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	Draft European Parliament report on EIB 2002 Annual Report

(Draftsperson: MEP Mónica Ridruejo)




This paper constitutes a reply to the charges and recommendations raised by the European Parliament’s Draft Report on EIB 2002 Annual Report dated 20 February 2004. The numbering of this paper follows the numbering of the Draft Report.

- EIB ACTIONS TO BE TAKEN WITH CAUTION

4.
SOME RESULTS OF EIB / EIF RISK CAPITAL OPERATIONS IN 2002 AND 2003 
This point is not clear.
5.
EIB INITIATIVES IN THE FIELD OF SECURITISATION OF DEBTS BY MEANS OF SPVs  
This point is not clear.
- CHARGES AGAINST EIB

6.
EIB tends to allocate its financing by implicit or explicit quotas per activity and per country 
· EIB does not provide finance on the basis of national or sectorial quotas.
· The Bank finances projects that are technically, economically, financially and environmentally viable and sustainable. It does it by way of loans, i.e. requiring borrowers.

· EIB’s prime task is to support capital investment promoting the economic and social cohesion of the EU, in particular by financing projects in assisted areas.

· Guidelines on lending are set forth in the Corporate Operational Plan (COP). These guidelines have always been set by priorities.
· The five main operational priorities of the Bank for the years 2004-2006 – as fully described in the COP 2004-2006 published on the EIB web site – will be :

(a) Economic and Social Cohesion and Regional Development in the enlarged EU ;
(b) Implementation of the Innovation 2010 Initiative (i2i) ;
(c) Development of Trans European and access networks ;
(d) Environmental protection and improvement ;
(e) Support of EU development and cooperation policies with Partner Countries, in particular through FEMIP and the Cotonou Agreement,


with close articulation between the second and third priorities and the European Action for Growth over the period.
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7.
between 1998 and 2002, EIB has channeled more resources to larger and richer EU Member States and continues this trend in its plan for 2003-2005, mainly by means of global loans
· Geographical breakdown of loans concluded (EUR million) :

	
	2003
	2003
	1999   -
	2003
	2003

	
	Amount
	% of Total
	Amount
	% of Total 
	% of EIB capital

	Belgium (BE)
	540
	1.6
	2 113
	1.3
	4.925

	Denmark (DK)
	898
	2.6
	4 979
	3.2
	2.494

	Germany (DE)
	6 443
	18.8
	30 449
	19.4
	17.766

	Greece (GR)
	1 190
	3.5
	7 061
	4.5
	1.336

	Spain (ES)
	6 282
	18.4
	24 471
	15.6
	6.531

	France (FR)
	4 061
	11.9
	19 472
	12.4
	17.766

	Ireland (IE)
	602
	1.8
	2 000
	1.3
	0.623

	Italy (IT)
	5 913
	17.3
	26 976
	17.2
	17.766

	Luxembourg (LU)
	184
	0.5
	572
	0.4
	0.125

	Netherlands (NL)
	522
	1.5
	2 391
	1.5
	4.925

	Austria (AT)
	900
	2.6
	4 031
	2.6
	2.445

	Portugal (PT)
	1 645
	4.8
	8 662
	5.5
	0.861

	Finland (FI)
	780
	2.3
	3 257
	2.1
	1.405

	Sweden (SE)
	890
	2.6
	3 708
	2.4
	3.267

	United Kingdom (GB)
	3 239
	9.5
	15 424
	9.9
	17.766

	Art. 18 (1)
	99
	0.3
	991
	0.6
	-

	
	
	
	
	
	

	Total European Union
	34 187
	100.0
	156 556
	100.0
	100.0


(1) Projects with a European dimension outside the territory of the Member States

· Moreover, it has to be noted that :

· data appeared in the press are misleading. In absolute terms and compared with share capital, EIB lending in Spain has been growing over the period 1999-2003 and has no “quota” type relation with Spain’s participation to EIB share capital ;

· on the contrary, EIB’s activity in Germany has grown only after reunification for projects mostly located in the Eastern Länders.

8.
EIB has established several ethical and professional codes of conduct which fail to comply with corporate governance standards expected of it as a public bank and as the world’s largest supranational borrowing institution
· Upon request by Mrs Ridruejo, an analysis of the Winter report and its application to EIB was prepared and handed out to her on 4 July 2003 (Annex 1). No comments, conclusions or suggestions were ever communicated to EIB by Mrs Ridruejo herself or any member of her staff.

· Nevertheless, some findings of the study have been formally adopted by EIB since transmission of this study to Mrs Ridruejo – e.g. salary scale are now published on the EIB web site.

· However, some corporate governance rules as set forth in the Winter report cannot be simply applied to the EIB in consideration of its special nature and status. EIB is an international organisation, created by the Treaty establishing the European Community, the Member States of which are the shareholders of the Bank. We are therefore faced with a situation that is completely different from the ENRON or Parmalat cases (listed companies, whereby the public at large is called upon buying shares).

…/…

· EIB closely follows the developments of the Commission’s action plan on modernising company law and enhancing corporate governance (ref. COM (2003) 284 DATED 21.05.2003) as well as the recommendations of the EP (see for all, the EP resolution on corporate governance and supervision of financial services – Draft Report by MEP Beres), and it will certainly follow the same course of action followed until now, i.e. conform to law or implement recommendations to the fullest meaningful extent.

· Pls. see also point 26 (c) below.

9.
EIB has not specified the nature and the final objective of its global loans
· This point is not clear, as global loans structure is explained in “The EIB Group Activity Report 2002” p. 28.
· Global loans are also described in an EIB publication on SMEs financing.
· In substance, 
· “EIB is a wholesale provider of capital market funds, but it reaches SMEs through a network of commercial banks.”

· “The main advantage of EIB funding is the medium and long-term nature of the debt, which helps address some capital market weaknesses.”

· “The most relevant aspect of global loans is the structural supply-side effect of having a systemic influence on both availability and pricing of term loans to SMEs.”

as also stated in the “Communication from the Commission to the Council and the European Parliament – Access to finance of small and medium-sized enterprises” (COM (2003) 713 final dated 1st December 2003 (pls. refer more particularly to par. 4.7 on p. 14 of the EN version).
10.
EIB has refused to furnish :

(i) the minutes of meetings of its Audit Committee ( Mrs Ridruejo made such request by e-mail on 9 Feb. 2004 and eib answered by e-mail on 10 Feb. 2004 as follows :

(a) the audit committee prepares an annual report, made available to the EP for the first time in 2003 – pls., see points (ii)(b), (ii)(c) and (ii)(d) below ;

(b) the audit committee meets every month and the minutes of such monthly meetings are not available. In fact, these minutes are  work in progress and could entail serious danger if released prior to conclusions. EIB understood that MEPs – rightly so – wished to have only annual statements, i.e. end product ;

(ii) its external and internal audit report for the financial year 2003 ( Mrs Ridruejo made such request by e-mail on 9 Feb 2004 and EIB answered by e-mail on 10 Feb 2004 as follows : 

(a) internal audit is by definition an internal body of the Bank. Its role is not to audit EIB accounts but to look into management processes and make recommendations for their improvement. It does not prepare an annual report ;

(b) the audit committee prepares an annual report ;

(c) the Board of Governors take note of the report of the audit committee and its conclusions, as well as of the statement by the audit committee, before approving the EIB annual report ;

(d) in 2003, the Board of Governors authorized for the first time the transmission of the audit committee’s annual report to the European Parliament ;

…/…

(e) the audit committee's annual report for 2003 will be prepared for approval by the meeting of the Board of Governors to be held on 2 June 2004 and transmission to the European Parliament would  then again be  approved by the governors ;

(f) Ernst & Young are EIB’s external auditors and they refused to hand out to Mrs Ridruejo their detailed audit report of EIB as per standard market practice ;

(g) Ernst & Young concluding statement is published in “The EIB Financial Report 2002“ ;

(iii) a report on good corporate governance practices 
· an analysis of the Winter report and its application to EIB was prepared and handed out to Mrs Ridruejo on 4 July 2003 (see above – point 8 and Annex 1) ;
· a further analysis and report on the subject could be considered.

(iv) the results and the return on investments made by EIF in investment funds 

· Clearly, recent years have been difficult because of the market situation for risk capital, but EIF has maintained its presence and role.
· Venture capital is a very specialised business. Interpretation of individual data is difficult (no market valuation, long-term investment) and hazardous, in particular for the public at large.

· Nonetheless, financial results are published on an aggregate basis (EIF annual report).

· EIF is committed to transparency (detailed reporting on operations, in particular under MAP, participation at EP Committees, etc..) and accountability (seven parties audit the EIF in various capacities: independent audit committee, EIB’s audit committee, external auditors, EIB’s external auditors, EIB’s internal auditors, the European Court of Auditors and the internal audit of the European Commission).

11.
EIB has not made available the results of certain risk capital operations carried out by the EIB and EIF in 2002 and 2003 

· EIB has no trace of a request to this effect. On the other hand, information on (i) results and conclusions from monitoring through risk management systems and policy and (ii) data on EIB watch list were forwarded to Mrs Ridruejo by e-mail on 10 June 2003.

- RECOMMENDATIONS TO EIB

12. 
EIB MUST COMPLY WITH INTERNATIONALLY ACCEPTED STANDARDS OF CORPORATE GOVERNANCE
· More than complying with internationally accepted standards of corporate governance, EIB is in the forefront in terms of corporate governance, having implemented strong processes of internal controls, risk management and reporting.
· EIB does obviously evolve with accepted standards of good governance (see above points 8) and has offered MEP Ridruejo a first benchmark against Winter report.
· EIB is not only different from other listed ("publicly quoted") companies ; it is not listed at all. Its purpose is not profit maximizing, but it is a non-profit public entity for realizing objectives set by political authorities. Therefore, already several principles for governance of normal commercial undertakings are not relevant for EIB and cannot serve the purpose.

· For instance, the chapter on shareholders (cross border voting, minority shareholders etc.), which is extensively discussed in the Winter report, is not applicable for the EIB, which is owned by Member States.
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13.
EIB MUST IMPLEMENT A BETTER ALLOCATION OF LOANS COMBINED WITH STRUCTURAL FUNDS TO SUPPORT COHESION OF THE EU
· See above – point 6,7 and point 14 below

· Very close co-operation with DG REGIO through e.g. regional “programme lending”, whereby the Bank precommits a certain volume of its lending resources alongside EU grant aids in support of predefined axes, measures or sectors in the regions concerned (Community support framework loans).

14.
EIB MUST IMPROVE CO-OPERATION WITH THE EUROPEAN COMMISSION AS TO FINANCIAL PLANNING, STRUCTURAL FUNDS, COHESION AND LENDING POLICY, IN ORDER TO HAVE A MORE EFFICIENT USE OF PUBLIC RESOURCES
The Bank is in constant contact with the Commission and a Joint Working Party has been reviewing all areas of cooperation since early 2003. Here is a non-exhaustive list of specific agreements and cooperation initiatives:

· cooperation with the Commission in areas eligible for i2i financing :
· coordination (and, where possible, co-financing) of key initiatives backed by the 6th EU R&D Framework Programme launched in November 2002 ;

· implementation of agreements with DG-INFSO on a European approach to financing technology networks and schemes involving ICT content and applications ;  

· creation of synergies with DG-Culture for the support and financing of European audiovisual projects ; 

· conclusion of cooperation agreements with the Commission aimed at optimising synergies between the two institutions in the fields of regional development and integration of the Accession Countries, especially with a view to maximising the effectiveness of the European Structural Funds ;

· cooperation agreements between the Bank and the Commission :

· Accord de coopération au titre de l’action structurelle communautaire pendant la période 2000-2006 - 19 January 2000 ; Contrat cadre en exécution de l’accord de coopération au titre de l’action structurelle communautaire pendant la période 2000-2006 – 7 June 2000 (REGIO) ;

· Mémorandum conjoint établissant un cadre de coopération entre le programme-cadre communautaire de recherche et de développement technologique et l' "Initiative Innovation 2000" entre la Communauté européenne représentée par la Commission européenne et la Banque européenne d'investissement – 7 June 2001 (RTD) ;

· Partnership Agreement for staff exchanges and secondments between EIB and European Commission – under finalisation (ADMIN) ;

· cooperation agreements between the Bank and the Commission in the field of working procedures :
· Working procedures between the EIB and the Commission services (DG INFSO and DG ECFIN) for consulting the Commission on projects in the field of electronic communications networks and services under Article 21 of the EIB Statute – 20 February 2003 (INFSO and ECFIN) ;

· Working procedures between the EIB and the Commission services (DG ENV and DG ECFIN) in the consultation of the Commission under Article 21 of the EIB Statute – May 2002 (ENV and ECFIN).

15.
EIB MUST DEVELOP measures WHICH ensure A BETTER governance AND SUPERVISION OF THE EIB GROUP ALSO thanks to THE ARRIVAL OF THE REPRESENTATIVES OF THE NEW MEMBER STATES IN THE GOVERNING BODIES

· The Accession Treaties have already given the opportunity to ensure necessary changes in governance of the EIB Group (Board, voting rules, CD, Capital, experts etc.) as already outlined in the “EIB Activity Report 2002”, p. 45.
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· Strengthening the role and members of the Audit Committee is already envisaged.

· Other Multi-lateral Development banks are in a similar situation.

· As far as ECB supervision is concerned (which the EIB considers as a possible development), it has already been proposed three times (ref. discussion of the Olle Schmidt report) but creates institutional difficulties for ECB.

16.
EIB MUST BE paying special attention to its increase in lendinG and to its RISK CAPITAL OPERATIONS AND must avoid SPECULATIVE OPERATIONS (for instance, SWAPS)

· Swaps  are to cover risk situations and not to take speculative positions that EIB is not to take.
· The Bank has over recent years continuously enhanced its internal control culture and systems.
· In line with Basle recommendations, organizational changes have been made to segregate lending and funding operations from credit risk management and financial control activities.
· Basic document “Summary of Risk Management Analysis” (Board Report April 2002) was transmitted to MEP Ridruejo on 4th June 2003.
· Report on “Risk Management Systems in the EIB “(which was prepared for the Board of Governors’ meeting June 2003) was circulated to MEP Ridruejo at the same time as to the Board.
17
MUST BE SUBJECT TO THE SUPERVISION OF A BODY COMPETENT TO CONTROL EIB BALANCE SHEET structure AND RISK POSITIONS
· Not foreseen in the Treaty – therefore, not under the control of EIB.
· See above point 14.
18
MUST ADOPT THE EUROPEAN COMMISSION’S SME DEFINITION
· The Commission’s SME definition was adopted by the EIB Board last Oct 2003 (alongside with the new loan facility strategy for mid-capital companies).

· EMAC has been continuously informed on the state of discussion (follow up of Van Den Burg report).
19.
MUST PRESENT EIB CORPORATE OPERATIONAL PLAN (COP) TO THE EP FOR REVISION BEFORE ANNUAL REPORT
· COP is published on web site.
· And a proper dialogue between EIB and EP (like in previous years) gives perfect opportunity to discuss the COP.

20. 
MUST avoid competition with other credit institutions
· EIB’s policy is not to compete with commercial banks but to complement their action

· EVIDENCE :

· Board guidelines (last confirmed by the Board in September 2000) requires EIB financing up to 50% cost of the projects (
). 

· EIB finance is often channelled via banking system -- global or intermediated loans. 

· Even in case of direct loans, partnership with banking system is ensured to the right balance – direct loans are often guaranteed by banks.
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21. 
MUST REVEAL THE LIMITS OF ECA CONTROL ON BANK’S ACTIVITY, INCLUDING GUARANTEES, AS PER THE TRIPARTITE AGREEMENT
· The Tripartite Agreement has recently been updated and published on the web site.

· There are no limits in the Tripartite Agreement of ECA control as to Community’s budget money.

· With regard to guarantees, ECA exercises its control on EIB loans even on own resources when Community budgetary guarantee is called upon.
· Commission, ECA and EIB are actually satisfied of the mechanisms of the Tripartite Agreement.
22. 
must carry out its lending activity in accordance with the strategy adopted by its board of governors
· This point is not clear.

· EIB always conforms to the directives of its Statutory organs.
23. 
MUST direct allocation of its resources towards countries and regions having less wealth and smaller Gross Domestic Product
· Yes for regions but no for countries as per Treaty and BOARD OF GOVERNORS orientations. EU policy is not related to country GDP, even if some would advocate such approach.

· Art. 267 Nice Treaty recalls several criteria of EIB intervention (regional cohesion, less developed areas, project of common interest to more Member States), but not GDP.
· EIB ‘s role is outlined through the five Corporate Operational Plan (COP) priorities.

· COP reports not only on conformity with the Bank’s global mission but also with more precise priorities defined by the Board of Governors.

24. 
MUST PUBLISH QUARTERLY A DETAILED EVALUATION OF ITS FINANCIAL ACTIVITIES, INCLUDING DIRECT AND INDIRECT LENDING ACTIVITY AND DERIVATIVES OPERATIONS 
· We take good note of this suggestion but

· we must assess the cost-benefits ratio of such suggestion before adopting a decision on it – this is a requirement typical of listed companies.
· What would be the benefit ? and to whom ?
25. 
MUST PUBLISH yearly statistics of its DIRECT AND INDIRECT LENDING ACTIVITY (including global loans and EIF), per loan and per country, and a report whereby it is demonstrated that EIB has conducted its activity in conformity with its statutory mission
· Statistics of EIB’s lending are indeed published yearly (see brochure ”project financed and statistics” – sent to Mrs Ridruejo).

· EIB does not publish lists of loans extended to SMEs under global loans – because of cost-benefit assessment (in 2002: 30.000 SMEs).

· Annual global loan report for 2003 is under preparation and will be circulated to the EP as done before (MEP Randzio Plath) ; the previous annual global loan report was circulated to Ms Ridruejo on 25 June 2003.

· Together with the annual report, the COP constitutes the document where EIB demonstrates compliance with its mission and priority objectives as defined by the Board of Governors.

26. 
MUST ADOPT good corporate governance rules internationally accepted, and at least MUST
(a)
SET UP A COMMITTEE FOR STAFF APPOINTMENTS AND SALARIES : EIB is not a listed company and has statutory rules: staff members are appointed by the President in accordance with the rules set forth in the Statute. Salaries are fixed in budget now approved by the Board of Directors.
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(b)
specify the mission of its Committees : This point is not clear. EIB Statute does not provide for Committees.
(c)
INFORM ON COMPLIANCE WITH CODES OF GOOD CORPORATE GOVERNANCE CURRENTLY IN FORCE : the Bank is well aware of the following : about 40 corporate governance codes relevant to the European Union have been adopted over the last decade, at national or international level. Differences create uncertainty and costs for both issuers and investors. For these reasons and on the basis of two full comparative studies, the Commission has concluded not to devote time and effort to adopt a single code, but a series of measures the implementation of which the Bank is following with great interest – for easy reference, pls. refer to Commission’s action plan – doc. COM (2003) 284 final dated 21 May 2003), pp. 10 et seq. Therefore, Mrs Ridruejo may wish to clarify the compliance with which code she expect EIB to inform the EP (see also points 8 and 12).
(d)
PUBLISH RULES GOVERNING APPOINTMENTS OF CA MEMBERS AND ITS COMMISSIONS, THEREIN INCLUDING THE AUDITOR AND THE OPERATIONAL EVALUATION UNIT :

· These rules are public, as the Bank’s Statute (which constitutes a Protocol annexed to the Treaty on European Union) provides for all appointments at the Bank.

· Article 11 Statute, par. 2 : members of the Board of Directors (and their alternates) as well as members of the Audit Committee are appointed by the Board of Governors, on proposal by Member States.
· Article 13 Statute : members of the Management Committee (a President and seven Vice-Presidents) are appointed for a period of six years by the Board of Governors on a proposal from the Board of Directors.
· Heads of Evaluation and Internal Audit are  appointed as any other EIB manager, i.e. appointed by the President in agreement with the Management Committee.
· The external auditor (currently Ernst & Young) was appointed by the Audit Committee in 1996 following a tendering procedure. The contract has been renewed for a three-year period commencing in 2002.
· There exist no commissions.
(e)
PUBLISH CVs OF ITS DIRECTORS AND SENIOR MANAGERS : we take good note of it and will suggest it.
(f)
publish the minutes of the meeting of the board of governors and ca, therein included the agreements for the concession of loans : it must be stressed that EIB is on the one hand a public body of the Community, and on the other is acting as a bank. Therefore, there are constraints of the industry and market practices which require that minutes of decisions on loans are of a confidential nature. Moreover, such decisions often involve confidential companies data. Loan signatures are published through individual press release as well as in detail in the annual report. On the other hand, minutes of the Board of Governors may be considered for publication. We take good note of this point and will suggest it to the governors.

(g)
APPOINT INDEPENDENT ADMINISTRATORS ON BOARD OF DIRECTORS AND ITS COMMISSIONS : EIB will appoint independent administrators as per Accession Treaty Change. We wish to point out that EIB Statute does not provide for any Commission to be formed within the Board of Directors.
(h)
INFORM ON RELEVANT DIRECT AND INDIRECT PARTICIPATION IN OUR PORTFOLIO: point relates to potential conflict of interest of Board of Directors  or Management Committee members regarding their own shares. This is already contained in the code of conduct of the members of these organs. Publication could be considered. 
(i)
UPDATE THE WEB SITE REGULARLY: we take good note and will do so.
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27. 
MUST PUBLISH SALARIES AND ALL SORTS OF EMOLUMENTS OF :
(a)
STAFF : it is  available on web site for C to K level staff. It should soon be done for senior staff as well ;

(b)
MEMBERS OF MANAGEMENT COMMITTEE : by decision of the Board of Governors, they are on same salary scale as the Commission’s President and the Vice-Presidents. The EP has already been communicated this information on the occasion of the petition no. P-0486/00 dated 15 February 2000 by MEP Raffaele Costa (answer by Mr Solbes Mira on behalf of the Commission dated 13 March 2000) and petition no. E-2677/01 dated 20 September 2001 by MEP Raffaele Costa (answer by Mr Solbes Mira on behalf of the Commission dated 20 November 2001). Copies of these petitions were sent to MEP Ridruejo on 26 May 2003 ;
(c)
MEMBERS OF Board of DIRECTORS and Audit Committee : they do not receive any salaries from the Bank, as they are not on EIB payroll, but only an indemnity for each meeting in which they participate – as published on the Official Journal in answers to the petitions by EP mentioned above under letter (b). It is worth recalling that the members of the Board of Governors do not receive neither a salary nor any indemnity from EIB, as the annual meeting of the Board of Governors is always organised on the same day as the June ECOFIN meeting in Luxembourg.
28. 
must comply with all recommendations of 2002 audit committee report, as well as with all sectorial report by eib evaluation unit 1996-2002
· As outlined in the annual report of the Bank’s Audit committee (report was transmitted to MEP Ridruejo, as well as to MEP Randzio Plath and MEP Theato on 3 June 2003) on the financial year 2002 out of 42 recommendations only 3 were not accepted. The reasons (Annex 2) were explained in detail to MEP Ridruejo (fax transmission on 3 June 2003).

29. 
MUST ENSURE THAT THE ADVANTAGEOUS INTEREST RATES OF THE GLOBAL LOANS ARE TRANSFERRED TO FINAL BENEFICIARIES WITHOUT FINANCIAL INTERMEDIARY ADDING ON ADDITIONAL MARGINS, BUT ONLY ONE REASONABLE AND TRANSPARENT APPRAISAL COMMISSION
· In most cases, intermediary banks add on a reasonable margin ;

· it must be borne in mind that intermediary banks take the actual risk on each final beneficiary and thus must be left some margin to evaluate and price such risk ;

· should EIB take literally Mrs Ridruejo suggestion, EIB SMEs financing would risk being penalized globally by lesser available credit ;

· EIB value added is not only in terms of interest rate, but mainly in terms of loan duration, etc. (see also point 9) ;

· for a comprehensive assessment of this point (and many others on EIB SMEs financing), MEPs may wish to refer to the “Communication from the Commission to the Council and the European Parliament – Access to finance of small and medium-sized enterprises” (COM (2003) 713 final dated 1st December 2003), and more particularly with regard to EIB, to par. 4.7 on p. 14 of the EN version.
30. 
MUST WARRANT THAT IT HAS KNOWLEDGE OF ALL DETAILS OF FINAL DIRECT OR INDIRECT BENEFICIARY, OF THE PROJECT FINANCED, AND MUST ENSURE FOLLOW-UP AND MONITORING OF SUCH FINANCING
· Detailed appraisal has always been enforced for individual loans where such knowledge is ensured. Monitoring is performed with modulation in view to achieve acceptable cost/benefit. 

· As to global loans, given the considerable amount of SMEs financed (see above point 25 : 30.000 SMEs / year vs. 1000 staff) individual allocation appraisal and monitoring  as requested by Mrs Ridruejo would de facto be impossible  Hence, the Bank imposes such appraisal and monitoring obligations to each intermediary bank and sample check compliance.

…/…

31. 
MUST PUBLISH EX ANTE CRITERIA FOR THE SELECTION OF NEW PROJECTS AND OF RISK CAPITAL INVESTMENT FUNDS IN WHICH EIB PARTICIPATES
· Eligibility criteria can be found on the EIB and EIF web sites, as well as in each brochure describing regional financing instruments; any additional and specific information can be forwarded on request. In summary, a project must :

· be viable and sustainable from a technical, economic and financial point of view ;
· correspond to the policies and priorities defines by the Treaty, the EU and the Board of Governors ;
· belong to eligible sectors.

32. 
MUST TRANSMIT TO OLAF AND ECA ALL INFORMATION REQUESTED
· Within and sometimes beyond the current legislative framework, EIB has always forwarded all  necessary and relevant information requested
· Inter-institutional co-operation with both OLAF and ECA is excellent as acknowledged by them

· Tripartite agreement with Commission and ECA recently updated and published

· The OLAF court case was an institutional issue that even from the beginning was handled without any prejudice to good co-operation as expressively recognized by OLAF.

* * * *

ANNEX 1

Non paper on

 the EIB benchmarked against the Winter report

EIB is different from other publicly quoted companies, however, governance issues are of prime importance for the Bank, being a public institution with a public policy objective. Therefore the following presents a preliminary exercise to benchmark the EIB against those publicly announced criteria, which are outlined under the following headings in Chapter III of the Winter
 report :

· Disclosure

· Shareholders

· The board

· Audit

	A
Disclosure:


“Listed companies should publish an annual corporate governance statement and post this statement separately on their web-site.”

“The annual corporate governance statement should ....include the following items”
 (only those applicable are outlined):

· “The operation of the board and its committees, the procedures for appointment of Board members, role and qualification of individual board members;....... disclosure of directors’ remuneration and other terms of condition of appointment and removal should be required separately”.

· “Other material related party transactions, like transactions with subsidiaries and associate companies, unless already specifically disclosed in the company’s financial statements”.

· .....”The system of risk management applied”

EIB Financial report 2002 provides part of the information requested  (e.g. p. 72-73 and pages 92 –95, as well as extended information on the EIF).

Any extra information could be added to the  annual financial report.

	   B
Shareholders:



The whole area on shareholders is not applicable for the EIB, which is owned by the member states.

	C
Board of Directors (role of non-executive and supervisory directors):


“Good corporate governance requires a strong and balanced board as monitoring body for the executive management of the company..” 
                                

“Non- executive and supervisory directors, who are not involved in the day-to-day affairs of the company, normally have a role of oversight of the executive managers in areas like the financial performance of the company and major decisions affecting its strategy and future. Apart from these, there are three areas where there is a specific needs for disinterested monitoring by non-executive and supervisory directors:

· nomination of directors   

· remuneration of directors  

· audit of the accounting for the company’s performance”

The EIB has the Board of Governors and Board of Directors as non executive bodies and the Management Committee as executive body.

The Board of Directors does fulfil the general supervisory role described above, though not the three specific monitoring functions. Board of Governors nominates directors and decides their remuneration; it also appoints a completely independent Audit Committee.
“The Commission should rapidly issue a recommendation.... (which)...should include principles on independence (of a non-executive or supervisory director) .....”

Listed companies ....should explain why individual  non-executive or supervisory directors are qualified to serve on the board.....”

The Winter report insists on the independence and competence of the Board. EIB statute states that: “Members of the Board of Directors shall be chosen from persons whose independence and competence are beyond doubt; they shall be responsible only to the Bank.“ 
EIB Board members comply with most of criteria for independence
 but the Bank does not include in any official publication a profile of the board’s composition  or explain why individual Board members are qualified to serve on the board.
“Remuneration is one of the key areas where executive directors have a conflict of interest......”

therefore

· “Remuneration policy should be annually disclosed

· Individual remuneration of directors should be disclosed”

The EIB does currently not publish regularly its remuneration policy or salary tables. The Bank is, however, open to this suggestion and could in the future provide this type of information.

“Recent Corporate scandals and responses highlight the key importance of trust in financial statements “

therefore the High Level group suggests:

“Collective responsibility of the full board 

· to the annual and consolidated account 

· to all statements regarding the financial position of the company

· to statements on key non-financial data”

The EIB Board of Directors is in accordance with those requests

	D
Auditing practices




“Within the Board the responsibility for the audit of the company’s financial statement should lie with non-executive or supervisory directors.. The audit committee, which in practice is usually set up for these purposes, has a key role to play in the relationship between the executive managers and the external auditors”
.

In the EIB the Audit function is covered through a completely independent Audit Committee appointed by the Governors

Audit Committee should  (external aspects)

· “be responsible for the selection of the external Auditor  
· monitor the relationship of the external auditor with the company’s executive management 
· meet regularly with Auditor 
· ensure access to information
· follow up to management letter 
(internal aspects)

· be responsible for reviewing the accounting policies of the company 

· monitor the company’s internal audit procedures and its risk management system

· meet regularly with those responsible for internal audit and risk management

· consider to what extent the findings of the risk management system should be reported in the company’s financial statement”
.

All those requests are met
ANNEX 2

Complementary information

on the Audit Committee’s annual report 2002

Follow up on recommendations by the Audit Committee

As outlined in the annual report of the Bank’s Audit Committee on the financial year 2002 (report p. 4/5), out of 42 recommendations, only 3 were not accepted:

Two of those recommendations were related to the Management Committee and one to the Board of Directors.

The recommendations “not accepted” concerned:

Efficiency and effectiveness (Board of Directors)

I
Recommendation:

	The Bank’s rules of Procedure could be amended to specify that alternates should be permitted to speak at Board meetings only when they act as a replacement of a director.




Recommendation not accepted.

Management Response:

At its meeting of September 25, 2001, the Board of Directors did not accept the change in the Bank’s Rules of Procedure allowing only intervention of one speaker per agenda item. In order to achieve the objective of efficient timing of meetings, delegations are requested to coordinate internally in advance.

Compliance with EIB Statute (Management Committee)

II
Recommendations:

	1.
A guideline should be prepared describing the allocation of roles and responsibilities between:


(a) VPs and DGs,


(b) VPs and staff below DG level.




Recommendation (point 1.) implemented.

	2.
Agreed annual objectives should be established for the Committee as a whole (in line with the COP) and each of its individual members in the form of a balanced scorecard or similar.




Recommendation (point 2) not accepted.

Management Response:

The CD basically (point 1) accepts these recommendations.

In particular – while building on existing documents – which involve clearer and more detailed description of responsibilities, there should be:

•
A more detailed listing of VPs lead responsibilities and objectives, and

•
Clearer allocation of responsibilities between VPs and senior Bank staff, especially DGs.

A document setting out these responsibilities should be drawn by the President and agreed by the CD before end of June 2002. It will be updated if and when necessary (e.g. after finalization of the COP).

NB: as mentioned above this part of the recommendation was since implemented

In addition to the Management response given in the report, (and with focus on rejection of point 2) it should be underlined that the Management Committee, as set out by the statutes, is a collective body, acting by consensus and responsible for the current business of the Bank under the supervision of the Board of Directors. Thus, the establishment of objectives and a corresponding individual scorecard would not be in line with the statutory provisions.

III
Recommendation:

	Members should not hold regular quarterly meetings with the President to discuss progress in implementing their individual annual objectives.




Recommendation not accepted.

Management Response:

In general, the current practice fully meets requirements, it involves:

•
Frequent individual meetings between the President and the VPs

•
Away day meetings for all CD members for important strategic/policy issues/decisions

•
The President can and does take the initiative to meet VPs and when opportune.

�	Only exceptionally projects may be financed up to 75% (AFI – Accelerated Finance Initiative) or up to 100% (only and exclusively in case of natural disasters).





�	Report of the High Level Group of Company Law Experts on a Modern Regulatory Framework for Company Law in Europe (chaired by Mr Jaap Winter) presented November 2002 to the Commission.


�	Winter report, p. 45.


�	Winter report, p. 46.


�	Winter report,  p. 46 – 47.


�	Winter report, p. 47 – 58.


�	Winter report, p. 59.


�	Winter report, p. 60.


�	Winter report, p. 11, Item III.10 and pages 62 – 63.


�	Article 11 EIB statute, p.13.


�	Winter report, p. 62.


�	Winter report, p. 64.


�	Winter report, p. 65.


�	Winter report, p. 67.


�	Winter report, p. 70.


�	Winter report, p. 71.





