21 March 2011

Term Sheet on the ESM

The European Council has agreed on the need for euro-area Member States to
establish a permanent stability mechanism: the European Stability Mechanism
(ESM). The ESM will be activated by mutual agreementl, if indispensable to
safeguarding the financial stability of the euro area as a whole. The ESM will
assume the role of the European Financial Stability Facility (EFSF) and the
European Financial Stabilisation Mechanism (EFSM) in providing external

financial assistance to euro-area Member States after June 2013.

Access to ESM financial assistance will be provided on the basis of strict policy
conditionality under a macro-economic adjustment programme and a rigorous
analysis of public-debt sustainability, which will be conducted by the
Commission together with the IMF and in liaison with the ECB. The beneficiary
Member State will be required to put in place an appropriate form of private-
sector involvement, according to the specific circumstances and in a manner fully
consistent with IMF practices.

The ESM will have an effective lending capacity of € 500 billion’. The adequacy
of the lending capacity will be reviewed on a regular basis and at least every five
years. The ESM will seek to supplement its Jending capacity through the
participation of the IMF in financial assistance operations, while non-euro area
Member States may also participate on an ad hoc basis.

The remainder of this term sheet sets out the key structural features of the ESM:

Institutional form

The ESM will be established by a treaty among the euro-area Member States as
an intergovernmental organisation under public international law and will be
located in Luxembourg. The statute of the ESM will be set out in an annex to the

treaty.

Function and funding strategy

The function of the ESM will be to mobilise funding and pfovide financial
assistance, under strict conditionality, to the benefit of euro-arca Member States,

-

L A decision taken by mutual agreement is a decision taken by unanimity of the Member States
participating to the vote, i.e. abstentlons do not prevent the decision from being adopted.

2 During the {ransition from EFSF to ESM, the combined lending capacity will not exceed this amount.



which are experiencing or are threatened by severe financing problems, in order
to safeguard the financial stability of the euro area as a whole.

The Member States of the euro area will give to the ESM the financial sanctions
received under the Stability and Growth Pact and the Macroeconomic
Imbalances procedures3. Such sanctions will form part of the paid-in capital.

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. Any associated risk will be contained through
adequate asset and Jiability management.

Governance

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 President of the ECB
as observers. The Board of Governors will elect a Chairperson from among its
voting members.

The Board of Governors will be the highest decision-making body of the ESM
and will take the following major decisions by mutual agreement:

- the granting of financial assistance;

_ the terms and conditions of financial assistance;

 the Jending capacity of the ESM;

- changes to the menu of instruments.

All other decisions by the Board of Governors will be taken by qualified
majority, unless stated otherwise.

The ESM will have a Board of Directors, which will carry out specific tasks as
delegated by the Board of Governors. Each euro-area Member state will appoint
one Director and one alternate Director. In addition, the Commission and the
ECB will each nominate an observer and an alternate to the Board of Directors.
All decisions by the Board of Directors will be taken by qualified majority,
unless otherwise stated.

Voting weights within the Board of Governors and the Board of Directors will be

proportional to the Member States’ respective subscriptions to the capital of the
ESM. A qualified majority is defined as 80 percent of the votes.

3 Subject to a final agreement at political level.



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.
Capital structure

The ESM will aim to obtain and maintain the highest credit rating from the major
credit rating agencies.

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, of which € 40 billion will be available from July 2013 with the
remaining share being phased in over the three following years. In addition, the
ESM will also dispose of a combination of committed callable capital and of
guarantees from euro area Member States to a total amount of € 620 billion.

The contribution key of each Member State in the total subscribed capital of the
ESM will be based on the paid-in capital key of the ECB as annexed. By
ratifying the Treaty establishing the BSM, Member States legally commit to
provide their contribution to the total subscribed capital.

The Board of Governors will decide by mutual agreement when adapting the
amount of total subscribed capital or when calling capital, except in the specific
cases described below. First, the Board of Directors can decide, by simple
majority, to restore -by calling in capital- the level of paid-in capital in the event
that the amount of paid-in capital is reduced by the absorption of losses’. Second,
an on-demand guarantee procedure will be put in place that allows calling in
capital automatically from the shareholders of the ESM 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.

Any contribution to subscribed capital by a Member State® joining the ESM after
July 2013 will be made according to the same terms applied for the original
contributions. The practical implications for the overall amount of subscribed
capital and the distribution of capital among the Member States will be decided
by the Board of Governors by mutual agreement.

As long as the ESM has not been activated and provided that the effective
lending capacity is not less than 500 billion, the proceeds from the investment of
the ESM paid-in capital will be returned to the Member States, after deductions

4 The vote of the Member State whose default is at the origin of the loss to be covered is suspended for

this decision.
5 As a consequence of joining the euro area, a Member State shall become a member of the ESM with full

rights and obligations.



for operational costs. Following the first activation of the ESM, the proceeds
from the investment of ESM capital and financial assistance activity will be
retained within the ESM. However, in the event that paid-in capital exceeds the
level required to maintain the lending capacity of the ESM, the Board of
Directors can decide, by simple majority to distribute a dividend to the euro-area
Member States based on the contribution key.

Instruments

The ESM will provide financial assistance subject to strict conditionality under a
macro-economic adjustment programme, commensurate with the severity of the
imbalances of the Member State. It will be provided through loans.

However, it may intervene, as an exception, in debt primary markets on the basis
of a macro-economic adjustment programme with strict conditionality and if

agreed by the Board of Governors by mutual agreement.

= ESM stability support (ESS)

The ESM can grant short-term or medium term stability support to a euro-area
Member State, which is experiencing severe financing problems. Access to an
ESS will imply a macroeconomic adjustment programme with adequate policy
conditionality commensurate with the severity of the underlying imbalances in
the beneficiary Member State. The length of the programme and maturity of the
loans will depend on the nature of the imbalances and the prospects of the
beneficiary Member States regaining access to financial markets within the time
that ESM resources are available.

e Primary market support facility

The ESM can purchase the bonds of a Member State, which is experiencing
severe financing problems, on the primary market, with the objective of
maximizing the cost efficiency of the support. Conditions and modalities under
which bond purchasing would be conducted will be specified in the Decision on
the terms and conditions of financial assistance.

The Board of Governors may review the instruments at the ESM's disposal and
may decide to make changes to the menu of instruments.



IMF involvement

The ESM will cooperate very closely with the IMF in providing financial
assistance’. In all circumstances, active participation of the IMF will be sought,
both on the technical and the 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.

Activation of financial assistance, programme monitoring and
follow-up

Financial assistance from the ESM will in all cases be activated on a request
from a Member State to the other Members States of the euro area. The
Eurogroup will inform the Council that a request for activation of support has
been made. On receipt of such a request, the Board of Governors will ask the
Commission to assess, in liaison with the ECB, the existence of a risk to the
financial stability of the euro area as a whole and to undertake a rigorous analysis
of the sustainability of the public debt of the Member State concerned, together
with the IMF and in liaison with the ECB. The subsequent steps in the activation
of ESM financial assistance will be as follows:

= If an ESS is requested, the Commission, together with the IMF and in
liaison with the ECB, will assess the actual financing needs of the
beneficiary Member State and the nature of the required private sector
involvement, which should be consistent with IMF practices.

" On the basis of this assessment, the Board of Governors will mandate the
Commission to negotiate, together with the IMF and in liaison with the
ECB, a macro-economic adjustment programme with the Member State
concerned, detailed in a MoU.

= The Commission will propose to the Council a decision endorsing the
macro-economic adjustment programme. The Board of Governors will
decide on the granting of financial assistance and the terms and conditions
under which assistance is provided. When the programme has been
adopted by the Council, the Commission will sign the MoU on behalf of
the euro area Member States subject to prior mutual agreement by the
Board of Governors. The Board of Directors will then approve the

® It is however understood that any IMF involvement will be consistent with its mandate under the
Articles of Agreement and by applicable decision and policies of the IMF Board.





















