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Key Rating Drivers 

Strong Shareholder Support: The European Investment Fund’s (EIF) ratings are driven by 

the strong support it w ould receive from its shareholders, the European Investment Bank (EIB; 

AAA/Stable; 58.5% of subscribed capital) and the EU (AAA/Stable; 29.7%). EIF’s role in the 

European Fund for Strategic Investments (EFSI; the Juncker Plan), alongside that of EIB and 

the EU, is evidence of its strategic importance. The EUR1.5 billion increase in subscribed 

capital since 2013 show s the shareholders’ w illingness to support the fund.  

Fitch Ratings view s EIF’s intrinsic rating to be in the ‘AA’ range based on our Insurance Rating 

Criteria. 

Exceptionally Strong Capitalisation: EIF’s par/capital ratio (draw n amount of guarantees for 

ow n risk/ow n funds) improved to 1.5x at end-2018 (end-2017: 1.7x), reflecting increased ow n-

funds due to retained earnings and that the strongest grow ing part of the portfolio is covered by 

a f irst loss tranche provided by the European Commission. Fitch expects this ratio to remain 

below  the ‘AAA’ allow ance of 2.1x for a “high frequency/high severity” guarantee portfolio w ith 

currency risk, such as EIF’s. 

Stable Risk Profile: EIF’s guarantee portfolio is strong and stable. The w eighted average 

rating of EIF’s ow n-risk guarantee portfolio w as ‘A’ at end-2018 and has been stable in recent 

years. EIF has a strong record of low  levels of guarantee calls. EIF follow s conservative 

investment guidelines for its bond portfolio, but investment risk is relatively high as a 

consequence of the fund’s private equity investments for ow n risk. 

Strong Liquidity: EIF’s liquidity position is strong, w ith its liquidity ratio (liquid assets/total 

liabilities) of 315% at end-2018 comfortably exceeding Fitch’s ‘AAA’ sector credit factor 

requirement of 188%. When also taking into account the outstanding amount of draw n 

guarantees for ow n risk, EIF’s liquidity ratio reduces to 59%. How ever, EIF has no f inancial 

debt and a record of very limited cash requirements for guarantee calls. 

Stable Profitability: Profitability remained healthy in 2018, w ith a return on equity  (RoE) of 

6.5% compared w ith 5.7% in 2017. EIF’s 2018 result w as negatively affected by the deferral of 

management fee revenue follow ing the implementation of IFRS 15 in 2018. How ever, 

profitability benefited from the implementation of IFRS 9 due to overall positive fair -value 

changes. Fitch expects EIF to report a stable RoE betw een 5% and 6% in 2019-2021. 

Conservative Risk Management: In Fitch’s view s, EIF’s risk management is consistent w ith 

the fund’s ‘AAA’ rating. EIF keeps ow n-risk guarantees and private-equity portfolios w ell 

balanced and diversif ied and follow s strict internal prudential rules , despite the fundamentally 

risky nature of the fund’s focus on SMEs.  

Rating Sensitivities 

Diminished Shareholder Support: A negative rating action on EIF’s key shareholder, EIB, 

w ould lead to a negative rating action on the fund, since EIF’s rating is based on extraordinary 

support from shareholders.  

Weaker Intrinsic Rating: A dow ngrade could also be triggered by severe deterioration in 

intrinsic credit quality, leading to a dow nw ard revision of EIF’s intrinsic rating. This could result 

from pressure on liquidity and investment risks or from a deterioration of the fund’s 

capitalisation. 

Ratings 
Long-Term IDR AAA 

Short-Term IDR F1+ 

 

Outlook 

Long-Term IDR Stable 
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European Inv estment Fund 

(EURm) 2017 2018 

Total equity  1,958 1,991 

Total debt and hy brids 0 0 

Total assets 2,489 2,665 

Total earnings 263 293 

Net income 110 128 

Source: Fitch Ratings, EIF 
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Extraordinary Support 

EIF’s ratings are driven by the strong support it w ould receive from its shareholders, EIB and 

the EU. EIF’s role in the Juncker Plan, alongside that of EIB and the EU, is evidence of its 

strategic importance. 

Fitch assesses EIF’s support rating at ‘aaa’ in line w ith the rating of its key shareholder, EIB. 

Additionally, Fitch view s shareholders’ propensity to support EIF as ‘strong’, reflecting its 

strategic importance for its key shareholders. EIF’s support rating provides an uplif t over its 

intrinsic rating, w hich Fitch assesses w ithin the ‘aa’ category, based on Fitch’s Supranationals 

Rating Criteria. 
 

Peer Comparison: Shareholder Support 

 EIF (AAA) 
EIB 

(AAA) 

ESM
b
 

(AAA) 

GIC
c
 

(BBB+) 

 End-2018 Projectionª End-2018 End-2018 End-2018 

Coverage of net debt by callable capital  AAA AAA NC AAA NC 

Average rating of key shareholders AAA AAA A+ AA- A- 

Propensity to support  0 0 0 1 -1 
a Medium-term projections; b ESM: European Stability Mechanism; c GIC: Gulf Investment Corporation 
Source: Fitch Ratings, Fitch calculations, estimates and methodology, MDBs 

 

European Investment Fund’s Largest Shareholders 

  LT IDR Share in subscribed capital Total 

European Investment Bank AAA 58.5 2,634 

European Union  AAA 29.7 1,337 

EPIC Bpifrance  AA 2.3 102 
KfW  AAA 2.3 102 

Cassa Depositi e Prestiti  BBB 1.1 50 

Source: Fitch Ratings 

Capacity to Provide Extraordinary Support 

Fitch evaluates EIF’s shareholders’ support capacity at ‘aaa’, reflecting the ratings of EIB, EIF’s 

sole key shareholder, as defined in Fitch’s Supranationals Rating Criteria.  

At end-2018, EIF’s shareholders included EIB (58.5% of total subscribed capital), the EU 

(29.7%) and a group of 34 f inancial institutions based in the EU and Turkey. An overw helming 

majority (91.3%) of EIF’s shareholders w ere rated ‘AAA’ in 2018, the highest share of any 

Fitch-rated supranational. 

Propensity to Provide Extraordinary Support 

Fitch considers the shareholders’ propensity to support EIF as ‘strong’, leading to a zero-notch 

adjustment for support propensity over shareholders’ capacity to provide extraordinary support.  

This assessment primarily reflects EIF’s role in leveraging funds for SMEs in the EU through its  

participation in EFSI, alongside EIB and the EU. By end-June 2018, EIB Group mobilised about 

EUR335 billion under the EFSI plan, w hose target has recently been extended to EUR500 

billion from EUR315 billion by end-2020. This highlights the group’s strong counter-cyclical 

lending contribution into the EU’s economy.  

The ‘strong’ assessment also reflects EIF’s strategic importance to its shareholders and 

commitment from these institutions. This w as evidenced in timely disbursements of the latest 

EUR1.5 billion capital increase during 2014-2017.  

Rating Assessment 

Indicativ e value Assessment 

Support rating aaa 

Intrinsic rating aa category 

Source: Fitch Ratings 

Related Criteria 

Insurance Rating Criteria (January 2019) 

Supranationals Rating Criteria (May 2019) 

 

https://app.fitchconnect.com/search/research/article/RPT_10058790
https://app.fitchconnect.com/search/research/article/RPT_10074974
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Business Profile 

Most Favourable Business Profile 

EIF’s intrinsic rating is assessed w ithin the ‘aa’ rating category. This chiefly reflects EIF’s strong 

capital position and its absence of leverage, as w ell as its unique market position, despite its 

w eaker-than-median liquidity. Consistent w ith Fitch’s Supranationals Rating Criteria, the 

assessment of the intrinsic rating relies on Fitch’s Insurance Rating Criteria. 

We view  EIF’s business profile as most favourable compared w ith the f inancial guaranty sector, 

reflecting a most favourable competitive positioning and business risk profile as w ell as 

favourable diversif ication. 

Financial Guarantor with Unique Market Position 

EIF plays a key role in achieving EU objectives. EIF’s main objectives are to promote access to 

affordable f inance for SMEs in order to support innovation and entrepreneurship grow th in the 

EU. EIF’s business primarily consists of securitisations and guarantees, w hich both are either 

managed as part of  EIF’s portfolio for ow n risk or under mandates, and private-equity 

mandates, w hich are typically run on mandate either directly from the EU or from development 

institutions of EU member countries. For some of its mandates , EIF becomes co-guarantor or 

co-investor to increase the economic impact of these mandates. 

Fitch rates EIF based on its Insurance Rating Criteria, as the fund mainly faces guarantee risk 

from guarantees for ow n risk and investment risk from private-equity investments from ow n risk 

arising from the mandates in w hich EIF acts as co-guarantor and co-investor respectively. 

Therefore, EIF’s risk profile is similar to that of a f inancial guarantor. 

EIF does not face any direct competition and has a unique market position, given that it is a 

fully integrated EU institution that provides products in cooperation w ith local development 

banks. As a consequence, Fitch regards EIF as having a most favourable business profile. 

High Frequency/High Severity Portfolio with Currency Risk 

Fitch considers EIF’s guarantee portfolio to be one of high frequency/high severity. EIF 

provides guarantees to issuers in the 28 EU countries and also to some non-EU countries, 

such as Sw itzerland, Turkey, Ukraine and w estern Balkan countries. As a result, it is exposed 

to volatile guarantee risk and foreign-currency risks. 

The w eighted average rating of the ow n-risk guarantee portfolio w as ‘A’ at end-2018 and has 

been stable in recent years. The majority of EIF’s guarantee portfolio for ow n-risk has a rating 

of ‘A’ (83% at end-2018), follow ed by ‘AA’ (10%) and ‘BBB’ rated guarantees (4%). The 

exposure to below -investment-grade guarantees is relatively small (2%). Fitch expects that the 

share of ‘BBB’ rated guarantees could increase based on EIF’s target rating split for its biggest 

mandate. 

In total, about 20% of EIF’s guarantees for ow n risk w ere to counterparties outside of the 

eurozone at end-2018.The highest non-euro exposure comes from the UK. UK counterparties 

w ere 4% of EIF’s guarantees for ow n risk at end-2018, indicating a low  vulnerability to Brexit-

related issues. 

Fitch assesses the EIF’s currency risk as manageable due to the company’s strong capitalisation. 

Currency risk may increase as the company continues to grow , w hich Fitch w ill monitor . 
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Capitalisation Supports Rating 

EIF’s capitalisation is exceptionally strong and a positive driver for the intrinsic rating. 

Strong Capital Position Positive Rating Driver 

EIF has maintained its strong capitalisation w ith a net par/capital ratio of 1.5x at end-2018 (end-

2017: 1.5x). The improvement in 2018 reflects increased ow n funds due to retained earnings 

and that most of the increase in the draw n amount of guarantees for ow n risk is covered by a 

f irst loss tranche provided by the European Commission. 

Callable Capital Provides Additional Safety Buffer 

In the event of a guarantee call that is not under third-party mandate, EIF w ill f irst use its ow n 

funds (paid-in capital less revaluation reserves), w hich are invested in a buffer made up of cash 

and other liquid assets. It can then call on callable capital subscribed to by EIF’s ow ners. At 

end-2018, the callable capital facility w as EUR3.6 billion. 

Fitch view s the callable capital as providing an additional safety buffer, but does not include it in 

its net par/capital leverage calculation. This is because the callable capital has only to be 

provided to EIF if the fund requires it to pay creditors under a (short) 90 days payment 

obligation. As a consequence, payments to debtors face the risk of being delayed should the 

callable capital not have been made available to EIF in time. 

Financial Flexibility Adequate 

Fitch view s EIF’s f inancial f lexibility as adequate. This is based on the company’s strong 

capitalisation. Additionally, EIF’s ow ners have strong credit quality and have show n their 

commitment by providing callable capital, w hich increased to EUR3.6 billion at end-2018 from 

EUR2.4 billion at end-2013, and also by increasing the EIF’s paid-in capital in recent years. 

Fitch view s the ow ners’ ability and w illingness to support EIF as strong, w hich enhances 

f inancial f lexibility. 
  

Capitalisation and Leverage  
(EURm) 2014 2015 2016 2017 2018 Fitch’s expectation 

Own funds
a
 1,525 1,680 1,716 1,811 1,991 Fitch expects capitalisation to remain strong, with a 

net par/capital ratio below 2.5x. Maximum guaranteed amount
b
 2,032 2,192 2,925 3,001

c
 2,890

c
 

Net par to capital leverage (x) 1.3 1.3 1.7 1.7 1.5 

Net par to capital leverage  

(incl. callable capital) (x) 

0.4 0.4 0.6 0.6 0.5 

Financial leverage (%) 0 0 0 0 0 

TFC ratio (x) 0 0 0 0 0 

a Paid-in capital plus capital reserves (excluding revaluation reserves) 
b Drawn amount of guarantees for own-risk 
c Excluding guarantees covered by a first loss tranche provided by the European Commission 
Source: Fitch Ratings, Annual reports 
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Stable Profitability  

Due to EIF’s focus on supporting the EU to achieve development goals, profitability is not a key 

performance metric for the fund. Nevertheless, EIF has been profitable and achieved a stable 

RoE in recent years. 

Strong RoE 

EIF’s RoE improved in 2018 and is strong at 6.5% (2017: 5.7%). EIF’s large equity base 

penalises the fund’s RoE ratio, w hich has also been affected by the relatively low  profitability of 

the treasury assets portfolio in recent years (2018: EUR21.9 million and 7.5% of total earnings; 

versus EUR33.4 million and 34.8%, respectively, in 2012). 

EIF’s 2018 result w as negatively affected by the deferral of management fee revenue follow ing 

the implementation of IFRS 15 in 2018. How ever, profitability  has benefited from the 

implementation of IFRS 9 due to overall positive fair-value changes. 

Fitch expects EIF’s RoE to be fairly stable in the coming years as projected revenue increases 

w ill be balanced by increasing costs. 

Commission Income Main Profit Source 

Overall, EIF’s net income increased to EUR128 million in 2018, equalling a 16% yoy increase. 

This w as primarily driven by higher income from guarantee operations. Due to increased 

business volumes, income from guarantee operations increased to EUR66 million (2017: 

EUR49 million) despite a negative impact from the implementation of IFRS 9. 

How ever, commission income remains EIF’s main profit source. In 2018, commission income 

w as EUR149 million (2017: EUR153 million) and equalled about 50% of EIF’s total earnings. 

The reduction in commission income in 2018 w as driven by the implementation of  IFRS 15. 

The fund’s income from its private-equity investments for ow n risk (EUR23 million in 2016) has 

had strong grow th every year since 2012, but has remained EIF’s smallest income source. 

Low Yields Pressure Investment Earnings 

As a consequence of the declining investment yields in recent years, the earnings from the 

EIF’s treasury portfolio, w hich consists of cash and highly rated bonds, have been subdued. 

Treasury earnings declined to EUR22 million in 2018 from EUR31 million in 2013, although the 

treasury portfolio increased to EUR1.5 billion at end-2018 from EUR1.1 billion at end-2013.  

 

  

Financial Performance and Earnings  
(EURm) 2014 2015 2016 2017 2018 Fitch’s expectation 

Net income 84 97 122 110 128 Fitch expects EIF’s profitabil ity to be fairly 

stable as projected revenue increases will 
be balanced by higher costs. 

Net income return on equity (%) 6 6 7 6 6 
Income from financial guarantee operations 45 50 47 49 66 

Income from private equity operations 9 13 23 28 33 
Commission income 71 103 139 153 149 

Income from treasury investments 29 26 26 23 22 
Staff and other admin costs 66 93 112 150 166 

Combined ratio (%) n.a n.a. n.a. n.a. n.a. 

Source: Fitch Ratings, Annual reports 
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Business Model Drives Investment and Liquidity Risk 

EIF’s business model, w hich not only includes f inancial guaranty operations but also private-

equity operations, leads to a relatively high investment risk. 

Private Equity Investments Drive Investment Risk 

EIF follow s conservative investment guidelines for its treasury portfolio, w hich consists of 

bonds and cash. The bond portfolio is of high credit quality w ith 55% rated ‘AA’ or ‘AAA’ at end-

2018 and has an average rating of ‘A+’. This results in a very strong non-investment-grade 

bonds/ow n-funds ratio of 1% at end-2018. 

How ever, EIF’s risky assets/ow n funds ratio is high for a f inancial guarantor at 28% at end-

2018. This is the result of the company’s private-equity investments for ow n risk. The draw n 

amount of EIF’s equity portfolio w as EUR533 million at end-2018, equalling 27% of the 

company’s ow n funds. 

Strong Liquidity 

EIF’s liquidity position is strong in regards to on-balance-sheet obligations, as evidenced by a 

ratio of liquid assets/total liabilities of 315%, comfortably exceeding Fitch’s ‘AAA’ sector credit 

factor requirement of 188%. 

When also taking into account the outstanding amount of draw n guarantees for ow n risk, EIF’s 

liquidity ratio reduces to 59%. How ever, EIF has no f inancial debt and a record of very limited 

cash requirements for disbursements of guarantee calls on ow n-risk exposures. 

  

Investment and Liquidity Risk 
 2014 2015 2016 2017 2018 Fitch's expectation 

Risky assets to own funds (%) 23 23 25 26 28 Fitch expects EIF’s investment risk and 

liquidity position to be stable. Non-investment-grade bonds to own funds (%) 3 2 2 1 1 

Unaffi l iated equity investments to own funds (%) 21 21 22 25 27 

Affi l iated investments to own funds (%) 0 0 0 0 0 

Liquid assets to total l iabilities (%) 537 600 446 373 315 

Liquid assets to total l iabilities and drawn 

guarantees for own risk (%) 

81 78 56 56 59 

Source: Fitch Ratings, EIF 
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Strong Reserve Adequacy 

Fitch view s EIF’s reserve adequacy as neutral to the rating. 

Prudent Default Assumptions Ensure Reserve Adequacy 

EIF sets up a reserve based on default assumptions w henever a new  guarantee is signed. Due 

to prudent default assumptions, EIF has been able to release at least about EUR15 million a 

year betw een 2012 and 2017 (2017: EUR16.9 million). In 2014 and 2015, reserve releases 

w ere even stronger at EUR26.6 million and EUR28.9 million, respectively, driven by recoveries 

from a fully provisioned default. 

In 2018, EIF implemented IFRS 9, w hich requires a more regular review  of  the expected loss 

reserve and the default assumptions used. This led to an additional reserving requirement of 

EUR8 million, w hich equals 52% of the prior year reserve but is very low  compared w ith an 

overall portfolio of EUR5.0 billion of draw n guarantees for ow n risk. 

Fitch expects that EIF’s reserve development w ill be more volatile in the future as a 

consequence of IFRS 9. 

Reinsurance and Risk Management 

Fitch view s the EIF’s reinsurance and risk management as neutral to the rating. 

Strong Risk Management Framework 

EIF does not purchase reinsurance coverage, but callable capital from highly rated donors 

gives a suff icient cushion against higher-than-expected guarantee defaults or investment 

losses. Since 2016, the European Commission provides EIF w ith f irst loss tranches for EIF’s 

ow n-risk guarantees provided and private-equity investments made under the Innovation 

Finance Programme for SMEs (part of the Juncker Plan). This has led to a signif icant reduction 

in EIF’s net par/gross par ratio. 

EIF has a strong risk management framew ork in place and risk management processes 

compare favourably w ith other supranationals. 

  

Reserve Adequacy 

(Currency) 2014 2015 2016 2017 2018 Fitch's expectation 

Reserve development to prior year reserves (%) -15 -20 -21 -59 52 Fitch expects that EIF’s reserve 
development will be more volatile in the 

future as a consequence of IFRS 9. 
Reserve development to previous year own funds (%) -2 -2 -1 -1 0 

Net par to gross par  100 100 100 69 58 

Reinsurance recoverables to equity 0 0 0 0 0 

Source: Fitch Ratings, EIF 
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Appendix A: Industry Profile and Operating Environment 

This section discusses the f inancial guaranty sector.  

Monoline Focus and High Sensitivity to Economic Changes 

The typical Insurer Financial Strength (IFS) rating range for companies operating in the 

f inancial guaranty sector can extend from ‘AA’ through to ‘BBB’ categories, w ith ‘A’ being the 

most common rating. 

Prior to the f inancial crisis, most f inancial guarantors carried ‘AAA’ IFS ratings; Fitch no longer 

considers ‘AAA’ an appropriate IFS rating in the commercial f inancial guaranty industry. This 

reflects the industry’s monoline focus; common use of high par/capital leverage (in the case of 

low -risk insured portfolios) or a focus on high-risk business. 

Financial guarantors ow ned by supranationals could, in select cases , be rated up to ‘AAA’, if  

the supranational is rated ‘AAA’. How ever, support from the supranational w ould need to be 

strong and explicit through public statements that f inancial support w ould be forthcoming in the 

event of need. Fitch w ould look for such statements of support to be demonstrated formally, 

such as by provision of an unconditional guarantee or a robust callable capital facility (coupled 

w ith a strongly funded balance-sheet capitalisation) that w ould provide an adequate buffer in 

the event of stress. In the case of EIF, a robust callable capital facility and a strongly funded 

balance-sheet capitalisation are in place. 

Fitch considers the current f inancial guaranty industry to be a grouping of niche markets. 
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Appendix B: Other Ratings Considerations 

Below  is a summary of additional rating considerations that are part of Fitch’s ratings criteria. 

Group IFS Rating Approach 

Not applicable. 

Notching 

EIF is a supranational headquartered in Luxembourg, but due to its supranational status it is 

exempt from regulation. 

 

Notching Summary 

Holding company 
Not applicable 

IFS Ratings 
A baseline recovery assumption of “average” applies to the IFS rating due to the absence of policyholder 

priority of claims payment. Standard notching was used from the “anchor” IFS rating to the operating 
company’s Issuer Default Rating (IDR). 

Debt 

Not applicable 

Hybrids 
Not applicable 

Source: Fitch Ratings 

Short-Term Ratings 

Standard notching w as used to determine EIF’s short-term ratings, resulting in a Short-Term 

IDR of ‘F1+’. 

Hybrids – Equity/Debt Treatment 

Not applicable. 

Corporate Governance and Management 

Corporate governance and management are adequate and neutral to the rating. 

Transfer and Convertibility Risk (Country Ceiling) 

EIF is headquartered in Luxembourg (Country Ceiling: AAA) and its operations have exposure 

to EU members, candidates and potential candidate countries. As a supranational, EIF enjoys 

a de-facto Preferred Creditor Status on its investments in government bonds. 

As a result, no Country Ceiling is applicable for EIF, in line w ith other supranationals. 
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