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Overview
PRIMARY CREDIT ANALYST

The International Finance Facility for Education (IFFEd) is an innovative financing mechanism
that will provide portfolio support and concessional financing through its partnerships with
multilateral lending institutions (MLIs) to encourage investments in education in
lower-middle-income countries (LMIC).

Our prospective view for the next few years factors in IFFEd's unique role, as well as our

expectations that it will execute on its mandate and initial contributors will remain supportive,

balanced by its short track record and evolving operational functions.

IFFEd's financial risk profile of extremely strong captures robust capital and liquidity metrics,
reflecting its start-up nature and no leverage.
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- We assigned our 'AA+/A-1+' long- and short-term issuer credit ratings to IFFEd. Alexander EKbom
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- Theoutlook is stable, based on our expectation that the organization will expand its activities
and contributors will remain supportive of the facility, allowing it to continue apace with its
policy mandate while managing capital and liquidity prudently.

Rating Action

On Sept. 12,2024, S&P Global Ratings assigned its 'AA+' long-term and 'A-1+' short-term issuer
credit ratings to the International Finance Facility for Education (IFFEd). The outlook is stable.

Rationale

The ratings on IFFEd reflect our assessment of the entity's strong enterprise risk profile and
extremely strong financial risk profile. |IFFEd was established in 2023 as a crucial provider of
financing products to support education lending in LMICs through MLI partners. It will provide
portfolio guarantees to support MLIs' capital optimization efforts as eligible education loans are
approved, complemented by grants to improve the terms of MLI education loans in LMICs. We view
this policy mandate as both important and niche, particularly against the backdrop of the 2030

www.spglobal.com/ratingsdirect September 12, 2024


mailto:gabriel.forss@spglobal.com
mailto:gabriel.forss@spglobal.com
mailto:alexis.smith-juvelis@spglobal.com
mailto:alexis.smith-juvelis@spglobal.com
mailto:alexander.ekbom@spglobal.com
mailto:alexander.ekbom@spglobal.com

Research Update: International Finance Facility for Education Assigned 'AA+/A-1+' Ratings; Outlook Stable

Sustainable Development Goals, with a stronger focus on the education sector and limited
financing alternatives that encourage education spending in LMICs. At the same time, the scheme
furthers the G20's objectives of scaling MLIs' balance-sheet optimization to unlock additional
lending, which we think enhances IFFEd's value proposition.

The entity has no track record of fulfilling its policy mandate, which is partly counterbalanced
by IFFEd relying on four strong deliverers of financial and technical services for education in
developing countries. We view the relationship with the largest MLIs (the Asian Development
Bank, the African Development Bank, the Inter-American Development Bank, and the
International Bank for Reconstruction and Development), as augmenting IFFEd's policy
importance and developmental impact. The organization has entered a formalized partnership
with the Asian Development Bank and expects to commit a portfolio guarantee and release grant
financing on a qualifying education loan by year-end. The engagement with additional
participating MLls is ongoing.

While IFFEd is not established by treaty, it will operate through treaty-funded MLlIs, it will be
tax exempt, and we expect contributors to be supportive. The three initial contributors--the
U.K., Canada and Sweden (through the Swedish International Development Cooperation Agency
[Sida])--have demonstrated timely and robust support to the facility. The entity's paid-in capital
contributors, namely the U.K. and Canada, have now fully released total paid-in capital of $40.25
million. Legal agreements are signed for $200 million in contingent capital from Sida and the U.K.
parliament has approved $102 million in contingent capital. We consider these locked-in
contributions as partly mitigating the lack of demonstrable continuous shareholder support. Also,
we take the prospective view that IFFEd will be able to lock in additional contributor support,
which is a necessary element to scale its developmental reach.

IFFEd will be exposed to sovereign loans and guarantees comprising the covered portfolios of
participating MLIs, which will remain the lenders of record for these loans and guarantees and
effectively benefit from the robust Preferred Creditor Treatment (PCT) these institutions
receive. The portfolio support that IFFEd provides to MLIs is designed to cover losses in interest
and principal on any loan and guarantee of the entire sovereign portfolio in the event of
nonaccrual, while its pro rata share of these payments depends on the overall share of
IFFEd-supported education loans in the MLI's portfolio. Countries in nonaccrual status at the
beginning of the replenishment cycle will be excluded from receiving portfolio support for the rest
of the cycle, which in our view further strengthens the PCT benefit IFFEd receives and translates
into an initial arrears ratio of 0%. The facility will recover its full guarantee payment when the MLI
fully recovers the loans.

Credit risk is closely linked to the afforded PCT for the implementing MLI, and the MLI's chosen
leverage ratio. The leverage used drives the overall share of IFFEd-supported education loans
and, in effect, the share it would be responsible in paying out in the event of nonaccrual in the MLI
sovereign portfolios. Furthermore, IFFEd's policy of applying no leverage in its existing portfolio
support (that is, the total amount of guarantees outstanding will not exceed the amount of paid-in
capital plus contingent capital) is, in our view, an important backstop to credit risk.

We base our view of the entity's governance and management expertise on a small subset of
contributor governments, with one of the highest rankings in governance. We think agency risk
is limited given that IFFEd's contributors are not recipients, combined with highly conservative
financial policies. The unique mechanism embedded into the IFFEd structure--providing clear,
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automatic, and preemptive triggers to increase the share of paid-in capital under certain
conditions--reflects our view of contributors' commitment to the facility's financial sustainability.
IFFEd has been recently incorporated and is ramping up its activities, so it could be subject to
general related start-up risks, although we think this is partly mitigated by its more streamlined
business model as a guarantee provider to MLIs. At the same time, the entity is planning to employ
the World Bank as an asset manager for its general liquidity, which we think will minimize some
execution risks.

IFFEd's financial risk profile will stand extremely strong at inception, and only decline as its
guarantee service operations expand. Still, we would attribute any lackluster operational
evolution as suggesting issues with its overall policy relevance, despite this scenario likely
resulting in a smaller reduction in IFFEd's financial metrics. We base this view on our assessment
of general start-up-related risks in which an inability to gain sufficient momentum in its initial
phase--particularly if developments remain muted--could, in our view, constrain IFFEd's
relevance as a viable instrument through which sovereign partners could execute their
developmental policy ambitions.

We expect our risk-adjusted capital (RAC) ratio after incorporating adjustments specific to
MLIs to well exceed the 23% threshold for extremely strong based on year-end financial
information for 2024. |FFEd assets consist of cash balances from paid-in capital and no
guarantee issuances as of today. Nevertheless, as the entity begins issuing portfolio guarantees
and becomes exposed to MLI sovereign portfolios, we expect the RAC ratio to decline meaningfully
but remain above the 23% threshold over the next three years. In the event that the ratio falls
below 23%, we would incorporate the committed contingent capital from the highly rated
contributors as a form of extraordinary support into our financial analysis.

IFFEd does not borrow, instead obtaining funding solely through retained earnings and
contributors' funding. We assign a neutral funding score because we think the positive factor of
the entity's paid-in capital base is counterbalanced by the lack of access to the wholesale market,
which limits its size and scale to provide portfolio support to MLIs. We assess IFFEd's liquidity
position as robust. Currently, the organization does not have any guarantee liabilities, although as
it ramps up, we expect it should comfortably pay out on its guarantees for at least a year under
stressed market conditions, without recourse to liquidity facilities from contributors or from the
market.

Outlook

The stable outlook reflects our view that, over the next two years, IFFEd will develop a track record
of delivering on its mandate by expanding its guarantee operations and solidifying its policy
relevance, and expect the initial contributors to remain supportive. We also expect the institution
to strengthen its operations, risk management, staff, and IT systems to support execution and
limit start-up-related risks. We assume it will adhere strongly to what we consider sound policies
in governance and risk. While we expect IFFEd's capital and liquidity positions to fall from
extremely strong levels as it proceeds with its mandate, we expect the entity to manage this to
high levels commensurate with an extremely strong financial risk profile.

Upside scenario

We could take a positive rating action over the next 24 months if IFFEd incorporates a meaningful
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number of new and highly rated contributors, which will both cement its policy relevance and
diversify its governance structure in addition to a superior execution of its mandate through the
issuance of its guarantee instrument.

Downside scenario

We could lower the ratings if IFFEd fails to expand its business, signaling that more widespread
recognition of the instrument is lackluster, or if contingent capital contributors failed to convert
their contingent contributions to cash and in a timely manner in the event of a trigger event as per
the contingent contributions.

Ratings Score Snapshot

Issuer credit rating AA+/Stable/A-1+
Stand-alone credit profile aa+
Enterprise risk profile: Strong
Policy importance Strong

Governance and management expertise Adequate

Financial risk profile: Extremely strong
Capital adequacy Extremely strong
Funding and liquidity Strong

Extraordinary support 0
Callable capital: 0
Group support: N/A

Holistic approach N/A

Related Criteria

- Criteria | Governments | General: Multilateral Lending Institutions And Other Supranational
Institutions Ratings Methodology, July 26, 2024

- Criteria | Financial Institutions | General: Risk-Adjusted Capital Framework Methodology, April
30, 2024

- General Criteria: Environmental, Social, And Governance Principles In Credit Ratings, Oct. 10,
2021

- General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017
- General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

Ratings List
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New Rating;

International Finance Facility for Education

Sovereign Credit Rating

Foreign Currency AA+/Stable/A-1+

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.spglobal.com/ratings for further information. A description of each of
S&P Global Ratings' rating categories is contained in "S&P Global Ratings Definitions" at
https://disclosure.spglobal.com/ratings/en/regulatory/article/-/view/sourceld/504352. Complete ratings
information is available to RatingsDirect subscribers at www.capitalig.com. All ratings affected by this rating action
can be found on S&P Global Ratings' public website at www.spglobal.com/ratings. Alternatively, call S&P Global
Ratings' Global Client Support line (44) 20-7176-7176.

www.spglobal.com/ratingsdirect September 12,2024 5



Research Update: International Finance Facility for Education Assigned 'AA+/A-1+' Ratings; Outlook Stable

Copyright © 2024 by Standard & Poor’s Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof
(Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the
prior written permission of Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or
unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do
not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or
otherwise), regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The
Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In
no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages,
costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in
connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not
statements of fact. S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any
securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following
publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its
management, employees, advisors and/or clients when making investment and other business decisions. S&P does not act as a fiduciary or an investment
advisor except where registered as such. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and
undertakes no duty of due diligence or independent verification of any information it receives. Rating-related publications may be published for a variety of
reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic update on a credit
rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory
purposes, S&P reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole discretion. S&P Parties disclaim any duty
whatsoever arising out of the assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been
suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities.
As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures
to maintain the confidentiality of certain non-public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right
to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.spglobal.com/ratings (free of charge),
and www.ratingsdirect.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors.
Additional information about our ratings fees is available at www.spglobal.com/usratingsfees.

STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

www.spglobal.com/ratingsdirect September 12, 2024



	Research:
	Overview
	Rating Action
	Rationale
	Outlook
	Upside scenario
	Downside scenario

	Ratings Score Snapshot
	Related Criteria
	Ratings List


