taa2(n The residual maturity breakdown of all the exposures, SeeTable6-o.
broken down by exposure classes, and further detailed if
appropriate.

442 (g) (i-ii) : By significant industry or counterparty type, the amount of: ; See Table 6-5. T
(i) impaired exposures and past due exposures, provided

separately;

(ii) specific and general credit risk adjustments;

(iii) charges for specific and general credit risk adjustments
during the reporting period.
The amount of the impaired exposures and past due See Table 6-5.

i exposures, provided separately, broken down by significant
geographical areas including, if practical, the amounts of
specific and general credit risk adjustments related to each
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CRR article Disclosure requirement Compliance reference
242 (i) (i~v)  : The reconciliation of changes in the specific and general See Note D.2 of the EIB's Group Consolidated Financial
credit risk adjustments for impaired exposures, shown Statements under EU directives.

separately. The information shall comprise:

(i) a description of the type of specific and general credit
risk adjustments;

(i) the opening balances;

: (iii) the amounts taken against the credit risk adjustments
during the reporting period;

(iv) the amounts set aside or reversed for estimated

i probable losses on exposures during the reporting period,
and any other adjustments;

(v) the closing balances.

....................... -y

i 442 i Specific credit risk adjustments and recoveries recorded i See Note D.2 of the EIB’s Group Consolidated Financial
(endnote) directly to the income statement shall be disclosed Statements under EU directives.

i The EIB Group follows the Commission Delegated Regulation
2017/2295 for disclosure of encumbered and unencumbered
assets. See Section 10.5 ‘Asset encumbrance’, Tables 10-2, 10-3,

and 10-4.
Article 444 - Use of ECAIs
77 i Disclosures on the use of ECAIs. i See Section 6-3. Not applicable, as the EIB Group makes very

limited use of the Standardised Approach, mostly on its strategic
equity-type investments. For the Corporate exposures under SA

there are no ECAIs credit ratings available and consequently 100%
! orisk weight default treatment is applied.

U SURout bt/ Os . v i
i Article 445 - Exposure to market risk i

445 i Own funds requirements, calculated in accordance with i As disclosed in Chapter 9 ‘Market risk’. Own funds calculations are
points (b) and (c) of Article 92(3) of CRR, concerning required solely for foreign-exchange risk and position risk related
position risk, large exposures exceeding the limits, foreign- to non-securitisation debt instruments (Interest rate risk in the
exchange risk, settlement risk and commaodities risk. trading book).

446 i Institutions shall disclose the approaches for the i See Section 4.4.3 and Chapter 11.
assessment of own funds requirements for operational risk
that the institution qualifies for; a description of the
methodology set out in Article 312(2) of CRR, if used by the
institution, including a discussion of relevant internal and

i external factors considered in the institution's
measurement approach, and in the case of partial use, the

scope and coverage of the different methodologies used.

eir : y;b-es
i objectives, including for capital gains relationship and Section 9.2.4.

strategic reasons, and an overview of the accounting

techniques and valuation methodologies used, including key

assumptions and practices affecting valuation and any
significant changes in these practices.
"""""""""""" {"The balance sheet value, the fair value and, for those  : The balance sheet value and the corresponding fair values are  :
exchange-traded, a comparison to the market price where it : disclosed under Note T ‘Fair value of financial instruments’ of the
is materially different from the fair value. EIB Group’s Consolidated Financial Statements under EU
directives.
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i 449 (j)

The cumulative realised gains and losses arising from sales
dli .

i The nature of the interest rate risk and the key assumptions
and frequency of measurement of the interest rate risk.

The variation in earnings, economic value or other relevant
measure used by the management for upward and
i downward rate shocks.

A description of the institution's objectives in relation to
securitisation activity.

The nature of other risks including liquidity risk inherent in
securitised assets.

he type of risks in terms of seniority of underlying
securitisation positions and in terms of underlying assets.

i The different roles played by the institution in the
securitisation process.

An indication of the extent of the institution's involvement

in each of the roles referred to in point (d).

A description of the processes in place to monitor changes
in the credit and market risk of securitisation exposures.

A description of the institution's policy governing the use of
hedging and unfunded protection to mitigate the risks of

retained securitisation and re-securitisation exposures.

i The approaches to calculating risk-weighted exposure

i amounts that the institution follows for its securitisation
activities including the types of securitisation exposures to
which each approach applies.

 The types of SSPE that the institution, as sponsor, uses to
! securitise third-party exposures.

A summary of the institution's accounting policies for
securitisation activities:

i Whether the transactions are treated as sales or financings.

The recognition of gains on sales.

The methods, key assumptions, inputs and changes from
the previous period for valuing securitisation positions.

i Compliance reference

See Note P ‘Net result on financial operations’ of the EIB Group’s
! Consolidated Fi i

ti

‘Shares, other variable-yield securities and

participating interests’ of the EIB Group’s Consolidated Financial
i Statements under EU directives.

See Section 9.3 ‘Non-traded market risk’.
e i
i See Section9.3 ‘Non-traded market risk’, Tables 9-4 and 9-5

See Section 8.1 ‘Securitisation management’.

................................................................................................................. H

See Section 8.1 ‘Securitisation management’.

R H
See Section 8.1 ‘Securitisation management’.

i See Section 8.1 ‘Securitisation management’.

................................................................................................................. i

See Section 8.1 ‘Securitisation management’.
T — i
i See “Management, monitoring and reporting” under Section 8.1
‘Securitisation management’.

The retained securitisation and re-securitisation exposures are
managed directly in the banking book as normal loans and no
specific hedging takes place. In terms of unfunded protection, the
Bank has exposure to several facilities (as originator of the
respective synthetic securitisations) that focus on debt-based
financing via loans and guarantees, where the residual risk is
significantly reduced via unfunded first loss protection provided
by a third party. For further information, see Section 8.1
‘Securitisation management’.

See Table 8-2 and 8-3, which provide an overview of used
approaches and the exposure and RWA treated under the
approach.

 Not applicable, as the Group is not a sponsor of any transactions
and does not manage or advise entities that invest in own

i originated securitisations.

See Section 8.1 ‘Securitisation management’, as well as Notes
A.2.6 of the Consolidated Financial Statements under EU

i directives and B.4.2 ‘Involvement with unconsolidated structured
entities’ of the EIB Group’s Consolidated Financial Statements
under IFRS.

................................................................................................................. i

Not applicable, as there have been no securitisation transactions,
¢ where the Group acts as originator, that were transferred to third
i parties.

i Not applicable, as:

a) there have been no securitisation transactions, where
the Group acts as originator, that were transferred to
third parties;

b)  the loan substitutes are classified as held to maturity.

i o.....Db) theloan substitutes are classified as neld to maturity. '
i See Note A.2.6 of the Consolidated Financial Statements under EU

directives, as well as Note R ‘Fair value of financial assets and
! liabilities’ of the EIB Group’s Consolidated Financial Statements
i under IFRS.
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The treatment of synthetic securitisations if not covered by
other accounting policies.

How assets awaiting securitisation are valued and whether

they are recorded in the institution's non-trading book or
the trading book.

An explanation of significant changes to any of the
quantitative disclosures in points (n) to (q) since the last
reporting period.

“Total amount of outstanding exposures securitised by the
institution, separately for traditional and synthetic
securitisations, and securitisations for which the institution
acts only as sponsor.

"The aggregate amount of on-balance sheet securitisation
positions retained or purchased and off-balance sheet

securitisation exposures.

Disclosures for securitised facilities subject to the early

amortisation treatment.

A summary of the securitisation activity o
period, including the amount of exposures securitised and
recognised as a gain or loss on sale.

" Aggregate amount of securitisation positions retained or
purchased and the associated capital requirements.

"The aggregate amount of re-securitisation exposures
retained or purchased.

“Amount of impaired/past due assets securitised and the
losses recognised by the institution during the current
period, both broken down by exposure type.

" For the trading book, the total outstanding exposures
securitised by the institution and subject to a capital
requirement for market risk, broken down into traditional/
synthetic and by exposure type.

Where applicable, whether the institution has provided
support within the terms of Article 248(1) and the impact

on own funds.

Article 450 - Remuneration disclosures

i Disclosures regarding the remuneration policy and practices
of the institution for those categories of staff whose
professional activities have a material impact on its risk

profile.

here were no gains

or losses on sale recognised, as described under the line for CRR
Article 449 (j) (i) above.

Not applicable, since there are no securitised exposures in the
trading book.

i See Chapter 12.

451 (1) (a)

126

i The leverage ratio and how the institution applies Article

The EIB Group makes use of Article 499 (3) and calculates an end-
¢ of quarter leverage ratio.
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A breakdown of the total exposure measure as well as a
reconciliation of the total exposure measure with the
relevant information disclosed in published financial
statements.

Where applicable, the amount of derecognised fiduciary
items in accordance with Article 429(11).

A description of the processes used to manage the risk of
ive |

leverage ratio during the period to which the disclosed
leverage ratio refers.

i Article 452 - Use of IRB approach to credit risk

452 (e) (i)

452 (e) (iii)

' The competent authority's permission in respect of the
approach or approved transition.

"The structure of internal rating systems and the relationship
between internal and external ratings.

"The use of internal estimates other than for calculating risk- -
weighted exposure amounts in accordance with the IRB
approach.

"The process for managing and recognising credit risk
mitigation.

"The control mechanisms for rating systems includinga
description of independence, accountability, and rating
systems review.

A description of the internal ratings process, provided
separately for the following exposure classes:

Corporate, including SMEs, specialised lending and
purchased corporate receivables;

For each exposure class, and across
obligor grades (including default) to allow for a meaningful
differentiation of credit risk.

“Total exposures, including for the exposure classes of
central governments and central banks, institutions and
corporate, the sum of outstanding loans and exposure

values for undrawn commitments; and for equities the

outstanding amount.

For the institutions using own estimates of conversion
factors for the calculation of risk-weighted exposure
amounts, the amount of undrawn commitments and

exposure-weighted average exposure values for each
i exposure class.
i Disclosure on retail exposures.

EIB Group Risk Management Disclosure Report 2019

I 'Not applicable, EIB Group is committed to applying best banking

weight approach for those exposures.

i See Section 6.4 ‘Internal Ratings-Based approach’,

Summary’.

practice and thus applies the A-IRB approach voluntarily. A-IRB
models are validated internally.

Not applicable, as the EIB applies the simple risk weight approach
for equity exposures.

See Section 6.4 ‘Internal Ratings-Based approach’,
Table 6-15 and Chapter 7 ‘Counterparty credit risk’, Table 7-2.
Not applicable for equities, as the EIB applies the simple risk

Table 6-15, column ‘RWA density’ and Chapter 7 ‘Counterparty
credit risk’, Table 7-2, column ‘RWA density’.

See Section 6.4 ‘Internal Ratings-Based approach’
Table 6-15.

....................... Luresiosssossresareeseesseesre RS SERR e R RS R R RE R R R E BA R R RS R R R R SRR RS RS R bR R SRR AR AR AR AR AR
Not applicable, as the EIB Group has no retail exposures.
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The institution's estimates against actual outcomes over a
longer period. At a minimum, this shall include information
on estimates of losses against actual losses in each
exposure class over a period sufficient to allow for a

i meaningful assessment of the performance of the internal
i rating processes for each exposure class.

i For all IRB exposure classes and for the institutions using

own LGD estimates for the calculation of risk-weighted
exposure amounts, the exposure-weighted average LGD
and PD in percentage terms for each relevant geographical

i location of credit exposures.

i The policies and processes for, and an indication of the

extent to which the entity makes use of, on- and off-
balance sheet netting;

The policies and processes for collateral valuation and
management;

A description of the main types of collateral taken by the
institution;

The main types of guarantor and credit derivative
counterparty and their creditworthiness;

Information about market or credit risk concentrations
within the credit mitigation taken;

i Separately for each exposure class, the total exposure that
i is covered by guarantees or credit derivatives.

See Section 6.4 ‘Internal Ratings-Based approach’
Table 6-16.

i See Section 6.4 ‘Internal Ratings-Based approach’

Table 6-19.

i See Sections 4.4.2. ‘Financial risk’, 6.2 ‘Credit risk mitigation’, 7.1

‘Counterparty credit risk management’, as well as Note R, part
‘Offsetting financial assets and financial liabilities’ of the EIB
Group’s Consolidated Financial Statements under IFRS.

i See Section 6.2 ‘Credit risk mitigation’
i Table 6-10.

ot applicable, as the EIB Group does not calculate capital

requirements for market risk using Internal Market Risk Models.
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