EUROPEAN MUTUAL GUARANTEE
ASSOCIATION

40, rue Washington, BE 1050 Brussels
Tf + 322640 16 65 info@aecm.be

THE SME LOAN GUARANTEE
INDUSTRY IN THE EU

GO NETWORK

VENICE - SEPTEMBER 2006.




AECM

FOUNDED IN 1992 AS A NON-PROFIT INTERNATIONAL
ASSOCIATION UNDER BELGIAN LAW
EU PARTNER.
INDEPENDENT ASSOCIATION, WITHOUT POLITICAL OR
PHILOSOPHICAL ANCHORAGE

AECM ISTHE ONLY EUROPEAN BUSINESS ASSOCIATION CONCERNED
WITH THE GUARANTEE BUSINESS.

e CURRENTLY:32MEMBERSIN 17 COUNTRIES:

Austria, Belgium, Czech Republic, Estonia, France, Germany,
Greece, Hungary, Lithuania, Italy, Portugal, Romania, Slovenia,
Slovak Republic, Spain, Sweden, Turkey



AECM 2005
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2004 statistics

« PERMANENT UP-DATING OFFERS A TRANSVERSAL
COMPARISON USEFUL FOR MEMBERSAND EU POLICIES

« SHOW CLEARLY THE PLACE OF THE GUARANTEE
INDUSTRY IN THE EU FINANCIAL SYSTEMS

aAECM IS ...

$* ahub for all professional SM E loan guar antee schemes throughout EU

and candidates

** Driven by a philosophy “ entrepreneurs help each others’... not
necessarily in equity but in decision approach.

O* recognition of the value of Private Public Partnership

f




AECM Scoreboard 2004.

DATAIN MILLION.

— Equity and responsible own funds : 4.062
— Outstanding Guarantee Portfolio : 38.968
— Guaranteesissued in 2004 : 15.618



AECM 2004 SCOREBOARD

AECM

RANKING SMEsSG.S. : GUARANTEE OUTSTANDING (Mn)

Birgschaftsbanken : 5.038  EEEEE—

Oseo Sofaris : 4.824 —
Fedartfidi 1 4.022 —
Soc. Gar. Reciproca: 3.307 -
Feder confidi :3.268 I
Feder asconfidi 13.082

Fincredit :1.809 >
Socama . 1.626 —>

New EU Countries:
Hitelgarancia— Hu (710), CMZRB (363), Teskomb (284)...




AECM 2004 SCOREBOARD

RANKING : OWN FUNDS ( Mn)

Fedartfidi : 630
Feder confidi : 441
Soc. Gar. Reciproca: 376
Sofaris : 332
BUrgschaftsbanken : 300
Federasconfidi . 246
Fincredit : 178

In New EU Countries:
CMZRB : 127 // Hitelgarancia: 90 // SZRB : 82....




A MARKET DRIVEN APPROACH
TO SME FINANCE

Sl ;\\\
¥ 2|

 Focuses on reducing the risks and transaction costs associated
with lending to SMEs
Risk sharing techniques
Limited fee associated to a non-profit function
Accompaniement and follow-up

o Strengthens the capacity of financial institutionsto serve
smaller clients, promotes sustainable lending to SMES
Learning process : what isa SME? how Is it managed?
L ess bureaucratic procedures, simplified credit file, easier
decision making, accessible language...




A MARKET DRIVEN APPROACH
TO SME FINANCE

R AECM

 Specific target group:
Always:. viable SM Es and sustainabl e projects
SMEs lacking adequate collaterals
SMEs without reliable track records (start-ups, “frog
jumps’ linked with technology, markets or smply fast
growth)

» Serve different financial needs:
Investment: term loans, micro-credits
Working capital and liquidity: current accounts, ...
Technical guarantees (performance bonds, guarantee to
bank guarantees...)




ASSETS OF A GUARANTEE
SOCIETY

e |ts position in the finance chain: midway to
Lenders:. credit risks protection + own funds mitigation
SMEs : more credit and better credit conditions
State: help achieving virtuous macro objectives

 Flexibility:

Modulated risk coverage (50 to 100%); duration...
Different products dedicated to specific situations on the
life curve of abusiness (creation, growth, productivity,
Innovation, crisis, transfer and succession)
L ess sensible to a down turn of the economic cycle
Adaptable to different legal situations and different
banking cultures




ASSETS OF A GUARANTEE
SOCIETY

» Revolving character (Rate of portfolio gearing)
Estimated between 20% (Germany with predominance of long
term guarantees) and 60% (Hungary, some Italian systems
focusing on short term guarantees)

 Leverage (ratio: Outstanding guarantees to the own funds):
On average 6 to 7 times for the best systems, excluding the
portion of the portfolio covered by state counter-guarantees.

 Effectiveness of the equity (reverse of the previous argument):
1 Eur equity can produce 6 Eur of guarantees and +/- 10 of
credit, thus +/- 12/ 15 Eur of productive investments




ASSETS OF A GUARANTEE
SOCIETY

» Guarantee fee: purpose of risk coverage/ not for profit schemes
(average 1,2 p.a. // range: 1to 3% p.a.)

 Proximity with SMEs and their daily concerns: ability to
understand and to follow their projects

 Specific decision criteria: Making the place to personal
elements and soft facts reduces information asymetry and
adverse selection.

 Cost efficiency of the instrument: small teams, co-operation
with the banking system




MGSand EU POLICIES
AECM LOBBYING ACTIONS

EU is establishing a framework of operational standards that
will more and more apply to the management of the
guarantee activity...

 MULTIANNUAL PROGRAMME 2007-2013

e EIF GUARANTEE WINDOW: DEADLINE 2007
« STRUCTURAL FUNDS AND JEREMIE : 2007

« BASEL 2: DEADLINE 2007 (European Directive)
« COMPETITION AND STATE AIDS: 2006- 2007




MAP 2007 - 2013

e Can provide space for the G.S actions focus on SMES;
access to finance; start-ups, business transfers...

e Financial tools: EIF, International Financial Institutions.

 Toolsfocus : micro-credits, non-technological innovation,
equity, guarantees and EU counter-guarantees, securitization.

« AECM Position :
*\Welcome!
*Budget : OK
o mplementation: Priorities ? Articulation of 18 actions ?
eL_iaison with regional policies?
*Actions of SM Es accompaniement with European Social
Fund




EIF PACE 200/ - 2013

e Welcome! EIF = A PERMANENT AND EFFICIENT
SUPPORT INSTRUMENT
e Windows : Loan Guarantee and microcredits windows,
Securitization window / Mezzanine financing
« AECM Claims:
- Good preparation ( Sate aid...)
*Budget in line with high expectations: flexibility over time
*B-t0-B minded
*Reconsider additionality according to regional devel opment
*Consideration of working capital needs!!!
«3mooth reporting
eLiaison with Jeremie.




EXPECTED BASEL 2

QUALIFICATION OF THE GUARANTEE FORA MITIGATION
PURPOSE

» Direct Protection : indirect protection is recognized as direct whether
provided by State, PSE or Internat Financial Institution rated AAA (EIF)

« Caseby caseprotection : OK (not general portfolio guarantee)

e Irrevocable protection : conditions put by a guarantor, which are under
the banks control are accepted

e Unconditional payment : possibility to pay a provisional amount at
default, rectified by afinal adjustment

 Extend of the guarantee: principal only guarantees are recognized.

o Explicitely documented obligation : OK

 Court recourse against the guarantor : OK

OPEN ISSUE: NATIONAL IMPLEMENTATIONS!




COMPETITION RULES

THE NEW STATE AID ROAD MAP AND ESPECIALLY
THE REVISION OF DE MINIMISSTATE AID

 AECM isnot satisfied with a qualification of “non transparency” of aid
Included in a guarantee programme.

 AECM isnot satisfied with a“de minimis’ regulation being decided before
the “Communication on state aid by guarante” would be drafted

 AECM wants that a serious study would be made on the discrepancy
between a grant and a guarantee (extend of the gap between the state aid
Intensity contained in both system)

» State aid intensity CAN be calculated in guarantees. AECM has proposed a
convenient methodology.

» Recording state aid: no Red Tape...




MGS
INTERNAL CHALLENGES

THE QUALIFICATION OF THE GUARANTEE: RISK SHARING
EITHER JOINT AND SEVERAL / COMPLIANT WITH BASEL 2

BE A STRONG GUARANTOR RAISE EQUITY AND GET A CAPITAL
MITIGATION EFFECT...

INTERNAL CHALLENGES
*Risk sensitive follow-ups!
L_oss Payment : in line with “timely payment”
*Philosophy of Management : disclosures, corporate governance
*Organisation : ratings, follow-up, internal auditing.
*Products: start-ups, micro-credits, “love money equity”, services....
*Guarantee of intangible investments : innovation, goodwill acquisition

PUBLIC -PRIVATE PARTNERSHIP : supervision, counter-guarantee




EFFECTSOF THE GUARANTEE
PERFORMANCE INDICATORS

Market relevance = Capacity of the instrument to fill / reduce
market gapsin SMEslending

e Economic additionality Macro-economic benefits of an
efficient Credit Guarantee Organisation well integrated in the
finance chain

Financial additionality Accessto credit for applicants that would
otherwise bergected (+/- 15% credit rgectionsin EU) +
Access to better credit terms




EFFECTSOF THE GUARANTEE
PERFORMANCE INDICATORS

 Leverage = Capacity to develop a much larger portfolio of
commitments than the own funds at the disposal of the G.S.

 Cost / Effectiveness = A function of the difference between
default cost and guarantee premium in a given supportive
environment

 Efficiency = Productivity, quality of the service, of the
management




GO NETWORK CONFERENCE

THANK YOU FOR YOUR ATTENTION !

PLEASE TAKEA LOOK AT THE AECM WEB SITE:

André Douette
Secretary Generdl




