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COMMUNITY COMMITMENTS IN CENTRAL AND EASTERN EURQOPEAN COUNTRIES
{CEEC): DECI|SJONS REGARDING THE EIB

Since the Arche summit (July 1989), the Commission has coordinated the
financtal asslistance of G-24 and has established progressively, since
1991, a serles of bllateral Agreements with the CEEC. These
Agreements Include activitles of different types: direct aid,
technlcal assistance and balance of payments loans as well as EIB
loans guaranteed by the Community. Regarding the latter, It is to be
noted that these countries explicltly requested these types of loans
at the time of the Agreements.

In October 1989 the Council Invited the Bank, who agreed, to make
loans to Poland and Hungary. On 12 February 1980, (1) the Councl!
declded to provide Community budget guarantees for a three year perlod
for loans not exceeding ECU 1 billlon.

On 14 May 1991, the Counci! extended Its invitation to the Czech and
Slovak Federal Republics, Bulgaria and Romania. The Councll Declslion
(2) set a celling of ECU 700 milllon for a two year period.

The two decislons mentioned above will shortly expire.

At their meeting held on 11 November 1991, Ministers from the G-24
confirmed the extension of their economic asslistance to Estonla,
Latvia and Lithuania. Accordingly, an ECOFIN Counci! Decision
offering a Community guarantee to EI!B loans of up to ECU 200 million
in these countrles was approved on 15 February 1993.

At the Tirana Conference on 22 and 23 July 1992, the Community and Its
Member States agreed to moblilze all the means at thelr disposal In
order to help the economy of Aibanla, by far Europe‘s poorest
country. Therefore, the Commission proposed to the Council that It
should Invite the EIB to undertake a programme of loans totalling ECU
50 mlillon, benefitting from Community budget guarantees as well as
interest subsidlies, In this country.

Council Decision 90/62/EEC of 12 February 1990.
Counctil Declslon 91/252/EEC of 14 May 1891.



In December 1992, the Europsan Councl!| In Edinburgh Invited the
Counclit and the EIB, In full consultatlion with the Commission, to glve
urgent and sympathetic consideration to the establishment of a new,
temporary lending facility of ECU 5 bllilon within the EIB. The
purpose of thls new faclility, Itself an etement of the economic growth
Iinitiative, would be to accelerate the financing of capital
Infrastructure projects in the Community, notably connected wlith the
Trans-European Networks. Thls new faclllty may also be extended to
projJects Iinvolving the countries of Central and Eastern Europe to the
extent that they are of mutual Interest and ensure the Inter-
operablility of networks with the Community.

EIB ACTIVITIES IN THE CEEC

At the end of 1992, the EIB concluded loan contracts in the two groups
of countries mentloned In Table 1 (Poland and Hungary; ex-
Czechoslovakla, Romania and Bulgaria) for a total amount of ECU 820
mitllon. Furthermore, projects under formal appraisal and in an
advanced stage of preparation amount to approximateiy ECU 700 million.
When financing operations at an earller stage of processing are
included (approximately ECU 500 million), the total amount under
conslideration (approximately ECU 2000 mlilllon) exceeds the guarantee
granted. Therefore, the Bank has sufficlent leeway to choose those
projects which meet the Community’'s objectives and to exhaust the
authorised celling (see Table 1, column 1). '

As regards the loan time proflle, a comparison of the time Ilapse
between the contracts signed and projects In an advanced stage of
preparation (Table 1, llnes 2 and 3) shows that, logically, the early
stages of this actlon were siow; first of all, the Bank must secure
contacts with new financlal partners and then it must ensure that the
projects submitted are sound; when these preliminary phases are
mastered, the pace accelerates.
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Table 1. . EIB activities in the CEEC at the end of 1892 (mio ECU): . .
L - T T T - Tr-T T i . T T
: Poland Hungary | Czech and i Romania§ Bulgaria 'TOTAL-
Stovak Rep) i S

i Number of operations 6 71 1 | 11 2 17
: ‘ 1
. Signed contracts 290 305 85|
. i |
; Operations at advanced stage 105 1001 303 |
gu-,_.".__ﬂﬁf_ S
'TOTALf”
£
I Guarantee 1000 700 1700
Source: EIB

8. The geographical distribution of the locans is iIndicated in Table 1.

in Poltand and Hungary-
It can also be
remaining four

This table shows that the loans already sligned
account for approximately two thirds of thelr ceiling.
observed that the EIB‘'s lending activity in the

countr les, although more recent, Is proceeding rapidly.

The
reflects,

relative Importance of the Iloans signed In Poland and Hungary
on the one hand, the fact that economli¢c reforms and the
decislon to grant EIB loans to these countrlies began a year earlier
than In the remaining countries in the group; consequently, the Bank
was able to start Iits loan programme earlier. On the other hand,
these two economies are at a relatively more advanced stage in their

deve lopment and, therefore, better able to absorb and manage the EIB
loans.

The distrilbutlon of the signed loans across sectors (Table 2), shows
that global loans to SMEs form by far the most Important group,
followed by the telecommunications and energy sectors. These are
areas In which the EIB has a iong experience and have been selected,

by common agreement, as priority objectives.



Table 2. .--Distribution of signed-projects by sectors (mio ECU) - - - - -

r T T 1 ;
Sector Poland Hungary Czechoslo»jI Romania;» Bulgaria TOTAL~
N o B o | R B i L
: 1. Transport (road and rail) 20 50 - ’ - ' -
2. Air traffic 50 20 - : - - .
3. Energy 50 50 ; ’ 25’ 5| . 170
4. Telecommunications 70 80 oL 70| - 220
5. Global loans (SME) 100 105? 85 - : - 290

Source: EIB

C. IMPACT OF THE EIB ACTIVITIES IN THE CEEC

9. It is difficult to evaluate quantitatively the impact of the
activities of the EIB as yet, glven that most of the projects
supported by the Bank are still In progress. Furthermore, EIB loans
should be regarded as part of the overal! effort by the Community to
assist the economlc development of the CEEC (an itndication of which is
glven In Table 3) and consequently, thelr economic impact cannot be
estimated separately.

This sald, it shouid be noted that the share of EIB loans in the
financing of the projects in the CEEC stands at 38% (see Table 4).
This flgure underlines the Important leverage effect of the EIB
Interventions In the Investment efforts of those countries.

There Is no doubt that these projects wlil have a very positive effect
on the economles of those countrlies: the direct creation of new jobs,
in particular through global loans to SMEs, the improvement of the
Investment environment, etc. This Is particularly true thanks to the
role played by the EIB loans In the flnancing of investment in basic
Infrastructure (see Table 2), which Is essential for the development
of the private sector.



i
‘ i
l 1991 ]
Budgetary funds (PHARE) 759 |
' Balance of payments loans (signed) 695
EIB loans (signed) 285 :
TOTAL 1739

Moreover, there are also Important indirect effects produced by the
in the

320

2550

activities of the Bank In the CEEC. The Bank's operations
potitical
this
challenging period. This commitment {nspires confidence and draws

reglon give forelgn Iinvestors a clear slignat of

commitment of the Community to help the CEEC to succeed

additlonal private foreign Investment to the region.

D. M HEM

10. The EIB has encountered a number of obstacles in the execution of

in

its

tasks. These obstacles are In general the result of the particular
the
They

clrcumstances these countries are currently facing
difficulties they are golng through In this transitional

could be grouped as obstacles arising from:

- the general economic situation and the heavy
procedures;

and
stage.

- the lack of adequate Instltutions and/or human resources.

is particularly serlous in the lidentification of

bureaucratic

This

projects and

refiects the relevant country's restricted capacity in the
preparatlon of proposals. it also compels the Bank to participate
much more |In the preparation of studies and other necessary

activitles prior to the Investment;
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- the lack of domestic partners. As mentioned before, the EIB {oans
represent only a fractlon of the projects’ total! cost, the rest

having to be financed by other International Institutions
(particularly EBRD and IBRD, etc.), and by the States concerned,
regional and local authoritlies and other private investors. It

Is not, however, always easy to find the adequate national
partners to complete the financlng of a project.

More specifically, the Ilack of the flnanclal Intermedlarles
through which to channel the EIB {oans has represented a
particular hurdie in the Bank's activities regarding SMEs.

- budget Iimlitations and constraints. These countries apply, with
the support of the IMF, very strict budgetary policles and this
limits thelr abllity to embark on much needed but costly
investments.

Much needs to be done to Improve the "structure d’accueil" for the EIB
loans. As an example, one could mention the need for these countrles
to foresee In their budgets enough room for the guarantees required
for the EIB loans.

There Is no doubt, however, that the efforts already made by these
countries, with the support of the Community’'s ald through the PHARE
programme, have already contributed to the easing of some of the
difficultlies encountered by the Bank.

More generally, the ever closer cooperation with the other
Iinstitutions actlive In the region witll render the Community’s actions
In general, and the EIB’'s in particular, more dynamic and effliclent.



In general terms, the EIB operates in these countries as it does in the
Community. The Bank lssues commercial paper and makes loans, passing on to
the borrower, following the customary rules, the conditions obtained by the
Bank. These are long-term fixed-rate loans, benefitting from a grace period
determined by the characteristics of the project.

1. Currencies: in one or several currencles, following the customer's
requirements and the Bank's resources. In all cases, operations are
labelled in BIU.

2. Duration: this is a function of the type of project and the nature of
the borrowing. In general:

- industrial projects : 10 to 12 years;
- infrastructure projects : 12 to 15 years (exceptionally
20 years).

3. Interest rate: the rate of borrowing from the market incremented by
0.15% to cover administrative expenses.

This is regardless of the natlonality of the customer, the project's
location or the customer's risk.

The interest rate is conditioned by the currency requested and is
normally fixed for the duration of the contract; other formulae could
be considered.

4. Payment :@: iIn the same currency as the loan; usually In 6-month
instalments (following a grace period of + 3 years determined
according to the project characteristics).

5. Call for tender: the Comunity regulations regarding international
competition apply; usually, the guarantee of the State concerned is
requested, although other first-class guarantees could be envisaged.

6. In the case of large projects, the borrowers in the countries in
question are often public firms or financial institutions controlled
by the State.
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COOPERATION WITH OTHER |NTERNATIONAL |NSTITUTIONS

The EiB In its report "The countries of Central and Eastern Europe and
the European Investment Bank", analyses In detail the collaboration
with other Internatlional Institutions active in the area. The report
under | Ines especlally the close collaboration among them all, each

offering the CEEC their particular expertise. In almost every large
projJect for which much finance |Is requlred, there are two, and
somet imes three, Iinstlitutlons working jointly; 1t Is evident however,

that In a more general context, the complementary role played by the
different Institutions manifests itself, not only through the shared
flnancing, but also through thelr speciflc responsibilitlies.

The World Bank acts malnly In the elaboratlon of appropriate sectoral
policies, definlng In this manner the environment and the priorities
required for the transition of the CEEC to a market based economy.

The EBRD, actlive both as a development bank and a commercial one, Is
Iin particular engaged iIn the reforms of the banking and the financial
sector and In the development of the private sector. To this end, the
EBRD has a number of speclalised instruments.

The EIB remalns a financing institution specialising In Investment
projects. It has long experlence in Community policies, both within
and outside the Community. In agreement with these pollcies, the
Bank‘s financing operations In the CEEC, although mainly oriented
towards infrastructure projects, benefit also the industrial sector
and In particular the SMEs.

Finally, cooperation wlth the Commisslon has taken place mainly
through the PHARE programme. A number of feaslbility studies have
been financed by the programme at the request of the Bank, and under
the latter ‘s supervision, to help in the preparation of projects.

The table below (Table 4) gives a plcture of collaboration between
international instlitutions in the CEEC countries.

EIB EBRD IBRD Other (1) | TOTAL (2)

R DOV E——

38.0 14.5 11.4 36.1 100
] I . |
{ .. L

(1) States, public bodies or other domestic financial sources
(2) The total represents the cost of projects for all sectors in
which the EIB has intervened.



WORLD BANK

IFC

£iB

EBRD

Project Finance

Loans T Equity
e

Yes

Yes

Yes

Yes

No

Yes

No

Yes

Large Fast
Disbursing
Pgolicy-Based
loans

Yes-
No

No

No

Host Private Public
Govemment Sector Sector
guarantees
Required Yes é Yes
]

Excluded Yes No
Required Yes, espe- Yes

cially SMEs
According to | Yes Yes
circumstances

INTERNATIONAL FINANCIAL INSTITUTIONS . PROVIDING INVESTMENT FINANCE IN
: i CENTRAL AND EASTERNEUROPE 2412
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THE NEW PROGRAMME

The present proposal has a dual aim. Firstly, to provide Community
budget guarantees for an Indicative three-year period for loans not
exceeding ECU 3,000 milflon so as to allow EIB operatlions in the CEEC
to continue and secondly, to Incorporate all EIB operations in this
region in a single framework.

The renewal of the Community guarantees to EIB loans in the CEEC
countries stems from the fact that the potentlial demand for credit, as

shown by the above analysis of the existing programme, will continue
to be large in the near future as the process of economic and social
deve lopment of these countries is stiil far from complete. Likewise,

the need for external financing In these countrles remains very high.
Given, then, the Important role pliayed by the EIB in the flnancing of
projJects In the area, especlally In Infrastructure, the continuation
of the Bank's operations would seem to be essentlal. It should also
be noted that the EIB loans fall within the framework of the European
Cooperation Agreements which were signed for an unltimited period with
these countries at the end of 1991,

To strengthen the Initlatives’ c¢oherence and to Increase the
flexlibllity and efficliency of the Bank'’s operations, the Commlission
estimates that in future all EIB activitles In the CEEC, so far
declided on a broadly bilateral basls, should be incorporated in a
single framework. Thls framework should also include the initiatives
already approved In favour of Estonla, Latvia and Llithuanta and those
proposed for Albania. The proposed framework would be suitable as
these countrles share common characteristics and face simllar problems
as well as belng In line with the usual EIB practice of making loans
by geographlical areas or by group of countrles when operating outside
the Communlty (e.g. Lomé, Mediterranean countries).

This framework would Iimply:

1} a single celling of ECU 3000 mlillion for the whole region, without
specifylng Iiimits per country, set for an indicative three-year
period.

The estimation of the proposed celiling Is based on the evolution
of the EIB loans to the CEEC which at present stands at ECU 800-
900 mltlion a year. It Includes the celling already agreed to for
loans to Estonia, Latvia and Lithuania as well as the ceiling
proposed for Albania and takes Into conslideration the “new,
temporary lending facllity" within the EIB decided by the
European Counci! In Edinburgh.
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It) that EIB loans should -have the same financlal conditions
regardliess of the country concerned.

iti) that priorities continue to be the areas defined in the
Communtty guldelines:

- the rehablilitation and deve lopment of the basic
Iinfrastructure, particularly those connected with Trans-
European networks;

- areas such as energy, research, telecommunications, the
environment;

— support for the private sector, notably SMEs, and promotion
of prlivate Investment.

It should be added further that the Commission has proposed the
setting up of a Fund for an approprliate cover for lcan guarantees
within the framework of the budgetary procedures. In this regard,
the above arrangements will then be governed, unequivocally, by these
budgetary guarantee rules.

The Commisslon intends to conduct, In close collaboration with the
EIB, a detalled examlnation of all the arrangements governing the
granting of Community budget guarantees supporting EIB loan operations
to third countrles as well as the outlook for the development of these
operations over the coming years.

CONCLUS [ONS

Accordingly, the Commisslon requests the Councli:

1. to invite the EIB to continue with its loan operations to projects
In Poland, Hungary, the Czech and Slovak Republics, Romania,
Bulgaria, Estonla, Latvia, Lithuania and Albania;

2. to decide that, subject to the approval of the EIB Board of

Governors, EIB loans for a maxIimum sum of ECU 3,000 mlllion for an
Indicative three-year perlod shouid be made avallable to these
countries. These Ilocans will be covered by the Community’'s

budgetary guarantee;

3. to Include In thls maximum the cellings already decided In favour
of Estonla, Latvia and Lithuania, as well as the ceiling proposed
for Albania;

4. to adopt the attached decision.
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Proposal for a

COUNCIL DECISION

granting a Community guarantee
to the European Investment Bank
against losses under loans
for projects
In Central and Eastern European countries
(Poland, Hungary, the Czech Republlic, the Slovak Republic,
Romania, Bulgaria, Latvia, Estonla, Lithuania and Albania)

THE COUNCIL OF THE EUROPEAN COMMUNITIES,

Having regard to the Treaty establishing the European Economic Communl|ty,
and in particular Articte 235 thereof,

Having regard to the proposa! from the Commission,
Having regard to the opinlon from the European Parliament,?2

Whereas the peoples of Central and Eastern Europe have close tles and a
common destiny with the peoples of the Communlity; whereas these ties have
been strengthened by the trade and cooperation agreements signed for an
un!imited perlod;

Whereas these countries (Poland, Hungary, the Czech Republlic, the
S1ovak Republlc, Romania, Bulgarla, Latvia, Estonia, Lithuania and Albania,
hereilnafter referred to as "Central and Eastern European countries”) are
undertaking major poliltical and soclal reforms and have embarked on a
fundamental restructuring of theilr economies; whereas the Ministers of the
Group of 24 -welcomed this at theilr meeting on 11 November 1991 and declided
to extend G-24 coordlnated economic assistance to them;

Whereas these economic reforms will make a decisive contribution to the
rapid establishment of mutually beneficial economic and commercial |inks
between these countries and the Community;

Whereas, In particular, there Is a great need for capital Investment In
these countrilies; whereas thls Investment requlres external flinance;
whereas the European Investment Bank <(herelnafter referred to as "the
Bank") could make an Important contribution;

1 0J No C
2 CJ No C



Whereas the Bank Is completing an Initlal! three-year Iloan programme for
Poland and Hungary?) and a two-year programme for the Czech and
Slovak Republics, Buigaria and Romanla4), with encouragling resuits
according to ths Bank’'s report on this flrst phase; whereas, undsr the
Europe Agreements sligned on 16 Decembsr 19921, these programmes should be
renewed;

Whereas simllar provislons have been approved for the Baltic States and
proposed within the Council for Albanla;

Whereas the Edinburgh Council of 12 Decembar 1992 called on the Councii and
the Bank to create a new, temporary lending faclllity within the Bank to
fIlnance Infrastructure projects, notably those relating to trans-turopean
networks; whereas these networks may Iinclude projects involving Central
and Eastern European countries In so far as such projects present a common
Interest;

Whereas, In future, the Bank’'s activities In all these countries must be
accordad unlform treatment within an overall framework;

Wheresas the Councl! has called on thse Bank, and the Bank has agreed, to
continue Its operations In support of Iinvestment projects carrled out in
those countrles by offering It the guarantee provided for in this Decislion;

Whereas this guarantee |Is subject to the condlitions set out In
Regulation 3)0J establishing a Guarantee Fund for the Community’s
external tending activitles; whereas the Bank and the Commission will
adopt the procedures for granting the guarantee,

3) Councl! Declsion 90/62/EEC of 2 February 1990.
4) Councl| Declslon 91/252/EEC of 14 May 1991.
5)0J No
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HAS DECIDED AS FOLLOWS:

Article 1

1. Subject to an overall ceililng of ECU 3 000 million, the Community
shall guarantee in full vis-a-vis the European Investment Bank any
payments not recelived by It but due under locans granted for a period
of some three years In accordance with Its usual criteria to Central
and Eastern European countrles.

2. The above guarantee ceiling shall Include the provisions adopted in
respect of investment in Estonia, Latvia and Lithuania and proposed in
respect of Investment in Albania.

Article 2

The operations referred to |In Article 1 shall be subject to the
arrangements lald down in the Regulation establ!ishing a Guarantee Fund for
the Community’'s external lending activities, and In particular the payment
procedures spelt out in Article 2.

Article 3
The Commission shail Inform Parllament and the Council every six months of
the situation regarding the loans signed. To that end, the Bank shall

regularly transmit to the Commission the appropriate information.

Article 4
The Commisslon shall Inform Parlfiament and the Council each year of the
loan operations and shall, at the same time, submlt an assessment of the

operatlon of the scheme and of c¢oordlination between the financial
Institutions operating in that area.

Article S

The Bank and the Commission shaltl flx the terms on which the guarantee is
to be given.
Done at Brussels,

For the Council

lhe President
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Article B0-212 and Article BO-... of ths reserve to be set up:
Guarantsas of the Europsan Economic Community to the Eurcpean
Invastment Bank for {oans in third countries In Central and
Eastern Europe.

Legal basis

To be provided by the proposad declislon, on the basis of Article 235
of the Treaty.

Classiflcation of expenditure

Compuisory.

Description of, and lustification for., the operation

The budget entry |Is intended to provide budgetary back-up for
guarantees offered by the European Community to the European

Investment Bank to cover loans which the Bank has been asked to extend
to finance projects In Central and Eastern European countries.

Nature of the expenditure and method of cajculation
(a) Nature of the exvenditure

A guarantee to the European investment Bank.

(b) Method of calculation

A token entry Is proposed, given that the amount and timing of any
call on this budget heading cannot be calculated in advance and,
furthermore, It is to be hoped that this entry wlill not be called
on.

Elnancial |mopact on approoriations for operations

Only In case of a call on the guarantee.

Elnancing of expendliture for operations

- If need be, the article will be endowed with funds via transfers,
via re-utllizatlion of amounts repaid (under Article 27(3) of the
Financial Regulation) or via a supplementary and/or amending

budget .

- In order to meet its obligations, the Commission may undertake
debt service provisionally by drawing on its liquid assets. In
this case, Article 12 of Council Regulation (EEC, Euratom)

No 1552/89 of 29 May 1989 Is applicable.

Elpancial impact on staff cost and operations

Not applicable.
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9.  Forecast of the schedule of loans to be signed while the decision is in force (1)

Year Amount {rmio Ecu)

1993 —

1994 765

1995 965

1996 1270
TOTAL 3000

(1) Forecast is subject to revision according to the date of the decision's approval
(Working hypothesis, September, 1993)
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