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The credit rating of a borrower is the rating given by the lender after having assessed the 

borrower’s creditworthiness. 

GLOSSARY 

Cohesion policy in the 2007-2013 programme period covered the European Regional 

Development Fund and the European Social Fund (i.e. the two Structural Funds) and the 

Cohesion Fund. The aim is to reinforce economic and social cohesion within the European 

Union by redressing the main regional imbalances and by improving employment and job 

opportunities. In the 2014-2020 programme period, the coordination between cohesion 

policy and the other policies contributing to regional development, namely rural 

development and fisheries and maritime policy, was improved by the establishment of 

common provisions for the European Structural and Investment Funds. 

The Commission has to carry out an ex ante evaluation for financial instruments addressing 

amongst other things the needs to be met, the proportionality of the intervention with 

regard to the size of the identified funding gap, the added value of Union involvement and 

synergies with other new and existing financial instruments. These aspects may also be 

included in the impact assessments that the Commission carries out on initiatives expected 

to have significant economic, social or environmental impacts.  

The purpose of the "funded risk-sharing financial instrument" (in the 2007-2013 period) 

was to provide funding to a financial intermediary to support new lending and to share the 

risk of the new loans.  

Innovation, according to Eurostat’s definition is the implementation of a new or significantly 

improved product (good or service) or process, a new marketing method or a new 

organisational method in business practices, workplace organisation or external relations. 

The minimum requirement for an innovation is that the product, process, marketing method 

or organisational method must be new (or significantly improved) to the firm.  

The EU’s multiannual financial framework lays down the maximum annual amounts which 

the EU may spend in different political fields over a period of at least 5 years. The 



 5 

 

multiannual financial framework is not the budget of the EU but provides a framework for 

financial programming and budgetary discipline. 

Securitisation is a process by which a lender pools and repackages assets (here: a portfolio 

of loans), to organise them into different risk categories and to trade these new instruments 

(i.e. the securities).   



 6 

 

About loan guarantees for small and medium-sized enterprises 

EXECUTIVE SUMMARY 

I. For almost 20 years, the EU has helped European small and medium-sized enterprises 

access debt financing by providing loan guarantees. The guarantees are provided to financial 

intermediaries, which are expected to increase their lending to viable businesses that would 

otherwise experience difficulties in obtaining loans. To help these enterprises, the EU 

provides funds for two centrally managed guarantee instruments and, under cohesion 

policy, it co-finances similar instruments put in place by national or regional authorities. In 

addition, Member States have their own nationally or regionally funded guarantee 

instruments. 

How we conducted our audit 

II. We focused on the two centrally managed instruments currently in operation: the 

InnovFin SME Guarantee Facility for research- and innovation-driven companies and the 

Loan Guarantee Facility. Over the 2014-2020 period, the EU budget is expected to provide 

1.78 billion euro (and up to 3.13 billion euro when the top-up from the European Fund for 

Strategic Investments is included) to cover both potential losses on loans and the costs of 

running these instruments which it has delegated to the European Investment Fund.  

III. We analysed whether the EU loan guarantees supported smaller businesses’ growth 

and innovation by enabling them to access finance. 

IV. Our auditors visited financial intermediaries of the Loan Guarantee Facility (in the 

Czech Republic, Romania and the United Kingdom) and of the InnovFin SME Guarantee (in 

Germany and Sweden) as well as commercial banks and government bodies in Greece. They 

also conducted an analysis of a random sample of 50 loans covered by the two instruments 

and telephone interviews with a sample of 46 beneficiary companies of the InnovFin SME 

Guarantee Facility. 
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What we found 

V. Compared to the past, the guarantee instruments commenced operations quickly. 

While available EU funding increased substantially, the assessment of market needs carried 

out did not cover all instruments and did not show how they should respond to these needs 

and the Commission has so far provided only limited evidence as to the effectiveness of 

previous loan guarantee instruments. Although the evaluation arrangements for the current 

instruments have improved, several weaknesses remain, such as a lack of data for evaluating 

the effect on innovation activity, and limited scope for scrutinising the schemes through 

academic research. The Commission also had limited supporting evidence when entering the 

fee-negotiation process with the European Investment Fund. 

VI. The main aim of the Loan Guarantee Facility and its predecessors has been to foster 

growth. Econometric evidence shows that the loan guarantees delivered what they were 

designed to do. They helped beneficiary companies grow more in terms of total assets, sales, 

employee numbers and productivity. The effects were higher for businesses that would 

potentially have struggled to obtain a loan without the guarantee. This has important 

implications for targeting beneficiaries under the schemes. 

VII. However, for both current and previous instruments, we observed that in our sample a 

significant share of beneficiary companies would not have struggled to get access to finance 

and thus were not in need of a guaranteed loan. Lending to companies that did have access 

to finance was particularly pronounced at private financial intermediaries under the InnovFin 

SME Guarantee Facility. Businesses having access to finance also do benefit from the 

guarantee, for example in the form of a lower interest rate. But the interest rate reduction is 

limited and comes at a cost. Moreover, by supporting businesses having access to 

commercial loans, the EU instruments risk competing with the private sector. 

VIII. The InnovFin SME Guarantee Facility is intended to focus on companies carrying out 

research and innovation with a high potential for excellence. However, two thirds of the 

companies in our sample either only made standard product or process developments, or 

carried out no innovation at all. Again, we observed a stark divide between private and 

public intermediaries: public ones do much better in focusing on businesses in knowledge-
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intensive sectors, in other words those more likely to innovate. This is an area where Europe 

lags behind. 

What we recommend 

IX. We make a number of recommendations to improve the targeting of the instruments 

on "viable businesses lacking access to finance". In the case of the InnovFin SME Guarantee 

Facility these businesses should be more innovative. 

X. As there are various EU-funded guarantee instruments and as they have increased in 

size, we recommend that the Commission produces an evaluation of the effectiveness of the 

previous and current guarantee instruments and an ex ante evaluation of the possible 

successor instruments including a thorough and comprehensive analysis of market needs 

and cost-effectiveness. The evaluation should also identify how the centrally managed 

instruments can best respond to market needs by ensuring coordination with national and 

regional funded instruments co-financed from the EU’s Structural Funds, as well as similar 

instruments funded exclusively by national or regional authorities. 

XI. We also recommend that the Commission improves its evaluation system. 
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Instruments for improving access to finance for smaller businesses 

INTRODUCTION 

 Small and medium-sized enterprises1

 The European Commission considers that financial instruments, consisting primarily of 2.

loans and guarantees, are “a smart way to finance the real economy and boost growth and 

employment”

 (SMEs, referred to hereafter also as ’smaller 1.

businesses’) are often hailed as an important driving force of Europe’s growth, innovation 

and competitiveness, as well as a key factor in social integration. However, there is a view 

that banks and financial markets do not satisfactorily meet the financial needs of the smaller 

businesses, thus limiting their investment and growth. The main rationale for loan 

guarantees is to address this situation by inducing lenders to offer increased levels of credit 

on better conditions. By providing a guarantee, a third party commits to pay all or part of the 

debt of a borrower when the latter cannot pay it himself. 

2

(a) centrally managed financial instruments are financed from various budgetary areas such 

as research; enterprise and industry; education and culture. The Commission is directly 

involved in designing and developing these instruments, their investment strategy and 

their EU contribution. The decision to set up these instruments is taken by the 

budgetary authorities (the European Parliament and the Council) on the basis of a 

Commission proposal; 

. Financial instruments are therefore used in different parts of the EU budget: 

(b) shared management3

                                                      

1 Defined as businesses which employ fewer than 250 people and which have an annual turnover 
not exceeding 50 million euro, or a balance sheet total not exceeding 43 million euro. 

 financial instruments, used in the area of cohesion policy, are 

financed mainly under the European Regional Development Fund, and to a lesser extent 

under the European Social Fund (the first two being hereafter referred to as ‘Structural 

Funds’), the European Agricultural Fund for Rural Development and the European 

2 COM(2014) 686 final of 30.10.2014 “Report from the Commission to the European Parliament 
and the Council on financial instruments supported by the general budget according to 
Art.140.8 of the Financial Regulation as at 31 December 2013”. 

3 The Commission acts in cooperation with Member States. 
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Fisheries Fund. In the 2014-2020 programme period financial instruments can also be 

financed under the Cohesion Fund. Each instrument must be implemented within the 

framework of an operational programme managed by a managing authority. The 

managing authority is responsible for designing the financial instrument and deciding on 

its financial size. 

 In the 2014-2020 period, the two main centrally managed instruments the Commission 3.

uses to support access to debt finance of European smaller businesses are: 

(a) the Loan Guarantee Facility under the Programme for the Competitiveness of 

Enterprises and Small and Medium-sized Enterprises4

(b) the InnovFin SME Guarantee Facility under the Horizon 2020 programme

; and 

5

 The two instruments differ in their policy objectives. The Loan Guarantee Facility aims 4.

to support smaller businesses facing difficulties in accessing debt financing due to perceived 

high risk or lack of sufficient available collateral

.  

6

 The two instruments were preceded by: 5.

. The InnovFin SME Guarantee Facility aims 

to support businesses that are innovation- and/or research-and-development-driven, while 

having fewer than 500 employees. 

(a) the SME Guarantee Facility implemented in the 1998-2013 period7

                                                      

4 Regulation (EU) No 1287/2013 of the European Parliament and of the Council of 11 December 
2013 establishing a Programme for the Competitiveness of Enterprises and small and medium-
sized enterprises (COSME) (2014-2020) and repealing Decision No 1639/2006/EC (OJ L 347 of 
20.12.2013). 

, which had a similar 

objective and financial design to the Loan Guarantee Facility; and 

5 Regulation (EU) No 1291/2013 of the European Parliament and of the Council of 11 December 
2013 establishing Horizon 2020 - the Framework Programme for Research and Innovation 
(2014-2020) and repealing Decision No 1982/2006/EC (OJ L 347 of 20.12.2013). 

6  An asset pledged by a borrower to secure a loan. The lender can seize the asset when the 
borrower defaults on the loan. 

7 First under the "Growth and Employment Initiative" (1998-2000), then under the "Multi-Annual 
Programme for Enterprise and Entrepreneurship for SMEs" (2001-2006) and then under the 
"Competitiveness and Innovation Framework Programme" (2007-2013). 
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(b) the Risk-Sharing Instrument8

Operational set-up 

 launched as a pilot project in 2012, which was similar to 

the InnovFin SME Guarantee Facility. 

 The European Commission has overall responsibility for these centrally managed 6.

guarantee instruments. This includes the submission of the programme proposal, annual 

work programmes and reports on implementation and evaluation. However, the 

implementation is entrusted to the European Investment Fund (EIF) for an agreed 

remuneration as laid down in the delegation agreement. 

 The EIF selects financial intermediaries (such as commercial banks, national promotional 7.

institutions or mutual guarantee institutions) and signs guarantee agreements with them in 

its own name. The intermediaries either lend directly to businesses or issue guarantees to 

other financial intermediaries providing loans to businesses. When a business defaults on a 

loan, the EIF repays part of the loss to the intermediary as set out in the guarantee 

agreement. 

 The EIF maintains the list of loans that the intermediaries have chosen to include under 8.

the guarantee, and monitors intermediaries’ compliance with the guarantee agreements. 

The EIF also regularly reports to the Commission on the progress in implementing the 

instruments. 

Financial arrangements 

 The EIF partially guarantees loans that intermediaries provide to small businesses (the 9.

loan portfolio). The aim is to encourage financial intermediaries to expand their lending to 

smaller businesses. The guarantee agreements between the EIF and the intermediaries 

therefore stipulate that the intermediaries have to increase their lending above a pre-set 

threshold. The threshold is set at the level that the intermediary would have reached 

without the guarantee agreement or at zero where it did not provide loans of this type in the 

past. Under the InnovFin SME Guarantee Facility, there is no threshold applicable. 

                                                      

8 Under the “Seventh EU Framework Programme for Research and Technological Development”. 
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 The two instruments differ in the credit risk coverage. In both cases, the EIF 10.

compensates the financial intermediaries up to a maximum of half of the losses they incur 

on the individual loans in their portfolios (i.e. guarantee rate of maximum 50 %). However, 

under the Loan Guarantee Facility, the total amount of compensation is contractually 

capped (for guarantee agreements signed up to 31 December 2016 the cap rates range from 

4 % to 20 % of the guaranteed loan portfolio amount). The loss above the cap is borne in full 

by the intermediary. In other words, for each loan defaulted on, the EIF reimburses the loss 

at the guarantee rate until the cap amount is reached which in turn is reimbursed by the 

Commission (referred to as the EU contribution). The cap set for each intermediary limits the 

risk to the EU budget. By contrast, under the InnovFin SME Guarantee Facility, there is no 

such cap and the EIF is obliged to cover all losses at the contracted guarantee rate, usually 

close to 50 % (see Figure 1

Figure 1 – Credit risk coverage under the two instruments 

). 

 

Note: The figure illustrates the situation where actual losses are higher than the expected losses. 

Source: ECA. 

 To limit the amount of losses to be covered by the guarantee under the InnovFin SME 11.

Guarantee Facility, the intermediaries have to commit to maintaining a minimum level of 

loan quality in their portfolios. This level is defined in terms of (i) a minimum credit rating of 
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the borrowers and (ii) other portfolio characteristics. Furthermore, whereas the partial 

guarantees under the Loan Guarantee Facility are provided free of charge, the intermediary 

is charged a guarantee fee at a rate of 0.5 % or 0.8 % per annum (depending on the size of 

the borrower) on the outstanding guaranteed amount under the InnovFin SME Guarantee 

Facility. 

 Since there is no cap under the InnovFin SME Guarantee Facility, the Commission and 12.

the EIF agreed to share the associated risks with the EIF being entitled to an agreed risk fee. 

EU funds involved 

 The EU resources made available to centrally managed loan guarantee instruments 13.

addressing smaller businesses have increased over time, as shown in Table 1. 
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Table 1 - Financial data for centrally managed instruments (in billion euro) 

Instrument and period EU contribution 
(see paragraph 10) 

Guaranteed 
amounts 

Sum of the intermediaries’ loan portfolios 
covered by the guarantee (max. portfolio 

amount) (see paragraph 9) 
Previous instruments 

SME Guarantee Facility  
1998-2000 

0.14 2.40 6.17 

SME Guarantee Facility  
2001-2006 

0.27 4.68 10.22 

SME Guarantee Facility  
2007-2013 

0.64 7.34 14.40 

Risk-Sharing Instrument  
2012-2013 

0.27 1.13 3.18 

Current instruments (1) 
Loan Guarantee Facility 2014-
2020 
• Situation as of 31.12.2016 

 
 

 
 

6.71 

 
 

13.67 

(expected lending to businesses is 18.90(2)) 
• Situation expected once 

the EU contribution is fully 
used 

0.72 7.31 14.89 
(expected lending to businesses is 20.59 

InnovFin SME Guarantee 
Facility 2014-2020 
• Situation as of 31.12.2016 

  
 

4.08 

 
 

8.65 
(= expected lending to businesses) 

• Situation expected once 
the EU contribution is fully 
used 

1.06 4.76 9.53 
(= expected lending to businesses) 

Total  
current instruments 
• Situation as of 31.12.2016 

  
 

10.79 

 
 

22.32 
(expected lending to businesses is 27.55) 

• Situation expected once 
the EU contribution is fully 
used 

1.78 12.07 24.42 
(expected lending to businesses is 30.12) 

(1) For the previous instruments, the date until which guarantee agreements could be signed has 
passed. For the current instruments guarantee agreements can be signed until 30.6.2021 under the 
Loan Guarantee Facility and 30.6.2022 under the InnovFin SME Guarantee Facility. Therefore, for the 
situation as of 31.12.2016, the amounts guaranteed and the portfolio of loans concern the guarantee 
agreements signed as of that date. 
(2) Expected lending to businesses is higher than the maximum portfolio amount, since the EU 
guarantee is provided also to guarantee institutions that themselves guarantee again part of the 
loans provided by financial intermediaries. 

Source: ECA on the basis of: Commission information for instruments till 2006, the EU budget for the 
amount of the EU contribution for instruments from 2007 onwards, EIF reporting for the situation as 
of 31.12.2016 and Commission calculation for the situation expected once the EU contribution is fully 
used. 
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 Over the 2014-2020 period, the EU budget is thus expected to provide 1.78 billion euro 14.

to cover both future losses on the guaranteed portfolio and the costs of managing the 

instruments. As of 31 December 2016, the average expected loss in relation to the guarantee 

agreements already signed was 9 %9

 Under the 1998-2000 SME Guarantee Facility, 52 % of financial intermediaries incurred 15.

losses corresponding to 90 % or more of the expected loss on their portfolio. Under the 

2001-2006 Facility this was the case for 53 % of financial intermediaries. It is too early to 

provide similar data for the 2007-2013 SME Guarantee Facility. 

 (or 0.98 billion euro). This was higher than under the 

predecessor SME Guarantee Facilities (the average expected loss rate was 5.4 % for the 

1998-2000 period, 5.1 % for the 2001-2006 period and 6.8 % for the 2007-2013 period). 

 For the current instruments (see Table 1

 In 2015 the European Fund for Strategic Investments (EFSI)

), as of 31 December 2016, the loan portfolio 16.

(22.32 billion euro) of the contracted intermediaries was guaranteed for an amount of 

10.79 billion euro, or at a rate of nearly 50 %. The total expected amount of lending to 

businesses was 27.55 billion euro.  

10 was established. In 2016 17.

the Commission, the European Investment Bank (EIB) and the EIF decided to make part of 

EFSI’s budgetary resources available to top up the EU contribution for the two centrally 

managed instruments. The Loan Guarantee Facility will be topped up with 0.55 billion euro 

and the InnovFin SME Guarantee Facility will be topped up with 0.88 billion euro. Therefore 

total EU resources will increase from 1.78 billion euro (see Table 1

 Under shared management the EU also provided substantial resources for financial 18.

instruments (see 

) to 3.13 billion euro. The 

delegation agreements between the Commission and the EIF were in the process of being 

amended as at July 2017. 

paragraph 2

                                                      

9 The expected loss is established by the EIF for each guarantee agreement. For the agreements 
signed till end 2016 the rates vary between 4 % and 20 %. 

). As of 31 March 2017, the EU’s actual contribution to 

10 Regulation (EU) 2015/1017 of the European Parliament and of the Council of 25 June 2015 on 
the European Fund for Strategic Investments, the European Investment Advisory Hub and the 
European Investment Project Portal and amending Regulations (EU) No 1291/2013 and (EU) 
No 1316/2013 — the European Fund for Strategic Investments( OJ L 169, 1.7.2015, p. 1). 
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guarantee instruments over the 2007-2013 period stood at 2.5 billion euro, with the amount 

of loans provided estimated at 18 billion euro at least11

 Over the 2007-2013 period, the relative weight of the EU (co-)financed guarantee 19.

amounts remained small in comparison to the total amount of guarantees issued in Member 

States (see 

. The amount of the EU’s contribution 

allocated to all types of financial instruments under shared management for the 2014-2020 

period was estimated by the Commission to be significantly higher than for the 2007-2013 

period. But the latest available data (as of 31 December 2015) does not yet allow the 

amounts relating to guarantee instruments to be identified. 

Annex I for further details). However, due to the increase in budgetary resources 

for these guarantee instruments in the 2014-2020 period (see paragraphs 13 and 17 to 18) 

the share is expected to increase. Moreover, over the 2007-2013 period, average annual EU-

guaranteed lending represented less than 0.5 % of total bank lending to SMEs (albeit with 

significant variations between Member States) (see Annex II for further details). 

 The audit aimed to assess whether EU loan guarantees supported smaller businesses’ 20.

growth and innovation by improving their access to finance. To that end, we looked at: 

AUDIT APPROACH 

(a) whether the current guarantee instruments had been set up appropriately; 

(b) whether the beneficiaries would have struggled to obtain a loan without a guarantee;  

(c) whether the guarantee instruments met their objectives or reached their intended 

recipients; and 

(d) whether the Commission’s evaluation system provided evidence of the effectiveness of 

the guarantee instruments. 

                                                      

11 Commission report “Summary of data on the progress made in financing and implementing 
financial engineering instruments reported by the managing authorities in accordance with 
Article 67(2)(j) of Council Regulation (EC) No 1083/2006”, Programming period 2007-2013, 
situation as at 31 March 2017. Note that nearly 83 % of loan recipients are SMEs, 17 % are 
individuals and 0.11 % are large companies. Data for SMEs only is not available. 
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 To analyse long-term results and the evaluation system, we focused primarily on the 21.

loan guarantee instruments that were in place in the 2001-2013 period. For all other 

aspects, we focused on the Loan Guarantee Facility and the InnovFin SME Guarantee Facility.  

 The audit criteria were derived from the regulations establishing these instruments, the 22.

corresponding preparatory documents, the Court’s previous reports relevant to the subject, 

the Commission’s internal rules and procedures, and academic literature. The criteria are 

explained further in the different sections of this report. 

 Audit evidence was collected on the basis of: 23.

(a) a review of relevant documentation; 

(b) an analysis of a random sample of 50 loans covered by the current two guarantee 

instruments, including visits to three financial intermediaries of the Loan Guarantee 

Facility (in the Czech Republic, Romania and the United Kingdom) and two of the 

InnovFin SME Guarantee Facility (in Germany and Sweden); 

(c) telephone interviews with a random sample of 46 final beneficiaries of the InnovFin 

SME Guarantee Facility (covering seven financial intermediaries in the Czech Republic, 

Spain, France, Italy and Luxembourg); 

(d) visits to two commercial banks and government bodies in Greece; 

(e) an econometric study of the long-term effects of the predecessors of the Loan 

Guarantee Facility on beneficiary companies in France;  

(f) an analysis of EIF and Commission data on guarantees, as well as on grant schemes 

oriented towards smaller businesses in the Horizon 2020 programme; and 

(g) interviews with Commission and EIF staff. 
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The set-up of the guarantee instruments suffered from weaknesses 

OBSERVATIONS 

 When setting up a financial instrument, the Commission needs to consider, amongst 24.

other things, the following elements: (i) the market needs and the size of the instrument 

(i.e. the amount of the EU contribution to be made available) and (ii) the cost of managing 

the instrument. 

 Once the instrument is established it should commence operations quickly to make 25.

optimal use of the implementation period. 

 We therefore examined: 26.

(a) whether the size of the instruments was decided based on a proper assessment of 

market needs; 

(b) whether the Commission’s negotiation with the EIF on costs and fees was evidence-

based; 

(c) whether the instruments had commenced operations without delay. 

The size of the instruments was not based on a comprehensive and up-to-date assessment 

of market needs 

 Since the EU funds a large number of financial instruments which operate alongside 27.

nationally or regionally funded instruments, analysing market needs is crucial to ensuring the 

effectiveness of the instruments. 

 The impact assessments and ex ante evaluations carried out by the Commission before 28.

launching a new generation of financial instruments should provide information on market 

needs, and should allow conclusions to be drawn as to the amount of support required to 

address these needs. We therefore examined these assessments/evaluations for the 

guarantee instruments. 

 For both programmes within which the two centrally managed instruments are 29.

embedded (i.e. Programme for the Competitiveness of Enterprises and Small and Medium-



 19 

 

sized Enterprises and Horizon 2020), assessments were carried out in 2011 and 2013 

respectively. However, for the financial instruments under the Horizon 2020 programme 

(including the InnovFin SME Guarantee Facility), the specific assessment was carried out 

after the legislative proposal for the programme had already been issued and an indicative 

budget amount had already been discussed between the European Commission, the 

European Parliament and the Council. 

 Both assessments made an analysis of the market needs (i.e. the financing gap). Due to 30.

lack of complete data, an accurate quantification of this gap was difficult, and was therefore 

based on a number of estimations and assumptions (see Box 1

Box 1 – Quantification of the market needs: estimations and assumptions 

). As a result, the number of 

SMEs considered to suffer from a lack of access to finance (2 to 3.5 million out of around 

23 million) and not attributable to fundamental weaknesses but rather to the 

lack/insufficiency of collateral (assumed to be 20 %) was expressed as a range (from 0.4 to 

0.7 million SMEs). The 2013 assessment did not update the figures on the financing gap used 

in the 2011 assessment. 

Due to the absence of data, a number of aspects needed to be estimated, such as:  

• (i) SMEs that had had applications for bank financing rejected or only partially accepted and 
(ii) SMEs that did not apply because of possible rejection. These were estimated on the basis of a 
survey and such SMEs are not considered to be covered by existing EU-funded or nationally 
funded instruments.  
According to survey data12

• share of rejections that refers to potentially worthy banking transactions. It was based on some 
industry sources and studies. 

, the share of SMEs that considered access to finance to be a problem 
fell from 17 % in 2009 to 10 % in 2016. There was, however, a significant divergence across 
countries; 

Examples of assumptions made in the assessments: 

• The financing gap was considered to be underestimated as, for example, it was assumed that each 
year new SMEs enter the market.  
However, there was no underlying quantification of those joining the SME group and those 
leaving the SME group; 

                                                      

12 Surveys on the Access to Finance of Enterprises in the euro area conducted on behalf of the 
European Central Bank and the European Commission since 2009. 
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• Public support for loan guarantees at Member State level was expected to fall, thus increasing the 
gap.  
With hindsight this assumption does not appear to be correct as, according to available data13

• Loan guarantee instruments under shared management were expected to increase but not to 
fully compensate the expected reduction of support provided by Member States.  
According to Commission data, the EU’s contribution to shared management financial 
instruments of all types in the 2014-2020 period is expected to be significantly higher (around 
75 %) than its contribution in the 2007-2013 period (see 

, 
the level of guarantees issued in the years 2010 to 2015 was higher than in all years from 2000 to 
2008. The year 2009 was a record year; 

paragraph 18

 The 2011 assessment and, in particular, the underlying study

). 

14 carried out on behalf of 31.

the Commission, included a detailed analysis of various options (different financial 

instruments and different budgets) and assessed their impact. The 2013 assessment did not 

have the same level of options and information on impact. In particular, although a much 

higher EU contribution was to be made available to the InnovFin SME Guarantee Facility 

compared with its equivalent in the previous period (see Table 1), there was no assessment 

of the impact on the financing gap and of the absorption capacity15

 The EU contribution available for the two centrally managed instruments is not 32.

allocated by Member State, region or sector. The instruments, in line with their legal base, 

are demand-driven with financial intermediaries responding to the EIF’s call for expression 

of interest. While market needs and thus the possible impact of guarantees vary across 

Member States, the financing gap analysis for the two instruments was carried out at EU 

level only. The 2011 and 2013 assessments did not draw on available information about 

market needs in a number of Member States and regions. Indeed, between 2006 and 2008, 

 also taking into account 

the combined impact of all other EU-financed guarantee instruments taken together. 

                                                      

13 2016 report of AECM – Facts and Figures, Member statistics 2014-2015. It needs to be noted 
that this data does not provide a full picture as it is limited to the guarantees issued by AECM 
member organisations and which increased over the years. 

14 Study carried out by Economisti Associati in collaboration with EIM Business & Policy Research, 
The Evaluation Partnership, Centre for Strategy and Evaluation Services, and Centre for 
European Policy Studies. 

15  It refers to the ability to find financial intermediaries willing to operate the guarantee 
instrument, and to the ability of financial intermediaries to approve loans for a sufficient 
number of businesses targeted by the guarantee instruments. 
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under the JEREMIE Initiative16

 The 2011 assessment expected that the highest catalytic effect would be achieved in 33.

Member States that joined the EU from 2004 onwards. However, on the basis of the 

guarantee agreements signed between the EIF and financial intermediaries under the two 

instruments up to the end of 2016, approximately three quarters of the expected loans will 

be generated in four Member States that joined the EU before 2004. For the majority of the 

Member States that joined the EU from 2004 onwards, the impact of the two instruments in 

terms of filling the financing gap is lower than for these main beneficiary Member States.  

 (Joint European Resources for Micro to Medium Enterprises) 

the EIF had produced a “gap analysis” at national level for 19 Member States at their 

request. Also, in 2012 a study was carried out for the Commission to provide an overview of 

loan, guarantee and equity schemes supported by national resources in the EU Member 

States. An update was carried out in 2014 but due to limitations in the scope established for 

the studies, the overviews for each Member State are not complete. 

 EFSI (see paragraph 17) will significantly top up the two instruments. We already 34.

pointed out in our Opinion No 2/201617

 With regard to the instruments co-financed from the Structural Funds a previous Special 35.

Report

 that for EFSI there had been no assessment and 

analysis of the causes of the gap and the market needs and how to best address them. 

18

The level of costs and fees had not been sufficiently substantiated 

 highlighted the fact that for the 2007-2013 period, market needs had not always 

been properly assessed by the responsible authorities in the Member States. This led to a 

significant number of financial instruments being oversized.  

 The EIF receives an administrative fee as remuneration for the services provided and a 36.

performance fee to incentivise the achievement of specific targets. The maximum total 

                                                      

16 Initiative launched by the Commission and the EIB Group. 
17 Opinion No 2/2016 ”EFSI: an early proposal to extend and expand” (paragraphs 21 to 22) (OJ C 

465 of 13.12.2016). 
18 ECA Special Report No 19/2016 ”Implementing the EU budget through financial instruments – 

lessons to be learnt from the 2007-2013 programme period”, paragraphs 46 to 54 
(http://eca.europa.eu). 
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amount of administrative and performance fees chargeable by the EIF during the lifetime of 

each facility will be 6 % of the EU’s contribution. This fee stood at 9 % for the instruments of 

the 1998-2000 and 2001-2006 period, and the Commission succeeded in reducing it to 6 % 

thereafter. 

 The Commission also (i) pays to the EIF a fee for the treasury management19

 The maximum amount of management costs and fees payable for the two instruments 38.

over their lifetime is 129.7 million euro, as detailed in 

 of the 37.

amounts paid from the EU budget to both instruments and (ii) reimburses the EIF for certain 

other unforeseen management costs based on documentary evidence. The combined ceiling 

for these costs is 1 % of the EU’s contribution for the Loan Guarantee Facility and 1.5 % of its 

contribution for the InnovFin SME Guarantee Facility.  

Table 2. Costs will increase once the 

top-up of the contribution by EFSI is formalised by amendments to the delegation 

agreements (see paragraph 17

Table 2 – Maximum amount of management costs and fees payable (in million euro) 

).  

 Loan Guarantee 
Facility 

InnovFin SME 
Guarantee Facility 

TOTAL 

EU contribution 717.00 1 060.00 1 777.00 
Total management costs 
and fees of which 

50.18 79.50 129.68 

- Administrative fee 20.07 29.68 49.75 
- Performance fee 22.94 33.92 56.86 
- Treasury management 

fee and other costs 
7.17 15.90 23.07 

EU contribution net of 
costs and fees 

666.82 980.50 1 647.32 

Source: ECA on the basis of EU budgetary information and the delegation agreements between the 
Commission and the EIF. 

 The annual20

                                                      

19 For the InnovFin SMEG Guarantee, the EIF transfers the fee to the EIB which does the actual 
treasury management. 

 management costs and fees for the two instruments will be around 39.

6.5 million euro (not taking into account the EFSI top-up).While the EIF is mainly publicly 

20  Considering a lifetime of 21 years. 
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owned21

 Therefore, before entering the negotiation phase with the EIF, the Commission should 40.

be aware of data on costs (i) incurred by the EIF for running previous loan guarantee 

instruments, (ii) incurred by national guarantee institutions for running loan guarantee 

instruments and (iii) charged by the EIF to other bodies from whom it received a 

management mandate (such as the EIB or national authorities). We examined whether such 

data had been obtained. 

, with the EU holding 29.81 % of the share capital, it is nevertheless important to 

ensure that the fees are appropriate. 

 We found that the Commission did not have at its disposal detailed information of the 41.

actual costs of previously run schemes. It had limited information on the fees paid by other 

bodies which had mandated the EIF to run financial instruments on their behalf and limited 

work was done to compare its costs with those incurred by a sample of nationally run 

guarantee instruments. 

 As a matter of comparison, for guarantee instruments co-financed from the Structural 42.

Funds the ceiling imposed, by the relevant regulations, on the management costs and fees is 

higher than the 6 % charged for the centrally managed instruments. However, the actual 

costs stayed below the ceiling. According to indicative data on the implementation of 

guarantee instruments co-financed from the Structural Funds22 over the 2007-2013 period 

the annual average23

 In addition to the above-mentioned fees, for the InnovFin SME Guarantee Facility, the 43.

EIF is entitled to receive a risk fee as compensation for sharing part of the risk for this 

instrument (see 

 management costs and fees are currently in the same range as those 

paid by the Commission for the two instruments audited. 

paragraph 12 and Figure 1

                                                      

21 The European Union holds 28.1 % of the share capital while the EIB holds 59.9 %. The capital of 
the EIB is hold by the 28 Member States of the European Union. 

). 

22 Source: see footnote 11. Data is indicative as for an important number of guarantee funds no 
fees or zero fees had been reported. 

23 However, there are significant variations in the costs and fees amongst countries and financial 
instruments. See ECA Special Report No 19/2016, paragraphs 109 to 131. 
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 The risk associated with the EIF exposure depends on the risk profile of the underlying 44.

portfolio and the amount of the EU contribution, the latter being paid in annual instalments 

and in advance of the actual approval of the guarantees. Until 2022, loans can be included 

under the InnovFin SME Guarantee Facility, so the risk profile of the portfolio can keep 

changing. 

 Financial intermediaries must pay a guarantee fee (see paragraph 11

 The risk fee is set at 1.25 % per annum on 80 % of the outstanding guaranteed amount 46.

(as the EU’s contribution is expected to correspond to 20 % of the total guaranteed amount 

to all intermediaries taken together). The maximum total amount of risk fee chargeable by 

the EIF during the lifetime of the Facility is 10 % of the EU’s contribution (i.e. 

106 million euro).  

) which is an 45.

income for the Facility. The EU contribution will only be used for paying the risk fees when 

the guarantee fee is insufficient to cover the full amount of the risk fee that the EIF is 

entitled to. 

 There is a risk that the fee may overcompensate the EIF for the risk actually taken. This 47.

is because the fee is paid on 80 % of the outstanding guaranteed amount even when the 

paid-in EU contribution exceeds 20 % of the guaranteed amount (in other words, when the 

actual exposure of the EIF is less than 80 %). Nevertheless there is no mechanism for 

reviewing the risk fee paid to the EIF up until 2022. For instance, in the 2014-2015 period, 

the EU contribution exceeded the outstanding guaranteed amount, so the EIF assumed no 

risk, yet it received approximately 0.5 million euro in risk fees.  

Quick start into the implementation phase  

 Our past audits have shown that bringing financial instruments into operation is a key 48.

challenge, with delays putting the achievement of objectives at risk24

                                                      

24 For instance: ECA Special Report No 2/2012 ”Financial instruments for SMEs co-financed by the 
European Regional Development Fund”, paragraph 88; ECA Special Report No 19/2016, 

. We examined 

therefore whether these time delays had been avoided. 
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 The Loan Guarantee Facility was essentially a continuation of the previous SME 49.

Guarantee Facility, which facilitated it becoming operational quickly. But the rapid start of 

the InnovFin SME Guarantee Facility, which in some respects was a novel instrument, was a 

significant achievement.  

 For both instruments, the agreements between the Commission and the EIF were 50.

signed by July 2014. By the end of 2014, the EIF had already signed guarantee agreements 

with six intermediaries with an expected lending volume of almost 1.4 billion euro. By the 

end of 2016 the rate of implementation (in terms of EU contribution used) was 80 %. At the 

same date the financial intermediaries had provided loans corresponding to around 27 % of 

their expected loan volume. 

Loan guarantee instruments did not sufficiently focus on businesses struggling to obtain a 

loan 

 Lenders usually charge higher interest rates and fees commensurate with the higher risk 51.

profile borrowers. However, they may also be reluctant to charge high interest and assume 

risks above a certain level and choose instead to restrict lending activity. Consequently, 

viable projects may not be financed by banks as deemed to be too risky, particularly when 

borrowers do not have any means of signalling their creditworthiness and/or the validity of 

their project’s prospects25

 The fact that there are borrowers with viable projects who are unable to access finance 52.

is the key rationale behind the EU’s financing of loan guarantee instruments. This rationale is 

stated in the preparatory documents and respective regulations establishing the two 

Facilities examined. In particular, it is stated that “the Loan Guarantee Facility shall (…) 

. For the purposes of this report, viable businesses that are not in a 

position to get a loan from commercial lenders are referred to as “viable businesses lacking 

access to finance”. 

                                                                                                                                                                      
paragraph 93; ECA Special Report No 5/2015 ”Are financial instruments a successful and 
promising tool in the rural development area?”, paragraph 68 (http://eca.europa.eu). 

25 For example, “a borrower’s willingness to supply collateral of the required quality and amount 
can be construed as a signal of its creditworthiness”. Source: Sebastian Schich, Byuoung-Hwan 
Kim, “Guarantee Arrangements for Financial Promises: How Widely Should the Safety Net be 
Cast?” OECD Journal: Financial Market Trends, Volume 2011 – Issue 1.  
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reduce the particular difficulties that viable SMEs face in accessing finance, either due to 

their perceived high risk or their lack of sufficient available collateral”26. For the InnovFin 

SME Guarantee Facility, the Horizon 2020 regulation27 refers to the fact that “established 

innovative companies – both large and small – cannot obtain loans for higher-risk research 

and innovation activities” and that “the innovations required to achieve policy goals are 

proving too risky, typically, for the market to bear (…)”. Also, the provision of the Financial 

Regulation that “financial instruments shall not be aimed at replacing (…) private funding”28

 These instruments are thus not designed as general subsidies intended to reduce the 53.

interest costs of smaller businesses in general, or of those that are innovative, but to 

improve access to finance for companies that would not get a loan from commercial lenders. 

 

implies a focus on "viable businesses lacking access to finance". 

 We therefore examined: 54.

(a) whether the companies benefitting from the loan guarantees had difficulties with 

access to finance; 

(b) whether the Commission made effective use of measures to improve targeting of 

"viable businesses lacking access to finance"; and 

(c) whether the instruments had been successfully taken up in Member States with 

financial difficulties. 

Weaknesses in targeting those viable businesses that lack access to finance 

 Based on our loan sample (96 businesses) covering the two instruments, we found that 55.

only 40 % of the loans were provided to businesses that would otherwise have struggled to 

obtain financing from a commercial lender. This level is not significantly different from the 

                                                      

26 Regulation (EU) No 1287/2013. 
27 Regulation (EU) No 1291/2013, Annex I, Part II, Section 2.3. 
28 Article 140(2)(b) of Regulation (EU, Euratom) No 966/2012 of the European Parliament and of 

the Council of 25 October 2012 on the financial rules applicable to the general budget of the 
Union and repealing Council Regulation (EC, Euratom) No 1605/2002 (OJ L 298, 26.10.2012, 
p: 1). 
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43 %29 we found in our previous audit of the SME Guarantee Facility30

 Under the InnovFin SME Guarantee Facility, 35 % of businesses would have struggled to 56.

obtain a commercial loan without the EU guarantee. But even among this subgroup of 

innovative businesses, some had access to venture capital financing or could have obtained a 

commercial loan by providing personal guarantees. 

 (the predecessor to 

the Loan Guarantee Facility), which had very similar objectives and, to a large extent, relied 

on similar intermediaries.  

 We also compared the behaviour of public and private intermediaries in targeting the 57.

intended beneficiaries31

(a) age and company size, as younger and smaller businesses tend to be more financially 

constrained

 by using indirect indicators which are linked to the degree of 

financial constraint: 

32

(b) the loan as a proportion of a company’s total assets to measure the financial 

importance of the loan as a source of financing in the company’s capital structure.  

; and  

 These indicators reveal a striking difference between the behaviour of public versus 58.

private intermediaries under the InnovFin SME Guarantee Facility. Public intermediaries 

consistently performed better than private ones in targeting the businesses more likely to 

genuinely need a guarantee. For instance, businesses less than five years old represented 

35 % of the loan portfolio of public intermediaries, compared to 16 % of private ones. 

Similarly, public intermediaries were more likely to provide a relatively substantial amount 

of financing to the beneficiaries: more than half of the loans provided by them represented 

                                                      

29 Based on a sample of 181 loans provided by nine intermediaries. 
30 ECA Special Report No 4/2011 ”The audit of the SME Guarantee Facility”, paragraph 103 

(http://eca.europa.eu). 
31 Basis: total number of businesses having obtained a loan under either of the two current 

instruments as of 30.6.2016. 
32 See for example: Ferrando et al., “Assessing the financial and financing conditions of firms in 

Europe: the financial module in CompNet”, ECB Working Paper Series No 1836, 2015 (p. 10). 
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more than 10% of the relevant borrower’s assets, whereas this was the case only for a 

quarter of the loans provided by private intermediaries33

 The fact that private intermediaries under the InnovFin SME Guarantee Facility have 59.

focused more on companies having access to commercial loans is linked to how the 

instrument was set up. The Horizon 2020 regulation indicates that the Facility is aimed at 

improving access to debt financing but does not contain an explicit requirement to focus on 

"viable businesses lacking access to finance". The agreement between the Commission and 

the EIF states that the purpose of the Facility is only “to incentivise (…) intermediaries to 

extend directly or indirectly debt financing (…)”. The agreements between the EIF and the 

intermediaries do not specify that the intermediaries should focus on businesses 

encountering difficulties accessing commercial loans. While public intermediaries are more 

likely to focus on such businesses due to their policy objectives, private intermediaries do 

not have such a motivation and the guarantee agreement with the EIF does not require 

them to do so. Indeed, a private intermediary that we visited was not even aware of the fact 

that the focus should be on viable businesses that are denied credit (see 

.  

paragraph 52

 Companies with sufficient access to finance can still benefit from the guarantee for 60.

example by getting loans for a longer duration or for larger amounts. In addition, under the 

InnovFin SME Guarantee Facility, intermediaries are able to reduce the interest rate below 

the market rate. The saving on interest is proportional to the riskiness of the borrower. 

However, since businesses having access to commercial loans tend to be lower-risk, the 

saving is marginal. The average saving we observed in our sample was between 0.3 % and 

0.4 %, i.e. no more than 1 000 euro annually on a loan of 250 000 euro (median value under 

the InnovFin SME Guarantee Facility). 

). 

                                                      

33 Major differences also persist if a lower threshold is used. 
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While successful with one measure to better target "viable businesses lacking access to 

finance", the Commission has not yet explored some other possible measures in particular 

for the InnovFin SME Guarantee Facility 

 We already observed that under the previous SME Guarantee Facility a substantial 61.

share of beneficiaries were businesses having access to commercial loans and we 

recommended that “appropriate measures to minimise deadweight should be envisaged, 

drawing inter alia on best practices already in place at certain intermediaries“34. In its reply 

to the recommendation, the Commission agreed “that appropriate measures to minimise 

deadweight should be envisaged in any successor programme”35

 In its legislative proposal for the current Loan Guarantee Facility the Commission 62.

introduced a 150 000-euro ceiling for the loans eligible for guarantees. Borrowers requesting 

lower amounts were considered to have more difficulties in accessing finance. 

. 

 While this ceiling was approved the legislators introduced an exception. Larger loans 63.

can still be guaranteed under the Loan Guarantee Facility if it can be demonstrated that the 

beneficiary is ineligible for a guarantee under the InnovFin SME Guarantee Facility36. An 

intermediary willing to approve a loan above the ceiling must first check that the borrower is 

not able to meet any of the 14 innovation eligibility criteria under the InnovFin SME 

Guarantee Facility (see paragraph 89

 The ceiling did therefore result in the Loan Guarantee Facility being refocused on 64.

generally riskier, smaller and younger businesses. This is illustrated by several portfolio 

statistics: 

). As this is a relatively cumbersome process and its 

rationale is difficult to understand, most financial intermediaries keep their guaranteed 

loans below the ceiling. 

                                                      

34 ECA Special Report No 4/2011, recommendation 5. 
35 ECA Special Report No 4/2011, reply of the Commission to paragraph 103. 
36 The InnovFin SME Guarantee Facility is eligible for loans between 25 000 euro and 

7.5 million euro. 
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(a) the average size of a loan decreased, with the share of loans above 150 000 euro falling 

from 37 % under the previous Facility to 15.8 % under the Loan Guarantee Facility; and 

(b) the share of loans to micro-businesses (i.e. with fewer than 10 employees) increased to 

82 % compared to 74 % under the previous Facility. 

 Nevertheless, larger loans continue to be guaranteed, sometimes even by 65.

circumventing the rules. One intermediary of the Loan Guarantee Facility (out of the three 

that we audited) bypassed the ceiling on several occasions by guaranteeing multiple loans to 

a single company on the same date. The EIF observed this practice and requested additional 

information for one case on the basis of which it accepted that there was adequate 

commercial rationale for this specific case. Such loans represented more than 10 % of the 

intermediary’s guaranteed loan portfolio.  

 Well-crafted eligibility criteria can be another means of ensuring that the guarantees 66.

are taken up by viable businesses lacking access to finance (see Box 2

Box 2 – Example of eligibility criteria in use elsewhere that could be replicated for the InnovFin 

SME Guarantee Facility 

 for an example). For 

the Loan Guarantee Facility, such eligibility criteria are set in the guarantee agreements with 

the financial intermediaries. However, for the InnovFin SME Guarantee Facility the 

Commission did not impose such criteria in its delegation agreement with the EIF (see 

paragraph 59). Nevertheless, we note that out of the 14 eligibility criteria in place to assess 

the innovative character of a business (of which one has to be fulfilled) two relate to 

younger businesses. But these two criteria were used only by a minority of businesses that 

benefitted from a guaranteed loan under the InnovFin SME Guarantee (20 % as of 

31.12.2016). 

The US Small Business Administration loan programme requires lenders to justify the use of the 

guarantee by proving the borrower’s inability to obtain the funds from alternative conventional 

sources without the guarantee. This includes taking account of the business owner’s available 

personal assets. 
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 Charging interest rates that are above the average market level is an alternative 67.

approach for public intermediaries to ensure that mostly "viable businesses lacking access to 

finance" apply for the guarantee. Indeed businesses not lacking access to finance can obtain 

loans at market rate and are therefore discouraged from applying for a more expensive 

guaranteed loan. Such a pricing policy, as applied by some national promotional institutions, 

is however not used under the InnovFin SME Guarantee Facility. 

 The Commission’s set-up for monitoring the guarantee instruments does not make it 68.

possible to verify on a periodical basis whether the intermediaries are targeting "viable 

businesses lacking access to finance". For the Loan Guarantee Facility, the monitoring 

indicator is: share of businesses that consider that they would not have obtained financing 

without the guarantee. However, the data needed to ascertain this is to be collected by 

survey only twice during the lifetime of the Facility. A similar indicator was used to evaluate 

the predecessor Facility, but the sample size was too small to draw any conclusions at the 

level of individual intermediaries. For the InnovFin SME Guarantee Facility, no such indicator 

is used.  

 Academic literature offers a number of alternative indicators (see Box 3

Box 3 – Examples of alternative indicators 

) that could 69.

provide timelier indications of the share of businesses having access to commercial loans at 

the level of individual intermediaries. As these indicators rely on data that typically comes 

from the loan files, the necessary data could be collected from the intermediaries. However, 

the Commission has not tested the applicability of alternative indicators to date. 

• Indicator of investment constraints: based on an “a priori classification” scheme that attributes a 

degree of financial constraints to each firm using a set of variables derived from its balance sheet 

and profit and loss accounts and their interrelations within some investment/financing 

scenarios37

                                                      

37 Ferrando and Ruggieri, “Financial Constraints and Productivity: Evidence from Euro Area 
Companies”, ECB Working Paper Series No 1823, 2015. 

. 
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• Indicator of financial constraints: used to determine firms that can be considered credit-

constrained, using a model that links companies’ financial figures with the answers they give in 

the EU survey on small and medium-sized enterprises’ access to finance38

• Existing national indicators, such as turnover and credit rating provided by the Banque de France 

for each company filing yearly accounts. 

. 

• Specific prediction model developed on the basis of the surveys carried out as part of earlier 

evaluations or academic studies39

Uptake of the instruments was slow in Member States in financial difficulties 

. 

 Cyclical downturns, particularly financial crises, usually increase the lending gap (i.e. the 70.

financing needed but not available) for smaller businesses40. That is why improving access to 

finance for smaller businesses was an important element of the 2008 European Economic 

Recovery Plan41

 The national budgets of the three Member States in question were severely strained. 71.

Their governments could not bolster their national guarantee schemes and the level of 

government-supported guarantee activity declined sharply. As EU schemes are meant to 

complement the Member States’ efforts

 and why the Commission and three Member States benefitting from EU 

financial assistance (Latvia, Greece and Portugal) agreed to implement various measures to 

this end.  

42

                                                      

38 Ferrando et al., “Assessing the financial and financing conditions of firms in Europe: the financial 
module in CompNet”, ECB Working Paper Series No 1836, 2015. 

, we assessed whether, in these countries, the 

39 Reint Gropp, Christian Gruendl and Andre Guettler, “The Impact of public guarantees on bank 
risk taking – Evidence from a natural experiment”, ECB Working Paper Series No 1272, 
December 2010. 

40 "Credit Guarantee Schemes for SME lending in Central, Eastern and South-Eastern Europe", A 
report by the Vienna Initiative Working Group on Credit Guarantee Schemes, 2014. 

41 COM(2008) 800 final of 26.11.2008 “A European Economic Recovery Plan”. 
42 Recitals 3, 11 and 27 of Decision No 1639/2006/EC of the European Parliament and of the 

Council of 24 October 2006 establishing the Competitiveness and Innovation Programme (CIP) 
(OJ L 310, 9.11.2006, p. 15), Recital 1, Article 8.1 and Article 17.1 of Regulation No 1287/2013 
establishing the programme for Competitiveness of Enterprises and SMEs (COSME), Recitals 2, 
20, 21 and 22 of Decision No 1982/2006/EC of the European Parliament and of the Council of 18 
December 2006 concerning the Seventh Framework Programme for Research and Technological 
Development (OJ L 412, 30.12.2006, p. 1).  
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EU’s centrally managed guarantee instruments and similar instruments co-financed from the 

Structural Funds had been taken up successfully. 

 We found that the EU centrally managed guarantee instruments were significantly less 72.

successful in terms of uptake in these Member States than the instruments co-financed from 

the Structural Funds. Although the predecessor to the Loan Guarantee Facility existed at the 

time the crisis occurred, among these three Member States, the EIF signed a contract only 

with one financial intermediary in Latvia in 2009. The uptake of the predecessor to the 

InnovFin SME Guarantee Facility, which had existed since late 2012, was satisfactory in 

Portugal, but not in the other two Member States.  

 The Structural Funds co-financed guarantees and “funded risk-sharing financial 73.

instruments”. Both of these instruments aimed at closing the lending gap for smaller 

businesses, but only the latter instrument provides both credit risk coverage and liquidity to 

intermediaries. The disadvantage of a “funded risk-sharing financial instrument” is that loans 

to smaller businesses need to be financed either in full or in part from public funds43

 However, even for financial instruments co-financed from the Structural Funds, 74.

disbursements to businesses did not take place at the time of greatest stress, but rather 

thereafter. In Latvia, only 16 % of the amount envisaged for “funded risk-sharing financial 

instruments” under the EIF-run scheme

, 

meaning that fewer businesses can be supported. We found that instruments in which public 

funds were used to finance at least half of loans were more successful in disbursing money 

to businesses, because the provision of liquidity compensated for the liquidity constraints of 

commercial banks. This explains why, as instruments not offering liquidity to commercial 

banks, centrally managed EU loan guarantees were not taken up to a satisfactory degree in 

the Member States in question.  

44

                                                      

43 Under the guarantees, leverage (in terms of loan volume induced by public funding) is typically 
higher because the public budget only covers provisions for future losses. 

 was disbursed to smaller businesses between 2009 

and 2012. Disbursements from financial instruments to smaller businesses in Greece were 

also delayed and accelerated only towards the end of the availability period in 2015-2016. 

44 The scheme was implemented under the Joint European Resources for Micro to Medium 
Enterprises (JEREMIE). 
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 Slow disbursements to smaller businesses from financial instruments co-financed from 75.

the Structural Funds contrast with the achievements of the Institute for Growth in Greece. 

This was a non-bank financial institute established by the Greek State and the German 

development bank Kreditanstalt für Wiederaufbau as a one-off measure to provide loans to 

smaller businesses. It had capital of 200 million euro, which it managed to convert to loans in 

less than one year. According to the commercial banks in Greece that we interviewed, the 

main reason for the quick disbursement was that implementation was subject to much 

simpler rules than those for instruments under the Structural Funds.  

 The Commission did react to difficulties in uptake. In particular in 2011, the Commission 76.

allowed financial instruments under the Structural Funds to also be used for working capital 

financing, something which had previously been allowed only under exceptional 

circumstances. This has had a positive effect on disbursements to smaller businesses and 

was justified by the circumstances at the time. 

 However, the history of loan guarantees shows that such changes are not reversed once 77.

these specific circumstances no longer apply. This then results in a general "relaxing of 

eligibility ". For instance, while the predecessors to the Loan Guarantee Facility initially 

focused on investment loans, working capital financing has now become common. The 

predecessor to the InnovFin SME Guarantee Facility only supported loans with a minimum 

two-year maturity. The InnovFin SME Guarantee Facility also supports loans with annual 

maturity, including credit lines. While such changes undeniably increase the uptake of the 

schemes, they also increase the risk that the instrument will not effectively achieve public 

policy objectives or will end up competing with the private sector (see Box 4

Box 4 – Situations where EU guarantees support a financial product not suitable for their policy 

objectives 

). 

The aim of the InnovFin SME Guarantee Facility is to support business innovation activity. Annually 

revolving credit lines or loans with annual maturity are eligible. However, these types of loan do not 

provide the required stability to support a medium-term project, which innovation typically is. 

Working capital loans are eligible under EU loan guarantees. Parts of these guarantees were financed 

from EFSI resources and should contribute to the achievement of its overall objective of mobilising 

investment. However, such loans do not always lead to new investments. A fifth of the companies we 
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interviewed that benefitted from the InnovFin SME Guarantee Facility were unable to identify the 

link between the loan and an investment, or to say how the loan would contribute to the 

development of their business. 

EU loan guarantees should support businesses that lack access to debt finance. Using a guaranteed 

loan to refinance an existing loan is therefore not allowed. However, in the case of working capital 

loans, this is impossible to control. In our audit, we came across one such loan with a value of 

74 000 euro.  

Objectives partially achieved 

 The two guarantee instruments have differing objectives. Therefore, this section 78.

addresses them separately. We examined: 

(a) whether the predecessors of the Loan Guarantee Facility fostered business growth; 

(b) whether the InnovFin SME Guarantee Facility focused on supporting businesses 

engaging in research and innovation activities with a high potential for excellence. 

The predecessors to the Loan Guarantee Facility helped businesses to grow 

 The growth of businesses can manifest itself in job creation, increased productivity and 79.

a higher rate of survival. To observe the effect of a guarantee, it is not enough, for instance, 

to compare the number of employees in a given company before it benefitted from the 

guarantee with the number a few years later, as other factors might have contributed45

 As part of this audit, we commissioned a counterfactual impact evaluation study of the 80.

long-term effects of EU loan guarantees in one Member State, France

. 

Instead, an assessment of the effects should be based on comparing what happened to 

businesses benefitting from the guarantees to what would have happened without such 

support. 

46

                                                      

45 This was already one of our concerns in our previous work on the SME Guarantee Facility; see 
ECA Special Report No 4/2011. 

. The EU contribution 

46 The study was prepared by a research team from the Politecnico di Milano School of 
Management and Emlyon Business School: Bertoni, Colombo and Quas (2016), “Final report: 
Long-term effects of loan portfolio guarantees on SMEs’ performance”, (forthcoming).  
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to the French intermediaries, whose portfolios were analysed in the study, represented 

more than 25 % of the total budget of the SME Guarantee Facilities which operated in the 

2001-2013 period. The study compared a number of outcome variables47 for the smaller 

businesses that benefitted from EU loan guarantees in the 2002-2012 period with businesses 

that did not (the ‘comparison group’). The effects were estimated annually for the 10-year 

period after the year in which the loan was received. Annex III

 The results of the study are positive in relation to all analysed outcome variables. 81.

Beneficiary companies grew more than the comparison group in terms of total assets, sales 

and the wage bill. After an initial decline in productivity, they also became more productive 

than the comparison group. The initial decline in productivity is consistent with the fact that 

it takes time for investments to become fully productive. While the loans boosted assets 

almost immediately, the effect on sales and the wage bill took an additional 2-3 years to 

materialise. The guaranteed loans put the companies further into debt, but the additional 

debt did not make them more vulnerable. Indeed, beneficiary companies were actually less 

likely to cease trading than the comparison group (see 

 provides more details on the 

methodology. 

Figure 2

                                                      

47 The wage bill (the total costs of the employees in a company used as a proxy for employment), 
sales, total assets, solvency ratio (shareholder funds divided by total assets), current ratio 
(current assets divided by current liabilities), return on assets (earnings before tax, divided by 
total assets), total factor productivity and survival probability. 

). 
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Figure 2 – Effect of guaranteed loans on smaller businesses 

 
 

Source: ECA, on the basis of the “Final report: Long-term effects of loan portfolio guarantees on SMEs’ performance”, by Bertoni, Colombo 
and Quas (2016, publication forthcoming).  



 38 

 

 Although positive results are an achievement, the overall effects observed for smaller 82.

French businesses are more modest than those estimated in two other studies analysing 

loan guarantee instruments in France or elsewhere using a similar methodology 

(see Table 3

Table 3 – Effects for smaller businesses according to different studies 

).  

Study Focus Effect on 
employment 

Effect on sales 

Bertoni, Colombo 
and Quas (2016) 

EU loan guarantees provided to 
smaller French businesses in the 
2002-2012 period 

7.9 % in year 4 6.7 % in year 4 

Lelarge, C., Sraer, D. 
and Thesmar, D. 
(2010)48

French guarantee scheme for start-
up businesses mainly in the 1995-
2000 period   

16 % in year 6 -- 

Asdrubali and 
Signore (2015)49

EU loan guarantees provided to 
smaller businesses in Central, 
Eastern and South-Eastern European 
countries in the 2005-2007 period 

  
17.3 % in year 5 19.6 % in year 5 

 In 2005, the Commission assumed that creating/maintaining one job under the SME 83.

Guarantee Facility would cost 1 330 euro50

 The study also confirmed that better targeting can make the instrument more effective. 84.

In particular, guaranteed loans had a greater effect on smaller and younger companies, i.e. 

companies which, according to academic literature, are more likely to be financially 

constrained. Guaranteed loans also had a greater effect where the amount of the public 

. Assuming that wage-bill growth, as established 

by the counterfactual study, reflects employment growth only, we calculated that each job 

created/maintained as a result of EU guarantees provided to smaller French businesses 

actually cost 8 000 - 11 000 euro, i.e. seven times more than the estimate.  

                                                      

48 Lelarge, C., Sraer, D. and Thesmar, D., “Entrepreneurship and credit constraints: Evidence from a 
French loan guarantee program”, International differences in entrepreneurship, University of 
Chicago Press, 2010, (pp. 243-273). 

49 Asdrubali Pierfederico, Signore Simone, “The Economic Impact of EU Guarantees on Credit to 
SMEs, Evidence from CESEE Countries”, EIF Research & Market Analysis, Working Paper 
2015/29. 

50 SEC(2005) 433 of 6.4.2005 “Annex to the Proposal for a Decision of the European Parliament 
and of the Council establishing a Competitiveness and Innovation Framework Programme 
(2007-2013)”. 
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contribution on each euro of guaranteed loans, i.e. the expected loss, was higher 

(see Table 4

Table 4 – Factors impacting the effectiveness of guarantees 

). 

 Sales Wage bill Assets 

Size 
Effect larger for smaller companies (i.e. with sales below 
370 000 euro): 

+ 2.7pp + 4.4pp + 5.7pp 

Age 
Effect greater for younger companies (i.e. less than 7 years 
old): 

- + 2.3pp - 

Public contribution 
1 percentage point increase in the public contribution on 
each euro of guaranteed loan increased the effect by: 

+ 2.7pp + 3.9pp + 4.6pp 

Note: pp = percentage point. 
Source: Bertoni et al. (2016). 

 In our previous audit of the SME Guarantee Facility, we observed that “the results of the 85.

guarantee could be achieved also with funding from national budgets. (…) Given (the large 

share) of borrowers whose businesses are usually local, the need for EU intervention is not 

sufficiently demonstrated”51. The Commission accepted the related recommendation and 

stated that this had already been “taken into account in the discussions and planning for the 

next generation of financial instruments, where ‘ensuring EU added value’ is one of the key 

principles that must be respected by all proposed instruments”52

 Our previous conclusion that EU added value could not be demonstrated remains valid 86.

for the Loan Guarantee Facility for the following two reasons. First, in its legislative proposal 

regarding the Loan Guarantee Facility, the Commission stated that the “successor will focus 

more on guarantees supporting cross-border and multi-country lending, as well as 

securitisation, in line with a recommendation by the European Court of Auditors to maximize 

.  

                                                      

51 ECA Special Report No 4/2011, paragraph 104. 
52 Idem, the Commission’s reply to recommendation No 6. 
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EU added value”53. However, the legislators did not translate this into the regulation 

governing the Facility. And, at the time of our audit, cross-border or multi-country 

guarantees under the Loan Guarantee Facility were limited. Securitisation operations hadn't 

taken place either. Even under the previous 2007-2013 SME Guarantee Facility securitisation 

operations had little success as only two operations were signed. One explanation for this is 

the limited activity on the securitisation market since 200854

 Second, the demonstration, catalytic and capacity-building effect

.  

55 put forward as an 87.

argument of EU added value, in particular for Member States that joined the EU from 2004 

onwards (see also paragraph 33) is decreasing in importance. This is because the use of EU-

funded financial instruments has increased significantly over the last years (see paragraphs 

13 and 17 to 18) leading to an increase in the expertise of Member States in implementing 

such instruments. This, in turn, reduces the need for EU guarantee instruments56. Moreover, 

Member States can use the Structural Funds to finance their own national instruments 

(see paragraphs 72 to 74

The InnovFin SME Guarantee Facility did not sufficiently focus on research and innovation 

with a high potential for excellence 

).  

 The InnovFin SME Guarantee Facility is governed by the Horizon 2020 regulation. It is an 88.

overarching regulation governing various interventions be it in the form of grants, 

guarantees or equity financing. As overarching regulation it addresses all types of 

innovation. However, for the InnovFin SME Guarantee Facility the regulation specifies that 

                                                      

53 COM(2011) 834 final of 31.11. 2011 “Proposal for a Regulation of the European Parliament and 
of the Council establishing a Programme for the Competitiveness of Enterprises and small and 
medium-sized enterprises (2014 - 2020)”. 

54 Synthesis evaluation report by the EIB’s Operations Evaluations Division, “EIF’s SME 
Securitisation Activities, 2004 – 2015”, March 2017. 

55  It refers to the ability of EU intervention to influence policy developments in the Member States 
and to transfer expertise from the EU and the EIF to authorities and/or financial institutions in 
the Member States. 

56 See also the “Final Evaluation of the Entrepreneurship and Innovation Programme” which states 
that “once an approach has been established and adopted more widely, the Financial 
Instruments should move on”, Centre for Strategy & Evaluation Services LLP, April 2011. 
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the focus should be on supporting businesses “engaged in research and innovation activities 

(…) with a high potential for excellence”57

 As the Horizon 2020 regulation did not provide any further definition of “risky 89.

investments in (…) research and innovation with a high potential for excellence”, the 

Commission defined 14 innovation eligibility criteria (see

. Such activities involve risky investments. 

 Annex IV

 Two of the three most often used criteria are broad in nature: 90.

). A company wanting to 

benefit from a guaranteed loan needs to satisfy one of these criteria. The criteria encompass 

a wide range of possible characteristics of businesses, such as a whether it has a certain level 

of research and innovation expenditure, won an innovation prize, obtained a research or 

innovation grant or loan, registered technology rights, is growing rapidly or is receiving 

investment from a venture capital fund or business angel.  

(a) criterion used in 27 % of cases (figures as at the end of 2016): beneficiary “intends to 

(…) invest in producing, developing or implementing new or substantially improved 

products, processes or services that are innovative and where there is a risk of 

technological or industrial failure (…)”; 

(b) criterion used in 12 % of cases: beneficiary operating in a market for less than seven 

years and “research and innovation costs represent at least 5 % of its total operating 

costs in at least one of the three years preceding beneficiary's application”. 

 Based on our loan sample, we examined whether the focus specified in the regulation 91.

had been achieved. We classified companies into three groups: (i) no innovation (15 % of our 

sample), (ii) standard product or process development (50 % of our sample) and (iii) high-risk 

innovation (35 % of our sample). Box 5 gives examples of projects and companies for each 

category. Innovations resulting from standard product or process development are 

understood as being new to the company only (i.e. the products or processes may already 

exist on the market)58

                                                      

57 Regulation (EU) No 1291/2013, Annex 1, p. 144. 

. High-risk innovation goes beyond this, and we found only 35 % of 

58 See Eurostat’s glossary (http://ec.europa.eu/eurostat/statistics-explained): “innovations should 
be new to the enterprise concerned: for product innovations, they do not necessarily have to be 

http://ec.europa.eu/eurostat/statistics-explained�
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companies to be in this category. Even here, however, the innovation activity of only a few 

companies stood out. 

 Thus, 65 % of the companies in our sample reflected a broad definition of innovation, 92.

even though the focus was to be on the narrower concept of innovation with a high 

potential for excellence (see paragraph 88

Box 5 – Examples of projects and companies benefitting from the InnovFin SME Guarantee Facility 

). 

• An online retailer of children’s clothing used the guaranteed loan to finance the expansion of 

stock. 

No innovation 

• A restaurant under a franchise licence used the loan to finance the expansion of the restaurant 

area by 25 %.  

• The loan was used to finance the development of a smartphone app providing information on 

meeting rooms (people, equipment and whether occupied). A number of similar tools already 

exist. 

Standard product or process development 

• A company producing theatrical equipment used the loan purely as working capital financing. The 

company focuses on developing products of its own that are similar to ones already on the 

market. 

• The loan was used to finance the construction of a bio-gas station for municipal waste. Although 

such stations operate in neighbouring countries, it was a novel project in the country concerned, 

which made it a higher-risk investment. 

High-risk innovation 

• The loan was used in connection with the development of a 3D-printed cooling system as an 

integral part of metal moulds for plastic production. Similar applications are used by other 

companies, but the complexity and state-of-the-art nature of the project made it a higher-risk 

investment. 

                                                                                                                                                                      
new to the market and, for process innovations, the enterprise does not necessarily have to be 
the first one to have introduced the process”. 
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• The loan was used to invest in equipment to produce a new type of chromatography product for 

use by the pharmaceutical industry. The product offered the same performance as an existing 

solution, but at lower cost. The product was based on the research outputs of a project financed 

under the seventh Framework Programme for Research and Technological Development. 

 To track the innovation performance of companies receiving support, the Commission 93.

uses the indicator “percentage of participating SMEs introducing innovations new to the 

company or the market”. This indicator does not single out high-risk innovation with a high 

potential for excellence and thus reflects a broader definition of innovation59. Moreover, the 

Commission sets a relatively modest target value of 50 % for the share of businesses 

introducing innovations new to the company or the market. Given that approximately half of 

European companies carry out some innovation activity in a broad sense, reaching this 

target cannot be considered an achievement60

 We also compared the InnovFin SME Guarantee Facility with other support schemes 94.

aimed at innovative smaller businesses and assessed the performance of individual 

intermediaries in targeting knowledge-intensive businesses

. The Commission would most probably still 

reach the target even if it were to simply distribute the funding randomly between 

companies. 

61. We used the knowledge 

intensity of the relevant company’s main industry62

                                                      

59 Note that the 2011 assessment by Economisti Associati et al. (see footnote 

 as this is a good proxy for the probability 

of the company carrying out research and innovation with a high potential for excellence. 

Indeed, companies active in high-tech industry or knowledge-intensive services are more 

likely to innovate. Therefore, if the Facility focuses on innovation effectively, then the 

beneficiary companies will inevitably be concentrated in innovation-intensive sectors. 

14) considered a 
narrower definition of innovation to be more meaningful. The narrower definition would 
encompass the newness of products from a market perspective or the contribution of new 
products/projects to sales. 

60 The “2012 Community Innovation Survey” reported that 52.8 % of enterprises had “innovation 
activity” between 2008 and 2010; the “2014 Community Innovation Survey” reported a level of 
48.9 % between 2010 and 2012 and 49.1 % between 2012 and 2014. 

61 Basis: total number of businesses having obtained a loan as of 30.6.2016. 
62 Based on Eurostat’s aggregation matrix of industry codes used for compiling statistics on high-

tech industry and knowledge-intensive services. 
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Focusing on high-technology industry and knowledge-intensive services is also important 

from a policy perspective (see Box 6

Box 6 – The importance of knowledge and technology-intensive sectors 

).  

Innovation can occur in a company in any industry. But in order to happen, it often needs specific 

inputs, i.e. research and development activity and/or workforce with third-level education. These are 

the two criteria used by Eurostat to classify economic sectors by technology- and knowledge-

intensity.  

According to the Commission, Europe suffers from low productivity and declining competitiveness 

due to an innovation gap. Europe historically has a strong science base, but its position is weak when 

it comes to translating scientific discoveries into products63. This is not a general problem affecting 

European industry as a whole. Europe's top research and development investors are in the medium-

tech sector, e.g. automobiles. The main problem, however, is that there is less activity in high-tech 

sectors, such as pharmaceuticals, biotechnology and information and communications technology64. 

Hence, more knowledge and technology-intensive sectors merit greater attention not only because 

Europe lags behind in high-tech sectors, but also because businesses in more technology- and 

knowledge-intensive sectors are more likely to innovate65

 We found that the current InnovFin SME Guarantee Facility supported knowledge-95.

intensive businesses more than its predecessor, the Risk-Sharing Instrument. The increasing 

role of public intermediaries contributed to a greater focus on knowledge-intensive 

businesses. The share of such businesses in the portfolios of public intermediaries under the 

InnovFin SME Guarantee Facility (76 %) is very similar to the share achieved under the 

Horizon 2020 grant schemes, which are oriented towards smaller businesses. By contrast, 

private intermediaries focus much less on knowledge-intensive businesses (41 %) thereby 

reducing the overall share for the Facility as a whole (see 

. 

Figure 3

                                                      

63 SEC(2011) 1427 final of 30.11.2011 “Impact Assessment accompanying the Communication 
from the Commission ‘Horizon 2020 – The Framework Programme for Research and 
Innovation’”. 

).  

64 European Commission: Issue papers for the High-Level Group on maximising the impact of EU 
research and innovation programmes, 2017. 

65 Based on the results of the ‘2014 Community Innovation Survey’.  
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Figure 3 – Knowledge intensity of businesses supported by the InnovFin SME Guarantee 

Facility and smaller business schemes under the Horizon 2020 programme 

 

Note: Knowledge- and technology-intensive sectors include high-technology and medium-high-
technology industry and knowledge-intensive services as defined in the relevant Eurostat 
guideline. 

Source: ECA, on the basis of data provided by the EIF and the Commission.  

The Commission’s evaluation system provided only limited evidence of the instruments’ 

effectiveness 

 The European Commission has financed loan guarantee instruments for smaller 96.

businesses since the late 1990s. The focus of these guarantees has evolved over time, but 

the main objective has remained the same: to enhance access to finance for smaller 

businesses and to support entrepreneurship and innovation in order to sustainably promote 

the development of smaller businesses and employment growth across the EU. For each 

instrument, the relevant regulation stipulated deadlines for interim and/or final evaluations 

and their content. Among other things, the evaluations were expected to address the 

question "How effective has EU intervention (i.e. loan guarantees) been?" Therefore, we 

examined: 

(a) whether previous evaluations have demonstrated the effectiveness of loan guarantee 

instruments; and 
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(b) whether existing arrangements for evaluating the current instruments are appropriate. 

Previous evaluations failed to provide robust evidence of the effectiveness of the 

instruments 

 In the 18 years since EU loan guarantee instruments were first introduced, the 97.

Commission has presented three interim and two final evaluations. However, none of these 

evaluations has provided robust evidence in relation to the impact of the guarantees. 

Typically, the evaluations welcomed the total lending guaranteed or the number of smaller 

businesses supported. However, such indicators do not measure effectiveness or welfare 

benefit66

 The evaluations relied mostly on qualitative methods such as interviews and surveys; 98.

quantitative methods were neglected. Moreover, they did not demonstrate that the changes 

observed at beneficiaries were due to the guarantees rather than other contributory factors. 

Surveys were used to compensate for the lack of completeness of data, but they were not 

designed to attribute the observed changes to the guarantee instrument. As companies 

were only surveyed several years after having received a guaranteed loan, the risk 

concerning reliability increased.  

 appropriately. 

 There are two additional reasons for the absence of robust evaluations. First, the 99.

evaluations were carried out too early, with the final evaluation conducted just over half 

way through the programme cycle. Second, the evaluations took a very narrow view, 

focusing only on the current programme, thus not evaluating the effects of previous, broadly 

similar programmes. 

Data collection to support future evaluations improved but shortcomings remain 

 The methodology for an impact evaluation can most easily be developed and put in 100.

place at the design phase of a new programme. Data collection requirements must be 

                                                      

66 This point is stressed by Bosworth, Barry, Andrew S. Carron, and Elisabeth Rhyne, "The 
Economics of Federal Credit Programs", Washington DC: Brookings Institution, 1987. 
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considered from the start rather than after the programme has been operating for many 

years67

 The EIF and the Commission have recently taken some steps to improve the evaluation 101.

process. First, the Commission now plans to conduct the final evaluations much later in the 

programme cycle. Second, EIF and Commission staff published a research paper in 2015 

evaluating the economic impact of loan guarantees provided to smaller businesses in Central 

and Eastern Europe in 2005-2007

.  

68

 At the time of our audit, the Commission had already prepared the terms of reference 102.

for an interim evaluation of the current guarantee instruments, which is expected to be 

completed by end of 2017. However, it has not yet done any work on the methodology for 

the final evaluation. For instance, it has not yet established (i) how to evaluate whether the 

InnovFin SME Guarantee Facility indeed increases innovation activity, which is its main 

objective, and (ii) how to isolate its effects from those of other programmes

. The Commission intends to use this as a blueprint for 

evaluating the effects of the guarantees on the performance of smaller businesses. Lastly, 

the EIF is now also in a better position to identify beneficiaries by using the existing external 

databases with time-series of financial data on firms, which can be used for a more 

quantitative analysis. 

69

 The blueprint provided by Asdrubali and Signore (2015) compared the effect of the EU 103.

guarantee instruments against all other possible financing sources, including other 

guarantees financed by national or other EU instruments such as the Structural Funds. 

Although debt instruments differ to some extent (e.g. “capped” vs “uncapped”, or focusing 

on a subset of smaller businesses), they often work as close substitutes for commercial 

. Incomplete 

data is also likely to affect the evaluation of that Facility. 

                                                      

67 Center for Global Development, “When will we ever learn? – Improving lives through impact 
evaluation “, Report by the evaluation gap working group, 2006. 

68 Asdrubali, Pierfederico and Signore, Simone, "The Economic Impact of EU Guarantees on Credit 
to SMEs Evidence from CESEE Countries", EIF Research & Market Analysis, Working Paper 
2015/29. 

69 Such an evaluation requires specific data as can be seen, for instance, in Bondonio, Biagi and 
Stancik, "Counterfactual Impact Evaluation of Public Funding of Innovation, Investment and 
R&D", Joint Research Centre Technical Reports, 2016. 
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banks or businesses looking for finance, and pursue very similar objectives. Analysing as 

many instruments together as possible would partially alleviate the main limitation of the 

blueprint methodology. However, at the time of our audit, no steps had been taken in this 

direction. 

 Furthermore, the evaluation gap could be filled by more academic research. However, 104.

while the principle of transparency70 requires the publication of each grant award unless it is 

paid to a natural person, this does not apply to beneficiaries of guarantees. This implies that 

researchers external to the EIF do not have access to data on beneficiaries. Other public 

institutions dealing with similarly confidential data have introduced specific procedures for 

providing access71 for justified research, offering access through a "safe centre"72 or through 

partnering between an outside researcher and organisation’s staff73

 Up until now, the focus has primarily been on assessing the effects on the demand side, 105.

i.e. demonstrating the programme’s effect on the performance of smaller businesses. There 

has been much less analysis of (i) the effect on the supply side, such as the extent to which 

guarantees increase the credit supply above the level that would be achieved by the 

intermediary without the guarantees; (ii) how the benefits of the subsidy implicit in the 

guarantee instruments are effectively split between the suppliers and beneficiaries

.  

74

                                                      

70 Article 128.3 of Regulation (EU, Euratom) No 966/2012. 

, and 

(iii) how guarantees affect competition between banks. Although the EIF often has access to 

appropriate data, this data is not captured for evaluation purposes. When we carried out 

such a supply analysis for the Czech Republic, where five large banks had started to 

cooperate with the EIF over a period of three years, we were able to identify a clear, positive 

impact on the availability of credit for only one of the banks. 

71 As, for example, can be granted in France by the statistical confidentiality committee of the 
French National Institute of Statistics and Economic Studies. 

72 Eurostat. 
73 For instance, as used by some central banks. 
74 Economic theory shows that the economic benefits of any subsidy are split between supplier 

and users, regardless of the legal entitlement. 
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 Under different policy areas the EU budget provides resources for loan guarantee 106.

instruments aimed at smaller businesses, which operate alongside nationally funded 

guarantee instruments. Our overall conclusions are that the financial size of the guarantee 

instruments was set without a comprehensive analysis of market needs, and that too many 

beneficiary companies are not in real need of a guaranteed loan. Nevertheless, those that 

received a guaranteed loan did grow. However, the degree of innovatory activities 

supported by one of the instruments was quite modest, and not in line with the focus and 

ambition for excellence stated in the regulation. Finally, the Commission has not yet 

provided sufficient evidence of the impact of the instruments and their cost-effectiveness. 

The Commission should address most of our recommendations below when preparing the 

ex ante evaluations for possible successor instruments under the forthcoming multiannual 

financial framework. 

CONCLUSIONS AND RECOMMENDATIONS 

Set-up of the guarantee instruments 

 The EU budget funds centrally managed guarantee instruments alongside instruments 107.

under shared management. While the EU-funded instruments all increased in size compared 

to the previous 2007-2013 period, the assessments of market needs carried out did not 

cover all instruments and did not show how the instruments should collectively respond to 

these needs with a view to avoiding overlaps and competition between them 

(see paragraphs 27 to 35

 The two current centrally managed instruments commenced operations without delay. 108.

Based on the guarantee agreements that had been signed by the end of 2016, approximately 

three quarters of the expected loans will be concentrated in those four Member States 

where the number of smaller businesses in need of access to finance is highest 

(see 

).  

paragraphs 33 and 48 to 50

 Implementing financial instruments comes at a cost. However, the Commission had 109.

limited supporting evidence when entering the fee-negotiation process with the EIF 

(see 

).  

paragraphs 36 to 47). 
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Recommendation 1 – Assessing market needs and obtaining data on management costs  

The Commission should:  

(a) Assess the market needs and how the various EU guarantee instruments can best respond to 

these needs alongside nationally/regionally funded instruments, thereby ensuring EU added 

value. 

 Target implementation date: before submitting proposals for the establishment of new guarantee 

instruments under the forthcoming multiannual financial framework. 

(b) Obtain and analyse relevant data on the management costs of guarantee schemes, such as actual 

costs incurred by the EIF or costs incurred by nationally run schemes, as an input to strengthen its 

base for negotiation with the EIF and to ensure an appropriate level of the fees. 

 Target implementation date: before negotiating with the EIF new mandates under the 

forthcoming multiannual financial framework. 

Access to finance 

 Loan guarantee instruments were designed to help those businesses with viable 110.

projects having difficulties in obtaining debt financing. However, we have seen that 60 % of 

the businesses in our sample would have been able to obtain a commercial loan without 

using these instruments. The proportion of such businesses in receipt of support is slightly 

higher for the InnovFin SME Guarantee Facility where it reaches 65 %. Moreover, we 

observed that under the InnovFin SME Guarantee Facility private intermediaries had a larger 

share of such businesses in their portfolios. In fact, the Commission, in its delegation 

agreement with the EIF did not specify that innovative "viable businesses lacking access to 

finance" were the target group for the instrument (see paragraphs 55 to 59). Businesses 

having access to commercial loans can also derive benefits from the guarantee such as a 

reduced interest rate under the InnovFin SME Guarantee Facility (see paragraph 60

 While reducing the maximum size of loans eligible under the Loan Guarantee Facility 111.

has increased the share of support going to "viable businesses lacking access to finance", the 

Commission has only partially explored some other possible measures to address the 

situation. In addition, the current monitoring arrangements do not provide periodical 

). 



 51 

 

information on the achieved share of "viable businesses lacking access to finance" 

(see paragraphs 61 to 69

 Access to finance became an even more important issue during the financial crisis, 112.

particularly in hard-hit Member States which obtained macro-financial assistance. However, 

the EU’s centrally managed guarantee instruments proved to be of limited help in these 

countries, mainly because they were not designed to provide liquidity to the intermediaries. 

While financial instruments co-financed from the Structural Funds were also used, 

disbursements to smaller businesses mainly took place after, and not during the period of 

maximum stress (see 

). 

paragraphs 70 to 77

Recommendation 2 - Targeting businesses that need a guarantee 

). 

The Commission should:  

(a) Include in the legislative proposal for a possible successor instrument to the InnovFin SME 

Guarantee Facility specific provisions to target viable innovative businesses lacking sufficient 

access to finance and ensure non replacement of private sector funding. 

 Target implementation date: when submitting a proposal for the establishment of a possible 

successor instrument under the forthcoming multiannual financial framework. 

(b) Introduce mechanisms to reduce the share of supported businesses that could have obtained 

commercial loans without EU support. It should assess the costs and benefits of possible 

measures to achieve such a reduction. 

 Target implementation date: before implementing possible successor instruments under the 

forthcoming multiannual financial framework. 

(c) Annually monitor the financial intermediaries’ share of businesses having access to commercial 

loans without EU support and take corrective action whenever this share is too high. This 

monitoring should be done on the basis of available information by financial intermediaries, thus 

not imposing any additional administrative burden on businesses. 

 Target implementation date: when implementing possible successor instruments under the 

forthcoming multiannual financial framework. 
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Achieving objectives 

 The predecessors to the Loan Guarantee Facility were aimed at fostering growth. The 113.

available econometric evidence confirms the instruments' success in this regard. Beneficiary 

companies grew more than the comparison group in terms of their total assets, sales, the 

wage bill and productivity. The studies also show that the effects were higher for those 

businesses that would potentially struggle to obtain a loan without the guarantee 

(see paragraphs 79 to 87

 The InnovFin SME Guarantee Facility was designed to focus on supporting research and 114.

innovation with a high potential for excellence. However, the Horizon 2020 regulation did 

not define this term. Two thirds of the companies in our sample either innovated only 

through standard product or process development, or carried out no innovation at all. The 

innovation eligibility criteria set have not been able to eliminate such companies from being 

supported. The innovation target for the instrument is very modest, as the Commission 

considers it a success if merely half of all companies innovate regardless of their degree of 

innovation. As in the case of access to finance, we observed a large divide between private 

and public intermediaries, with the latter being much more successful at targeting 

businesses in more knowledge-intensive sectors (see 

). 

paragraphs 88 to 95

Recommendation 3 – Targeting high-risk innovation 

). 

The Commission should:  

(a) Include in the legislative proposal for a possible successor instrument a clear definition of the type 

of innovation supported and establish the size of the instrument accordingly. 

 Target implementation date: when submitting a proposal for the establishment of a possible 

successor instrument under the forthcoming multiannual financial framework. 

(b) Review the innovation eligibility criteria to ensure that any successor instrument predominantly 

supports companies engaging in activities with a high potential for excellence requiring risky 

investments.  

 Target implementation date: before implementing a possible successor instrument under the 

forthcoming multiannual financial framework. 
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Evaluation system 

 Despite an 18-year history of EU loan guarantees, the Commission has so far provided 115.

only limited evidence of the results achieved. The reasons for this situation are: incomplete 

data, premature evaluations and inadequate measurement. With regard to future 

evaluations, the Commission has not yet considered how (i) to carry out a comprehensive 

evaluation of the various EU guarantee instruments in place and (ii) to assess the effect on 

the supply side and on competition between banks. The evaluation gap could be filled by 

more academic research, but this is hindered by restrictive confidentiality rules 

(see paragraphs 97 to 105

Recommendation 4 –Improving the evaluation system 

). 

The Commission should:  

(a) Perform a comprehensive ex-post evaluation of the predecessor to the Loan Guarantee Facility 

focusing whether the guarantees were effective in general. 

 Target implementation date: by the end of 2019. 

(b) Develop a methodology for analysing the effect of guarantees on the loan supply, competition 

between banks and business innovation activity and for analysing the split of implicit subsidy 

between supplier and beneficiary. 

 Target implementation date: by the end of 2019. 

(c) In addition to separate final evaluations for each of the two centrally managed guarantee 

instruments, present one combined evaluation assessing their relative performance and, as far as 

possible, providing a comparison with similar EU debt instruments used in the past or 

concurrently. 

 Target implementation date: when the next final evaluations are due. 

(d) Devise a system allowing researchers to obtain access to data on the beneficiaries of the 

guarantees. 

 Target implementation date: by the end of 2018. 
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Court of Auditors, in Luxembourg at its meeting of 7 November 2017. 

 For the Court of Auditors 

 

 Klaus-Heiner LEHNE 
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RESPECTIVE WEIGHT OF GUARANTEE INSTRUMENTS 

Annex I 

The figure below provides, for the period 2007-2013, an overview by Member State of the 

weight of overall guarantee amounts for each Member State. Because of a lack of data, we 

made a number of estimations and assumptions (see notes below the figure). While the data 

are therefore not completely accurate, the figure still provides a reasonable picture of the 

order of magnitude. Member States for which we did not have data on nationally funded 

guarantees are not included in this figure. 

 

Notes: 
(1) Data for ‘national guarantees’ from the European Mutual Guarantee Association (AECM) is not complete. It 
collects data from its member organisations, but not all guarantee institutions are member of this organisation. 
Data for some Member States (such as Germany or Italy) are therefore underestimated. 
(2) As stated in the report of Economisti Associati et al. (see footnote 14), the level of public support is difficult 
to assess as in some cases public intervention takes the form of a sovereign guarantee. When this is the case, 
the value of public support is only known if and when a default occurs and public resources are called upon for 
the repayment of loans. 
(3) As several national guarantee institutions reporting data to either OECD or AECM also manage guarantee 
instruments co-financed by the EU under shared management, some amounts may have been accounted for 
twice. 
(4) Data for "guarantees under Structural Funds" were estimated on the basis of the EU contribution, assuming 
that it represents 50 % of the guaranteed amount. This leads to an underestimation for a number of Member 
States (as the percentage can go up to 80). 
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Source: ECA, on the basis of: 
- for ‘national guarantees’: data from AECM for the years 2009-2013 (http://AECM.eu), data from the OECD for 
a number of countries for the years 2007-2013 (http://stats.oecd.org); 
- for ‘guarantees under Structural Funds’: Commission report ‘Summary of data on the progress made in 
financing and implementing financial engineering instruments reported by the managing authorities in 
accordance with Article 67(2)(j) of Council Regulation (EC) No 1083/2006’, Programming period 2007-2013, 
situation as at 31 December 2015; 
- for ‘guarantees under central management’: EIF operational reports as of 31.12.2016. 
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SHARE OF SME LENDING GUARANTEED BY EU-FUNDED INSTRUMENTS 

ON TOTAL SME LENDING 

Annex II 

The figure below provides an estimate for the period 2007-2013 by Member State of the 

annual average share of SME lending guaranteed by EU-funded instruments (central and 

shared management). Data on total SME lending was not available for some Member States, 

so they are not included in the figure. 

 
Notes:  
(1) Data for total new lending for SMEs as such is not available. Therefore we used as proxy loans other than 
revolving loans and overdrafts, convenience and extended credit card debt – up to and including 1 million euro.  
(2) Individual loans guaranteed by EU instruments can exceed 1 million euro. Due to the proxy mentioned in 
note (1), we excluded all loans above 1 million euro guaranteed under the SME Guarantee Facility and the Risk-
Sharing Instrument. For loans guaranteed under Structural Funds this was not possible as there was no 
aggregate data on individual loan amounts. This may have resulted in an overestimation. 
(3) We estimated the loans guaranteed under Structural Funds at Member State level as only the total loan 
amount for all Member States taken together was available. 
 
Source: ECA, on the basis of: 
- for ‘Structural Funds’: Commission report ‘Summary of data on the progress made in financing and 
implementing financial engineering instruments reported by the managing authorities in accordance with 
Article 67(2)(j) of Council Regulation (EC) No 1083/2006’, Programming period 2007-2013, situation as at 31 
December 2015; 
- for the ‘SME Guarantee Facility’ and the ‘Risk-Sharing Instrument’: EIF loan data as of 31.12.2016; 
- for ‘total SME lending’: European Central Bank statistical data warehouse (http://sdw.ecb.europa.eu) and for 
some countries (CZ, DK and HU) data from the OECD (http://stats.oecd.org). 
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METHODOLOGY OF THE ECONOMETRIC STUDY 

Annex III 

 The study analysed outcomes for more than 57 000 companies in France that benefitted 1.

from EU loan guarantee instruments in the 2002-2012 period. The financial data for these 

companies was obtained from existing databases of firms’ time-series financial data. To 

estimate the effect, the study compared the beneficiary companies with a comparison group 

of companies that did not benefit from the guarantees. These companies were drawn from a 

sample of 0.5 million companies in France using a two-step matching procedure to ensure 

that the companies in the comparison group exhibit similar characteristics to the beneficiary 

companies in terms of region, age, industry and each analysed variable before the loan was 

granted. 

 By comparing the performance of the two groups of companies, the study estimated 2.

the conditional average treatment effect of the guaranteed loan on the companies. The 

study also included several tests to verify the robustness of the results, for instance as a 

consequence of non-parallel growth or selection bias due to data availability. 

 A theoretical limitation of the study lies in the fact that the model estimated the joint 3.

economic effect of the guarantees and underlying loans, without the possibility of 

disentangling the two effects. Consequently, the impact measured is that of obtaining an EU-

guaranteed loan as opposed to any other possible financing source, including national public 

guarantee schemes. 



 1 

 

INNOVATION ELIGIBILITY CRITERIA 

Annex IV 

 The InnovFin SME Guarantee Final Recipient is an SME or a Small Mid-cap that intends 1.
to use the InnovFin SME Guarantee Final Recipient Transaction to invest in producing or 
developing or implementing new or substantially improved (i) products, processes or 
services, or (ii) production or delivery methods, or (iii) organisational or process innovation 
including business models that are innovative and where there is a risk of technological or 
industrial or business failure as evidenced by an evaluation carried out by an external expert, 
or  

 The InnovFin SME Guarantee Final Recipient is a "fast-growing enterprise", which is an 2.
SME or a Small Mid-cap operating in a market for less than 12 years following its first 
commercial sale and with an average annualised endogenous growth in employees or in 
turnover greater than 20 % a year, over a three-year period, and with ten or more 
employees at the beginning of the observation period, or  

 The InnovFin SME Guarantee Final Recipient is an SME or a Small Mid-cap that has been 3.
operating in a market for less than 7 years following its first commercial sale and its research 
and innovation costs represent at least 5 % of its total operating costs in at least one of the 
three years preceding InnovFin SME Guarantee Final Recipient's application for the InnovFin 
SME Guarantee Final Recipient Transaction, or in the case of an enterprise (and particularly a 
start-up) without any financial history, according to its current financial statements, or  

 The InnovFin SME Guarantee Final Recipient is an SME or a Small Mid-cap that shall 4.
have a significant innovation potential or be an "research and innovation-intensive 
enterprise", by satisfying at least one of the following conditions:  

(a) The InnovFin SME Guarantee Final Recipient's research and innovation annual expenses 
are equal or exceed 20 % of the InnovFin SME Guarantee Final Recipient Transaction 
amount as per InnovFin SME Guarantee Final Recipient's latest statutory financial 
statements, under the condition that the InnovFin SME Guarantee Final Recipient's 
business plan indicates an increase of its research and innovation expenses at least 
equal to the InnovFin SME Guarantee Financial Recipient Transaction amount; or  

(b) The InnovFin SME Guarantee Final Recipient undertakes to spend an amount at least 
equal to 80 % of the InnovFin SME Guarantee Final Recipient Transaction amount on 
research and innovation activities as indicated in its business plan and the remainder on 
costs necessary to enable such activities ; or 

(c) The InnovFin SME Guarantee Final Recipient has been formally awarded grants, loans or 
guarantees from European research and innovation support schemes or through their 
funding instruments or regional, national research or innovation support schemes over 
the last thirty-six (36) months, under the condition that the InnovFin SME Guarantee 
Final Recipient Transaction is not covering the same expense ; or  
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(d) The InnovFin SME Guarantee Final Recipient has been awarded over the last twenty-
four (24) months an research and development or Innovation prize provided by an EU 
institution or an EU body; or  

(e) The InnovFin SME Guarantee Final Recipient has registered at least one technology right 
(such as patent, utility model, design right, topography of semiconductor products, 
supplementary protection certificate for medicinal products or other products for which 
such supplementary protection certificates may be obtained, plant breeder's certificate 
or software copyright) in the last twenty-four (24) months, and the InnovFin SME 
Guarantee Final Recipient Transaction purpose is to enable, directly or indirectly, the 
use of this technology right; or  

(f) The InnovFin SME Guarantee Final Recipient is an early stage SME and has received an 
investment over the last twenty-four (24) months from a venture capital investor or 
from a business angel being a member of a business angels network; or such venture 
capital investor or business angel is a shareholder of the InnovFin SME Guarantee Final 
Recipient at the time of the InnovFin SME Guarantee Final Recipient's application for 
the InnovFin SME Guarantee Final Recipient Transaction; or  

(g) The InnovFin SME Guarantee Final Recipient requires a risk finance investment which, 
based on a business plan prepared in view of entering a new product or geographical 
market, is higher than 50 % of its average annual turnover in the preceding 5 years; or  

(h) The InnovFin SME Guarantee Final Recipient's research and innovation costs represent 
at least 10 % of its total operating costs in at least one of the three years preceding 
InnovFin SME Guarantee Final Recipient's application for the InnovFin SME Guarantee 
Final Recipient Transaction, or in the case of an enterprise without any financial history, 
as per its current financial statements; or  

(i) The InnovFin SME Guarantee Final Recipient is a Small Mid-cap and its research and 
innovation costs represent:  

(i) Either, at least 15 % of its total operating costs in at least one of the three years 
preceding the InnovFin SME Guarantee Final Recipient's application for the 
InnovFin SME Guarantee Final Recipient Transaction  

(ii) Or, at least 10 % per year of its total operating costs in the three years preceding 
the InnovFin SME Guarantee Final Recipient's application for the InnovFin SME 
Guarantee Final Recipient Transaction; or  

(j) The InnovFin SME Guarantee Final Recipient has incurred research and innovation 
expenses qualified in the past 36 months by competent national or regional bodies or 
institutions as part of general support measures approved by the European Commission 
and designed to incentivize companies to invest in research and innovation, provided 
that i) such body or institution is independent of the InnovFin SME Guarantee Financial 
(Sub-)lntermediary and the InnovFin SME Guarantee Final Recipient and ii) the InnovFin 
SME Guarantee Final Recipient Transaction covers incremental expenditure as indicated 
in the InnovFin SME Guarantee Final Recipient's business plan and iii) the InnovFin SME 
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Guarantee Final Recipient Transaction is not covering the same eligible costs already 
supported by aforementioned measures; or  

(k) The InnovFin SME Guarantee Final Recipient has been designated in the past 36 months 
as an innovative company by an EU or national or regional institution or body, provided 
that in each case  

(i) the designation is based on the publicly available criteria where such criteria:  

• shall not be limited to or otherwise favour any particular industry or sector, 
and  

• shall reflect at least one of the criteria referred to in article 5.2 except article 
5.2.(d).4), or shall reflect the substance of at least one of these criteria but 
shall not be less stringent; and  

(ii) the body or institution is independent of the InnovFin SME Guarantee Financial 
(Sub-) Intermediary and the InnovFin SME Guarantee Final Recipient; and  

(iii) the InnovFin SME Guarantee Final Recipient Transaction covers incremental 
expenditure as indicated in the InnovFin SME Guarantee Final Recipient's business 
plan. 
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REPLIES OF THE COMMISSION TO THE SPECIAL REPORT OF THE EUROPEAN 

COURT OF AUDITORS 

"EU-FUNDED LOAN GUARANTEE INSTRUMENTS: POSITIVE RESULTS BUT 

BETTER TARGETING OF BENEFICIARIES AND COORDINATION WITH NATIONAL 

SCHEMES NEEDED" 

EXECUTIVE SUMMARY 

I. The Commission extends guarantees to financial intermediaries through a number of financial 

instruments for SMEs. While the purpose of some of the guarantees is to increase the volume of 

lending to viable businesses, others focus more specifically on targeting certain market segments, 

such as lending to innovative businesses, microenterprises or social enterprises, or to provide 

subordinated lending to risky beneficiaries.  

II. The Commission notes the necessity to distinguish between the Loan Guarantee Facility and 

InnovFin SME Guarantee Facility in its data and findings due to the difference in design of the 

instruments and the differences in targeted businesses and objectives. 

The Loan Guarantee Facility is a capped guarantee instrument where all losses are covered only 

through the EU budget and implemented by the European Investment Fund (EIF) as entrusted 

entity. InnovFin SME Guarantee Facility is an uncapped guarantee, combining the resources of EU 

budget and EIF senior risk taking, implemented by EIF as entrusted entity. Under this facility the 

EIF provides additional risk taking on the basis of its own capital.  

For both instruments, the EU budget is predominantly used for risk-taking, and only a fraction (up 

to 6% in total, over the lifetime of the facilities) is used to remunerate the entrusted entity. 

III. It should be taken into account that while growth may be considered an implicit objective of 

both analysed facilities, innovation is the specific focus of the InnovFin SME Guarantee Facility 

which does not only target SMEs but also small mid-caps.  

V. The Commission did carry out the required ex-ante assessments for both programmes. Lessons 

learned from predecessor programmes were also reflected in the design of the new ones.  

All financial instruments are subject to ex-post and final evaluations using the standardised 

Commission evaluation framework which also analyses effectiveness. 

When discussing fees with the EIF, the Commission considers that it had comprehensive evidence 

at its disposal, including estimates of management cost for InnovFin SME Guarantee Facility, EIF 

financial statements and EIF corporate operational plans and this was considered sufficient. This 

evidence was used to support the Commission's position in negotiations with the EIF which resulted 

in the agreed levels of fees and the modalities of their payment.  

VI. The Commission is of the view that it would be beneficial if the econometric study was made 

publicly available in its entirety. 

VII. The Commission notes that ECA's findings relate to a sample of operataions and may not apply 

to the whole set of beneficiaries of the facilities. Furthermore, the analysis in this report is based on 

targeting only those companies that would not get a loan at all from commercial lenders. However, 

the requirement of the overarching Financial Regulation is to address “market failures or sub-

optimal investment situations”. 

Difficulties in accessing finance occur because of the credit worthiness/risk assessment approach of 

the financial industry. Only top-rated businesses are likely to obtain financing without any recourse 

to collateral. Very lowly rated businesses will be discarded and not be offered any financing. 

Hence, the loan guarantee instruments have been designed to also support SMEs that have access to 

financing, but on unacceptable conditions in terms of collateral required, loan periods and/or price. 
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Without the guarantee, the projects would often not be pursued by SMEs, resulting in a sub-optimal 

investment situation. The guarantees are designed to respond adequately to SME's business models, 

allowing them to grow on a long-term sustainable basis.  

VIII. In addition to the focus that the ECA mentions, the H2020 basic act defines other objectives 

for the InnovFin SME Guarantee Facility: 

- Innovation can happen in all SMEs (at all stages and in all sectors) that wish to use innovation in 

order to help them to develop, grow and internationalise  

- Horizon 2020 instrument must create better conditions for SMEs. Particular attention is given to 

the uncertainty of innovation, ability to capture results from innovation and insufficient collateral in 

many areas. 

- All types of innovation are targeted: technological, service innovation etc. 

The InnovFin SME Guarantee Facility is based on the innovation eligibility criteria in line with 

H2020 basic act concepts enshrined in the recognised Oslo Manual and in consistency with other 

relevant guidance on SME support (risk guidance). Accordingly InnovFin SME Guarantee Facility 

includes all four types of innovation: product innovation, process innovation, organisational 

innovation and marketing innovation. 

IX. The Financial Regulation requires targeting SMEs that are facing market gaps or sub-optimal 

investment situations. The Commission considers that this means not only the availability of the 

financing but also the improved conditions (lower price, longer maturity, reduced collateral 

requirement and availability of product that would not have otherwise been offered).  

The Commission considers that the potential successor of InnovFin SME Guarantee Facility should 

not predominantly support SMEs and Small mid-caps engaging in high-risk innovation activities 

but should continue supporting SMEs and Small mid-caps making product, service and business 

model innovations in all sectors of the economy as mentioned in the Oslo Manual on innovation.  

X. The Commission will continue to carry out ex-ante and ex-post assessments of guarantee 

instruments for SMEs within the standard evaluation framework of the Commission which may be 

complemented by additional analysis across the guarantee instruments. 

XI. The Commission does not deem it adequate to change its current evaluation framework which 

covers all its activities as this would be against the objectives of simplification and streamlining. 

Nevertheless, to complement the standard evaluations and ex ante assessments, the Commission 

will continue to use the methodology applied to the CESEE
1
 Study and the study of the Court, and 

will expand the scope of the evaluation to further countries. 

INTRODUCTION 

5. 

(a) While the objectives of the previous SME guarantee facilities were similar to those of the Loan 

Guarantee Facility, the higher risk acceptance by financial intermediaries has been made a pre-

condition to improve the additionality of the facility vis-à-vis the previous SME guarantee facilities. 

9. Under the InnovFin SME Guarantee Facility, there is no threshold applicable in the sense that 

intermediaries have to build up a new portfolio of loans complying with the innovation criteria. 

                                                       

1  Asdrubali, Pierfederico and Signore, Simone, "The Economic Impact of EU Guarantees on Credit to SMEs Evidence from 

CESEE Countries", EIF Research & Market Analysis, Working Paper 2015/29. 
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11. Limits on the credit quality of the portfolio serve (i) to reflect the risk appetite of the 

intermediary, and (ii) to optimize the use of the EU budget. 

12. Under InnovFin SME Guarantee Facility, EU exposure is capped to the size of the EU 

budgetary funds committed (reduced for certain elements). 

15. The expected loss levels are forward looking estimates based on the best available data and the 

ultimate result will differ e.g. depending on the economic cycle. 

OBSERVATIONS 

27. For 2014-2020 programming period, the legislative framework of the financial instruments co-

financed by Structural Funds foresees clear requirements for the ex-ante assessments which have to 

include an assessment of the "consistency with other forms of public intervention addressing the 

same market" (Article 37(2)(b) CPR). 

29. The assessment for financial instruments under the Horizon 2020 programme was an assessment 

carried out in addition to the assessment for the Horizon 2020 programme, to refine and deepen the 

Commission's understanding of the market needs before the launch of the instruments.  

31. As pointed out in comments on paragraph 29, ex-ante assessments for COSME Loan Guarantee 

Facility and InnovFin SME Guarantee Facility were carried out. In addition, the uptake and market 

demand experienced under the Risk-Sharing Instrument pilot, in combination with analysis of 

available studies, served as input for the Commission’s proposal for the indicative EU contribution 

allocated to InnovFin SME Guarantee Facility. 

32. Since the legislator in the underlying legal acts clearly indicates that these should be pan-

European instruments with no pre-set allocations to individual Member States, indeed the 

comprehensive pan-EU approach to the market gap analysis was considered appropriate. 

33. The Commission considers that pure loan volumes may not be an adequate indicator to analyse 

the geographical spread of the Loan Guarantee Facility and InnovFin SME Guarantee facilities. It 

cannot be expected that “smaller” Member States would benefit from similar absolute amounts of 

supported financing as larger Member States. 

On the contrary, Member States that joined the EU after 2004 were well covered when comparing 

amounts signed for both facilities with the relative size of their economies. 

34. EFSI is built on an analysis of an investment gap for the whole economy and is constructed as a 

flexible market-driven instrument. The topped-up instruments (the Loan Guarantee Facility and 

InnovFin SME Guarantee Facility) were subject to individual ex-ante assessments which included 

estimates of the underlying market gaps. The amounts of the top up are not fixed but expressed as 

ceilings that may be further revised. Therefore, EFSI will by definition be able to respond to the 

right level of market needs. As EFSI integrates its support into existing EU level instruments, EFSI 

and the audited centrally managed guarantee instruments act together as a single facility vis-à-vis 

the market. 

35. The Commission considers as a positive aspect the high percentage (82%) of market needs' 

assessments carried out by Member States that responded to the ECA's survey, despite the fact that 

assessments were not explicitly required by the legal framework. 

38. The Commission would like to point out that Table 2 is only indicative as the actual amount of 

fees payable depends on the actual contribution committed as well as on the actual activities 

performed. 

The majority of the fees are performance driven, in line with the requirements of the Financial 

Regulation. 
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40. The Commission considers that it is useful to have such data before entering into negotiations. 

For this reason, the Commission has obtained the EIF's cost estimate for InnovFin SME Guarantee 

Facility and also regularly analyses the EIF's financial statements to understand EIF's fee income 

and its contribution to the overall EIF profitability and, more generally, continues to make efforts to 

obtain further relevant detailed data on the costs of running guarantee instruments. 

Such data is often subject to confidentiality and may not come from directly comparable 

instruments. However, even in the absence of such data, the Commission should be able to finalise 

negotiations on the basis of available information. 

Incidentally, a relevant benchmark is contained in the ESIF framework for 2014-2020 where a 

higher fee cap (7%) is provided for in the case of funds but for a much shorter implementation 

period (until 2023). 

For centrally managed instruments, the Commission negotiated fees in two stages. First, the general 

framework was established in a framework agreement with EIF in compliance with the Financial 

Regulation. Second, fees for individual agreements were negotiated within this general framework. 

The data referred to above was used at both stages. 

41. The Commission considers that it did have significant elements of such information. 

Please see the reply to paragraph 40. 

Comparing the cost of pan-European, centrally managed instruments with nationally run guarantee 

schemes would be of limited relevance since these schemes do not have the geographic remit of 

central mandates and are not subject to the same reporting, monitoring and audit requirements that 

EU schemes are. 

42. In its Special Report 4/2011, the ECA states “The fees to be paid to the EIF should be calculated 

so as to take into account: 

 performance in achieving specific targets; 

 the geographical distribution in the eligible countries; and 

 the degree of novelty and complexity of the guarantee instrument.” 

Any comparison between centrally managed instruments and instruments co-financed from the 

Structural Funds must take into account that the underlying instruments have different geographic 

coverage, degree of novelty and complexity, reporting requirements, objectives and set-ups. 

45. The coverage of the shortfall is up to a pre-agreed cap that cannot be exceeded. 

46. The Commission compared the proposed fee with other market offers for BBB risk exposure at 

that time. 

The maximum total amount of risk fee chargeable by the EIF during the lifetime of the Facility can 

reach 10 % of the EU’s contribution only in the case of risk fee shortfalls despite EIF having taken 

corresponding risk for the benefit of the entire facility. 

47. The fee mechanism is designed to address risk fees over the entire implementation period and 

cannot be credibly assessed through a limited snapshot taken at the very beginning of the 

implementation period. 

51. The analysis in this report is based on targeting only those companies that would not get a loan 

at all from commercial lenders. However, the requirement of the overarching Financial Regulation 

is to address “market failures or sub-optimal investment situations”. 

Difficulties in accessing finance occur because of the credit worthiness/risk assessment approach of 

the financial industry. In a first step a lender assesses whether a business is creditworthy, i.e. 
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whether the business is viable and whether the requested financing amount can be repaid from 

future expected cash-flows. Financial statements, tax records, public credit registries, etc. will be 

examined and credit scores are assigned. Only top-rated businesses are likely to obtain financing 

without any recourse to collateral. Very lowly rated businesses will be discarded and not be offered 

any financing. 

Hence, the loan guarantee instruments have been designed to also support SMEs that have access to 

financing, but on unacceptable conditions in terms of collateral required, loan periods and/or price. 

Without the guarantee, the projects would often not be pursued by SMEs, resulting in a sub-optimal 

investment situation. The guarantees are designed to respond adequately to SME's business models, 

allowing them to grow on a long-term sustainable basis.  

52. In line with the Horizon 2020 basic act, InnovFin SME Guarantee Facility has been designed to 

improve access to finance for innovation-driven SMEs and Small Mid-caps. This is addressed by 

offering an unfunded financial instrument, a guarantee which is crowding in significant private 

capital, in line with the Financial Regulation. The Commission considers that InnovFin SME 

Guarantee Facility does not compete with the private sector, as it increases the presence of the 

private sector in financing innovation proportionally with the guarantee rate and with improved 

terms for the innovation-driven enterprises, in line with the Horizon 2020 basic act. 

The same principles also apply for the COSME Loan Guarantee Facility. 

55. The Commission notes that the ECA's findings relate only to a limited sample of operations and 

may not apply to the whole set of beneficiaries of the facilities. 

The Commission considers that due to the tightened ex-ante eligibility requirements under the Loan 

Guarantee Facility compared to predecessor instruments, the number of companies supported which 

have restricted access to finance has significantly increased. For the Loan Guarantee Facility the 

ECA concludes that 50% of SMEs in its sample would have struggled to get access to finance, 

whereas the Commission concluded on the same sample that 73% of SMEs would have struggled to 

get access to finance on adequate conditions (sufficient finance). 

The Commission analysed the part of the sample that was provided by the ECA and came to the 

conclusion that for both facilities together at least 45% of beneficiaries would have struggled to get 

access to finance on adequate conditions. 

56. The purpose of the InnovFin SME Guarantee Facility, as set out in the basic act, is to improve 

access to debt financing. Therefore, the fact that a business could have received equity investment 

or other financing has no incidence. Moreover, Horizon 2020 has other financial tools to support 

equity-type risk (such as InnovFin Equity, SME Instrument). 

59. The guarantee never covers 100% of the loan exposure and financial intermediaries are required 

to retain substantial economic exposure to each loan. Therefore, they are motivated to focus on 

viable businesses that are able to borrow and repay the loan.  

The InnovFin SME Guarantee has been designed to support both, public and private intermediated 

lending to innovative businesses by encouraging improved conditions of financing in terms of lower 

price, availability of relevant type of financing suitable to the SME needs, longer tenors and at often 

reduced collateral requirements. The Commission has observed an increase in the financial 

intermediaries risk appetites as the guarantee partially alleviates the risk stemming from information 

asymmetries between the lender and the borrower and as such perceived risk of the borrower by the 

lender. 

60. Savings on interest for final beneficiaries is not the main objective of InnovFin SME Guarantee 

Facility. It is one of the components of increased access to finance. It comes in addition to other 

benefits attributable to InnovFin SME Guarantee Facility intervention, e.g. higher financing levels, 
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lower collateral requirements, longer tenors, more convenient form of financing adjusted to needs 

of innovation driven SMEs and Small Mid-caps.  

61. In the case of the Loan Guarantee Facility the additionality requirements have been significantly 

tightened through the creation of two options for taking on additional risk by the financial 

intermediary. It was made explicit that risk taking which falls within the normal business practices 

of the financial intermediary (e.g. as determined in the credit risk and collection policy) would not 

be supported by the EU guarantee. Minimum thresholds were established in terms of additional 

credit risk which a financial intermediary has to accept at portfolio level vis-à-vis its normal 

business in order to qualify for the EU guarantee.  

64. The ceiling resulted from the complementarity aspect; the focus on riskier companies (not 

necessarily younger and smaller) resulted from a new focus under the programme. 

65. The Commission considers that, as a matter of principle, there should be no artificial slicing of 

loans. As part of its monitoring, the EIF challenges such transactions when detected. In general, the 

EIF requires from the intermediary a commercial rationale for providing multiple loans to the same 

SME. 

In this particular case referred to by the ECA, the financial intermediary issued a guarantee for 

loans provided by a commercial lender. The decision on how to provide the loans rested with the 

commercial lender. The EIF did challenge the issuance of several guarantees for the same SME, 

requested additional information from the financial intermediary and was provided with an 

explanation of the commercial rationale for providing multiple loans which the EIF judged 

adequate. 

66. The ex-ante assessment of the InnovFin instrument has identified that innovative companies 

were hampered by a lack of access to risk finance. Therefore, the Delegation Agreements with the 

EIF contain detailed eligibility criteria on innovation (for InnovFin SME Guarantee Facility), SME, 

SME transaction and portfolio levels (applicable to both). These criteria are fully consistent with 

their respective basic acts. 

67. The economic theory behind the market failure stemming from asymmetric information 

between lender and borrower rests precisely on the idea that – above a certain level – financial 

intermediaries will not find it profitable to charge higher interest rates to borrowers that are 

perceived riskier as a group (because of moral hazard and adverse selection issues); rather, they 

prefer to ration their credit. That is why financially viable SMEs exist in the market, but cannot 

obtain sufficient credit even at high interest rates. Therefore, the high-interest policy risks to be 

ineffective. 

The mechanics of the transfer of benefit work in a way that the projects with the highest credit 

spread, i.e. the riskiest borrowers, get the higher benefit. This mechanism of transfer of benefit 

incentivises final recipients to choose InnovFin SME Guarantee Facility, if their interest costs 

taking into account the guarantee are lower than without the guarantee. This further demonstrates 

that the instrument incentivises intermediaries to provide financing to riskier innovative companies. 

The guaranteed loan would be more expensive in the case of a negative benefit, which would make 

the loan unattractive. 

68. The Commission considers that the information needed for assessing whether the financing has 

been made available to a business lacking access to sufficient finance can only be obtained from the 

business itself. 

The Commission had to consider how to set up a monitoring system which is cost-effective and 

does not create undue administrative burden for the SMEs. Therefore, the frequency of the current 

monitoring system is considered adequate for the Loan Guarantee Facility. 
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69. While such an academic approach may exist, it is not how financial intermediaries operate in 

practice. Each financial intermediary has its own approach to credit risk assessment which may 

entail to a certain degree the evaluation of the criteria set out by the ECA. But other factors also 

play a role (such as the availability of collateral, existing credit exposures, etc.). As the Loan 

Guarantee Facility supports to a large extent micro-companies, it also has to be pointed out that 

such companies in most cases do not even have officially audited balance sheets and work on the 

basis of simple profit and loss accounts. As of 31 December 2016, the Loan Guarantee Facility 

supported more than 50% start-ups and InnovFin SME Guarantee Facility more than 17% start-ups 

that have an insufficient credit history which could be analysed. 

73. The primary objective of the Loan Guarantee Facility is to contribute to structural problems 

(start-up financing, asymmetry of information, lack of collateral, etc.) which SMEs face in the area 

of access to finance. The financial instrument is not designed to be a crisis instrument.  

The provision of liquidity is addressed through other means such as European Central Bank's 

monetary policy or European Investment Bank's loans for SMEs. 

74. The financial instruments co-financed from Structural Funds are implemented during 

programming periods, namely 2007-2013 for the example mentioned. The set-up of the financial 

instruments by the Managing Authorities is an important step in the life cycle of the instruments 

and includes procedures such as selection of the fund manager or verification of compliance with 

State aid. 

75. In order to achieve Cohesion policy objectives, and as agreed by the co-legislators, the 

Structural Funds have specific rules to observe, such as geographic limitations with a stronger focus 

on the deprived areas. 

76. This possibility was not introduced as a disbursement improvement measure alone, but as a 

targeted and direct response to the financial crisis. 

77. The Loan Guarantee Facility is meant to support employment and growth and this is not only 

achieved through investment loans. The fact that working capital financing is fully eligible is not 

due to “relaxing of eligibility” but an adaption to economic realities. In today's economy financing 

products depend very much on the industry in which the SME is operating. If an SME is active in 

the services sector the need for the financing of fixed assets is very low (these would require 

investment loans). These SMEs need access to working capital facilities for e.g. training of 

personnel and skills development. They may need sophisticated IT systems, websites and website 

management, cloud services etc.. But these types of services can either be leased or will appear 

purely as cost in the profit and loss statement. However, traditional short-term working capital 

facilities granted on a revolving basis for several months are of little help to SMEs as they need a 

longer planning horizon (this is also the case e.g. for retailers buying inventory for the Christmas 

season, farmers pre-financing the harvest through buying of seeds, fertilizers, etc.).  

EUROSTAT’s statistics confirm that “although high-growth enterprises operate in all sectors of the 

business economy across the EU, their share in the services is higher in the majority of Members 

States”. See Eurostat news release 209/2016 form 26 October 2016
2
. 

Therefore, the Loan Guarantee Facility, as is the case also for InnovFin SME Guarantee Facility, 

allows supporting a variety of financing products (working capital, investment loans, leases) 

provided that the minimum maturity of these products is 12 months. 

                                                       

2  http://ec.europa.eu/eurostat/documents/2995521/7706167/4-26102016-AP-EN.pdf/20f0c515-ed43-45c3-ad6a-ca0b26b36de5 

http://ec.europa.eu/eurostat/documents/2995521/7706167/4-26102016-AP-EN.pdf/20f0c515-ed43-45c3-ad6a-ca0b26b36de5
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Box 4 – Situations where EU guarantees support a financial product not suitable for their 

policy objectives  

The support under the facilities ranges from the minimum of 12 months up to the maximum of 10 

years (Loan Guarantee Facility) and 12 years (InnovFin SME Guarantee Facility), thus actually 

promoting longer-term financing.  

It should also be noted that in certain high turnaround sectors (consumer goods, clothing) even 12 

months may be a period sufficient for a full innovation cycle. 

Working capital loans may be used by certain companies to invest in intangible assets or know-

how. Such expense would not qualify for standard investment loans. In addition, working capital 

lending with a minimum duration of 12 months helps stabilise the financial situation of a company, 

making it more prone to investment. Moreover, the need for more working capital is often a result 

of investment projects. 

79. In the Employment and Growth report the Commission tracks the job creation in SMEs which 

received financing (in 2015 the nominal job creation was 9.4%). This is then compared to other data 

on SME employment growth to see whether the supported population performs better or worse than 

the general SME population, e.g. see Annual Report on European SMEs 2015/2016 which indicates 

that employment in all European SMEs (supported or not supported) increased by 1.5% overall. 

81. The Commission welcomes ECA's conclusions, as they suggest that loan guarantee programmes 

indeed stimulate growth of SMEs. The Commission is of the view that it would be beneficial if the 

study was made publicly available in its entirety. 

83. The Commission notes that the assumed figure of EUR 1,330, for creating and maintaining one 

job under the SME Guarantee Facility, is an estimated average for the implementation across 

Europe, whereas the counterfactual study referred to only covers France. Moreover, due to 

differences in methodologies used for calculations, the two numbers are not directly comparable. 

86. The Commission considers that the previous report was inconclusive on the issue of EU added 

value. 

The Commission notes that it implements programmes based on the basic acts adopted by the 

legislator.  

The final legal text stipulates the following in Article 8 (Regulation (EU) No 1287/2013 of 11 

December 2013): 

Article 8  

Actions to improve access to finance for SMEs  

1. The Commission shall support actions which aim to facilitate and improve access to finance for 

SMEs in their start-up, growth and transfer phases, being complementary to the Member States' use 

of financial instruments for SMEs at national and regional level. In order to ensure 

complementarity, such actions shall be closely coordinated with those undertaken in the framework 

of cohesion policy, the Horizon 2020 programme and at national or regional level. Such actions 

shall aim to stimulate the take-up and supply of both equity and debt finance, which may include 

seed funding, angel funding and quasi-equity financing subject to market demand but excluding 

asset stripping.  

2. In addition to the actions referred to in paragraph 1, Union support may also be given to actions 

to improve cross-border and multi-country financing, subject to market demand, thereby assisting 

SMEs to internationalise their activities in compliance with Union law.  
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The Loan Guarantee Facility has been implemented as adopted by the legislator. The securitisation 

option has been published together with the guarantee and counter-guarantee option in the form of a 

call for expression of interest. But at this point in time it has not been met by market demand.  

At this point in time there is also no market demand for cross-border lending. 

87. The Commission notes that the demonstration and catalytic effect occurs when financial 

intermediaries are willing to provide higher risk SME financing due to the Loan Guarantee Facility 

in the participating countries of the programme. They do this by offering riskier financing products 

or by increasing the volumes of already existing higher risk financing products. 

Individual examples of such products are: 

 Altum, the Development Finance Corporation of Latvia, created a new financing product to 

support start-ups without recourse to collateral
3.

 

 In Greece, a country which has experienced a deep decline in SME lending, four financial 

institutions have signed guarantee agreements with a view to offering SME lending products with 

substantially reduced collateral requirements
4
. 

 In Denmark, Vaekstfonden, the Danish Growth Fund is the Danish state’s investment fun, set up 

a new subordinated loan product to support SMEs in the agricultural sector
5
. 

As far as InnovFin SME Guarantee Facility is concerned, multiple programmes have been set up for 

innovative companies on Member State level by National Promotional Banks. 

88. Common reply to paragraphs 88 and 89: 

In addition to the focus that the ECA mentions, the H2020 basic act defines other objectives for the 

InnovFin SME Guarantee Facility: 

- Innovation can happen in all SMEs (at all stages and in all sectors) that wish to use innovation in 

order to help them to develop, grow and internationalise. 

- Horizon 2020 instruments must create better conditions for SMEs. Particular attention is given to 

the uncertainty of innovation, ability to capture results from innovation and insufficient collateral in 

many areas. 

- All types of innovation are targeted: technological, service innovation etc.. 

The InnovFin SME Guarantee Facility is based on the innovation eligibility criteria in line with 

H2020 basic act concepts enshrined in the recognised Oslo Manual and in consistency with other 

relevant guidance on SME support (risk guidance). Accordingly, InnovFin SME Guarantee Facility 

includes all four types of innovation: product innovation, process innovation, organisational 

innovation and marketing innovation
6 
. 

91. The Commission notes that the findings relate only to the sample of operations and may not 

apply to the whole set of beneficiaries of the facility.  

                                                       

3  Press release in Latvian: http://www.fm.gov.lv/lv/aktualitates/nozares_zinas/altum/55763-altum-un-eiropas-investiciju-fonds-

paraksta-sadarbibas-ligumu-jauna-garantiju-programma-uznemejiem-bus-pieejami-15-miljoni-eiro and product description in 

English:  http://www.baltic-course.com/eng/good_for_business/?doc=133532 
4  Press releases: http://www.eif.org/what_we_do/guarantees/news/2016/efsi_cosme_easi_eurobank.htm; 

http://www.eif.org/what_we_do/guarantees/news/2017/efsi_cosme_greece.htm  

https://www.nbg.gr/en/business/co-funded-loans/subsidized-loans/cosme 
5  http://www.vf.dk/saadan-goer-vi/etableringslaan.aspx 

https://www.fi-compass.eu/sites/default/files/publications/presentation_20161125_brussels_eafrd_rolf_kjaergaard.pdf  
6  Oslo Manual ISBN 92-64-01308-3 

http://www.fm.gov.lv/lv/aktualitates/nozares_zinas/altum/55763-altum-un-eiropas-investiciju-fonds-paraksta-sadarbibas-ligumu-jauna-garantiju-programma-uznemejiem-bus-pieejami-15-miljoni-eiro
http://www.fm.gov.lv/lv/aktualitates/nozares_zinas/altum/55763-altum-un-eiropas-investiciju-fonds-paraksta-sadarbibas-ligumu-jauna-garantiju-programma-uznemejiem-bus-pieejami-15-miljoni-eiro
http://www.eif.org/what_we_do/guarantees/news/2016/efsi_cosme_easi_eurobank.htm
http://www.eif.org/what_we_do/guarantees/news/2017/efsi_cosme_greece.htm
http://www.vf.dk/saadan-goer-vi/etableringslaan.aspx
https://www.fi-compass.eu/sites/default/files/publications/presentation_20161125_brussels_eafrd_rolf_kjaergaard.pdf
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InnovFin SME Guarantee Facility is not required to limit itself to high-risk innovation. All the 

examined loans are compliant with the eligibility criteria of InnovFin SME Guarantee Facility. 

Therefore all of them are innovative.  

92. The Commission considers that the objectives of the facility should not be limited to innovation 

with a high potential for excellence. 

While the reference to high potential for excellence exists in the Regulation, the legal base 

comprises also the (i) improved access to debt financing and (ii) helping to bring new or improved 

products and services to the market (…). 

Box 5 – Examples of projects and companies benefitting from the InnovFin SME Guarantee 

Facility 

First bullet: The Commission considers that these on-line business and restaurant could present 

elements of innovation, as they both meet at least one of the innovation criteria. 

The Commission points out that although the concept of restaurants is not innovative per se, recent 

developments in the sector with regards to new delivery modes or healthier food may qualify 

certain projects as innovative. 

Fourth bullet: The Commission points out that the company has continuously been developing its 

own new products which could qualify it as innovative. This is the intended objective of the facility 

as set out in the regulation.  

94. The Commission considers that using the knowledge intensity as a proxy for the probability of 

the company carrying out research and innovation with a high potential for excellence narrows 

down the definition of the innovation as defined by the legislator. The legislator explicitly 

acknowledged, that “All types of SMEs can innovate” and “SMEs can be found in all sectors of the 

economy.” (Chapter 3.2. of the H2020 basic act: “Rationale and Union added value”). Focusing 

only on knowledge-intensive businesses would favour economies with higher share of knowledge-

intensive businesses and disadvantage economies with lower share of these businesses, thus 

increasing disparities among economies. Given the EU-wide scope of the facility, InnovFin SME 

Guarantee Facility should help to minimize these disparities.  

The Commission considers using “knowledge-based” as a proxy for “innovation-intensive” is a 

simplification which is not in line with the acknowledgement of the legislator quoted above.  This 

simplified definition of innovation-intensity is then used by the ECA as a benchmark to compare 

the performance of InnovFin SME Guarantee Facility versus other support schemes. 

95. An important factor in a higher focus on knowledge intensive businesses was the refined set of 

eligibility criteria under InnovFin SME Guarantee Facility compared to the Risk-Sharing 

Instrument. 

97. The Commission uses a standardized evaluation system where effectiveness is one of the 

criteria assessed. However, it has not been developed specifically for Financial Instruments with 

long implementation periods. 

The Commission does not deem it adequate to change its current evaluation framework, which 

covers all its activities as this would go against the objectives of simplification and streamlining. 

Nevertheless, to complement the standard evaluations and ex-ante assessments, the Commission 
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will continue to use the methodology applied to the CESEE
7
 Study and the study of the ECA, and 

will expand the scope of the evaluation to further countries. 

As also recognised by the ECA, the generation of the primary data and relevant comparable data is 

a complex and time consuming effort and can only be done for markets for which such data is 

available.  

99. The Commission would like to point out that the timing and the scope of evaluations is 

prescribed in underlying legislation. 

102. While the methodology for the final evaluation does not yet exist, the Commission would like 

to point out that an interim evaluation has been published 
8
 covering the InnovFin SME Guarantee 

Facility.  

103. Within the budgetary and staffing limitations, the Commission can consider proposing joint 

evaluations for several EU financial instruments in the future. The current legislative requirements, 

however, prescribe separate evaluations for each programme. 

104. Provision of data could be envisaged subject to applicable legislations and agreement of 

entrusted entities and financial intermediaries. 

The Commission will explore, together with the entrusted entities, the extent and modalities under 

which data can be made available for research purposes. 

105. The Commission acknowledges that it may be useful to have such methodology developed and 

will explore whether a sufficiently sound methodology could be developed and reliable data 

obtained. However, an initial analysis of the Commission pointed to concerns whether such a 

methodology would be able to deliver analysis of split of implicit subsidy between supplier and 

beneficiary. 

CONCLUSIONS AND RECOMMENDATIONS 

106.  

- The size of the instruments was determined on the basis of: (i) the market gaps identified in the 

ex-ante assessment; (ii) the basic act adopted by the legislator; and (iii) availability of budget 

resources. 

- All the beneficiaries of InnovFin SME Guarantee Facility that the ECA analysed complied with 

innovation eligibility criteria. 

- High potential for excellence is not the sole objective of the debt facility under the Horizon 2020 

Regulation (EU) No 1291/2013. 

- The Commission provides an assessment of the cost efficiency in its evaluation of all 

instruments as this is required by the standardised evaluations framework. 

107. The Commission assesses the market needs and how the various EU guarantee instruments can 

best respond to these needs at the given moment in time and based on information available at this 

time in preparation of the new instruments. However, when analysing these market needs for future 

                                                       

7  Asdrubali, Pierfederico and Signore, Simone, "The Economic Impact of EU Guarantees on Credit to SMEs Evidence from 

CESEE Countries", EIF Research & Market Analysis, Working Paper 2015/29. 

8  Interim Evaluation of Horizon 2020's Financial Instruments, Final Report, written by The Centre for Strategy & Evaluation 

Services LLP (CSES) 
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programmes, the Commission cannot know what instruments will be implemented in the future at 

national and regional level and can only base its assessment on assumption about national and 

regional intervention. Perfect coordination with national bodies is therefore impossible. 

Nonetheless, for the 2014-2020 programming period, the legislative framework for financial 

instruments co-financed by Structural Funds foresees clear requirements for the ex-ante assessments 

which have to include an assessment of the "consistency with other forms of public intervention 

addressing the same market" (Article 37(2)(b) CPR). 

109. See Commission reply to recommendation 1(b). 

Recommendation 1 – Assessing market needs and obtaining data on management costs 

a) Accepted: 

As set out in the reflection paper on the future of EU finances, a better complementarity between 

the EU-level financial instruments and the instruments managed by Member States under the 

Cohesion policy needs to be ensured. 

As regards assessments of the market gaps the best available data at the time of the ex-ante 

assessment will be used and in the absence of available data market appropriate expert judgment 

will continue to be used. 

b) Accepted: 

The Commission already makes reasonable efforts to obtain information on management costs, 

based on legally obtainable information and intends to step up its effort in this regard. However, it 

may be difficult to get such data from national schemes and the data may not be directly 

comparable and relevant. Moreover, in addition to the cost element, the appropriate level of fees 

will be determined taking into account the incentive element of remuneration that is required 

according to the Financial Regulation. 

110. The analysis in this report is based on targeting only those companies that would not get a loan 

from commercial lenders. However, the requirement of the overarching Financial Regulation is to 

address “market failures or sub-optimal investment situations”. 

Difficulties in accessing finance occur because of the credit worthiness/risk assessment approach of 

the financial industry. Only top rated businesses are likely to obtain financing without any recourse 

to collateral. Very low rated businesses will be discarded and not be offered any financing. 

Hence, the loan guarantee instruments have been designed to also support SMEs that do have access 

to financing, but on unacceptable conditions in terms of collateral required, loan periods and/or 

price. Without the guarantee, the projects would often not be pursued by SMEs, resulting in a sub-

optimal investment situation. The guarantees are designed to respond adequately to SME's business 

models, allowing them to grow on a long-term sustainable basis. 

The Commission notes that the ECA's findings relate only to a limited sample of operations and 

may not apply to the whole set of beneficiaries of the facilities. It considers that due to the tightened 

ex-ante eligibility requirements under the Loan Guarantee Facility compared to predecessor 

instruments, the number of companies supported which have restricted access to finance has 

significantly increased. For the Loan Guarantee Facility, the ECA concludes that 50% of SMEs in 

its sample would have struggled to get access to finance. The Commission concluded on the same 

sample that 73% of SMEs would have struggled to get access to finance on adequate conditions 

(sufficient finance). 

111. The Commission considers that the information needed for assessing whether the financing has 

been made available to a business lacking access to sufficient finance can only be obtained from the 

business itself. 
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The Commission had to consider how to set up a monitoring system which is cost-effective and 

does not create undue administrative burden on the SMEs. Therefore, the frequency of the current 

monitoring system is considered adequate for the Loan Guarantee Facility. 

112. The instruments helped by addressing increased riskiness of SME lending, thus providing a 

possibility for banks to continue financing of SMEs in crisis times. These instruments are 

complemented by other measures by other entities, such as the European Central Bank or European 

Investment Bank, which focus on providing liquidity.  

See also replies to paragraphs 70-77. 

Recommendation 2 - Targeting businesses that need a guarantee 

a) Accepted: 

The Commission is currently not in a position to make commitments for the next programming 

period. However, should it be decided to propose successor instruments for innovation, the 

Commission will continue to design such instruments in line with the basic acts adopted by the 

legislator. In that case, the instruments will have, as is the case for current instruments covered in 

this report, eligibility criteria for final recipients in full compliance with the basic acts. 

b) Partially accepted: 

The Financial Regulation requires targeting SMEs that are facing market gaps or sub-optimal 

investment situations. The Commission considers that this means not only the availability of the 

financing but also the improved conditions (lower price, longer maturity, reduced collateral 

requirement, availability of product that, otherwise, would not have been offered). Enabling 

improved financing conditions to final beneficiaries requires cooperation with the whole chain of 

actors implementing financial instrument that include both private and public intermediaries.  

c) Rejected: 

A requirement of annual monitoring of a large number of SME transactions by verifying and 

assessing data held by financial intermediaries would introduce undue administrative burden for 

financial intermediaries and SMEs and would also not be cost-effective. However, the Commission 

will continue to require regular ex-post reporting (more frequent than annually) and will require 

monitoring of all financial intermediaries to ensure that contractual eligibility requirements are 

complied with when providing financing. It is through the contractual eligibility requirements that 

the Commission ensures that financing is only made available to target recipients, in line with the 

legal basis.  

114. All analysed companies under InnovFin SME Guarantee Facility are compliant with at least 

one innovation eligibility criteria. 

Recommendation 3 – Targeting high-risk innovation 

a) Accepted: 

The Commission is currently not in a position to make commitments for the next programming 

period. However, should it be decided to propose successor instruments for innovation, the 

Commission will continue to design such instruments in line with the basic acts adopted by the 

legislator. In that case, the instruments will have, as is the case for current instruments covered in 

this report, eligibility criteria for final recipients in full compliance with the basic acts. 

The size of the potential successor instruments will depend on: 

- the market gaps identified in the ex-ante assessment; 

- the basic acts adopted by the legislator; and 
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- the availability of budget resources. 

b) Partially Accepted: 

Without prejudice to the results of the markets assessments to be carried out, the Commission 

considers that in the field of Research and Innovation, a range of different specific types of market 

failures exist, among which a lack of support for high-risk innovation activities, and that the 

potential successor of InnovFin SME Guarantee Facility should increasingly, but not 

predominantly, support SMEs and Small mid-caps engaging in high-risk innovation activities. The 

Commission acknowledges the need to review eligibility criteria to ensure increasing the share of 

innovative companies engaging in high risk innovation activities. 

115. The Commission uses a standardized evaluation system where effectiveness is one of the 

criteria assessed. However, it has not been developed specifically for Financial Instruments with 

long implementation periods. 

The Commission does not deem it adequate to change its current evaluation framework, which 

covers all its activities as this would go against the objectives of simplification and streamlining. 

Nevertheless, to complement the standard evaluations and ex-ante assessments, the Commission 

will continue to use the methodology applied to the CESEE
9
 Study and the study of the ECA, and 

will expand the scope of the evaluation to further countries. 

Recommendation 4 – Improving the evaluation system 

a) Accepted: 

As regards the Competitiveness and Innovation Programme (CIP 2007-2013), an ex-post evaluation 

is foreseen (including an assessment of the SME Guarantee Facility), based on the standard 

Commission framework for evaluations. In order to make the evaluation comprehensive it will be 

complemented by an econometric study of the impact on two markets not yet analysed for the 

predecessor of the Loan Guarantee Facility. 

b) Partially accepted: 

The Commission acknowledges that it may be useful to have such methodology developed and will 

explore whether a sufficiently sound methodology could be developed and reliable data obtained. 

However, the initial analysis of the Commission pointed to concerns whether such a methodology 

would be able to deliver an analysis of the split of implicit subsidy between supplier and 

beneficiary. 

c) Rejected: 

It would be difficult to have financial instruments implemented by two different programmes 

meaningfully evaluated together, since their underlying programmes pursue different objectives. 

The evaluation framework for both programmes already exists and is embedded in the basic acts of 

the two programmes. 

Outside of the existing evaluation framework, the Commission will further assess existing and past 

guarantee instruments, with regard to their impact. 

d) Partially accepted:  

                                                       

9  Asdrubali, Pierfederico and Signore, Simone, "The Economic Impact of EU Guarantees on Credit to SMEs Evidence from 

CESEE Countries", EIF Research & Market Analysis, Working Paper 2015/29. 
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Provision of data could be envisaged subject to applicable legislation and agreement of entrusted 

entities and financial intermediaries. 

The Commission will explore, together with the entrusted entities, the extent and modalities under 

which data can be made available for research purposes. 

The Commission will explore the modalities for making data available by the end of 2019. 
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