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Executive summary

A joint EC-ECB-IMF mission visited Dublin during-2& October to conduct the"8eview
of the EU/IMF financial assistance programme foelénd. The mission updated the
programme macroeconomic framework by revising deemewhat the forecast for real
GDP growth in 2013, mostly as a reflection of tevér pace of economic activity ngw
envisaged for Ireland's key trading partners andnewhat weaker domestic demand.
Forecasts for key aggregates in nhominal terms fait®have been kept broadly unchanged,
however, reflecting higher-than-expected inflatibmemployment is envisaged to remain
broadly stable at around 14.8% in 2013, but is easingly long-term in nature—a key policy
concern.

Programme implementation remains strong overall:

* As regards fiscal consolidation, central governmesh figures through September
2012 were better than profiled, mostly on accouhtoger-performance in tax
revenue and lower-than-profiled capital spendingt the social welfare and health
budget lines recorded overruns. Despite weakenimgak revenue in the fourth
quarter, the 8.6% of GDP deficit ceiling is withieach. Two pieces of legislation
advancing the reform of the structural fiscal frameek (one formalizing the fisca
council and enabling ratification of the fiscal cpatt and the other giving a legal
basis to medium-term expenditure ceilings introdulest year on an administrativie
basis) were also published.

* As regards banking supervision and financial seateform, several pieces of
legislation were introduced to the Dail by end-®epber as required. While thejir
content was broadly in line with programme undendiag, Commission services
found that the unduly high EUR 3 million cap ongilie secured debt raises
implementation risks for the new personal insolyeregime. Separately, the credlit
institutions resolution fund levy, which in somg kespects (notably, the basis of the
levy and the target size of the resolution fundhds in line with the European
Commission proposal for the EU directive establigha framework for the recovery
and resolution of credit institutions and investinérms will have to be reviewed
when the EU legislation is published. An adviscewie for distressed mortgage
borrowers was also introduced. Banks continue tdkenprogress towards thejr
deleveraging targets and to advance operationairuvesurings, but concerns remaijn
on the prospects for their profitability in the new term and the scarcity of ngw
lending to underpin economic activity.

* Progress continued on: (i) reforming labour marleetivation policies, though the
pace should be accelerated and their coverage dgtéto reach a greater share pf
long-term unemployed; (ii) putting water serviceoyision on a sound footing,
though implementation risks are important as metstallation has yet to start and
the authorities are concerned that there might bsistance to introduce charges
ahead of a full roll-out of meters; (iii) preparingelect state assets for eventual
disposal; and (iv) reforming the sectoral wage isgttmechanisms (legislation fo
which has been passed).

=

Policy discussions were, as usual, frank and cogtitre and underscored that key risks and
challenges remain:

e Authorities reiterated their commitment to obsetlre agreed fiscal consolidatign
path. In particular, they have committed to deahinurable way with the spending
pressures experienced in the health sector (esttn&d have caused the health
budget baseline to increase by EUR 700 million)e Tinssion stressed the need to
ensure that measures are durable and growth-frigradid that they minimise the
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burden of adjustment on the most vulnerable. Thisated 2012 outturn weakened
somewhat as from October 2012 with higher expereliaverruns and somewhat
lower-than-previously-expected tax revenue projesti Against this backdrop, the
2013 budget targets the agreed deficit ceiling.684 of GDP in 2013 by introducing
revenue and expenditure measures in the order ofR EM and 1.9 billion
respectively, as well as increasing dividends fetate-owned companies. The deficit
target for 2013 is predicated upon a macro scendnit is slightly more optimistic
than the one contemplated by the Troika. Revenasumes include the introductig
of a value-based property tax, a broadening of fgour tax base, as well gs
increases in motor tax and excises. Expendituringavare expected to be achieved
by reducing child benefit rates, further reducinge tnumber of public servige
employees, increasing student contributions andugh other saving measures. The
authorities also confirmed their commitment to reelthe deficit to 5.1% of GDP in
2014 and 2.9% in 2015, in line with the programme.

* |n the financial sector, key challenges include howaddress the banks' growing
arrears backlog and ensure that they can resumgimdaan active role in support of
the recovery. While the pace of mortgage arreaoshbtion has decelerated
recent months, progress in dealing with long-terom-performing loans has been
slow and needs to be accelerated under active sigien by the authorities. Failure
to decisively act on the mortgage arrears wouldeposreased risks to banks' future
capital positions. The mission also emphasised, that the reformed personal
insolvency regime and the mortgage arrears strategye effective, it is essential to
remove the identified impediments to repossesdiaoltateral as a last resort to
dealing with unsustainable debts, while recognisthgt it is desirable to keep
families in their homes wherever possible. Thers Wweoad agreement that bamnk
profitability should be enhanced with continued gmess on operational
restructuring and a concerted exit from expensiability guarantees amid growing
market confidence in Irish banks. Another key polwiority is to ensure that
potential obstacles to credit extension for SMEs identified and addressed, given
the importance of this sector for future job creati

* The increasingly long-term nature of unemploymentai particular source of
concern. While there is scope to speed up the padexpand the coverage of active
labour market policies, the bursting of the reakags bubble has generated |a
structural shift in the labour market and risingillk mismatches. Averting a "lost
generation" will require a convergence of effortsimprove the functioning of the
labour market, re-skill the long-term unemployex$tér job creation, and ensure that
an adequate incentive structure is in place to roptly benefit when economic
recovery gathers pace.

* As far as the sovereign funding outlook is concagyrie the course of 2013 the
authorities intend to maintain a comfortable casbsigon covering broadly
12 months of future financing needs in preparafmrihe exit from the programme,

>

>

Disbursement

Successful completion of this review would trigther release of EUR 0.8 billion from the
EFSM/EFSF, EUR 0.9 billion from the IMF, and EUR Billion from the UK under it$
bilateral loan.
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1. Introduction

This report covers recent macroeconomic and fimdndevelopments, programme
implementation, and the main challenges aheadssesssed by the joint EC/ECB/IMF
staff mission to Dublin on 16-25 October 2012 ie tontext of the eighth review of the
economic adjustment programme, as well as the @$sdcpolicy discussions with the
Irish authorities.

Successful completion of this review would trigglee release of EUR 0.8 billion from
the EFSM/EFSF, EUR 0.9 billion from the IMF, and E0.5 billion from the UK under

its bilateral loan. This would bring disbursemetat€EUR 56.6 billion, representing 84%
of the total international assistance of EUR 67lloh under the programme.

2. Macro-fiscal and financial developments

Macroeconomic developments in the second quarter &#012 were broadly in line
with programme projections. There was essentially no quarter-on-quarter (g-0-q)
growth in real GDP in the three months to June eassnally adjusted (sa) terms.
Domestic demand continued to be weak, with declib@h on g-o-q (sa) and annual
terms in all of its components, and especiallyviblatile investment category. The 0.4%
(g-0-q, sa) decline in private consumption représgia notable slowdown in the pace of
contraction, in line with high-frequency indicatossich as retail sales, which were
essentially flat. Exports fell in quarterly ternas goods exports were hit by weakening
demand from trading partners as well as possildedigns of the recent strong growth of
chemical exports reversing (the so-called "patexpiration cliff’, Figure 1). The
year-on-year (y-0-y) increase in export growth df%2 continued to be robust, especially
in the services category, supported by some reggiof the competitiveness lost in the
pre-crisis boom (Figure 1). Together with relatweleak imports, this led the balance of
payments to record a surplus of about 8% of GDBgeasting that Ireland is well on its
way to a third year of surplus in the external acts. The strong g-o-q increase of GNP
(+4.3% , sa) was a welcome development, but magflects factor inflows from Irish
multinationals unrelated to the performance of liieh economy.The net international
investment position improved marginally, a remindleat the unwinding of external
imbalances incurred prior to the crisis takes ti@@mpetitiveness indicators continued to
improve steadily, although not at the pace obsenvéide immediate wake of the crisis.

! This report reflects information available as 8fllecember 2012.
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Figure 1: Productivity, competitiveness, and rebalacing
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More recent high-frequency indicators have been soewhat mixed. The
manufacturing and services PMI grew strongly in &lmber and are at historically high
levels, although the rates of increase slowed inufaturing output and new orders. On
the other hand, industrial production fell by alind8% in annual terms in October after
an unexpectedly large fall in September on an dnama monthly basis led by
developments in the pharma-chemical sector. Earticators of domestic demand
showed a more coherent picture, with the serviodex expanding at an accelerating
pace in annual terms in November. Although residemtroperty prices are still down
compared to last year's levels (by 8% on an anbaals as of October) there are
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emerging signs of stabilization, especially in urlzmeas, with a slowing pace of annual
decline and some increase in rents.

Inflation has been moderating in recent monthsWith relatively strong price pressures
from energy and services (especially insurancealieean the year and temporary VAT

effects moderating, HICP inflation fell in Octobdainging the annual average rate in
January-October 2012 to 2.0%.

Despite a slight further deterioration of labour maket conditions in the third
quarter, the situation appears to have broadly staitised. Employment fell by 0.3% on
a quarterly basis (sa) in Q3, following similar lilees in the first two quarters (Figure 2).
The y-0-y rate of decline in employment decreasethf1.3% in Q2 to 0.2% in Q3.
Declines in Q3 originated mainly from the publia\see, where the head count fell by
4.1% in annual terms on the back of retirementggéted by expiring favourable
treatment of pensions and lay-offs of temporary sDenworker$. Private sector
employment appears to be stabilising with margdealines in the last two quarters. Due
to migration-driven decreases in the labour fotbe, unemployment rate was virtually
unchanged at 14.8% (sa) for the third consecuthaatgr in Q3 although the number of
unemployed individuals fell for the first time saearly 2005.

Figure 2: Growth in employment and real GDP
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Fiscal performance weakened in the second half 0022. Tax revenue was better than
expected in the first half of the year but undefigraned later in the year and is estimated
to be 0.4% of GDP below the 2012 budget plans {€i@). This shortfall is partly offset
by higher-than-budgeted revenue from the sale dbildelephony licences (0.2% of
GDP). Spending pressures in social and healthcndontinued into the second half of
the year, on account of higher-than-budgeted uneynpént numbers and continued
slippages/delays in the implementation of plannedith measures (these account for a
large part of the health overruns—see Section 6wand Table Al). The overruns in
health and social protection (0.4% of GDP) are etqueto be partly offset by capital

2 The window for favorable treatment, which allowfed pension entitlements to be calculated based on
pre pay-reduction basis, exprired in February. r@etents have nevertheless continued in the follgwin
quarters.
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expenditure savings (0.1% of GDP) and lower-thampéd spending by other
departments (0.1% of GDP). While cash interest edjpere is expected to be lower than
planned, an increase in negative interest cashialceadjustment implies a lower net
effect on the general government balance (0.3% DP)s Table A2 compares the
expected 2012 fiscal outturn with the budget plaine 2012 fiscal deficit is estimated at
8.2% of GDP in Budget 2013.

Figure 3: Fiscal performance in 2012
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Source 2013 Budget, Department of Finance and Commissgovice estimates

Notes Figures are consistent with the monthly projedipublished in May 2012 with corresponding adjestts for the previous
months. Tax and expenditure items are adjustetinfdng-related temporary factors, which in partamimproved corporation tax
outturn against profile in February-June and neftheexpenditure in July-August. Expenditure inéadiepartments' own receipts
(appropriations-in-aid), except for PRSI revenukjclv is presented among tax revenue. Capital expeads showed separately
from current departmental expenditure.

Banks continue to deleverage their balance sheeBOI has already met its 3-year non-
core asset disposal target and AIB achieved 83#s ofiginal 3-year deleveraging target
by end-October, (both banks have done so in linlke RLAR-assumed discounts). PTSB's
progress to date has been limited, with EUR 3l®hilof net customer loan balance
reduction and no material asset disposals compleiedend-September. Following
agreement with programme partners, in SeptembelCBieinformed the bank that it
would await the outcome of ongoing discussionst®mnevised restructuring plan before it
considers PTSB's future deleveraging requiremé&#sof end-September, total net loan
balances at the covered bahksmve decreased by almost EUR 50 billion from end-
December 2010 (of which EUR 13.8 billion year tdaejarepresenting over 70% of the
original 3-year programme deleveraging tafyetn additional EUR 13.1 billion of
deleveraging has been completed by IBRC over three gzeriod. A further EUR 2 billion

% Banks covered by the 2011 PCAR/PLAR exerciseBi@!, AIB/EBS, and PTSB.

* The original programme deleveraging target requirdcUR 70.2 billion net loan balance reductioroasr
the covered banks by end-2013, reflecting non-eseet disposals, amortisation and FX/other adjugsne
The programme deleveraging monitoring framework giase modified (see Commission Servicegort
on the 7th programme review (e.g., page 25).
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of asset disposals have been sale-agreed as dilovieilmber, and are expected to settle
by year-end.

Figure 4: PCAR banks' funding developments

Deposit stock increased for fifth consecutive ...reducing reliance on central bank funding to

quarter despite recent outflows... its lowest level since programme inception.
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and by "other claims on euro area credit instingio
thereafter; November data is through 7 Novembey.onl

These deleveraging efforts, continued deposit infles and recent market issuance
have contributed to a gradual decline in covered baks' reliance on central bank
funding. Despite recent outflows (EUR 1.1 billion in Augigeptember) their combined
deposit stock was about EUR 11 billion higher intadber than a year earlier, having
recorded net inflows of EUR 14.7 billion since thed quarter of 2011. As a result, loan-
to-deposit ratios at the pillar banks have steatiglined, with AIB's falling below 120%
by end-October and BOI's below 130% in NovembeliaRee on central bank funding
has reduced correspondingly, and was more than EJRillion (36%) lower in early
November relative to the February-2011 peak (Fighrdn addition, in mid-November
BOI issued a EUR 1 billion unguaranteed covered dforcollateralised by Irish
residential mortgage loans, the first such issuasioee before the launch of the
programme, followed by a similar issuance of EUR) 3flillion by AIB later in the
month. The relatively competitive pricing (Figurgdnd strong (largely foreign) investor
demand are important signs of improved market foggrospects for Irish banks.

® This is not reflected in the above figure for thduction in the banks' reliance on central bamkliing.
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Figure 5: Unguaranteed covered bonds issued by seld=uropean banks, 2012

Pricing on Irish banks' recent covered bond isstmwpare favourably with European peers'

Maturity  Spread

Issue Date Borrower Moody's/S&P/Fitch Country Issue $zbn) Coupon (%)
1-Feb-12 Santander Aaa Spain 2.00 3.250 17-Feb-15 210
6-Feb-12 Banco Sabadell Aaa Spain 1.20 3.625 16-Feb-15 250
7-Feb-12 Banesto Aaa Spain 0.50 3.750 17-Jun-16 235
8-Feb-12 Caixabank Aaa/AAA Spain 1.00 4.000 16-Feb-17 248
22-Feb-12 Bankia A2/AA Spain 0.50 4.000 28-Feb-14 290
24-Feb-12 Cajamar AA- Spain 0.50 5.000 28-Feb-16 390
12-Mar-12 Bankinter SA Aa2 Spain 1.00 4.125 22-Mar-17 268
21-Mar-12 Banco Popular Aa2 Spain 0.60 4.125 30-Mar-17 255
18-Apr-12 Unicredit Aaa Italy 0.50 2.625 25-Apr-19 88
14-Aug-12 Unicredit A2/AA+A Italy 0.75 4.000 31-Jan-18 @9
3-Sep-12 Unicredit Aal/AAA Italy 0.50 1.875 12-Sep-22 22
10-Sep-12 Banesto A3 Spain 0.50 4.750 24-Jan-17 395
11-Sep-12 Banco Sabadell A3 Spain 0.50 4.250 19-Sep-14 375
17-Oct-12 Unicredit A2/AA+A ltaly 0.25 4.000 31-Jan-18 019
18-Oct-12 Bank A3/A Spain 0.50 3.875 30-Oct-15 335
13-Now-12  Bank of Ireland Baa3 Ireland 1.00 3.125 20-Ndks 270
22-Nov-12  Intesa Sanpaolo A2 Italy 1.25 3.625 5-Dec-22 200
26-Nov-12 BBVA A3 Spain 2.00 3.500 5-Dec-17 260
28-Nov-12  Allied Irish Bank Baa3/A/A Ireland 0.50 3.125 4Dec-15 270
30-Nov-12 La Caixa Aaa/AAA Spain 0.20 5.000 22-Feb-16 450

Source Bloomberg, Bond Radar
Note Spread and ratings indicated as at times of jsallainguaranteed covered bonds issued by bamks frulnerable or

programme countries through 5 December 2012 indlude

Monetary conditions have broadly continued to easdnterest rates on new loans to

non-financial corporations (NFCs) have been ondimlag path for the past 12 months,

reflecting reductions in Euribor, as have intemr@gés on new mortgages. They remain
volatile, however, and banks increased their végiahtes by 21 bps on average in
September to improve their net interest margingui@ 6). Rates on consumer credit not
related to house purchase have also been on aysteathward trend since the beginning
of the year, with floating and up to one-year fixates lower by almost 80 basis points

since January.
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Figure 6: Evolution of key lending rates
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Yet the flow of credit to the economy remains weakNet lending to households has
continued to contract, though the flow of loansliouse purchase in the third quarter of
2012—EUR 0.7 billion of new mortgages issued (drademvn)—was the largest since
Q4 2010 and almost 27% more than in Q2 2012. O0&t 8f these loans went to the
first-time buyer and mover-purchaser segments (Eigr). This is consistent with
emerging signs of stabilisation in domestic resi@g¢rproperty prices, although many
transactions continue to be carried out in ¢ablet lending to NFCs also continues to
decline, though this partially reflects lower demdar investment spending, the gradual
shift to shorter-term facilities such as overdrdftdich continue to increase, albeit at a
slower pace), and the sector's high leverage, dineduas a result of legacy real estate
exposures. Credit to indigenous SMEs (excludingperty and financial intermediation)
Is still contracting, though the annual rate oflohecfell to 4.9% by end-September from
8.9% a year earlier. Profitability challenges aheé still-sizeable funding gap might
hinder banks' capacity to extend new lending, witichld represent a downside risk for
the recovery. Other constraints include the difficuof disentangling viable SME
activities from their legacy debts and the needlanks to enhance their capacity to
assess SMEs' creditworthiness based on their taghdther than—as was often the case
during the boom years—on their property collatésak Section 6). Foreign-owned Irish-
resident banks are also contracting their expasudemestic agents.

® Based on the recently-launched residential prgpegister data base, in the first three quartér204.2
approximately 45% of transactions have been camigdn cash.
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Figure 7: Bank loan developments

Lending to households and NFCs continues to First-time-buyers and mover-purchasers account
contract, though mortgage credit showing signs of for the largest share of new mortgage lending
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Despite recent signs of stabilisation, the increasjly long-term nature of mortgage
arrears is a persistent source of concernWhile arrears balances on owner-occupier
mortgage accounts less than 90 days past due ¢dpibacted over the two quarters to
end June 2012 (by 5.6% and 1.9% QoQ respectivaty)ncrease was recorded in Q3
which however was reportedly due to a technicairinissue’ Excluding the impact of
this, a decline of [1.3%] in arrears balances aSl¢han 90 dpd is estimated for the
quarter. The deceleration in the pace of formatibnew arrears reflects a stabilisation in
the macroeconomic environment and some initial céffeness in covered banks'
strengthened efforts to tackle arrears early onwvéver, arrears balances on accounts
more than 180 dpd continue to increase reaching d4% of the total stock of owner
occupier and investment property mortgages at epdegber. This highlights the urgent
need for banks to implement advanced loan modifinabptions to their long-dated
arrears' stock in earnest. Curing late arrearsf ipacamount importance for restoring
profitability and minimising potential further lodosses.

Taking advantage of improved sentiment towards Irie bonds, the authorities have
added to their cash buffers.Yields on Irish government bonds have declineddsiga
recent months and markedly since the supportivierstents from euro area leaders in
June and July (the yield on the 2020 bond fell fi®2P%6 in July to 4.5% in December).
While the ratings by the major credit rating agesdnave remained unchanged since the
downgrades at the beginning of last year, onegatgency upgraded Ireland's outlook to
stable from negative in mid-November (Figure 8)teAfthe summer issuances of short-
term T-bills and long-term bonds, Ireland made tWwbill issuances in October and

" Seelnformation releasef the Central Bank of Ireland on Mortgage Arreansi Repossessions Statistics
for the third quarter of 2012.
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November, with further reductions in the yields5@% in November, down from 0.7% in
October and 1.8% in July) and comfortable bid-teeroratios. The increased market
appetite likely reflects the continuously stronggnam implementation and progress on
European initiatives to strengthen the instituticar@hitecture of EMU. These issuances
enabled a significant increase in cash balanceghwstood at EUR 23.4 billion at the
end of September (see also Table 3 on page 44) coitesponding upwards revisions to
the interest bill and gross debt.

Figure 8: Developments on the Irish government bondharket

Irish bond yields have declined steadily in 2012... while ratings have stayed flat.
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3. Programme implementation

Programme implementation remains strong

. Fiscal policy/framework. Cash figures through September showed a bettar-tha
profiled central government balance (the IMF quattie performance criterion on the
cumulative primary exchequer balance for Q3 hasbwet by a sizeable margin, i.e.
EUR 1.3 billion). Two Bills were published as péretprogramme requirement. The
Fiscal Responsibility Aétplaces the Irish Fiscal Advisory Council on a @ity basis
and implements budgetary rules and debt rule i@ Viith the Treaty on Stability, Co-
ordination and Governance in the Economic and Magetynion, The other piece of
legislation will provide legal basis for alreadyepational medium term expenditure
ceilings (Ministers and Secretaries (Amendment) B012). Health measures were
specified to address the health overruns, althahgin implementation and effectiveness
was not as anticipated (see section 5 below).

. Financial sector reforms. In recognition of the progress achieved towards th
programme’s deleveraging objectives discussed dtioge2, the modified deleveraging
monitoring frameworK® has been formally operationalised through official

8 http://www.finance.gov.ie/documents/pressreleagdgfnn109append.pdf
° http://www.oireachtas.ie/documents/bills28/bills1208112/b8112.pdf
1% bescribed in theeporton the 7' programme review (see, e.g., page 25).
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communications by the central bank to coveredtunsins, and the first report under the
new monitoring arrangements was provided in acearelavith programme requirements.
The authorities have also provided their routingores on banks' performance with the
work-out of arrears and unsustainable mortgage &ME loans. The financial
supervision framework continues to be updated.irla Wwith programme requirements,
two pieces of legislation were published to (i)eststhen the credit union legislative
framework and (ii) establish a Central Credit ResgisFurther benchmarks were observed
through the introduction of regulations to (i) regucredit unions to maintain an amount
in the Deposit Protection Account of the CBI and(iip institute a credit institution
resolution levy to recoup EUR 500 million in Exclueqg resources provisioned for the
resolution of troubled credit unionghe latter is, in some key respects (notably bh&s

of the levy and the target size of the resolutiand), not fully in line with the European
Commission's proposal for the EU directive estabtig a framework for the recovery
and resolution of credit institutions and investinédnms, and the authorities have
undertaken to review it when the EU legislation pgablished. Individual banks'
operational reorganisations also continue to pssyrevith an updated restructuring plan
submitted by AIB's management to the European Casion for assessment under state
aid rules.

. Structural reforms. Legislation reforming sectoral wage setting arranegets to
increase labour market responsiveness to changimigoenic conditions was enacted in
July, and the authorities have updated the Troikath®e actions they are taking to
strengthen their labour market activation policiegluding in terms of data collection
and provision (progress is being made, but thelaigéd is enormous and efforts could be
stepped up accordingly, see section 7). A prograrfaoiditating access to professional
financial advisory services for distressed borr@wsas put in place. Finally, progress
continued in terms of bringing identified non-ségit state assets closer to the point of
sale and detailing the implementation strategyttierreform of water services, although
delays to the latter appear to be accumulatinge@slly as regards the metering
programme (see section 7), and implementation aek®spondingly growing.

New conditionality milestones were agreed, and anxisting financial sector
benchmark was postponed by a quarter.New programme conditionality was
introduced including to guide the process leadmthe introduction of water charges, to
monitor closely the banks' progress on resolvinggér-dated arrears, to amend the
Company act making for cheaper and easier deblutesoprocesses for SMESs, to assess
the costs of health service provision in comparigath other countries, and to ensure
that the new personal insolvency framework operatesd balanced incentives by
restoring banks' ability to repossess their calidtas an appropriate last resort measure.
Taking account of recent developments concerniegdBA stress test, now expected in
the second half of 2013, and given prior understanthat the two exercises would be
aligned in terms of timing, it was agreed to posgpdhe programme requirement to
complete the next PCAR from the second to the thudrter of 2013 (see updated
programme documents in Annex 3).

4. Macroeconomic outlook

The growth forecast underpinning the programme rem#s unchanged for 2012,

albeit with a slightly different composition, but it has been revised down for 2013.

The overall growth story for the coming years ighanged, with net exports as the main

driver of growth, although domestic demand is exg@do be slightly weaker than
16



VS-Nur fur den Dienstgebrauch Anlage 1 zu BMF-¥gd Nr. 4/13 VS-NfD

previously assumedAs outlined earlier, data released since the saveview continue
to be broadly consistent with real GDP growth @f%0.in 2012. The contributions from
net exports have been revised up somewhat for 2013; however, mainly due to
imports recently being weaker than expected. Rricansumption has accordingly been
revised down marginally for the coming years. Exgwojections for 2012 have been
kept at previous levels despite the worsening aateenvironment. For 2013 the
downgrade of the external environment projectioosigared to the seventh review is
expected to bring down export growth somewhat,oalgfn the resilience of exports
(particularly services) in recent years will likedgt as a buffer. A gradual slowdown of
growth in goods exports as patents expire is lwiti the projections, as well as more
modest growth rates of services exports than wiaat heen observed recently. The
contribution to growth from net exports is set tayslargely unchanged as further
contractions are expected across all domestic deérnamponents, which will dampen
imports correspondingly. As a result, 2013 GDP dlotas been revised down to 1.1%
from 1.4% at the seventh review.

The outlook for nominal GDP growth in 2013 is, howeer, broadly unchanged. The
HICP inflation forecast has been revised up to 2f6P2012 following relatively strong
increases earlier in the year (even after taking micent moderation into account).
Inflation is expected to decline in the coming yeas temporary price pressures are
unwound, thus supporting continued gradual impra@nin competitiveness relative to
the euro area, before inching up again towards 32@®@l5 in line with expected
developments in the euro area. Although recentdesf-trade developments have partly
offset the effects of higher inflation on the GDé&fldtor, the net effect is positive, which
results in higher projected levels of nominal GDP 2012-2013 compared to those
underpinning the " review despite the lower real GDP growth rateQa 2

Weak labour market developments and their knock-oreffects on domestic demand
are expected to weigh on real GDP growth into 2014 he anatomy of the shock to the
labour market has been outlined in previous repemsssive job losses both in the
construction and industrial sectors being folloviegdoss of services jobs (Figure 9)—but
recent data again suggest that previous projecti@ie somewhat optimistic as regards
to when employment would start growing and unemmilent fall substantially. As a
result of weaker labour market projections, doncegémand and GDP growth for 2014
have also been reduced. Since the start of thes,cgetential growth has been driven
solely by total factor productivity amid extensilebour shedding and extremely low
levels of investment, in marked contrast to theopperiod (Figure 9). The mission
continues to believe that the Irish economy hagtitential to grow around 3% per year
towards the end of the projection period, althotlghcontinuous edging up of the share
of long-term unemployed, the risk of cemented skithismatches and the uncertain
investment outlook are increasing threats to thaéssment.
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Figure 9: Labour market and contributions to potential growth

75 - Contribution of selected sectors to changes in
employment (year on year), thousands

50 - 4 Contributions to potentiajrowth, %

25 |

25

11 \
50
= Industry (B to E)

0 _
-75
® Accommodation and | Capital accumulation
-100 | food service (I) 1
=Wholesale and retail ) TR
125 [ trade, mO’FO repairs (G) Total labour (persons and hours
m Construction (F) worked)
-150 - 3
S S S S S S S 2001 2003 2005 2007 2009 2011 2013 2015
o o o o o = [
(&3} (<] ~ 5] © o [

Source: Commission Services calculations

€0-2102

Source: Central Statistical Office

There is significant uncertainty around domestic demand projections from the
private sector debt overhang and high precautionarysavings, and possible profit-
hoarding by some corporates.Property markets have just started to show signs of
stabilisation and substantial deleveraging hasasbdrdly dented the elevated household
debt to disposable income ratio, which at 200% éserthan twice the euro area average.
The link between mortgage payment discipline armbla market status is also strong
according to a recent CBI survey. These are théorfmcunderpinning the baseline
scenario where balance-sheet adjustment due tarde hit to household net worth (see
Figure 10) will continue to weigh on domestic decha®n the upside, positive surprises
relative to the baseline could result from the urding of precautionary savings, which
appear to be very significant at least among tload®rts (loosely, the very young and
old—see Figure 10) where many households are withmutgages. Such unwinding of
precautionary savings could unleash substantiat-yggrdemand once macroeconomic
uncertainty dissipates or bequests are realized.

Figure 10: The wealth effect of the housing bust,ggregate and by cohorts

Change in net worth and non-financial assets as House ownership by cohort
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The non-financial corporate sector is not yet playig a growth-supporting role in
line with its potential. Profit shares are back to pre-crisis levels antticoe trending
upwards, although their macroeconomic importanagificult to assess due to transfer
pricing issues by multinationals (which account foe bulk of growth in gross value
added (GVA) in recent years, see Figure 11), aagértial decoupling of value added in
the sector from aggregate employment and other siitndevelopments. Debt ratios
have stabilized at twice the euro area averageramestment rates continue to decline.
Credit constraints, which appear to be especialhdibg for SMEs, are likely an
important explanatory factor for the subdued creglowth, but so is the lack of
confidence in future growth prospects.

Figure 11: Gross value added by sector
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The authorities expect somewhat stronger real GDPrgwth.'* The Department of

Finance is more optimistic on GDP growth than Cossmoin services throughout the
2012-2015 period, with an annual average differeotd®.3 percentage points. This
results in its projected level of nominal GDP beiBYR 1.5 billion higher by 2015

despite very similar projections for the GDP deftatThe main drivers of the difference
are larger contributions from domestic demand, @saflg through lower imports and

higher investments, as well as somewhat strongeoreéxievelopments. The differences
on the labour market side are minor, with the Depant of Finance projecting slightly
stronger employment growth in 2012-2013.

1 See théBudget 2013, www.budget.gov.ieublished in early December.
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Table 1: Revised macroeconomic framework

Eight review forecasts (late Seventh review forecasts (previc
2011 2012 2013 2014 2015 2011 2012 2013 2014 015
% change on previous year (unless otherwise spd

Real GDP growth 14 0.4 11 2.2 2.8 14 0.4 14 25 2.8
Private consumption -2.3 -2.1 -0.5 1.2 1.8 -2.4 -1.9 -0.2 4 1. 19
Public consumption -4.3 -4.0 -1.7 -3.0 -3.3 -4.3 -3.0 -0.7 35- -3.4
Fixed investment -12.2 -4.0 -1.5 3.0 5.2 -12.6 -4.0 -0.1 45 52
Domestic demand (contributign)  -3.4 -2.2 -0.7 0.3 0.8 4-3. -1.9 -0.2 0.5 0.p
Inventories (contribution) 0.4 0.0 0.0 0.0 0.0 0.4 0.0 00 .00 0.4
Exports 5.1 2.8 3.2 4.2 4.5 5.1 2.8 35 4.5 4.5
Imports -0.3 0.3 2.0 3.2 3.6 -0.3 0.8 25 3.5 3.6
Net trade (contribution) 5.4 2.6 1.8 1.9 2.0 5.4 2.3 1.6 20 20
Employment 2.1 -1.2 0.0 0.9 1.9 2.1 -0.8 0.4 13 2.0
Unemployment rate (level) 14.4 14.8 14.7 14.2 1314 144 814 144 13.7 131
GDP deflator 0.2 1.7 1.3 1.4 1.6 0.2 1.4 1.2 1.4 1.6
HICP inflation 1.2 2.0 1.3 1.4 1.6 1.2 1.4 1.0 1.4 1.6
Current account (% of GDP) 0.5 2.3 34 4.4 4.5 1.1 2.1 33 6 4 47
Nominal GDP (EUR hilion) 159.0 162.3 166.2 172.3 179(9  59.0 161.8 166.1 172.7 180.5

Source: Commission services' calculations.

5. Policy discussions

5.1 Fiscal policies

Putting fiscal policy gradually back on a sustaitelbase is a key objective of the

programme. The authorities continue to make goady@ss in this respect, having met

so far all the quarterly fiscal targets under thedgramme. Yet much still remains to be
done—including to address new spending pressurgsirethe health area—to close the

still large fiscal deficit, and ensure that the tieltio peaks next year and then embarks
on a declining path. The key challenges will beetsure that the adjustment is as

growth-friendly as possible and does not prejudiee quality of public services and that

its burden is fairly allocated (the most vulneraldbould be shielded as much as
possible). The fiscal framework continues to bergjthened, and the legislation granting

statutory basis to the multi-year expenditure ogdé should ensure that these act as a
credible anchor for policies and expectations aftex programme period.

The 2012 budget deficit ceiling is estimated to havbeen observedThe draft 2013
budget forecasts the deficit for 2012 at 8.2% offGbelow the 8.6% programme ceiling.
Despite weaker revenue in the fourth quarter, axpenditure overruns in health and
social welfare, the programme's deficit ceilingersvisaged to be respected thanks to a
one-off higher-than-budgeted revenue from UMT Srlgzesales, lower-than-planned debt
servicing costs, savings in the capital budgettaedositive effect of the higher nominal
GDP base.

There have been overruns in the health sector, whicrequire durable reforms to
reduce the risks of future spending pressures in th area In July the authorities
announced a set of measures to offset the headthrums. They committed to deliver at
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least part of the savings for items planned in 20&2 budget and to take additional
structural measures addressing spending pressaeesregport on seventh review).
Discussions during the mission evidenced that tlcosemitments have been only partly
implemented, resulting in an estimated overrun ORE370 million through November
2012. Combined with additional spending pressuseydar-end and the unwinding of
temporary measures next year, the structural gajpdanhealth vote is about EUR 700
million (see Table Al in Annex 2).

To deal with this problem, the authorities presentd a package of measures in the

2013 budget.The total effort addressing the 2012 overrun ansueng the planned

adjustment in 2013 amounts to EUR 780 million. Tpackage includes already
announced and new measures. The former includeOtdieber 2012 deal with the

pharmaceutical industry (expected to yield saviafjgbout EUR 145 million), further

exploiting the scope for flexibility arrangementsder the Croke Park Agreement and
additional pay savings (EUR 308 million), and chaggall private patients in public

hospitals (EUR 65 million). The new structural meas under the Primary Care
Reimbursement Service (PCRS) (EUR 163 million) udel reducing fees payable to
health professionals (EUR 70 million), tightenintygiility criteria and greater co-

payment¥’ (estimated to generate savings of EUR 90 million).

The mission stressed that the chosen measures mubt swiftly and fully
implemented in order to meet the estimated savingatgets. Based on 2012 budget
experience, the identified measures are subjesigtoficant implementation risks mainly
related to the delays in publishing the necessagigllation. This is the case, for example,
for the provisions to charge all private patiemtgublic hospitals, which is to be adopted
by end 2012 and for which a clear implementationetine is not yet available. The
authorities have also begun an engagement withnaniepresenting public servants,
including health sector workers, to seek additisgalings from the public service pay
and pensions bill, along with additional produdgvwieforms (including in terms of hours
worked). The mission took the view that all opti@®uld be kept on the table and that
additional savings in the public sector paybill sldobe made in a manner that does not
compromise the delivery of key public services]udmg the option to review pay scales
and allowances besides relying on further redustiorpayroll numbers.

Moreover, the mission pointed out that significantscope remains to increase the
efficiency, cost-effectiveness, monitorability andustainability of the health system
including by implementing key reforms announcedha 2012 annual output statement
for health expenditures. These include, for examible introduction of a unique patient
identifier, the enhancement of primary care reirsbmrent services, the expansion of
general practitioners' (GPs) after-hours servidaber cost recovery of the costs of
treating private patients in public hospitals, atiee introduction of a financing
mechanism based on themdney-follows-the-patient (MFJP principle to foster
integrated health care, better cater health sepogision to individual needs, increase
transparency and improve cost control. The ratisabn of the hospital network can be
speeded up and the drugs bill reduced furtheraficelcurrently spends 34% more in per

12 Main savings stem from: increasing prescriptionrgha for medical card holders (EUR 51 million);
tightening restrictions on medical card eligibiligEUR 20 million); adjusting the income eligibility
threshold for medical cards for over 70s to replaeglical cards with GP-only cards (EUR 12 millioajd
increasing the Drug Payment Scheme (DPS) thregE&)& 10 million)
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capita terms than the EU average — Figure 12 in Bokcluding by promoting greater
use of generic drugs and ensuring that they areuped at prices more in line with other
jurisdictions, and further advancing towards perfance budgeting and its integration
with budget planning procedures. A key enablerast ceduction would be a system of
compulsory prescription by active ingredients aedagic substitution from pharmacies,
combined with regular monitoring of doctors' prgstton behaviour to check their
compliance with binding prescription guidelines. Tensure that outpatient
pharmaceutical spending does not exceed the alaiaimual financial envelope in the
budget, the government could also consider puttingace a claw-back mechanism (i.e.
a rebate to be charged on pharmaceutical companies quarterly basis), in line with
practice in other Member States. A cost allocatasmula/mechanism should be set up to
ensure full recovery, from specialists and insueacompanies, of the costs to the State
arising from private fee-for-service practices matrout in public hospitals. Finally, the
Government could review the fees and salaries foardedical professionals (see Figure
14 in Box 1), increase co-payments for products amdises, and tackle the unsustainable
growth in medical cards, including through greaise of GP Visit Cards to substitute for
more expensive medical cards.
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Box 1: Maximising efficiencies to achieve better tadth outcomes

Improving value for money is key

While most indicators show Ireland close to averagéerms of health outcomes, health spending,
especially on a per capita basis, is relativel\hhguggesting poor value for money (Figure 12)thin
period 1997 — 2007, per capita increases in heaithspending in Ireland outpaced almost all other
OECD countries. In a 2010 report, the OECD foundt theland had the greatest potential for
efficiency savings in public healthcare spending] that the potential gains in life expectancy whjc
could result were the second highest in the OECD.

Figure 12: Health spending as a proportion of natinal income (2010)
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Source: Paul Redmond (2012}penditure and Outputs in the Irish Health SystArfiross Country Comparison;
publicpolicy.ie. The data are adjusted to take antof a countries proportion of over-65s. Fordrel, national
income is measured using GNI; for all other coastit is GDP.

As discussed in Section 5, the immediate focusiéaith policy is on achieving budgetary targets Bu
many of the factors behind the overruns (e.g.fietafcosts, drugs spending) are also linked in [the
medium term to improving efficiencies. Raising #fficiency of spending towards EU benchmarks
should allow for improving outcomes for patient&otime while containing the level of spending.

Better measurement is a first step

A key first step is to put in place better measweetsystems that are a) monitorable, b) internatipn
comparable and c) patient-focused. Within this erfitthe pilot Government-level performance
measurement system under fgblic Service Reform Plaftinking Government's high-level goals to
outcomes and outputs) could be expanded to indligddth, as originally planned.

More could be done on the cost of Pharmaceuticals

While all EU countries have seen substantial ineean drugs costs since the turn of the century,
Ireland’s increases have been among the sharpesly tripling from 2000 to 2008 (Figure 13).

In 2010, per capita spending on pharmaceuticalseland was the highest in the EU, 34% above|the
average, while health outcomes are not better tiamverage for EU countries over a range of high-
level indicators. This suggests a potential foiirsgss well beyond the measures already announced.

High drug prices is an important factor. In paddeun the area of generics, prices of the samgsiru
vary considerably across EU Member States, andtivétpatents on many branded drugs approaching
expiration (the so-called 'patent cliff), renewattention could be paid to maximising the benedit
lower cost generics. Cost savings from genericsgagatest when the uptake follows quickly frgm
patent expiry. Important savings could be achiewdth a reform of the external reference pricing
mechanism. At present, Ireland sets prices for gltbgsed on an average of a basket of reference
countries. Significant gains could be made byefipanding the set of countries in the referende| lis
and (i) moving benchmarks from the average toldhweest prices among reference countries. On|the
demand side, prescription by active ingredienteiathan by name of drug (with exceptions allowed
only for "non-substitutability" cases to be rigosbumotivated by the prescribing doctor), electooni
monitoring and financial incentives could be empgldyo ensure prescribers are seeking the most cost
effective alternatives. Provisions to these effeatsild significantly increase the efficiency-enhiagc
effects of the (Pricing and Supply of Medical Gopl#l 2012. The switch to prescription on the Isasi
of International Nonproprietary Name (INN), wherespible, will facilitate compliance with th

23




VS-Nur fur den Dienstgebrauch Anlage 1 zu BMF-¥ge Nr. 4/13 VS-NfD

forthcoming Implementing Directive designed to hefigognition of prescriptions issued in another
member state, which all Member States must tramrspp®25 October 2013.

Figure 13: Total pharmaceutical expenditure per cafa (2010)
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Source: OECD Health Data 2010

Remuneration of medical staff should also be reviesd

The high level of remuneration of doctors, in parér specialists, is another feature of Irish tiea
spending which may warrant attention. OECD datawshioat Ireland's remuneration to medical
specialists is well above the EU average (althosmye caution is required in making cross-coumtry

comparisons).
Figure 14: Salaries of medical specialists in sont&J countries
As a ratio of average wage In EUR thousands
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Estonia, Italy, UK and Ireland (2011); Germany (201 Grade A 4 (Western Germany only); for all other rivies:
Luxembourg (2005); Netherlands and France (2009); OECD Health Data 2012. Data are for 2010 excepirtzst
Portugal (2005). Italy, UK and Ireland (2011); Germany (2012); Luxssuarg

(2005); Netherlands and France (2009); Portugd@%R0

The authorities indicated that negotiations betwden Department of Health / HSE and Hospjtal
Consultants to achieve more efficiency from exgptoontractual arrangements have been recently
completed and that the pay rate for newly appoisfaetialists will be cut by 30%. A comprehensjve
review of the market for medical staff could be sidered, however, a some of the problem may lie in
the low number of specialists as a proportion bflattors. There may be value in strategies tchéur
open the supply of labour to suitably qualified cpksts from other countries. For instance, frod®2
to 2011, Ireland recognised 151 intra-EU qualifimas for doctors (per million inhabitants); for the
UK it was 205 per million inhabitants. For doctoméshing to set up practice in Ireland, such
recognition is a precondition. Outside the EU, ewveore potential exists to open labour supply;
however, it is important that Ireland observes dgéads from the WHO's ethical recruitment code when
pursuing recruitment from developing countries.
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The 2013 budget targets a deficit of 7.5% of GDP i line with the programme's
deficit ceiling. While the previously announced aggregate condailaommitment of
EUR 3.5 billion in 2013 has not changed,its comipmsi has shifted slightly more to
revenue measures compared to the MTFS projeéfioBSIR 1.9 billion in expenditure
and EUR 1.4 billion in revenue measures, as welinaseased dividends from state-
owned companies of EUR 0.1 billion. Earlier intratan of the property tax in mid-2013
has some effect on the split between new revenuasunes and carry-overs. The
valuation-based property tax is expected to yidltRE250 million in 2013, when it will
be assessed only on a half-year basis, and EURN&0@N on a full year basis.
Additional revenue on accrual basis is expectenhftioe property tax deferral option for
asset-rich but income-poor househdftiOther major revenue measures include the
broadening of the base for social contributions §RPRielding EUR 286 million), and
increases in excise duties on alcohol and tobaettR(205 million), as well as in the
motor and vehicle registration tax (EUR 150 million

The expenditure plans for 2013 are broadly consisig with an expenditure ceiling of
EUR 54.3 billion. The reduction of EUR 1.7 billion in the gross wtirrent and capital
expenditure from the 2012 level reflects expenditsaving measures of EUR 1.9 billion
in an environment of increasing demand for socaVises, including unemployment
benefits, education and health care. Current experdadjustment amounts to EUR 1.4
billion and capital to EUR 0.5 billion. The curreependiture measures include cuts in
child benefit rates (EUR 136 million), further ration in the public service payhbill,
including through reductions in the number of pabdiector employees (EUR 220
million), increase in student contributions, mamyasler savings across the government
departments, and measures to contain health-cate (e above).

The authorities have also reiterated their commitmaet to bringing the government
deficit below 3% of GDP by 2015.The adjustment effort for 2014-15 remains largely
unchanged, as well as previously outlined broadsalichation measures, yet details on
specific measures are not available. On the basiheo Commission services' lower
macroeconomic projections, the planned adjustmiott @ver the forecast period may
not be sufficient to reach the deficit targets. &mnComprehensive Expenditure Review
will start in 2013 providing options for furthers@ial adjustment in 2014-15 and
reassessing government spending priorities.

3 Higher revenue projections include temporary ren+tevenues from bank guarantees, central bank
profits and profits of state-owend enterprises Whinake up for lower-than-previously-expected tax
revenues.

14 Appropriate accounting treatment of the propery tleferral will be determined by the statistical
authorities.
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Table 2: Fiscal adjustment commitments 2013-2015,UR billion

2013 2014 2015
Permanent consolidation measures 3.5 3.1 2.0

of which new measures 3.2 2.5 1.8
Revenue 1.43 1.1 0.7

First year effect 1.21 0.5 0.5

Carryover from the previous year 0.22 0.6 0.2
Expenditure 1.94 2.0 1.3

Current 1.44 1.9 1.3

Capital 0.5 0.1 0.0
Increased dividends (temporary) 0.1

Source: Budget 2013 and MTFS.

Public service reforms are ongoing. The implementation of the Public Service
(Croke Park) Agreement 2010-2014 is progressingcoAding to the Implementation
Body's Second Annual Progress Report, a substaetiaktion in staff numbers (around
11,530) took place during the review period (AROIL1-March 2012). As of mid-2012,
public service numbers were 292,000, i.e. 28,000vbéhe peak of 320,000 in 2008 and
comparable to 2005 levels. The Exchequer pay l#8 been reduced by 17.7% in
nominal terms between 2009 and 2012 (18.7% in texahs), from EUR 17.5 billion
(gross) to EUR 14.4 billion (net of the pensioratetl deduction), while the Exchequer
pension bill has increased by 15.4% from EUR 2l6ohi (gross) to EUR 3 hbillion
(gross)'® The Implementation Body estimated that, during tingt two years of the
agreement, pay and non-pay savings of EUR 810amiland EUR 678 million were
achieved, respectively. Over the period 2009-2GhB, annual Exchequer pay bill is
expected to fall by EUR 3.8 billion, or by EUR &ilion net of expected increases in
public service pension costs. The mission streesed again the need to closely monitor
the implementation of the agreement in order touenghat the desired savings are
achieved, and that all options should be kept entdéble to ensure that the delivery of
essential public services is not compromised. feuntiore, the mission reiterated that
reductions in allowances and salary scales for soategories of workers could be
considered as a way to better align pay rates thitke other countries. This would also
allow further savings in the pay bill to be maddheut compromising the delivery of
essential public services. This is especially tlasecin the health sector where, as
underlined by a recent WHO repdttsubstantial additional savings through efficiency
gains cannot be made within the required timeframtaout damaging patient cdrfe
unless high salaries and the high price of otheutsare seriously addressed.

!> The pay bill had increased very sharply in thegisis period. Data from various issues of the ljsia

of Exchequer Pay and Pension Bill (2000-2005; 2P061; and 2007-2012) show that, between 2000 and
2008, the Exchequer Pay and Pension Bill increasetl18% from EUR 8.9 billion (gross) to EUR 19.4
billion (gross) and by 117% from EUR 8.6 billion EIJR 18.7 billion (net). As a percentage of GDP
(GDP), it increased by 2 (2.3) pp from 8.4% (9.886)0.4% (12.1%). See also Box 2 below.

'8 Health system responses to financial pressuresatarid: policy options in an international context
http://www.dohc.ie/publications/pdf/Observatory  WHZD12.pdf?direct=1

" From this perspective, the envisaged 3,000 emplayember reductions under the health sector
Employment Control Framework (EFC), is a sourcecohcern, as it could lead to service delivery
pressures, besides resulting in higher agencylawertosts which could offset the expected savings.
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The authorities have announced just before the eigh review mission a targeted
voluntary redundancy scheme which they consider wad facilitate meeting the 2015
target for public service staff numbers of 282,50y 2014. The scheme would be
made available for yet-to-be-identified public seevareas with staff surpluses. The
terms of the scheme are as offered to HSE employeé®10, namely a statutory
payment (2 weeks per year of service, with thevpsek payment capped at EUR 600,
plus an additional EUR 600) and an incentive payni@nweeks per year of service),
subject to an overall cap of two yearly salaridse @uthorities argue that it would allow a
substantial structural improvement in the deficitterms of payroll and pension savings,
and that it will pay for itself in 3 years. Theitated objective would be to secure long-
term structural adjustments by targeting groupsmiployees for whom they believe
redeployment and training would not be cost-effecti

The mission considers that the scheme is costind that using in full the scope for
redeployment and retraining under the Croke Panleeagent would allow a more
efficient use of human and financial resourceseegfly as the scheme's intended target
group of employees has considerable remaining wgrkfe. In addition, there is a real
risk that the scheme fails to reach the intendegetaas employees that have few outside
options choose not to separate. Moreover, whilestheme would generate savings in the
longer term (as less pension rights would be aclrutis likely to imply additional cost
pressures for the welfare budget in the near t€inally, the extent to which the scheme
would be compatible with protecting service deljver would require outsourcing of
activities is unclear, casting doubts on the snatality of the estimated savings.

Full implementation of pension reform is a crucial component of long-term
sustainability of public finance. The Public Service Pensions (Single Scheme aref oth
provisions) Act 2012 came into effect on 28 Julyl120The Act caps, for existing
members as of 1 November 2012, pension accrua0 atedrs, abates the pensions of
public service pensioners who re-enter the pul#iwise, and allows for money to be
recovered from pension payments in certain casésaricial misconduct. Yet important
provisions for new entrants, such as the increaslee pension age and the calculation of
the pension on average lifetime income, have yetbéoput in place, pending a
commencement order to be signed by the MinistePudflic Expenditure and Reform.
Delays in the commencement of the scheme implyr@g®@ent reduction in the structural
savings in terms of pension liabilities. The misssought an update on the process and
the authorities confirmed that the bill should biéyfcommenced by 1 January 2013.
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Box 2: A significant unexplained wage gap between publicd private sector wages?

Ireland’ public service pay and pension bill grew shamplthe pre-crisis years through a combinatjon
of pay rises and increases in public service employnfégtie 15). The authorities cut public sector
wages between 5% and 15% effective 1 January 2010ntnodluced a pension-related deduction in
2009, with rates ranging from 0% to 10.5% dependintherincome bracket. This resulted in a fall| in
average annual (gross) earnings in the public servicé. 5% between 2009 and 2010 (in the sgme
period, the fall for private sector workers amounted t86}.5ince then, in line with the Croke Park
agreement, there have been no further reductions ingpey.

Figure 15: Changes in public wage bill
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However, a recent study by the Central Statistics Office )¢¥31@s found that a sizeable positive gap
remains between public and private sector wages that téenexplained by worker or workplace
characteristics. The analysis takes account of educatait@hment, gender, full-time status, total
length in employment and supervisory status. Althoughttieysioes estimations for wages both with
and without employer size taken into account, the CSO didcomtrol for specific occupations/job
types across the two sectors. The study covers 2aD2@0 (i.e. the year of the wage cut), although
2010 data could only be derived from the 2009 NationaplByment Survey by using data on net
incomes from the Revenue Commissioner. The pension-detiduction of 2009 is also excluded
from the analysis, which applies to gross earnings.

In spite of the academic debate surrounding the methoglbldge CSO analysis points out that a
significant unexplained wage differential in favour of pubkcter workers persists, even following
the pay cuts of 201%. The analysis shows that the unexplained wage gapeiongnent full-time
employees (aged 25-59) was around 14-17% in 2010n dimmn 18-20% in 2007, if employer size |is

18 CS0 (2012). National Employment Survey 2009 and 20ppli8mentary Analysis.

19 Several issues have been raised in Ireland and iremiagapers as regards the methodology of the
study, in particular because of the inability to control farcsic occupations (a hnumber of low-skill jobs in
the private sector do not exist in the public sector) and becalithe difficulty to properly control for
organisational size. On the latter, the CSO opted to usdeadefinition of the employer in the case of the
public service. For example, all secondary school tea@rerassumed to belong to one single "national
entity”, rather than a smaller school-level one. To a icedztent, the size indicator therefore becomes a
close proxy of public sector vs. private sector. MoreosieGe large multinational companies in the private
sector pay high wages, wages in the public sector ircifgmtion that controls for "size" of the employer
and lumps all teachers together as having a single very éangloyer would be predicted to be higher just
by this association, which is erroneous. The CSO sougiddoess this problem by providing results both
with and without controlling for size.

20 ECB working paper 1406 (December 20fihfs a conditional wage premium in favor of public secto
employees in a range of countries, with Ireland displayirrglaively high premium. This study only
covers the period 2004-2007, however, i.e. beforeab8gservice pay cuts in Ireland.
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not factored in. Including size, with the caveat highlighdbdve, reduces the gap to around 7-8% in
2010, down from 12-14% in 2007. Further analysis irtégahat the unexplained wage gap is highest
at the low-income end of the distribution, and gradualllg fia nil or negative (depending on whether

size is included as a control variable) around the 80t85tin percentile in 2010. In 2009, the gap

remained positive throughout the income distribution.

The mission also discussed ongoing reforms of tipeiblic expenditure framework.

As mentioned above, two Bills were published inttiied quarter of 2012 to establish the
Irish Fiscal Advisory Council as an independentybod a statutory basis and define its
mandate and responsibilities, as well as enshtmendependence, and to provide a
statutory basis to the existing multi-annual expemd ceilings. As regards the latter, the
Commission's services are engaging with the autesrio ensure that elements of the
multi-annual budgetary framework are adequatelydibigp and transparent so as to
constitute a credible policy anchor in the postgoamnme period. While three-year rolling
expenditure ceilings are envisaged under the daendsidgetary framework, the
government has not committed to the expenditudengsifor 2015 in the current budget,
before the Comprehensive Expenditure Review in 2013

Further improvements are necessary to the legislain on expenditure ceilings to
ensure that the framework constitutes a credible achor for fiscal policy (Box 3).
Based also on the results of a comprehensive rewfehe national fiscal frameworks of
all EU Member States carried out under the ausmédise Economic Policy Committee
(EPC) during 2011-2012, Commission services and B@lBted out that the current draft
does not sufficiently narrow down the conditionsden which the Government may
evoke an escape clause and thus be allowed tagdiveym expenditure ceilings. Rather,
the Government enjoys significant latitude to iase the ceilings without adequate
accountability, as it only requires a proposalled Minister for Finance. Moreover, the
current draft does not provide sufficient assurandkeat the current and capital
expenditure ceilings are met in practice, sinceNmaister for Finance may only make
recommendations to the competent Ministers butotsatctually empowered to impose
binding ceilings. The mission also noted that tleefactocurrent fiscal rule requiring
local governments to have a balanced budget iraggeegate could be firmed through a
binding act (e.g. a memorandum of understandingguremg that local authorities'
contribution to general government will be hel&z&vo as a rule as of 2013.

The provision of fiscal data has been improved, aneéfforts in this area continue.
The CSO will be in charge of the EDP reporting &arch 2013 and will publish a
guarterly government finance statistics publicatidrom April 2013. To ensure more
reliable and transparent public finance data, the#haities are working on a
memorandum of understanding on data exchange bettheecompetent authorities. The
authorities published for the first time, at thedenf September, an alternative
presentation of the Exchequer Returns, which erdgmnoudgetary reporting and
transparency by showing voted expenditure (curaedtcapital, including spending from
departments, the Social Insurance Fund, and theméhiTraining Fund) and all revenue
(current and capital, including separately the rlynbutturn for Appropriations-in—Aid)
on a gross basid-urther efforts have to be made to complete #@ve format by reporting
on all major Exchequer items, as compared to mgn#rbets. This will be an important
step to further increase the credibility of the detdry framework and will facilitate
access to and understanding of the fiscal datprimspective investors and the public at
large, especially after the end of the programme.

29



VS-Nur fur den Dienstgebrauch Anlage 1 zu BMF-¥gd Nr. 4/13 VS-NfD

Box 3: Experience with expenditure ceilings under the psgramme

The programme, which was largely based on the Irishosities' 2010 National Recovery Plan, targete
very significant reduction imominal expenditure relative to their 2010 level as a key compoogtttie
necessary fiscal consolidation. This was underpinned bymilig-annual expenditure ceilings for gro
voted expenditure introduced on administrative bdsiduch has been achieved in this respect, with 2
gross voted current expenditure expected to be 4% loarrith2010 (Figure 16).

Alongside these significant cuts, a closer look reveadslgal slippages with respect to original ann
targets on account of (i) changed macroeconomic congi{i@iy., greater number of people on the
register) and (ii) policy implementation (e.g., delayed/faitaglementation of planned measures in he
area).

Figure 16: Reductions in gross voted expenditures, ouwftn vs. targets
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While the expenditure slippages vis-a-vis original tardgedse not impeded the achievement of fhe

programme targets and, thus, the establishment of a #aokdrof good policy implementation under {

programme as regards the general budget balance tor&fP they shift the burden of the remainipng

he

expenditure adjustment up to 2015 as the ceilings fdb Bate actually been tightened compared to 2010.
It is important to ensure that the on-going reforms efrttulti-annual expenditure framework result in more

binding and specific rules for expenditure ceilings, so thay ten act as a credible policy anch
especially for the post-programme period.

or

5.2 Financial sector policies

Important progress has been achieved across theetlnain components of financi
sector reform under the programme: banks are watialised, system deleveraging

% Gross voted current and capital expenditure cover lamye st the total government expenditure and

al
is

are

under direct control of the government. They exclude rainelexpenditure, e.g. interest expenditure and

EU budget contributions.
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ahead of plan, and the supervisory framework isi¢p@inhanced. However, challenges to
restoring profitability and a sizeable funding gapay undermine banks' capacity to
support the nascent economic recovery through mrreditcextension. Decisively dealing
with increasingly long-term mortgage arrears, reohgec overall funding costs, and
completing ongoing operational restructurings arenportant pre-requisites for
addressing these challenges. Robust implementatfothe new personal insolvency
regime and timely reform of the repossession framnkewensuring a delicate balance
between debtors' and creditors' rights, are essént effectively dealing with legacy
unsustainable debts. This would also allow banksainalise their business models and
re-focus operations towards profitable new lendiadnich is essential for a sustained
recovery and a reduction of unemployment. Anotlegr olicy priority is to enhance
SME's access to finance.

The important improvement in banks' funding positions is welcome, but concerns
remain regarding the funding gap at the end of thg@grogramme. As previously noted,
deleveraging and stronger-than-expected depodibwaf have helped to significantly
reduce the funding gapof domestically-owned banks The loss of rating-sensitive non-
resident deposits — which saw an outflow of alni€idR 70 billion between end-Q3 2010
and end-Q1 2011 - resulted in increasing relianceentral bank funding, which was
already apparent before the start of the progranifsimates at programme inception
had factored in more than EUR 11 billion of wholeséunding which have not
materialised to date (despite BOI's and AIB's réeceturn to the covered bond market),
while banks' total assets are also higher-tharcipated by some EUR 16
billion.**Despite these developments, a small outperforméoicabout EUR 1 billion)
versus original funding gap estimates is expectee@nd-2012, with the funding gap at
end-October having decreased to about EUR 15&mifiom a peak of over EUR 237
billion at end-March 2011 (Figure 17). However, egivuncertain prospects for sizeable
market funding (a challenge currently facing masgearea banks), and considering that
the remaining disposals may be more challengingo(dstanding non-core assets are
relatively less liquid and of lower quality), theniding gap could remain considerable,
though recent bilateral repo transactions by lhsimks (on Irish assets) with market
counterparties and the recent covered bond issuBOband AIB are encouraging.

2 The difference between the volume of a bank's netsssd its aggregate deposit stock.
2 AIB, BOI, PTSB and IBRC.

4 This reflects EUR 13.7 billion higher-than-forecast custotoans (resulting from the paused asset
disposals at PTSB, FX effects, etc.) and over EUR 8 biltigher other assets (largely Irish government
securities).
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Figure 17: Covered banks' funding gap

The funding gap has gradually decreased as Funding breakdown shows funding gap is
largely covered via central bank financing
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The continued deterioration in banks' asset quality in particular the long-term
nature of mortgage arrears, is a persistent sourcef concern.The outstanding balance
on owner-occupier mortgage accounts in arrears w@ér 090 days reached
EUR 16.8 billion (Figure 18), equivalent to 15.1%tloe total owner-occupier mortgage
loan book at end-September 2012. While the pacmatgage arrears formation has
decelerated, the amount of arrears of 180 dpd oe inas continued to increase and now
stands at over 80% of total arrears. Similarly forestment property mortgages, the
outstanding balance of accounts in arrears of &erdays reached EUR 7.9 billion,
equivalent to 26% of the total value of this loavok at end-September 2012; 84% of
these arrears are 180 dpd or longer.. While thermmelof loan restructurings continues to
rise, the focus to date has been on preventinguatedrom falling in arrears and on
applying often unsustainable short-term forbearamemsures. Recently released data
shows that almost 10% of the balances of all owow&upier and investment property
mortgage loans are in arrears of more than 360. days to considerable difficulties for
borrowers to make up for long periods of non-payimemd given the lower level of
engagement by banks with those borrowers, thesdsle¥ arrears could have potentially
adverse implications for future recoveries and etguk losses on those portfolios. To
address this issue the banks have developed a @nimng-term loan modification
measures which are currently in the process ofgorafied out, though the banks' focus
on implementing their mortgage arrears resoluticatagies needs to be intensiffédlo
avoid further delays with implementation, underpmstitutions' efforts and monitor
progress, the authorities agreed to introduce gugrtneasurable bank-specific targets
for reviewing new and existing individual arreaeses from end-2012.

% Given the level of loans in arrears and the potential @#ser® in modified loans, it is important that the
banks prudently account and provision for all mortgageaas and restructurings. The authorities have
committed to engage with the banks regarding the prowgiameatment for identified loan modification
options and will, where necessary, update the 2011 Impatrfrovisioning and Disclosure Guidelines to
ensure consistency of approach across institutions.
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Figure 18: Mortgage arrears, end-September 2012
Owner occupier mortgage arrears and restructur@svner occupier and Investment property mortgages
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Given continued loan losses and high funding and epating costs, prospects for
restoring bank profitability remain fragile . Actions are underway to improve
profitability, with banks continuing to re-price piesits and loan books and to reduce
operating expenses in the context of their restruwy plans (Box 4). Reflecting the
improved situation and sentiment towards the Ibsimking sector, the authorities are
prioritising actions for the withdrawal of the EL§&&heme in 2013. Banks forecast that
annual impairment charges and loan-loss provisiills start to decline from 2012,
helping to restore some institutions to modest ifaboility by end-2014. This is very
much dependent on an improving economic environraedtdecisive implementation of
sustainable loan-modification options to treat lolaged arrears. Even if these factors
materialise, and loan losses evolve in line witpextations, there are concerns about
medium-term profitability given the level and distrtion across different arrears' buckets
of provisions the banks presently hold relativetite level and age of arrears in their
portfolios. While banks have been sufficiently ¢ajpsed to an unlikely stress scenario, it
is essential that unexpected loan losses are avofdsustained profitability is to be
achieved in the near to medium term, reflecting abmnks' weak internal capital
generation capacity. Work is ongoing on a detadedessment of developments at the
covered banks relative to PCAR 2011 base and stmessarios, overall results of which
will be published in January 2013.

The new personal insolvency regime should help fdtate a step-change in the
resolution of unsustainable debtsThe Personal Insolvency Bill, which is due to be
passed by the Oireachtas by year-end and beconnatiopal from early February, seeks
to strike a balance between protecting debt serdliseipline and creditors' rights. It
provides a non-judicial alternative to bankruptaydawill assist in securing adequate
protections for debtors' principal private residgnalso safeguarding reasonable
standards of living for the most vulnerable inddbk®useholds. From this perspective,
Commission services raised concerns about the EWI8n cap envisaged in the
legislation for eligiblesecureddebt. This would appear to be unduly high, givest the
average mortgage debt is around EUR 300,000 antil soduce banks, lawyers, and
insolvency practitioners to focus on big-ticket emasather than process the smaller but
much more numerous cases of average debtors, whdikety to be facing greater
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distress. The efficiency of the system could alegdmpardised if the Insolvency service
is overloaded with large complex cases, which caalkblve a multitude of inter-
connected debts concerning not only a debtor'<ipah private residence, but also those
associated with investment properties or (soleeatiusinesses. The authorities noted
that there are no monetary caps on either unseasrsdcured debts in bankruptcy and
that during the consultation process stakeholdedstle relevant Oireachtas Committee
argued that the cap should have been raised onelied.

A functional repossession regime should, howeverlsa be part of the tool-kit to deal
with unsustainable legacy debtsWhile repossessions should remain a measurestf la
resort, maintaining balanced incentives betweentgage borrowers and creditors
requires that the existing unintended legislatiestraints identified by case 1&wwhich
could hinder repossession of collateral in somesas debtor default, is removédThe
authorities have committed to removing the uninéehigislative constraints, and efforts
in this direction will be monitored in future rews. The issue is particularly pressing for
loans related to investment properties, given ¢wellof mortgage arrears in this segment.
The mission stressed the desirability of keepingilfas in their homes wherever
possible, and thus the need to ensure that ademestsures are put in place to achieve
this.

Several initiatives have been launched to facilitat credit extension to SMEsThese
include a EUR 90 million Microfinance fund and t@eedit guarantee scheme, which is
expected to provide an additional EUR 150 millionlénding for small businesses per
year. In addition, the authorities have agreed \hth pillar banks specific targets for a
cumulative amount of EUR 21 billion in SME lendifdefined as the volume of new
sanctions in each year during 2011-2013), which—evhbt corresponding to similar
volumes ofnet new lending—has been an important anchor for kaoticy in this area.
However, given the continued decrease in the sbbckedit to the sector, it is important
that any potential impediments to SME access tanite be identified and removed in a
timely manner.

Yet, in view of the importance of SMEs for growth ad job creation, more needs to
be done.The mission underscored the importance of theoséat future job creation, but
also recognised the difficulty of correctly idegiifg whether low SME lending mainly
reflects weak demand for credit in a low-growthédelraging environment or supply-side
constraints. As previous reports have indicatedh actors appear to be at work.
Furthermore, a particular issue facing many SMEsdisquate access to working capital
(as opposed to investment capital) to overcomeidityu constraints which can be
exacerbated by payment delays from customers.dtkaowledged that payment delays
between businesses, and between businesses aiel guthbrities, can add to business

% Jurisprudence related to the Land and ConveyancingRafarm Act highlighted unintended constraints

which have the effect of limiting banks' ability to realise #falue of loan collateral in certain instances. In
July 2011 the High Court ruled that a lending institution campply for a repossession order if a mortgage
was created before 1 December 2009, but a demaridlifpayment was not made by the lender until after
that date.

%" The level of repossessions in Ireland, relative to the ldveiontgage arrears, is low compared to other
jurisdictions. As at end-September 172,000 mortgages iwergears, 89,000 of which were more than 180
dpd, while cumulative residential mortgage repossessions €oB tyear period to September 2012 were
1652. Furthermore, the costs and average length fassession in Ireland remain higher relative to other
EU jurisdictions.
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costs. Directive 2011/7/EU, which replaces Direxti2000/35/EC, will address this
matter and has to be transposed into national jaMdrch 2013. Survey evidence seems
to indicate that Irish SMEs may be more credit-6@ised than their euro area
counterpart$® However, unlike the latter, many Irish SMEs sigmfitly increased their
exposure to property during the boom years. Higlerlege and reduced value of their
collateral impaired their creditworthiness. The sios discussed with the authorities the
importance of exploring options to disentangle Skal estate loans from their core
business activities, which may remain viable. limgple, this problem can be reduced as
banks move away from collateral-based towards fashbased lending. But a final
concern is that banks' capacity to adequately wakiercash-flow analysis may be
seriously lacking, particularly at the branch levehis reflects a legacy problem of the
property bubble, where banks may have failed tmaaely invest in ensuring that their
staff possess such basic banking skills. The reogrdtive by one of the pillar banks to
speed up the loan-application procedure at braeekl lis, however, welcome. The
mission expressed its concern that, unless therwsdee of access to credit for SMEs is
addressed, the long-awaited revival in credit ghowiay encounter bottlenecks which
might hinder the future recovery. The mission alsalled for carrying out a
comprehensive study on regulatory, administrativé nancial burdens for SMEs, but
the authorities suggested that this may be moreoppptely considered following
completion of ongoing surveys. Welcome steps topstplending to the sector were
made in Budget 2013 following publication of the ROint (SME) Tax Plan and the
announcement that the NPFR will establish and inwvefsinds to provide equity, finance,
restructuring and recovery investment funding fMEs of up to EUR 400 million (0.2%
of GDP).

2 According to the latedECB SAFE Surveyat 23% rejection rates in Ireland remained well aboveitine
area average (15%). RedC surveycommissioned by the Department of Finance howevearddhat for
the April-September 2012 period, the decline rate from $drald reduced to 19% from 23% relative to
previous waves, amid a slight increase in demand foitdrech SMEs.
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Box 4: Restoring bank profitability 2°

Bank profitability remains challenged by high funding costs operating expenses and loan
impairment losses (Figure 19). Despite the sizeable availability of low-cost Bustem funding
about half of covered bank assets are deposit-fundaut;ehtheir overall financing cost had bgen
deteriorating due to deposit price distortions and increase® #£3S° Net interest income at the
covered banks decreased by over 40% since 2010 adiégher funding costs (also compressing
margins on new business), the low interest rate envirohara limitations on banks' capacity to re-
price large portions of their back-books. Even thoughrafing expenses have remained broadly
stable, their share of banks' gross operating incomeaisetdeto over 100% on average from about
70% in 2010. As loan arrears continue to increase (adttedt slower pace), additional impairment
provisions are expected, which will continue to weigh on haoktability.

Figure 19: Drivers of covered bank profitability
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Reducing funding costs through both a withdrawal from BEG and further deposit rate decreases
is essential to restoring profitability. ELG fees considerably reduce banks' pre-provision prafitca
strategy for the phase-out of the scheme (already ctoedpler the UK operations of covered banks) in
early 2013 remains a key priority for the authorities. Toisld constitute aggregate 12-month savihgs
of about EUR 0.9 billiof, though the full impact on bank profitability is likely to tegalise only in
2014, given the current maturity profile of covered liabiliti&se intense competition for deposits

observed in the second half of 2011 and in early 2t4® started to abate with retail deposit rates
starting to normalise particularly in the short-term prodat¢gories (e.g. redeemable at notice deposit
rates down by 0.48% since January). However, furtlegrosit rate reductions may be necessary to
contribute sufficiently to reducing banks' overall cost ofding and normalise net interest margins.|As
adjustments of funding cost will take time as banks galiylueplace low-cost Eurosystem financing
with market-based funding, adequate volumes of newdingnat appropriate spreads are alsp a
necessary pre-requisite to fully restoring profitability.

% Data corresponds to banks' Annual Reports, with 2i2ds annualised and sourced from banks' end-
June 2012 Interim Financial Statements.

% The average effective ELG cost for participating banksenthan doubled since the scheme's inception,
from 50 bps on average covered liabilities in Q1 2010 twiabl0 bps in 1H 2012. For full details of ELG
fee structures as of 1 January 2012 Aeeex 7 of the Rules of the Credit Institutions (Eligible Liabilities
Guranatee) Scheme 2009.

31 Fiscal projections reflect EUR 0.4 billion of ELG fees thgbwend-January 2013 and assume the scheme
is not extended further.
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Operational rationalisation is also essential for reducing csis. The banks are advancing voluntdry
severance, redundancy and early retirement schemdspuansuing other cost-saving initiatives,
including outsourcing of non-core functions, the closoféranches (circa 80 branches have been
identified for closure in 2012 and 2013) and adjustmémtstaff benefits and pensions. All these
measures combined are expected to generate annuadidections of operating expenses of oyer
EUR 450 million by end-2013. Despite these important initiatieest bases at the covered banks
would likely continue to remain large in relation to grossrafieg income, given the drag of low-
yielding long-dated legacy assets, and limited new lendingpamspects for increasing non-interest
income. That said, the three covered banks plan to eahtaea efficiency considerably in coming
years through operational and funding cost reductions awfitabble new lending, targeting
cost/income ratios of 50-55% by 2015 (significantly belowenirlevels of 90% - 115%).

Serious risk to a sustained return to bank profitability in the medium term is posed by further
increases in loan impairment chargesEncouragingly, the pace of mortgage arrears' formatemsn
started to decelerate, as banks have enhanced the effiestsvof their collections and work-qut

functions and sought early engagement with customers finuiliy. This addresses a key near-term

risk to bank profitability. However, concerns remain regag low levels of cure in long-dated arreays,

reflecting considerable challenges and unwarranted d&aysnks' implementation of advanced Igan

modification options on sufficient scale. As a result, impaintriosses can be expected to continuge to
increase in the near term as sizeable proportions ofteyngnon-performing loans may be unablg to
cure and may need to be written off. Provisions are alsdylito increase further weighing an
profitability in coming quarters, in light of further deteritoms of banks' mortgage portfolio, as well
as SME and CRE portfolios (average coverage ratios actually declined to 55% at end-June from
58% at end-September 2011) and taking account of resiswimere necessary, to existing guidelines
with regard to the provisioning treatment of certain adednforbearance options. In addition, some
structural features of Ireland's regulatory framewonkchsas the existing legal impediments |to
collateral repossession in some circumstances, reducedbeery value of collateral and thus, unless
addressed, may require an increase in provision cover.

5.3 Structural reforms

Structural reforms to strengthen the economy inrtfeglium term continue to progress
broadly in line with programme objectives. Persigie high unemployment, increasingly
of a long-term nature, is a major social and ecorooncern that needs to be addressed
forcefully. The functioning of the labour markethising improved, including through
more effective activation policies and greater iftdity in sectoral wage setting
arrangements, with a view to ensuring a job-ricleaeery in the future, but faster and
deeper progress is needed. The process to trattséeownership and operations of the
water sector to a national public utility and inttoce water charges for households is
advancing, but at a slow pace. In turn, the contjpeti framework continues to be
strengthened, and the process to dispose of sdl&tie assets is moving according to
plans.

Labour market reforms are advancing and should impove Ireland's ability to
generate a job-rich recovery in the future.The Industrial Relations (Amendment) Act
2012, adopted in July, imposes a stricter legah&aork for the setting of the terms and
conditions defined by Registered Employment Agre@siéREAs) and Employment
Regulation Orders (EROS), including sectoral mimmwages. The Act mandates the
Labour Court or the Joint Labour Committees (JL@skxamine a number of factors
prior to registering an REA or submitting an ER@xluding the impact on employment,
the consequences in terms of competitiveness, fandetative wage levels in other EU
Member States where relevant. In addition, REAs BRDs have become subject to
Ministerial approval. Overall, these reforms shoeatthance labour market flexibility in
the future and ensure that proper considerationgiien to job creation and
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competitiveness issues in negotiating sectoralmini wages and working conditioffs.
This, together with the measures envisaged andeimgrited under the Action Plan for
Jobs, should help promote employment creation enftiture and ensure that wages are
adequately linked to productivity levels. The Atscamakes it easier for a party to an
REA to call for a renegotiation of its terms. Tlemegotiation process mandated by law
remains relatively slow and burdensome however,taadmpact of the amendment will
have to be monitored in the year ahead.

The authorities launched Intreo in October as an integrated platform for labour
activation services. Under thePathways to Workinitiative, the authorities aim to
improve activation by increasing engagement wite ttnemployed, providing more
training opportunities, ensuring proper incentivies taking up job opportunities,
promoting the recruitment of the unemployed andrmaing the institutional set up.
Intreo has been designed as a one-stop-shop for jobrseaid employers alike. Once
fully phased-in, jobseekers will go totreo offices both to determine their entitlements
and to receive employment services. Employers,um,tshould receive support in
identifying suitable candidates to fill vacancigsdaobtaining eligible incentives. Four
Intreo offices were launched in October. A few more stidu¢ opened by end-2012 and
work is under way to expand the network througfiit3 to reach the nationwide target
of 70 offices by 2014.

Active engagement of the unemployed has improvedubremains insufficient. As of
end-October, about 55,000 jobseekers had goneghrguoup engagements (significantly
ahead of target), while almost 42,000 had beenviddally profiled. Under group
engagements, jobseekers with similar profiles aowiged with general information on
the options and support measures available to thedividual profiling, in contrast,
offers more tailored support and is an essentiadpoment of the labour activation policy.
At this stage, individual profiling and group engatent are prioritised on new entrants
on the Live Register because of resource consstdints crucial, however, that the long-
term unemployed become engaged in labour activatieasures rapidly as they are at an
increasing risk of complete marginalisation frorne tabour market and as their numbers
are bound to increase in the near future.

In order to address resource constraints, the gatiéfsoare taking steps to outsource some
engagement activities to the private sector undeayanent-by-results contractor model.
While some progress has been made already, therdigh expect to finalise the contract
design and initiate the tendering procedure onlyheyfirst quarter of 2013, with actual
referrals to the contractor(s) commencing no sodnan the end of October 2013. As
much as possible, this process needs to be spepdedcensure timely engagement with a
larger proportion of the long-term unemployed arebuce risks that emerging
mismatches remain entrenched and human capitarsalen. Partial outsourcing has

%2 The stricter legal framework imposed upon the LabouwsrCand JLCs in determining the terms of
conditions or REAs and EROs addresses the issue afisimgthe High Court ruling of July 2011 that
declared some of the provisions of the Industrial Relatidat 1946 and Industrial Relations Act 1990
unconstitutional, effectively rendering EROs invalid. Thelustrial Relations (Amendment) Act 2012
mandates all EROs to be reviewed "as soon as practicall’ aghoption, at least once every five years
thereafter. The review of EROs has only just started,elrewy and should take place over the next few
quarters. In turn, renegotiations of REAs will take placenuthe initiative of individual parties. The
authorities will report on the impact of the review and retiagjon process in the second quarter of 2013.
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been used successfully in a number of EU countalesady and should usefully
complementintreds services and enable the provision of employnsentices at the
lowest possible cost. In order to ensure optimata@mues, the procurement process will
need to be as competitive as possible. The perfwwenaf providers should be monitored
in the future, with the low-performing ones elintiea from the market.

The impact of labour market reforms on unemploymenthas remained muted so far
but should pay off once the recovery gathers pac&conomic growth over the past two
years has not been sufficient to generate net fehtion, and activation policies alone
will not be sufficient to bring about a sharp dropunemployment. The authorities are
aware of this and adopted tAetion Plan for Jobsn an effort to promote growth through
an improved business climate and sectoral iniggtivSignificant progress has been
achieved in implementing th&ction Plan for Jobsbut higher growth will be needed to
achieve significant cuts in unemployment. Addregsigh and long-term unemployment
will require a combination of growth-induced jobeation, improved labour-market
functioning, and a better match between the deraaddsupply for skills (Box 5).

The Competition Authority is finally receiving its scheduled staff boostmeant to
ensure that the Competition (Amendment) Act 2012ndkates into an improved
monitoring and enforcement of competition rules.reeh of the 10 supplementary
professional staff members had been recruited lnyGutober, and applications were
being received for the remaining 7 posts. The autht staff will represent a mix of
economists and lawyers, who are all scheduled i a® case handlers.

Box 5: Breaking the cycle of long-term unemployment: dovation, re-skilling and job creation

Unemployment has ceased to increase in 2012, but thigdpsolittle comfort as the rate is stuck at a
high of about 14.8% and as joblessness is increasinglyterm in nature. By September 2012, clpse
to 60% of the people on the Live Register had been urmmsmemblfor more than a year. In addition, the
majority of the long-term unemployed are at the low-enthefskill range, and their employability |s
further affected by the length of time they remain yaivam activity.

Addressing the (long-term) unemployment issue is an isirgly pressing policy concern that
requires a comprehensive reform strategy. Under dibhaszenario of a gradual return to pre-crisis
exit rates, it appears that the number of people on theRegister would decrease only very gradually
to around 220,000 by end-2016, and that the long-termrenaf unemployment would actually worsen
further, with close to 65% of people on the Live Regidter more than one year. While suchl a
simulation needs to be taken with extreme caution whemiesdo precise numbers, the main findings
are robust regardless of the scenarios envisaged ightight two key policy issues: (1) a job-righ
recovery will be essential to make a sharp indent in ufmmgnt levels; and (2) major efforts will be
required to further improve labour activation policies andegate much higher exit rates for the long-
term unemployed, including through re-skilling and training.

Figure 20: Actual and simulated population on live registeby duration
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Sources: Department of Social Protection and E@o@»mmission calculations.

As indicated earlier, 50% of the population currently onltive Register previously held occupations
in craft, sales or plant and machine operations, i.e. towhedbbw-end of the skills distribution. The
National Skills Bulletin 2012 by the Expert Group on FuturdiSiNeeds, in turn, indicates that
Ireland currently suffers from skills gaps in a numbkareas, including science, engineering, IT and
certain segments of sales and marketing, craft and tethsp

While it would be illusory to aim at fundamentally reshapimg $kills of people currently on the Live
Register on a large scale, a core element of the lalstimation policy must be to offer additional pr
new training to the unemployed, particularly the long-temesp on a timely and targeted basis. |As
such, a faster implementation of the establishment of SQbAstter coordinate and direct the lo¢al
Education and Training Boards (ETBS) is essential. Regulavigwing ETBs' curricula and trainings
offers to ensure they are relevant to employer's neetidemands will also be important in the future.

The relevance and effectivenessiofred's services to job seekers and employers will need to be
reviewed as offices are phased in nationwide in 2013cHReg targets on the number of people to| be

profiled or sent to group engagement will not be sufficiehe quality and relevance of the individyal
profiling and group sessions will be at least as important, lattdo will have to ensure that it
adequately services the needs of job seekers in tefnggiidance and training and the needs| of
employers in identifying and short-listing potential candiglatefill vacancies.

Aside from forceful implementation of the labour activatjpolicy defined in Pathways to Wor
further action will be needed to improve the demand sitlethe labour market. The soli
implementation record on thaction Plan for Jobsn 2012 should be continued looking forwa
Efforts should also be made to ensure that the increabedrlanarket flexibility intended to b
achieved through the Industrial Relations (Amendment) AtP2®tually materialises.

D g o7

The Legal Service Regulation Bill, a programme regiuement, has completed second
stage and committee stage is planned for early 2018mendments are to be introduced
to reflect concerns over the independence from mowent of the new Regulatory
Body*® With the bill's passage, the authorities shouldkvio ensure speedy and effective
implementation of the reforms, which are importantompetitiveness (Box 6).

Plans to transfer the ownership and operation of tB water sector to a national
public utility and introduce charges for householdshave firmed up3* Aside from
settling on the public utility model, a number ofigortant decisions have been taken,
including that: (1) Irish Water will be an indepemdl State-owned company under the
Bord Gais Group; (2) the water sector will be sobj® the independent regulatory
oversight of the Commission for Energy Regulati@ER); (3) water charges will be
generalised to all consumers (residential as welh@n-residential) by 1 January 2014;
(4) a sustainable funding model for the sector Wl established, with the aim to make
Irish Water self-funded eventually; and (5) thensfer of ownership and operations of the
sector from local authorities to Irish Water wik Iphased in gradually over a period of
around 5 years extending to 2017.

The implementation of the water reform strategy hasso far been slow.The reform
has nevertheless been planned since the beginhithg grogramme and is critical on a
number of counts, including: (1) to foster an eéfit and rational use of a scarce and

% As these amendments have not yet been made availabéniot be assessed whether these concerns
will be fully addressed.

% As reported in previous reviews, the Government settleal wetional public utility model to operate the
water sector following an independent assessment publishédovember 2011. An implementation
strategy to transfer operations from local authorities to Wsiter was finalised in July 2012.
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valuable resource; (2) to ensure the viability leé sector's business model; and (3) to
enable the financing of essential infrastructurgeegiments, including to reduce leakages
and ensure adequate service provision to suiteedshof businesses. Making Irish Water
mostly self-funded like any other public utilityilivalso generate significant structural
savings for the Exchequer as operating and cagibk represent around EUR 1.2 billion
per annum, with revenues from charges to non-reSaleusers accounting for only
EUR 200 million. Yet, concrete steps have been rtaklewly. Among other things,
progress towards the installation of water metas lagged. The procurement processes
for the supply of boundary boxes and the instafatontracts are yet to be completed,
and the authorities recognise that actual instatladf boundary boxes and meters will
not start until the third quarter of 2013. The fudll-out of meters is likely to take years
and extend well beyond the scheduled date forritreduction of water charges, which
will create additional difficulties regarding thei@gng mechanism.

Landmark decisions are needed in the coming month® achieve the commitment of
introducing water charges for households by the endf the programme period.
Given the delays experienced so far, a number p&teps and decisions will have to be
taken rapidly, including: (1) the enactment of &afion to grant regulatory oversight to
the CER; (2) the enactment of a comprehensive Waaarices Bill; (3) the establishment
of Irish Water first on an interim basis and laiterts final form; (4) the installation of
meters; (5) the determination of a pricing methodgl for households and non-
residential users (both before and after metersimr@lace, i.e. respectively on a
presumptive and on an effective-consumption basis{ (6) a decision on the level of
Exchequer funding in the years to come and unshlWater is put on self-funded basis.
The latter two issues are closely interconnectedthe level of Exchequer support
required for Irish Water will depend on the reventleat can be collected through the
introduction of water charges for households. Theteps are reflected in the revised
memorandum of understanding, and the authoritiescammitted to engage with the
European Commission in developing the new legistadrrangements for the sector.
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Box 6: Increasing competition in the provision of legal saices

Whereas other sectors of the economy have experiencsitierable cost adjustments since the opset
of the crisis, legal services remain expensive in Irel@igure 21). After rapid increases during the
boom, the cost of legal services only adjusted slightig, still remained 12.1% above their 2006 level.

This contrasts markedly with the post-crisis developmentladr services, whose prices did not rise as

much to begin with and have since adjusted quickly ba@0@® levels (Figure 21)'he World Bank
Doing Business 2012 report estimates that, as a perceoftage value of a standardised claim in

a

commercial dispute, the enforcement cost is 26.9% in Irelardus an OECD average of 20.1%. |Of

this, more than 2/3 (i.e. 18.8%) is accounted by attornstgco

Figure 21: evolution of legal services prices vs. otherrséces
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The high cost of legal services continues to pose problemsefand:

» Cost competitiveness, in particular for SMEs, for whichHigd level of legal costs can act ps
an impediment to business success, patrticularly in otates contract law issues. Since non-

tradables like legal services also feed into the cost batbe iltish export sector, high legal
service costs also hamper external competitiveness;

» Equity concerns, as low income households who canfartdafiigh legal fees may be locked

out of equal access to justice;

» Fiscal issues, as the State is the largest buyer of legdteser making high legal costs|a

further challenge in terms of meeting fiscal targetseuitide Programme.

A 2006 study by Ireland's Competition Authofiydentified anti-competitive practices in the market
for legal services, such as the potential conflict of intdoesween the regulatory and representative

role of the Law Society, the Bar Council and (for quadifion and disbarment of barristers) the King'
Inns. Unnecessary barriers to competition include bansdwertising, bans on the formation |of

S

partnerships and restrictions in the free availability ahing and accreditation into the profession.

The lack of a separate profession of conveyancenadsks to constrain labour supply.

The Legal Services Regulation Bill, a programme requirenadresses many of these issues, i

particular through the establishment of a new Legal SerResgilatory Authority, which will have

overarching regulatory control over the Law Society and Gauncil. Further, its establishment i§ a
vital first step in the implementation of further potential refarRenewed consideration should also

be given to some recommendations of the 2006 study, gdtabprohibition of the 'salicitor's lien' (by

which solicitors may hold a client's file pending paymenteef f It is important as well to note that the

full cost savings in legal services requires further madation and higher efficiency of judicial

procedures and the entire judicial system. Finally, thhaoaities should ensure timely and effective

implementation of the measures to achieve the benefitklguic

% Competition in Professional Services: Solicitors and Barristieetand's Competition Authority (2006)
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Non-strategic state assets in the energy sector mdied for disposal by the
government are nearing the point of sale, with somancertainty around the use of
proceeds.The financial and legal advisors for the sale ofBGais Energy (BGE) have
been appointed recently, and other necessary atepiseing taken to initiate the sale in
early 2013. Progress towards the sale of selecrestrategic power generation assets of
the Electricity Supply Board has been slower, aodinal decision has been taken on
which units will be privatised. The authorities retheless aim to initiate the transaction
procedures in the first half of 2013. They are @lsmmitted under the programme to use
at least half of the privatisation proceeds fortdeluction, with the balance invested in
growth-enhancing projects of a commercial natureciBe projects which would benefit
from funds from privatisations receipts have yebédadentified.

6. Financing issues

The completion of this review would trigger a disbusement of EUR 0.8 billion from
the EFSM/EFSE The IMF will disburse an additional EUR 0.9 il and the UK a
bilateral loan of EUR 0.5 billion. This will brindisbursements at end-2012 to EUR 56.6
billion, representing 84% of the total internatibressistance of EUR 67.5 billion
available under the programnie.

The improved market sentiment discussed earlier irthe report has allowed the
authorities to plan for further debt issuances in P13 Ireland plans to issue short-term
T-bills regularly in the future, establishing agairstable market presence. The authorities
also want to step-up the issuance of long-term sohdng-term debt can be expected to
be issued in bond auctions or syndications, whiliteonal funding options such as more
amortising bonds designed for the domestic perfsiod industry are also considered.

The latest funding plans have resulted in upwards evisions of the projected cash
balances compared to previous mission8y the end of 2013, the treasury's cash buffer
should stand at EUR 17.4 billion (Table 3), whishabout the equivalent to the financing
needs for the following yedf.The substantial pre-funding of the cash buffeo alsrves

as a positive signal to bond investors and shotddether with continued strong
programme implementation, make for favourable tsendyields and investor appetite for
sovereign bonds. The authorities have also sighdheir interest in discussing during
coming reviews how best to support continued marketess once the economic
adjustment program expires at end-2013.

% The EFSM/EFSF is expected to disburse the EUR 0.8 billiswcated with this review in early 2013.
3"Including the EUR 7.6 billion bond redemption in January40
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Table 3: Financing requirements

2010 2011 2012 2013 2010-2013
Dec Year Q1 Q2 Q3 Q4  Year Q1 Q2 Q3 Q4  Year Total
A. Exchequer cash deficit 1/ 5.4 18.4 4.3 6.9 17 42 171 47 6.6 1.4 26 154 56.3
B. Debt redemption 2/ 2.5 9.7 63 -06 -0.7 4.7 9.7 15 71 51 10 112 33.0
of which: long term bonds 0.0 4.8 5.6 00 -03 0.0 54 0.0 6 5 0.0 0.0 5.6 15.8
C. Bank recapitalisation 0.0 16.6 0.0 13 0.0 0.3 1.6 0.0 00. 0.0 0.0 0.0 18.1
D. Other Financing needs 3/ 0.0 0.7 02 -09 0.0 1.3 0.6 01. 0.0 0.0 0.5 15 2.8
E. EU-IMF loan disbursement 0.0 345 10.5 4.4 3.7 27 213 41 2.9 2.4 23 117 67.5
EFSM/EFSF 0.0 215 6.2 2.8 2.3 1.0 123 24 1.4 1.4 1.2 6.4 4Q.2
Bilaterals 5/ 0.0 0.5 11 0.2 0.5 0.8 25 0.7 0.5 0.3 0.4 18 8 4.
IMF 0.0 12.6 3.2 15 0.9 0.9 6.4 1.0 1.0 0.8 0.7 3.5 22.5
F. Market Funding 0.5 1.4 0.4 34 6.5 20 124 5.1 4.2 3.7 3.216.1 30.4
of which: long term bonds 0.0 0.0 0.0 3.1 5.1 0.0 8.1 3.0 52 20 2.0 9.5 17.6
Memorandum ite m:
Cash balances, eop 22.3 12.9 13.1 142 234 176 176 1959 161 174 174

Notes:

1/ Includes promissory note payments

2/ Includes long-term bonds, T-bills, commercigd@aand others
3/ Include contingencies

4/ Includes Treasury cash reserves and NPRF assets

5/ UK, Sweden and Denmark.

7. Risks

Despite the considerable progress made and the earsigns of returning investor
confidence, the Irish economy faces several key dlenges and risks, as fully
addressing legacy imbalances from the bubble pdgeagl public, private and external
debt) and returning to sustained and job-rich gnowill take time and continued policy
determination.

The main risks stem from:

. A further deterioration in the growth outlook. Further delays in sustained and
substantial recovery and potential downward remsion the medium/term growth
outlook would increase fiscal, banking and polititsks.

. Dwindling political support for fiscal consolidation. Further decisive action is
required to reduce Ireland's budget deficit, whigimains the largest in the euro area, and
put the debt ratio on a firmly downward path. Whihe government's commitment to
meeting fiscal targets is not in doubt, doing s@imequitable manner will require it to
make some hard choices and confront some vestegests. Thus, a key risk stems from
the difficulty of maintaining broad-based politiclpport for fiscal consolidation.

. Banks' large arrears and weak profitability. Irish banks have been capitalised
to a very high level relative to peers in other dagan countries and relative also to a
conservative adverse scenario based on highly deeditress tests. Yet the risk of
possible further capital needs in the future carbtfully excluded, especially if the
growth outlook deteriorates beyond what is curseettpected. To minimise this risk,
banks need to take decisive action to addressraraed further reduce operating costs.

. Impaired credit intermediation. Bank lending to the private sector, and in
particular to SMEs, may fail to revitalize unlesmks cleanse their loan portfolios from
unsustainable debts and develop their capacity—eedpeat the branch level—to lend
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based on cash-flow analysis rather than mereljhervalue of property collateral, as was
too often the case in the boom years.

. Increase in structural unemployment. Despite a positive start under the
Pathways to Work initiative, labour market actieatipolicies need to be significantly
strengthened to avoid a situation where the uneysplaemain too much time out of
work and end up not having the appropriate skillemmatch future jobs when employment
growth starts to pick up.

. Market sentiment still fragile. The recent decline in spreads reflects strong
programme implementation and expectations of pragra enhancements following the
supportive statements from the euro area leadedsnie and July. There is, therefore, a
risk that hard-earned gains might unravel if pregren this front takes longer than can
reasonably be expected.

45



VS-Nur fur den Dienstgebrauch Anlage 1 zu BMF-¥ge Nr. 4/13 VS-NfD

List of abbreviations

AlB Allied Irish Bank

BOI Bank of Ireland

BGE Bord Géis Energy

BTL Buy-to-Let

(642]] Central Bank of Ireland
CER Commission for Energy Regulation
CPI Consumer Price Index

CsO Central Statistics Office

dpd Days Past Due

EC European Commission

ECB European Central Bank
EDP Excessive Deficit Procedure

EFSF European Financial Stability Fund
EFSM European Financial Stabilisation Mechanism

ELG Eligible Liabilities Guarantee

EMU Economic and Monetary Union

ERO Employment Regulation Order

ETB Education and Training Board

GDP Gross Domestic Product

GNP Gross National Product

GP General Practitioner

GVA Gross Value-Added

HICP Harmonised Indices of Consumer Prices
HSE Health Service Executive

IBEC Irish Business and Employers Confederation
IBRC Irish Bank Resolution Corporation

IMF International Monetary Fund

JLC Joint Labour Court

ma Moving average

MEFP Memorandum of Economic and Financial Polities
MOU Memorandum of Understanding

MTFS Medium Term Financial Statement
NAMA  National Asset Management Agency

NFC Non-Financial Corporation
OECD Organisation for Economic Co-operation anddbdgyment
PCRS Primary Care Reimbursement Service

PCAR Prudential Capital Assessment Review
PLAR Prudential Liquidity Assessment Review

PMI Purchasing Managers Index

PTSB Permanent TSB

REA Registered Employment Agreement
REER Real Effective Exchange Rate

ROI Republic of Ireland

sa Seasonally Adjusted

SME Small and Medium Enterprise
WHO World Health Organisation
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Annex 1. Debt sustainability analysis

The assessment of the sustainability of Irelandldip debt by the Commission services
has not materially changed from the previous revi€lae main differences relate to the
somewhat higher cash buffers in the near-termovofig the successful issuances
discussed in the paper, which also translatesnresdat highegross debfigures.

The programme's baseline scenario assumes a ceatgradual increase in the primary
surplus in the post-programme period, from 0.7%&P in 2014 to 2.1% of GDP in
2015 and to 4.8% in 2020, based on: (i) programpregctions and EDP requirements
until 2015 and (ii) an annual adjustment in goveenindeficit of 0.5pp of GDP in
2016-2020 (Figure 22). This path is consistent witbss debt peaking at 122.1% of GDP
in 2013, and declining steadily thereafter to 103%DP by 2020. The debt at the peak
includes sizable cash balances of EUR 17.4 billid@%6 of GDP) at end-2013, which are
assumed to be reduced to EUR 10 billion at end-204EUR 9 billion at end-2015. The
programme debt projections foresee the full drawdamf the programme financing
envelope. The baseline scenario assumes nominal gg®@#h of 4.4% and a marginal
interest rate of 5.5% over the period 2016-202C glowth rate is higher than the 4%
potential nominal growth as calculated by the hamsed methodology for 2016,
reflecting an assumed faster growth in investmeltwing the latter to return to more
normal levels (investment under the baseline i fetiecast at only 12% of GDP in
2015).

A stress scenario with a 1 pp. lower GDP growthaghthat, in the absence of additional
consolidation measures, debt would veer away froensustainable path. In particular,
sticking to the currently agreed annual adjustnme2013-15 in the face of lower growth,
and thus missing the programme nominal deficitdergwould result in a deficit of 5.2%
of GDP in 2015, well above the programme targdieddow 3% of GDP. Even assuming
that the deficit ratio would be reduced by 0.5 g@gch year over 2016-20, the deficit ratio
would only fall below 3% in 2020, and result in ebtl level of 123% of GDP in 2020,
with a peak not achieved until 2016-17. If instealditional measures are taken to ensure
that the programme and EDP deficit path is resplectiee debt ratio would begin
declining in 2015, though of course the lower gtowincluding as a result of the
contractionary impact of additional measures) wdddp the 2020 debt ratio at a higher
value (around 110% of GDP) than under the basdkigure 23). A scenario with a
substantially higher marginal interest rate (7.586es not materially alter the debt
trajectory due to relatively low refinancing needs.
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Figure 22: Debt-stabilising primary Figure 23: Government debt projections
balance in baseline projections (% of GDRY% of GDP)
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Source: Commission service's estimates
Notes:

Baseline assumptionsProgramme projections until 2015 (including casilabces of EUR 18.1 billion at the end of 2012,
EUR 17.4 billion at the end of 2013, EUR 10 billiehthe end of 2014 and EUR 9 billion at the en@@%5). After 2015, general
government deficit is reduced by 0.5pp annuallyl inalance is reached; real GDP growth of 2.8%%#”bminal growth); marginal
interest rate on new government bonds of 5.5%; batdmces of EUR 9 billion maintained in each y&mme 10% of the general
government debt, including short-term debt, localegnment debt and other general government ligsiliassumed to remain
unchanged/rolled over at constant rates withoutritirting to analysis dynamics.

Stress scenario assumptioBDP scenarios assume lower/higher nominal GDPaabé sensitivity of fiscal balance to GDP. In the
scenario with no policy response (represented eydirk blue in the figure above) the planned anfisedl consolidation effort until
2015 is maintained, while annual fiscal deficitgests may not be met. The budget deficit in thisxade would be 5.2% of GDP in
2015 and 2.7% of GDP in 2020. In the scenario aittitional fiscal effort (grey line in figure abgy¢he government ensures that the
fiscal deficit targets under the programme/EDP ragg, even though this requires additional constiidameasures and has an
additional contractionary impact on growth. Fortbtitese two latter scenarios, from 2015 onwardgémeral government deficit is
reduced by 0.5 pps annually until balance is re&¢fer comparison, in this scenario the budgetaiteifn this scenario would be 3%
of GDP in 2015 and -0.5% of GDP in 2020).
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Annex 2: Supplementary tables

Table Al: Health expenditure overruns in 2012

7th review 8th review
EUR million
cash accrual cash accrual
A Savings envisagedin 2012 Budget 543 543 543 543
Hospital income from private health insurance 143 143 143 143
Demand Led Schemes 124 124 124 124
Employment numbers and 14t 14¢ 14¢ 14t
Long stay repayment sche 11 11 11 11
Efficiencies in disability, mental health & childree 50 5C 5C 50
Other measures (procurement) 70 70 70 70
B Emergent spending pressures since 2012 Budget time 1B 317 357 357
Hospital activity 150 150 150 150
Pension lump sum costs 46 46 46 46
New high tech drugs 15 15 15 15
VAT 50 50 50 50
EU agency directive 15 15 15 15
Other (residual) 41 41 41 41
Additional pressures on PCRS 1/ 40 40
C= A+B Total spending pressures relative to no-policy chaye baseline underlying 860 860 900 900
2012 bugdet
D Savings expected from measures effectively implentead 503 378 348 233
Hospital income from private health insurance 125 0 115 0
Demand Led Schemes 119 119 f 69 69
Employment numbers and pay 135 135 f 75 75
Long stay repayment scheme 11 11 f 11 11
Efficiencies in disability, mental health & childea 25 25 -10 -10
Other measures (procurement) 88 88 f 88 88
E Envisaged addditional measures 357 205 f 343 146
Intensification of agency, overtime 129 129 100 100
Exchequer funding of HSE pensic 46 4€ 4€ 46
Additional savings on generic drugs cc 20 2C 0 0
Medical Defence Union receipts 45 0 45
Transitional Care Programme 16 0 16
Time related savings in mental health/primary care 3 5 0 53
Savings on National Treatment Purchase Fund expendi 10 0 30
Capital expenditure savings 28 0 28
Other savings 10 10 10
Additional savings in Vote 38 1/ 15
F= D-E|Remaining estimated overrun 0 277 209 521

Note: 1/ New information as of October 2012 revieigsion.
Source: DPER, Ministry of Health
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Table A2: Fiscal performance in 2012

Anlage 1 zu BMF-¥ge Nr. 4/13 VS-NfD

Jan-Nov 2012 2012
EUR million SPU Outturn SPU Budget for  Estimate
Outturn target Vs target 2013 Vs
target target
Revenue 43 483 47 292 46 881 -411
Tax revenue 39901 40 449 -547 43 462 42797 -665
Personal income tax 13872 14 103 -231 15 300 15040 -260
VAT 9 966 9786 180 9995 10190 195
Corporation tax 3810 3831 -21 4020 4010 -10
Excise duties 4064 4244 -180 4815 4615 -200
Social contributions (PRSP 6128 6 504 -376 7087 6632 -455
Other taxes 2061 1981 80 2245 2310 65
Non-tax Revenue 2713 2730 2770 40
Central Bank Surplus Income 958 945 958 13
Bank Guarantee Fees 1025 982 1025 43
National Lottery Surplus 175 220 220 0
Interest on contingent capital notes 300 300 300 0
Other 255 283 267 -16
Capital receipts? 869 1100 1314 214
EU agricultural funds (FEOGA) 720 720 720 0
Sale of Mobile Telephony Licences 0 178 435 257
Other 149 202 159 -43
Expenditure 54 167 60 341 60 072 -269
Current voted (net) 44 316 44 039 277 47 881 48322 441
Social Protection® 19 017 18 779 238 20 474 20704 230
Health 11 592 11 226 366 12 095 12456 361
Education 6 883 6919 -36 7 635 7635 0
Other 6 824 7115 -291 7676 7526 -150
Current non-voted? 7279 7984 7469 -515
Debt Service 5810 6 076 -266 6 318 5845 -473
EU Budget Contribution 1270 1340 1390 50
Other non-voted (ex-SF) 199 326 234 -92
Capital expenditure 2572 4476 4281 -195
Exchequer capital funding (net) 2 446 2851 -405 3635 3520 -115
FEOGA and other EU payments 125 830 760 -70
Other 1 11 1 -10
Main below-the-line financial transfers 2284 2534 2541 7
Promissory Note$ 25 25 25 0
Loans to Insurance Compensation | 450 450 456 6
Irish Life Limited 1300 1300 1300 0
ESM capital payment 510 509 510 1
Credit Union Funding 250 250 0
Exchequer balance® -12 968 -15 583 -15 732 -149
Below-the-line financial transfers 2534 2541 7
Local government sector -200 -125 75
Accrual adjustments and other below-the-line operet 146 11 -135
General government balanc* -13 103 -13 305
% of GDP -8.1 -8.2

Sources:End-November Exchequer statement; Stability Progne; 2012 budget; White Paper; 2013 budget and Gssion Services estimates

Notes:

1 Social contributions (PRSI) are included amongévenue and excluded from net Social Protectioreat expenditure. Net current expenditure are
net of departmental own receipts (appropriationatd).
2 Excludes Sinking Fund transfer from current tpited account, which is the Exchequer deficit nalutr
3 Excludes promissory note repayment to IBRC of BBJB® billion, which was financed through a goveemtnbond placement.

4 The deficit-to-GDP ratios are calculated usirg ¢brrent 2012 GDP estimate of EUR 162.3 billion.
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Table A3: Use and supply of goods and services (uahe)

Annual % change 2010 2011 2012 2013 2014 2015
1. Private consumption expenditure 0.5 -2.3 2.1 -05 12 18
2. Government consumption expenditure -4.6 -4.3 -40 -1.7 -3.0 -3.3
3. Gross fixed capital formation -22.7 -12.2 -4.0 5-1. 3.0 5.2
4. Final domestic demand -5.0 -4.2 -2.8 -1.0 0.5 11
5. Change in inventories
6. Domestic demand 4.4 -3.7 -2.8 -0.9 0.4 11
7. Bports of goods and services 6.2 51 2.8 3.2 42 5 4
7a. - of which goods 53 2.7 2.2 3.2 4.2 4.5
7b. - of which services 7.2 7.7 34 3.2 4.2 4.5
8. Final demand 11 1.2 0.4 15 2.7 3.2
9. Imports of goods and services 3.6 -0.3 0.3 2.0 3.2 36
9a. - of which goods -1.1 -2.3 0.3 2.0 3.2 3.6
9b. - of which services 6.5 0.8 0.3 2.0 3.3 3.7
10. Gross domestic product at market prices -0.8 14 0.4 11 2.2 2.8
Contribution to change in GDP
11. Final domestic demand -4.3 -34 -2.2 -0.7 0.3 0.8
12. Change in inventories + net acq. of valuables 6 0 04 0.0 0.0 0.0 0.0
13. External balance of goods and services 2.9 54 6 2 18 1.9 2.0
Table A4: Use and supply of goods and services (ual
Annual % change 2010 2011 2012 2013 2014 2015
1. Private consumption expenditure -1.6 -0.8 -0.2 08 27 3.4
2. Government consumption expenditure -8.8 -2.8 -2.1 -0.8 -2.0 -2.6
3. Gross fixed capital formation -26.9 -13.9 -2.5 26 75 10.3
4. Final domestic demand -8.0 -3.2 -1.0 0.7 22 3.0
5. Change in inventories -66.1  -1394 -2.0 3.0 -11.0 0.0
6. Domestic demand -7.4 2.7 -1.0 0.7 22 3.0
7. Exports of goods and services 7.8 5.7 3.8 4.3 52 8 5
8. Final demand 25 -1.9 3.7 2.8 4.0 4.7
9. Imports of goods and services 6.6 2.8 13 33 44 9 4
10. Gross national income at market prices 33 2-2. 02 1.6 35 33
11. Gross value added at basic prices -1.9 24 10 5 2. 34 4.4
12. Gross domestic product at market prices -3.0 1.6 2.1 2.4 3.7 4.4
Table A5: Implicit price deflators
% changein implicit price deflator 2010 2011 2012 2013 2014 2015
1. Private consumption expenditure -2.1 15 1.9 13 4 1. 16
2. Government consumption expenditure -4.3 16 20 0 1. 10 0.8
3. Gross fixed capital formation -54 -2.0 16 4.2 44 48
4. Domestic demand 3.1 1.1 1.9 1.6 1.7 1.9
5. Exports of goods and services 16 0.6 1.0 11 10 2 1
6. Final demand -0.6 0.8 14 1.3 1.3 1.4
7. lImports of goods and services 2.9 31 1.0 12 11 3 1
8. Gross domestic product at market prices 2.2 0.2 1.7 1.3 1.4 1.6
HICP -1.6 1.2 2.0 1.3 1.4 1.6
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Table A6: Labor market and labor costs

Anlage 1 zu BMF-¥ge Nr. 4/13 VS-NfD

Annual % change 2010 2011 2012 2013 2014 2015
1. Labour productivity 3.6 3.6 1.7 1.0 12 0.9
2. Compensation of employees per head -1.5 21 0.7 00 1 0 01
3. Unit labour costs 5.4 22 0.2 -1.1 -0.9 -0.8
4. Total population 0.3 0.2 0.4 0.7 0.9 1.0
5. Population of working age (15-64 years) -0.8 -1.0 0.9- -0.5 -0.1 0.1
6. Total employment -4.1 2.1 -1.2 0.0 0.9 19
7. Calculated unemployment rate - Eurostat dedini(P6) 13.7 14.4 14.8 14.7 14.2 134
Table A7: External balance
levels 2010 2011 2012 2013 2014 2015
1. Bxports of goods (fob) 82.6 84.9 87.5 915 96.3 101.8
2. Imports of goods (fob) 46.9 48.3 48.9 50.5 52.7 55.3
3. Trade balance (goods, fob/fob) (1-2) 35.8 36.6 38.6 41.0 435 46.5
3a. p.m. (3) as % of GDP 22.8 23.0 23.8 24.7 25.3 25.8
4. BExports of services 75.2 81.9 85.5 89.0 93.7 99.2
5. Imports of services 81.5 83.6 84.7 87.5 91.3 95.9
6. Senvices balance (4-5) -6.3 -1.7 0.8 1.6 2.4 3.3
6a. p.m. 6 as % of GDP -4.0 -1.1 0.5 0.9 14 1.8
7. External balance of goods & services (3+6) 295 24 395 425 45.9 49.7
7a.p.m.7 as % of GDP 18.8 22.0 24.3 25.6 26.7 27.7
8. Balance of primary incomes and current -27.5 -34.2-35.8 -36.9 -38.4 -41.6
8a. - of which, balance of primary income -25.2 -32.0-35.0 -36.8 -384 -41.5
8b. - of which, net current Transfers -2.3 2.2 -0.7 00. 0.0 -0.1
8c. p.m. 8 as % of GDP -17.6 -21.5 -22.0 -22.2 -22.3 -23.1
9. Current external balance (7+8) 2.0 0.7 3.7 5.7 75 8.1
9a. p.m. 9 as % of GDP 13 0.5 2.3 34 44 45
10. Net capital transactions -0.7 -04 -0.3 -0.2 -0.1 0.0
11. Net lending (+)/ net borrowing (-) (9+10) 1.3 0.3 3.4 55 7.4 8.1
1la.p.m. 11 as % of GDP 0.8 0.2 2.1 3.3 4.3 4.5

52



VS-Nur fur den Dienstgebrauch Anlage 1 zu BMF-¥ge Nr. 4/13 VS-NfD
Table A8: Fiscal accounts

2008 2009 2010 2011 2012 2013 2014 2015

% of GDP
Indirect taxes 12.4 11.3 115 11.1 11.2 11.1 11.2 11.2
Direct taxes 115 10.8 10.7 12.1 12.6 12.9 13.3 135
Social contributions 6.8 7.4 7.3 6.4 5.7 5.8 5.6 5.4
Sales 2.3 2.8 3.3 3.2 2.6 2.2 2.1 2.0
Other current revenue 1.3 1.3 1.4 1.3 15 1.6 1.4 1.3
Total current revenue 34.5 33.7 34.2 34.2 33.6 33.5 33.6 .83
Capital transfers received 1.2 1.0 1.0 0.7 0.7 0.7 0.7 0.4
Total revenue 35.7 34.7 35.2 349 34.3 34.2 34.3 33.9
Compensation of employees 11.9 12.8 12.3 12.0 11.6 11.0 .2 10 9.6
Intermediate consumption 5.8 6.4 6.0 5.6 5.4 49 4.6 4.2
Social transfers in kind via market producers 2.2 23 25 2.4 2.2 2.0 1.9 1.7
Social transfers other than in kind 11.6 14.5 14.8 15.014.4 13.8 13.0 12.2
Interest paid 1.3 2.0 3.2 3.3 3.9 5.6 5.6 5.6
Subsidies 0.5 0.6 0.6 0.4 0.3 0.3 0.3 0.2
Other current expenditure 25 2.6 2.3 2.1 2.1 2.0 2.0 1.9
Total current expenditure 35.9 41.3 41.6 40.9 39.9 39.7 a7 35.3
Gross fixed capital formation 5.3 3.8 3.5 2.5 2.0 1.6 15 5 1.
Other capital expenditure 1.9 3.6 21.0 4.8 0.7 0.5 0.5 0.1
Total expenditure 43.1 48.7 66.1 48.2 42.6 41.8 39.5 36.9
General Government balance -7.4 -13.9 -30.9 -13.4 -8.2 .67 -5.2 -3.0
Underlying Government balance (EDP) -7.4 -11.5 -10.7 -9.1 -82 -75 -5.1 -2.9
EUR billion

Indirect taxes 22.2 18.3 17.9 17.7 18.1 18.4 19.4 20.2
Direct taxes 20.7 17.4 16.7 19.2 20.5 214 22.8 24.3
Social contributions 12.2 12.0 115 10.3 9.3 9.6 9.7 9.7
Sales 4.2 4.5 5.2 5.1 4.2 3.7 3.6 3.6
Other current revenue 2.3 2.1 2.2 2.1 2.4 2.7 2.4 2.4
Total current revenue 61.7 54.3 53.6 54.3 54.6 55.7 57.9 .50
Capital transfers received 2.2 1.7 1.6 11 11 1.2 1.2 0.8
Total revenue 63.9 56.0 55.1 55.4 55.7 56.9 59.1 61.0
Compensation of employees 21.2 20.7 19.3 19.1 18.8 183 .6 17 17.2
Intermediate consumption 104 10.4 9.3 8.9 8.7 8.2 7.9 7.5
Social transfers in kind via market producers 3.9 3.8 3.9 3.8 35 3.4 3.2 3.0
Social transfers other than in kind 20.8 23.4 23.2 23.823.4 22.9 22.3 21.9
Interest paid 2.4 3.3 5.0 5.3 6.3 9.3 9.6 10.0
Subsidies 0.9 0.9 0.9 0.6 0.5 0.5 0.4 0.4
Other current expenditure 4.5 4.3 35 3.4 3.4 3.4 3.4 3.4
Total current expenditure 64.2 66.7 65.1 65.0 64.7 65.9 64 63.4
Gross fixed capital formation 9.5 6.1 5.5 4.0 3.2 2.7 27 7 2.
Other capital expenditure 3.3 5.7 32.8 7.6 1.2 0.9 0.9 0.3
Total expenditure 77.0 78.5 103.4 76.7 69.1 69.5 68.0 66.4
General Government balance -13.2 -22.5 -48.3 -21.3 -13.4 -12.6 -8.9 -5.3
Deficit-increasing financial sector measures 4.0 316 .86 0.1 0.1 0.1 0.1
Underlying Government balance (EDP) -13.2 -18.5 -16.7 - -13.3 -12.5 -8.8 -5.3
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Table A9: Debt developments
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2008 2009 2010 2011 2012 2013 2014 2015
Government deficit (% of GDP) -74  -139 -30.9 -13.4 8. -76 -5.2 -3.0
Government gross debt (% of GDP) 445 64.9 92.2 106.47.411 122.1 1195 117.4
levels, EUR billion
Government deficit -13.2 -225 -483 -21.3  -134 -12.6 98. -5.3
Gross debt 79.6 104.6 144.2 169.2 190.6 202.9 205.8 211.1
Change in gross debt 32.3 25.0 39.6 25.0 21.4 12.3 29 5.3
Nominal GDP 1789 161.3 156.5 159.0 162.3 166.2 1723 179.9
Real GDP 1774 167.7 166.4 168.8 1695 171.3 175.1 179.9
Real GDP growth (% change) 21 -55 -0.8 1.4 0.4 11 2.2 .82
Change in gross debt (% of GDP) 18.0 155 253 15.7 13.27.4 1.7 2.9
Stock-flow adjustments (% of GDP) 10.7 1.6 -5.6 2.4 49 0.2- -35 0.0
% of GDP
Gross debt ratio 445 64.9 92.2 106.4 1174 1221 1195 A17
Change in gross debt ratio 194 20.4 27.3 14.3 11.0 47 6 -2 21
Contribution to change in gross debt
Primary balance 6.0 11.9 27.7 10.0 4.4 2.0 -0.4 -2.6
"Snow-ball" effect 2.7 7.0 5.2 1.9 1.7 2.8 1.3 0.6
of which

Interest expenditure 1.3 2.0 3.2 3.3 3.9 5.6 5.6 5.6

Real growth effect 0.6 2.7 0.5 -1.3 -0.4 -1.2 -2.6 -3.2

Inflation effect 0.8 2.3 15 -0.2 -1.7 -15 -1.7 -1.8
Stock-flow adjustments 10.7 1.6 -5.6 2.4 4.9 -0.2 -35 0.0
Implicit interest rate 5.1 4.1 4.8 3.7 3.7 4.9 4.8 4.9

Notes:

The projections for gross debt incorporate the detigm of the outstanding financial sector capitgctions in 201:
(in the amount of EUR 1.6 billion) and other smafleancial transactions. The projections assumas®of
precautionary contingencies foreseen in the programfinancing plan and cash balances declining R 17

billion at end-2013 and to EUR 9 billion by 2015.
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Annex 3: Draft updated programme documents
Ireland

Letter of Intent

Dublin, 29 November 2012

Mr Mario Draghi
President

European Central Bank
Kaiserstrasse 29

60311 Frankfurt am Main
Germany

Mr Jean-Claude Juncker
Eurogroup President
Ministére des Finances
3, rue de la Congrégation
L-1352

Luxembourg

Mr Olli Rehn

Vice-President of the European Commission resptnddr Economic and Monetary
Affairs and the euro

European Commission

BERL 10/299

B-1049 Brussels

Belgium

Mr Vassos Shiarly

Minister of Finance

Michael Karaoli & Gregori Afxentiou
1439 Nicosia

Cyprus

Dear Messrs Draghi, Juncker, Rehn, and Shiarly

1. The Irish Government remains firmly committed te ffrogramme, as illustrated
by our continued strong performance in implementhgyagreed policy frameworks and

measures. This performance, and our preparatioBudget 2013, is against a backdrop
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of an increasingly adverse international economxirenment. Nevertheless, yields on
Irish government bonds have fallen dramaticallygoent months, reflecting our strong
performance as well as certain positive developmenEurope, especially the euro area
leaders’ June 29 commitment to decouple the sayerand banking debt issues and in
this context to specifically examine the situatadrihe Irish financial sector with the view
of improving the sustainability of Ireland’s welegorming adjustment programme. The
ECB’s decision on Outright Monetary Transactionsar®ther positive development.
These improved market conditions enabled the lawfabur first bond issue under the
programme in late July and the renewal of regutaa3ury bill auctions. As we enter the
final year of our 3yr programme, we are now focgson the measures necessary to
successfully exit from the programme. Notwithstagdihe external risks, our policy
efforts are aimed at further deepening our acaessarket funding during 2013, in order
to exit from reliance on official financing. Timelynplementation of euro area leaders’
commitments would greatly support the effectiverddbese efforts. We are sure that we
can rely on continued support of the external magtrand fellow member states in this

endeavour.

2. For the eighth review, we have once again met amngitments under the

EU/IMF supported programme in terms of policy referas well as quantitative targets:

« As regards our fiscal consolidation objectives, 842 cumulative exchequer
balance through end-September was ahead of thegpnoge profile and, for 2012
as a whole, the general government deficit is ptegeto be below the 8.6% of
GDP programme ceiling. We are alert to the overrexygerienced in the health
sector, and are taking structural measures to @aiiem in a durable manner. We
will also present Budget 2013 to the Dail on Decerntiy which will underpin our
commitment to reduce the general government defic013 and future years in
line with our agreed programme consolidation patspite the weaker growth
outlook.

« We have introduced legislation to the Dail by empi®mber as envisaged,
including measures to: (i) reform the personal Iwvesacy framework; (ii) establish
a Central Credit Register; (iii) strengthen thedtr&nion legislative framework;
and provide the legal basis for, respectively) tive Irish Fiscal Advisory
Council and (v) the medium-term expenditure cesirflgoth introduced last year
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3.

on an administrative basis). We have also launciedadvisory service for

distressed mortgage borrowers and introduced ontatutery basis (i) the

requirement, under the terms of the Deposit GuaeaB8theme, for Credit Unions
to maintain an amount in the Deposit Protectioroant in the central bank and

(ii) a levy to fund the credit institutions resort fund. Moreover, we progressed
on reforming activation policies and preparing iifesd non-strategic state assets
for eventual disposal, and reforming the sectoralgev setting mechanisms
(legislation for which has been approved). Finallyg are taking necessary steps
to introduce water meters, centralize the provisbwater services and ensure a
sound financial footing for Irish Water accordirggthe timeline envisaged under

the programme.

The overarching strengthening, restructuring, aigtitisizing of the domestic
banking and the credit union sectors are also pesjng according to plan. Two
out of three PCAR banks are well advanced in reachineir end-2013 asset
deleverage targets, and the Central Bank has faedato the PCAR banks non-
core asset deleverage targets and has introduceéddaanced monitoring

framework designed to ensure the banks take actonsiprove net-stable-
funding and liquidity coverage ratios. Revised mgsuring plans for both AIB

and PTSB have been submitted to the European Caiomid-urther actions to
address loan arrears and unsustainable debts ks'b@ortgage and SME loan

portfolios are being implemented.

In light of our performance under the programme andcontinued commitment

to it, we request the completion of the eighth eeviand the release of the eighth
EFSF/EFSM disbursement of EUR 0.8 billion.

4.

In the attached seventh update of the Memorandubinderstanding of Specific

Economic Policy Conditionality (the MOU), as wef e the Memorandum of Economic

and Financial Policies (MEFP), we set out our plem&urther advance towards meeting

the objectives of our economic adjustment progranie also continue to work with

staff of the European Commission, the European r@emank and the International

Monetary Fund on the follow-up to the 29 June statet by the Heads of State and

Government of the euro area.
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5. We consider that delivering in full our commitmentsder the programme, while
progressing towards severing the pernicious linkivben the banks and the sovereign,
will enable Ireland to successfully exit the pragrae and return to sustained private
market funding.

6. We are confident that the policies set forth in thetters of Intent of

3 December 2010 and subsequent letters as wdlisaketter are adequate to achieve the
objectives of our Programme. At the same time, avhie do not envisage that revisions
will be needed, we stand ready to take any comectictions that may become
appropriate if circumstances change. We will cargirto consult with staff of the

European Commission, the ECB, and the IMF on tloptaon of such actions in advance
in the event that revision of the policies contdine this Letter and the attached

Memoranda becomes necessary.

7. This letter is being copied to Mme Lagarde.

Sincerely,

Michael Noonan, T.D. Patrick Honohan

Minister for Finance Governor of theentral Bank of
Ireland
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Ireland
Memorandum of Understanding
On
Specific Economic Policy Conditionality
(Seventh Update)
[XX] January 2013
DRAFT

1. With regard to Council Regulation (EU) n° 407/204f011 May 2010 establishing a
European Financial Stabilisation Mechanism (EFSahd in particular Article 3(5)
thereof, this seventh update of the Memorandum ofldgstanding on Specific
Economic Policy Conditionality (MoU) details the mggal economic policy
conditions as embedded in Council Implementing 8Sleni 2011/77/EU of 7
December 2010 on granting Union financial assistdadreland.

2. The quarterly disbursement of financial assistdrm® the EFSM® will be subject to
guarterly reviews of conditionality for the duratiof the programme. Release of the
instalments will be based on observance of quaivitgperformance criteria, respect
for EU Council Decisions and Recommendations in ¢batext of the excessive
deficit procedure (EDP), and a positive evaluatbrprogress made with respect to
policy criteria in the Memorandum of Economic andaacial Policies (MEFP) and
this updated MoU, which details and further spesitihe criteria that will be assessed
for the successive reviews up to the end of 201fardets are expected to be missed,
additional action will be taken.

3. For the duration of the EU/IMF financial assistapcegramme the Irish authorities
will take all the necessary measures to ensurecaessful implementation of the
programme and minimise the costs to the taxpaywlsle protecting the most
vulnerable. In particular, they commit to:

Rigorously implement fiscal policy consistent with the reguients of the excessive
deficit procedure. In particular, the Department of Finanu the Department of
Public Expenditure and Reform will continue to ensure effectax collection and
tight supervision of expenditure commitments by the line deants to ensure that
the primary deficit target in cash (see Table 1 of MEFR #me Technical
Memorandum of Understanding, TMU) and the general Gowent nominal budget
deficit on ESA95 basis as set out in the EU Council Regentation on excessive
deficit procedures are achieved. Any additional unplannezhrees must be allocated

% On 28 November 2010 Eurogroup and ECOFIN Ministsaeéd a statement clarifying that euro-area and
EU financial support will be provided on the basis of thegpgmme which has been negotiated with the
Irish authorities by the Commission and the IMF, in liaisorhwiite ECB. Further to the Union support
from the EFSM, loans from the EU and its Member Statésinglude contributions from the European
Financial Stability Facility (EFSF) and bilateral lending supgiemin the United Kingdom, Sweden, and
Denmark. The Loan Facility Agreements on these fimanccontributions will specify that the
disbursements there under are subject to the compliatit¢he conditions of this Memorandum.
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to debt reduction. Moreover, the nominal value of Socialfakke pensions will not
be increased.

Continue to strengthen the fiscal framework and repoititige with EU requirements.

Use at least half of the proceeds from state asset salesdntual debt reduction while
also reinvesting the remainder of the total realised pasé projects which are of a
commercial nature, meet ex-ante cost benefit criteria, enhampoyment and
preserve long term fiscal sustainability, including Prograrame EDP fiscal targets.

Continuously monitor financial markets to exploit opportuniteseturn to commercial
funding as soon as possible.

Ensure that activation services are enhanced, to tackleghend persistent rate of long-
term unemployment. In particular, the Department of Soci@eRBtion will take steps
to improve the ratio of vacancies filled off the live registecus on re-training the
unemployed to reduce the risk of long-term unemploymedtearsure appropriate
incentives through the implementation of sanctions. Geneitallygovernment will
advance its plans to introduce new activation measures lguddiRathways to Work
(the government's strategy for institutional reform of tttévation system).

Ensure that no further exemptions to the competition law fraorie will be granted
unless they are entirely consistent with the goals of théMFJProgramme and the
needs of the economy.

Ensure that NAMA: (i) maintains the highest standards efegwmnce with appropriate
accountability and transparency arrangements; (ii) redueesots of its operations;
and (iii) constructively contributes to the restoration of th€hlproperty market in
the course of meeting the asset disposal targets estabbsite monitored by the
NAMA Board, including redemption of €7.5 billion worth ofrser bonds by end
2013.

Ensure that the restructuring of credit unions will undetpinfinancial stability and long
term sustainability of the sector. The restructuring willdoenpleted in as short a
timeframe as possible under a clear plan identifying cnedibtns appropriate for
restructuring, subject to Central Bank regulatory approdslregards funding, the
first call should be on the credit unions concerned or th®isas a whole; any
Exchequer funding should be minimised, should be provaidy in the context of a
restructuring plan in compliance with EU state aid rules, stnauld be recouped
from the sector over time. In parallel, the Central Bankagihtinue its inspections to
determine the financial condition of the weakest credit uniand will engage its
resolution powers as needed, drawing on Resolution Fasadirces if required.

Ensure continued compliance with the minimum Core Ti€aftital ratio of 10.5% for all
PCAR banks (AIB, BOI, and PTSB).

Consult ex-ante with the European Commission, the ECRfa IMF on the adoption of
policies that are not included in this Memorandum but that cbaige a material
impact on the achievement of programme objectives.

4. To facilitate programme monitoring, the authoritiasll provide the European
Commission, the ECB and the IMF with:

a. All information required to monitor progress during prognaenimplementation and
to track the economic and financial situation.

A compliance report on the fulfilment of the conditionalftsior to the release of the
instalments.

Reliable and regular availability of budgetary and other datdetailed in Annex 1.
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1. Actions for the ninth review (actions to be completd by end Q4-
2012)

Fiscal consolidation

5. The Government will publish a budget for 2013 cstesit with a general government
deficit ceiling of 7.5% of GDP and in line with tli&uncil Recommendations under
Ireland’s excessive deficit procedure.

6. On the basis of the aggregate budgetary projects@tsout in the Medium Term
Fiscal Statement (MTFS) of November 2011, constibdameasures for 2013 will
amount to at least €3.5 billion. The following me@s are proposed for 2013 on the
basis of the MTFS:

0 Revenue measures to raise at least €1.25 billiorcluding:
A broadening of personal income tax base.

A value-based property tax.

A restructuring of motor taxation.

A reduction in general tax expenditures.

An increase in excise duty and other indirect taxes

o Expenditure reductions necessary to achieve anrulypé& on voted
expenditure of €54.3 billion, which will involve fieit consolidation
measures of €2.25 billion on the basis of the MTiIR8uding:

Social expenditure reductions.
Reduction in the total pay and pensions bill.

Other programme expenditure, and reductions inakgxpenditure.

7. Without prejudice to the minimum consolidation ambueferred to in the previous
paragraph and to the requirements to achieve theedgfiscal targets, the
Government may, in consultation with the staff bé tEuropean Commission, the
IMF, and the ECB, substitute one or more of thevabmeasures with others of
equally good quality based on the options iderttifirethe Comprehensive Review of
Expenditure (CRE).

8. The authorities will take the measures necessaryntgind the overrun in health
spending and will contain health expenditure nesdryto within the €13.6 billion
departmental ceiling for 2013 set in tBemprehensive Expenditure Report 2012-14

9. Government will publish a medium-term fiscal sta¢gncovering the period 2013-
2015 consistent with a further reduction of the &ah Government deficit in line

% Inclusive of carryover from 2012.
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with the fiscal targets set out in the Council Reoeendation in the context of the
excessive deficit procedure.

10.DPER and DECLG will agree a protocol to ensure thatlocal government sector
continues to be managed in balance over the metitmand in particular to ensure
a balanced budget in 2013, by reference to theicgdon of the financial
management safeguards and requirements in plabm\lie sector.

Financial sector reforms
Capital assessment

11.The authorities will provide the staff of the Eueam Commission, the ECB and the
IMF a review of developments in the PCAR bankstiaato PCAR 2011. Overall
results of this work will be published by end Jayu2013. The authorities will agree
with the staff of the European Commission, the E&®l the IMF on the specific
details of the review.

Deleveraging

12.The authorities, in consultation with the stafftbé European Commission, the IMF,
and the ECB, will assess banks' deleveraging baséde existing nominal targets for
disposal and run-off of non-core assets in linehvihe 2011 Financial Measures
Programme. Fire sales of assets will be avoidedilaany excessive deleveraging of
core portfolios, so as not to impair the flow oédit to the domestic economy.

Funding and liquidity monitoring

13.The authorities will provide staff of the Europeg@aammission, the IMF, and the ECB
with a detailed assessment of banks' progress dswéne relevant Basel Il
requirements using the advanced monitoring framkwor

Asset quality

14.The authorities will provide staff of the Europg@aommission, the IMF, and the ECB
with their assessment of banks' performance with Work-out of their non-
performing mortgage portfolios in accordance witte tagreed key performance
indicators. A set of key performance indicators SMEs will also be developed. The
authorities will monitor each PCAR bank’s perforroarrelative to already-defined
key performance indicators for progress in resg\pnoblem loans, and also against
bank specific targets for reviewing new and exgtmdividual arrears cases.

15.The authorities will publish banks’ reported dataloan modifications, including re-
defaults of modified loans, to permit analysis bé teffectiveness of alternative
resolution approaches in improving debt servicégperance.

Reorganisation
16.The authorities will report on progress in implertneg the strategy for the
reorganisation of Irish credit institutions, inclng any steps to strengthen the credit

union sector, and discuss it together with thef sththe European Commission, the
IMF, and the ECB.
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Financial Supervision

17.The authorities will present a comprehensive reparprogress in implementing the
Central Bank of Ireland’s action plan for strengting supervision of credit
institutions and discuss it together with the staffthe European Commission, the
ECB and the IMF.

18.The authorities will report on banks' progress wikle implementation of their
strategies to address loan arrears and unsustaidabts in banks' mortgage and SME
loan portfolios.

19.The authorities will continue enhancing their agmto to Credit Risk, risk weighted
asset (RWA) supervision including conducting amnmoadel performance reviews,
assessing RWA calculation and reviewing banks’ apgines to RWA forecasting and
stress testing in advance of PCAR 2013. The adikerwill complete the reviews
and issue mitigating actions for the banks conakrne

Personal Insolvency Reform

20.The authorities will ensure that the Draft Persdnablvency Bill will provide for the
framework for the appropriate licensing and regatatof Personal Insolvency
Practitioners.

Structural reforms
Enhancing access to finance for SMEs

21.The authorities will report on a survey of SMEs d@wh for credit covering the six
months to September 2012. This will include whetbemot SMEs sought credit,
approval/refusal rates, conditions and criterisacited to approvals, reasons for
refusals and information on use of non-bank finartcenover, profitability and
employment levels. In addition, the authorities Iwabmplete a separate study
assessing the effectiveness of the Credit RevieficéDto ensure that SMEs are
getting the support on bank lending they require.

22.The authorities will also improve the efficiency afie corporate insolvency
framework for SMEs, drawing on the recommendationghe recent report by the
Company Law Review Group. In particular, the auties will prepare amendments
to designate the Circuit Courts as competent fer ekaminership of companies
within the EU small company thresholds (e.g., be¢dasheet below €4.4 million).

Competition

23.0n the basis of a report on developments to beigedvby the authorities by end Q4
2012, the authorities, in consultation with stdffree European Commission, IMF and
the ECB, will review whether sufficient progressshHzeen made toward the goal of
strengthening competition law enforcement by emguthe availability of effective
sanctions for infringements of Irish competitiomvland Articles 101 and 102 of the
Treaty on the Functioning of the European Union dhd functioning of the
Competition Authority, and whether additional measuwill be required.
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State asset disposals

24.Government will complete, if necessary, relevargutatory, legislative, corporate
governance and financial reforms required to btinthe point of sale the assets it has
identified for disposal. For each asset and/or grofiassets, the government will
provide a report to the staff of the European Cossion, the IMF, and the ECB on
progress achieved and remaining steps towardstpdimt of sale.

Water services reform

25.The authorities will ensure assignment of econoregulatory oversight over the
water sector, including price setting powers, isvpted for by way of legislation to
the Commission for Energy Regulation. The Goverrimelh also ensure that interim
arrangements are in place for the establishmehnisbf\Water.

2. Actions for the tenth review (actions to be completd by end Q1-
2013)

Financial sector reforms
Capitalisation

26.The authorities will report on the evolution of wafory capital within the PCAR
banks up to the end of December 2012, and willgmeand discuss their findings
with the staff of the European Commission, the IMdfid the ECB.

Deleveraging

27.The authorities, in consultation with the stafftbé European Commission, the IMF,
and the ECB, will assess banks' deleveraging baséde existing nominal targets for
disposal and run-off of non-core assets in linehvihe 2011 Financial Measures
Programme. Fire sales of assets will be avoidedjilaany excessive deleveraging of
core portfolios, so as not to impair the flow oédit to the domestic economy.

Funding and liquidity monitoring

28.The authorities will provide staff of the Europg@aammission, the IMF, and the ECB
with a detailed assessment of banks' progress dswé#ne relevant Basel Il
requirements using the advanced monitoring framlkewor

29.Following finalisation of the Capital Requiremerisrective legislative text, the
authorities will establish draft guidance for theeation and subsequent holding of
liquidity buffers by banks for issue in advance tbe entry into force of the
regulations.

30.In addition, the authorities will monitor the liglily buffers held by banks in
accordance with the Capital Requirements Regulation
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Asset quality

31.The authorities will provide staff of the Europg@aammission, the IMF, and the ECB
with their assessment of banks' performance with wWork-out of their non-
performing mortgage and SME portfolios in accoradanwith the agreed key
performance indicators. The authorities will mongach PCAR bank’s performance
relative to already-defined key performance indicatfor progress in resolving
problem loans, and also against bank specific tarige reviewing new and existing
individual arrears cases.

32.The authorities will publish banks’ reported dataloan modifications, including re-
defaults of modified loans, to permit analysis be teffectiveness of alternative
resolution approaches in improving debt servicégperance.

33.Having secured adequate protections for debtonstipal private residence through
the enactment of the Personal Insolvency Bill, #gthorities will introduce
legislation remedying the issues identified by cése in the 2009 Land and
Conveyancing Law Reform Act, so as to remove unithtel constraints on banks to
realise the value of loan collateral under certcumstances.

Reorganisation

34.The authorities will report on progress in implemmeg the strategy for the
reorganisation of Irish credit institutions, inclng any steps to strengthen the credit
union sector, and discuss it with the staff of Bawopean Commission, the IMF, and
the ECB.

Financial supervision

35.The authorities will present a comprehensive reparprogress in implementing the
Central Bank of Ireland’s action plan for strengting supervision of credit
institutions and discuss it with the staff of therg@pean Commission, the IMF, and
the ECB.

36.The authorities will report on banks' progress wikie implementation of their
strategies to address loan arrears and unsustainiabts in banks' mortgage, and
SME loan portfolios.

37.The authorities will ensure appropriately prudembvgsioning treatment of loan
modifications. The authorities will continue to agg with banks and review the
proposed provisioning treatment for all advanceahlonodification products being
introduced as part of their mortgage arrears réisolustrategies. In addition, the
authorities will, in consultation with staff of teC, ECB, and the IMF, update where
necessary the 2011 Impairment Provisioning andl@ssce guidelines setting out the
appropriate assumptions for all categories of adedmoan modifications.
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Structural reforms
Health sector

38.The authorities will conduct a study to compare tust of drugs, prescription
practices and the usage of generics in Ireland eathparable EU jurisdictions.

Efficient social support expenditure

39. The authorities will complete by end January aeevof the labour market activation
policies in place to enable the unemployed to retaractive employment against the
targets set out in the 'Pathways to Work' planhw&itview to increasing the impact of
the interventions made and services provided m kb area through; implementing
key service elements such as profile-based aativati all offices; extending one-
stop shops to more offices, bringing forward neagssteps to outsource training and
activation, and broadening coverage of policy atities to long-term unemployed.

3. Actions for the eleventh review (actions to be conhgted by end
Q2-2013)

Financial sector reforms
Capital assessment

40. The authorities will agree with the staff of thergpean Commission, the ECB and
IMF on the specific features of the methodology the PCAR 2013 stress test
exercise.

Deleveraging

41.The authorities, in consultation with the stafftbé European Commission, the IMF,
and the ECB, will assess banks' deleveraging basélde existing nominal targets for
disposal and run-off of non-core assets in linehvihe 2011 Financial Measures
Programme. Fire sales of assets will be avoidedilaany excessive deleveraging of
core portfolios, so as not to impair the flow oédit to the domestic economy.

Funding and liquidity monitoring

42.The authorities will provide staff of the Europgaammission, the IMF, and the ECB
with a detailed assessment of banks' progress dswéne relevant Basel Il
requirements using the advanced monitoring framkwor

43.The authorities will also monitor the liquidity bafs held by banks in accordance
with the Capital Requirements Regulation.

Asset quality

44.The authorities will provide staff of the Europgaammission, the IMF, and the ECB
with their assessment of banks' performance with Work-out of their non-
performing mortgage and SME portfolios in accoradanwith the agreed key
performance indicators. The authorities will mongach PCAR bank’s performance
relative to already-defined key performance indicatfor progress in resolving
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problem loans, and also against bank specific tarige reviewing new and existing
individual arrears cases.

45.The authorities will publish banks’ reported dataloan modifications, including re-
defaults of modified loans, to permit analysis bé teffectiveness of alternative
resolution approaches in improving debt servicégperance.

46. The authorities will undertake a review of progresaddressing mortgage arrears.
Reorganisation

47.The authorities will report on progress in implemnmegp the strategy for the
reorganisation of Irish credit institutions, inclng any steps to strengthen the credit
union sector, and discuss it together with thef sththe European Commission, the
IMF, and the ECB.

Financial supervision

48.The authorities will present a comprehensive reparprogress in implementing the
Central Bank of Ireland’s action plan for strengting supervision of credit
institutions and discuss it together with the staffthe European Commission, the
IMF, and the ECB.

49.The authorities will report on banks' progress wikie implementation of their
strategies to address loan arrears and unsustainiabts in banks' mortgage, and
SME loan portfolios.

50.The authorities will review the implementation ¢fet2011 CBI Provisioning and
Disclosure guidelines by the covered banks witerezice to the end-2012 published
financial statements.

51.Upon publication of the EU directive establishindranework for the recovery and
resolution of credit institutions and investmemtns, the authorities will review the
Resolution fund levy regulation.

Structural reforms
State assets

52.The authorities will report to the staff of the Bpean Commission, the IMF, and the
ECB on the quantum of the proceeds of any reakssdt sales to date. For assets yet
to be disposed, the authorities will report on pesg made and remaining steps.

Labour market reform
53.The authorities will report to the staff of the Bpean Commission, the IMF, and the

ECB on the impact on the labour market of reforrossectoral wage-setting
mechanisms undertaken under the programme.

Water services reform
54. The Commission for Energy Regulation will carry @onsultations to determine the
framework for household water charges with a viewstart charging by the end of the

EU-IMF programme period. The CER will also condemtsultations in due course to
determine the pricing methodology for the non-ddinesector.
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55.The Government will publish a Water Services Bilkhwthe aim of defining the
regulatory framework for the water sector underadamal public utility setting and
providing for the establishment of Irish Water s final form. There will be prior
engagement with the European Commission as appteprin developing the
legislative arrangements.

4. Actions for the twelfth review (actions to be commted by end
Q3-2013)

Financial sector reforms
Capital assessment

56.The authorities will complete the PCAR 2013. Bulglion the outcomes from PCAR
2011 and the FMP 2012, the authorities will condaradther rigorous stress test and
this will continue to be based on robust loan-lésecasts and a high level of
transparency. This stress test will draw on ansassent of the banks’ calculation of
risk weighted assets, loan loss forecasting, apdatanodelling. Before publication,
the results of the PCAR 2013 will be discussed witle staff of European
Commission, the IMF, and the ECB and will be aldjvéith the timing of the next
EBA exercise. The results and methodology will belghed in full and on a bank-
by-bank basis, and the authorities will accordinghsure that banks are adequately
capitalised.

57.The authorities will report on the evolution of wdgtory capital up to the end of June
2013 within the banks covered by the PCAR and wiksent and discuss their
findings with the staff of the European Commissithre, IMF, and the ECB.

Deleveraging

58.The authorities, in consultation with the stafftbé European Commission, the IMF,
and the ECB, will assess banks' deleveraging basele existing nominal targets for
disposal and run-off of non-core assets in linehvihe 2011 Financial Measures
Programme. Fire sales of assets will be avoidedjilaany excessive deleveraging of
core portfolios, so as not to impair the flow oédit to the domestic economy.

Funding and liquidity monitoring

59.The authorities will provide staff of the Europg@ammission, the IMF, and the ECB
with a detailed assessment of banks' progress dswé#ne relevant Basel Il
requirements using the advanced monitoring framkwor

Asset quality

60. The authorities will provide staff of the Europg@ammission, the IMF, and the ECB
with their assessment of banks' performance with wWork-out of their non-
performing mortgage and SME portfolios in accoredanwith the agreed key
performance indicators. The authorities will monigach PCAR bank’s performance
relative to already-defined key performance indicatfor progress in resolving
problem loans, and also against bank specific tarige reviewing new and existing
individual arrears cases.
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61. The authorities will publish banks’ reported dataloan modifications, including re-
defaults of modified loans, to permit analysis bé teffectiveness of alternative
resolution approaches in improving debt servicégperance.

Reorganisation

62.The authorities will report on progress in implemmeg the strategy for the
reorganisation of Irish credit institutions, inclng any steps to strengthen the credit
union sector, and discuss it together with the peam Commission, the IMF, and the
ECB.

Financial Supervision

63. The authorities will present a comprehensive reparprogress in implementing the
Central Bank of Ireland’s action plan for strengting supervision of credit
institutions and discuss it together with the st#fithe European Commission, the
IMF, and the ECB.

64.The authorities will report on banks' progress wikie implementation of their
strategies to address loan arrears and unsustaidabts in banks' mortgage and SME
loan portfolios.

Structural reforms
Access to SME credit

65.Based on experience of the operation of the InsalyeService in the personal
insolvency reform, the authorities will consideretfappropriateness of further
enhancements to the company law framework to redasts and achieve efficiency
gains, including the potential for an administratibody to facilitate SME
restructuring

Water services reform

66.The Government’s budgetary perspective will be Base Irish Water becoming
substantially self-funded over time.

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

Financial sector reforms
Deleveraging

67.The authorities will produce a final report of thanks' implementation of their
deleveraging plans under the PLAR 2011. Their caanpk with the asset disposal
and run-off targets in nominal value terms will tscussed with the staff of the
European Commission, the IMF, and the ECB.

68. The authorities will produce a final report on pregs towards compliance with Basel
[ liquidity and funding requirements by the redst dates.
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69. The authorities will also monitor the liquidity befs held by banks in accordance
with the Capital Requirements Regulation.

Asset quality

70.The authorities will provide staff of the Europg@aammission, the IMF, and the ECB
with their assessment of banks' performance with Work-out of their non-
performing mortgage and SME portfolios in accoradanwith the agreed key
performance indicators. The authorities will mongach PCAR bank’s performance
relative to already-defined key performance indicatfor progress in resolving
problem loans, and also against bank specific tarige reviewing new and existing
individual arrears cases.

71.The authorities will publish banks’ reported dataloan modifications, including re-
defaults of modified loans, to permit analysis beé teffectiveness of alternative
resolution approaches in improving debt servicégperance.

Reorganisation

72.The authorities will provide a final report on pregs in implementing the strategy for
the reorganisation of Irish credit institutionscluding any steps to strengthen the
credit union sector, and discuss it together wii European Commission, the IMF,
and the ECB.

Financial Supervision
73.The authorities will present a final comprehensieort on progress in implementing
the Central Bank of Ireland’s action plan for sg#mening supervision of credit

institutions and discuss it together with the E@arp Commission, the IMF, and the
ECB.

74.The authorities will provide a final report on bahgrogress with the implementation
of their strategies to address loan arrears andsteisable debts in banks' mortgage,
and SME loan portfolios.

75.The authorities will ensure that the Central Cré&digister is operational.
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Annex 1. Provision of data

During the programme, the following indicators aegorts shall be made available to the
staff of the European Commission, the IMF, andBRd# by the Irish authorities on a regular
basis. The External Programme Compliance Unit (EP&UWhe Department of Finance will
coordinate and collect data and information andvémd to the staff of the European
Commission, the IMF, and the ECB.

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

Ref. Report Frequency
F.1 Monthly data on adherence to budget targetsH&xuer Monthly, 10 days after
statement, details on Exchequer revenues and eitpendith the end of each month

information on Social Insurance Fund to follow aersas
practicable).

F.2 Updated monthly report on the Exchequer BalamckGeneral Monthly, 20 days after
Government Balance outlook for the remainder ofyta which | the end of each month
shows transition from the Exchequer Balance td3bgeeral
Government Balance (using presentation in TabledlTable 2A
of the EDP notification).

F.3 Quarterly data on main revenue and expenditemes of local Quarterly, 90 days
Government. after the end of each
quarter
F.4 Quarterly data on the public service wage billnber of Quarterly, 30 days
employees and average wage (using the presentdttbe Pay after the end of each

and Pension Bill with further details on pay andgien costs of | quarter
local authorities).
F.5 Quarterly data on general Government accoantsgeneral Quarterly accrual data,
Government debt as per the relevant EU regulatorstatistics. | 90 days after the end o
each quarter

F.6 Updated annual plans of the general Governtveahce and its | 30 days after EDP
breakdown into revenue and expenditure componenthé notifications

current year and the following four years, usinggentation in the
stability programme's standard table on generake@ovent
budgetary prospects.

F.7 Data on short- and medium- /long-term debirfgltiue (all Quarterly, 30 working
instruments) over the next 36 months (interestandrtisation) days after the end of
for Non-Commercial State Agencies each quarter

F.8 Data on short- and medium- /long-term debirfgltiue (all Quarterly, 30 working
instruments) over the next 36 months (interestandrtisation) days after the end of
for local authorities each quarter

F.9 Data on short- and medium- /long-term debirfgltiue (all Quarterly, 30 working
instruments) over the next 36 months for State-emvn days after the end of
commercial enterprises (interest and amortisation) each quarter

F.10 | Assessment report of the management of aictivablicies and Quarterly, 30 working
on the outcome of job seekers' search activitiespanticipation days after the end of

in labour market programmes. each quarter.
To be provided by the NTMA
N.1 Monthly information on the central Governmeggsh position Monthly, three
with indication of sources as well of number of dapvered working days after the
end of each month
N.2 Data on below-the-line financing for centra®@mment. Monthly, no later than

15 working days after
the end of each month
N.3 Data on the National Debt Monthly, 15 working
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days after the end of
each month

N.4 Data on short-, medium- and long-term debirfgltiue (all Monthly, 30 working
instruments) over the next 36 months (interestandrtisation) days after the end of
for the National Debt. each month

N.5 Updated estimates of financial sources (bossisance, other Monthly, 30 working
financing sources) for the Exchequer Borrowing Rexquent / days after the end of
National Debt in the next 12 months each month

To be provided by the Central Bank of Ireland

C.1 The Central Bank of Ireland’s balance sheet. eekly, next working

day

C.2 Individual maturity profiles (amortisation ohlfipr each of the Monthly, 30 working
domestic banks will be provided as of the last &yidf each days after each month
month. end.

C.3 Detailed financial and regulatory informati@orfsolidated data) | Quarterly, 40 working
on domestic individual Irish banks and the banldgagtor in total | days after the end of
especially regarding profitability (P&L), balanceegt, asset each quarter
quality, regulatory capital; PLAR funding plan feessts including
LDR, NSFR and LCR outturns and forecasts.

C4 Detailed information on deposits for the lasti&y of each Monthly, 30 working
month. days after each month

end.

C.5 Data on liabilities covered under the ELG Schdon each of the | Monthly, 30 working
Covered Institutions. days after each month

end.

C.6 Deleveraging committee minutes from the bamkkdeleveraging | Monthly, reflecting
sales progress sheets, detailing pricing, quandumah other committee meetings
relevant result metrics. held each month

C.7 Deleveraging reports including (i) progressieodd towards Quarterly, 40 working

deleveraging in line with the 2011 Financial Measur
Programme; and (ii) actual and planned asset didpos

days after the end of
the reference period.
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Ireland: Memorandum of Economic and Financial Poliges

A. Recent Economic Developments and Outlook

1. Ireland’s economic recovery slowed in the first hdlof 2012 and the outlook is for a modest pick-
up in growth in 2013.Real GDP growth fell to % percent y/y in the finstf of 2012 as net exports weakened.
Net exports remained the sole driver of economasvgin, with domestic demand and employment contigin
fall, and unemployment has remained elevated & fddrcent. At the same time, lower net income out|
boosted GNP growth to 2% percent y/y and the curaenount surplus to 2.7 percent of GDP, although a
reversal of some of these gains may be seen isettend half. HICP inflation rose to 2.0 percentduying the
first three quarters of 2012 on the back of surgimgrgy costs and administered price increaGeswth
strengthening to over 1 percent is projected fotXMut this pick up may be impeded by weaker ghnowt
expected in trading partners. In addition, furtdbemestic demand contraction is expected as finhseiztor
weaknesses, continuing uncertainties, together thighheavy debt burdens of households and SMEdghin
lending, drive saving, and curb investment.

2. Ireland has started to regain access to market furidg in recent months, aided by policy
developments at the European levellrish sovereign bond vyields fell dramatically ovdre summer,
benefitting from continued strong program implena¢ioh and the June 29 summit statement, providimg a
opportunity to re-enter the international bond reararlier and on more favourable terms than erpedtish
bond markets were boosted further by the ECB’s Odiiouncement in early September, with 8-year bond
yields down to below 5 percent. We recognise thmattinued strong policy implementation is essential.
addition, with expectations of further European pup priced in by the market, timely delivery on
commitments to examine the situation of the Irislarficial sector with the view of improving the sistbility

of Ireland’s adjustment program is necessary tontaai the positive momentum and facilitate our effdo

exit from reliance on official financing.

B. Fiscal Policies

3. We will meet the fiscal targets for 2012 and extendur track record of sound budgetary
management.The end-September targets on the exchequer pribeance and central government net debt
were met with respective margins of 0.8 and 1.&gm@rage points of GDP. Tax revenues are aheadofifepr
despite more challenging macroeconomic conditioefecting our prudent costing of measures and sbbu
revenue collection efforts. Strong revenues, alaith spending restraint in most areas, will compegasfor
overspending in health and social welfare, theefatin account of higher-than-expected unemployment.
Overall, we are on track to deliver a general gonent deficit within the 8.6 percent of GDP tarfyet2012.

4, We are alert to the overrun in current health spendhg, and are taking the measures necessary to
unwind it. We are committed to achieving health outcomesnirefficient manner and will contain health
expenditure next year to withithe €13.6 billion departmental ceiling for 2013 getthe Comprehensive
Expenditure Report 2012-1#hcluding by fully correcting the overrun from 28 To this end, we have recently
negotiated a significant multi-year reduction i ghrice of pharmaceuticals, and are seeking furdioeable
savings, including through consideration of a raofystructural reforms to:

»  Further reduce drug costs, including by lowering the price of generic drugs and inciregashe share
of generics in prescriptions, dispensing and usage;

» Enhance hospital efficiency, by implementing major work practice and rosteriefprms, reducing
the average length of hospital stays, increasing share of day treatments, and minimising

unnecessary return visits for out-patients;

* Improve the charging regime for private patients in public hospitals and increase collection of
charges, to fully account for costs; and

» Better target spending, particularly within the primary care re-imbursemeaheme.
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5. The recently-updated Medium-Term Fiscal Statement (MTFS) demonstrates our continued
commitment to put the public finances on a sound fating. As set out in the table below, we will be
implementing consolidation measures of at leasé €fllion over the next three years to bring thenayal
government deficit below 3 percent of GDP by 20ib5line with the Stability and Growth Pact targetge
consider that this adjustment path strikes thetrigtiance between debt sustainability and protgagirowth
and jobs.

Fiscal Consolidation 2013-15, in € billion 1/

2013 2014 2015

Total 3.5 3.1 2.0
Expenditure 2.25 2.0 1.3
Current 1.70 1.9 13
Capital 0.55 0.1 0.0
Tax 1.25 1.1 0.7

1/ The amounts abovacludeestimated tax carryovers of some €0.3 billion2dfillion
and €0.3 billion in 2013, 2014 and 2015, respebtjvieut excludesavings arising from
measures to unwind the 2012 overrun in health spgndnd additional general
government balance improvements as set out iVIiHES.

6. We will submit Budget 2013 to the Oireachtas on Deenber 5 to deliver these targets for 2013
(prior action). In order to safely achieve the general governmeficil below the program ceiling of 7.5
percent of GDP, the package will include: (i) prisnaurrent expenditure adjustments of €1.7 billjercluding
measures taken to unwind the 2012 health spendiegran); (ii) reductions in capital spending of. &0
billion, consistent with thénfrastructure and Capital Investment Plan 2012-{i6) new tax measures of €1
billion; and (iv) additional general government date improvements, including in respect of the lloca
government sub-sector, as set out in the MTFS.

7. Our budget will select a balance of expenditure antbx measures to achieve the consolidation in
a durable, equitable and growth-friendly manner.

Current expenditure measures:

» Accelerated reduction in the public sector wage bill: We will build on the recent overtime and sick
pay reforms by targeting unjustified pay allowanfaselimination, or medium-term restructuring. We
are considering all options to improve the sustailitg of the public sector wage bill, in order to
achieve the envisaged current expenditure savige wrotecting the delivery of public services.

 More targeted social supports and subsidies. We are reviewing a range of social transfers,uidicig
universal benefits, with a view to identifying sagés while protecting the most vulnerable and
minimising work disincentives. This review will takinto account the Comprehensive Review of
Expenditure and the projected increase in ageeelapending, as highlighted in the recent actuarial
review of the Social Insurance Fund. Student cbuatidbns to the cost of tertiary education are being
raised, and a more stringent means-test for mantEngrants for undergraduates is being introduced.

Tax measures:
e Introduction of property tax: We are rolling out a recurrent tax on the valuprdfate residences from
July 1, 2013 to replace the household charge. &Rewill be collected centrally by the Revenue
Commissioners and will constitute an important astadble source of revenue.

* Tax base broadening: We are broadening the base for personal incomes tard pay related social
insurance (PRSI) including by better targetingefsliand tightening allowances.
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» Raising indirect tax revenues. Following an intensive public consultation on environmenéed
taxation, we have decided to recalibrate the, ®@nd structure for vehicle registration and motor
taxes. Options in relation to other indirect taxiesluding excises, are also being considered.

8. At the time of Budget 2013, we will specify as faas possible the tax and spending measures for
the 2014-15 consolidationWe are confident that the permanent consolidati@asuares outlined above will
yield significant carry-over savings for 2044, reducing the residual consolidation to be idiedt An early
specification of this remaining consolidation wilduce uncertainties faced by households and ass#seand
thereby help support the revival of domestic demand

9. Having completed the core institutional fiscal refoms, we are looking to advance fiscal
transparency. The Fiscal Responsibility Bill will be signed antaw on 27 November 2012, enshrining the
independence of the Irish Fiscal Advisory Counaild establishing the fiscal rules for deficits alebt. We
have published the legislation (amendment to theidtrs and Secretaries Act) to provide a statubasis for
the already operational multi-annual expendituriéings. We published an enhanced Exchequer stateaten
end-September 2012 and are seeking to furthergilven the reporting of general government accoants
fiscal risks (given the state's large asset anmlilia positions).

10. We will continue to press forward with major public service reforms, which will further support
budgetary sustainability into the medium term. As the recent Progress Update on the Novembet 201
Public Service Reform Plashows, major projects are being rolled out in dhea of shared services, public
procurement and the identification and evaluatibopportunities for external service delivery. this overall
context, the Public Service Agreement is operatisga key enabler of reform and productivity, hedpto
eliminate waste and to manage the ongoing redudtigrublic sector headcount while minimising thepamnt

on service levels. We will step up our engagemeitih staff interests to ensure that all aspectshef
Agreement are leveraged to enhance public sedioieeicy to the fullest extent possible.

C. Financial Sector Policies

11. The key objective of our financial sector policy ido improve the health of the banking sector and
thereby revive sound lending in support of the ecaymic recovery. While considerable progress has been
made in recapitalising and deleveraging the PCARk§athey continue to face significant asset gualit
profitability, and liquidity challenges. Accordinglwe will gear our efforts towards ensuring thenks are:

(i) managing their loan portfolios to arrest thdederation of asset quality, (ii) improving theirofitability
through reductions in funding and operational goatsl (iii) advancing the restructuring of the b&nkhe
effectiveness of these efforts would be greatlylifated by the timely delivery of further Europeanpport
along the lines indicated in the euro area sumtaiement of June 29, 2012.

12. We are driving forward the effective implementation of the residential mortgage arrears
resolution process.We have made the resolution of mortgage arreatspapriority for banks, and are
supervising their efforts to (i) set up and grovicéEnt loan collection operations; (ii) engageeetively with
households in arrears; and, (iii) address unsuaténdebt in a durable manner. Nonetheless, #eeimi long
dated arrears has continued. Banks have implemgilted of mortgage resolution options and in sarases
gone live with their strategies and we are taking following steps to facilitate the stronger pexg on
implementation that is needed:

*  We will closely supervise banks’ progress in achiégwy a durable reduction in mortgage arrears.
The MARS process will seek to ensure that: (i) bagrs in arrears are contacted in a timely fashion:
(i) subject to tight eligibility criteria, distreed debtors are offered sustainable loan modidinati
options; and, (iii) other durable solutions are @ted where appropriate, including repossession
proceedings, voluntary surrender, or mortgage td. réd/e will monitor each bank’s performance
relative to already-defined key performance indicatfor progress in resolving problem loans, and
also against bank specific targets for reviewing aed existing individual arrears cases.

*  We will continue the implementation of the framewok to monitor the effectiveness of the loan
modification process We will publish banks’ reported data on loan nficdtions, including re-
defaults of modified loans, to permit analysis lué effectiveness of alternative resolution appreach
in improving debt service performance.
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 We will ensure appropriately prudent provisioning treatment of loan modifications We will
continue to engage with banks and review the preghgsovisioning treatment for all advanced loan
modification products being introduced as part fdit mortgage arrears resolution strategies. In
addition, we will, in consultation with staff ofehEC, ECB, and the IMF, update where necessary the
2011 Impairment Provisioning and Disclosure guitkdi setting out the appropriate assumptions for
all categories of advanced loan modifications.

» To encourage and facilitate more active engagemewith borrowers by banks, we will review the
Code of Conduct for Mortgage Arrears.In particular, we will conduct the review to commee in
early 2013 to take account of developments in tlreass environment such as the forthcoming
Personal Insolvency legislation and the longer temam modifications that will be rolled out by the
banks.

» Having secured adequate protections for debtoirgtipal private residence through the enactment of
the Personal Insolvency Bill, we will by end Mar2B13 introduce legislation remedying the issues
identified by case law in the 2009 Land and Conweysy Law Reform Act, so as to remove
unintended constraints on banks to realise theevailloan collateral under certain circumstances.

 We will undertake a review of progress in addressigp mortgage arrears by end-June 2013
(proposed structural benchmark).

13. Establishing the new personal insolvency frameworkvill support these efforts and help reduce
household debt distress while maintaining debt seiwe discipline. The Personal Insolvency Bill has passed
the committee stage in the Dail and is expected¢dmplete all Oireachtas stages by year-end. We will
introduce further amendments ahead of its enactrimattiding the licensing and regulation of personal
insolvency practitioners . We are establishing ihieastructure to make the new insolvency framework
operational by end January 2013 or very shortlyedfter. A newly appointed Director Designate of th
Insolvency Service has been equipped with the ressuo (i) develop the necessary IT infrastrucagearly

as possible in 2013, (ii) hire and train staff)(id publish, in particular in the context of thel Relief Notice
process, and drawing on relevant research, guekelfor reasonable allowable household expenditfoes
debtors and (iv)conduct an information campaignafblikely to be concerned by the new insolvencggesses

. We have also completed the establishment of thetddge Advisory Service accessible through therimet
where debtors can avail of a consultation with makependent financial advisor upon authorisationthsjr
lender when offered advanced mortgage modificdtog/term forbearance under MARS.

14. Resolving the balance sheet challenges of SMEs r#tical to restoring their capacity to invest
and create jobs We have recently launched the Temporary Parti@di€ Guarantee scheme to facilitate
lending to eligible SMEs. However, Irish SMEs witlgh indebtedness, often related to real estatesinvents,
are often hampered in their ability to finance wngkcapital and productive investments. Accordingly

» The CBI will monitor banks’ implementation of arrears resolution strategies for SMEs.The
findings of the CBI review in this area were commeated to PCAR banks in AugudBanks are
strengthening their strategies and deploying adeqoperational capacity to move away from short-
term forbearance to more durable restructuringtsois.

»  We will improve the efficiency of the corporate inslvency framework for SMEs, drawing on the
recommendations in the recent report by the Company.aw Review Group. In particular, by end-
year we will prepare amendments to designate thaui€iCourts as competent for the examinership of
companies within the EU small company thresholdg. (balance sheet below €4.4 million). Based on
experience with the operation of the Insolvencyvigerin the personal insolvency reform, we will
consider the appropriateness of further enhancementhe legal framework to reduce costs and
achieve efficiency gains, including the potentiak fan administrative body to facilitate SME
restructuring.

15. We are redoubling our efforts to return PCAR banksto profitability, including by finalising a
roadmap for the orderly withdrawal of the ELG Scheme. We will continue to encourage further reductions
of funding costs and urge continued operating sasings in order to reduce their pre-provision apeg
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losses. The strategy for weaning the banking systffirthe ELG Scheme while preserving financial digh
currently being developed by the inter-agency wugkgroup led by the Department of Finance, will be
finalised by end-2012.

16. We continue to advance bank restructuringPTSB has undertaken its initial internal reorgainsa
including separation into three discrete businests with separate management accounts. We willitmon
PTSB’s performance against the benchmarks propésedhe three business units. AIB and PTSB have
submitted restructuring plans to the competent &Baity, with a view to restoring core profitalbyli

17. We are finalising the framework to restore the vidility and solvency of the credit union sector.
Drawing on the recommendations in the Report of Gtmenmission on Credit Unions issued in March, the
Credit Union Bill 2012 was published on Septembfrthe Bill strengthens the regulatory frameworlcfdit
unions with a focus on four areas: prudential ragioih, governance, restructuring and stabilisatidte are
refining the Bill, including to clarify, that, tohe extent any public resources provided for theppse of
restructuring of credit unions are not reimbursgdhe restructured institution, they will be recedgn full by
means of a levy on the credit union industry. Téstnucturing process will be led by a Restructudward
(ReBo), which will be mandated to underpin the awstbility of the credit union sector in a planredl time-
bound manner. The ReBo will work with credit unidnsbring forward restructuring proposals, whichl e
subject to CBI regulatory approval. To facilitatést restructuring process, we will transfer €250lion to a
Credit Union Fund by end 2012, and we request gustm to the performance criterion on the excheque
primary balance and the indicative target on tbelsbf central government net debt.

18. We will provide by end 2012 a report reviewing deMepments relative to PCAR 2011 The review
will analyse indicators of banks’ financial perfante versus the PCAR base and stress case assisnptid
will assess the impact of the evolution of econodrizers. These indicators will include credit gtyalloan
loss provisions, losses from deleveraging, andppogision net revenue. The analysis will take iattrount
significant deviations from PCAR 2011 assumpticssh as in liability management exercises. Thertepid
also provide details of the evolution of risk wetiggh assets.

19. We are continuing to strengthen financial supervigin and regulation. Key deliverables will be as
follows:
. Supervision and Enforcement Legislation: Efforts to finalise the Central Bank (Supervisiand

Enforcement) Bill are on-going and the committeegset amendments are expected to be finalised
shortly. We recognise the criticality of this Idgtion, especially with regard to strengthening the

CBI's investigation, direction and enforcement pmyend are determined to move the Bill forward

expeditiously.

. Banking supervision and securities regulation: The CBI has begun an internal self-assessment of
Ireland’s observance of the recently revidddsel Core Principles (BCP) for Effective Banking
Supervision We will request an external BCP assessment by Madch (proposed structural
benchmark), with the aim to be completed by enddbdmer 2013. We will also complete an
International Organisation of Securities CommissjqiOSCO) Objectives and Principles of Securities
Regulation self-assessment, and will request #ermeed assessment with the aim to be completed by
end-December 2013.

. Resolution fund levy: In September, we issued regulations for a levgrmdlit institutions designed to
accumulate funding over the medium to long terrbuitd a fund for resolution actions of €100m. We
intend to recoup the public resources providedht® Resolution Fund mainly for the resolution of
credit unions. Upon publication of the EU directigstablishing a framework for the recovery and
resolution of credit institutions and investmentr, we will review this regulation.

. Risk weighted assets. The CBI is well advanced in enhancing its apphoée Credit Risk, risk
weighted asset (RWA) supervision including conthgctannual model performance reviews,
assessing RWA calculation and reviewing banks’ epgines to RWA forecasting and stress testing in
advance of PCAR 2013. The next steps will includengleting the reviews and issuing mitigating
actions for the banks concerned by end 2012.
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20. We will put in place an effective credit register ¢ facilitate sound lending decisions and to aid
financial supervision Issues of data protection have delayed finatisabf the Credit Reporting Bill 2012 that
was published last September. Following the putiticaof the Bill at end-September 2012, a consigltat
process has commenced to consider potential CogerBtage amendments. Following the completiohef t
parliamentary process, the Central Bank, as theeownill undertake a procurement exercise, withdbel of
having the Register operational by end 2013.

D. Structural Reforms

21. Enhancing growth and job creation remains our top piority. Commencing in 2013, we are
supplementing our exchequer capital expendituregmraome by €1.4 billion through public-private
partnerships with the European Investment Bank,Nhgonal Pension Reserve Fund, and private inv&sto
Projects have been identified in education, trartspealth care, and justice. We are also procgedith the
disposal of state assets in the energy generatidrf@estry sectors in 2013 as planned, while #ie sf a
minority stake in Aer Lingus hinges on market cdiodis and antitrust concerns. We will use at |bast of the
proceeds from these asset disposals to reducecpdbbt in due course, with the details on timingl an
implementation to be agreed. Once realised, thairéng proceeds will be reinvested in job-rich paig of a
commercial nature, consistent with our fiscal tésge

22. We are continuing to implement the Action Plan forJobs, which aims to support employment
creation through wide-ranging set of measuresWe have implemented almost 90 percent of thengdn
measures by end September, including: establistiévg Technology Centres in Cloud Computing, Learning
Technologies and Financial Services; launchinghef Microfinance Fund that will provide small loatts
businesses with up to 10 employees; and initiatingntra-agency partnershipmart Futuresor promoting
careers in science. To bring down the cost of dbinginess, we have reduced stamp duty and hawslirted
capital gains tax incentives for certain types iperties. We will continue to identify and implemieéneasures

to improve the business climate in 2013 and beyavith a focus on promoting access to finance and
investment by SMEs, supporting indigenous start-apsl assisting indigenous business to grow, and
developing and deepening the impact of foreignatiievestment.

23. We are stepping up our reforms of activation, trainng, and social welfare payments to help
reduce unemployment over time:

» Pathways to Work. We have launched the new one-stop shop unemplatysigport service—
Intreo—in four locations, and expect to have tefice§ operational by end-2012. By combining the
previously separate services of the Departmenbofab Protection, FAS, and the Community Welfare
Service, Intreo will provide a more coherent aritbtad package of employment services. Under the
new system, engagement with job seekers will td&eepon a contractual basis with welfare payments
contingent on participation in activation prograamsl job search efforts, where a lack of engagement
would result in sanctions. We will triple the numiud ‘live’ offices to 30 by the end of 2013, with
further 30 coming on stream before the end of 20T4is roll out will accelerate profiling of job
seekers and further increase engagement at bogirdhp and the individual level.

» Engagement with long term unemployed. We are taking steps to increase engagement with tkrm
unemployed people through their inclusion in thiedo activation process through greater use of the
Local Employment Services Network, more targetesl eisCommunity Employment and other work
placement schemes, appropriate training schemesttmodigh increased promotion of employer
incentives encouraging the recruitment of long tememployed people. It is anticipated that these
steps, together with external contracting (see heket point) will enable the delivery of the tatg
with respect to long term unemployment set ouhaRathways to Work policy document.

* Involving the private sector in employment services provision, especially for the long-term
unemployed. We have established a cross-departmental worginogp to oversee the process of
engaging private employment services firms, whiéh expand resources to service the needs of job
seekers, helping address the current shortfalualified case workers. By end-February 2013 we will
prepare draft remuneration contracts for the peivistms that are in line with international best
practice with support from external experts. Wengdlaissue a tender for the provision of services b
end March 2013, and these new services are expectedoperational by end-2013.
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» Reforming the further education system, including for the unemployed. In order to strengthen
training provision, we have recently published $tggion to establish 16 Education and Training
Boards, replacing the existing 33 Vocational EdiacaCommittees. The action plan for establishing
SOLAS—an institution to coordinate and fund tragniand further education programs—will be
completed by end-November, and by the end-Decembewill publish legislation to launch SOLAS.
We have completed a financial review of the Comnyuimployment programme, and by end-
January 2013 we will prepare a comprehensive rewkactivation programs, which will guide us in
further reforming the activation and training sees provided to the unemployed.

* Housing assistance. We intend to replace the current rent supplerf@nindividuals with a long-term
housing need with a new Housing Assistance PayrfltéAP). Operated by the relevant housing
authority, HAP will allow rent supplement to addsdss original objective as a short-term income
support measure and will provide for the creatibam integrated social housing market. One of the
benefits of HAP will be that it will be based onlifferential rent, therefore enabling employmeita
up by tenants who may previously have been caumght poverty trap if they entered the workforce.
Before HAP can be implemented, it will be necesdaryntroduce a system of non-discretionary
deduction of rent. It is intended that this issui# be addressed via legislative amendments in the
Social Welfare Budget Bill, 2012 (by end Decemb&12) to amend the Household Budgeting
Scheme and the Social Welfare & Pensions Bill, 2id1Spring 2013 (by end June 2013) to facilitate
non-discretionary deduction on a wider level. lill valso be necessary to enact the Housing
(Miscellaneous Provisions) Bill, 2012 (summer 2018js the intention that HAP will be piloted ihd
second half of 2013 and made fully operational 4 with general roll out and commencement of
transfers from early January 2014.

E. Programme Financing and Monitoring

24, Our financing strategy aims to ensure the programs adequately financed and to help develop
the basis for moving towards relying on market accss.Following our return to Treasury bond and bill
issuances in July, we have instituted monthly Tueabill auctions, with yields now below 1 perceatd we
have also raised €1 billion in long-term fundinghw@n initial issue of amortising bonds targetedi@nestic
pension funds. Building on this progress, we wikls to further broaden our investor base and isangly
move to regular bond issuances, which will accdont rising share of our financing. We will alsontinue to
tap other sources such as amortising bonds wheketmeonditions are favourable. In view of the emggrisks
to our financing, we will continue to maintain augent cash buffer and aim to end the programme avithffer
covering around one year of financing needs to supparket confidence.

25. Implementation of the policies under the programmaewill continue to be monitored through
qguarterly and continuous performance criteria, indicative targets, structural benchmarks, and quartery
programme reviews, as envisaged in our Letters ofntent since the inception of the arrangement on 3
December 2010 along with this letterThe programme also continues to be in compliavite requirements
under the Memorandum of Understanding on Specifidicl? Conditionality. The attached Technical
Memorandum of Understanding (TMU) defines the qiatide performance criteria and indicative targets
under the programme. The Government’s targets Herexchequer primary balance are monitored through
quarterly performance criteria and net central gowent debt is an indicative target (Table 2). &standard

in EU/IMF arrangements, there is a continuous perémce criterion on the non-accumulation of externa
payment arrears. Progress on implementing strdctefarms is monitored through structural benchrsark
(Tables 1 and 3).

We authorise the IMF and the European Commission t@ublish the Letter of Intent and its attachments,
and the related staff report.
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Table 1. Programme Monitoring

Measure Date Status
Quantitative Performance Criteria

Cumulative exchequer primary balance End-September 2012 Observed
Indicative Target

Ceiling on the stock of central government net debt End-September 2012 Observed
Continuous Performance Criteria

Ceiling on the accumulation of new external payments arrears on Continuous Observed
external debt contracted or guaranteed by the central government

Structural Benchmarks

Define the criteria to run stringent stress tests scenarios. End-December 2010 Observed
Agree on terms of reference for the due diligence of bank assets by End-December 2010 Observed

internationally recognised consulting firms.

The Central Bank will direct the recapitalisation of the principal banks
(AIB, Bol and EBS) to achieve a capital ratio of 12 percent core tier
1.

Submit to Dail Eireann the draft legislation on a special resolution
regime.

The Central Bank to complete the assessment of the banks’
restructuring plans.

Complete the diagnostic evaluation of banks’ assets.

Complete stress tests (PCAR 2011).

Complete a full assessment of credit unions’ loan portfolios

Finalise plans for the recapitalisation of Irish Life and Permanent.

Establish a Fiscal Advisory Council.
Complete the recapitalisation of Allied Irish Banks, Bank of Ireland,
Irish Life and Permanent and EBS Building Society.

Submit the Supervision and Enforcement Bill to Oireachtas.

Complete the legal merger procedures of Allied Irish Bank and EBS
Building Society.

Publish a memorandum of understanding governing the relationship
of the Department of Finance and the Central Bank in relation to
banking sector oversight.

The merger of Irish Nationwide Building Society and Anglo-Irish
bank.

Central Bank to issue guidance to banks for the recognition of
accounting losses incurred in their loan book.

Finalise a strategy to guide the development of broader legal reforms
around personal insolvency, including significant amendments to the
Bankruptcy Act 1998 and the creation of a new structured non-
judicial debt settlement and enforcement system.
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End-February 2011

End-February 2011
End-March 2011
End-March 2011

End-March 2011
End-April 2011

End-May 2011

End-June 2011
End-July 2011

End-July 2011
End-September 2011

End-October 2011

End-December 2011

End-December 2011

End-December 2011

Not observed
1/

Observed
Observed
Observed

Observed
Observed

Observed

Observed
Observed

Observed
Observed

Observed ¥

Observed

Observed

Observed



Introduce a medium-term expenditure framework with binding multi- 2012 Budget day in Observed
annual expenditure ceilings with broad coverage and consistent with early December 2011

the fiscal consolidation targets.

Updated restructuring plan for the PTSB detailing the actions needed End-June 2012 Observed
to ensure viability of its core businesses.

Submit to parliament, as part of the Fiscal Responsibility Bill, a legal End-September 2012 Observed
framework for the Fiscal Advisory Council ensuring its independence.

Publish legislation to strengthen the regulatory framework for credit End-September 2012 Observed
unions, including making legislative provision for effective
governance standards and prudential requirements

Approve regulations to establish a charge levied across credit End-September 2012 Observed
institutions to recoup over time the costs of resolving vulnerable
institutions

1/ Central Bank directions were issued within the required timeframe. 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 Central Bank’s
PCAR directions of 31 March 2011.

2/ In practice this was submitted to the Seanad as discussed in paragraph 21 of the MEFP, as the Dail was dissolved owing to the
elections.

3/ Effective end-October 2011 and posted on November 8, 2011.
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Table 2. Ireland: Quantitative Performance Criteria and Indicative Targets

Under the Economic Programme for 2011-13

31-Dec-11 31-Mar-12 30-Jun-12 30-Sep-12 31-Dec-12  31-Mar-13 30-Jun 13 30-Sep-13
Target 1/ Outcome  Target1l/ Outcome  Targetl/ Outcome Targetl/ Outcome Target Target Target Target
(In billions of Euros)
Performance Performance Performance Performance  Performance Performance Indicative ~ Indicative
Criterion Criterion Criterion Criterion Criterion Criterion  Target 4/ Target 4/
1. Cumulative
exchequer primary -22.3 -21.0 -6.9 5.7 -9.6 -8.7 -11.4 -10.1 -11.2 -3.7 -4.3 -49
balance 2/
2. Ceiling on the
accumulation of new
external payments
arrears on external 0 0 0 0 0 0 0 0 0 0 0 0
debt contracted or
guaranteed by the
central government 3/
ioati Indicative icati Indicative
Indicative Target Indicative Target Indicative Target Indicative Target Indicative Indicative Target
Target Target Target
3. Celling on the stock
of central government  117.2 115.7 125.0 123.0 130.1 128.2 132.5 130.0 135.5 143.1 149.2 150.4
net debt 1/
1/ Adjusted.

2/ Measured by the exchequer balance excluding interest payments. Cumulative from the start of the relevant calendar year.

3/ Applies on a continuous basis.

4/ Exchequer primary balance targets after 31-December 2012 exclude payments in respect of the IBRC Promissory Note that have thus far — for program purposes — been considered part of

exchequer non-voted capital spending.
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Table 3. Ireland: Upcoming Prior Action and Structural Benchmarks under the
Programme for 2013

Measure

Date Status

Financial sector policies

Request an external BCP assessment in support
of efforts to strengthen financial supervision and
regulation (MEFP 119).

Undertake a review of progress in addressing
mortgage arrears (MEFP 112).

Fiscal policies
Submit Budget 2013 to the Oireachtas (MEFP 16).
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structural
benchmark

End-June 2013 Proposed
structural
benchmark
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Technical Memorandum of Understanding (TMU)

November 29, 2012

1. This Technical Memorandum of Understanding (TMU) setstloe understandings regarding the
definitions of the indicators subject to performance critenid imdicative targets under the arrangement
supported by the Extended Fund Facility (EFF). Theséomeance criteria and indicative targets are
reported in Table 2 attached to the Memorandum of EconantdcFinancial Policies (MEFP). This TMU
also describes the methods to be used in assessingdgemrmpme performance and the information
requirements to ensure adequate monitoring of the targets.

2. For programme purposes, all foreign currency-relatesetas liabilities, and flows will be
evaluated at “programme exchange rates”, with the exugepfithe items affecting the government fiscal
balances, which will be measured at current exchangs. rBe programme exchange rates are those that
prevailed on December 30, 2011 as shown on the IMF’s website
(http://www.imf.org/external/np/fin/data/rms_five.aspaccessed 19 January 2012), in particular, €1 =
1.2939 U.S. dollar and €1 = 0.842786 SDR.

I QUANTITATIVE PERFORMANCE CRITERIA AND INDICATIVE TARGETS

Floor on the Exchequer Primary Balance

3. The Exchequer balance is the traditional domestic budgeatggyegate which measures the net
surplus or net deficit position of the Exchequer Accouht Exchequer Account is the single bank account
of the Central Fund and is held at the Central Bank dbrice The annual audited accounts of
the Exchequer Account produced by the Departmerirdnce are known as the Finance Accounts. An
unaudited summary known as the Exchequer Statement isiqaabcht the end of each month. Under the
Irish Constitution, all Government receipts are paid in toQaetral Fund and all Government expenditure
is funded from it, unless provided otherwise by falihe Exchequer balance is the difference between total
receipts into, and total expenditure out of, the Exchequeouxtdc It measures the sum of the current and
capital balances. The current balance is defined as tueegipts (tax and non-tax revenue) minus current
expenditure (voted expenditure and non-voted expendthaeged directly on the Central Fund, including
the Sinking Fund). The capital balance is defined as camtaipts (Sinking Fund and other capital
receipts) minus capital expenditure (voted and non-votedneipee). The Sinking Fund provision is a
transfer from the current account to the capital accountdace national debt and has no effect on the
overall Exchequer balance.

4, The performance criteria are set on the Exchequer pyribaance which is the Exchequer balance
excluding net debt interest payments in the serviceeofNiitional Debt. From January 2013 all payments
related to the IBRC promissory notes are excluded frarEttchequer primary balance measure used for
programme monitoring purposes.

! Receipts of the Central Fund comprise Exchequereaanues, non-tax revenues, receipts from the Earopaion
and other capital receipts. Charges on the Centrad Faclude the expenditure of Government departenantl offices,
payments related to the servicing of the natiomditdpayments to the European Union Budget, trerisal pensions
and allowances of the President, judiciary, and Gaoutier & Auditor General and the running coststloé Houses of
the Oireachtas (Parliament). Extra-budgetary fu(idsluding the National Pensions Reserve Fund), Soeial
Insurance Fund, semi-state bodies and local gowvantsvare not part of the Exchequer system.

2 Net debt interest payments are as per the endimtbhequer Statements.
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5. For the purposes of the programme, the floor on thehé&yeer primary balance (quantitative
performance criterion) will be adjusted

(i)

(ii)

(iii)

(iv)

v)

(vi)

downward by payments for bank restructuring carriecuioder the programme’s banking
sector support and restructuring strategy. Such paymeagsnclude, inter alia, loans to
banks, investments in their equity (requited recapitalisatiomequited recapitalisation,
and purchases of troubled assets, which are carried b iwith programme objectives,

upward by the amount of proceeds from sales of bgakyeheld by the government or
NPRF that are treated as Exchequer receipts,

upward by the amount of receipts from disposals of stsgets specified in the paragraph
21 of the MEFP dated [xx November 2012],

downward by the amount of these receipts spent on gremfbncing projects not
included in Budget 2013, up to no more than half oféheseipts,

downward for Exchequer contributions to the ResolutionrdFonthe resolution of credit
institutions, and upward for any Exchequer recoupment ftoe Resolution Fund, of
such outlays.

downward for Exchequer contributions to the Credit UniondFiam the restructuring of
credit unions up to €250 million cumulatively, and upward fomy Exchequer
recoupment, from the Credit Union Fund, of such outlays.

Any other financial operation by Government to support baotkother credit institutions including credit
unions, including the issuance of guarantees or pravisidiquidity, will be reported to EC, IMF, and ECB

staffs.

6. The floor on the Exchequer primary balance (quantitg@réormance criterion) in each year will
be measured cumulatively from the start of that calengiar. y

Cumulative Exchequer primary balance (In billions of Euros)

From January 1, 2012:

End-December 2012 (performance criterion) -11.2

End-March 2013 (performance criterion) -3.7

From January 1, 2013

End-June 2013 (indicative target) -4.3
End-September 2013 (indicative target) -4.9
7. The performance criterion on the Exchequer primaryrizaldfloor) will be adjusted upward

(downward) for the full amount of any over-performai@eder-performance) in Exchequer tax revenues,
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pay-related social insurance contributions (PRSI) and nati@iaing fund contributions against the
current projection which is listed below:

Cumulative Exchequer tax revenue & other receipts (as outlined in (In billions of Euros)
7. above)

From January 1, 2012:

End-December 2012 (projection) 44.1

From January 1, 2013

End-March 2013 (projection) 10.2
End-June 2013 (projection) 20.9
End-September 2013 (projection) 32.2
8. Any policy changes, including in administration and erdarent of taxes, which impact the

revenue projection set out in paragraph 7 will lead to asesament of the adjustor in the context of
program reviews.

Ceiling on the Stock of Central Government Net Debt

9. The stock of net central government debt, for the pugpo$ehe programme, is defined as the
National Debt less liquid assets of the National Pensions Resemd (NPRF). The National Debt is
defined as the total outstanding amount of principal baetbiay central government and not repaid as of
the test date, less liquid assets available for redemption &¢ flabilities at the same date. These liquid
assets comprise the Exchequer cash balances (incleaishgn the Capital Services Redemption Account),
Exchequer deposits with commercial banks and other institutamg investments in investment grade
sovereign bills. For the purposes of the programme, lNRgid assets include the asset classes listed
above, and also all marketable securities such as equitieerngoent bonds and other listed investments.
NPRF shares in domestic Irish banks, as well as theA\#R®N-liquid discretionary portfolio are excluded
from the definition of liquid assets.

10. For the purposes of the programme, the ceiling onctéwral government net debt (indicative
target) will be adjustéld

0] upward by debt arising from payments for bank restrirgjucarried out under the
programme’s banking sector support and restructurirefesty. These payments may
include, inter alia, loans to banks, investments in theirtgdrequited recapitalisation);
unrequited recapitalisation; and purchases of troubled asget$ are carried out in line
with programme objectives,

% As of November 2012, Exchequer tax receipts araprised of income tax (including the universal abcharge),
value added tax (VAT), corporation tax, excise esjtistamp duties, capital gains tax, capital adepris, tax and
customs duties and property tax (as from 2013) .

* Although all payments related to the IBRC promissory notese&cluded from the Exchequer primary
balance measure used for programme monitoring purptbsgsare included in the Central Government net
debt measure used for programme monitoring purposes.
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(i) downward by the amount of proceeds from sales ok leguity held by the government
or NPRF that are treated as Exchequer or NPRF receipts,

(iii) downward by the amount of receipts from disposals of siatets specified in the
paragraph 21 of the MEFP dated [xx November 2012],

(iv) upward by the amount of these receipts spent on gremftncing projects not included
in Budget 2013, up to no more than half of these regeipts

(v) upward for Exchequer contributions to the Resolution Faondhe resolution of credit
institutions, and downward for any Exchequer recoupniem the Resolution Fund, of
such outlays.

(vi) upward for Exchequer contributions to the Credit Union Ffordthe restructuring of
credit unions up to €250 million cumulatively, and downward &my Exchequer
recoupment, from the Credit Union Fund, of such outlays.

(vii) downward by the amount liquidated from the NPRF nonidigliscretionary portfolio,

(viii)  downward (upward) by valuation gains (losses) in theRNRiquid portfolio. The
programme exchange rates will apply to all non-Euro denat®d debt.

11. The ceiling on the outstanding stock of central governmentdebt will be adjusted upward
(downward) by the amount of any final upward (dowrdyaevision to the stock of end-June 2012 central
government net debt.

Central government net debt (In billions of Euros)

Outstanding stock:

End-September 2012 (provisional) 130.0
End-December 2012 (indicative target) 1355
End-March 2013 (indicative target) 1431
End-June 2013 (indicative target) 149.2
End-September 2013 (indicative target) 150.4

Non-accumulation of External Payments Arrears by Central
Government

12. The central government will accumulate no external paymemésara during the programme
period. For the purposes of this performance criteriongxternal payment arrear will be defined as a
payment by the central government on its contracted omagtesd external debt that has not been made
within five business days after falling due, excluding awytractual grace period. The performance
criterion will apply on a continuous basis.

13. The stock of external payments arrears of the centrargment will be calculated based on the
schedule of external payments obligations reported by thierda Treasury Management Agency.
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Il REPORTING REQUIREMENTS

14. Performance under the programme will be monitored usatg slipplied to the EC, IMF, and ECB
staffs. The Irish authorities will transmit promptly any da&teisions.

* The Department of Finance will report to the EC, IMF and BEHf, with a lag of no more than
seven days after the test date the following data: the Exehegmimary balance, Exchequer tax
revenues, payments for bank restructuring carried odemthe programme’s banking sector
support and restructuring strategy, proceeds from sélbank equity held by the government or
NPRF that are treated as Exchequer receipts, receiptsifspmsals of state assets specified in the
paragraph 21 of the MEFP dated [xx November 20h@8]associated outlays on growth-enhancing
projects not included in Budget 2013, Exchequer outlayghf® resolution and restructuring of
credit unions, any return of such outlays to the Exceegund also for the recoupment of such
outlays by the Exchequer from the Resolution Fund an&#st¢ructuring and Stabilisation Fund.

* The National Treasury Management Agency will provide promelidigures on the outstanding
stock of net government debt, including an unaudited asatySNPRF holdings, with a lag of no
more than seven days after the test date. The revisaddigull be provided within three months
of the test date.

* The National Treasury Management Agency will provide thal fstock of the central government
system external payments arrears to the EC, IMF and BB with a lag of not more than seven
days after the arrears arise in accordance with thaeitiefi of external payments arrears as set
forth in paragraph 12 of this memorandum.

* The Central Bank of Ireland will provide on a quarterlgibabank by bank data on the assets of

government guaranteed banks, including loans and proiigiday period overdue (90+days and
less than 90 days) and category of borrower, 40 wgrilays after the end of each quarter.
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