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 European Financial Stability Facility (EFSF) 
 

Section A – EFSF general questions 

 
 A1 - What is the EFSF? 

 
The European Financial Stability Facility (EFSF) is a company which was agreed by the 16 
countries

1
 that share the euro on May 9

th
 2010 and incorporated in Luxembourg under 

Luxembourgish law on June 7
th
 2010

2
. The EFSF’s objective is to preserve financial stability 

of Europe’s monetary union by providing temporary financial assistance to euro area Member 
States in difficulty. In order to reach its objective the EFSF can, with the support of the 
German Debt Management Office (DMO), issue bonds or other debt instruments on the 
market to raise the funds needed to provide loans to countries in financial difficulties. Issues 
would be backed by guarantees given by the 16 euro area Member States (see table below) 
of up to € 440 billion on a pro rata basis, in accordance with their share in the paid-up capital 
of the European Central Bank (ECB). 

  Country 

Guarantee 
Commitments 
EUR (millions)   

  
Kingdom of Belgium 15,292.18 

  

  
Federal Republic of Germany 119,390.07 

  

  
Ireland 7,002.40 

  

  
Kingdom of Spain 52,352.51 

  

  
French Republic 89,657.45 

  

  
Italian Republic 78,784.72 

  

  
Republic of Cyprus 863.09 

  

  
Grand Duchy of Luxembourg 1,101.39 

  

  
Republic of Malta 398.44 

  

  
Kingdom of the Netherlands 25,143.58 

  

  
Republic of Austria 12,241.43 

  

  
Portuguese Republic 11,035.38 

  

  
Republic of Slovenia 2,072.92 

  

  
Slovak Republic 4,371.54 

  

  
Republic of Finland 7,905.20 

  

 
Hellenic Republic 12,387.70 

 

  
Total Guarantee Commitments 440,000.00 

  
In case a country steps out, contribution keys would be readjusted among remaining 
guarantors and the €440 guarantee commitment amount would decrease accordingly. 

 
 A2 - Where is the EFSF headquartered? 

 

                                                 
1
 Estonia, now the 17

th
 Member of the euro area, entered into Economic and Monetary Union on 

January 1
st
 2011. Estonia is not yet a member of the EFSF although it will be once the amendments to 

the EFSF framework agreement have been ratified. 
2
 See http://www.consilium.europa.eu/uedocs/cms_Data/docs/pressdata/en/misc/114977.pdf 
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The EFSF is located at 43 Avenue John F. Kennedy, L-1855 Luxembourg.  
 

 A3 – How big is the EFSF? 
 
The EFSF is a very lean organisation. It has staff of about a dozen people. The lean structure 
is possible because the German DMO (front office) and the European Investment Bank (back 
office) provide support to the EFSF. Additionally, the European Commission ensures 
consistency between EFSF operations and other assistance to euro area Member States. 
 

 A4 - Who manages the EFSF? 
 
The Chief Executive Officer is Klaus Regling, a former Director General of the European 
Commission’s Directorate General for Economic and Financial Affairs who also worked at the 
International Monetary Fund (IMF) and the German Ministry of Finance and has professional 
experience of working in financial markets. 
 

 A5 - Who oversees the EFSF? 
 
The board of the EFSF comprises high level representatives of the 16 euro area Member 
States

3
 i.e. Deputy Ministers or Secretaries of State or director generals of national treasuries. 

The European Commission and the European Central Bank (ECB) each have observers on 
the EFSF board. The EFSF board is headed by the Chairman of the EU’s Economic and 
Financial Committee. 
 

 A6 - Does the European Parliament have an oversight role? 
 
Although there is no specific statutory requirement for accountability to the European 
Parliament, EFSF has a close relationship with the relevant committees.   
 

 A7 - Is the EFSF a stand alone solution to support euro area countries? 
 
The European Financial Stability Facility is part of a wider safety net to preserve financial 
stability within Europe. The means of the EFSF are combined with loans of up to € 60 billion 
coming from the European Financial Stabilisation Mechanism (EFSM), i.e. funds raised by the 
European Commission and guaranteed by the EU budget, and up to € 250 billion from the 
International Monetary Fund for a financial safety net up to € 750 billion.  
 

 A8 - Is the EFSF a preferred creditor?  
 
No. Unlike the IMF the EFSF has the same standing as any other sovereign claim on the 
country (pari passu). Private investors would be reluctant to provide loans to the country 
concerned if there were too many preferred creditors. 
 

 A9 - Are EFSF bonds eligible for ECB repo facilities? 
 
EFSF debt instruments are eligible as collateral in European Central Bank refinancing 
operations

4
.  

 
EFSF as an “Agency – non-credit institution” falls under liquidity category II of the Eurosystem 
collateral approach. Talks with other Central Banks and regulators (inter alia FSA, SEC) for 
EFSF eligibility and classification are ongoing.  

 
 A10 - What rating does the EFSF have? 

 

                                                 
3
 Once Estonia joins EFSF, the Board of Directors will be enlarged accordingly. 

4
 The ECB List of eligible marketable assets can be consulted using the following link: 

http://www.ecb.europa.eu/mopo/assets/assets/html/index.en.html  
https://mfi-assets.ecb.int/query_EA.htm 

http://www.ecb.europa.eu/mopo/assets/assets/html/index.en.html
https://mfi-assets.ecb.int/query_EA.htm
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All three major credit rating agencies assigned the best possible credit rating – Standard & 
Poor’s “AAA”; Moody’s “Aaa”; Fitch Ratings “AAA” - to the EFSF

5
. According to the CRAs, the 

ratings reflect the strong shareholder support and credit enhancements such as an over-
guarantee of the amount borrowed by 120 % and cash buffer which will be deducted from the 
cash amount remitted to a borrower from each loan. The rating outlook was qualified as 
stable.   
 
All of EFSF’s issues have been assigned the highest credit rating by all credit rating agencies. 
 

 A11 - How would a downgrade of a member country affect EFSF? 
 
There are various credit enhancements used under the Framework Agreement which 
constitutes the EFSF. Therefore a downgrade of a member country would not necessarily 
lead to a downgrade of EFSF securities.  
 

 A12 - Would the EFSF default if one of its borrower countries defaulted? 
 
The credit enhancement mechanisms under the Framework Agreement are designed to 
exclude such a situation. If a country were to default on its payments, guarantees would be 
called in from the guarantors and payments could be made from the cash buffer. The shortfall 
would be covered by the: 

 Guarantees 

 Grossing up of guarantees (120% over-collateralisation)  

 Loan-specific cash buffer 

 Cash reserve 
 

If a guarantor did not respect its obligations, guarantees from others could be called in to 
cover the shortfall. All guarantors rank equally and pari passu amongst themselves  
   

 A13 - Will the EFSF bail out banks? 
 
The EFSF provides loans to countries in financial difficulties. But it could be agreed with a 
Member State that receives funds to use them to stabilise the banking sector, as has been 
demonstrated by the programme for Ireland.  €35 billion out of the total €85 billion of the Irish 
programme has been allocated to the banking sector. 
 
Following the euro zone summit on 21 July, it was agreed that EFSF would be able to provide 
financing to non-programme countries with the objective of recapitalising financial institutions, 
subject to ratification of an amendment to the EFSF Framework Agreement 
 

 A14 Can the EFSF buy bonds? 
 
EU Heads of State and Government decided on 24 June that EFSF may, in the future,  
exceptionally  intervene in the debt primary market in the context of a programme with strict 
conditionality.  
 
Furthermore, at the euro zone summit held on 21 July, it was decided to authorise the EFSF 
to intervene in the secondary markets on the basis of an ECB analysis recognizing the 
existence of exceptional financial market circumstances and risks to financial stability and on 
the basis of a decision by mutual agreement of the EFSF Member States. 
 
These decisions to allow EFSF to intervene in both the primary and secondary debt market 
require an amendment to the EFSF Framework Agreement and therefore will only enter into 
force once the amendments to the Framework Agreement have been ratified by national 
parliaments of the Member States (please refer to Section B). 

 
 A15 – Are the guarantees provided by euro area Member States unlimited? 
 

                                                 
5 See http://www.efsf.europa.eu/investor_relations/rating/index.htm 

http://www.efsf.europa.eu/investor_relations/rating/index.htm
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No guarantor is required to issue guarantees which would result in it having a guarantee 
exposure in excess of its aggregate guarantee commitment, as stated in the EFSF 
Framework Agreement 
 

 A16 – Do the guarantees vary between series of bonds? 
 
The composition of the list of guarantors and their respective Guarantee Contribution Key % 
may vary between different bonds by reason either of a Guarantor becoming a Stepping-Out 
Guarantor or the adherence of a new euro area Member State to EFSF. Such adjustments do 
not change the composition of the list of Guarantors or their Guarantee Contribution Key % 
for Notes already issued but only for the bonds issued after the relevant event. 
 

 A17 – Can countries step down from a guarantee already made? 
 

No – guarantees are “irrevocable and unconditional” 
 

 A18 - Will EFSF be a permanent institution?  
 
The EFSF has been created as a temporary institution. In accordance with its Articles of 
Association, the EFSF will be liquidated on the earliest date after 30 June 2013 on which 
there are no longer loans outstanding to a euro-area Member State and all Funding 
Instruments issued by EFSF and any reimbursement amounts due to Guarantors have been 
repaid in full.  
 
This means that after June 2013, EFSF will not enter into any new programmes but will 
continue the management and repayment of any outstanding debt and will close down once 
all outstanding debt has been repaid. 
 
On 24 June, EU Heads of State and Government confirmed to establish a new permanent 
crisis mechanism, the European Stability Mechanism (ESM)(see Section G). 

Section B – The amended EFSF 

 
 B1 – What will be the amendments to the EFSF? 

On 24 June 2011, the European Council agreed the following amendments to the EFSF
6
: 

 Maximum guarantee commitments raised to €780 billion 

 Effective lending capacity of €440 billion 

 Wider scope of activity: EFSF may, exceptionally, intervene in the debt primary 
market 

 
To further improve the effectiveness of EFSF and address contagion, the Euro zone summit 
held on 21 July

7
  widened the EFSF’s scope of activity allowing it to: 

 

 Act on the basis of a precautionary programme 

 Finance recapitalisation of financial institutions through loans to governments 
including in non-programme countries 

 Intervene in the secondary markets on the basis on an ECB analysis recognizing the 
existence of exceptional financial market circumstances and risks to financial stability 
and on the basis of a decision by mutual agreement of the EFSF Member States to 
avoid contagion 
 

 B2 – Will the credit enhancement structure of the amended EFSF differ from the 
existing structure? 

                                                 
6
 http://www.efsf.europa.eu/about/legal-documents/index.htm 

7
Please see statement by the Heads of State or Government of the Euro Area and EU Institutions 

http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/123978.pdf 

 

http://www.efsf.europa.eu/about/legal-documents/index.htm
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/123978.pdf
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Yes. The overguarantee will be increased to up to 165%. This means that the cash reserve 
and loan specific cash buffer will no longer be necessary for credit enhancement under the 
amended structure. 
 

 B3 – Will these changes require an amendment to the Framework Agreement and 
subsequent national ratification procedures? 

 
The following changes – guarantee commitments raised to €780 billion including an 
overguarantee of up to 165%, intervention on the debt primary and secondary markets, acting 
on the basis of a precautionary programme and providing financing to financial institutions on 
a non-programme country – require an amendment to the Framework Agreement and 
subsequent national ratification procedures. 

Section C – questions related to funding 

 
 C1 - Will the EFSF do its own funding? 

 
Issues may be made via syndications (such as the first issue) but may also be made by 
auctions, private placements, new lines and tap issues. 
 
In the case of an issue by auction, the German Debt Management Office (Bundesrepublik 
Deutschland – Finanzagentur GmbH) acts as Issuance Agent and is responsible for the 
placement. However, EFSF is the issuer. The funding strategy should be described as SSA 
(Sovereign, Supranational, Agency) type through benchmark issuance, with focus on a high 
standard of liquidity.  
 
The issuance calendar including the most suitable funding instruments will be defined with the 
country on a case-by-case basis. The funding instruments shall however have in general the 
same profile as the related loans to the country in difficulty. 
 

 C2 – Which banks have been appointed as lead managers? 
 
The lead managers are mandated from the 46 international institutions that make up the 
EFSF Market Group

8
. The lead managers are chosen following a rigorous and transparent 

selection process.  
 
Banks mandated as joint lead managers for each issue are as follows: 
EFSF’s inaugural issue on 25 January 2011 for Ireland: Citi, HSBC and Sociéte Générale. 
EFSF’s first issue for Portugal on 15 June 2011: Barclays Capital, Deutsche Bank and HSBC. 
EFSF’s second issue for Portugal on 22 June 2011: BNP Paribas, Goldman Sachs 
International and Royal Bank of Scotland. 

 
 C3– Who are the main investors in EFSF bonds? 
 

Investors in EFSF bonds are predominantly institutional investors such as banks, pension 
funds, central banks, sovereign wealth funds, asset managers, insurance companies and 
private banks. The investor base is varied geographically with interest from around the world. 
The charts below show the geographical breakdown and breakdown by investor type for 
EFSF’s first three issues. 
 
 
 
 
 
 
 

                                                 
8
 See http://www.efsf.europa.eu/attachments/efsf_market_group_en.pdf 

 

http://www.efsf.europa.eu/attachments/efsf_market_group_en.pdf
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Issue 25 January 2011 - €5 billion with 5 year maturity 
 

 
 
 
Issue 15 June 2011 - €5 billion with 10 year maturity 
 

 
Issue 22 June 2011 - €3 billion with 5 year maturity 
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 C4 - Can EFSF and EFSM
10

 be in the market at the same time? 
 
As the Irish and the Portuguese programmes show, the issuance calendar is closely 
coordinated between EFSF and EFSM. This ensures smooth market operations over the 
entire duration of the support programmes while both mechanisms are in the market. 
 
 

 C5 – Does EFSF issue in euro only? 
 
EFSF does not have any currency limitation for its funding activities. However, it is expected 
that the majority of funds would be raised in euro.  
 

 C6 – Will EFSF be part of government indices or will it be considered a 
supranational? 

 
Supranational seems the most appropriate category and as such EFSF should not be 
included in the government bond indices for the time being. 
 

 C7 - Can EFSF pre-fund? 
 
EFSF is able to pre-fund but there is a consensus by finance ministers not to access markets 
for a specific country programme until a euro member has submitted a request for support.  
 

 C8 - Will EFSF crowd other borrowers out of the market? 
 
No, the EFSF will substitute refinancing needs of a country that is unable to borrow itself. 
Therefore, net funding needs in the euro area would not go up. 
 

 C9 - Can EFSF invest proceeds to manage excess liquidity? 
 
Funds raised by EFSF will be provided as loans to the euro area Member States who have 
requested financial support. However the cash reserve and the loan-specific cash buffer, 
which is retained by EFSF, are invested in very safe and liquid assets. Asset-liability 
management is currently conducted by the German Debt Management Office. 
 

 C10 – Could EFSF be considered as a Collateralized Debt Obligation (CDO)? 
 
No, EFSF is not a CDO. The essential difference between EFSF and a CDO is that EFSF 
debt has no tranche structure. There is no seniority and all investors have exactly the same 
rights. Secondly, EFSF bonds are covered by the guarantees from the euro area countries. 
However, a triple-AAA rating from all three leading credit rating agencies is not assigned 
lightly. EFSF has put into place additional credit enhancements through the use of a cash 
reserve and loan specific cash buffer which are immediately deducted from the loan made to 
a borrowing country in order to provide additional reassurance to investors. Consequently, all 
claims on the EFSF are 100% covered by AAA guarantors and cash. 

Section D – questions related to lending 

 
 D1 - What triggers an EFSF lending programme? 

 
The Facility can only act after a support request is made by a euro area Member State and a 
country programme has been negotiated with the European Commission and the IMF and 
after such a programme has been accepted by the euro area finance ministers and a 
Memorandum of Understanding (MoU) is signed. This would only occur when the country is 
unable to borrow on markets at acceptable rates.  
 

                                                 
10

 See http://ec.europa.eu/economy_finance/eu_borrower/efsm/index_en.htm 
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 D2 - How fast can the EFSF provide financial support? 

 
Following a request from a euro area Member State for financial assistance, it takes three to 
four weeks to draw up a support programme including sending experts from the Commission, 
the IMF and the ECB to the country in difficulty. Once euro area finance ministers have 
approved the country programme, the EFSF would need several working days to raise the 
necessary funds and disburse the loan.  
 

 D3 - Is EFSF's support linked to conditions? 
 
Yes, any financial assistance to a country in need is linked to very strict policy conditions 
which are set out in a Memorandum of Understanding (MoU) between the country in need 
and the European Commission. For example, conditions for the Irish programme include 
strengthening and overhaul of the banking sector, fiscal adjustment including correction of 
excessive deficit by 2015 and growth enhancing reforms, in particular of the labour market. 
Decisions about the maximum amount of a loan, its margin and maturity, and the number of 
instalments to be disbursed are taken unanimously by the euro area Member States’ finance 
ministers. 
 

 D4 - What happens if a country in difficulty fails to meet the conditions? 
 
The loan disbursements and the country programme would be interrupted until the review of 
the country programme and the MoU is renegotiated. In such cases the conditionality still 
exists. 
 

 D5 – What is EFSF’s lending capacity? 
 
EFSF has received the best possible credit rating from all major rating agencies (Standard & 
Poor’s “AAA”; Moody’s “Aaa”; Fitch Ratings “AAA”). This was achieved through credit 
enhancements foreseen in the agreement between the participants (Framework Agreement):  
 

 an over-guarantee of 120 per cent on each issue.  

 an up-front cash reserve which equals the net present value of the margin of the 
EFSF loan. 

 a loan specific cash buffer 
 
Together these credit enhancements ensure that all loans provided by EFSF are backed by 
guarantees of the highest quality and sufficient liquid resource buffers. The available liquidity 
is invested in securities of the best quality.  
 
The extent to which such credit enhancements affect the maximum lending capacity depends 
on a number of variables, and cannot be exactly calculated up front. The structure of 
guarantors, interest rates, maturities and other loan conditions will determine the lending 
capacity. On 24 June, it was decided that EFSF effective lending capacity would be raised to 
€440 billion.  

 
 D6 - What is the maturity of EFSF loans and bonds? 

 
The Framework Agreement does not contain any maturity limitations for the loans nor for the 
funding instruments. They will be defined on a case-by-case basis.  
 

 D7 – How will EFSF assess what maturity it will issue and will it swap issuance? 
 

The choice of maturity for a specific bond depends on the prevailing market conditions at the 
time of a planned issue. EFSF does not intend to use derivatives for the time being. 

 
 D8 - What is the interest rate of EFSF loans? 
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The current interest rate is the fixed annual rate which accrues on the net loan amount during 
each interest period which is equal to the sum of EFSF’s cost of funding (excluding any 
negative carry component which has been deducted on the disbursement date) and the 
margin, irrespective of maturity, applicable to such net loan amount. Currently the margin for 
Ireland stands at 247 basis points, the margin for Portugal is 208 basis points following the 
conclusions of the March European Council for lower interest rates.  
 
Following the euro zone summit of 21 July, interest rates would be lowered to an equivalent of 
those of the Balance of Payments facility, close to, without going below, the EFSF funding 
cost. 
 

 D9 - Do non-euro area Member States participate in EFSF support activities? 
 
There is no binding agreement with Member States outside the euro area. However for the 
Irish programme, the UK, Denmark and Sweden have pledged bilateral loans for a combined 
total of €4.8 billion. 
 

 D10 - Does EFSF support countries outside the euro area? 
 
No. For Member States outside the euro area other European Union support mechanisms 
exist. For Member States that are not members of the euro area there is the Balance of 
Payments facility

11
; for countries outside the EU there is the Macro-Financial Assistance 

programme
12

. Furthermore, the EFSM could support all European Union Member States. 

Section E – The programme for Ireland 

 
 E1 – How much is the programme for Ireland? 
 

On 28 November 2010, the ECOFIN Ministers concurred with the European Commission and 
the ECB that providing a loan to Ireland was warranted to safeguard the financial stability in 
the euro area and the EU as a whole. The total lending programme for Ireland is €85 billion. 

 
 E2 – How will the programme be financed? 

 
The programme for Ireland will be financed as follows:  

 €17.5 billion contribution from Ireland (from the Treasury and the National 
Pension Fund Reserve) 

 €67.5 billion in external support including 
o €22.5 billion from IMF 
o €22.5 billion from EFSM 
o €17.7 billion from EFSF + bilateral loans from the UK (€3.8 billion), Denmark 

(€0.4 billion) and Sweden (€0.6 billion) 
 
 E3 – What are the conditions of the programme? 

 
The programme rests on three pillars: 

 An immediate strengthening and comprehensive overhaul of the banking system 

 An ambitious fiscal adjustment to restore fiscal sustainability, including through the 
correction of the excessive deficit by 2015 

 Growth enhancing reforms, in particular on the labour market, to allow a return to a 
robust and sustainable growth, safeguarding the economic and social position of its 
citizens 

 
 E4 – What is the issuance calendar for Ireland? 
 

                                                 
11

 See http://ec.europa.eu/economy_finance/financial_operations/balance/index_en.htm. 
12

 See http://ec.europa.eu/economy_finance/financial_operations/market/third_countries/index_en.htm. 
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In 2011, subject to revision due to Ireland’s requirements and to quarterly reviews by the 
Commission in cooperation with the IMF and in liaison with the ECB, EFSF intends to issue 
up to €15 billion. The first tranche was a €5 billion bond issued on 25 January 2011. Two 
subsequent benchmark issues are expected in the second half of 2011.

13
 

 
EFSF will not issue over €5 billion, irrespective of market demand. Initial focus is on issuing 
benchmark size and building a liquidity curve. However, EFSF may complement its funding 
needs by smaller bond issues, either through taps or through targeted transactions. 
 
In 2012, and again subject to revision, EFSF intends to issue up to €10 billion in support of 
Ireland. 
 

 E5 – What are the details of the first issue made for Ireland? 
 
The first issue made by EFSF in support of the Irish programme was placed on 25 January 
2011. Details are as follows: 
 
Amount issued    €5 billion 
Maturity     18/07/2016 
Issuance spread   Mid swap + 6bp 
Coupon     2.75% 
Reoffer yield    2.89% 
Reoffer price    99.302% 
Settlement date    1 February 2011 
Effective lending cost to Ireland  5.9% 
Amount transferred to Ireland  €3.6 billion 
 
Investor interest was exceptionally strong with an order book almost 9 times oversubscribed 
from more than 500 investors. Investor interest was diversified both in geographical terms and 
by client type. Particularly strong interest came from Asia which represented around 38% of 
the issue.  

Section F - The programme for Portugal 

 
 F1 – How much is the programme for Portugal? 

 
Following the formal request for financial assistance made by the Portuguese authorities on 7 
April 2011, the Eurogroup and ECOFIN Ministers agreed to grant financial assistance on 17 
May. The financial package of the programme will cover financing needs up to €78 billion. 
 

 F2 - How will the programme be financed? 
 
The programme will be shared equally (€26 billion each) amongst: (i) the European Financial 
Stabilisation Mechanism, (ii) the EFSF, and (iii) the IMF.   
 

 F3 -What are the conditions of the programme? 
 
The three year programme joint EU/IMF programme is both ambitious and frontloaded. It will 
be based on three pillars: 

 An ambitious fiscal adjustment to restore fiscal sustainability, including through the 
correction of the excessive deficit by 2013 respecting the original deadline set by the 
Council. Fiscal sustainability will be supported by (i) a strengthening of the budgetary 
processes, including enhanced monitoring and reporting, more efficient revenue 
administration and better control over Public-Private-Partnerships and State-Owned 

                                                 
13

The issuance calendar has been slightly revised 

http://www.efsf.europa.eu/mediacentre/news/2010/2010-006-eu-and-efsf-funding-plans-to-provide-

financial-assistance-for-ireland.htm 

 

http://www.efsf.europa.eu/mediacentre/news/2010/2010-006-eu-and-efsf-funding-plans-to-provide-financial-assistance-for-ireland.htm
http://www.efsf.europa.eu/mediacentre/news/2010/2010-006-eu-and-efsf-funding-plans-to-provide-financial-assistance-for-ireland.htm
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Enterprises; (ii) reforms of the health system and of public administration; (iii) an 
ambitious privatisation programme 

 Growth and competitiveness enhancing reforms of the labour market, the judicial 
system, network industries and housing and services sectors, to foster sustainable 
and balanced growth and the unwinding internal and external macroeconomic 
imbalances 

 Measures to ensure a balanced and orderly deleveraging of the financial sector and 
to strengthen the capital of banks, including adequate support facilities. 

 
 F4 -What is the EFSF’s issuance calendar for Portugal? 

 
In 2011, subject to revision due to Portugal’s requirements and to quarterly reviews by the 
Commission in cooperation with the IMF and in liaison with the ECB, EFSF will issue up to 
€18 billion for Portugal through 4 benchmark issues. 
The first issue, a €5 billion benchmark bond with a 10 year maturity, was placed on 15 June. 
The second issue, a €3 billion bond with a 5 year maturity was placed on 22 June. 
Two subsequent issues are to be expected before the end of the year. 
 
After 2011, and again subject to revision, EFSF is expected to issue up to €17 billion to 
complete its issuance programme for Portugal. 
 

 F5 – What are the details of the first issue made for Portugal? 
 
The first issue made by EFSF in support of the Portuguese programme was placed on 15 
June 2011. Details are as follows: 
Amount issued:    €5 billion 
Maturity     05/07/2021 
Issuance spread:   Mid swap +17 bp 
Coupon:    3.375% 
Reoffer yield:    3.493% 
Reoffer price:    99.013% 
Settlement date:   22 June 2011 
Effective lending cost to Portugal 6.08% 
Amount transferred to Portugal  €3.7 billion 
 

 F6 – And the details of the second issue made for Portugal? 
 
The second issue made by EFSF in support of the Portuguese programme was placed on 22 
June 2011. Details are as follows: 
Amount issued:    €3 billion 
Maturity     05/12/2016 
Issuance spread:   Mid swap +6 bp 
Coupon:    2.750% 
Reoffer yield:    2.825% 
Reoffer price:    99.636% 
Settlement date:   29 June 2011 
Effective lending cost to Portugal 5.32% 
 
Amount transferred to Portugal  €2.2 billion 

Section G – Financial support for Greece 

 
 G1 – Will there be a second programme for Greece? 

 
Following the euro zone summit held on 21 July 2011, euro zone Heads of State or 
Government agreed to a second financial assistance programme for Greece. This programme 
will be designed, notably through lower interest rates and extended maturities, to decisively 
improve the debt sustainability and refinancing profile of Greece.  
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 G2 – How will it be financed? 
 
Unlike the first Greek Loan Facility which was based on bilateral contributions from euro area 
Member States, this second programme will be financed by euro area Member States using 
the EFSF and the IMF. 
 
The total amount of the new programme will be €109 billion.  
 

 G3 – What are the conditions? 
 
The conditions are likely to be in line with the current Economic Adjustment Programme for 
Greece. 
 

 G4 - What is the length of the second programme? 
 
The second programme will last for 3 years (2011- 2014) 
 

 G5 – How will the programme be used? 
 

The assistance package will not only be used to cover Greece’s budgetary needs. It will also 
provide for a substantial recapitalisation of Greek banks and a contribution to a debt buy-back 
operation for Greece. 

 
 G6 – What will be the gross Private Sector Involvement (PSI) contribution 2011-

2020? 
 

The gross PSI contribution will be €135 billion via a voluntary exchange of bonds maturing 
between 2011 and 2020, assuming a 90% participation rate across four schemes:  
 

1. A Par bond exchange into a 30-year instrument, with principal collateralised by 30-

year zero-coupon AAA-rated bonds and coupons of 4% (years 1 to 5) 4.5% (years 6 

to 10) and 5% (years 11 to 30). 

2. A Par bond offer involving a rolling-over of bonds at maturity into 30-year instruments, 

with principal collateralised by 30-year zero-coupon AAA-rated bonds and coupons of 

4% (years 1 to 5), 4.5% (years 6 to 10) and 5% (years 11 to 30). 

3. A Discount Bond Exchange offered at 80% into a 30-year instrument, with principal 

collateralised by 30-year zero coupon AAA-rated bonds and coupons of 6% (years 1 

to 5), 6.5% (years 6 to 10) and 6.8% (years 11 to 30). 

4. A Discount Bond Exchange offered at 80% into a 15-year instrument, with principal 

partially collateralised with 80% of losses being covered up to a maximum of 40% of 

the notional values of the new instrument and with a single coupon of 5.9%. 

 

It is assumed that the total exchange will be distributed evenly across the four schemes, i.e. 

€33.75 billion in each scheme. 

 

 G7 – What will be the cost of the credit enhancement 2011-2020? 
 
The cost of the credit enhancement, i.e. the collateralisation of new bonds after exchange, will 
be €42 billion for the period 2011-2020. 

 
 G8 – What will be the contribution of PSI net of credit enhancement 2011-2010? 

 
The PSI contribution for 2011-2020, taking into account of the cost of credit enhancement for 
the new bonds after exchange, will be €93 billion (€135 billion minus €42 billion) 
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 G9- What will be the contribution of PSI 2011- 2014? 
 
The gross PSI contribution in the programme period 2011-2014 will be €54 billion from the 
overall total of €135 billion for the period 2011-2020. 
 

 G10- What will be the cost of credit enhancement 2011-2014? 
 
The cost of credit enhancement for the total exchange must be paid up-front, except in the 
case of Scheme No.2 where the cost of credit enhancement is paid on the maturity date of 
the bond to be exchanged. This implies that €35 billion in credit enhancement will be required 
during the programme (€16.8 billion for bonds maturing in the period 2011 to 2014 and €18.4 
billion for bonds maturing in the period 2015 to 2020), with an additional €7 billion falling due 
for payment outside of the programme period and so not covered by official financing. 
 

 G11- What will be the PSI net of credit enhancement 2011-2014? 
 
The PSI contribution, taking into account of the cost of credit enhancements for the new 
bonds after exchange, will be €37 billion (€54 billion minus €16.8 billion) taking into account 
the credit enhancement linked to bonds maturing during this period and €19 billion (€54 billion 
minus €35 billion). 
 

 G12- What will be the debt reduction from PSI? 
 
In two of the schemes for PSI, bonds will be exchanged at a discount of 20%, implying a 
reduction in the outstanding debt of €13.5 billion, equivalent to 6% of GDP. 
 

 G13- What will be the Net Present Value (NPV) loss for private bond holders? 
 
The four schemes for bond exchange imply a combined NPV loss of 21% for the private 
bondholders. 
 

 G14- What will be the official contribution from euro area for Debt Buy Back? 
The IIF proposal includes a debt buy-back operation which will be partially financed by the 
euro area Member States. The assumed contribution of the Member States is €20 billion. 
 
 

 G15- What will be the debt reduction from the Debt Buy Back? 
 
The €20 billion contribution from the euro area Member States to a debt buy back operation is 
assumed to reduce the outstanding debt by €12.6 billion, assuming an average buy-back 
price of 61.43% 
 

 G16- What is the total debt reduction of PSI + Debt Buy Back? 
 
Combining the effect of the discounts in the bond exchange and buy-back operations, the 
total reduction in outstanding debt will be €26.1 billion (€13.5 billion PSI and €12.6 billion Debt 
Buy Back), which is equivalent of 11.58% of GDP. 
 

 G17- What are the official financing needs? 
 
Bringing these various elements together, the total official contribution to financing the second 
programme can be calculated as follows: 
 
Baseline:  €88 billion 
  minus €54 billion Gross PSI 
  plus €35 billion Credit enhancement in programme period 
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  plus €20 billion  Contribution to Debt Buy Back 
  plus  €20 billion Recapitalisation of Greek banks 
Total   €109 billion 
 
The total of €109 billion in official financing assumes that €28 billion will be realised in 
privatisation receipts. This total does not include about €45 billion in undisbursed funds under 
the Greek Loan Facility 
 

 G18- What will be the total net PSI contribution including Debt Buy Back 2011- 2014? 
 

Combining the net PSI contribution of €19 billion in the programme period with the PSI of 
€12.6 billion implied in debt buyback gives a total of €31.6 billion 
 
 
 

 G19- What will be the total net PSI contribution including Debt Buy Back 2011- 2020? 
 

Combining the net PSI contribution of €93 billion in the period 2011-2020 with the PSI of 
€12.6 billion implied in the debt buyback gives a total of €105.6 billion. 

 
 G20 – How many banks will participate? 

There are currently over 30 financial institutions from around the world that will support this 
programme and will voluntarily participate in the debt exchange. 

Section H – European Stability Mechanism14 

 
 H1 – What is the European Stability Mechanism (ESM)? 
 

On 24 June 2011, the European Council decided to establish a permanent crisis resolution 
mechanism – the European Stability Mechanism (ESM). The ESM treaty was signed by the 
17 euro area Member States on 11 July.  
The function of the ESM will be to mobilise funding and provide financial assistance, under 
strict conditionality, to euro area Member States. It may also exceptionally intervene in the 
debt primary market under the same conditionality.  
 
The ESM will use an appropriate funding strategy so as to ensure access to broad funding 
sources and enable it to extend financial assistance packages to Member States under all 
market conditions. 

 
 H2 – What will happen after EFSF is due to expire in mid 2013? 

 
The ESM will assume the role of the EFSF and the EFSM in providing external financial 
assistance to euro area Member States after June 2013. 
However, the EFSF will remain in place after June 2013 so as to administer the outstanding 
bonds. It will remain operational until it has received full payment of the financing granted to 
Member States and it has repaid its liabilities. 
Any undisbursed or unfunded portions of existing loan facilities will be transferred to the ESM. 
To ensure a smooth transition from the EFSF to the ESM, the CEO of the EFSF will be tasked 
with the practical preparation of setting up the ESM. He will make regular progress reports to 
the Eurogroup Working Group. 
 

 H3 - What will be the legal form of the ESM 
 

The ESM will be established as an intergovernmental organisation under public international 
law. 

                                                 
14

  For further details, please consult the European Council Conclusions of 25 March 2011 

http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/120296.pdf 
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 H4 – Where will the ESM be headquartered? 
 

The ESM’s office will be in Luxembourg 
 
 H5 – Who will govern the ESM? 
 

The ESM will have a Board of Governors consisting of the Ministers of Finance of the euro 
area Member States (as voting members) with the European Commissioner for Economic and 
Monetary Affairs and the ECB President as observers. 
The ESM will also have a Board of Directors. Each euro area country will appoint one Director 
and one alternate Director.  
The Board of Governors will appoint a Managing Director responsible for the day-to-day 
management of the ESM. The Managing Director will chair the Board of Directors. 

 
 H6 – When will the ESM become operational? 

 
Following an amendment to the European Treaty which is expected to enter into force by the 
latest 1 January 2013, the ESM would become operational as of mid-2013. 

 
 H7 – How will the ESM’s capital be structured? 

 
The ESM will have a total subscribed capital of € 700 billion. Of this amount, € 80 billion will 
be in the form of paid-in capital provided by the euro area Member States being phased in 
from July 2013 in five equal instalments. In addition, the ESM will also dispose of a 
combination of committed callable capital from euro area Member States to a total amount of 
€ 620 billion. During the transitory phase from 2013 to 2017, Member States commit to 
accelerate, in the unlikely event that this is needed, the provision of appropriate instruments in 
order to maintain a minimum 15 percent ratio between paid-in capital and the outstanding 
amount of ESM issuances. 
 
In order to restore the level of paid-in capital in the event that the amount is reduced by the 
absorption of losses, the Board of Directors can decide, by simple majority, to call on callable 
capital. Second, an on-demand guarantee procedure will be put into place to allow callable 
capital to be automatically called from ESM shareholders if needed to avoid a payment 
shortfall to the creditors of the ESM.  
The liability of each shareholder will in all circumstances be limited to its share in the 
subscribed capital. 
 

 H8 - What will be the ESM’s shareholder contribution key? 
 
The ESM shareholder contribution key will be based on the ECB contribution key. Member 
States with a GDP per capita of less than 75% of the EU average will benefit from a 
temporary correction for a period of 12 years after their entry in the euro area.  
The temporary correction will be three quarters of the difference between GNI and ECB 
capital shares. The downwards compensation on those countries is redistributed among all 
the other countries according to their ECB key shares: 
 

Country 
ESM 

Key (%) 

Austria 2.783 

Belgium 3.477 

Cyprus 0.196 

Estonia 0.186 

Finland 1.797 

France 20.386 

Germany 27.146 

Greece 2.817 

Ireland 1.592 
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Italy 17.914 

Luxembourg 0.250 

Malta 0.073 

Netherlands 5.717 

Portugal 2.509 

Slovakia 0.824 

Slovenia 0.428 

Spain 11.904 

Total 100 
 

 H9 - Will the ESM require specific credit enhancements? 
 
The ESM will aim to obtain and maintain the highest credit rating from the major credit rating 
agencies.  
 
The ESM will have a capital structure similar to multilateral lending institutions. It can be 
expected that this will be reflected in the assessment by credit rating agencies in line with 
their general standards for subscribed capital and operating procedures of such institutions. 
 
Unlike the EFSF, ESM’s structure will comprise paid-in capital, callable capital and 
guarantees. This therefore means that the ESM would not require the credit enhancements 
(over-guarantee, cash buffer and cash reserve) that the EFSF requires in order to secure a 
AAA rating. 
 

 H10 - What will be the ESM’s lending capacity? 
 

The ESM’s effective lending capacity will be €500 billion. 
 
 H11 – What will the ESM’s pricing structure be? 

 
The ESM will be able to lend at a fixed or variable rate. Pricing will be in line with IMF pricing 
principles.  
 
The following pricing structure is foreseen for ESM loans: 

1. ESM funding cost 
2. A charge of 200 basis points applied on the entire loans 
3. A surcharge of 100 basis points for loan amounts outstanding after 3 years 

 
In the light of the decisions made by the euro zone summit to lower the EFSF lending rate, 
this pricing would be subject to change. 

 
 H12 – Will the private sector be involved in the ESM? 

 
ESM’s rules will provide for a case by case participation of private sector creditors, consistent 
with IMF policies. In order to facilitate this process, standardized and identical collective 
action clauses (CACs) will be included in the terms and conditions of all new euro area 
government bonds starting in June 2013. 
 

 H13 – Will the IMF be involved in the ESM? 
 
The ESM will cooperate very closely with the IMF in providing financial assistance. In all 
circumstances, active participation of the IMF will be sought on a technical and financial level. 
The debt sustainability analysis will be jointly conducted by the Commission and the IMF, in 
liaison with the ECB. The policy conditions attached to a joint ESM/IMF assistance will be 
negotiated jointly by the Commission and the IMF, in liaison with the ECB. 
 

 H14 – Will ESM loans have creditor status? 
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ESM will claim preferred credit status (except for countries under a European financial 
assistance programme in June 2011). 
 

 H15 – Can non euro area Member States participate in ESM programmes? 
 
Euro area Member States may participate on an ad hoc basis alongside the ESM in financial 
assistance operations for euro area Member States. 

 
 H16 – What is the procedure for activating ESM assistance? 

 
Financial assistance from the ESM will in all cases be activated on a request from a Member 
State to the other euro area Member States. 
 
If ESM Stability Support (ESS) is requested, the Commission together with the IMF and in 
liaison with the ECB will assess the actual financing needs of the Member State and the 
nature of the required private sector involvement. 
 
Based on this assessment, the Commission will negotiate, together with the IMF and in liaison 
with the ECB, a macro-economic adjustment programme with the Member State, detailed in a 
Memorandum of Understanding (MoU) 
 
Following endorsement of the macro-economic adjustment programme by the Council, the 
Commission will sign the MoU on behalf of the EAMS. 
 
ESM’s Board of Directors will then approve the financial assistance agreement containing the 
technical aspects of the assistance. 
 
The Commission, together with the IMF and in liaison with the ECB, will be responsible for 
monitoring compliance with the policy conditionality. 


