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The following are the documents provided to the EU Commission on a
confidential basis for senior Finance Ministry officials of the EU's Euro Group
Working Group and Economic and Financial Committee in preparation for EU
Finance Ministers' decision on the next disbursement of funds to Ireland. Their
contents were subsequently leaked. They are now being laid before the Houses
of the Oireachtas in draft form. They will not be finalised until the letters of
intent are signed and issued with the accompanying documents at which time
they will be published.
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CONFIDENTIAL DRAFT

I. ATTACHMENT I. I RELAND: LETTER OF INTENT

Dublin, [] November 20 II
Mr. Mario Draghi
President
European Central Bank
Kaiserstrasse 29
603 I1 Frankfurt am Main
Germany

Mr. Jean-Claude Juncker
Eurogroup President
Ministere des Finances
3, rue de la Congregation
L-1352
Luxembourg

Mr. Olli Rehn
Commissioner for Economic and Financial Affairs
European Commission
BERL 10/299
B-1049 Brussels
Belgium

Mr. Jan Vincent Rostowski
Minister of Finance
VI Swietokrzyska 12
PL-00-9 16 WARSZAWA
Poland

Dear Messrs Draghi, Juncker, Rehn and Rostowski:

1. The Government' s commitment to the Programme is illustrated by our continued
strong performance in its implementation . Once again, for the fourth quarterly review, we
have met all the programme targets both in terms of policy reforms as well as quantitative
targets: We have met our commitments under the EVIIMF supported programme, both in
terms of policy reforms as well as quantitative targets:



• On fiscal pol icy, the outturns up to the end of October are in line with the programme

profile, and the general government deficit for 20 II as a whole is expected to be
within the 10.6% of GOP pro gramme ceiling. We have also conducted a

comprehensive revi ew of expenditure, establi shed an indep end ent fiscal advisory

council , and reformed pensi on entitlements for new entrants to the public service
(including linking them to career average earnings).

• We have substantivel y completed the recapitalization of the domestic banks, at a cost

to the taxpayer significantly lower than initially anticipated , thanks to private sector
participation and burden sharing. Domestic banks have sold a significant amount of

non-core assets. The restructuring of the domestic banks is progressing and plans for
this have been subm itted to the European Commission for clearance in accordance

with State Aid rules. We have publi shed a mem orandum of understanding gove rning
the relationship of the Department of Finan ce and the Central Bank in relati on to

banking sector oversight.

• We have made significant progress towards opening up she ltered sectors (e.g.,

pharmacies, general practitioners, and legal serv ices), and laid out an acti on plan to
reform, in con sultation with our soci al partners, the sec toral labour arrangements to

facilitate the needed adj ustment in the labour mark et.

Thi s performance comes at a time when there have been both positi ves and negatives for

Ireland . On the negative side, the grow ing uncertainty in relation to Euro Area debt has
contributed to increasing financial market pressure s. This in turn is being refl ected in a

deterioratin g outlook for the world economy which is contribut ing to a heightened risk

outlook. On the positive side, growth has resumed , albeit mainl y export led . Our banking

sector is now attracting private investment and is also successfully funding in the private

market. In addition, the Euro Area Heads of State and Government of2 1 Jul y this year, mad e

the we lcome and significant decision to reduce the cost of EFSF loans, and this was followed

by similar commitments in respect of the EFSM loan and our UK bilateral loan. Further steps

toward establishing a comprehensiv e fram ework to add ress the crisis facing the region were
taken on October 26. These posit ive developm ents have been refl ected in our bond spreads

which, though still high, have narrowed considerabl y from the elevated leve ls seen earlier
thi s year. Against this background, we are proceedi ng wit h the process of pre par ing Bud get

20 12, and we have recently pub lished our medium-term fiscal strategy, wh ich sets out our

fiscal targets for 20 12 and for the yea rs up to 2015 . In the case of Budget 20 12, we are

co mmitted to meeting the deficit target of 8.6% of GOP , and will take the high quali ty

adj ustment measures necessary to achieve this target.

2. In particular, in the attached third update of the Memorandum of Understanding on

Specific Economic Conditiona lity (MoU), we set out our plan s to further advance towards

meeti ng the prog ramme objectives. Based on the strength of these pol icies, and in light of our

per formance unde r the pro gramme and our con tinued com mitme nt, we requ est the



completion of the fourth review and the release of the fourth EU disbursement ofEUR_4.2

billion. The financing needs outlook remains broadly in line with expectations at the third

program review, but to allow a more prudent financing position with respect to the timing of
the completion of reviews and disbursements, we request a re-phasing of disbursements.

Specifically, we request that the disbursement following the fifth review should be €5.8
billion with the additional amount taken equally from the sixth, seventh and eighth reviews.

This represents a redistribution within 2012 of the already agreed disbursements.

3. We are confident that the policies set forth in the Letters of Intent of

3 December 20 I0, 28 April 20 II, 28 July 20 II, and in this letter are adequate to achieve the

objectives of our programme. The degree of uncertainty and margins of error surrounding
macroeconomic and fiscal projections over the period remain high, due mainly, but not

exclusively, to international events. We stand ready to take any corrective actions that may
become appropriate for this purpose as circumstances change. As indicated in the MoU, we

will consult with the European Commission, the ECB and the International Monetary Fund
on the adoption of such actions in advance of necessary revision of policies contained in this
letter and the attached Memorandum of Understanding.

4. This letter is being copied to Mme Lagarde .

Sincerely,

Michael Noonan , T.D.,
Minister for Finance

Patrick Honohan
Governor of the Central Bank of Ireland



CONFIDENTIAL DRAFT

II. ATTACHl\'IE TT I. IRELA 'D: L ETTER OF IN TE NT

Dublin, [] November 2011

Ms. Christine Lagarde

Managing Director

International Monetary Fund
Washington, D.C. 2043 I

Dear Ms. La garde:

I . The Government ' s commitment to the Programme is illustrated by our continued
strong performance in its implementation. Once again , for the fourth quarterly review, we

have met our commitments under the EUII M F supported programme in term s of policy

reforms as well as quantitative targets (MEFP Tables I and 2):

• We have publi shed a mem orandum of understandin g govern ing the relationship of the

Department of Finance and the Central Bank in relati on to banking sector oversight

(structural benchmark for th is review).

• The performance criterion for end-September 20 I I on the cumulative Exchequer

primary balance was met with a margin, as was the indicative target on stock of

Central Gov ernment net debt. The continuous performance criterion on

non-accumulat ion of external pa yment arrears is also met.

This performance co mes at a time when there have been both positi ves and negati ves for

Ireland. On the negative side, the growing uncertainty in re lation to Euro Area de bt has
contributed to increasing financial market pressures. This in tum is bein g re flected in a

deteri orat ing out look for the world economy which is co ntrib uting to a heightened risk
out look. On the pos itive s ide, growth has resumed , albeit mainl y ex port led. Our banking

sector is now attracti ng private investment and is a lso successfully funding in the private
market. In addit ion, the Euro Area Heads of State and Governme nt of2 I Jul y this year, made

the welco me and significa nt decision to red uce the cos t ofEFSF loans, and this was followed

by simi lar com mitments in res pec t of the EFSM loan and our UK bilateral loan. Further steps

towa rd establ ish ing a comprehensive framewo rk to address the crisis fac ing the region were

tak en on October 26 . These posi tive deve lopme nts have been reflected in our bond spreads

which , thou gh still high, have nar rowed cons iderably from the elev ated lev els seen earli er



this year. Against this background, we are proceeding with the process of preparing Budget

2012, and we have recentl y published our medium-term fiscal strategy, which sets out our

fiscal targets for 2012 and for the years up to 20 15. In the case of Budget 2012, we are
committed to meetin g the deficit target of 8.6% of GOP, and will take the high quality

adjustment measures necessary to achieve this target.

2. In the attached Memorandum of Economic and Financial Policies (MEFP), we set out

our plans to further advance towards meeting the objectives laid out in our prog ramme

supported by the Extended Arrange ment and by the EU . Based on the strength of these

poli cies, and in light of our perform ance under the programm e and our continued
co mmitment, we request the complet ion of the fourth review under the Extended

Arrangement. We also request that the fourth purchase in an amount equ iva lent to
SDR 3.309 billion becomes available at the time of completion of the review.

3. Looking forward , the financing nee d outlook for the years 20 12 and 20 13 remains

broadl y in line w ith expectations at the third program review. Neverthe less , given our

intention to seek to regain access to market financi ng dur ing 20 12 as condition s permit, and
the heightened need to maintain a prudent liquidity position to ensure market confidence
owing to intensified external volatility, we request a rephasing of purchases within 2012 .

Spec ifically, we request that the purchase to beco me ava ilable at the time of the fifth review

be in an amou nt equivalent to SDR 2. 79 billion, with the additiona l amo unt taken equally
from the purchases currently schedu led for the seventh and eighth reviews ..

4. We propose that quantitative performance criteria under the arrangement be

established for 31 March 2012, as set out in the attached MEFP. As detailed in the MEFP , we

also propose two new structural benchmarks - on cred it union reforms and pol icies to address

unemployment - against which to measure progress under the programme (MEFP Ta ble 3).

The Technical Memorandum of Understanding (TMU) exp lains how program me targets are

measured . Based on our strategy to underpin the solvency and viabi lity of the cred it union
sector, we are requ esting that the adjustor on bank restructuring costs be extended to include
any resolution costs which may arise for credit unions based on our strategy to underpin the

so lvency and viabil ity of the sector.

5. We are confident that the policies set forth in the Letters of Intent of

3 December 20 I0,28 April 20 11, 28 Jul y 20 II , and in this letter are adequate to achieve the

objectives of our programm e. The degree of uncertainty and margins of error surrounding
macroeconomic and fiscal projections over the period remain high, due mainl y, but not
exc lusive ly, to international events.. We stand read y to take any cor rective actions that may

become appropriate for thi s purpose as circumstances change. As is standard under Fund

supported programmes, we will consult with the Fund, the European Commission and the
EC B on the ado ption of such actions in advance of necessary revision of pol icies cont ained

in thi s letter and the attached Memo randum.



6. This letter is being copied to Messrs. Draghi, Juncker, Rehn, and Rostowski .

Since rely,

Michael Noonan, T.D.

Minister for Finance

Patrick Honohan

Governor of the Central Bank of Ireland
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IRELAND

M EMORANDUM OF UNDERSTANDING

ON

SPECIFIC ECONOMIC POLICY CONDITIONALITY

(THIRD UPDATE)

October 2011
With regard to Co uncil Regulation (EU) n? 407/2010 of I I May 20 I0 estab lishing a
European Financial Stabili sation Mechanism (EFSM), and in particul ar A rtic le 3(5) thereof,
thi s third update of the Memorandum of Understanding on Spec ific Eco nomic Policy
Co nditionality (MoU) detail s the general economic policy conditions as embedded in
Co unc il Impl em enting Decision 2011 /77 /EU of 7 December 20 10 on granting Union
fina nc ial ass istance to Ireland .

The quarte rly disbursement of financ ial ass istance from the European EFSM 1 wi ll be subjec t
to quarterly revi ews of conditiona lity for the duration of the programme. Release of the
instalments will be based on observance of quantitative performance criteria, respect for EU
Co unc il Decisions and Recommendations in the context of the excessive defic it procedure,
and a positi ve evalu ation of prog ress made with respect to poli cy cri ter ia in the Me morandum
of Eco nomic and Financial Po licies (MEFP) and thi s updated MoU , wh ich detai ls and further
spec ifies the criteri a that wi ll be assessed for the successive reviews up to the end of20 13. If
targets are expected to be missed , additional action will be taken .

For the duration of the EUIIMF financial assistance programme the Irish authorities will take
all the necessary measures to ensure a successful implement ation of the pro gramm e and
minimise the costs to the taxpayers, while protecting the most vulnerable. In parti cular, they
commit to:

Rigorously implement fisca l pol icy co ns istent wit h the requ irements of the
excessive deficit procedure. In particular, the Department of Finance and the
Department of Public Ex penditure and Reform will continue to ensure tight
supervision of ex penditure comm itme nts by the line departmen ts , and effective
tax collection, to ens ure that the primary deficit target in cash (see Table I of
MEFP arid the Techn ica l Memorandum of Understand ing, TM U) and the
general Government nominal bud get deficit on ESA 95 basis as set out in the EU

I O n 28 Nov ember 20 10 Eurogroup and ECOFIN Mi niste rs issued a sta tement clarifyi ng that euro-a rea and EU
fin ancial support will be provided on the basis of the programme which has been negotiated with the Irish
autho rities by the Co mmission and the IMF , in liai son wit h the ECB . Further to the Union support from the
EFS M, loans from the EU and its Member States wi ll include contributions from the Europea n Financia l
Stab ility Fac ility (EFSF) and bil ateral lend ing support from the United Kingdom, Sweden , and Denmark . The
Loan Facility Agreement s on these financin g contributi ons wi ll specify that the disbursements there under are
subj ect to the compliance with the co nditions of this Memorandum .



Council Recommendation on excessi ve deficit procedures are achieved. An y
add itiona l unplann ed revenues must be allocated to deb t reduction. Moreover,
the nom inal valu e of Social Welfare pension s will not be increased.

Continuo us ly monitor financi al markets to ex ploit opportunities to return to
commercial fundin g as soon as possibl e.

Ensure that no further exemptions to the competition law framework will be
granted unless they are entirely consistent with the goals of the EU /IMF
Programme and the needs of the economy.

Con sult ex-ante with the European Commission, the ECB and the IMF on the
adoption of policies that are not included in this Memorandum but that could
have a material impact on the achievement of programme objectives.

To facilitate programme monitoring, the authorities will pro vide the European Commission ,
the ECB and the IMF with:

All information required to monitor progress durin g programm e implementation
and to track the economic and financi al situation.

A compliance report on the fulfilm ent of the conditionality prior to the release of
the instalments.

Reliable and regular availability of budgetary and other data as detailed 111

Annex 1.

1. Actions for the fifth review (actions to be completed by end Q4-2011)

Fiscal consolidation

o Following the conclusion of the Comprehensive Review of Expenditure (CRE),
Government published the Medium-Term Fiscal Statement on 4 November 2011 , setting out
a medium-term fiscal consolidation plan for 201 2 - 20 15 outlining the overall composition of
revenue and expenditure adjustments for each yea r, con sistent with the targets set out in the
Council Recommendation in the context of the excessive deficit procedure. Moreover, by
2012 Bud get day in ea rly December 20 11, Govern me nt wi ll anchor this conso lida tion plan in
binding medium-term ex penditure cash ce ilings and wi ll set out revenue and ex pe nditure
measures to deliver the needed adj ustment.

o Government wi ll propose a budget for 2012 arming to further reduce the general
Governmen t defic it in line with the fiscal targets set out in the Council Recommendation in
the contex t of the excess ive deficit procedure and inc lud ing the detailed pres entation of
conso lidation measures amounting to €3 .8billio n. [ The Government will introdu ce :

o Revenue measures to yield EI .6 billion' incl udi ng:

2 Inclusive of carryover of€0.6 billion. The Universal Social Charge is also expected to deliver €OA billion in
additional revenues in 2012. This is not part of the €3.8 billion overall adjustment as it is already included in the
Budgetary base figures.



An increase in the standard VAT rate

Increases in other indirect taxes

A Property tax

A reform of capital gains tax and capit al acquis itions tax.

a Expenditure reduction of EDR €2 .2 billion including:

Social expenditure reductions.

Reduction of public serv ice numbers and public service pension adjustments.

Other programme expenditure, and reductions in capital expenditure.

Without prejudice to the minimum consolidati on amount referred to in the previous
paragraph and in consultation with the staff of the European Commission, the IMF and the
ECB, the Government may substitute one or more of the above measures with others of
equally good quality foll owing further anal ysis of the recentl y completed CRE).

Financial sector reforms

Recap italizati on

• Go vernment will ensure that the recapitalization of banks, as identifi ed in the 2011
Prud ential Capital Assessment Review, will be completed subject to appropri ate adjustments
for asset sa les of IL&P.

Deleveraging

• An update on progress of the banks' impl ementati on of their deleveraging plans under the
PLAR 2011 and any related actions will be discussed with the staff of the European
Commission , the ECB and the IMF. In addition, the Irish authorities , in con sultation with the
staff of the European Commission , IMF , and ECB, wi ll monitor closel y the evolution of the
Net Stabl e Funding Rati o (NSFR) and the Liquidity Coverage Rati o (LCR) in order to ensure
convergence to Basel 3 standards by the relevant dates.

Reorganisation

• The Irish authorities will report on progress in implementing the strategy for the
reorganisation of Irish cre d it institutions and discuss it with staff of the European
Co mmiss ion, the EC B and the IMF. The Irish authorities wi ll continue to work to obtain the
approval of the European Commiss ion of the restru cturin g plans for the bank s in the context
of the ongoi ng Sta te Aid cases.

• The Irish authorities, in consul tat ion with the staff of the Europea n Commission, the IMF
and the ECB , wi ll complete the assessment of options to strengthe n the restructur ing plan for
IL&P.



Credit unions

• The Irish aut horities will act to underpin the solvency and viabil ity of the credit union
sector whi le minim is ing the fiscal cost. As an imm ediate step, the authorities wi ll deal wit h
weaknesses in the most troubled institutions in accordance with State aid rules while
protecting depositors to ensure financial stability. A comm itment to initial resolution funding
of E2S0 million w ill be made from the Exchequer in Q4 2011 which will be based on a
principle of recoupment over the medium term via a levy under the Central Bank and Credit
Institutions (ResoIution)(No.2) Act 20 II.

Financial supervision

• The Irish authorities will present a comprehensive report on progress in implementing the
Central Bank of Ire land's action plan for strengthening supervision of cred it inst itut ions and
disc uss it with the staff of the European Commission, the EC B and the IMF.

• The Central Bank of Ireland will issue guidance to banks for the recogn ition of
accounting losses incurred in their loan book. Specifically , the Central Bank of Ireland will
begin requiring the banks: (i) on core assets, to increase the consistency and conservatism in
their impairment triggers and provi sioning model inputs including inter alia: period of
arrears, emergence periods , cure rate s and collateral va lue, and treatment of restructured
loans and forbearance; (ii) on non-core assets (assets under de leveraging) to provision to
reflect losses arising from their planned disposal , taking account as appropriate of the
PLARIPCAR analysis. We will ensure that the principles governing these d isclosure
requirements are made transparent so as to ensure that bank reporting is fully understood.

• The Central Bank of Ireland will publish new guide lines for the valuation of collateral for
bank loans by end December 20 II .

Structural reforms

To prepare fo r the introduction ofwater charges

• Government will prepare proposals for imp lementation of the recommendations of the
independent assessment of transfer of respons ibility for water serv ice provision from local
authorit ies to a water utility in consult ation with European Commiss ion Services with a view
to start ing cha rg ing during the EUIIMF Programme period .

To better target soc ial support expe nditure

• The Departm ent of Social Protection will build on their recent studies on working age
paymen ts, child income support and dis abi lity allowance with a view to produc ing, after
co nsuItat ion with stakeholders, a comprehensive programm e of refo rms that can help bett er
targe t soc ial support to those on lower incomes. and ensu re that work pays for we ifare
rec ipients. To this end, the Departme nt will submit a progress report by end-December 20 I I.



To increase compet ition

• Building on the Competition (Amendment) Bill, the Irish authorities will engage with
European Co mm iss ion services and discuss measures to furthe r enhance the competit ion
enfo rcement fram ework and present ame ndments to the Bill where appropriate.

To reform labour market

• Bu ilding on the time -bound action pla n presented in Sep tember 20 I I , authorities wi ll
present legislat ion to the Dail to moderni se Registered Employ me nt Ag reeme nts (REAs) and
Employ me nt Regul ations Orde rs (E ROs) with a view to reducing the possibl e negati ve
impact on job creation and competitiveness of ex isting arrangeme nts . The Irish au thori ties
w ill engage with the staff of the European Co mmiss ion , the IMF and the EC B on the bas is of
dra ft legislation in advance of pub lication.

Str uctu ra l fiscal reforms

Tofurther reform key sectors ofthe economy

• Government will consider options for an ambitious program me of asset disposals, based
on the Programme for Government and the report of the Review Group on State Assets and
Liabi lities. Government wi ll prepare a draft programme of asset disposals in this co ntext and
di scuss it with the staff of the European Co mmission, the IM F and the ECB by end
December 201 1 in advance of taking fina l decisio ns on the programme to be pursued. The
draft programme will include the identification of the potentia l assets to be disposed , any
necessary regulatory changes and a timetable for imp lem entati on , and an assessment of the ir
classifi cation as fina nc ial or non-financ ial tra nsactions .

• The draft programme wi ll include the identification of the regu lato ry steps and changes
deemed necessary, including those required to be cons istent with re levant EU legis lation , in
relation to the options under consideration before the sa le of a minori ty stake in the
Elec tricity Supply Board (ESB) ca n be finalised.

2. Actions for the sixth review (actions to be com pleted by end Ql-2012)

Structu ral fiscal reforms

To reinforce the credibility ofthe budgetary process

• Government w ill introduce a Fisca l Respons ibility Bi ll cons istent w ith the economic
go vernance framework at the EU level , inc luding pro visions for a medium-term budgetary
fram ework , fisc al rul es and the Fisca l Adviso ry Counc il. Th e Bil l will assure the Council' s
independence through clear arrangem ents for Council memberships, including con sultation



with a relevant committee of the Oireachtas for nomination, appointment, extension and
termination. The Government will ensure that the Council is adequately funded ove r time .

Financial secto r reforms

rcs« 2012

The Irish authorities will report on the evolution of the cap ital up to end December 2011,
within the banks covered by the PCAR and will present and discuss its findings with the staff
of the European Commission, the ECB and the IMF by end February 2012.

• The 2012 PCAR exercise will be carried out in the context of the 2012 European Banking
Authority (EBA) stress tests. The Irish authorities will agree with the staff of the European
Commission , IMF and ECB on the specific features of the methodology bu ildin g on the
strengths of the PCAR 20 11.

Deleveraging

• The Irish authorities, in consultation with the staff of the European Co mmiss ion, lMF and
ECB, will assess banks' performance vis- a-vis the agreed asset disposal targets. In line with
the monitoring system set up, actual and forecast LDRs, NSFR's and asset disposals shall be
reported by the banks to the Central Bank of Ireland every six months (first report was issued
on 31 Jul y 201 1). Such reports will include (i) progress achieved towards interim target; (ii)
for ecast of LDR and NSFR for the end of the next period; (iii) a detailed plan of action to
meet the next interim target ; and (iv) actual and pla nned asset disposals. If actual or forecast
asset disposals fail to meet the interim targets for the quantum of asse t disposals, the Irish
authorit ies will inform the staff of European Commission, IMF, and ECB within 14 days of
becoming aware of such failure . The Central Bank will then oversee the remedial actions to
be taken by an y bank in question including a prompt timetable for their implementation. In
addition to providing the six-monthly report, the Irish authorities will update the staff of
Euro pean Co mmiss ion, the IMF and the ECB on progress in the intervening quarters.

• The Irish auth or ities, in consultation with staff of the European Co mmiss ion, IMF, and
EC B, will monitor close ly the evolution of the NSFR and the LCR in ord er to ensure
con vergence to Basel 3 standards by the relevant dates .

Reorganisation

• The Irish authorities will report on progress in implementing the strategy for the
reorganisation of Irish credi t institut ions and discuss it together with the staff of the European
Co mmission, the ECB and the IMF.

Supervision

• The Irish auth orities will present a comprehens ive report on progress in implementing the
Centra l Bank action plan for strengthening supervision of credi t institutions and discuss it
together with the staff of European Commission, the ECB and the IM F.



Structural reforms

To reform the personal debt regime

• Government will introduce legi slation to reform the pers onal debt regime to the Houses
of the Oireachtas with the objective of lowering the co st and increase the speed and
efficiency of proceedings, while at the same time mitigating moral hazard and maintaining
credit discipline.

To further reform key sectors ofthe economy

• In line with the time-bound action plan submitted in September 20 11, authorities will
publish a public consultation draft of updated retail planning guidelines which include, inter
alia , the agreed changes to the retail size caps in Ireland. Building on representations
received by end-20l1 , authorities will issue finalised retail planning guidelines which include
the agreed changes to retail size caps.

To improve the activation ofthe unemployed
• The Irish authorities will take steps to strengthen activation and training polici es to help
jobseekers get back to work and will commission and publish an external evaluation of the
revised national employment action plan to ensure:

• that the large numbers of unemployed across all regions, including the long
term unemployed , have adequate incentives and skill s needed to return to

wo rk; and

• the data and reporting systems required to ensure more effective interventions
are put in place, including:

o group intervention statistics (3 to 6 months);

o ongo ing intervention stati stics (post 6 months) including numbers and

level of penalty sanctions.

• Base d on its recommendations the Department of Social Protection will prepare an
imp lem entation plan by end-Ma rch 2012

To better target social support expenditure

• The Department of Social Protecti on w ill subm it to Government the comprehensive
programme of reforms that can help better targe t ing of soc ial support to those on lower
incomes, and ens ure that wo rk pays for weifare recipi ents.

To increase competition



• Authorities wiIl undertake a revi ew of the resourcing of the Co mpetition Authority and
report on whether it is sufficient to allow adequate enforcement capacity of the new
legislative framework.

3. Actions for the seventh review (actions to be completed by end Q2-2012)

Financial sector reforms

PCAR 2012

• The PCAR for 201 2 wiIl be completed. Before publication, the results of the PCAR for
2012 will be assessed, together with the staff of European Commission , the ECB and the
IMF. The result s and meth odolo gy used wiIl then be published in detail and on a bank-by
bank basis by 30 Jun e 20 12. Based on these results, the authorities will ensure that banks are
adequate ly capita lised.

Deleveraging

An upd ate on progress of the banks' implementation of their de leveragin g plans under the
PLAR 20 11 and any related actions wiIl be discussed with the staff of the European
Co mmiss ion, the ECB and the IMF. In addition , the Irish auth oriti es, in consultatio n with the
the staff of the European Commiss ion, IMF , and ECB , will monitor close ly the evolution of
the NSFR and the LCR in order to en sure convergence to Basel 3 standa rds by the relev ant
dates.

Credit Unions

• As recommended by the interim report of the Co mmission on Credit Unions, the legal
provision that requires credit unions to maintain an amount, under the terms of the Deposit
Guarantee Scheme, in the Deposit Protection account at the Centra l Bank wiIl become
effect ive in 20 12 .

• The restru cturing process wiIl take account of the interim repo rt of the Co mm ission on
Cred it Unions and any further recommendations made by the Commiss ion on Cred it Unions
on the revised structure for the sector. Th e Irish author ities will pub lish legislation to
strengt hen the regulatory fram ew ork, including makin g legislati ve provis ion for effecti ve
governa nce sta ndards and prudent ial requirement s.

Reorganisation

• The Irish authorities will report on progress in imp lemen ting the strategy for the
reorgan isation of 1rish cred it institutions and discuss it together w ith the staff of the European
Co mmission, the ECB and the IMF.



Financial Supervision

• The Irish authorities will present a comprehensive report on progress in implementing the
Central Bank of Ireland's action plan for strengthening supervision of credit institutions and
discuss it together with the staff of the European Commission, the ECB and the IMF.

Structu ral reforms

To assist in coveringfinancing needs and to increase competition

• Based on the results of the assessment of the efficiency of the electricity and gas sectors,
the author ities will further strengthen the regulatory and market reform programme in
consultation with staff of the European Commission Services, with a view to increase
efficiency, improve governance, strengthen competition and improve these sectors' ability to
contribute towards covering Ireland's financing needs and improving its growth potential and
economic recovery .

To increase competition

• Authorities will ensure that resourcing of the Competition Authority is sufficient to
ensure adequate enforcement capacity of the new legislative framework on the basis of
the review undertaken in Q 1 2012.

4. Actions for the eighth review (actions to be completed by end Q3-2012)

Financial sector reforms

Deleveraging

• Asset disposal monitoring - as per requirement under Financial Sector Reforms in 6th

Review (Q 1- 2012).

• The Irish authorities , in consultation with the staff of the European Commission, IMF,
and ECB, will monitor closely the evolution of the NSFR and the LCR in order to ensure
convergence to Basel 3 standards by the relevant dates.

Reorganisation

• The Irish authorities will report on progress in implementing the strategy for the
reorganisation of Irish credit institutions and discuss it together with the staff of the European
Commission, the ECB and the IMF.

Financial Supervision

• The Irish authorities will present a comprehensive report on progress in implementing the
Central Bank of Ireland's action plan for strengthening superv ision of credit institutions and
discuss it together with the staff of the European Commission, the ECB and the IMF.

• Governme nt will present to Dail Eireann legislation to establish a statutory credit risk
register.



5. Actions for the ninth review (actions to be completed by end Q4-2012)

Fiscal con solidation

• [Go vernment will propose a budget for 2013 aim ing at a further reduction of the genera l
Government deficit in line w ith the fiscal targets set out in the Council Rec ommendation in
the context of the excessive deficit procedure and including the detailed presentation of
con solidation measures amounting to €3 .5 billi on . The EUIIMF Programme of Financial
Support for Ireland agreed in December 2010 provides for the foll owin g commitments in
relati on to measures for 20 13:

o Revenue measures to raise at least € 1.25 billi on 3 will be introduced , including:

A broadening of personal income tax baseA res tructur ing of motor taxation

A redu ction in gene ra l tax ex pend itures.

An increase in exci se du ty and other indirect taxes .

o Ex pend iture reductions of no less than €2 .25 billion , including:

Social expenditure reductions.

Reduction of public se rvice numbers and publi c serv ice pen sion adj ustments.

Other programme expenditure, and redu ctions in capital expenditure.

Without prejudice to the min imum con sol idation amou nt referred to in the previous
paragraph and in consultation with the staff of the European Co mmiss ion, the IMF and the
EC B, the Government may substitute one or more of the above measures with others of
equally goo d qu ality followin g further ana lys is of the recentl y completed CRE .]

Financial sector reforms

Deleveraging

• An upd ate on progress of the ba nks' impl ementati on of the ir del everaging plans under the
PLAR 2011 and any related act ions will be discussed with the staff of the European
Commission , the EC B and the IM F. In add ition, the Irish authorities, in consultat ion with the
sta ff of the Euro pean Commiss ion, IMF, and ECB , will monitor clo sely the evo lution of the
NSFR and the LCR in orde r to ensure conve rgence to Basel 3 standards by the relevant dates.

Reorganisation

• The Irish aut horities will report on progress in impleme nting the strategy for the
reor ganisation of Irish cred it institu tions and discuss it toge ther with the staff of the European
Co mm iss ion, the ECB and the IM F.

3/nclusive ofcarryoverfrom 20 /2 .



Financial Supervision

• The Irish authorities will present a comprehensive report on progress in implementing the
Central Bank of Ireland 's action plan for strengthening supervi sion of credit institutions and
discuss it together with the staff of the European Commi ssion , the ECB and the IMF.

Structural reforms

To increase competition

• On the basis of a report from authorities on developments to be provided by end Q4
2012, the authorities in consultation with staff of the European Commission, IMF and the
ECB will review whether sufficient progress has been made toward the goal of strengthening
competition law enforcement by ensuring the availability of effective sanctions for
infringements of Irish competition law and Articles 101 and 102 of the Treaty on the
Functioning of the European Union and the functioning of the Competition Authority, and
whether additional measures will be required.

6. Actions for the tenth review (actions to be completed by end Ql-2013)

Financial sector reforms

rcss 2013

• The Irish authoriti es will report on the evolution of the capital up to the end of December
2012, within the banks covered by the PCAR and will present and discuss its findin gs with
the staff of the European Commission, the ECB and the IMF by end February 2013 .

• The 2013 PCAR exercise will be carried out in the context of the 2013 European Banking
Authority (EBA) stress tests . The Irish authorities will agree with the staff of the European
Commission, IMF and ECB on the specific features of the methodology building on the
strengths of the PCAR 2011.

Deleveraging

• Asset disposal monitorin g - as per requirement under Financial Sector Reforms in 6th

Review (Q 1 - 2012).

• The Irish authorities, in consultation with the staff of the European Commission, IMF,
and ECB, will moni tor close ly the evolution of the NSF R and the LCR in orde r to ensure
convergence to Basel 3 standards by the relevant dates.

Reorganisation

• The Irish authorities will report on progress in implementing the strategy for the
reorganisation of Irish cred it institutions and discuss it together with the staff of the European
Commission, the ECB and the IMF.

Financial supervision



• The Irish authorities will present a comprehensive report on progress in implementing the
Central Bank of Ireland' s action plan for strengthening supervision of credit institutions and
discuss it together with the staff of the European Commission, the ECB and the IMF.

7. Actions for the eleventh review (actions to be completed by en d Q2-2013)

Financial sector reforms

rcs« 2013

• The PCAR for 2013 will be completed . Before publication, the results of the PCAR for
2013 will be assessed, together with the staff of the European Commiss ion, the ECB and the
IMF. The results and methodology used will then be published in detail and on a bank-by
bank basis by 30 June 20 13. Based on these results, the Irish authorities wiII ensure that
banks are adequately capitalised.

Deleveraging

• An update on progress of the banks' implementation of their deleveraging plans under the
PLAR 20 II and any related actions will be discussed with the staff of the European
Comm ission, the ECB and the IMF. In addition, the Irish authorities, in consultation with the
staff of the European Commission , IMF, and ECB, will monitor close ly the evolution of the
NSFR and the LCR in order to ensure conver gence to Basel 3 standards by the relevant dates.

Reorganisation

• The Irish authorities will report on progress in implementing the strategy for the
reorganisation of Irish credit institutions and discuss it together with the staff of the European
Commission, the ECB and the IMF.

Financial supervision

• The Irish authorities will present a comprehensive report on progress in implementing the
Central Bank of Ireland' s action plan for strengthening supervision of credit institutions and
discuss it together with the staff of the European Commission, the EeB and the IMF.

8. Act ions for the twelfth rev iew (actions to be comp leted by end Q3- 2013)

Financial sector reforms

Deleveraging

• Asset disposal monitoring - as per requirement under Financial Sector Reforms in 6th

Review (Q I - 20 12).

• The Irish authorit ies, in consultation with the staff of the European Commission, lMF,
and ECB, will monitor closely the evolution of the NSFR and the LCR in order to ensure
convergence to Basel 3 standards by the relevant dates.



Reorganisation

• The Irish authorities will report on progress in implementing the strategy for the
reorganisation of Irish credit institutions and discuss it together with the European
Commission, the ECB and the IMF.

Financial Supervision

• The Irish authorities will present a comprehensive report on progress in implementing the
Central Bank of Ireland' s action plan for strengthening supervi sion of credit institutions and
discuss it together with the staff of the European Commission , the ECB and the IMF.

9. Actions for the thirteenth review (actions to be completed by end Q4-2013)

Financial sector reforms

rcn« 2013

• The Irish authorities wiII report on the evolution of the capital up to the end September
2013, within the banks covered by the PCAR and will present and discuss its findings with
the European Commission, the ECB and the IMF by end 2013 .

Deleveraging

• A final report of the banks' implementation of their deleveraging plans under the PLAR
2011 and their compliance with the LDR target will be discussed with the European
Commission, the ECB and the IMF. In addition, the Irish authoriti es, in consultation with the
European Commission, IMF, and ECB, will monitor closely the evolution of the NSFR and
the LCR in order to ensure convergence to Basel 3 standards by the relevant dates.

Reorganisation

• The Irish authorities will report on progress in implementin g the strategy for the
reorganisation of Irish credit institutions and discuss it together with the European
Commission, the ECB and the IMF.

Financial Supervision

• The Irish authorities will present a comprehensive report on progress in implementing the
Central Bank of Ireland' s action plan for strengthening supervision of credit institutions and
discuss it together with the European Commission, the ECB and the IMF.



Annex 1. Provision of data

During the programme, the following indicators and reports shall be made available to the
staff of the European Commission, the ECB and the IMF by the Irish authorities on a regular
basis. The External Programme Compliance Unit (EPCU) of the Department of Finance will
coordinate and collect data and information and forward to all external programme partners.

To be provided by the Department of Finance in consultation with the
Department of Public Expenditure and Reform as appropriate

Ref. Report Frequency
F. l Monthly data on adherence to budget targets (Exc hequer stateme nt, Month ly, 10 days after the

detai ls on Exc hequer revenues and expenditure with info rmation on end of each mont h
Soc ial Insurance Fund to follow as soo n as practicable).

F.2 Upda ted monthly report on the Exchequer Balance and Ge neral Monthly, 20 days after the
Governme nt Balance outlook for the remainder of the yea r which end of eac h month
shows transi tion from the Exchequer Balance to the Ge neral
Government Ba lance (us ing present ation in Ta ble 1 and Table 2A
of the ED? notification).

F.3 Quarterly data on main reve nue and expenditure items of local Quarterly, 90 days after
Governme nt. the end of each qua rter

FA Qua rterly da ta on the publi c service wage bill, numb er of Quarterly, 30 days after
employees and average wage (using the presentation of the Pay and the end of each quarter
Pension Bill with further deta ils on pay and pens ion costs of local
aut horities).

F.5 Quarterly data on general Governme nt accounts, and general Quarterly accrual data, 90
Governmen t debt as per the re levant EU regulations on stat istics. days after the end of each

quarter
F.6 Updated annua l plans of the general Government balance and its 30 days after ED?

breakdown into revenue and expenditure comp onents for the notifi cations
current year and the following four yea rs, usin g presentation in the
stabi lity programm e's sta ndard tabl e on general Gove rnment
budge tary prospects.

F.7 Data on sho rt- and medium- Ilong-term debt falling due (a ll Quarte rly, 30 wo rking
instruments) over the next 36 months (interest and amortisation) for days after the end of eac h
Non -Co mmercia l State Agencies quarter

F.8 Data on short- and medium- Iiong-term debt falling due (a ll Quarterly, 30 work ing
instruments) over the next 36 months (interest and amortisation) for days after the end of each
loca l authori ties quarter

F.9 Data on short- and medium- Iiong-term debt falling due (all Quarterly, 30 working
instruments) over the next 36 months for State- owned commercial days after the end of each
enterprises (interest and amortisation) quarter

F.10 Assessment report of the management of activation policies and on Quarterly. 30 working
the outcome ofjob seekers' search activities and participation in days after the end of each
labour market programmes. quarter.

Fll Report on progress achieved towards interim PLAR targets and Quarterly. 10 wo rking
actual and planned asset disposals. days after the end of each

quarter.

To be provided by the NTMA
N. l Monthly informati on on the Government's cash position with Monthly, three workin g

indication of sources as well of number of days covered days after the end of each
month



N.2 Data on below-the-line financing for central Government. Monthl y. no later than 15
days after the end of each
month

N.3 Data on public debt and new guarantees issued by central Monthly. 30 working days
Government to public enterprises and the private sector. after the end of each

month
N.4 Data on short-, medium- and long-term debt falling due (all Monthly , 30 working

instruments) over the next 36 months (interest and amortisation) for days after the end of each
cent ral Government. mont h

N.5 Upda ted estimates of financ ial sources (bonds issua nce, other Mont hly, 30 working days
financing sources) for the banking and Government sectors in the afte r the end of each
next 12 month s month

To be provided by the Central Bank oflreland
C. l The Cent ral Bank ofIreland's balance sheet. Week ly, next working day

C.2 Individual maturity profi les (amortisation only) for each of the Monthly, 30 work ing days
domestic banks will be provided as of the last Friday of each afte r each month end.
month.

C.3 Detailed financ ial and regulatory information (consolidated data ) Quarterl y, 35 working
on domestic individ ual Irish banks and the banking sector in total days after the end of each
especially regarding profitability (P&L), balance sheet, asset quarter
quality, regulatory capital ; PLAR fundin g plan forecasts

CA Detailed information on deposits for the last Friday of each month. Monthl y, 30 working days
after each month end .

C.5 Data on liabilities covered under the ELG Scheme for each of the Monthl y, 30 working days
Covered Institutions. after each month end .

C.6 Deleveraging committee minutes and de lever aging sales progress Month ly, reflecting
sheets, detailing prici ng,quantum, and other relevant result metrics. committee meeti ngs held

each month



CONFIDENTIAL DRAFT

IRELAND: M EMORA NDUM OF ECONOMIC AND FINANCIAL POLICIES

A. Recent Econom ic Developments and Outlook

I. T he eco nom ic recovery ga thered pa ce in the firs t half of 2011, but the global
slowdown is expected to d ampen growth through 2012. GO P grew at 21;4 perce nt on an

annual basis in the second quarter, reflecting strong net exports and rebuilding of stocks.

However, growth is likely to be modest in 20 II and 2012, as weaken ing external demand is

diminishing export growth prospects-although the cont inuing recovery in Ireland' s
competitiveness wi ll provide a cush ion-and domestic de mand is expected to continue

dec lin ing, although at a moderating rate . The current account surp lus is expected to expand.
Ann ual HICP inflation was 11;4 percent in September. Inflation is expected to remain low

because domesticall y driven inflationary pressures remain weak and the effects of higher
international commodity prices will taper off.

2. There has been a welcome im pr ovement in market sentiment toward I re la nd, yet
risks rema in , and we w ill p rotect and build on these gains by sustain ing firm
implementation of the p rogram. We have continued to implement the program in a
determined manner, advancing the financi al reform strategy we adopted in March 2011 ,
keeping the budget on track, and moving forward with a package of structural reforms to
enhance competitiveness. The welcome July 21 European agreement has substantially
lowered Ireland's debt burden and rollover needs . Together with concrete sign s of recovery,
these factors have been reflected in a notable decline in lris h sovereign spreads in recent
months. Nevertheless, am id stresses in the euro area, sustained firm program implementation
matched by continued strong European support wi ll be requ ired to underpin prospects for
regaining market access at an early stage .

B. Fiscal Policies

3. T he substantia l fisca l consolidation targeted for 2011 w ill be ac hieved. The front

loaded package of permanent consolidation mea sures agreed under the programme is being
implemented in full. Revenues have performed broadl y on profil e despite a more challenging

domestic dem and env ironment than env isage d at the time the tar gets were set. Moreove r,

aggregate spending has been kept to budgeted allocations even in the face of pressures
arising from higher-than -expected unemployment. We have met all our quarterly fiscal
targets thi s yea r, and the ex pected end -year general govern me nt deficit is within the 10.6
percent of GOP EUIIMF-supported programm e ceilin g.

4. The Government remains com mitt ed to a n ambitious medium-term fiscal

consolidation effort to put the debt rati o firmly on a downward path. As laid out in the

Medium-Term Fiscal Stateme nt, add itiona l co nso lidation of some E12.4 billion will be

implemented ove r the next four years to bring the genera l gove rnme nt deficit to below

3 percent of GOP by 2015, in line with the Stability and Grow th Pact tar gets. The follow ing



tab le sets out the phasin g and co mpos it ion of the required adj ustment effort. In the current

cha lleng ing externa l env ironmen t, with increased risk to the medium-term fiscal position,

this conso lidation plan strikes an appropriate balance between debt reducti on impe ratives and
the need to preserve confidence in growth and job creation .

1. Budgeta ry Consolidation 2012-15 , in Ebillion 1/

2012 2013 2014 2015

Expenditure 2.2 2.25 2.0 1.3

Current 1.45 1.70 1.9 1.3

Ca pita l 0.75 0.55 0.1 0.0

Revenue 1.6 1.25 1.1 0.7

IC on solidation 3.8 3.5 3.1 2.0

1/. The figures in the table above are consistent with the Medium-Term Fiscal Statement published on 4
November. The annual consolidation amounts include an element ofcarryoverfrom measures implemented in
previous years. The Universal Social Charge is also expected to deliver OAbn in additional revenues in 2012.
This is not part of the E3.8bn package as it is already included in the Budgetary base figures..

5. In implementing this con solida tion , we will be guided by our aim to focus
gov ern ment expenditure on key services while protecting the most vulnera ble. The

recently compl eted Co mp rehe ns ive Review of Expendi ture (CRE) was a root and branch

survey of Governm ent that identified a range of concrete options for sav ings which wi ll

del ive r the bu lk of conso lidation over the medium term. Moreover, consistent with our

co mm itment to protect the most vulnerable , we have opted for a selective approach that aims
at better targeting social support and reform ing enti tlements, rather than pursuing across-the

board redu ctions in primary social weI fare rates .

6. Underscoring our co m mitment to fisca l co nso lida tion, Budg et 2012 will deliver
an unchanged genera l government deficit target of 8.6 percent of GDP. The Budget wi ll

be submitted to the Oireachtas 011 Decemb er 6 (prior act ion). The government wil l adopt

consolidation measures amo unting to E3.8 billion comprised of expenditure sav ings of

E2.2 bill ion and revenue measures cont ributing EI.6 billion .

7. [We have designed the measures under pinning the 2012 consol idation with a

view to enhancing public sector efficiency, while protecting growth and employmen t :



• Spending measures: Our €1.45 billion current expenditure adjustments are based on
targeted savings in (i) the wage bill (€[ ] billion) arising mainly from [ ],000 public
service numbers reductions; (ii) social welfare (€[ ] billion), where we are reforming
entitlements, reducing unemployment traps and improving the targeting of our social
supports; (iii) various departmental programs (€[ ] billion). In addition, reductions in
the capital budget of €0.75 billion will be achieved through reprioriti zing spending
and deferring a number of large and expensive capital-intensive projects.

• Revenue measures: After successive budgets in which income tax burdens were
raised significantl y, and given the already large carryover of some €0.6 billion into
2012 from income tax increases in 2011 , we have decided to focus on indirect tax
increases to deliver the bulk of the €1 billion additional tax effort required in 2012.
To this end, the VAT rate is being raised by 2 percentage points to 23 percent, which
will generate €[0.67] billion. We are also taking the first strides toward a value-based
property tax, by introducing a € IOO/year household charge on primar y residences.
This will yield about €[0. 16] billion and provide a stable funding source for local
governments in the years ahead. A further €0.1 billion in revenue effort will obtain
from a reform of capital gains taxation. The remaining revenue requirement will be
raised through increases in other forms of indirect taxation.]

8. Budget 2012 will detai l high-qu ali ty measures to deliver our planned medium
term consolidation, alon g with binding medium-term expenditure envelopes. To bolster
the credibility of our medium-term plan and reduce uncertainty about future fiscal measures,
we will set out on Budget Day revenue and expenditure measures for 2013-15 and their
fiscal impact. The key revenue approach involves a continued redirection of policy
adjustment away from direct taxation to indirect taxation. On the spendin g side, we will
continue a programme of wage bill reductions , welfare reform and other programme
spending efficiencies and reductions. To anchor the expenditure effort, the budget will also
include binding annual nominal expenditure ceilings for all Departments covering the period
2012-14 (end-December 20 11 structural benchmark).

9. In stitutional refo rms are underway to support fiscal consolidation in the
medium term and to underpin the sound ness of fiscal policy on an ongoing bas is. A
Fiscal Responsibility Bill, which will give effect to key articles of the recently adopted EU
Directive on requirements for budgetary frameworks, will be submitted to the Oireachtas by
end-March 2012. The Bill will establish a fiscal rules framework to ensure that public
finances are managed in a prudent and sustainable manner, and in accordance with the
requirements of the Stability and Growth Pact. The Bill will also provide for the
establishment of the Irish Fiscal Advisory Council on a statutory basis. The Bill will assure
the Council's independence through clear arrangements for Council memberships, including
consultat ion with a relevant Committee of the Oireachtas for nomination, appointment,
extension and termination (end-Marc h 2012 structural benchmark). The Government will
ensure that the Council is adequately funded over time.



C. Financial Sector Policies

10. We have made su bs ta nt ia l progress in restoring the health of the Irish financial

system, and w ill co n tin ue to press forward with reforms to protect these gains and

address the challenges remaining. The recapi tali zation of the banking sec tor has been

subs tantive ly completed at lower fiscal cost than expected due to private participation and

burden-sharing. Improved confidence is refl ected in the ability of banks to secure term

fund ing. Deleveraging is advancing de spite challengin g conditions and it is likely the

domestic banks will meet their disposal obj ectives for end-2011 thou gh tran saction risks

remain. Th e priorities now are to strengthen bank balance sheets, ex pand their access to

market fundin g, and develop banks ' capacity to lend soundl y in order to support the

rec overy.

Enhancing quality and transparency ofbanks' balance sheets

11. Enhancing the quality of banks' balance sheets is critical to bringing private

funding and own ership back to the financial system. An imm ed iate priority is to

strengthe n ban ks ' disclosure and provi sion ing practi ces. In addition, tool s are be ing put into

place to facilitate pr ivate sector debt restructuring whi le preserving paym en t discipline,

which w ill reduce un certainty around the value of bank assets.

12. To build confidence in bank assets, we will align disclosure guidance with

international best practices. By end-December 20 II , we will issue discl osure guidance to

banks that will cover items such as: standardized definitions related to troubled loans

including arrears, default, and restructuring. We will ensure that the principles govern ing

these dis closure gu ida nce are made transparent so as to ensure that bank reporting is full y

understo od. Th ese requi rem ent s will be reflected in the 2011 publi shed financial statements,

and we w ill continue to monitor adherence.

13. Loan provi sioning is being put on a more prudent and forward-looking ba sis,

while remaining in compliance with IFRS. We will issue guida nce to banks for the

recognition of accounting loss es in their loan books (end-December 20 II structural

benc hmark) . Whilst recognizing the di fferences between prov isions and loan loss forecasts

for the end -December 20 II fina ncia l accounts, the banks are expected to brin g forward a

substantial proportion of loan losses origi na lly envisaged to be booked in the period through

2013 in the 2011 PCAR. We will ensure that the princip les governing these loan provisioning

guidance are made "transparent so as to ensure that bank reporting is fully understood.

14. To guide t he process of d ealin g w it h SMEs in financi al difficulties , we have

fin al ised revis ions to the Code of C ondu ct fo r Bus iness Lending to S ma ll a nd Med ium

E nterpr ises w h ich provide for a fram ework for how lenders deal with SMEs in

fin a ncial di ffi cu lt ies. The new SME Code was publ ished on 4th of November 20 1 I and will

become effective on 15t of January 20 12. The revi sed SME Code re flects co nsulta tio ns w ith

stakeholders and seeks to facilitate balanced negotiat ions between SMEs and lenders by



req uiring lenders to have proper procedures in place for dea ling with borrowers facin g
financi al difficult ies (including minimum communication and information standards), where

borrowers show will ingness to cooperate and engage in a fair bilateral process for alternative
repaym ent arrangements to be put in place. The Code makes clear that lenders retain their

right s with respect to liquidation or other insolvency procedures. Banks will be required to
submit their strategies for addressing arrears in their SME portfolios to the CBI by end-June
2012.

15. The fra mew or k to ena ble households and creditors to de al w it h un su stainable

debt burdens is being str eng thened. Orderly negoti ati ons between lenders and distressed
borrowers are crit ica l to addressi ng unsustainabl e household debts while preservin g Ireland' s

strong paym ent culture. To this end , we wi ll continue to monito r imp lementation of the Code

of Conduct on Mortgage Arrears. An Inter-departmental Mortgage Arrears Working Group
recommended a range of options to address households in diffe rent financial situations. The
Government is considering the recommendations and has committed to begin placin g

independent mortgage advisors in the field by end-March 2012. The CBI is exercising their
supervisory powers to encourage banks to address the issue proactively.

16. The Govern ment is preparing its st ra tegy for reform of the person al insolvency
regim e, which is importan t to underpin th is resolution process. We are on track to

finalize a strategy by end-20 11 to amend the Bankruptcy Act and create a new structured

non -jud icial debt settlement and enforcement mechanism (structural benchmark end

December), and intend to publi sh draft legislation by end -March 20 I2. In parallel, we will

prepare plans to implement the institutional infrastructure needed to support out -of-c ourt

settlements by end -March 20 I2.

Strengthening the resilience ofthe financial sector

17. We will con tinu e to ens ure th e adequacy of bank capital. In the 20 12 Prudential

Capital As sessment Review we wi ll maintain the conservative and prudent approach

underpinning the 201 1 exercise, including independent loan loss forecasts , in the context o f

the EBA stress tests .

18. W e are acting to underpin the so lvency and viability of the credit union sector,
while protecting the public purse. As an immediate ste p, we will proceed with actions to
deal with wea knesses in the most troubled insti tutions while protecting depositors to ensure

financi al stability. The co sts of transfer will be contained through a compet itive process, in so
far as practicable. A commitment to initial resolution funding of €250 million will be made

from the Exchequer in Q4 2011 which will be based on a principle of recoupment ove r the

medium term via a levy und er the Central Bank and Cre dit Institution s (Resolution) (No .2)

Act 20 11. Further fundin g, up to an amount to be agreed to with our externa l partn ers, will be

made ava ilable in 2012 , if requ ired, for either resolut ion or stabilisation once the 20 12 Credit

Unio n amendme nt legislati on is in place. As recommend ed by the interim report of the

Co mmiss ion on Credit Unions, the legal provi sion that requires credit uni ons to maint ain an



am ount, under the terms of the Deposit Guarantee Scheme, in the Deposit Protection account
at the Cen tra l Bank will be co mme nced in 20 12.

19. The restructuring process will take account of the interim report of the

Commission on Credit Unions and any further recommendations made by the
Commission on the revised structure for the sector. We will publish legislation to
strengthen the regulatory framework including making legislative provision for effective

governance standards and prudential standards by end-June 2012 (proposed structural

benchmark ). The foregoing strategy to restructure the credit union sector and strengthen the

regul atory and governance framework will help to ensure its ' viability while protecting

financial stability and containing fiscal costs. On this basis, we request that the adjustor in

respect of payments for bank restructuring be extended to include resoluti on costs for credit

unions , for both the performance criterion on the exchequer prim ary balance and the
indicative target on net central government debt.

20. While proceeding to evaluate the bids for ILP's insurance arm, an action plan is
being developed to address the challenges facing the banking group. We have reviewed
the ILP restructuring plan that was submitted to the European Commission in July. As a
follow-on action, we are working with the institution and its advisors to assess options to

strengt hen the restructuring plan. By end-December 201 I we will complete an assessment of

these options.

21. Upgrading supervision and the financial framework. We are takin g further actions
to strengthen superv ision. We will continue to implement and report on progress with the
Central Bank' s action plan for strengthening superv ision of credit institutions. As part of nex t
year's supervi sor y work, we will, amongst other thin gs, roll out a new risk assessment
framework (PRISM), assess banks risk weighted asset calculations and the on-going
accuracy of banks ' internal model s, continue training and development initi atives for Central
Bank staff, further embed new operational structures to support cultural and engagement
model changes, and continue to monitor bank s deleveraging targets. Th e Supervision and
Enforcement Bill will commence second stage in the Dail shortly and is ex pected to continue
its passage through the Oireach tas in early 20 12.

22. Legisla t ion will be published by end-September 2012 in respect of a new Central

Credit Register. The proposed new credit register will support more inform ed lending

decis ions and deve lopment of improved insolvency procedures, while also prov iding an
important too l for banking supervis ion. The data set to be co llected is still being finalized,
but will be comprehensive in sco pe, will include inform ation on restru ctured as we ll as new

loans, and will be covered by robust measures to protect perso na l information. We will wo rk

to ensure that an effective system is in place to deliver comprehe nsive and accurate data

un ique to eac h borrowe r. We plan to sub mit legislation to the Oireachtas to implement thi s

approach by end-Se ptember 20 12.



23. We a re strengthening the crisis management fr amework and imposing a levy to
finance a resolut ion fund for credit institutions. The Central Bank and Credit Institu tions

(Resolution) (No .2) Act was passed by the Oireachtas in October 20 II . This new steady
sta te regime establishes a reso lut ion fund and prov ides for a range of resolution too ls, most

important ly the ab ility to transfer assets and liab ilit ies to other inst itutions and the
establishme nt of br idge banks (where the latter is in the pub lic inte rest ). The parameters of
the levy noted in paragraph 18 will be determin ed by end-December 20 11.

D. Structural Reforms

24. R eforms to sectoral wage agreements are being prepared consistent with the
time-bound action plan completed at end-September. On July 28, the Gove rnment
outlined prop osed changes to Employment Regulation Orders (EROs) and Regi stered
Employment Agree ments (REAs) aimed at increasin g emp loyers' willingness to hire, in
parti cul ar in sectors hard-hi t by the crisis, and to faci litate the necessary cross sector

adj ustment. These announce ments took into consideration the impl ications of the 7 July 20 11

High Court rulin g which foun d that sections of the leg islatio n governing wage -sett ing
mechani sms w ithin Joint Labour Co mmittees are unconstitut ional. The reforms will allow the

targeted abolition of some EROs; greatly streamline the num ber of minimum wages set;

req uire consideration of econom ic co nditions such as unem ployment, wage trends, and
international competitivenes s in setting wage rates; allow greate r flexibili ty to deviat e from

EROs for companies facing financial difficulties; and will no lon ger includ e conditions of
employment covered in ex isting legislation , such as compensat ion for wo rking on Sunday.

The reforms also w ill establi sh a tim e-bound process by which REA term s may be varied

w ithout consen t of all part ies, clarify the representativeness of part ies necessary to reg ister an
REA, and clarify when RE As may be cance lled. Legislation will be submi tted to the

Oireacht as by end-December 20 II .

25. We will st rengthen activation a nd training policies to help jobseekers get back to
work. We will commiss ion and publi sh an externa l eva luatio n of the revised nation al

employment actio n plan to ensure :

• that the large numbers of unemployed acro ss all regions, including the long
term unemployed, have adequate incentives and skills needed to return to
work ; and

• the data and reportin g systems required to ensure more effective interv enti ons

are put in place , incl ud ing:

o group intervention statistics (3 to 6 months);

o ongoin g interventi on statistics (pos t 6 months) inc lud ing numbers and

level of penalty sanctions .



Based on its recommendations we will prepare an implementation plan by end-March 20 I2

(proposed structural benchmark).

26. We are advancing a substantial body of legislation to lower costs in sheltered

sectors and strengthen competition law, thereby enhancing economic efficiency and

Ireland's growth potential. In October, the Government submitted to the Oireachtas the

Legal Services Regulation Bill , which will increase transparency on legal costs, better protect

consumers of legal services, and create independent oversight bodies for professional

misconduct and disputes over legal costs that cover both solicitors and barristers. In

September, the Government submitted legislation to make it easier for general practitioner
doctors to obtain contracts under the General Medical Services Scheme. To improve

enforcement of competition provisions, the Government submitted the Competition
(Amendment) Bill to increase penalties under existing statutes for violations of competition

law, allow recovery of investigation and court proceeding costs, and make it easier for

private individuals to prove an action once public enforcement proceedings have been taken

successfully. We will continue to engage with the staff of the European Commission on the
effectiveness of competition enforcement. We will seek the timely enactment and

implementation of this legislation.

27. We are preparing an ambitious programme of state asset disposals and
associated regulatory reforms. We are considering options for asset disposals, based on the

Programme for Government and the report of the Review Group on State Assets and

Liabilities. Our draft programme of asset disposals will be discussed with the European

Commission, the IMF and the ECB by end-December 20 I I, in advance of taking final

decisions on the programme to be pursued . The draft programme will identify potential assets
for disposal and any necessary regulatory changes, including those needed to be consistent

with relevant EU legislation, that would have to be made in advance of such disposals. The

timetable for implementation will take into account the need for an orderly process that

avoids fire sales and allows time to implement regulatory reforms.

E. Programme Financing

28. The program remains well financed and improvements in the terms of ED
lending have strengthened Ireland's financing and debt outlook. The combined effect of

the very welcome significant redu ctions in interest rates and longer maturities on EFSM,

EFSF and bilateral loans, along with quota related reductions in IMF lending rate s, could

reduce our interest bill by around EIO billi on over the full period to maturity. We look
forward to final implementation of these important commitments . The first disbursement

und er the UK bilateral loan in the amount o f EO.S billion was made in early October in the

co ntex t of the completion of the third review of the IMF-supported program. Bilateral

discuss ions with Swede n and Denmark are ongo ing, with completion of the loan

doc umentation pending final agreeme nt on the new EFSF term s.



F. Programme Monitoring

29. Progress in the implementation of the policies und er the programme will continue to

be monitored through quarterl y and continuous performance criteria, ind icative targets,
structura l benchmarks, and quarterl y programm e reviews, as env isaged in the Letters of

Intent of 3 December 20 I0, 28 April 20 11, 28 July 20 11 and this letter. The programme also
continues to be in compliance with requirements under the Memorandum of Understanding

on Specific Policy Conditionality. The attached Technical Memorandum of Understanding

(TMU) defines the quantitative performance criteria and indicative targets under the

programme. The Government 's targets for the exchequer primary balance are monitored

through quarterly performance criteria and net central government debt is an ind icative target

(Table 2). As is standard in EUIIMF arrangements, there is a continuous performance
criterion on the non -accumulation of external payment arrears. Progress on implementing
structural reforms is monitored throu gh structura l benchmarks (Tables 1 and 3).

30 . We authorise the IMF and the European Commission to publ ish the Letter of Intent

and its attachments, and the related staff report.



Measure

Table 1. Programme Monitoring

Date Status

End-Dec ember 2010 Observed
End-December 2010 Observed

End-February 2011 Not observed 1/

End-February 2011 Observed 2/

End-March 2011 Observed

End-March 2011 Obse rved

End-March 2011 Obse rved

End-April 2011 Observed

End-May 2011 Observed

End-June 2011 Observed

End-July 2011 Observed

End-July 2011 Obse rved

End-September 2011 Obse rved

End-October 2011 [Observed]

End-December 2011 Observed

Quantitative Performance Criteria

Cumulative exchequer prima ry balance

Indicative Target

Ceiling on the stock of central government net debt

Continuous Performance Criteria

Ceiling on the accumu lation of new external payments arrears on
external debt contracted or guaranteed by the centra l government

Structural Benchmarks

Define the criteria to run stringent stress tests scenarios.
Agree on terms of reference for the due diligence of bank assets by
internationally recognised consulting firms.

The Central Bank will direct the recapitalisation of the principal
banks (AlB , Bol and EBS) to achieve a cap ital ratio of 12 percent
core tier 1.
Submit to Dail Eireann the draft legislation on a special resolution
regime .
The Cent ral Bank to comp lete the assessment of the banks'
restructuring plans.
Comp lete the diagnostic evaluation of banks' assets.

Complete stress tests (PCAR 2011).

Comple te a full assess ment of credit unions' loan portfo lios

Finalise plans for the recapitalisation of Irish Life and Permanen t.

Establish a Fiscal Advisory Counc il.

Complete the recap italisat ion of Allied Irish Banks , Bank of Ireland ,
Irish Life and Permanent and EBS Building Society.

Submit the Superv ision and Enforcement Bill to Oireachtas.

Comp lete the legal merger procedures of Allied Irish Bank and EBS
Building Soc iety.
Publish a memorandum of understanding governing the relationsh ip
of the Department of Finance and the Central Bank in relation to
banking sector oversight.

The merger of Irish Nationw ide Building Society and Ang lo-Iris h
bank .

End-September 2011

End-September 2011

Cont inuous

Observed

Observed

Observed

1/ Central Bank directions were issued with in the required timefram e, however completion of the capital
injections required was postponed by the Minister for Finance until after the General Election. These directions
are now superseded by the Centra l Bank's PCAR direct ions of 31 March 2011.
2/ ln practi ce this was submitted to the Seanad as discussed in paragraph 210f the MEFP, as the Dail was
dissolved owing to the elect ions.



Table 2. Ireland: Quantitative Performance Criteria and Indicative Targets under the Economic Programme
for2011 -12

June 30, 2011 September 30, 2011
December 31,

2011
March 31,

2012
June 30,

2012
September
30,2012

Target 1/ Outcome Target 1/ Outcome Target Target Target Target

(In billions of Euros)

1. Cumulative exchequer
primary balance 2/

2. Ceiling on the accumulation
of new external payments
arrears on external debt
contracted or guaranteed by
the central gove rnment 3/

Performance Criterion

-10.1 -8.4

o 0

Indicative Target

Performance Criterion

-20.2 -18.3

o 0

Indicative Target

Performance
Criterion

-15.0

o

Indicative
Target

Performan ce
Criterion

[-5.7]

o

Indicative
Target

Indicative
Target

[-7.4J

o

Indicative
Target

Indicative
Target

[]

o

Indicative
Target
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3. Ceiling on the stock of
central government net debt

94.6 91.7 115.9 111.7 100.4 [107.9] [112.0] []

1/ Adjuste d.
2/ Measured by the exchequer balance excluding interest payments. Cumulat ive from the start of the relevant calendar year.
3/ Appl ies on a continuous basis.



Table 3. Ireland: Upcomi ng Structural Benchmarks under the Programme
for 2011-2012

Measure Date Status

Financial sector policies

Central Bank to issue guidance to banks for the recogn ition of accounting
losses incurred in their loan book (MEFP, ~13) .

Finalise a strategy to guide the development of broader legal reforms around
personal insolvency, including significant amendments to the Bankruptcy Act
1998 and the creat ion of a new structured non-judicial debt settlement and
enforcement system (MEFP. ~16) .

Publish legislation to strengthen the regulatory framework includ ing making
legislative provision for effect ive governance standards and prudential
requirements for cred it unions . (MEFP, ~19) .

Fiscal policies

End-December 2011 Structural
benchmark

End-December 2011 Structural
benchmark

End-June 2012 Proposed
structural
benchmark

Introduce a medium-term expenditure framework with binding multi-annua l
expenditure ceilings with broad coverage and consistent with the fiscal
consolidation targets (MEFP, ~8) .

Submit to parliament, as part of the Fiscal Responsibility Bill , a legal
framework for the Fiscal Advisory Council ensuring its independence (MEFP,
~9) .

Structural policies

[Prepare a reform and implementation plan for activation and training
programmes based on the recommendations of an external review (MEFP ,
~25) .

2012 Budget day in
early December
2011

End-March 2012

End-March 2012

Structural
benchmark

Structural
benchmark

Proposed
structural
benchmark]


