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EFSM

 EFSM - Introduction

The EFSM was created by Council Regulation 407/2010 which 

grants the Commission the right to borrow on the capital 

markets and to lend those amounts to a Member State of the 

euro zone experiencing difficulties. 

As the borrowings under the EFSM are backed by the EU 

budget, the European Parliament scrutinises the 

Commission's actions with regards to the EFSM. Furthermore, 

the European Parliament can exercise control over the 

Commission's operations in the context of the budget and the 
discharge procedures.



The European Court of Auditors has full audit rights for the 

programme as well as all borrowing and lending activities of the 

Commission including the EFSM.

The overall conclusion is that EFSM is subject to adequate
public audit and parliamentary scrutiny.

 EFSM Accountability and transparency arrangements

The EFSM is a Union instrument which therefore is subject to 

the general EU Treaty framework where the Commission is 

always accountable to the European Parliament. 

Similarly to the BoP and MFA, the ECA has full audit access 

rights for EFSM .

Furthermore, as regards the EFSM, a specific role is outlined in 

article 3.5 of the EFSM regulation: "The Commission shall 

communicate the Memorandum of Understanding to the 
European Parliament and the Council".

For each country receiving a loan under BOP or EFSM, a 

quarterly assessment on the fulfilment of the policy 
conditionality is carried out before a further instalment is 



disbursed. These reports are published. The MoUs signed with 

these countries are transmitted to the EP.

Furthermore there are regular reports to the EP and Council 
on the borrowing and lending activity of the EU as well as on 

the guarantees covered by the budget. Therefore, the 

Commission already provides a substantive amount of 

information on the programme work and its borrowing and 

lending activities. 

The borrowings and loans are also accounted for in the 
annual financial statements of the EU and therefore subject 

to political control by means of the budgetary adoption (BUDG 

Committee) and discharge (CONT) procedures.

Globally the Commission believes that the procedural 
framework of the EFSM and the assignment of roles and 
responsibilities between the Institutions involved are 
appropriate.

 EFSM - Measures in place to safeguard the EU budget

There are substantial measures in place to safeguard the EU 

budget and the bonds issued by the EU finance, in principle, the 



loans are "back-to-back" in € currency; thus they do not 

generate open interest rate or currency positions for the EU.

Under normal circumstances the repayments by the 
borrowing country provide for the repayment of the bonds 

issued by the EU.

In the unlikely event of a default, the cash management of the 

Commission and its right to draw on Member States for 
contributions ensures timely payment of a l l  obligatory

expenditures, including debt service for the bonds issued by the 

EU. In such an instance, the Commission would submit a 

proposal for an amending budget in order to account for these 

amounts on the p.m. budget line established for the EFSM.

EFSF and ESM

 EFSF and ESM  - Introduction 

The EFSF and the ESM are two financial assistance 

mechanisms established as independent entities via agreement 

or international Treaty among the euro-area Member States and 

are, as such, outside of the EU Treaty framework. Their lending 

activities are fully backed by the participating Member States 

and, as such, do not have a direct impact on the EU budget.



The Commission, however, will have a critical role, which has 

been enshrined in the EFSF Framework Agreement and the 

ESM Treaty: it is responsible for negotiating the policy 

conditionality attached to financial assistance and the 

monitoring of compliance with said conditionality.

This role falls under the regular EP scrutiny established by the 

Treaty and thus allows maintaining the normal checks and 

balances of the Commission’s responsibilities. 

 Transparency of the EFSF and ESM

Similarly to the BOP or EFSM, each country receiving 
financial assistance from either the EFSF or the ESM will 
be subject to regular assessments on the fulfilment of the 
policy conditionality. In the case of loans, such assessments 

are carried out on a quarterly basis and must be completed 

before a further instalment is disbursed. These reports are 
published. The MoUs signed with these countries will continue 

to be transmitted to the EP, as has been the status quo of 

financial assistance provided under the EFSF.



Furthermore, the Commission has proposed a new regulation 

(COM (2011) 819) that aims to ensure consistency between the 

processes established under the EFSF Framework Agreement 

and ESM Treaty and the EU’s multilateral surveillance 

framework. This will serve to avoid inefficiencies while also 

removing the burden of duplicating complex work.

 Accountability of the EFSF and ESM

A substantial amount of work has been done to ensure not only 

transparency but also accountability for the EFSF and ESM, 

despite their existence outside the Treaty framework.

First, the EFSF has a number of arrangements to ensure public 

(external) audit. As a company incorporated in Luxembourg, it is 

submitted to the Luxembourgish legal provisions on auditing. Its 

articles of incorporation also state that one or more statutory 

auditors appointed by vote of the shareholders' meeting for a 

maximum duration of six years. These statutory auditors are 

independent external auditors (currently PWC). In addition, the 

EFSF has also established an internal auditing process in view 

of checking internal finances and processes.

Because the ESM is a permanent mechanism with a significant 

paid-in capital base, work has been conducted directly with the 



supreme audit institutions to develop an audit process 

enshrined in international standards and best practices. And the 

provisions on auditing and financial control in the ESM Treaty 

are consistent with the characteristics of control mechanisms 

deployed by similar public financial assistance providers.

The ESM will contain 3 levels of auditing: 1) an internal audit, 2) 

an external independent audit, 3) an independent board of 

auditors. The Board of Auditors will also have the right of 

initiative to conduct independent audits on specific topics that it 

deems necessary; the annual report shall be made accessible 

to the national parliaments and supreme audit institutions of the 

ESM Members and the European Court of Auditors, as well as 

the European parliament. This will substantially enhance

transparency. Moreover, the by-laws of the ESM on auditing 

have been prepared taking into full account the opinion 

released by the European Supreme Audit Institutions and have 

recently been endorsed by the European Court of Auditors.
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