





While agreement has been reached on the scope of the VAT exemption in respect of the
bulk of financial/insurance services identified under the dossier, a number of outstanding
issues remain including the treatment of investment funds, the treatment of outsourced
services within the financial sector, and the fate of the “option-to-tax” mechanism. For
Ireland, the potential narrowing of the VAT exemption under the proposals in respect of
investment funds and their management, a key activity within Ireland’s financial services
industry, has provided the main focus of concern. In this regard, the ECOFIN Council at
its meeting of 17 November 2011 concluded that due consideration be given to the
competitiveness of Europe’s financial sector and the implications for government budgets
in completing the dossier.

Questions are also now arising regarding the relevance of certain aspects of the proposals
in the light of the significant changes otherwise afoot in the regulation of financial
services and potential new taxes for the sector. The Commission has been asked to report
on the overall effect of those changes so that available options can be considered within
the VAT regime.

VAT on Travel Agents

The VAT proposal on Travel Agents, which became deadlocked in 2003, was resurrected
by the Spanish Presidency in January 2010. The proposal is designed to modernise,
harmonise and simplify the existing special scheme for travel agents introduced in 1977
and referred to as the travel agents margin scheme. Under the scheme, travel agents
account for VAT on the profit margin realized on the supply of a travel package to
ordinary consumers. The Commission is taking infringement proceedings against eight
Member States mainly regarding the inclusion of sales between travel agents in the
scheme.

There is considerable disagreement on the dossier, which centres primarily on the
proposed extension of the margin scheme to include the sale of travel packages between
travel agents. In contrast to normal arrangements, such an extension of the margin
scheme would mean that travel agents would not be entitled to recover the VAT imposed
in such sales.

VAT Refunds Online Facility — Commitology Issue

A proposal on VAT refunds adopted by Council on 14 October 2010 provides for the
extension of the deadline for the online application for 2009 VAT refunds by cross-
border traders. However, agreement has not been possible on a further aspect of the
proposal providing for the use of commitology procedures (agreement of implementation
matters at Commission and official level, which includes agreement by qualified
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majority) to agree implementing rules for the online facilities.

VAT Fraud

Proposals to combat VAT fraud have been a feature of the VAT agenda in recent years
driven by the anti-tax fraud strategy agreed by the ECOFIN Council in November 2006.
In this regard, while a number of radical measures were put forward (including the taxing
of intra-Community trade), the Council decided that priority should be given to the
enhancement of conventional measures based on improved and more rapid exchange and
access to information between Member States regarding intra-Community transactions.
The fraud-proofing of the VAT system is mentioned as an objective under the Green
Paper on VAT and further proposals can therefore be expected to emerge in this area. In
discussions on fraud, Ireland has emphasised the need to strike the right balance between
the effectiveness of anti-fraud measures and any potential additional reporting or
procedural obligations placed on business and tax authorities.

11.  Environmental Tax Policy

Climate policy has become a key policy initiative at EU level. The EU has been to the
fore in the context of a global push for an agreement that would involve legally binding
emission reduction targets for countries worldwide. With this in mind the EU itself
agreed a 2020 package in 2008 that set stringent targets for all Member States. Ireland
was set a target of a reduction of 20% in emissions falling outside the emissions trading
system. Meeting such a target poses overwhelming challenges for Ireland, particularly
for the agri-sector, however, it is clear that taxation can play a part in possible policies
and measures that can yield a change in behaviour both for consumers and business.

For many advocates of climate policy, the clearest signal that can be given is to introduce
a Carbon Tax. A Carbon Tax at the rate of €15 per tonne was introduced in the 2010
Budget. The current state of play with respect to the implementation of the carbon tax is
best illustrated in the Tables overleaf.
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The Carbon Tax: What it applies to, dates introduced & Yield data

Yield to end 2010 | Yield in a full year when CT
Products Date (VAT Inclusive) fully implemented at current
Introduced €15 rate (VAT Inclusive)
€ million € million
Petrol and auto- diesel 10 Dec 2009 179.2 167
Kerosene, marked gas oil
green diesel), liquid 1 May 2010 67.4 142
petroleum gas (LPG) fuel
oil and natural gas
Subject to
Coal & Commercial Peat | Commencement Nil 21
Order
TOTAL 246.6 330

Impact of €15 per tonne carbon tax as set out in the 2010 Budget documentation

% change in price Revenue Yield in a Full Year
Fuel Type (VAT incl.) €m

Petrol 3.5% 75
Auto-diesel 4.4% 92
Kerosene 8.4% 47
Marked Gas Qil 8.7% 43

LPG 3.9% 4

Fuel Oil 8.7% 1
Natural Gas 6.0% 47

Peat Briquettes 10.1% 6

Coal 11.1% 15

Total Yield €330m

The EU/IMF Programme provided for an increase in the carbon tax rate of €10 per
tonne to €25 per tonne in Budget 2012, and a further increase of €5 per tonne to €30 per
tonne in Budget 2014.

The EU Commission is expected to bring forward proposals this year to revise the
Energy Tax Directive which will include the introduction of a carbon tax element into
the EU minimum excise rates on fuels. This would effectively introduce a carbon tax
across the EU and could be resisted by some Member States.

Examples of environmental oriented taxes and reliefs that are currently in place here

include:

e VRT on passenger cars is based on CO, emissions, rather than engine size, since 1
July 2008, to encourage the purchase of lower emission cars.

e VRT relief on the registration of series production hybrid electric and flexible fuel
vehicles until 31 December 2012, with relief of up to €1,500.

e VRT relief for plug-in hybrid electric cars at up to €2,500 until 31 December 2012.
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e VRT exemption for series production electric cars and motorcycles until 31
December 2012, with the maximum relief being capped at €5,000 from 1 May 2011.

e Capital allowances and leasing expenses for business cars based on CO, emissions
since 1 July 2008.

e An accelerated capital allowance initiative scheme for energy efficient equipment has
been introduced which allows companies to claim the full cost, in the year of
purchase, of specified energy efficient equipment against their taxable income.

e The Finance Act 2008 provided for the VAT rate applicable on the supply of
miscanthus rhizomes, seeds, bulbs, roots and similar goods used for the agricultural
production of bio-fuels to be reduced from 21% to 13.5%.

e Corporation tax relief exists for corporate investment in firms engaged in renewable
energy generation projects in the solar, wind, hydro or biomass technology categories.

e The new Employment and Investment Incentive (EII) replaces the BES. Green energy
companies can qualify for the new incentive at a much earlier stage than was possible
with the BES. The increased company limits will also be of benefit to such
companies, due to the requirement for large amounts of capital investment in the start
up stages for such businesses. The new incentive is subject to the approval of the
European Commission.

12 Excise Taxes

Excise on Motor Fuels

Mineral Oil Tax (MOT) receipts were approximately €2.2 billion in 2010. MOT receipts
accounted for 33% of the total Excise receipts in 2001 and rose gradually to 47% in 2010.
Approximately, 96% of MOT receipts are from petrol and auto-diesel. Since 2009, the
consumption of petrol and auto-diesel has been in decline year on year with consumption
in 2010 down by approximately 9% and 6% for petrol and auto-diesel respectively.
Conversely, the MOT yield rose slightly due to increases in the rates. The Irish excise
rates compared the other EU 27 Member States are the 9" highest and 3 highest for
petrol and auto-diesel respectively. Our excise rates however remain lower than the UK
rates.

Budgetary Excise Changes (VAT inclusive) in recent years

Budget Petrol Diesel

2007 no change no change

2008 no change no change

2009 (emergency and increased by 8 cent (Oct. 08) | increased by 5 cent (April. 09)
supplementary)

2010 increased by 4.2 cents (on increased by 4.9 cents (on foot

foot of carbon tax) of carbon tax)
2011 increased by 4 cents increased by 2 cents
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Vehicle Registration Tax (VRT)

VRT receipts, after being in excess of €1bn per annum during the period 2005 to 2008,
reduced very significantly in 2009 and broadly stabilised in 2010 at around €380m. To
assist the motor sector the car scrappage scheme introduced on 1 January 2010 was
extended in Budget 2011 for a further six months to 30 June 2011, with the relief
provided reduced to a maximum of €1,250. During 2010, slightly over 17,000 new cars
were purchased under the scrappage scheme, with the VRT relief amounting to €25m.
The VRT relief for series production hybrid and flexible fuel vehicles was extended for
two years until 31 December 2012, with the rate of relief provided being reduced to
€1,500. The VRT relief for plug-in hybrid electric vehicles continues at up to €2,500
until 31 December 2012. The full VRT exemption for electric vehicles will continue
until 30 April 2011, after which the relief will be capped at €5,000 until the scheme is
due to expire in December 2012. The VRT flat-rate for Commercial (Category C)
vehicles of €50 will increase to €200 with effect from 1 May 2011.

The current CO; emission bands, the relevant VRT rates and the change in the percentage
of new cars purchased in each CO, emission band in 2007 and 2010 are set out in the
following table. Arising from the concentration of new cars being purchased in the two
lower CO, bands and its impact on VRT yield, and especially on motor tax yields (the
responsibility of the Department of the Environment), the current CO, bands and rates
structures are planned to be reviewed with a view to adjust the bands in line with
technological advances on 1 January 2013.

CcO, g COyYkm VRT Rates Percentage of Percentage of
Emissions (% of new cars in CO2 | new cars in CO2
Bands OMSP) Band in 2007 Band in 2010

A 0-120g 14% 1.5% 35.4%

B 121 - 140g 16% 16.3% 45.4%

C 141 - 155g 20% 23.4% 10.1%

D 156 - 170g 24% 24.7% 6.2%

E 171-190 g 28% 21.6% 2.0%

F 191 - 225¢ 32% 8.4% 0.7%

G 226g and over 36% 4.2% 0.3%

Alcohol Taxes

Excise receipts on alcohol amounted to €826m in 2010, down from €968m in 2009,
reflecting the 20% reduction in excise duty rates on alcohol products made in the 2010
Budget, which was in part offset by a recovery especially in wine and spirits sales in the
State. Ireland has the highest excise rates in the EU on sparkling wine, the third highest
on still wine and spirits, and the fourth highest on beer. Finland, Sweden and the UK also
have high excise rates on alcohol products. In setting excise rates on alcohol products the
potential for cross border shopping has to be taken into account. In general all alcohols
are cheaper in Northern Ireland, although the gap has narrowed over the past year due to
the above excise change, changes in the UK VAT rate and some recovery in Sterling.

It was announced in Budget 2011 that a review of the alcohol licensing regime would
take place during 2011.
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Tobacco Taxation

Excise receipts on tobacco amounted to €1.16bn in 2010, down slightly on 2009
(€1.2bn). Tobacco is the heaviest taxed of all excisable products with VAT and excise
amounting to 78.5% of the price. Ireland has the highest taxed and priced cigarettes in the
EU. Following the increases in excise rates over the last four years amounting to €1.55
per package of 20 cigarettes, it is considered that the high price is giving rise to
considerable cigarette smuggling, whereby out-of-State cigarettes are replacing Irish duty
paid cigarettes, with little or no reduction in overall smoking levels, but with a revenue
loss to the Exchequer. The cost of a pack of the most popular category of cigarettes is
€8.55, which is around €1 dearer than in Northern Ireland.

Air Travel Tax

The air travel tax introduced on 30 March 2009 yielded around €84m in 2009 and €105m
in 2010. Budget 2011 announced a single air travel tax rate of €3 with effect from 1
March on a temporary basis. This replaces the distance related rates of €2 and €10. This
reduction is estimated to cost the Exchequer €56m in tax this year. It is the view of the
Department that the impact of the tax on passenger numbers was overstated.
Notwithstanding this a view was taken that the tax should be reduced and assessed on an
ongoing basis to see if evidences emerges of the reduced rate driving greater levels of
activity and encouraging carriers to increase capacity. It is intended to monitor the
impact of the reduction with the Department of Transport and the DAA in the coming
months.

Betting Duty

The Finance Act 2011 provides for the taxation of bets that remote bookmakers enter into
with persons in the State. This means, for example, that a business which engages in
online bookmaking and which accepts bets from people in this country will be liable for
betting duty on those bets, irrespective of where that business is based. The existing
betting duty (1%) is being applied to such bets. The Finance Act also provides for the
taxation of remote betting intermediaries. These operations, which are generally known
as betting exchanges, facilitate clients in entering into bets with one another and charge
for this service. A new duty, which will be called betting intermediary duty, will be
charged on commission earned from persons in this country, at a rate of 15%. In
addition, excise duties are being applied to the granting and renewal of remote
bookmakers’ and remote betting intermediaries’ licences.

The proposed Betting (Amendment) Bill, which is being drafted at present, will establish
the regulatory framework for these licences. The tax changes provided for in the Finance

Act can only be implemented once the Betting (Amendment) Bill is enacted. This Bill is
well advanced and it could be ready for publication shortly.

13. Customs Bill

A Customs Bill is currently being drafted. The purpose of the Bill is to consolidate and
modernise national legislation refating to the administration of Customs, by bringing
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together into a single piece of legislation the Customs provisions that apply at national
level. It will also involve introducing some new provisions. The Heads of a Customs Bill
were agreed by the Government in June 2010 and the Office of the Parliamentary
Counsel to the Government has recently commenced drafting the Bill. While the Bill is
very desirable it would not be a high priority relative to other likely legislative
requirements.

14. Corporation Tax
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Re-Launch of Tax Policy Group

In mid 2010, Commissioner Semeta re-launched the Tax Policy Group (TPG) to
stimulate ‘constructive dialogue on tax matters as a European level’. This is to be a high
level group, not a technical group and should avoid duplication with the work in other
fora. Tax policy issues identified for examination by this group ranged from corporate
taxation and consumption taxes (VAT) to environmental taxation. The Commissioner
suggested that the tax aspects contained in the Mario Monti Report on the Single Market
be the starting point for the TPG. Two meetings have been held to date (in October 2010
and January 2011) and the Monti Report and its’ recommendations in the field of taxation
were the main discussion points, along with a possible Financial Transactions/Activities
Tax.

Double Taxation Agreements

Ireland has comprehensive double taxation agreements signed with 62 countries, 54 of
which are in effect. Expansion of the treaty network continues to be a high priority for
businesses, especially financial services. The Revenue Commissioners take the lead in
treaty negotiations. Agreements have recently been signed with Hong Kong, Singapore,
Kuwait, Morocco, Albania, Montenegro and the United Arab Emirates but are not yet in
effect. New treaties are being negotiated with Ukraine, Egypt, Jordon, Libya & Qatar.
New treaties have been negotiated with Thailand, Panama, Saudi Arabia and Armenia
and are awaiting signature. The existing treaty with Germany has also been renegotiated
and is awaiting signature and the Netherlands is currently the subject of renegotiation.

Tax Information Exchange Agreements

We have now signed 17 Tax Information Exchange Agreement (TIEA) with the
following countries. We now have TIEAs with Anguilla, Antigua & Barbuda, Belize,
Bermuda, British Virgin Islands, Cayman Islands, Cook Islands, Gibraltar, Guernsey, Isle
of Man, Jersey, Liechtenstein, Marshall Islands, Samoa, St. Lucia, St.Vincent & the
Grenadines and the Turks & Caicos Islands. Revenue has also entered into TIEA
negotiations with other jurisdictions, such as Costa Rica, Liberia & Montserrat. Some of
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these negotiations are at an advanced stage. TIEAs with Grenada, Dominica and Vanuatu
are currently awaiting signature. The need for further TIEAS is being kept under review.

15. International Financial Services

Taxation of IFS Sector

The international financial services (IFS) sector is estimated to employ almost 33,000
people (industry figures). Companies licensed before end-2002 under the old IFSC 10%
tax regime paid corporation tax of €642 million in 2010 (Revenue figures). Industry
estimates that IFS companies established since that time paid an additional €750 million
corporation tax in 2009. Taken together, these figures suggest that the IFS sector
contributed 36% of total corporation tax yield in 2009.

Employment in the sector has held up remarkably well over recent years, remaining
steady around 2007 levels, with a small drop in the numbers employed in banking being
offset by an increase in the numbers employed in the international insurance sector.

In addition, the broader IFS sector is reporting difficulties in attracting internationally
mobile talent into Ireland. (Enhancement of the remittance employment scheme
introduced in Finance (No. 2) Act 2008 was highlighted as the priority issue for the
sector in the context of Finance Bill 2011.)

The Department and the Revenue Commissioners engage in on-going dialogue with the
industry under the auspices of the IFSC Clearing House Group and its related working
groups on a monthly basis throughout the year. In addition, the tax subgroups of the
working groups submit taxation proposals in advance of the Budget and Finance Bill
each year and bilateral meetings take place in this context.

Finance Act 2010 introduced a significant package of measures to support the
competitiveness of the IFS sector, including measures to help the Funds industry reap the
benefit of the new European UCITS IV Directive and initiatives targeted at Islamic
Finance, Leasing, Insurance and Banking.

Finance Act 2011

Due to the almost exclusive focus on the implementation of Budget and anti-avoidance
measures in Finance Act 2011, the only IFS issues addressed related to the use of
*Section 110’ companies.

At the same time, the scope of the provisions was broadened to



encourage legitimate business by allowing additional asset classes to be securitised -
plant and machinery, commodities and carbon offsets. (The carbon offset proposal is part
of a broader initiative to develop a Green Financial Services Centre.)

16. Incentives

Finance Act 2011 — Restrictions on Property-Based Tax Incentive Schemes

Sections 23 and 24 of the Finance Act 2011 provide for the progressive restriction and
eventual abolition of the use of accelerated capital allowances under the various property
and area-based tax incentive schemes and the relief for lessors of certain residential
property, commonly known as section 23-type relief.

The aim of the changes is to reduce ongoing legacy costs to the Exchequer
(approximately €400 million over four years) and ensure that tax will be paid on some
income previously sheltered by the various reliefs. There are only 2 such schemes still
remaining: relief for Qualifying Specialist Palliative Care Units (subject to a
Commencement Order) and the Mid-Shannon Corridor Tourism Infrastructure Scheme.

The restrictions in the Act are subject to a commencement order, which can come into
effect 60 days after the completion and publication of an economic impact assessment.
This assessment will examine the effects of the proposed phased abolition of the
property-based measures and the proposal to terminate them completely. If or when the
commencement order is made, the “ring fence” provision would apply with immediate
effect, regardless of what point of the tax year that is.

Draft terms of reference for the impact assessment will be submitted for approval.
A wide range of submissions relating to the proposed measures were received from

industry groups and professional bodies, and officials met with a broad spectrum of
stakeholders.




—

It is difficult, without a detailed assessment, to be certain as to the scale of the problems
associated with introducing the restrictions and their potential effects on the wider
economy such as individual short term indebtedness, the risk of loan default, the
downstream effects on the real economy and the more general risk to the tax yield. The
arrangements for the impact assessment, and any consultation mechanisms involved have
yet to be made.

The restrictions were not a specified measure in the agreed programme with the European
Commission, ECB and the IMF but they were part of the 2011 cash target. The potential
saving of €60m in 2011 has been reduced by the inclusion of the commencement
provision. However, the shortfall has been recouped by the closing down of a number of
tax avoidance schemes, one relating to the creation of artificial interest charges by
companies and the other involving close companies and discretionary trusts. These
schemes are addressed in other sections of the Finance Act.

Film Relief — Section 481

In the Finance Act 2011 the scheme of relief for investment in films was extended to
December 2015 (subject to a Commencement Order). The scheme was reviewed by the
Commission on Taxation who found that the relief should continue but should be subject
to regular review. The current extension provides medium-term certainty for the film
industry, which exists in a competitive international environment.

Limerick Regeneration

The Government decision of 15 June 2010 agreed to commit to maximising the
Exchequer funding available for the Phase One Implementation Plan for the Limerick
Regeneration Programme, having regard to budgetary conditions and capital envelopes
for the period 2010 to 2016. The requirement to develop a proposal for a new tax
incentive scheme, centred on the economic, employment, and social regeneration aspects
of the Implementation Plan was also agreed. Such a proposal would need to comply with
relevant EU State Aid rules. The Department of the Environment is likely to approach us
in relation to this proposal as Phase One is progressed.

3 Year Tax Exemption for Start-up Companies

The scheme introduced in Budget 2009 which provides a three year exemption from
corporation tax on the trading income and certain gains of new start-up companies was
extended to include start-up companies which commence a new trade in 2011. The
scheme was modified from 2011 so that the value of the relief will be linked to the
amount of employers® PRSI paid by a company in an accounting period subject to a
maximum of €5,000 per employee. If the amount of qualifying employers” PRSI is lower
than the reduction in corporation tax liability otherwise applicable, relief will be based on
the lower amount.
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Energy-Efficient Equipment

The scheme of accelerated capital allowances for expenditure by companies on certain
energy-efficient equipment bought for the purpose of a trade was introduced by Budget
and Finance Act 2008 for a three year trial period which ends in 2011. The scheme was
extended for a further 3 years to 31 December 2014.

Intangible Assets

The introduction of a scheme of tax relief for the acquisition of intangible assets was
announced in April’s 2009 Supplementary Budget. It provides for “wear and tear”
allowances against taxable income on capital expenditure incurred by companies on the
provision, for trading purposes, of intangible assets.

Tax Credit Scheme for Research and Development Expenditure

The R&D tax credit scheme was introduced in Finance Act 2004 as an incentive to
foreign owned multinational companies to increase investment in R&D in Ireland and to
encourage Irish indigenous companies to increase the level of spending on R&D.

The following are the main features of the scheme:

¢ 20% rate of tax credit for incremental expenditure undertaken by a company on
qualifying R&D increased to 25%.

¢ An option to carry-back unused tax credits for set-off against the previous year’s
corporate tax liability, thus generating a tax repayment.

¢ A further option, where there is insufficient or no corporation tax liability in the
previous year, to claim payment of the remaining unused credit which will be paid
in instalments over a 3 year period.

e The permanent setting of 2003 as the base year for calculating incremental R&D
expenditure under the scheme. Over time, this will have the effect of turning the
scheme into a volume-based scheme.

e Finally, a tax credit is available in respect of a proportion of the expenditure
incurred on a new or refurbished building used in part for R&D activities.

The R&D tax regime is one of the best offerings provided by any country in this area.
Notwithstanding this fact, there have been ongoing calls for the R&D tax credit to be
allowed to be written off against payroll taxes (specifically employers’ PRSI and PAYE
liabilities) in situations where there are insufficient corporation tax liabilities against
which to offset the credit.

This suggestion has serious implications for the Exchequer in respect of the funding of
pensions and social insurance payments in future. There are serious difficulties in
acceding to such requests having regard to the implications for the Social Insurance Fund
into which contributions are paid i.e. for every €10 million withheld by companies, the
Government would have to vote on equivalent into the SIF; an increase in expenditure.

The Department is strongly of the view that there is an accounting rather than legislative
solution to this problem. The Revenue Commissioners have worked with the Institute of
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Chartered Accountant in Ireland (ICAI) leading to the issue of a technical statement by
the Institute to the effect that the tax credit could be taken “above the line” for Irish
GAAP and IFRS purposes. This has solved the problem for many companies (companies
who do not use US GAAP for internal reporting, including some US companies).

There continue to be issues around reflecting the tax credit “above the line” under US
GAAP rules and liaison with industry interests is continuing to see if a solution can be
found.

Employment and Investment Incentive (EII)

The Business Expansion Scheme (BES) is being replaced by the new Employment and
Investment Incentive (EII), subject to the approval of the European Commission. The
lifetime amount that a company can raise will be increased from €2 million to €10
million, and the amount that can be raised in a twelve month period will be increased
from €1.5 million to €2.5 million. The tax relief available for investments will be reduced
from 41% to 30% with a consequent reduction in the required holding period for share
capital from 5 years to 3 years. A further 11% relief on the initial investment will be
available where it has been proven that employment levels have increased at the
qualifying company at the end of the holding period, or where evidence is provided that
the company incurred expenditure on Research and Development. This additional 11% in
relief will not be subject to the high earners restriction which does continue to apply to
the EII as it does to the BES — it should be noted that there have been calls to exclude the
EIl from the high earners restriction to increase its attractiveness to investors. The
existing BES scheme will continue to operate until the necessary approval has been
received from the European Commission.

An ex-ante assessment of the scheme has been prepared and could be published if so
wished.

Relief for Energy Efficiency Measures (REEM)

A new tax incentive scheme has been introduced to encourage taxpayers to invest in
works that will improve the energy efficiency of their homes. Standard rated tax relief
will be allowed for qualifying expenditure of up to €10,000 per taxpayer subject to a
maximum of €15,000 per house. The tax relief will be provided by way of repayment in
the tax year following the year in which the work has been completed and in which the
expenditure was incurred. The maximum amount of expenditure that will qualify for
relief in any one tax year is €150 million. This equates to tax relief of €30 million. This
will allow for works to be carried out on a minimum of 10,000 homes.

Abolition of Tax Expenditures
The following incentives were abolished in the Budget and Finance Act, 2011 in
accordance with the EU/IMF Programme 2011-2014:

e Tax Relief for Trade Union Subscriptions.

e Exemption from Benefit-In-Kind for Employer Provided Childcare.
e Tax Relief on Loans to Acquire an Interest in Certain Companies.
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e Approved Share Options Scheme.

e Tax Relief for New Shares Purchased by Employees.

e Abolition of the exemption from Income Levy, Health Levy and PRSI on Share
Based Remuneration.

Issues Arising from the Finance Bill 2011
A number of issues remain ‘live’ from the Finance Bill, especially in regard to the
abolition or restriction of some reliefs and exemptions. These issues include:

e FEmployment and Investment Incentive (EII)

e Professional Fees

e Tax treatment of shares

e Section 23 and Capital Allowances (discussed previously).

As would be normal practice the Department continues to engage with interested parties.

17. EU State Aid Implications for Tax Schemes

A central part of EU Competition policy is the effective control of the provision of Sate
aid by Member states. Business tax incentive schemes involving a reduction in the tax
base (such as special deductions, special or accelerated depreciation arrangements , a
total or partial reduction in the amount of tax (such as exemption or a tax credit) or
deferment, cancellation or special rescheduling of tax debt are considered by the
Commission to be State aids. For this reason it is now standard practice to State aid proof
proposed changes to business taxation measures to ensure the proposal complies with the
relevant State aid rules and where necessary to notify the measures concerned to the
Commission for State aid approval.

Under the Commission’s Regional Aid Guidelines which were introduced in 2007 and
are effective until 2013 regional aid is not permitted in the Dublin and mid east regions
and reduced levels of aid are permitted in the remaining non-BMW areas. These reduced
levels of aid for the non BMW areas has reduced the scope for introducing further area
based tax incentive schemes such as the Urban Renewal and Town Renewal Schemes in
these areas.

There are a number of outstanding State aid issues that are under consideration by the
Commission including:
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18. Tax Administration

Finance Bill

There is a statutory requirement that the Finance Bill is enacted 4 months from Budget
day and the Finance Bill process a result typically runs each year from January to the end
of March. 2011 was an exception as the passage of the Bill through the Oireachtas was
completed by Saturday, 20" g anuary.

Revenue (Civil Partnership) Bill 2011

One of the consequences of the accelerated timescale for Finance Bill 2011 was the need
to omit taxation legislative changes required by the Civil Partnership Act. As noted
earlier in this briefing, a “single issue” Bill can be prepared in March to give effect to
these changes in time for the 1** April commencement of Civil Partnership registration.

Tax Strategy Group

The Tax Strategy Group is an interdepartmental committee chaired by the Department of
Finance, with membership comprising senior officials and advisors from various
Departments and Offices. Papers on various options for the Budget and for the medium
and longer term are prepared for the Tax Strategy Group.

Its terms of reference are as follows:

e To examine and develop proposals for measures in the areas of taxation, social
insurance and levies, for Budget and Finance Bill within agreed Government
parameters for the overall Budget position and in the context of the framework of
a medium term and longer term strategy set out in the Government's programme,
and

e To examine the strategic approach for a general social welfare package and to
assess the interaction of income tax/social insurance/levies proposals with social
welfare proposals including child income support, and in particular the impact of
this interaction on the labour market and income distribution.

Appeals Commissioners

The operation of the Office of the Appeals Commissioners requires to be reviewed.
Concerns have been raised by tax practitioners in relation to the publication of
determinations. Concerns centre on a number of areas but include the timeliness of the
publication process and the extent of material to be included. Initial discussions have
taken place with the Irish Taxation Institute. The Department is in the process of
preparing draft heads of Bill which could form this basis for a public consultation.

Revenue Powers

An area where Revenue faces serious challenges is that of tax debt. In the current
economic climate it is essential, insofar as possible, to ensure that there is no slippage in
collection. Finance Act 2011 introduced a number of measures to address issues that have
come to light. These included:
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Enhancement of the attachment process (attachment is an enforcement option
available to the Revenue Commissioners to recover unpaid tax, unpaid interest or
unpaid penalty due by taxpayers who have ignored the normal collection
approaches and notification procedures);

A provision to the effect that the use or the supply of computer components that
alter electronic records (e.g. financial transactions) without preserving the original
data, is an offence;

A provision to impose a penalty on any person who makes a false claim or assists
in making a false claim for a PAYE exemption, allowance, credit or deduction;
Removal of a loophole whereby certain tax defaulters were able to avoid
publication of their details;

Facilitation of the introduction of Mandatory Disclosure regulations; the
mandatory disclosure regime is effectively an ‘early-warning’ system for Revenue
whereby information on tax avoidance schemes that may be unacceptable can be
obtained at an early stage, before they can do significant damage to tax revenues.
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Appendix 5 - Main Changes

Credits 2010 2011
Personal Credit

- single €1,830 €1,650

- married €3,660 €3,300
PAYE Credit €1,830 €1,650
Home Carer Credit €900 €810
Age Credit

- single €325 €245

- married €650 €490
One Parent Family Credit €1,830 €1,650
Bands 2010 2011
Single/Widowed €36,400 €32,800
Married One Income €45,400 €41,800
Married Two Incomes €72,800 €65,600
One Parent/Widowed Parent €40,400 €36,800
Age Exemption Limits 2010 2011
Single €20,000 €18,000
Married €40,000 €36,000
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C: Finance Directorate — Paul Ryan
Principal Officer: Jimmy McMeel
1. Finance Directorate

Accountant's Branch/Paymaster General's (PMG) Office, Department of Finance
Accountant's Branch/Paymaster General's Office consists of five sections: Exchequer,
Accounts, PMG Banking, PMG Pensions and Salaries. There is also a Business
Administration Unit for the JD Edwards Financial Management System.

Exchequer Section is responsible for operating and accounting for the Exchequer and
other accounts at the Central Bank through receiving and transmitting instructions for the
movement of funds. There is also daily interaction with the National Treasury
Management Authority (NTMA), the Paymaster General’s Office, and less frequently
with the Comptroller and Auditor General’s Office.

Accounts Section provides an accounting service for the Department of Finance and a
number of Votes using the J.D. Edwards system. The CORE Employee Self Service
(ESS) system is used for Travel and Subsistence claims. In total some 10,000
payments/receipts are processed annually - most payments are made by means of
Electronic Funds Transfer (EFT).

The Paymaster General (PMG) is effectively the “bank™ for all Government
Departments and Offices generally. It is through the PMG that Departments/Offices
interface with the commercial banking system to fund bank accounts from which they
issue EFTs and to ensure that value is given on payable orders (POs) they issue to payees
and which are submitted by commercial banks through the clearing system.

The PMG processed 0.44 million payable orders in 2010 (a 90% reduction compared to
10 years earlier) as well as 15,000 transfer instructions to fund EFT accounts in
commercial banks and inter-departmental payments. Another important function of the
PMG is the provision of end-of-month financial reports to Departments/Offices, to
facilitate reconciliation of their accounts.

The Paymaster General (Pensions section) pays pensions fortnightly to 19,500 civil
service pensioners and is currently in the process of taking over the payment of 5000
VEC pensions from the Local Authorities. The functions of the Pensions section cover
the entire range of the administration and production of pension payments. Customer
service is an integral part of the job, as a considerable number of phone calls and
correspondence is received each week.

Salaries Section pays weekly, fortnightly and monthly salaries to some 2100 employees

in 11 Departments and Offices including the Department of Finance, using the
COREPAY system. It is currently engaged in a number of initiatives to enhance its
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shared service footprint and is in the process of taking on the respective payrolls of the
Department of Communications, Energy and Natural Resources and the C&AGs Office.

2. Corporate Services / Finance Unit

Principal Officer: John Leonard

Finance Unit

The Finance Unit is responsible for the Annual Estimates Cycle and Internal Financial
Management. Its functions and responsibilities include:

Nk W=

o

Annual estimates cycle, ELS, PBO and REV.

Allocation of budgets to Budget Holders

Monitoring of budgets and expenditure

Monthly reports to MAC and SPD

Coordination of VFM reports to MAC

Briefing for Secretary General for PAC

Briefing for Minister (Vote 6 only) for his appearance before Select Committee
for Finance and Public Service.

Financial data in the Annual Output Statement and

PQs in respect of expenditure by Department.

Corporate Services Unit:

This unit is responsible for:

1.

Nk W

The administration of personnel functions in respect of all Tullamore based staff.
Accommodation issues in respect of Tullamore building

IT Laison and administrative support

Health and Safety issues in respect of Tullamore.

Security, cleaning and other services and contracts in of Tullamore office.

Central application issues arising in the context of decentralisation.

PQs in respect of decentralisation issues in all areas under the aegis of the
Department of Finance.
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Tab 2 - Financial Services Division (FSD)

Introduction

This Division is responsible, working closely together with the Central Bank and the
NTMA for advising the Minister and Government on strategy for addressing the domestic
impact of the global financial position. It also has overall responsibility for the legislative
and policy framework for financial services and financial regulation in Ireland. The
Division aims to secure financial stability and an effective financial sector, while
safeguarding the interests and promoting the development of financial services. The
Division’s key objectives currently include: securing the objectives of the Banking
Guarantee Scheme and those of the Government’s Recapitalisation Programme; ensuring
that the National Asset Management Agency operates within the statutory framework
underpinning the agency so as to achieve its policy objectives; and the reform of the
institutional structures for financial regulation in Ireland.

There is a very strong EU and international dimension to the Division’s work. Financial
regulation in Ireland is largely based on a detailed and comprehensive EU-wide template.
Consequently, a particular priority for the Department is to seek to ensure that the
evolution of EU financial services policy is aligned with national goals and objectives. In
that context, a particular focus of attention is the proposed reform of EU financial
regulation and supervision and a range of EU financial services initiatives introduced in
response to the international financial crisis. The Division is also responsible for
supporting the appropriate development of international financial services in Ireland.

Management team

Head of Division (Second Secretary General) Ann Nolan

Assistant Secretary William Beausang
Vacancy

Director Eamonn Kearns

Key Issues
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Financial Services Division

1. Background to banking situation

Between the years 2000 to 2007 the Irish banking system borrowed large amounts of
cheap funds from the international wholesale money markets and the international
corporate deposit markets. Much of this money was of short duration and rolled over
frequently. The banks and building societies lent this money for land and development,
commercial property and house mortgages in both Ireland and the UK. The availability
of cheap, plentiful credit fed a property bubble and very significant asset price inflation.
Liquidity began to dry up in 2007 following the subprime crisis in the US and property
prices stalled and then began to fall.

The banking system therefore has two related problems. They are capital and funding.

The capital problem principally arises from loan losses from property assets which are
now worth significantly less than the outstanding loan balance. This problem arises not
simply from the very significant losses which have already accrued, but the perception
that the economy has not yet recovered sufficiently to prevent further losses. All of the
banks and building societies have either substantially eaten into (BOI and ILP), or eaten
through (Anglo, INBS, EBS, AIB) their original shareholder funds, raised capital
through sale of assets and buy back of subordinated debt and, with the exception of ILP,
capital contribution from the taxpayer. Only BOI has successfully raised capital from the
markets.

Overall, the Irish banking system grew too large (covered bank assets >2.5x GDP) and
needs to be significantly downsized. This is being done through removal of all land and
development loans (€80bn so far) to NAMA, forcing the banks to recognise the losses on
these loans; the winding down of Anglo Irish Bank and INBS and the deleveraging of the
other banks.

The IMF/EU package seeks to address the banking problem by ensuring the banks are
highly capitalised (to meet possible further stress), deleveraged to bring the loans and the
sustainable level of funding more in line and addressing the confidence problem through
publishing the results of the stress tests; validated by external consultants and peer
reviewed by other central banks. Details of the EU-IMF Programme are in Appendix 1.



2. PCAR/PLAR and bank restructuring

The Central Bank and its advisors are currently conducting two important reviews which
will fundamentally influence the shape and size of the banking system. A PCAR
(Prudential Capital Assessment Review) is determining what the appropriate level of
capital should be in the viable banks || | BB 1» addition a PLAR
(Prudential Liquidity Assessment Review) is underway to establish a path to a smaller
deleveraged but more stable banking system with a more appropriate funding base. These
two exercises are interwoven and when complete will generate the key inputs for a plan
that will ideally see a fundamental restructuring of the banking system, and possibly
higher capital requirements for certain institutions.

At this point four options have been presented by the Central Bank, only two of which
can really be considered: 1) adopt the current deleveraging plans presented by the banks
without further reorganisation of the system; 2) engage in an accelerated disposal
programme of assets; 3) reorganise the system around two pillar banks by extracting the
“core” assets out of AIB and possibly BOI into new entities, together with the good
assets from the other banks, while all other assets are left in a series of deconsolidated
run-off vehicles and 4) do a similar reorganisation as under 3, except the two pillar banks
are reformed from the existing banking entities with on balance core/non-core splits
while the remaining bad assets of the other banks are left in situ and become run-off
vehicles.

Option 1 is not radical enough for confidence that will help the banks to recover.
However, it provides a benchmark against which other options should be measured- if
they are not better than continuing as is they clearly should not be adopted.



Option 2 would create a significant capital hole and would therefore be very expensive
for the State.

Option 3 is a possibility|

At this point option 4 seems the most feasible and it is being prioritised for study.

3. Banks: Overview of capital position

As a first measure the External Authorities requested that the financial institutions core
tier 1 capital ratios be brought up to 12% using the PCAR projections for forward
looking losses out to 2012. This was to be completed by end February in the cases of
AIB, BOI and EBS and end May for ILP. When the PCAR was completed at the end of
March, the capital would be increased if necessary depending on the outcome of a severe
stress test. Going forward banks are now required to keep their reported core tier 1 ratio
above 10.5% at all times.

In the event, the Minister decided not to inject any capital after the election was called
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5. EU-IMF Joint programme — Financial sector

Financial sector commitments under the Joint Programme are heavily weighted towards
the first quarter. We have delivered on the commitments for end-December, end-January
and end-February, apart from the structural benchmark to make further capital injections
into Allied Irish Banks, Bank of Ireland and the Educational Building Society, which
was deferred to be addressed by the incoming Government. The remaining
commitments for the first two quarters of 2011 are set out in Appendix 1.

6. Subordinated debt and liability management exercises (LMEs)

Sub debt holders have contributed almost €10bn to the recapitalisation of the Irish banks.
To date the Anglo Irish LME has been the most aggressive when tier 1 security holders
exited at 5% of par with their LT2 exiting at 20% of par. According to figures just
released by the Central Bank, there is now c. €6.9bn of subordinated debt left on balance
sheet down from over €20bn before the crisis began.

Under EU rules banks in receipt of State aid and subject to their restructuring process
cannot pay out discretionary coupons which covers all tier 1 and hybrid securities.




As of the end of February, there was €16.4bn in unguaranteed unsecured senior bonds in
issue of which €3.7bn of the total was sitting in Anglo Irish and INBS.

8. Bank of Ireland Recapitalisation

Capital Injection

In March 2009, the Government injected €3.5bn. into Bank of Ireland, through the
NPREF, in the form of preference shares. In May 2010, as part of a capital raising exercise
that generated a net €2.9bn. in equity for the Bank, €1.66bn. of this was converted to
ordinary shares, giving the State 36% ownership of Bank of Ireland. The State still holds
€1.84bn of Preference Shares and the bank paid €491m. to the NPRF for cancellation of
share warrants attached to the Preference Shares.

On 2 December 2010 the Central Bank advised that it required Bank of Ireland to
generate incremental capital of €2.199bn to meet the increased target of 12% Core Tier 1
capital by 28 February next, as had been agreed with the external authorities. Bank of
Ireland have already raised over €700m. from Liability Management Exercises (LME), in
which they exchanged subordinated debt for debt of a lower nominal value.

SME Lending

BOI have agreed a plan for €3bn. p.a. in lending to SME’s in the two years from end-
March 2010. Indications from their quarterly reports, which are examined by the Credit
Reviewer Mr. John Trethowan, are that they remain on course to meet the target,



although loan repayments are still running ahead of new lending.

9. AIB recapitalisation

On 11 February 2009 the Government announced the decision to inject €3.5 billion in
return for preference shares in AIB. These shares are currently held by the National
Pensions Reserve Fund Commission.

As part of the Banking System Programme the Central Bank set new minimum and
target capital requirements for AIB and other credit institutions in Ireland which were
announced on 28 November 2010. To meet the core Tier 1 ratio of 12%, it was
announced that AIB would have to raise a further €9.8 billion in capital by the end of
February 2011 even after taking account of the US and Polish disposals.

In order to meet its immediate 2010 year-end capital target of 8% core tier 1, AIB on 23
December 2010 received a net capital injection of €3.7 billion from the National Pension
Reserve Fund. This was done by way of a Direction Order of the High Court under the
Credit Institutions (Stabilisation) Act 2010. As a result of that capital injection, AIB has
de-listed from the Irish Stock Exchange (“ISE”) and London Stock Exchange (“LSE”)
and its shares now trade on the Enterprise Securities Market (“ESM”). This left the bank
with a further €6.1 billion to raise by the end of February.




10. EBS: sale, recapitalisation

On 30 March 2010 the Financial Regulator identified a total capital requirement of
€875m for EBS that would have to be in place to meet PCAR requirements by 31
December 2010.

An initial capital injection from the Central Fund of €100m in EBS in return for the
issuance of Special Investment Shares by the Society was completed on 27 May 2010.
The rights attaching to the SIS give the Minister full control of EBS and an entitlement to
the net assets of the Society, if any, on wind-up or otherwise to realise the value of the
institution.

Further capital was provided through a Promissory Note in the amount of €250m, which
was issued to EBS on 17 June 2010. The Promissory Note enabled EBS to continue to
meet its capital requirements pending the outcome of discussions on private investment.

On 14 December 2010 a further capital injection was made from the Central Fund of
€525m in return for the issuance of Special Investment Shares by the Society. The SIS
route had a lower cost and offered the taxpayer better value as it avoided incurring high
annual interest costs on a Promissory Note.




Irish Life and Permanent (ILP) did not lend to property developers and has not received

State funding. It has benefited from the Government Guarantee
[LP will need to raise its capital

ratio, although not until May.

12. Irish Nationwide Building Society (INBS)
Capital provided by State to INBS

In line with the Government’s commitment to, where necessary, provide guaranteed
banks and building societies with an appropriate level of capital to meet their regulatory
requirements, capital amounting to €5.4bn was provided to INBS in 2010. This capital
injection was provided by way of the take up of €0.1bn INBS special investment shares
(SIS) — consideration for which issued from the Exchequer in 2010 - and the provision of
a €5.3bn Promissory Note to the Society.

The rights attaching to the SIS give the Minister' full control of INBS and an entitlement
to the net assets of the Society, if any, on wind-up or otherwise to realise the value of the
institution.

The Promissory Note has two tranches. The first tranche of €2.6bn was issued on 31
March 2010 and the second of €2.7bn was issued on 31 December 2010. In order to
ensure that the value of the Note on the balance sheet of the Society is close to its face
value (and hence obtain the value for capital purposes), the Note is required to pay an

" The Minister’s functions in the management of these special investment
shares have been delegated to the NTMA
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annual interest rate. The interest rate is set at zero in 2011 and 2012

(The coupon rates were set at the level of the prevailing
Irish government bonds at the time of the issue of each tranche taking account also of the
“interest holiday” in 2011 and 2012). The terms of the Note provide that 10% of the
initial principal amount (ie €530m) shall be paid at the end of March each year from the
Exchequer, commencing in 2011. The Note also provides that the annual interest coupon
shall not be paid each year but shall roll up into the principal amount. On this basis, the
INBS Promissory Note will not be paid off until 2031. However, if the Society is would
up in the intervening period, the unpaid amount of the Note becomes immediately
payable.

EU/restructuring plan for the Society

It was a condition of the EU Commission approval for the first recapitalization that a
restructuring plan for the Society be prepared. As part of the EU/IMF Programme and
Commission approval for the second recapitalisation a second plan was submitted by the
end of January 2011. The new plan, which has been agreed in broad terms by the
external authorities, provides for the following:

e the sale of the Society’s deposit book (circa €4bn), NAMA bonds (circa €3bn)
and some other assets (circa €1bn);

¢ the merger of the remainder of the Society (inclusive of its circa €2bn residential
mortgage book and the Promissory Note) with Anglo2 and run off the merged
entity over a period of ten years with a view to minimising capital losses

e obtain central bank assistance for the funding of the merged entity during the
work out period

e no further capital costs over the €5.4bn already announced for INBS is
considered to be required.

The first step in this process has now taken place following the High Court Transfer
Order to transfer the deposits and corresponding assets to the winning bidder.

Legacy issues
In April 2009 the former CEO of INBS, Mr Michael Fingleton, made a public

* This will not constitute a wind up of the Society for the purposes of the immediate payment of the
Promissory Note
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commitment to return a €lm bonus paid to him in 2008 by INBS. To date, however,
despite a number of requests by the Chairman of the Society, the bonus has not been
returned. (The Society received legal advice to the effect that the bonus payment was a
contractual one and that its payment did not contravene the Bank Guarantee Scheme).

13. Anglo Irish Bank

Capital provided by State to Anglo Irish Bank

In line with the Government’s commitment to provide, where necessary, guaranteed credit
institutions with an appropriate level of capital to meet their regulatory requirements,
capital amounting to €29.3 billion has been provided to Anglo Irish Bank. This capital
injection was provided by way of a cash injection of €4 billion in 2009 and the provision
of a €25.3bn Promissory Note in 2010.

The Promissory Note was provided to the bank over the course of 2010 in four tranches.
The first tranche of €8.3 billion was issued on 31 March 2010, the second of €2 billion on
28 May, the third tranche of €8.58 billion on 23 August and the final tranche of €6.42
billion was issued on 31 December 2010. In order to ensure that the Note is fair valued
on the banks balance sheet i.e. is close to its face value (and hence obtain the value for
capital purposes), the Note is required to pay an annual interest rate. The interest rate is
set at zero in 2011 and 2012, in subsequent years a fixed annual coupon is applied to each
tranche respectively, please see table below. (The coupon rates were set at the level of the
prevailing Irish government bonds at the time of the issue of each tranche taking account
also of the “interest holiday” in 2011 and 2012). The terms of the Note provide that 10%
of the initial principal amount (i.e. €2.53 billion) shall be paid at the end of March each
year from the Exchequer, commencing in 2011. The Note also provides that the annual
interest coupon shall not be paid each year but shall roll up into the principal amount. On
this basis, the Anglo Irish Bank Promissory Note will not be paid off until 2031.
However, if the bank is wound up in the intervening period, the unpaid amount of the Note
becomes immediately payable.
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Anglo Irish bank/INBS Restructuring Plan

In line with our commitment under the Programme a plan for the amalgamation and
orderly wind down of Anglo Irish Bank and INBS has been prepared and was
submitted to the EU Commission under state aid rules on 31 January 2011. The
Plan follows the outline agreed with the Troika. The Commission hope to give an
informal decision in a few weeks. Once the bank’s assets are worked out the bank
will be liquidated. The main points are:




Legacy issues
Arising from the bank's nationalisation in 2009 and subsequent capital injections by

the State the bank was asked to investigate and address the “legacy issues” of the
bank. The bank has put in place a process which requires the new Board and senior
management to identify and report on these issues and the options open to the bank
to address them. The bank is keeping in contact with the NTMA (on behalf of the
Minister) and the Central Bank (as independent regulatory authority) on this matter.
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14. NAMA - Progress Update

As at January 2011 NAMA has completed the acquisition of 11,000 loans from 850
debtors with a nominal value of €71.2 billion. Total bond securities issued as
consideration by NAMA to date amount to €30,157 million, of which €28,650
million (95%) consisted of Government guaranteed bonds and €1,507 million (5%)

9
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consisted of subordinated bonds. A summary of the transfers to date is set out in the
table below:

Transfers to Date AIB | BOI | Anglo | INBS | EBS | Total
Loan Nominal €bn 185193 |34.0 |85 0.8 |71.2
Consideration €bn 85 |54 [129 [3.0 0.3 |30.1
Discount 54% | 42% | 62% | 64% | 60% | 58%

The transfers above re
NAMA scheme.

present 96% of the total loans to transfer under the original

EU Commission State Aid approval of each tranche is applied for after the transfer
to NAMA has completed. Approval has been confirmed in relation to the first two
tranches which represent the 30 largest borrower relationship positions of the
Participating Institutions. In aggregate these represent approximately €27 billion of
loans. Confirmation of approval for the third tranche will be sought on its
completion.

15. NAMA 2 legislation, asset transfer
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18. Financial Stability measures

Financial stability refers to the ability of the financial system to withstand shocks
such as an event that might threaten the stability of an important financial institution,
disrupt the workings of financial markets and/or payment and settlements systems,
or undermine the soundness of, or public confidence in, the financial system. The
Central Bank of Ireland is the institution charged with contributing to financial
stability in Ireland under both domestic and EU legislation. The Central Bank's
responsibilities for financial stability relate to the surveillance of the
strength/vulnerability of the overall economy and financial system and surveillance
of the financial soundness of individual institutions. The Department's
responsibilities in this area relate to the formation of policies for maintaining
macroeconomic stability as well as proposing the adoption of fiscal strategies that
support long term budget sustainability.

We have various legislative frameworks for contingencies in the financial stability
areas.

Credit Institutions (Financial Support) Act 2008

The primary purpose of the Act is to maintain the stability of our financial system by
providing a legislative framework for financial support for credit institutions where
there is a serious threat to the stability of credit institutions. Financial support can
take many forms under the Act, such as, a guarantee (see below) or recapitalisations.

A scheme for financial support made under section 6(4) of the Act must be approved
by a positive resolution of both Houses of the Oireachtas (e.g. guarantee schemes).
Alternatively, financial support may be effected by individual agreement or
otherwise. Bank recapitalisations have taken place to date by way of individual
agreement.



The Act originally provided that support could be granted in a two year period. This
provision was amended by the Financial Measures (Miscellaneous Provisions) Act
2009 so that the Minister for Finance can extend the end date for the provision of
financial support by order if it is necessary in the public interest and after consulting
with the Governor of the Central Bank.

Bank Guarantees: CIFS Scheme

The two year blanket guarantee known as the Covered Institutions (Financial
Support) Scheme 2008 (CIFS) was introduced on 30 September following the
collapse of Lehmann Brothers. The six Irish banks and building societies and their
subsidiaries joined the Scheme. The CIFS Scheme guaranteed the following
liabilities (covered liabilities):

(a) all retail and corporate deposits (to the extent not covered by existing
deposit protection schemes in Ireland or any other jurisdiction);

(b) interbank deposits;

(c) senior unsecured debt;

(d) covered bonds (including asset covered securities); and

(e) dated subordinated debt (Lower Tier 2).

This guarantee has now expired.

Bank Guarantees: ELG Scheme

In December 2009 a more targeted guarantee — the Eligible Liabilities Guarantee
Scheme (ELG) was introduced to give banks access to longer term funding. The
ELG Scheme is not a blanket guarantee but instead guarantees specific issuances of
debt/deposits of up to five years during the relevant issuance window. (The issuance
window is the period during which a guaranteed deposit can be made or guaranteed
debt issued and originally ran to 29 September 2010. Any new issuances/roll over of
debt or deposits had to be issued under the ELG Scheme.)

A summary of the terms of the ELG Scheme is as follows:

e The ELG Scheme is intended to facilitate the ability of credit institutions in
Ireland to issue debt securities and take deposits with a maturity post the
end of the issuance period on either a guaranteed or unguaranteed basis.

e Liabilities guaranteed under the ELG Scheme must have maturities of no
more than five years.

e The ECB and EU Commission pricing recommendations/guidelines on
government guarantees for bank debt apply to liabilities guaranteed under
the ELG Scheme together with additional fees recommended by the
Commission.
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e Dated subordinated debt and asset covered securities are not eligible for a
guarantee under the ELG Scheme (since 9 December 2009).

¢ Participating institutions are subject to requirements in respect of conduct,
transparency and reporting.

e The NTMA operates the Scheme on behalf of the Minister for Finance.

Comparison of liabilities guaranteed

Liabilities under CIFS

Liabilities under ELG

Retail Deposits

Retail Deposits

Corporate Deposits

Corporate Deposits

Interbank Deposits

Interbank Deposits

Senior CP/ CP

Senior CP/CP

Senior Bonds

Senior Bonds

Covered Bonds
Dated Subordinated Debt

Extension of the ELG Scheme

Funding market conditions deteriorated further for Irish banks in Spring 2010.
Following advice from the Governor of the Central Bank and the NTMA, the Irish
authorities sought approval from the EU Commission for a prolongation of the ELG
Scheme issuance window. The window was thus extended on two further occasions
in 2010 so the issuance window now runs from 1 January to 31 December 2011,
subject to the usual six months EU Commission approval under state aid rules.

It will be necessary to apply for state aid approval for the period from 1 July 2010 to
31 December, if the Minister, having consulted with the Governor of the Central
Bank, believes that the guarantee is still necessary in order to underpin the core
principals of financial stability and funding access for the financial institutions. The
Department and the relevant state authorities along with the EU Commission will
continue to monitor market developments over the coming months.

Progress in relation to the phasing out of the guarantee will be achieved over time
consistent with any requirement for continued support of the funding conditions of

the banks and the maintenance of financial stability overall.

The table overleaf sets out some current data on the bank guarantee.
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Restructuring Plans
The following institutions were required under EU state aid rules to submit
restructuring plans following receipt of state aid in the form of recapitalisations. The
plans were submitted on the following dates:

= Bank of Ireland Plan - 30 September 2009

= Allied Irish Banks Plan - 13 November 2009
= Anglo Irish Bank Plan - 30 November 2009*
» EBS plan - 31 May 2010

99



= INBS plan - 22 June 2010*.

Anglo and INBS plans*
A revised restructuring plan for Anglo Irish Bank and INBS was drawn up by the
NTMA and the Department and submitted on 31 January 2011.

The initial steps to implement the restructuring plan will involve the deposit transfer
process announced on 8 February and the preparation of Anglo’s loan book for its
orderly work out, in a manner which minimises losses. The process will also involve
the amalgamation of Anglo and Irish Nationwide Business Society (INBS) into a
merged entity regulated by the Central Bank of Ireland, subject to EC approval of
the Restructuring Plan.

Bank of Ireland EU decision
The Bank of Ireland restructuring plan was approved by the Commission in a
decision dated 15 July 2010. This allowed the bank to raise private capital in 2010.

Key elements of the restructuring plan include:
(i) deleveraging of the balance sheet by winding down loan books and exiting
non-core businesses;

(ii) improvement of the funding strategy, i.e. reducing dependence on wholesale
funding;

(iii) strengthening BOI's capital position;
(iv) improvement of the risk management.

In order to achieve the deleveraging BOI has committed to six divestments:

= New Ireland

= ICS

. BIAM
. FCE

= Paul

. ICB

Bank of Ireland Asset Management (BIAM) was sold to State Street in January
2011. Work is underway in relation to the other disposals which must take place
over the next few years.

Legislation to enable the divestment of ICS Building Society

Under the EU restructuring plan, Bank of Ireland made a commitment to divest of its
ownership of ICS Building Society by 31 March 2013. In addition, the State made a
commitment to the EU to enact legislation by no later than 31 December 2011 to
enable this divestment to take place.

The Department will seek Government approval to draft legislative provisions to
demutualise the ICS and bring forward these provisions in the next available vehicle
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which may be one of the Central Bank Reform Bills later in 2011.

State’s sectoral commitments

In addition to the measures which have been committed to by the bank, the State has
committed to undertake a package of alternative measures in order to restore the
competition in the Irish banking market by facilitating entry and expansion of
competitors and enhancing the consumer protection in the financial sector. In
particular, Ireland committed to carry out specific measures in order to enhance:

(a) Customer mobility and protection (provision of information; transparency
to facilitate consumer decision making; financial inclusion);

(b) Entry of competitors (electronic banking, SEPA migration, quality and
availability of credit history information and reporting by banks);

(c) Corporate governance.

A steering group chaired by Department of Finance, and comprising senior
representatives of the Department of Finance, the Central Bank, the Competition
Authority and the National Consumer Agency has been established to review and
report on progress in implementing these commitments.

IMF/EU Programme commitments and restructuring plans

The IMF/EU support programme for Ireland envisages that Irish banks, including
BOI, that are still relying on the state bank guarantee (the ELG scheme) since
September/December 2010 and the NAMA banks will benefit from the extended
NAMA programme provided for in the programme, (which will now include land
and development loans which had previously been excluded as they were below a
value threshold of EUR 20m), are obliged to submit a revised restructuring plan to
the EU Commission. Furthermore, it cannot be excluded that some of the banks will
need further aid from the State once the results of the PCAR/PLAR process are
known.

The revised restructuring plans are due by the end of first quarter of 201 1.

Credit Institutions (Stabilisation) Bill 2010

The Credit Institutions (Stabilisation) Act 2010 provides the legislative basis for the
reorganisation and restructuring of the banking system agreed in the EU-IMF
Programme. The Act provides broad powers to the Minister for Finance (in
consultation with the Governor of the Central Bank of Ireland) to act on financial
stability grounds to effect the restructuring actions and recapitalisation measures
envisaged in the Programme. The Act applies to banks that have received financial
support from the State, domestic building societies and credit unions. The powers
available to the Minister under this Act have been employed to inject capital into
AIB and more recently to transfer the deposit books and corresponding assets of
Anglo Irish Bank and Irish Nationwide Building Society to AIB and Irish Life &
Permanent respectively.
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Central Bank and Credit Institutions (Resolution) Bill 2011

In line with the commitment in the EU/IMF Support Programme for Ireland the
Minister for Finance published legislation on 28 February 2011 in Seanad Eireann to
strengthen the legal framework for dealing with distressed deposit-taking
institutions. The legislative provisions included in the Central Bank and Credit
Institutions (Resolution) Bill 2011 are designed to broaden the available resolution
tools with the aim of promoting financial stability.

Under the terms of the Programme the draft SRR legislation is to include a robust set
of powers and tools to ensure the competent authorities can promptly and effectively
resolve distressed instructions including:

» provision for the appointment of a special manager where, in the opinion of
the Central Bank, an institution’s financial condition has severely
deteriorated;

» power to the Central Bank for the transfer of assets and liabilities to other
institutions and

i

> aframework for the establishment of bridge banks.

The legislation is to be consistent with the EU Treaty rules and with similar
initiatives ongoing at EU level.

Main features of the Bill
The purposes of the legislation include the provision of the necessary powers to the
Central Bank to achieve an effective and efficient resolution regime for credit
institutions (including building societies and credit unions) that are failing or likely
to fail, that is effective in protecting the Exchequer, the stability of the financial
system and the economy.

The legislation sets out the circumstances in which the “resolution” tools available to
the Central Bank can be activated subject to having consulted the Minister. These
include where the Central Bank has serious concerns relating to the financial
stability of the institution and
A. either (i) the Central Bank has directed the institution to take action
and the institution has failed to comply fully with that direction or is unable
to comply or (ii) the situation is urgent and the concerns cannot be addressed
by a direction from the Central Bank

OR

B. the Central Bank is satisfied that there is an imminent serious threat
to the financial stability of the institution or to the financial system;
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AND
C. the institution has failed or is likely to fail to meet regulatory or
licensing requirements

AND

D. the Central Bank having considered certain matters is satisfied that
the winding up of the institution is not in the public interest.

The key elements of the tools available to the Central Bank will include:

The ability for the Central Bank, through the mechanism of an order made by the
High Court, to, in certain prescribed circumstances, transfer some or all of a relevant
institution’s assets and liabilities to another institution.

The legislation will also allow for the establishment of a company to be called a
“Bridge Bank” to hold, on a temporary basis, some or all of the assets or liabilities of
a financial institution which has financial difficulties with a view to their transfer to
another institution.

The legislation will provide that the Central Bank, through the mechanism of an
order made by the High Court, can, in certain prescribed circumstances, appoint a
Special Manager to take over the management of the business of an institution to
manage, in some cases having regard to the recovery and resolution plans, or to wind
down with a view to liquidation.

A modified liquidation process will be provided for in respect of financial
institutions in difficulty where the liquidator will be mandated with two objectives
firstly and primarily to work with the Central Bank to ensure that depositors covered
by the Deposit Protection Scheme receive a pay out or have their deposits
transferred to another institution, and secondly to achieve the best results for the
institution’s creditors as a whole.

The legislation will provide for the development of Recovery and Resolution Plans
in relation to financial institutions in order to facilitate the Central Bank and the
individual institutions’ preparations to deal with potential instances of financial
difficulties for the institutions concerned.

The Bill provides for the establishment of a Resolution Fund to minimise taxpayers’
exposure to future financial sector difficulties.

The development of the legislation has followed best international practice in other
jurisdictions that have introduced Special resolution regimes.

It also reflects the evolving EU framework and is closely aligned to the principles
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informing the development of the EU legislative proposal which is scheduled for
publication in June.

Social Finance Initiative

The Minister for Finance announced in Budget 2006 a commitment to launch the
Social Finance Initiative so as to enhance the availability of loan finance for social
and developmental projects in local communities and for micro-businesses. The
Social Finance Foundation was accordingly established in February 2007 on a not-
for-profit basis and functions as a wholesaler lender, providing finance to social
lending organisations for onward lending to individuals and organisations. The
Foundation received seed funding of €25 million from the Irish banking sector in
2007. The Foundation is a private company established under Company Law and is
governed by its Board of Directors.

The Foundation conducted a strategic review of its operations in 2008 which
identified future funding and financial sustainability as key issues to be addressed.
Following discussion with all relevant stakeholders, the Foundation reached
agreement with 12 banks through the Irish Banking Federation to secure additional
future funding for social finance of €72 million (€6m per annum) over 12 years. The
rate of interest is at a significant discount to the ECB base rate and the banks will
have no credit exposure on the loans. The loan agreement with the banking industry
was signed in April 2009 and drawings commenced in August 2009. Coming on top
of the €25 million seed capital from the banks, this represents a commitment of €97
million from retail banks. This should provide certainty of funding to meet growing
demand for social finance over coming years. The twelve banks and building
societies that signed the loan agreement with the Foundation are: ACC, AIB, Anglo
Irish Bank, Bank of Ireland, Bank of Scotland (Ireland), EBS Building Society, Irish
Nationwide Building Society, KBC Bank, National Irish Bank, Permanent TSB,
Postbank, and Ulster Bank. With the closure of PostBank, the agreement is now
between eleven banks.

To date over €28m of loans have been approved, with almost €16m drawn down.

The sectors to which the Foundation lends its monies are shown in the following
chart (from Annual Report 2010).
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Sector breakdown

w Addiction Treatment
B Childcare
# Community Arts & Tourism
8 Community Centre
® Community Enterprise
# Communily Sports
% tlderly Care
Housing for Homeless
NMicro Finance - Expansion
m Micro Finance - Start Up
# Other
Special Needs & Treatments

Voluntary Assoc.

Institution Name Year apt’d
AIB Declan Collier 2009
Dick Spring 2009
Michael Somers ' 2009
Bol Tom Considine 2009
Joe Walsh 2009
ILP Ray MacSharry 2008
Margaret Hayes 2008
INBS Adrian Kearns 2009
Thomas O’Ferrall 2009
EBS Ann Riordan 2009
Anthony Spollen 2009
Notes:

(1) No vacancies exist at Public Interest level at any of the covered

19. Public Interest Directors/Government Nominees at the Covered Institutions

institutions. The provisions of the CIFS legislation allowed the appointment
of up to 2 such directors at each of the institutions.

(2) In addition to the above, the Minister has extensive powers regarding the
appointment, removal, etc of Directors at INBS and EBS arising from the
State’s Special Investment Share in both organisations and at Anglo Irish
arising from the nationalisation of the bank (see note 3). Arising from the
State’s investment in AIB & Bol, the Minister has powers to appoint
additional directors — see notes (4) & (5) below. No additional powers in

relation to the appointment of Directors exist at ILP.

(3) Anglo Irish — 2 Public Interest Directors had been appointed in 2008 —-
namely Alan Dukes & Frank Daly. The present board of 6 have all been
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nominated, consequent upon the nationalisation of the bank, by the Minister
for Finance with Mr Dukes now operating as Chairman. Mr Daly was
subsequently appointed as Chairman of NAMA.

(4) AIB — Dr Somers is technically a Government Nominee (not a public interest
director) appointed under the terms of NPRFC’s investment of €3.5bn in
AIB of May 2009. This allows the Minister to appoint up to 2 nominees
depending on the strength of the board. As the board is below the relevant
threshold no further Government Nominee can be made at this time.

(5) Bol — The same provisions apply to the State’s investment of €3.5bn in Bol
in March 2009. The present strength of the board would currently allow
the Minister to appoint 2 Government Nominees to the Court of Bol.

(6) A list of the current board of directors at each of the covered institutions is
attached at Appendix 2.

20. The Central Bank of Ireland

The Central Bank of Ireland was established in 1942 and has gone through a number
of incarnations since then. Most recently, the Central Bank Reform Act 2010
dissolved the Irish Financial Services Regulatory Authority (IFSRA), which was a
constituent part of the Central Bank and Financial Services Authority of Ireland and
a unitary structure for the management of central banking and financial regulation
was restored.

The Bank’s primary objectives are:

e (o maintain price stability,

s to support the general economic policies of the European Union with a view
to contributing to the achievement of the objectives of the Union,
to ensure financial stability,
the maintenance of an efficient and effective payments and settlements
system, and

e the provision of economic advice to the Government.

The Bank is managed by the Central Bank Commission which is chaired by the
Governor (Prof. Patrick Honohan) assisted by the Head of Central Banking (Mr.
Tony Grimes) and the Head of Financial Regulation (Mr. Matthew Elderfield). The
President, on the advice of the Government, appoints the Governor and the Minister
for Finance appoints the ordinary commission members.

The Bank has a staff of some 1,200 of whom approximately half are engaged in
financial regulation. With the exception of the two heads of function, the
Commission and the Governor do not require the sanction of the Minister for
Finance to make other appointments.

The Bank is independent in the carrying out of its functions and is not exchequer

funded, rather its income is generated from its central banking activities and levies
raised from the financial services industry in respect of its regulatory activities (these
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levies currently cover somewhat more than 50% of the actual cost of financial
regulation). The annual operating cost of the Bank in 2009 (the most recent year for
which audited accounts are available) was some €110m and the annual surplus
income (payable to the exchequer) was some €745m.

21. Central Bank legislation

A Bill is at an advanced stage of preparation which will provide for the enhancement
of financial regulation, expanding the supervisory and enforcement powers of the
Central Bank. Publication of Bill is a quarter two commitment under the Joint
Programme. We propose to submit draft Heads of the Bill to the Minister before the
end of March with a view to seeking a direction on the Bill’s provisions. After that
we would propose seeking Government approval to proceed to drafting by the end of

March.

Further proposals at an advanced stage of preparation which will provide for the
enhancement of financial regulation, prudential supervision of individual financial
institutions, the protection of consumer interests and the overall stability of the
financial system. The proposals include:
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22. Credit Unions

General Overview

There are 409 credit unions in the Republic of Ireland with around 2.9 million
members and assets of €14.5 billion approx. The assets of credit unions are almost
equally split between loans and investments. While credit unions continue to focus
on taking deposits and providing small loan facilities to local communities, many
have extended to providing more complex products akin to banking services.
Maintaining the safety of members’ savings is a priority.

Under the EU/IMF Programme of Support for Ireland, the Registrar is to meet a
structural benchmark of completing a full assessment of all credit union loan
portfolios by end-April 2011. We also have a target of preparing a comprehensive
strategy to enhance the viability of the sector by end-April 2011, with a further
target of submitting legislation to Ddil Eireann to assist the credit unions with a

strengthened regulatory framework including effective governance and stabilisation
requirements.

Strategic Review of the Credit Union Sector in Ireland
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Impact of the financial market difficulties and the deteriorating economy

Credit Unions have been very successful in attracting depositor funds in recent
years. This success has not been matched on the lending side and has resulted in
many credit unions investing a large portion of their funds. In line with general
market trends a number of credit unions have had to write down the value of their
investments over the past two years.

Savings Protection Scheme

A proposal for reform of the ILCU Savings Protection Scheme has been the subject
of discussions for some time between the Registrar of Credit Unions and ILCU. The
Registrar has not been able to approve the Scheme. Independent recommendations
favour a statutory stabilisation scheme funded by the sector.

As ILCU represents credit unions on the whole of the island of Ireland, the ILCU
SPS is an all-Ireland scheme with an all-Ireland fund. The establishment of an
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independent statutory stabilisation scheme would, therefore, have North/South
implications.

Representative Bodies

The Irish League of Credit Unions (ILCU) represents the bulk of credit unions. The
other representative body is known as the Credit Union Development Association
(CUDA) and has a membership of 12 Credit Unions. These latter credit unions are
generally large in nature and it is estimated that CUDA credit unions hold about
10% of overall credit union assets.

Credit Union Advisory Committee (CUAC)

The Credit Union Advisory Committee (CUAC) is a statutory advisory body
established under Section 180 of the Credit Union Act 1997 which advises the
Minister for Finance in relation to credit union matters. The Committee comprises of
seven people, a Chairman and six members. It meets monthly and has a budget of
€30,000 to cover a small fee and expenses. The current Committee was appointed in
September 2010 for a term of three years. The CUAC presented recommendations
on stabilisation to the Minister in December, 2010. It favours an independent
statutory stabilisation scheme funded by the credit union sector and regulated by the
Registrar of Credit Unions.

23. EU Financial Services Regulation

Introduction — role of Minister

The role of the Minister for Finance is to ensure that there is a legislative framework
in place for the regulation and supervision of authorised financial entities. Most of
this regulatory framework is based largely on a comprehensive and detailed EU
regulatory template reflecting practice across the Union and international spheres.
The task of day-to-day supervision of financial services lies with the Central Bank of
Ireland. Neither the Minister for Finance nor the Department act as supervisors and
do not get involved in day-to-day supervisory activities.

Response to the Financial Crisis

Financial stability and the impact of the financial crisis on the EU financial
integration process have remained central to the EU’s financial services policy. The
de Larosiere Report (2009) was a wide-ranging report, the key recommendation of
which was to establish the European Systemic Risk Board (ESRB) and the European
Supervisory Authorities (ESMA, EBA, EIOPA) to replace the existing Level 3
Committees and certain amendments in other sectoral Directives.

Along with the European Commission, the G20 have been engaged in strengthening
international cooperation in the area of financial services. The G20, with its
membership of developed and developing countries, has agreed to broaden the scope
of and strengthen financial regulation, prudential regulation and supervision and the
outcome of these discussions will also shape the work of the Division for some time
to come.
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EU Financial Services Legislation — Current Status

In June 2010 the Commission published “Regulating Financial Services for
Sustainable Growth”, which sets out the Commission’s full financial reform
programme and is articulated around four main principles;

enhanced transparency,

effective supervision and enforcement,

enhanced resilience and financial stability, and
strengthened responsibility and consumer protection.

The Commission intends to publish the vast majority of its proposals within the
programme by March 2011 and complete the EU reform agenda by the end of 2011,
allowing for implementation in national law by the end of 2012. This means that the
EU dimension in the work of the Financial Services Division has intensified, with
appropriate knock-on effects for the financial attaché and staff in the section
frequently attending meetings in Brussels at various levels, mainly Commission and
Council working Group level. It also means that the Division has a heavy schedule
of commitments as regards transposing the various dossiers into Irish legislation,

including

Electronic Money Directive (2009/110/EC) — 30 April 2011
UCITS IV Directive (+ Level Il measures) - 1 July 2011
Omnibus I Directive - 31 December 201 1

AIFM Directive - mid-2012 (awaiting published text)
Solvency II Directive (+ Level Il measures) - 1 January 2013

The legislative dossiers that Ireland is currently involved in negotiations at EU
Council level are:

Supervision of financial entities in a financial conglomerates
(COM(2010) 433)

Deposit Guarantee Scheme [recast] (COM(2010) 368)
Investor Compensation Fund (COM(2010) 371)

Single Euro Payments Area (SEPA) (COM (2010) 775)
Short selling (COM(2010) 482)

Over-The-Counter (OTC) Derivatives® (COM(2010) 484)
Omnibus II Directive(COM(2011) 0008)

Other legislative proposals expected to issue later in 2011 and which Ireland is and
will be involved in Commission Working Group level are:

Capital Requirements Directive IV
Securities Law Directive
Revisions to the Market Abuse Directive, Markets in Financial

* This proposal is often referred to as the European Markets Infrastructures Regulation.
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Instruments Directive, and Insurance Mediation Directive revision
e Further amendments to the Credit Rating Agencies Regulation with
regard to Central Securities Depositories
e Legislation on corporate governance

Ireland will assume the Presidency of the EU Council in the first half of 2013. The
Division is currently examining the implications of this as regards resources,
prioritisation, etc and a separate briefing note will be prepared on this in due course.

Single Euro Payments Area (SEPA)

The Single Euro Payment Area (SEPA) project aims to create a legal, technical and
commercial payments framework where euro payments can be made and received
throughout the euro area, whether domestically or cross-border, under the same
basic conditions, rights and obligations. A Commission proposal was published in
December 2010 to provide for accelerated completion of the SEPA project with a
view to SEPA credit transfer and direct debit instruments completely replacing the
use of equivalent instruments under existing national payment schemes by specific
dates (end 2012 for SCT and end 2013 for SDD).

As part of commitments entered into with the European Commission with regard to
the Restructuring Plan for Bank of Ireland, the Department undertook to ensure the
finalisation and implementation of a SEPA Migration Plan for the public sector by
the third quarter of 2011. The Plan is currently being finalised with a view to
seeking Government approval for implementation and it is likely that final
implementation will be constrained by whatever end dates are agreed within the
proposed Regulation as there will be a certain reliance on industry to advance the
migration at the same time.

24. Commission of Investigation into the Banking Sector

The establishment of a Commission of Investigation into the Banking Sector in
Ireland was approved by Dadil Eireann and Seanad Eireann on 8 July 2010 and an
Order formally establishing the Commission was made by the Government on 21
September 2010 (Commission of Investigation (Banking Sector) Order 2010 (S.I.
No. 454 of 2010)). The Minister for Finance formally appointed Mr Peter Nyberg as
sole member of the Commission of Investigation on 22 September 2010. In
accordance with its terms of reference, which are set out in the Government Order,
the Commission must complete its report within six months of its establishment. The
Commission is on schedule to submit its report to the Minister by the end March
2011. In line with the requirements of the Commissions of Investigations Act 2004,
the Department, as well as other institutions covered by the Commission's
investigation, will receive a confidential draft of relevant extracts of the report for
review.

It is expected that there will be a high media interest in the published report, and the
Minister may be required to make a number of appearances in the Oireachtas, public
statements, etc. around the publication date. The Minister and Department will also



likely be required to follow up on any of the recommendations of the report.

26. Financial Services (Miscellaneous Provisions) Bill

The Government decided in June 2006 that the functions of the Minister for the
Environment, Heritage and Local Government under the Building Societies Acts
should be transferred to the Minister for Finance on the basis that building societies
are financial services institutions which are regulated by the Central Bank. The
Attorney General has advised that primary legislation is required. Heads of Bill have
been prepared in the Department and have been listed in the Government legislation
programme for some time.

27. Transfer of certain responsibilities from Department of Enterprise, Trade
and Innovation

Broad agreement has been reached between officials on the transfer of policy
responsibility for certain dossiers, and associated EU Directives, from DET] to this
Department.  Although the Directives on Market Abuse, Transparency and
Prospectuses were agreed by the EU Finance Ministers at Ecofin, in Ireland, these
files were regarded as company law matters and policy responsibility was assumed
by DETI. Officials have now agreed that this situation should be revised to take
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account of the fact that these Directives are part of the suite of securities markets
legislation, for which this Department has overall responsibility.

28. Supports for homeowners with mortgage repayment difficulties

Current Government Supports

® Mortgage Interest Subsidy Scheme (Department of Social Protection currently
providing financial help to over 18,000 families),

¢ increased the advisory services provided through the Money Advice Budgeting
Services

e introduced the statutory Code of Conduct on Mortgage Arrears (CCMA) for all
lenders from 27 February 2009.

e 12 month moratorium on legal proceedings for borrowers co-operating with their
lender added to a revised CCMA on 17 February 2010.

o refocused mortgage interest relief on those who bought their homes at the peak
of the market with extensions up to the end of 2017 provided for in the Finance
Act 2010.

Mortgage Arrears and Personal Debt Expert Group

e Expert Group set up to review and make recommendations to the Minister for
Finance on options for improving existing supports for homeowners in difficulty.

e Expert Group produced two Reports: an Interim Report published in July 2010
and their Final Report published in November 2010.

e The CCMA was revised to reflect key recommendations and was published 6
December 2010 and came into effect from 1 January 2011

e The most significant changes in the revised CCMA include:

o Lenders must develop a Mortgage Arrears Resolution Process (MARP)
to provide a framework for handling arrears and pre-arrears cases using a
Standard Financial Statement (SFS) to assess borrowers financial
position.
o Lenders will be prohibited from moving borrowers in arrears off existing
tracker mortgages;
o Borrowers in arrears who co-operate with the Mortgage Arrears
Resolution Process (MARP) will not be charged penalty interest charges;
o Harassment of borrowers through unsolicited communications will be
outlawed;
o Borrowers in financial difficulties, but not in arrears, will be allowed to
come under the MARP;
o Clarifying the existing 12 month moratorium on legal action in arrears
cases.
e CCMA applies to all lenders regulated by the Central Bank and is compulsory.
e In addition 10 lending institutions have signed up on a voluntary basis to
introduce a Deferred Interest Scheme (DIS) along the lines as set out in the Final
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Report by the Expert Group. The DIS is to apply to those homeowners unable to
pay full interest on their mortgages but able to pay at least 66%.

e While the DIS is voluntary for all lenders, those who have signed up in support
of the scheme will be monitored by the Financial Regulator to ensure
compliance.

e Other recommendations being proposed include reform of the MIS and access to
social housing which are being progressed.

Latest Arrears and Repossession Data [Stats for Q4 expected later this week]

e At end September 2010, 40,472 mortgage accounts (5.1%) in arrears for more
than 90 days of which 28,049 (3.6%) were more than 180 days.

e In value terms €7.8bn owed for accounts more than 90 days in arrears of which
€5.5bn owing for arrears more than 180 days.

e It should be noted that the number of mortgage accounts is greater than the
number of mortgaged homes by 20% or more.

e During the quarter ended September 2010 mortgage lenders applied to Court to
commence proceedings to enforce the debt/security in 210 cases.

e At the beginning of the quarter mortgage lenders held a stock of 495 repossessed
residential properties, a further 81 were repossessed during the quarter of which
22 were on foot of Court Orders and 59 were repossessed following voluntary
repossessions.

Fortunately repossession rates in Ireland remain extremely low compared with, for
example, the UK or US. Mainstream lenders, and particularly those benefiting from
the State Guarantee, have been very reluctant to go down the route of enforcing
repossession. The Guaranteed institutions have reported to us that they did only 50
repossessions of home owners by legal process in all of 2010.

IBF/PwC Mortgage Market profile published 30 November 2010

e 7,261 new mortgages to the value of €1,239m were issued during Q3 2010.

e Mortgage lending down by 40.4% since same period in 2009.

e First Time Buyers segment remained the largest in the market by volume
accounting for 41.3% of all loans drawn down.

e Home purchasers (FTBs and mover purchasers combined) now account for
67% of new lending as investment purchases, top-ups, and changes of lender
have fallen back.

e Average loan size for FTB has fallen to €188,680 reflecting lower house
prices and LTVs.

Mortgage backed securities important source of funding

It is very important to remember that mortgage lending forms a very large part of the
balance sheets of Irish financial institutions and mortgage-backed securities are a
vital part of their funding activities. For these reasons, the quality of mortgage loans
is highly important to the banks commercially. Markets and rating agencies are very
sensitive to anything that might appear to damage the quality of the banks mortgage
portfolios. This factor must be a prime concern as we consider how best we can
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assist mortgage borrowers.

29. Credit for SME businesses

General

A Code of Conduct for Business Lending to Small and Medium Enterprises took
effect in March 2009. This required banks to offer their business customers annual
review meetings, to inform customers of the basis for decisions made and to have
written procedures for the proper handling of complaints. It also required that where
a customer gets into difficulty the banks will give the customer reasonable time to
resolve problems and to provide appropriate advice.

A Credit Clearing Group was established in 2009, including representatives from the
main banks, business interests and state agencies, which was chaired by DETIL. The
purpose of the group is to identify specific patterns of events or cases where the flow
of credit to viable businesses appears to be blocked and to seek to identify credit
supply solutions.

Recapitalisation of AIB and Bank of Ireland 2009

An independent review of credit availability was agreed in the context of the
recapitalisation. Three of these have been carried out by Mazars, showing that SMEs
continued to have access to credit, although at reduced levels and that demand for
credit was sharply down.

In addition Allied Irish Bank and Bank of Ireland committed to increase lending
capacity to small and medium enterprises (SMEs) by 10%.

NAMA legislation

With the introduction of NAMA legislation, targets were set for AIB and Bank of

Ireland:

e to make available in excess of €3b. for new SME lending in both 2010 and 2011.
The two banks submitted SME lending plans which are kept under review by
Mr. John Trethowan of the Credit Review Office. The plans included enhanced
staff training and other measures designed to ensure that credit flows as
intended. Mr. Trethowan recently reported that both banks are have honoured
commitments made in their plans and that the target for new sanctioned lending
of €3bn by each of the banks is in line to be achieved by April 2011. However,
loan repayments continue to exceed actual drawdown of sanctioned loans.

e to make available €20m. each for Seed Capital to be provided to Enterprise
Ireland supported ventures, building on the very successful programme launched
in 2009.

e to make available up to €100m. each for Environmental, Clean Energy and
Innovation Funds, additional to the €100 m each made already made available in
accordance with the previous recapitalisation

e to commit resources to work with Enterprise Ireland and the IBF to develop
sectoral expertise in the modern growth sectors of the Irish economy

e to explore with Enterprise Ireland and the IBF how best to develop the range of
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banking services that Irish SMEs trading internationally will need.

e to develop expertise and bring forward new credit products in areas where
expected cashflow, rather than property or assets, is the basis for business
lending

30. Credit Review Office

The Credit Review Office was also established under the NAMA legislation, headed
by Mr. John Trethowan. SME’s sole traders or farmers can apply for a review
where credit is refused, withdrawn, or offered on unreasonable conditions. Banks
have set up formal internal review processes, which must first examine an appeal by
a customer. While the number of appeals to the CRO, or to the internal appeal
mechanisms has been low, their existence gives confidence to business borrowers
that unreasonable refusals can be challenged and is likely to have encouraged banks
to consider requests more carefully.

To date the CRO has found in favour of the borrowers in 40% of cases and banks
have complied with all of the CRO recommendations.

31. Financial Regulation: Consumer Issues

Consumer Credit Directive

The Consumer Credit Directive was transposed in June 2010.  Following
consultation with industry, the Central Bank and the Department of Enterprise Trade
and Innovation an amendment to the Regulations transposing the Directive is
required to make necessary changes particularly to minimise confusion in relation to
meeting maximum harmonisation requirements. The European Commission is
considering an amendment to the Consumer Credit Directive in relation to the
calculation of Annual Percentage Rate of Charge (APR).

Credit History
An Inter-Department /Agency Working Group commenced work on developing a

strategy to put in place an effective credit information system in Ireland that will
support informed lending decisions, supervisory activity of financial institutions
including prudential supervision, consumer protection, competition in the market,
economic development, wider branches of the State. The Group will complete its
deliberations and submit its conclusions and recommendations to the Minister by
end May 2011.

Responsible Lending

EU Commussion Services have being preparing a proposal for an EU Directive on
Responsible Mortgage Lending. It is expected that such a Directive will be adopted
by the College of Commissioners early in 2011. The proposal is likely to focus on an
obligation to assess creditworthiness, pre-contractual information and rules relating
to advertising. The proposal is a follow on to the publication in 2007 of a White
Paper on the Integration of EU Mortgage Credit Markets.
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Financial inclusion/Basic Payment Accounts

One of the Commitments in the agreement with the EU Commission in relation to
the Bank of Ireland restructuring is that a review will be undertaken of the options
available to achieve financial inclusion in Ireland. The Board of the Social Finance
Foundation has agreed to prepare this review under the aegis of a steering group
composed of key stakeholders. Three meetings of the steering group have been held
to date, and a report setting out the conclusions of the review is being drafted. Most
of the discussions in relation to improving financial inclusion have centered around
making basic payment accounts (Basic Bank Accounts) available. The strategy will
be first to persuade the target market to open a Basic Payment Account and then
promote its use to the fullest extent, consistent with client preferences. The final
plank of the strategy will be to develop the Basic Payment Account as a platform
product supporting the adoption of wider financial services such as credit, savings
and insurance. In modern societies like Ireland, it is absolutely necessary to have
appropriate access to financial products in order to be fully able to contribute to the
economy and to lead a normal social life. The baseline of financial inclusion is
appropriate access to a current account as it is a gateway to every other financial
product.

Central Bank’s Consumer Protection Code

This Code sets out requirements that firms regulated by the Central Bank (regulated
entities) must comply with when dealing with consumers. These requirements
include only selling a product to a consumer that is suited to the particular needs of
that consumer. For the purposes of the Code “Consumers” are defined as natural
persons, unincorporated bodies and incorporated bodies having a turnover of
€3million or less in the previous financial year. The Central Bank are at present
drafting a revised Code. They plan including in the revised Code some of the
commitments given to the EU Commision as part of the restructuring of the Bank of
Ireland.

Friendly Societies/Credit Co-operatives

A number of Friendly Societies and four credit co-operatives are engaged in
financial activities of a kind which would normally be regarded as requiring some
form of independent prudential supervision. Some of these friendly societies are
involved in deposit taking/lending. Others are involved in insurance provision
(medical and death). The four credit co-operatives are essentially credit unions. At
present Friendly Societies and Credit Co-Operatives are only required to be
registered with the Registrar of Friendly Societies. The Registrar has no role in
assessing the financial viability and ability to meet commitments of the entities that
are registered with him nor has his office got the expertise to do so. The Registrar
falls under the auspices of the Department of Enterprise, Trade and Innovation.

Moneylenders
The Central Bank licenses Money Lenders. They have a Code of Practice in place

which places requirements on moneylenders in relation to their dealings with
borrowers.
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32. Anti-Money Laundering

The Criminal Justice Money Laundering and Terrorist Financing Act 2010 which
came into force in July 2010, transposes the 31 Money Laundering Directive into
Irish Law.

The Act:

e restates and strengthens the existing obligations on financial institutions,
lawyers, accountants and auctioneers etc. to identify their clients and report
suspicious transactions to the authorities and strengthens the obligation on
them to identify the beneficial ownership of their clients,

e imposes an obligation to pay particular attention to "politically exposed
persons” from other Member States and from third countries,

¢ introduces the concept of a risk-based approach to the implementation of its
requirements,

e establishes a system of compliance monitoring for each sector.

The Financial Action Task Force on Money Laundering (FATF) is the main
international anti money laundering/terrorist funding organisation.

33. EU Sanctions to combat terrorism and repressive regimes

EC Regulations designate persons and entities associated with terrorist organisations
or repressive regimes for the purpose of targeted asset-freezing. General financial
prohibitions are also in place against repressive regimes, the purpose of which are to
prevent the financing of military equipment, equipment used for internal repression,
or equipment used for the proliferation of weapons of mass destruction (WMD).
EU policy in relation to international sanctions stems mainly from UN Security
Council Resolutions. These are required to be transposed into EU law before they
can have direct effect in Ireland.

The Minister for Finance makes Statutory Instruments (SIs) under the European
Communities Act 1972, the Financial Transfers Act 1992 and the Criminal Justice
Terrorist Offences Act 2005 to give full effect to these EU financial sanctions. The
main effect of the Sls is to create offences in Irish Law, impose penalties and
empower the Central Bank to oversee compliance with the EC Regulations. The
Department is currently examining the possibility of amending the relevant
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legislation so as to reduce the need for Ministerial Sls on each occasion on which the
relevant EU regulations are amended.

The Department of Finance also coordinates cross-departmental issues relating to
financial sanctions and, as a member of the Financial Action Task Force (FATF),
Ireland participates with other jurisdictions in agreeing international standards to
combat terrorist financing.
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Appendix 1: EU-IMF Programme

Structural benchmarks

Deadline

Status

Submit the draft legislation on a special
resolution regime to D4il Eireann.

End-February
2011

Central Bank and Credit
Institutions (Resolution) Bill
2011 published on 28 February
2011 to meet structural
benchmark.

Banks required to submit deleveraging plans to
the Central Bank.

End-February
2011

Detailed deleveraging plans
submitted to the Central Bank by
28 February to meet structural
benchmark.

The Central Bank to complete the assessment End-March Expected to finalise

of the banks’ restructuring plans. 2011 reorganisation options,
deleveraging plans as well as
funding options by end of
March.

The Central Bank will complete a Prudential | End-March Underway and on-track.

Liquidity Assessment Review (PLAR) for | 2011

2011. The PLAR will establish target funding

ratios for 2013 for each of the banks, identify

non core assets and set an adjustment path to

these targets based on specified non public

annual benchmarks. 1

Complete Prudential Capital Assessment End-March Underway and on-track. Central

review (PCAR) stress tests. 2011 Bank has issued final stress test
instructions.

The Irish Authorities to draw up a schedule of | End-March Underway — schedule to be

assets to progress early deleveraging by asset 2011 drawn up by end-March.

disposals and/or credit enhancement, to be

achieved by end March 2011.

Complete the diagnostic evaluation of banks’ End-March Underway and on-track.

assets and communicate findings. 2011

Strategy for future structure, functioning and | End-March Consideration of a range of

viability of Irish credit institutions will be | 2011 ‘solutions’ is ongoing in terms of

developed in detail and agreed with the
external authorities.

reorganisation and asset
disposal.




Further deleveraging of the banks will be
achieved by the extension of the NAMA
programme to include approximately €16bn of
land and development loans in AIB and Bank
of Ireland, which had previously been excluded
as they were below a value threshold of €20m.

End-March
2011

NAMA (Amendment) Bill
published on 26 January with a
view to consideration in the next
Dail session. Loans expected to
be transferred by end March

The deposits and NAMA bonds of Anglo Irish
and INBS will be transferred to other
institutions in an open process, leaving the
remaining loan books to be unwound in an
orderly manner.

The necessary High Court
Direction orders have been
secured; NTMA will commence
an auction process with a view to
early completion.

Consistent with EU State aid rules, burden
sharing will be achieved with holders of
subordinated debt in relevant credit institutions
over the period of the programme.

e Anglo burden sharing
completed in Dec 2010.

Complete a full assessment of credit unions’
loan portfolios and prepare a comprehensive
strategy to enhance the viability of the sector.

End-April
2011

Work ongoing

The Central Bank will direct the
recapitalisation of Irish Life and Permanent to
achieve a capital ratio of 12 percent core tier 1.

End-May
2011

This is under discussion; Irish
Life and Permanent expects to
be able to meet this target
through private funding.

Introduce legislation for the enhancement of
financial regulation, expanding the supervisory
and enforcement powers of the Central Bank.

End June
2011

Draft Heads of the Bill to be
submitted before the end of
March with a view to seeking
early Government approval to
proceed to drafting.




Appendix 2: Board of directors at each of the covered institutions

Allied Irish Banks Board of Directors

Name Position Year joined Background
board
David Interim Executive 2010 Former Group Chief Operating Officer
Hodgkinson | Chairman (Oct for HSBC Holdings plc from May 2006
2010) g . .
until his retirement from the company in
December 2008.
Stephen Audit Committee 2007 Chairman of invest Northern Ireland M
Kingon Chairman
David Chairman, AIB 2007 Former Group Treasurer, Executive Director,
Pritchard Group (UK) p.l.c. and Non-Executive Deputy Chairman of
Lloyds TSB Group plc.
Anne Maher | Audit Committee 2007 Former CEO Pensions Board
member
Declan Public Interest 2009 Chief Executive of the Dublin Airport
Collier Director Authority
Dick Spring | Public Interest 2009 Former Tanaiste and Minister for Foreign
Director Affairs
Dr. Michael Public Interest 2010 Former CEO of NTMA
Somers Director -Deputy
Chair - Chair Risk
Committee
Intel General Manager
Jim O’Hara 2010
2010 Ex VP at JP Morgan dealing with mergers
Caterine and acquisitions
Woods
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BOI Board (Court) of Directors

Name

Position

Year joined
board

Background

Pat Molloy

Governor

2009

Has served as Non Exec. Director with CRH, Eircom and
Waterford Wedgewood. Was Group CEO ot BOI from 1991 —
1998

Richie Boucher

Group Chief Executive

2006

Joined Bank of Ireland Group as Chief Executive, Corporate
Banking in December 2003 from Royal Bank of Scotland. He
is a past President of the Institute of Bankers in Ireland (2008)
and of the Irish Banking Federation (2006).

Tom Considine

Non Executive Director
(Public Interest
Director)

2009

President of the Institute of Public Administration and a
member of the Forum of the Economic & Social Research
Institute. Former Secretary General of the Department of
Finance. Former Board member of the Central Bank and
Financial Services Authority of Ireland and former member of
the Council of the Economic & Social Research Institute.

Des Crowley

Chief Executive Officer
Retail (Ireland and UK)

Joined Bank of Ireland in 1988 from Arthur Andersen & Co.
He is a Director of Post Office Financial Services and First
Rate Exchange Services and a Director of New Ireland
Assurance plc.

Denis
Donovan

Chief Executive, Capital
Markets

Joined Bank of Ireland in 1985 from the Central Bank of
Ireland.

Paul Haran

Non Executive Director

Was Secretary General of the Department of Enterprise; Trade
and Employment { 1997-2004). Was also a member of the
National Economic and Social Council (1997- 2004) and the
Board of Fortas (1997-2004). He is Chairman of the National
Qualifications Authority of Ireland, of Edward Dillon &
Company and of the UCD Michael Smurfit Graduate Business
School and the UCD College of Business & Law. A member
of the Forum of the Economic and Social Research Institute
and the Road Safety Authority, he is also a Director of
Glanbia plc, the Mater Private Hospital and Drury
Communications.

Dennis Holt

Deputy Governor &
Senior Independent
Director

2006

Has 39 years experience in Financial Services. including
Retail Banking Executive Director on the Main Board of
Lloyds TSB (2000-2001) and CEO of global insurer AXA's
UK and Ireland businesses (2001-2006). Chairman of
Liverpool Victoria Friendly Society Ltd and Non Executive
Direclor of Principle Insurance Holdings Lid.

Rose Hynes

Non Executive Director

2007

Solicitor by protession. Previously held senior management
positions in GPA Group ple, including General Counsel and
Head of Commercial. Appointed Chairman of Bord Gais in
2009. Director of Total Produce ple. Former Director of Fyftes
plc, Shannon Airport Authority plc, and Aer Lingus Group

plc.

Jerome
Kennedy

Non Executive Director

2007

Spent 24 years (1980-2004) as a Parter in KPMG. Director of
Bank of Irefand Life Holdings plc, New Ireland Assurance
Company plc and Total Produce plc. Also Chairman of
Caulfield McCarthy Group Retail and is on the Irish Board of
the UCD Michael Smurfit Graduate Business School.

Patrick
Kennedy

Non Executive Director

2010

Chiet Executive of Paddy Power PLC. Prior to joining Paddy
Power, was Chief Financial Oftficer of Greencore Group ple.
Also worked with KPMG Corporate Finance both in Iretand
and the Netherlands, and as a strategy consultant with
McKinsey and Company. He is also a non-executive director
of Elan Corporation ple.

Heather Ann
MacSharry

Non Executive Director

2007

Director of IDA Ireland and Council member of the Institute
of Directors. Previously Managing Director of Reckitt
Benckiser and Boots Healthcare in Ireland. Former Director of
Enterprise Ireland and the Irish Pharmaceutical Healthcare
Association. and a former member of Governing Authority of
University College Dublin.

John
O’ Donovan

Group Chief Financial
Officer

2002

Formerty Group Finance Director / Company Secretary of Aer
Lingus Group plc.

Patrick
O’ Sullivan

Non Executive Director

2009

Previously Vice Chairman, Chief Growth Officer and Group
Finance Director of Zurich Financial Services: Chief
Executive Officer, Eagle Star Insurance (London): Chief
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Operating Officer. Barclays De Zoete Wedd Holdings
{London); Managing Director, Financial Guaranty Insurance
Co. (part of GE Capital) (London & New York); Executive
Director, Goldman Sachs International {London) and General
Manager, Bank of America Futures (London). He is currently
Non Executive Director of Man Group ple, Cofra Holdings
AGC and Chairman of Old Mutual ple.

Joe Walsh

Non Executive Director
(Publi¢ Interest
Director)

2009

Served as Minister for Agriculture from 1992-2004. having
previously served as Minister for Food from 1987. He retired
from the Cabinet in 2004. Chairman of Cork Racecourse
(Mallow) Ltd. Horse Sport Ireland and Irish Hunger Task
Force.
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Anglo Irish Bank Board of Directors

Name

Position

Year joined
board

Background

Alan Dukes

Chairman

2010

He is a Director and Public Affairs Consultant of Wilson
Hartnell Public Relations Limited. He has served as Minister
for various portfolios including Finance and Justice and is a
former leader of Fine Gael. He was Director General of the
Institute of European Affairs from 2003 to 2007.

Mike Aynsley

Chief Executive Officer

2009

Has over 30 years industry and consulting experience in
banking and in financial services in Australia, New Zealand,
the Asia Pacific Region and the United Kingdom. Previously,
he held senior positions, including Chief Risk Officer in New
Zealand for ANZ Bank and National Bank of New Zealand.
Prior to this he was a Global Partner, Banking and Financial
Services with Deloitte Consulting for five years. He was
General Manager - Global Markets, Global Wholesale
Financial Services for National Australia Bank. Held senior
management positions with Security Pacific National Bank
from the early eighties in Australia. Japan and the United
Kingdom. Holds a Master of Business Administration degree
from Macquarie University. which he obtained in 2007.

Maurice Keane

Director

2009

Former Group Chief Executive and a former member of the
Court of Directors of Bank of Ireland. He is a Director of DCC
plc and Axis Capital Holdings Limited and is also a member
of the National Pension Reserve Fund Commission. He is a
former Chairman of BUPA Ireland Limited and Bristol &
West plc

Gary Kennedy

Director

2010

He is a Director of Elan Corporation plc, Greencore Group
ple. Friends First General Insurance Company Limited and
Travelport Limited. He is also a Director of a number of
private companies. Previously, he was Group Director,
Finance and Enterprise Technology at Allied Irish Banks plc.
Prior to that he was group vice president at Nortel Networks
Europe after starting his management career at Deloitte &
Touche. He served on the board of the Industrial Development
Authority of Ireland for 10 years and also on the board of
Calyx Group plc.

Noel Cawley

Director

2010

He is Chairman of Teagasc and a Director of Board Bia and
One51 ple. He was previously Chiet Executive of the Irish
Dairy Board and Chairman of the Irish Horse Board.

Aldan Eames

Director

2010

He is a commercial lawyer and Managing Partner of Eames
Solicitors, Dublin. He is a Director of Board Gdis Eireann and
is Chairman of their Risk Committee. He is a member of the
Department of Foreign Affairs Independent Audit Committee.
He has served as Chairman and Board Member of a number of
private and state enterprises and acts as advisor to leading
commercial and technology companies.




Education Building Society Board of Directors

Name

Position

Year joined
board

Background

Philip Williamson

Chairman

2007

Appointed Non-Executive Director in 2007, after retiring from
the Board of the UK Building Society, Nationwide. Philip
joined Nationwide in 1991 and was appointed CEO in 2002.
Prior to Nationwide he held a variety of senior executive roles
at Lloyds Bank plc and was a Director of UK Land plc. Philip
is currently Chairman of Investors in People (UK). He is a
past President of the European Mortgage Federation and also
held the position of Chairman of the UK Building Societies
Association

Fergus Murphy

Group Chief Executive

2008

Has spent time in wholesale and international banking. In
2007 he spent a short amount of time with Shelbourne
Developments. Before this he was Chief Executive of
ACCBank plc a company within the Rabobank Group. Fergus
joined the Rabobank Group in 1993 and fulfilled a number of
positions, including Head of Asia Region of Rabohank
International and Managing Director of Rabobank's wholesale
bank in Ireland. Fergus commenced his career in Irish
Intercontinental Bank and spent five years with Banque
Nationale de Paris (BNP) as a Derivatives trader. He is past
Chairman ot the Federation of International Banks in Ireland
(FIBI).

Barbara Patton

Senior Independent
Director

2002

Worked in the financial services industry for 13 years, firstly
with AIB Capital Markets and then with Irish Permanent plc.
Barbara is now an independent marketing consultant
specialising in Services Marketing in the SME sector.

Ann Riordan

Non Executive Director
(Public Interest
Director)

2009

Held senior executive roles in the LT. sector in the UK and
Ireland prior to setting up Microsott Ireland in 1990. Retired
trom Microsoft in 2001. She has served on the Information
Society Steering Committee and the Irish Council for Science,
Technology & Innovation. She is currently President of the
Institute of Directors in Ireland, Chairman of the Dublin
Regional Tourism Authority and the National Standards
Authority of Ireland.

Anthony Spollen

Non Executive Director
(Public Interest
Director)

2009

Former Financial Controller of Ireland’s largest Merchant
Bank (A.LL.LB.) and former Head of Internal Audit at AIB. He
is an Internal Audit Consultant and an advisor on Corporate
Development and is the author of “Corporate Fraud, the
danger from within” (Oak Tree Press). Anthony is a Director
of Dublin Airport Authority and Chairman of its Audit
Committee. He is a Director of Enterprise Ireland and a
member of its Audit Committee. He is a member of the Audit
Commiittee of the Property Registration Authority (previously
known as the Land Registry).

Linda O’ Shea
Farren

Non Executive Director

2009

After qualifying as a Solicitor and Attorney-at-Law in the
mid- 1980s, Linda worked in the New York and London
offices of leading international law tirm Dehevoise &
Plimpton. In the mid- 1990s, she worked as an investment
banker with KBFSI/ Irish Intercontinental Bank until she was
appointed Programme Manager & Adviser to the Minister for
Justice on matters coming hefore Government, the Dail and
Seanad Eireann. Following this government appointment,
Linda worked as Director of Legal and Corporate Aftairs with
the Irish Wheelchair Association until setting up her own
solicitor's practice in 2000 with an emiphasis on advocating for
and representing people with disahilities.

Martin Donnellan

Non Executive Director

2009

Retired Assistant Commissioner of An Garda Siochdna where
he served for over 40 years. During his career he received
numerous commendations for outstanding bravery and
professionalism and has worked on fact finding missions with
the United Nations.

Pat McCann

Non Executive Director

2007

Was Chief Executive of Jurys Doyle Hotel Group plc until his
retirement trom that position in June 2006. He had worked for
the Group since 1989 in various roles. He is Chief Executive
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of Maldron Hotels and is a non-executive director on a
number of other boards.

Emer Finnan

Executive Director

2005

Appointed Secretary to the Board in 2005, Executive Director
in July 2007 and Finance Director in February 2010. Emer has
over 20 years experience in financial services. Prior to joining
EBS Emer worked as a Director with NCB Corporate Finance
with responsibility for financial services and advised on a
large number of financial services transactions. Prior to that
Emer worked with ABN AMRO and Citibank in Corporate
Finance in London, again specialising in financial services
transactions. Emer trained as a Chartered Accountant with
KPMG. She also spent a number of years on the Board of the
RTE Authority. Emer has executive responsibility for finance,
strategy, legal and company secretariat.

Liam Mulvihill

Non Executive Director

2007

Was Director General of the GAA from 1979 to 2008. He
worked as a primary school teacher and later as a school's
inspector before accepting the post of Director General. He
also filled various roles with State Bodies throughout his
career including the RTE Authority, Bord na Gaeilge, the Irish
Sports Council and was a member of the board of the Sports
Campus Ireland project at Abbottstown. Liam oversaw the era
of live television sponsorship and the commercial mobilisation
of the GAA and was a central figure in bringing the new
Croke Park concept from genesis to fruition.

Jim Ruane

Non Executive Director

2007

Has over 29 years experience in financial services. He began
his working career as an economist and has held senior
management positions in a number of financial and accounting
services firms and manufacturing companies, including,
KPMG, Bank of Ireland Group and John Deere & Co. He was
appointed by the Government to the Higher Education
Authority in 2007.

Ethna Tinney

Non Executive Director

2008

Ethna is a producer with RTE lyric fm, the music and arts
radio station and has extensive experience in the field of
classical music as an artist, teacher, producer and
entrepreneur.




Irish Life and Permanent Board of Directors

Name

Position

Year joined
board

Background

Kevin Murphy

Group Chief Executive

2009

An actuary and an employee of Irish Life since 1972. He is a
director of a number of companies within the Group and is a
member of the board of the Irish Stock Exchange. He is a
former Chairnmian of the Irish Association of Investment
Managers and a past President of the Irish Insurance
Federation.

David McCarthy

Group Finance Director

2009

He is a chartered accountant who formerly worked with
Coopers & Lybrand (now PriceWaterhouseCoopers) and was
the Group Financial Controller in Irish Permanent plc. He is a
director of a number of companies within the Group including
the associated company Allianz-Irish Life Holdings plc.

Gillian Bowler

Non-Executive Director

1998

A non-executive director of Gratton Group plc and of the
Voluntary Health Insurance Board and former chairman of
Fiilte Ireland, she is also a past President of the Institute of
Directors and a director of a number of other companies.

Sandy Kinney

Non-Executive Director

2010

Former financial services partner of PricewaterhouseCoopers
in London and is currently a Non Executive Director of the
Skipton Building Society and of the UK Financial Services
Compensation Scheme.

Breffnt Byrne

Non-Executive Director

2004

He is Chairman of NCB Stockbrokers and a non-executive
director of Coillte Teoranta, Tedcastle Holdings Limited,
Hikma plc, Cpl Resources plc and a number of other
companies. A chartered accountant, he was formerly a Senior
Partner of the Audit and Business Advisory practice of Arthur
Andersen in Ireland and Director of Risk Management for
Andersen’s audit practice in Scandinavia, the Middle East and
Africa.

Bernard Collins

Non-Executive Director

2010

Formerly vice president of international operations and
director of the international board of Boston Scientific
Corporation. He is currently non-executive director of IDA
Ireland and a number of other companies in the medical
device/life science sectors. He is also currently chairman of
the VHL

Danuta Gray

Non-Executive Director

2004

She is Chief Executive Otficer of O2 Ireland, a position she
has held since 2001. Prior to her move to Ireland, she held the
position of Director for BT Europe Germany and previous to
that was General Manager at BT Mobile in the UK. She is
chairperson of Barretstown and is a non-executive director of
Aer Lingus plc.

Pat Ryan

Non-Executive Director

2009

Formerly Group Treasurer and Chief Risk Officer of Allied
Irish Bank plc. He retired from AIB Group in 2002 and is
currently a director of AXA Life Europe Limited and J&E
Davy. He holds an M.SC in Economics from University
College Dublin, and is a fellow of the Institute of Bankers. His
is a fellow of the Society of Actuaries in Ireland and the
Institute of Actuaries.

Roy Keenan

Non-Executive Director

2006

Former chief executive of Bank of Ireland UK and a former
managing director of Bank of Ireland Life and Bank of Ireland
Mortgages. He is a non-executive director of Met Life Europe
and a former council member of the British Bankers
Association and the Council of Mortgage Lenders. He is also a
former President of the Irish Insurance Federation.

Ray MacSharry

Non Executive Director
(Public Interest
Director)

2008

Former EU Commissioner, Minister for Finance, Minister for
Agriculture and Governor of the European Investment Bank.
He has served as a non executive director of Bank of Ireland
Group, Jefferson Smurfit Group plc and Ryanair plc and is
tormer chairman of London City Airport, Green Property plc
and Eircom plc.

Margaret Hayes

Non Executive Director
(Public Interest
Director)

2008

Practicing barrister and a former Secretary General of the
Departments of Tourism and Trade and of Community Rural
and Gaeltacht Affairs. She is currently chairperson of Health




and Social Care Professionals Council and of the National
Performance Verification Group for the Health Sector. She is
also a member of the Panel of Interviewers for the Public
Appointments Commission.

Ciardn Long

Company Secretary

2004

He is an actuary and most of his time with Irish Life has been
spent in the pensions area. Ciardn is a former director of the
Retirement Planning Council and is a former member of the
Pensions Board.

Irish Nationwide Building Society Board of Directors

Name

Position

Year joined
board

Background

Daniel 1. Kitchen

Chairman

2009

Mr. Kitchen served as Deputy Chief Executive of Heron
International Ple.He has been the Chairman of Irish
Nationwide Building Society since Aprii 2009. Mr. Kitchen
serves as a Non-executive Director of Kingspan PLC and Irish
Takeover Panel Limited. He has been a Non Executive
Director at Minerva ple since May 4, 2010 and Kingspan
Group ple since March 1, 2009. He has been a Director of
Green Property PLC since joining it in May 1994, He serves
as Non-Executive Director of LXB Retail Properties plc and is
a member of the Irish Takeover Panel. Mr. Kitchen served as a
Non Exceutive Director of Kingspan Group ple until August
13.2003.

Gerard M.J.
McGinn

Chief executive

2009

Mr. Gerry McGinn has been the Chief Executive of Irish
Nationwide Building Society since June 11. 2009 and also
serves as its Head of Convmercial Banking. He spent 18 years
working for Bank of Ireland in Dublin, London and Belfast.
From September 2001 to July 2007, he served as Permanent
Secretary for Department of Education and then Department
of Regional Developnient at Bank of Ireland. N1 Mr. McGinn
serves as a Director of Invest Northern Ireland.

John D.
McGloughlin

Chief Financial Officer

2009

Mr. McGloughlin is a tormer executive with Citibank and
Arthur Andersen.

John T. Carey

Director

Adrian J. Kearns

Non Executive Director

(Public Interest
Director)

2009

Adrian J. Kearns served as Chief Executive of the National
Development Finance Agency.

Thomas R.
O’Ferrall

Non Executive Director

(Public Interest
Director)

2009

Thomas Rory O’Ferrall served as Senior Accountant at
Deloitte.

Roger H. McGreal

Non Executive Director

2009

Mr. McGreal worked with The Investment Bank of Ireland for
16 years where he was Associate Director of Corporate
Lending. From 1987 to 1998 he was an Executive Director of
Woodchester Investments plc with responsibilities for
Banking, Credit and Risk. He is a Director of Ursus EPC p.l.c.
and has been an Independent Director at HSBC Alpha Funds
Ltd since September 23, 2009.
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BASIC FACTS

Gross Public Spending: 2010 2011 year-on-year
Current €54.3 bn €52.8 bn -€1.4bnor-2.7%
Capital €6.3 bn €4.7 bn -€1.6 bn or -25.4%
Total €60.5 bn €57.5 bn -€3.0 bn or -5.0%

Main elements of 2011 Current expenditure:
By Departmental area:
Social Welfare (39%), Health (27%), Education (16%), Justice (4%) Others (14%).

By expenditure component:
Pay (30%), Pensions (6%), Non-Pay Social Welfare (38%), Others (26%).

Expenditure has been reduced for the period 2009-2011. When account is taken of the
increase in unemployment and certain education- related expenditures all other areas
have experienced falls.

Current Spend 2007 | 2008 2009 {2010 |2011
€m €m €m €m €m

Social Welfare* 15,437 { 17,741 | 20,426 | 21,342 | 20,607
Health 14,281 | 15,356 | 15,491 | 14,786 | 14,051
Education* 7,891 | 8,465 | 8,589 | 8,707 | 8,782
Other 10,999 | 11,821 | 11,225 19,431 | 9,387
Gross Voted Current Spend | 48,607 | 53,384 | 55,731 | 54,266 | 52,827
PS Pay** 16,620 | 17,190 | 17,376 15,935 | 15,712
PS Pensions 1,536 2,149 2,580 2,733 2,924

*FAS was transferred from the Department of Enterprise, Trade & Innovation to the Departments of
Social Protection and Education & Skills in 2010.

** Note that these figures do not take account of the pension-related deduction on PS remuneration, which
was introduced in 2009 and yields approx. €1bn p.a.

Capital spending is covered on page 139

GENERAL ISSUES
The key policy objectives are to -

e Ensure that Departments adhere to their budgeted allocations in 2011, allowing for any
transfers of functions decided by Government. There are potential emerging pressures
in relation to public service numbers / payroll, and in health and social welfare.

e Prepare for further reductions in expenditures of €2.1 billion (-4%) in 2012. The
IMF/EU programme targets €400 million capital adjustments and €1,700 million in
current expenditure adjustments.

e Introduce a reformed budgetary framework in line with commitments under EU/IMF
Programme, with multi-annual expenditure ceilings, and a comprehensive review of all
Governmental expenditure.

e Advance WFE (Waste, Fraud, Error Analysis) VFM and Quango agenda, to effect great
savings.



e Achieve the downward trajectory of public service staff numbers over the coming years
through continued implementation of the moratorium, Employment Control
Frameworks,

e Advance Budget process reform in 2012 and the extension of the ‘performance
budgeting’ pilot scheme to the majority of Votes from 2012.

SPECIFIC ISSUES

Health (some 27% of current spending):

Savings of at least €420m and staff reductions of close to 9,000 whole time
equivalents are being sought by 2014 as part of the overall requirement to restore
order to the public finances by 2014 just to stand still. If there is to be continued
development of services in the context of integrated health care even greater
efficiencies will be required. The policy of integrated health care with the health
system as the single national authority with responsibility for delivery of those
services is the right approach. However, it will be necessary, building on the progress
already achieved, to improve management systems in the health system to make it
more accountable, transparent and efficient. It will also be necessary to review
eligibility for public health services, including consideration of greater recourse to co-
payments, and to review structural impediments to reform and the sustainability
private health provision.

Social Welfare (38% of current non-pay spending):

Given its size in the Budget, social welfare must be cut further if savings are to be
made overall and the budget deficit reduced. Budget packages must be framed in the
light of the potential structural measures which will be necessary to achieve
expenditure reductions. In addition to the savings achieved in Budget 2011, further
savings are needed and these will require a combination of enhanced control, labour
activation and structural reform measures as well as rate containment over the period
of the plan. The focus must be on better targeting of benefits and moving away from
universality of benefits unrelated to income levels.

Education
Demographics: The primary school population is currently about 510,000, but this is
projected to continue to grow strongly over the coming years, and to exceed 550,000
by September 2014. Unless action is taken to increase pupil teacher ratios, this,
inevitably, puts upward pressure on the provision of school places, teacher numbers
and all other facilities when reductions in expenditure are sought.

Public Sector Reform: Given that 77% of current expenditure is accounted for by pay
(mainly teachers and SNA’s), and given the limited scope for a reduction in the
numbers employed in the sector if pupil teacher ratios are to be left unchanged, the
key to achieving significant savings in the education area is through changes in work
practices and myriad allowances that would deliver savings. It is generally
acknowledged that there is a need to review work practices across the entire Education
sector, with a view to increasing productivity and achieving better value for money.

Environment:
Water — Existing plan provides for the introduction of a scheme for metering and
charging for domestic water. The NPRF has agreed in principle to fund this



programme up to an amount of €550m and Government has approved the
establishment of an independent regulator for the sector. Alternative measures to
introducing water charges across the board should be considered, including a flat
charges regime in certain cases.

Waste - A critical element of waste policy is the requirement to meet Ireland’s targets
for the diversion of biodegradable municipal waste from landfill. Two waste-to-
energy incinerators (in Meath and Poolbeg, Dublin) are being developed as part of our
waste management infrastructure.  Incineration must remain a key part of waste
policy.

Housing - With a greatly reduced capital housing allocation in future years, it will be
necessary to increase the delivery of leased units in 2011 and future years.

Local Government Finance - There are significant challenges facing the local
government sector as income falls, funding and staffing resources constrict, demand
for services remains constant or increases. A sustainable model of self-financing for
local government must be developed.

MINISTERIAL BUDGET CYCLE

June/July* — Budget Strategy Memo- specifies fiscal parameters e.g. max. increase in
Govt spending affordable

Sept/Oct  ~ Pre-Budget Outlook — gives pre-Budget Estimates and fiscal outlook -

November — settle spending increases by mid-November

December — Budget Estimates published on Budget day

Jan /Feb - Annual Output Statements (AOSs) prepared by Depts

Feb — Revised Estimates Volume published

Mar - May — Dail Select Cttees — examination of Vote and fiscal policies generally

*Under EU proposals for budget reform, the June/July decisions on budgetary
parameters may need to be brought forward (the common EU timeframe is April).

REGULAR REPORTS ON EXPENDITURE MANAGEMENT

Monthly - Publication of monthly Exchequer Receipts and Spending'.
Expenditure Management Report memo to Govt to keep Departments on
Budget.

Bi-monthly — Expenditure Management Reports from main spending Depts to explain,
in particular, if they are not on target

Quarterly — End-quarter Exchequer Returns, incl. expenditure”

Twice-yearly- Memo to Govt (from all Govt Depts) on VFM Reviews

Yearly — Annual Output Statement (from every Minister)

STAFF DIVISIONS
Second Secretary General — Donal McNally

" No press conference but usually attracts publicity.
“Quarterly press conference hosted by officials but Minister ofien interviewed or questioned in Dail
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Asst Secretary — Robert Watt — Overall public expenditure policy / control; Exchequer
Capital Programme and PPPs, Education, Transport, Environment, Tourism Culture &
Sport Votes, Climate Change policy, Expenditure evaluation / VEM reviews, EU
Policy, North South Co-Operation and Public Procurement

Asst Secretary — David Moloney — Agriculture, ET &I, Health, Social Welfare, CR&GA,
CE&NR Votes.

Asst Secretary — John C. O’Connell — Pensions policy, Civil and Public Service
Pensions, Justice and Finance Group Votes.



SPD 1
Assistant Secretary: Robert Watt

A: Sectoral Policy Division: Central Section
(PO: Ronnie Downes)

Management of 2011 allocation

The 2011 REV provides for a gross expenditure allocation of €57.5 billion (€52.8 billion
current, €4.7 billion capital). This is monitored continuously based on a range of reports. The
main pressure points on current voted expenditure in 2011 are likely to be:

e Public Service Numbers / Pay. In the absence of an exit mechanism for Public Sector
(PS) employees, the reduction in PS numbers presented in the REV must be achieved
through natural wastage and keeping replacement of staff to an absolute minimum. If

e Live Register / Unemployment. The Live Register forecast annual average
underpinning the Budget and REV for 2011 is 405,000. A slower than expected fall in
the Live Register this year would have significant Social Welfare costs.

e Health Sector. The 2011 REV provides for an additional 120,000 medical cards,
which is somewhat lower than anticipated by the Health sector in its Service Plan for
2011. Their Service Plan also factors in significant efficiency and procurement
savings, many of which involve (i) schemes that overlap to some degree and (ii)
revisiting areas already the subject of reductions in previous years. Only time will tell
if these savings are achieved.

e Agri-Environment Options Scheme (AEOS). There is a significant risk for 2012-
2014 that this scheme cannot be accommodated within the existing expenditure
ceilings. This issue is outlined in more detail in Agriculture section briefing.

A monthly profile of expenditure was published for each Department on 22 February,
showing the expected performance of both current and capital expenditure in each
Department for the remainder of 2011. This is the primary means of on-going expenditure
monitoring through the year. The Department of Finance prepares a monthly memorandum to
Government reviewing progress against profile. In addition, the main four largest spending
Department on the current side (Health, Education, Social Protection and Justice) along with
the two main capital spending Votes (Transport and Environment) submit their own detailed
Memoranda to Government every second month indicating the state of play of spending
against profile.

2012 Estimates

As part of the agreement EU/ IMF Programme of Financial Support, the 2012 budget will
provide for a reduction of expenditure in 2012 of €2,100 million (€1.7 billion current and
€0.4 billion capital).

Current Spending Ceilings 2011 - 2014
The gross voted current ceilings for 2012-2014 on the basis of this agreement are set out in
the table below. (The 2011 allocations are provided for comparison purposes.)
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Current Spending only

Department 2011 | 2012 | 2013 | 2014
€m €m €m €m

Agriculture, Fisheries & Food 1,379 | 1,136 1,057 1,029
Communications, Energy & Natural 336 333 330 325
Resources

Community, Equality & Gaeltacht 267 258 254 250
Affairs

Defence 922 891 869 841
Education & Skills 8,782 | 9,020 | 8,950 | 8,875
Enterprise, Trade & Innovation 393 369 355 344
Environment, Heritage & Local 600 555 492 370
Government

Finance 1247} 1,257} 1,203 | 1,189
Foreign Affairs 736 721 725 712
Health & Children 14,051 | 13,848 | 13,736 | 13,674
Justice & Law Reform 2,322 | 2,125 | 2,009 | 1,960
Social Protection 20,607 | 19,338 | 18,494 | 17,901
Taoiseach 203 162 155 141
Tourism, Culture & Sport 300 274 256 234
Transport 681 634 602 560
Unallocated Adjustment - -10 -80 -380
Total 52,827 | 50,910 | 49,408 | 48,024

Achieving the savings to stay within the overall gross current voted expenditure ceiling of
€50.9 billion in 2012 will present major challenges and will require a thorough assessment of
expenditure priorities (see item below). Capital ceilings are set out below on page 139.

2011 Revised Estimates Volume (REV)

In line with previous years, the 2011 REV was published and presented to the Dail Eireann
library on Tuesday 15 February. The usual course of events allows for the REV to be referred
to the relevant Dail Select Committees for discussion, before the individual Votes are
subsequently voted on by the House in June/July in the year of publication. Until the
Estimates for each Vote have been passed, interim Departmental spending is permitted under
the Central Fund (Permanent Provisions) Act, 1965 — this allows for spending of up to four-
fifths of the previous year’s net appropriations.

Fiscal Responsibility Bill / Medium-Term Expenditure Framework

The Department of Finance has formulated proposals for a reformed fiscal framework. The

key features of the proposed framework are:
(i) Aggregate Expenditure Levels — An overall, ‘top down’ upper limit for aggregate
current spending for the multi-year period ahead to be decided by government,
consistent with the overall fiscal targets.

(ii) Governmental Expenditure Assessment (GEA) — See section 3 below.

(iii) Ministerial Current Expenditure Envelopes — Multi-annual cash ceilings should
apply to current expenditure within each Ministerial Vote Group.
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Set out above are the initial expenditure limits for the period to 2014, and Ministerial Current
Expenditure Ceilings for each year. It will be a matter for this Government to determine
whether, and to what extent, these initial limits may have to be adjusted in line with a new
Programme for Government.

Comprehensive Review of Expenditure

As discussed above, a key component of the proposed fiscal framework would be a periodic
comprehensive review of expenditure, or Governmental Expenditure Assessment (GEA). We
would recommend that such a review should take place immediately, so that expenditure
allocations (for 2012 and future years) can be aligned with a new Programme for
Government.

Public Sector Numbers Policy
Since the peak of 320,500 at end-2008, public service numbers have been reduced to 304,600
at end-2010, a reduction of 15.900 whole time equivalents (5%).

Public service numbers are projected to be 302,600 by end 2011, a further reduction of 2,000.
The existing Employment Control Frameworks (ECFs) for 2012 — 2014 will see public
service numbers reduced by a further 8,000 compared to this end-2011 projection to just
under 295,000 by end 2014, a total reduction of 25,500 since end 2008. These numbers
reductions and the associated pay savings are a key part of the savings targets agreed with the
EU/IMF and quarterly reporting on public service numbers and pay is required.

Reductions of this scale are manageable and can be delivered through natural wastage with
approximately 5,250 retirement projected each year (excluding local authorities). However,

In addition, significant additional reductions may have implications for “front-line” public
servants — including teachers, nurses, Gardai — who make up the bulk (up to 80%) of PS
staffing.

Public Service Pay

The Net Public Service Pay bill has reduced from the peak 2009 level of €16.5 billion to
€14.9 billion in 2010 as a result of reduction in public service pay rates and reduced staffing
levels. It is estimated that the net public service pay bill will continue to fall in 2011 to €14.7
billion and a further reduction to €13.8 billion is targeted for the public service pay bill by
2014 (and presumably further reductions).

The achievement of this level of saving will require strict enforcement of the reduction targets
coupled with the full delivery of a range of reforms and efficiency including those arising out
of the Croke Park agreement. Under the terms of the EU/IMF agreement, by end Q3 2011 the
Government may have to consider measures to compensate any shortfall in these savings.



B: Exchequer Capital and PPP Section
(PO: Dermot Nolan):

Role of Exchequer Capital and PPP Section

The Section co-ordinates and manages the formulation of Exchequer capital allocations for
Government, including any overall reviews of multi-annual investment allocations. The
Section is also responsible for managing policy with regard to Public Private Partnerships
(PPPs), as well as exploring any options for innovative financing.

Exchequer Capital Envelopes 2011-2014

The National Recovery Plan sets out capital envelopes for each Department for the years
2011-2014. The overall Exchequer capital envelope will fall from €4.684bn in 201 1* through
2012 (€4.3bn) and 2013 (€3.9bn) to €3.5bn in 2014. Exchequer capital investment will fall
from 3.6% of GNP in 2011 to 2.4% of GNP in 2014.

Capital Expenditure Ceiling by Vote Group 2011 - 2014
Vote Group 2011 2012 2013 2014 Total
€ million
Agriculture 299 150 140 140 729
Communications 139 110 110 110 469
CEGA 86 86 86 40 298
Defence 12 13 13 12 50
Education 492 460 463 468 1,883
Enterprise 508 558 558 558 2,182
Environment 1,002 966 825 700 3,493
Finanée [Excl. OPW] 6 5 5 5 21
OPW 116 120 120 120 476
Foreign Affairs 4 6 6 3 19
Health 399 388 400 400 1,587
Justice Group 80 80 85 85 330
Social Protection 7 7 7 6 27
Tourism, Culture & Sport 96 100 85 80 361
Transport 1,438 1,329 1,075 1,001 4,843
Capital Reserve 0 0 50 50
Unallocated Adjustment -78 =78 -278 -434
TOTAL 4,684 4,300 3,900 3,500 16,384

. The
additional taxation measures and expenditure reduction measures already outlined in National
Recovery Plan will be very demanding.

Government may wish to revisit the configuration of Exchequer capital allocations to accord
more closely with its own priorities, particularly in the context of any overall comprehensive
review of public expenditure. The capital review published in July 2010 was carried out by
this Department, with analytical input from the Department’s Central Expenditure Evaluation
Unit.

? Revised to €4,677bn in REV
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Major Projects

A number of major capital projects are included in the National Recovery Plan.  These
include Metro North - the largest infrastructure project in the history of the State and easily
the most expensive- and the AS5/A8 Road projects in Northern Ireland which the Irish
Government undertook to co-fund infrastructure investment in Northern Ireland with the UK
Government as part of a financial package agreed in 2007 following the St. Andrew’s Agreement
to restore the power sharing institutions.

Separate briefing on this issue is included on these projects in the Transport Vote. The other
large scale project is the water metering programme. Briefing on this project is in the
Environment Vote (pages 145-146).

PPPs (Public Private Partnerships

The main PPP projects in progress at the moment include Metro North (see above), two major
roads projects (the N17 Gort to Tuam; and the N11/Newlands Cross), a couple of Schools
bundles, a part of the proposed development for the DIT at Grangegorman and some Third

Level bundles (none progressed to contractual commitment yet). r

Financing of Infrastructure Projects

The NPRF has indicated that it is wiling to consider suitable investments in public
infrastructure within the terms of its commercial mandate. The NPRF now propose to
establish an infrastructure fund to buy existing State assets

The 2011 Budget arithmetic assumes that €300m could be realised by the disposal of State
assets.  Any asset disposals would have to be on a competitive basis to ensure value for
money and NPRF could well be outbid. The whole issue of disposing of State assets will
need to be considered in the context of the McCarthy Group’s review of State assets and
Liabilities (page 154).
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C: Central Expenditure Evaluation Unit
(PO: Vacancy)

Responsibilities of the Unit

The Central Expenditure Evaluation Unit was set up to promote the application of best Value
for Money (VEM) practice in public expenditure programmes and projects but its role has
evolved beyond that to include, the provision of analytical and research support, to this
Department and also to others. The Unit has provided analytical and research support.

o the National Recovery Plan 2010

o the Capital Expenditure Review 2010

e the Report on Tax Expenditures 2010

o exploration of options for the National Lottery license 2010

° the Special Group on Public Sector Numbers and Expenditure Programmes 2009
. work on Climate Change in this and other Departments.

The Unit's core tasks include:

e undertaking joint Value for Money and Policy Reviews in the four high spending
Departments (Health, Social Welfare, Education & Justice) and overseeing Reviews in
most other Departments, to ensure robust analysis of the delivery of results, by the
programmes selected for Review.

e Spot checks for compliance with the Capital Appraisal Guidelines to ensure Value for
Money in capital spending

Capital Appraisal Guidelines and Cost Benefit Analysis

The Capital Appraisal Guidelines require a CBA for all projects over €30m or for innovative
projects over €5m. All CBAs should be robust and independent, should consider all viable
options, have measurable benefits and costs, clearly spelt out assumptions, funding costs and
sensitivity analysis. The Special Group Report recommended that a CBA be conducted for all
significant proposals (current and capital) and that they should be routinely published. While
the proposal to publish CBAs is accepted, some parts may have to be redacted if prejudicial to
the State’s capacity to get value for money. The CEEU carries out spot-checks for compliance
with the Capital Appraisal Guidelines.

Current and Future role of the Unit

The Unit will continue to mix its core tasks with analytical tasks assigned to it which retlect
the priorities of the time. The Unit is currently co-authoring 4 Value for Money and Policy
Reviews and actively overseeing an additional 11 Reviews. The Unit is providing support on
the Reforms to the Fiscal Framework in particular on Performance Budgeting, the Budgetary
Reform Bill and it is anticipated that the Unit will provide support for the proposed
Government Expenditure Assessments. The Unit is also undertaking analysis and providing
technical assistance and guidance, on potential Climate Change measures, for the
interdepartmental Preferred Policy Measures Group.

Waste Reduction

Resources will continue to be targeted on measures to eliminate Waste, Fraud and Error to
secure enhanced savings.
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D: North-South Co-Operation - General Background and Role of Department of

Finance
(PO: Dermot Nolan)

Summary

The Department is the supervising Department, in cooperation with the Department of
Finance and Personnel Northern Ireland, for the Special European Union Programmes Body
(SEUPB), a north-south body established under the Good Friday Agreement. The SEUPB is
responsible for running two Programmes (PEACE III and INTERREG IVA) which are both
co-funded by the EU.

North-South Co-Operation: General Background

Cross-border co-operation is a significant element of the Good Friday Agreement. An
elaborate framework of structured co-operation is overseen by the North-South Ministerial
Council. The most visible expression of North-South Co-Operation is the establishment of
the North-South Bodies. There are seven including the SEUPB.

2011 Budget Issues
The annual Budget of the SEUPB is signed off jointly by the two Ministers at a meeting of the
NSMC (SEUPB heading) for which they are responsible.

The two Finance Departments
have agreed and issued instructions about the required level of efficiencies to be achieved by
2013. It is likely that a ministerial NSMC meeting will take place in mid-year to sign off on
the 2011 Budget and staffing.

Costs of the SEUPB and its Programmes

The SEUPB’s operating costs are met jointly by this Department and the Department of
Finance and Personnel NI in line with the following funding split: 53% Northern Ireland; 47%
Ireland. The PEACE Programme is funded jointly by the according to the following funding
key: 64% of the funding comes from the North, 36% of the funding comes from the South

Funding of the INTERREG IVA Programme depends on assumed ratio of benefit. The
Programme envisaged that some 62% of the Programme would redound to the benefit of
Northern Ireland, 10% to Scotland and 28% to Ireland. The full Programme is budgeted at
€256m. Ireland’s share of funding the Programme would be about €72m.




E: Education Vote Group

(PO: Brendan Ellison)

Introduction

The Gross Estimates Provision for the Department of Education & Skills (DES) in 2011 is
€8.9 billion. The vast bulk of this (€8.42 billion) relates to Current expenditure, of which
€6.5 billion (77%) relates to pay and pensions.

Control of Expenditure / Numbers Employed
There are some 103,700 WTE posts in the education sector, of which 71,200 are either
teachers or Special Needs Assistants (SNAs) — which number is set to increase by over 2,300
by 2014, due to demographic changes combined with the current policy of maintaining the
Pupil Teacher Ratio (PTR) at the present level. Some 25,600 of the remainder are in the
Higher Education Sector.

In the non-pay area, almost €1.4b of the €1.9 b total is spent on 5 key areas: Student Support
Grants (€386m), Universities/IOTs (€329m), Capitation Grants to Schools (€294m), VECs
(€182m) and School Transport (€180m). The options are to reduce the rate of support
(student support, capitation grants) or to increase fees/charges (school transport, third level
education).  Consideration could be given to mechanisms to control demand for such
schemes — e.g. to insist that all demand-led grant schemes be designated as “cash limited.”

Consideration could also be given to terminating some programmes altogether, rather than
just reducing the level of funding. However, this may be difficult to achieve, as most of these
non-pay programmes tend to be targeted at disadvantaged groups.

Public Sector Reform — Croke Park Agreement
It is generally acknowledged that there is a pressing need to review work practices across the
entire Education sector, with a view to increasing productivity and achieving better value for
money. New arrangements for a more flexible system of redeployment of surplus staff from
one area to another are also necessary, particularly in the context of the proposed programme
of agency rationalisation and numbers reductions.

The Croke Park Agreement provides for the introduction of a number of important changes in
work practices in the sector, including in particular:

a) The provision by teachers of an additional hour per week, to be available to
facilitate school planning, training, substitution and supervision, etc. A similar extra
hour per week also applies to academics in Universities / IOTs.

b) Cooperation with public sector reform initiatives, including the restructuring and
rationalisation of state entities/institutions, and the proposed new arrangements for
redeployment of surplus staff across the public service.

¢) A comprehensive review and revision of all the main employment contracts
(teaching, SNA, VEC staff, academic — University & IOT) to identify and remove any
impediments to the provision of efficient and effective service provision.

However, the total savings projected to result from the changes currently being implemented
(a & b above) amount only to €39m. — or less than half of one percent of total current
education spending.  Significant further savings must be targeted through real reform of
work practices across the sector, if the target of €379m. in further savings from new measures
by 2014 is to be achieved.
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Reform of Higher Education
The National Strategy for Higher Education, published in January 2011, makes a range of
detailed recommendations for reform of the sector. The key issues of interest to this
Department include;
o The proposal to rationalise the number of HE institutions. We support this proposal,
although the Strategy envisages this taking a number of years.
o The proposal for an immediate review of the academic contract. We support this
proposal which is also provided for under the Croke Park Agreement.
o The need for redeployment of staff within and between institutions arising from the
restructuring / amalgamations proposals (again provided for under the Croke Park
Agreement).

Follow-Up to Ryan Report (Child Abuse)

Additional contributions have been sought from the Religious Congregations following the
publication of the Ryan Report. In response, offers of €348.5m (€111m cash, €2m. rent
waiver and €235.5m in property) were made, but the Congregations were asked in April 2010
for a 50:50 split of the costs of child abuse between the State and the Congregations. This
would require further contributions of at least €200m from the Congregations.

To date, only €20m of the original cash offers has been received. The offers of property are
still being examined in terms of their usefulness to the

FAS / Skills
It is proposed that FAS will be abolished and replaced with a new Skills Training Agency.

Funding of FAS is currently split between the DES and the Department of Social Protection
(DSP). FAS staff dealing with programmes funded by DSP (employment schemes and the
Community Employment Programme) are currently in the process of being transferred to
DSP, to become direct employees of that Department, while the remaining staff will be
assigned to the new Skills Training Agency.
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F: Environment, Heritage & Local Government Vote
(PO: Marie McLaughlin)

Water

Domestic water Charges and Metering - The National Recovery Plan provides for the
introduction of a scheme for metering and charging for domestic water. The NPRF has agreed
in principle to fund this programme up to an amount of €550m and Government has approved
the establishment of an independent regulator for the sector. The Programme of Financial
Support for Ireland requires, infer alia, that by the end of 2011, the Government will have
undertaken an independent assessment of the transfer of responsibility for water services
provision from local authorities to a water utility. Alternative approaches to introducing
water charges should now be considered to include introducing a flat charges regime as soon
as possible to fund the metering programme and to fund water supply and investment costs
generally.

Waste
Waste Management Strategy - Waste policy requires us to meet targets for diverting

biodegradable municipal waste from landfill. Two waste-to-energy incinerators (in Meath
and Poolbeg, Dublin) are being developed as part of our waste management infrastructure.
The Environment (Miscellaneous Provisions) Bill, published January 2011, provided, inter
alia, for the introduction of a new waste facility levy chargeable on waste incineration
facilities. The setting of such a levy must be consistent with the need to support incineration
as a key element of our waste strategy.

Landfill Remediation - The European Court of Justice found that Ireland had failed to fulfil
the requirements the Waste Directive requiring Member States to ensure that waste is
recovered or disposed of without harming human health or the environment. Since 2006,
some €116m has been provided from the Exchequer and the Environment Fund for the
remediation of closed, legal, licensed landfills. The Department of the Environment, Heritage
and Local Government has recently been in contact with the Commission indicating steps
they are taking to continue remedial works, with some €72m future funding planned.

Local Government Reform

A Bill providing for the direct election of a Mayor of
Dublin completed Committee Stage in the Ddil on 17 December 2010.

The Local Government Efficiency Review identified efficiency savings and other revenue
options of €511m in the short, medium and long term. The Department of the Environment is
progressing this. A group has been established to carry out a review of staffing in Dublin City
Council, as recommended in the report. Overall, the funding of local government needs to be
reformed to reflect new economic realities.
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Valuation Office

The Valuation Office is currently undertaking a National Revaluation Programme to provide
an up to date valuation base for the calculation of rates on commercial properties. While the
legislation assumed a 5-year time frame for completion, the Programme has been slower to
deliver than anticipated and the Valuation Office is in the process of addressing
organisational, legislative and procedural issues to accelerate the process.

Dublin Docklands Development Authority (DDDA)
DDDA is in a distressed financial position . The
2009 accounts show losses of €18.2m arising from an operational loss of €7.4m and

impairments/write downs of €10.7m.

Housing

There has been a slow take up of leased units as part of a reoriented social housing delivery.
With a greatly reduced capital housing allocation in future years, it will be necessary to
increase the delivery of leased units in 2011 and future years.

Elections

An Post expenses - The high cost of postage charges for elections in 2002 was raised by the
Public Accounts Committee and the Department was subject to an audit query concerning
expenditure on “free postage”. The Department secured with An Post a bulk discount
arrangement of 6c¢ per item (11%) in relation to postage of candidates’ material for the recent
General Election.

Returning Officers’ expenses at elections/referendums - The fees and disbursements of
Returning Officers with respect to elections and referendums has been reduced by 12.5% and
it is estimated that a saving of approximately €1.2m will accrue to the Exchequer (based on
the 2007 General Election finalised accounts).
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G: Climate Change Unit
(reporting directly to Robert Watt)

Role of the Unit

The role of the Unit is to provide a Department of Finance input on the economics of Climate
Change Policy. This Department inputs into policy through the Senior Officials Group (SOG)
and its various sub-groups. The Unit also participates in a number of interdepartmental
groups and EU groups which are formulating policies with significant economic implications.

Ireland’s Climate Change Obligations

Ireland is obliged to meet certain climate change targets under the current Kyoto agreement
which runs until 2012. As part of the EU 2020 Climate Change Package agreed in 2008,
Ireland has agreed to a legally binding commitment of a 20% reduction in greenhouse gas
emissions (over a 2005 base) by 2020 in the sectors outside the EU Emissions Trading
System (EU ETS) ~ this is one of the highest Member State targets in the EU.  In the non-
ETS area (mainly Transport, Agriculture and residential areas) — Ireland faces severe
difficulty in meeting targets for 2020.

Preferred Policy Measures (PPM) Group

Established in mid 2009 and chaired jointly by the Department of Finance and the Department
of the Environment this group identifies the Exchequer implications and economy wide
costs/benefits associated with specific climate change measures. The work of the group
should assist Departments to provide a costed menu of alternative sensible climate change

policies.

Climate Change — Fast Start Finance

At the European Council in December 2009 the EU and its Member States agreed to
contribute Fast Start funding of €7.2bn for the period 2010 to 2012. At the December 2009
EU meeting the State pledged an amount of up to €100m. In December 2010, the Minister of
State at the Department of the Environment announced an Irish contribution of €23m in Fast
Start Finance (regarded as new and additional). Prior to this we had identified a separate
figure of €10m within ODA 2010 Budget spend that could be deemed climate finance.

Climate Change Response Bill

The draft Climate Change Response Bill was at Second stage in the Seanad last month
(January 2011). This bill fell with the fall of the Government. In the context of preparations
on this Bill, the Department expressed grave reservations about its content, particularly targets
that appeared to be well in excess of EU targets.

Other issues of relevance to the Climate Change Unit
Various other issues which touch, to a greater or lesser degree, on the Climate Change area
were seen as ‘priority issues’ for the last administration. These include:
e The preparation of a Sustainable Development Plan
e The introduction of an Action Plan for Green Public Procurement
e Developing a Green Financial Services Centre (Green IFSC) to support green growth
opportunities for Ireland

e Waste management
o A target of 10% Electric Vehicles (EV) in the fleet by 2020
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The policy agenda on Climate Change has been driven recently more by ideology and target
setting rather than being informed by a rational assessment of what is possible and what is in
Ireland’s interest, given the costs and benefits involved.

H: Transport Vote
(PO: Deirdre Hanlon)

Transport 21

Investment in Transport infrastructure has been significantly reduced from the levels planned
in 2005 under Transport 21. The key delivery targets for the national road network have been
achieved, so future expenditure on national roads has been reduced quite significantly. -

Over the period 2011-14, the allocations as currently agreed are as follows:

Summary of Transport Expenditure Budget

2011 (€m)
Roads Investment (capital)* | 990
Roads Maintenance (current)* | 150
Public Transport (capital) | 395
Public Transport Services (current) | 275
Total 1810 B

*Includes national, regional and local road expenditure provided directly by the Exchequer. Additional
investment is planned by local authorities from own resources and also from PPP companies.

(Note: There are other expenditure areas within the Transport Vote, including coast guard
services and road safety.)

State Bodies

There is a large number of commercial (14) and non-commercial State bodies (6) within the
Transport Sector. The commercial State companies include Dublin Airport Authority, CIE
companies and Dublin Port. The non-commercial State companies include the National
Roads Authority and the National Transport Authority.

Matters of sectoral policy relating to the work of these organisations are the responsibility of
the Minister for Transport, in the first instance. The Minister for Finance’s interests as
shareholder of these companies are managed by the Vote Section. The Minister for Finance is
the sole/majority shareholder in the Dublin Airport Authority and the Irish Aviation
Authority, and a minority shareholder in each of the ten State port companies and in Aer
Lingus.

Public Transport
Metro North
The proposed Metro North line is the largest individual project ever contemplated by the

State,
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In October 2010, An Bord Pleanala approved the project, subject to some design changes, and

p

DART Underground

Western Rail Corridor
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National Roads Network
The national roads network has been transformed over the last decade. This Department
considers that expenditure must now focus on maintenance of the existing road network to
rotect the investment of recent years and move away from network expansion and upgrade.

D

Northern Ireland Road Investment

As part of a financial package agreed with the UK Government in 2007 following the St.
Andrew’s Agreement, the Irish Government is committed to providing up to £400m sterling
for the upgrade of AS Border to Derry road. To date, €9m has been paid over to meet a share
of planning and design costs; a specific Government Decision was taken to allow this. A
second payment of £11m (sterling) is scheduled for July 2011; this also will be subject to

Government decision.

Aviation

Aer Lingus Shareholding

The Minister for Finance holds the State’s 25.11% shareholding in Aer Lingus. The Minister
for Transport is responsible for Government aviation policy, whereas this Department’s focus,
is on shareholder interests - capital value of the Company, its financial and operational
performance. The Government’s stake in the Aer Lingus is currently worth about €140m
(€1.04 per share 15.02.2011).

Regional Airports

The Department of Transport recently published a Value for Money report on the Exchequer
subsidy for regional airports and domestic air services from Dublin. The study concluded that
some of the current arrangements did not provide Value for Money. It recommended that
focus of future Exchequer support should be on Donegal, Knock, Kerry and Waterford, at the
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expense of Galway and Sligo.

Break-up of State Airports

The State Airports Act, 2004 provides for the restructuring of Aer Rianta into three separate
airport companies - Dublin, Shannon and Cork. In 2008, the Minister for Transport
postponed the decision until 2011, having considered the trading conditions and financial
position of the Group unfavourahle. As the business environment has not improved for the
airports, it is difficult to envisage that separation is any more feasible in 2011 than it was in
2008.

Ports

Bremore Port Development

Drogheda Port Company proposes to develop a new deep water port at a site in County Meath
(near Gormanstown) in a joint venture with Treasury Holdings. A proposed joint venture
agreement is with the Department of Transport for consideration. The approval of the
Minister for Transport, with the consent of the Minister for Finance, is required under law
before Drogheda Port can enter into such an arrangement. There are a range of complex
policy issues at play, including port capacity, asset dilution/disposal, enterprise development
and rezoning (the project sponsors are seeking Strategic Development Zone status). The
decline in trade has obviously altered the economics of this proposal.



I: Tourism, Culture and Sport Group/ National Lottery
(PO: Deirdre Hanlon)

Annual Estimates
The main priority is to ensure that the spending limits for 2011 are observed and that the

necessary savings for the years 2012 to 2014 are identified (c. €50m in additional savings in

current expenditure by 2014).

Tourism
The main priority in the tourism area is to ensure that available resources are used effectively

to further the development of the tourism industry in line with the aims set out in the Report
of the Tourism Review Group. That Report identified survival, recovery and growth as the
key strategic priorities.

Arts/Culture
The state of play on large cultural projects is as follows:

Sport

The Sports Capital Programme is now closed. Outstanding commitments under the
Programme at end 2010 amounted to ¢. €117m.

The Swimming Pools Programme is also closed to new applicants. Outstanding commitments
under the Programme amounted to c. €40m at end 2010.

Charitable Lotteries Scheme
the Scheme which provides monies to

certain charities whose lottery proceeds were affected by the National Lottery. The primary
recipient of the Scheme is REHAB (which received 65% of funding under the Scheme in
2010).

National Lottery

Licence

The current licence to operate the National Lottery was granted to An Post National Lottery
Company in December 2001 following a formal EU-wide competitive process. The licence
was for a seven year period, January 2002 to December 2008. In July 2006, the Minister for
Finance extended the licence for a period of two years, to end 2010. In July 2008, the Minister
extended the licence for a further period of one year, to end 2011. This extended the current
licence to ten years in total.
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J: Public Procurement Policy Unit
(PO: Deirdre Hanlon)

Overview

The National Procurement Policy Unit is responsible for the development of procurement
policy and rules for the public service. In this capacity it represents Ireland at EU level and
deals with the development and transposition of EU procurement law.

Public procurement accounts for approximately €15 billion per annum or 10 to 12 % of GDP.
The Departments role is to ensure that the ongoing reform of the procurement process gives
rise to an open, efficient, competitive procurement function that delivers best value for public
money without being unduly complex for the relevant stakeholders.

The Unit also seeks to assist and promote the capacity of indigenous firms to tender (under
the limits of EU Directives) and to this effect introduced new procedures in August 2010. It is
estimated that 85% of all procurement went to Irish companies.

Construction Contract reform

The National Procurement Policy Unit is also tasked with developing and overseeing the
implementation of contracts for Public Works and Construction-Related Services. These
contracts and conditions of engagement have recently been structured in such a way that
allows optimal risk transfer from public bodies to -contractors and consultants, by costing for
risks as a fixed price lump sum. This fundamental change has given rise to greater cost
certainty at tender stage, for capital projects. The industry and professional bodies whilst
accepting the introduction of the new contracts and conditions of engagement still has
difficulty with their introduction.

The industry, however, continues to demand various measures to compensate contractors and
place the risk and costs on the State. For example, the CIF and other suppliers support the
recent private member Construction Contracts Bill, which is currently before the Seanad.

National Procurement Service (NPS)

The NPS was established in the OPW in 2009 deal with procurement operational matters. Its
purpose is to facilitate eProcurement through the management of the eTenders website. The
website is the primary source for all public procurement guidance and information. The
functionality of the website is being developed on an ongoing basis.

The NPS are also tasked with achieving greater efficiencies in the public procurement. This is
an area that has been identified as a potential source of savings under the National Recovery
Plan. The NPS has had an immediate effect by achieving savings of €29 million in 2009 by
centralising certain public service® procurement exercises. The plan targeted projected savings
of €40 million in 2010, €50 million in 2011 rising to €65m by 2014.

Other savings brought about by Procurement Reform

The construction reform initiative has yielded substantial savings in capital procurement
(approximately €300m per year for the period 2008 — 2010). Procurement reform on the
Health Vote has yielded €275m in procurement savings for the period 2008-2010 and
projected savings of €200m for 2011.

* Relates to the Public Service as a whole (includes HSE and Local Authorities).
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SMEs

Whilst the primary focus of procurement policy is to achieve value for money, the policy
framework recognises the need to open the procurement process to SMEs. The Department
published guidelines (2010) that include a range of measures to facilitate SMEs in competing
for public contracts.

Reducing the incidence of non competitive procurement

However, recent reports of the Comptroller and Auditor General and Public Accounts
Committee have made a number of recommendations aimed at reducing the level of non
competitive tendering and improving how legal services are procured by public bodies. We
are working with public bodies (including Irish Prison Service, HSE and FAS) offering
guidance and assistance to ensure that procurement processes are as transparent as possible.
There will always be some level of non competitive tendering, e.g. where emergency or
national security dictates.

EU matters

The Commission recently published a Green Paper on the development procurement policy
within the EU. It covers issues such as: simplification; value for money; transparency; and the
interaction with other EU wide policies on employment, innovation and the environment. We
are having consultations before issuing a response to the Paper

K: EU Structural Funds
(PO: Ronnie Downes)

The Unit is responsible for policy development, management and implementation of Ireland’s
EU Structural Funds Programmes under the National Strategic Reference Framework (NSRF)
including co-ordination of all EU Funds and promoting Ireland's interest in the debate on
future EU Cohesion policy.

Key priority: Future EU Cohesion Policy
This will have implications for Ireland post 2013 particularly in relation to the monies we
receive and have to pay into the EU and the administrative structures therein.

Current issues

a) Closure of 2000-2006 funding period

Ireland submitted the closure documentation (final report, final applications for payment and
winding up declarations) to the Commission by the 30th September 2010 deadline. We are
working to resolve outstanding issues with the CION.

b) Management of the 2007-13 Structural Funds Programmes

Ireland has been allocated in total €901m in Structural Funding for the 2007-13 Programming
period with €750 million assigned to the Regional Competitiveness and Employment (RCE)
Objective. Ireland’s NSRF sets out the strategic context within which the €750m block of
funding may be applied. The balance of €151m is for smaller Territorial Cooperation
programmes.

) Future Cohesion Policy post-2013

Ireland is contributing to the debate of the future of EU Cohesion Policy, against the
background of the EU Budget review.
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— Two inter-departmental groups (led by Department of Finance) have

been established to examine the EU Budget Review communication and to prepare for the
next Multi-annual Financial Framework negotiations. The Groups are at Assistant Secretary
and Principal Officer level and are made up of representatives of the main departments
involved (Taoiseach, Finance, Foreign Affairs, Agriculture, Enterprise). Other Departments
are involved as required.
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SPD 1 & 2 State Assets Review Group
Mr Watt and Mr Moloney

The report of this Group is nearing finalisation and will be submitted to Government shortly.
The emerging conclusions and recommendations and specific company recommendations are
set out below.

Conclusions

Hl

155



156



SPD 2
Assistant Secretary: David Moloney

A: Health Vote Group, Sectoral Policy Division
POs: Tom Heffernan
Judith Brady (Private Health Insurance and Structural Reform)

Role of Health Vote Group
o The role of the Health Vote Group is to provide advice to the Minister and
Government on the development of policy on health and personal social services and
to manage and secure value for money from overall public expenditure on health. The
Department works in co-operation with the Department of Health and Children which
has primary responsibility for health and personal social services policy and for
holding the HSE and other health agencies to account for delivery of those services.

Key messages

Financing of Health System

o We are committed to expenditure savings of €420m and staff reductions of close to
9,000 wtes by 2014 as part of the overarching objective of restoring order to the public
finances. The savings of €420m makes no provision for service pressures in this
period or for new or additional initiatives or services.

o The scale of the reduction in health capital since 2008 and the projected capital
envelope to 2014 raises affordability issues in relation to the current priorities. It may
require a re-prioritisation of intended projects and their delivery over a longer
timeframe.

o A key priority for public health expenditure in the medium term will be to continue to
develop services while ensuring financial sustainability. This will require a
continuation of the policy of reducing costs and securing better value for money and
higher levels of productivity.

o If Health is to continue to contribute to restoring order to the public finances by 2014
and if we are to continue to develop services in the context of the overarching
objective of developing integrated health care, the areas where the greatest scope for
funding these objectives lie in reviewing eligibility for services and the more
widespread use of co-payments on the basis of affordability and access based on need

o The issue of sustainability of health services will have to address the impact of any
developments in private health funding on public funding of healthcare. Current policy
is directed towards maintaining the stability of a private health insurance market with
community rating supported by risk equalisation

o The introduction of a universal health insurance system (whether a public or private
insurance model) could push up the cost of public health care on the assumption that
there would be a corresponding expectation of universal entitlement to primary,
community and hospital care.

o The ability to pitch and collect a universal insurance payment at a sufficiently high
level to fund universal entitlements to health care may be constrained for some time
by declining disposable household incomes due to unemployment and higher taxation
necessitated by the crisis in the public finances, the increasing numbers of households
reliant on medical cards, the declining numbers who can afford private health
insurance.

o One sustainable approach to improving access to health care based on medical need
and affordability is to review eligibility and to develop the policy of co-payments by
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service users, while tackling barriers and anti-competitive practices in the public and
private systems and ensuring that service users and service providers are not
subsidised unnecessarily from the public purse.

Reconfiguration of Health services

o The Minister for Health and Children’s ability to develop health policy and to hold the
HSE to account for delivery of services and to account to the Dadil in this regard is
dependent on the quality of HSE management systems and its management
information.

o These systems need continued up-dating and improvement. If the system is to revert to
more local control, care will need to be taken to ensure that efficiency gains already
secured are not lost in the transition.

o There is scope to build on the new national arrangements for management of services
such as procurement in the HSE and the National Treatment Purchase Fund to achieve
greater efficiencies through paying service providers for the number of units of
services provided rather than on a block grant basis.

o The current focus in relation to structural health reform includes agency
rationalization, workforce planning, medical education and training, developments in
relation to strategy for children and in relation to older people and the national
positive ageing strategy currently being developed.

o The public private mix of health service provision needs to be reviewed to ensure that
public expenditure is providing value for money, that access to services is based on
need and affordability regardless of the manner of provision, that private provision is
self sustainable and that there are common minimum standards of care between public
and private providers regardless of the setting, acute, primary or community care.

o The future of the remaining co-location projects will also need to be reviewed. The
overall state of private health provision, private health insurance, the banking crisis
and changing policy on tax reliefs must raise serious issues about the viability of such
projects.

Eligibility
o It is essential that there is reform of policy on eligibility and the development of a
more robust legal basis for eligibility for health and personal social services having
regard to evolving health and personal social service technology, treatment and
practice, the development of integrated health care and the emphasis on primary care
development, the disparity between existing practices and existing legislation and
operational inconsistencies on a regional basis between former health board regions.

Health Information/Unique Identifier

o There is an urgent need to improve the quality of health information and to develop a
unique health identifier to improve the management of health services in the context
of integrated health care and to provide better health care for patients.

o If not thought through properly before seeking to procure an appropriate electronic
management system to support the objective of a unique health identifier, it has the
potential to create a blackhole for absorbing public resources. There are also concerns
that if the existing anti competitive practices in regard to GPs and existing barriers to
patient choices are not removed proposals to require everybody to register with a GP
could exacerbate current cost problems and lack of patient choices.

Private Health Insurance
o Risk equalization is essential if community rating, where policies are not priced on the
basis of age or medical history, is being maintained. Within the private health
insurance market, a temporary levy/tax relief scheme expires at end 2011, with an
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interim risk equalisation system required for 2012 to bridge the period to a full risk
equalisation system in 2013.
o The Department of Health and Children are currently evaluating tenders for advisors
to assist in the disposal of the VHI. This Department is involved in the evaluation. The
successful contractor will advise on the best sequence, structures and steps towards
this end but in any case such a sale will most likely be preceded by a substantial
capital injection from the Exchequer as required to achieve authorisation by the
Financial Regulator.
o The ending of the VHI's exemption from authorisation requirements needs to be
addressed in any event, as it is the subject of an ECJ case taken by the European
Commission. A decision in this case is expected before the end of this year.

Overview of trends in health expenditure 1997 - 2011

2005 2006 2007 2008 2009 2010 2011
Provisional | Estimate
Outturn
€m €m €m €m €m €m €m

Gross current 11,297 | 12,516 | 14,281 | 15,356 15,470 14,786 14,051

expenditure

% change 110.7% | 10.8% | 14.1% | 7.5% 0.7% -4.4% -5.0%

Gross pay 6,333 6,933 | 7,463 7,827 8,181 7,483 7,311

% change 93.0% | 9.5% 7.6% 4.9% 4.5% -8.5% -2.3%

Gross non-pay | 4,964 5,584 | 6,818 7,530 7,289 7,303 6,740

% change 138.5% | 12.5% | 22.1% | 10.4% -3.2% -0.2% -7.7%

Trends in Health Sector Numbers 1997 - 2010

End End End End End 2010 2011 Target
2005 2006 2007 2008 2009 Outurn Target | reduction
2014
HSE and 101,978 106,273 | 110,600 111,025 | 110,70 108,313 104,810 -8,645
Voluntary 0
Bodies
NCSSAs* 806.7 797.0 899 1090.2 1,175 1,454 1,523 -128
Department 604.36 613.58 603.56 514.1 505 471 437 -62
of Health &
Children
Total 103.389. | 107,683. | 112,102. | 112,629. | 112,38 110,238 | 106,770 -8,835
06 58 56 3 0

Notes: (i) Ceilings adjusted for rationalisation of agencies. * 2010 ceiling includes Irish Blood Transfusion
Service (568) not previous counted (ii) The 2010 outturn is subject to validation. The 2011 and subsequent
years targets for the HSE and Voluntary Bodies includes the reduction of 1,760 wtes from the VER/VRS.

Groups and committees on which the Department is represented

o Senior Officials Group on Health supporting the Cabinet Committee on Health

159




0

Senior Officials Group on Disability and the National Stakeholders Disability
Strategy Monitoring Group.

Cross Departmental Group on National Positive Ageing Strategy

Joint Working Group on Workforce Planning

Inter Departmental Steering Group on Medical Education and Training

Value for Money and Policy Review Groups on Disability and Immunisation
Joint Health, Finance and HSE Groups on HSE performance management

0O 0O 0O 0O

B: Social Protection
(PO: John Conlon)

Key messages

Summary

The 2011 allocation for social welfare expenditure is just over €20.6 billion of which the
Social Insurance Fund (SIF) income will meet just over €7.2 billion. This is some 16% of
GNP and compares with 10% of GNP that social welfare expenditure constituted in 2007
before the upsurge in unemployment, in particular, is factored in.

The main driver of social welfare expenditure in the various demand-led schemes (that is,
recipients receive the payments to which they are statutorily entitled) is the level of welfare
rates provide for in annual Budgets. These rates have been reduced in recent Budgets as part
of the expenditure adjustments required to contain public expenditure. However, as social
welfare expenditure accounts for almost 40% of current expenditure more savings will be
required over the next number of years. The additional savings from structural adjustments
should be prioritised over savings from rate adjustments and savings from elimination of
fraud and waste will need to be increased as far as possible.

On the income side, there is no longer a surplus on the Social Insurance Fund, which is
funded by PRSI, and that Fund now requires a subvention from voted funds in order to meet
expenditure commitments on social insurance schemes financed from the Fund. The
subvention this year will be in the order of €1.8 billion. Total SIF expenditure will be in the
region of €9 billion.

Labour market and activation policies — streamlining of services

The Minister for Social Protection now has responsibility for the employment services
functions carried out by FAS’ enabling the Department to provide a more efficient
administration of jobseeker benefits, social assistance and labour market policies. A
framework agreement with FAS is now in place and a programme board® is overseeing the
process of making the practical arrangements required to give effect to this transfer. At a
practical level, strong management and operational level ties have been developed between
the two organisations with particular emphasis on the co-ordinated delivery of labour
activation services under the National Employment Action Plan (NEAP).

* and the local employment services. the rural social scheme and the community services programme previously
administered under the aegis of the then Department of Community Rural and Gaeltacht Affairs

% comprised of the Secretaries General of the Departments of Social Protection and Education and Skills and the
Director General of FAS
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PRSI: structure & sustainability

Traditionally, social insurance spending has been funded on a tripartite basis — with
contributions from employers and the self-employed, employees and from the Exchequer.
The SIF was in surplus from 1997/8 to 2009 and did not require any Exchequer support for
those years. A subvention from the Exchequer was required in 2010 and will be required for
2011 and for a number of years to come.

There are both cyclical and structural pressures on SIF income and expenditure. On the
income side a lower number of people in employment and reduced wage levels have meant a
decline in PRSI income from €8.1bn in 2008 to €7bn in 2010 and an expected €7.2bn this
year following some broadening of the PRSI base in Budget 2011. The increase in
unemployment levels in recent years has resulted in significant additional jobseeker benefit
payments. In the medium and longer term the increase in the number of pensioners to
working-age participants will require some structural change in order to sustain State pension
provision from the SIF.

Structural reform of the social welfare system
Structural reforms are required.

e Firstly, social welfare transfers across the income distribution needs to be more
targeted. Social welfare transfers to high income deciles through child benefit
payment, for example, are difficult to justify. The development of a rebalanced and
integrated child income support payment system providing for better targeting of
resources at welfare dependant and low income families is necessary

e Secondly, reform is necessary to reduce unemployment traps by incentivising
employment and discouraging long-term dependence on social welfare. The
development of such a single working age means-tested system will help to minimise
existing benefit traps and address the lack of incentive to move back to work.
Ongoing entitlement to concurrent payments of more than one principal social welfare
payment will also require review. For example, the introduction in 2007 of an
entitlement to half-rate carer’s allowance payment in conjunction with another
primary welfare payment had a relatively complex impact on the number of recipients
and overall expenditure. The payment of half-rate jobseekers benefit or illness benefit
to recipients of One Parent Family Payment also requires review.

There are approximately 500,000 people of working age in receipt of means-tested

social assistance payments (mainly jobseekers allowance; one parent family payment

and disability allowance) this year. The development of a single social assistance

payment to replace the different means-tested working age payments, including some

secondary and supplementary payments, is desirable as part of a more purposeful

labour activation strategy which will involve:

- more participation by people in receipt of social assistance working age
payments in labour activation measures; and

- the provision by the State of more personalised labour market measures targeted
at all working age payment recipients who would have previously received one
parent family payments, disability payments and jobseekers payments.

e Thirdly, the administrative effort associated with tasks such as means-testing needs to

be more streamlined making it easier for recipients to understand entitlements and be
less costly to administer.
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e Finally, financing increasing State pension spending will fall to a diminishing share of
the population given our demographic profile. The National Pensions Framework sets
out a policy approach for the longer term development of the pensions system in
Ireland having regard to this profile.  To ensure sustainability of State pension
provision the age at which people will qualify for a State pension will have to be
increased and the Framework envisages that the age will be increased — to 66 years in
2014, 67 1n 2021 and 68 in 2028. A legislative amendment will be required at an early
stage for the first move in this process. Other structural changes, to eligibility criteria
for State pension entitlement are also envisaged. Supplementary pension coverage
and contributions will be required to improve adequacy of incomes in retirement.

Trends in expenditure and average Live Register 2007-2011

2005 2006 2007 2008 2009 2010 2011
€m €m €m €m €m €m €m
Net
expenditure 12,109.8 13,503.6 15,409.1 17,683.6 20,435.4 21,342.5 20,607.4
Annual Inc. 1,393.8 1,9055 22745 2,751.8 907.1 -7354
% 11.51% 14.11% 14.76% 15.56% 4.44% -3.45%
Avg. wKkly.
LR 157,558 162,150 222916 395,459 441,332 405,000

Groups and committees on which the Department is represented.
Senior Officials Group on Economic Renewal & Jobs

Senior Officials Group on Labour Market Issues

Senior Officials Group on Social Inclusion

VIM Review Groups

C: Community Equality and Gaeltacht Affairs
(PO: John Conlon)

Overview
DCEGA is a diverse department with six separate expenditure programmes:

e Supporting and developing communities
e Tackling problem drug abuse

e Rural development

e Irish language and the gaeltacht

e Equality, integration and human rights

e North/South co-operation

Key messages

Secure full implementation of the Charities Act 2009 and the provision of resources for the
establishment of a new Charities Regulatory Authority (which will replace the Charitable
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Donations and Bequests Office) and operate an integrated system of mandatory registration,
regulation & supervision of the charities sector).

There is a need to build on the cohesion that is taking place in local and community
development programmes in the context of broader public sector and local government reform
and ensure that no employment status or pension liabilities accrue to the State.

Consideration of the future role of Udaras na Gaeltachta and other Irish language supports is
required in the context of the 20 Year Irish language strategy. This will have to include
consideration of its enterprise function as part of the overall rationalisation of local, regional
and national enterprise agencies. The role and future of the Western Development
Commission will also have to be considered as part of such a review.

Capital Expenditure
DCE&GA Capital expenditure is divided between the LEADER Programme 2007 to 2013

(€66m) and all other programmes/schemes (€20m).

The Development budget for Ireland for the years 2007-2013 for the LEADER programme
“Outside the Farm Gate” Rural is €425m (EU co-funding @ 55%). However, for a number of
reasons Programme expenditure to date has been very slow. If Ireland is to utilise its full
Programme budget allocation, expenditure will have to average €70m plus p.a over the next 4

to 5 years.

In the current economic climate, this will mean that the Capital expenditure in other areas of
CE&GA Vote must be sharply curtailed and additional capital resources found to finance
LEADER capital expenditure over the period 2012 to 2015.

Groups and committees on which the Department is represented.

CLAR and RAPID Monitoring Committee

Forum on Philanthropy

Inter-department Group on Integration (chaired by the Minister for Integration)
VIM Review Groups

D: Department of Enterprise, Trade & Innovation Vote
(PO: Ms Grdinne McGuckin)

Role of DETI Vote

The role of the DETI Vote is to provide advice to the Minister and Government on the
development of policy on Enterprise and Science and Technology and to oversee the
management of overall public expenditure in this area. The Department works in co-operation
with the Department of Enterprise, Trade & Innovation and the numerous offices and
agencies1 under the auspices of DETL

The role of the Department of Enterprise, Trade & Innovation (DETI) is to drive Ireland’s
competitiveness and productivity by creating the conditions where enterprise,
entrepreneurship and innovation can flourish and quality employment opportunities are grown
and maintained.
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Key Messages

Overview

The DETI budget is made up of approximately 60% capital, 22% pay and 18% non pay
current. The current allocation of the Vote (€393m in 2011) is mainly used to fund the general
and administrative costs of the Departments offices and 14 agencies.

A large portion of capital expenditure is grants to industry in support of enterprise
development with grants to industry by the IDA and EI accounting for 31% of the total capital
allocation for 2010. Most of the balance of the Capital is devoted to promoting Science and
Technology initiatives by SFI including capacity building in research bodies and universities
as well as support for the commercialisation of research and enhancing the R&D capacity of
businesses by EI In May 2010 DETI was restructured and took responsibility for the
Programme for Research in Third Level Institutions (PRTLI). The focus of PRTLI is to
strengthen national research capabilities via investment in human and physical infrastructure.
Funding provision includes exchequer and private investment and the programme supports
research in science and technology, the social sciences including business and law, and
humanities.

Based over five cycles, which commenced in 1998, the ultimate aim of PRTLI is to propel
Ireland toward establishing an international profile as a premier location for carrying out
world class research and development. The current PRTLI (Cycle 5) was announced on 16
July 2010 and consists of a €296m investment supporting third level research and leveraging
€63m private investment.

At this point €475m in infrastructural (capital) projects under PRTLI Cycles 4 and 5 is
committed up to 2016/17.

Expenditure priority

Against the backdrop of increasing budget deficits since 2008, the policy has been to seek to
maintain expenditure in the area of Enterprise, Trade & Innovation to the greatest extent
possible. The overall gross allocation to DETTI has increased by 14% over the period 2008 —
2011. This increase is attributable to a 28% increase in capital expenditure over the same
period. Capital expenditure will continue to be prioritised over the period 2011 — 2014.
Capital funding of approximately €2.23 billion will be made available to DETI to drive
enterprise development across the indigenous sector, to maintain the pipeline of FDI projects
and maintain a relatively high level of investment in Science and Technology effort in support
of the Smart Economy agenda.

Public Sector Numbers
The target reduction in employment under Employment Control Framework (ECF) to 2014 is

395.

End 2010 End 2011 End 2012 End 2013 End 2014

2,975 2,854 2,738 2631 2,580

A flexible approach in applying ECF numbers between the Department and its agencies is
being pursued. In this context, we have been supportive of any proposal to protect staffing
levels in enterprise development agencies such as IDA & EI and to prioritise recruitment in
this area. In the application of the moratorium on recruitment we have recognised the pivotal
role of DETI and its key agencies in creating the conditions for economic recovery.
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Accordingly, we have sanctioned 72% of posts requested compared to an average of 53%
across the public service.

Enterprise Development

A key priority is to support business and enterprise through the various enterprise
development agencies such as EI and IDA. Over the period 2008 — 2011, approximately
€600m was allocated to EI and IDA.

This Department’s recent Capital Review increased the DETI capital allocation by 10% in
2012 and it is envisaged that this level will be sustained throughout the life of the Four Year
Plan.

Science and Technology — The Smart Economy
The total allocation to STI Departments over the period 2007 to 2011 now stands at €3.22

billion as follows:

2007 €649m

2008 €751m

2009 €649m

2010 €597m

2011 €570m
While the 2011 allocation represents a small reduction on the allocation for 2010 (€597m), it
substantially protects the overall investment and prioritises spending with greatest impact on
enterprise and future job creation.

A key priority is the development of the SMART Economy. Innovation can help accelerate
our economic recovery and help us to get back on the path to sustainable growth. The
Strategy that is currently being implemented covers research and the application and
commercialisation of the outputs of that research. Ireland has built a strong science base, and
has joined Finland, Germany and the US in the world’s top twenty countries for scientific
output. Two thirds of Ireland’s R&D is in the private sector, creating new product and service
innovations which will help to drive exports, growth, and jobs.

It is essential that this funding is objectively assessed and monitored and that administration

costs are kept to a minimum. Very ambitious claims are made for S&T expenditure. It is vital
that these claims be critically examined ex ante on a value for money basis.
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Overview of trends in ET&I expenditure 2008 - 2012

Provisional 2008 2009 2010 2011 2012 2008 -
Outturn €m €m €m €m €m 2012
Gross adjustment
Current 380 375 466 393* 369 - 3%
Of which Pay 227 232 224 235 213 - 6%
Associated 3,309 3,064 2,975 2,854 2738 -17%

staff numbers

Capital 435 490 484 S508** 558 + 28%

Total Gross 815 865 950 901 927 +14%

* This amount includes a provision of €28m for the programme for research in third level institutions (PRTLI)
*%* This amount includes a provision of €27m for PRTLI

Groups and committees on which the Department is represented
e Senior Officials Group on Economic Renewal & Jobs
Innovation Taskforce Implementation Committee
Inter Departmental Committee on Science ,Technology & Innovation
Regulatory Impact Assessment (RIA) Network
ESRI Governing Council

E: Department of Agriculture, Fisheries and Food Vote
(PO: Grdinne McGuckin)

Role of DAFF Vote

The key role of the DAFF Vote is to monitor agricultural policy formation and related
expenditure management through the Estimates and REV processes and ensure that the pay
and numbers policy is adhered to by DAFF.

Key Messages

Overview

The DAFF allocation in 2011 is €1.27bn which is split approximately 83% Current and 17%
Capital. The Current allocation of the Vote is mainly used to fund animal health and foods
safety, headline schemes such as the as Disadvantaged Areas Payments, REPS and the new
AEOS schemes and the funding of the 5 NCSA’s’. Capital expenditure on the vote consists
of grants for forestry and to industry for marketing and processing and the residual payments
on the Farm Waste Management Scheme.

Harvest 2020 (H2020)
The policy framework for DAFF in the medium to longer term is contained in Food Harvest
2020 launched in July 2010. This targets:

7 Non-Commercial Semi-State Agencies

166



e Grow Ireland’s exports of food and beverages by one third to €12bn annually.
e Increase the value of primary production by farmers and fishermen by €1.5bn.
e Value added in processing by €3bn.

National Recovery Plan

Provisional Outturn | 2011 | 2012 | 2013 | 2014 | 2011 - 2014 adjustment

Gross €m €m €m €m
1,379 | 1,136 | 1,057 { 1,029 -25%
Current
269 150 140 140
Capital - 48%
Total Gross 1,648 | 1,286 | 1,197 | 1,169 -29%

In line with the approach all other Departments the National Recovery Plan imposes
reductions in both Capital and Current expenditure for DAFF. The Current and Capital
expenditure ceilings outlined in the plan will lead to a 25% and 48% cut respectively with an
overall cut of 29%. Achieving the targeted savings will require the adoption of measures
yielding €120m in the years to 2014

. On the Capital side there is very little scope for any new initiatives as
Forestry and Marketing and Processing grants will comprise the whole envelope.

The Current and Capital funding parameters for agriculture are set down in the Four Year
Plan 2011-2014. On the Current side the scheme expenditure is lumpys; it is concentrated in
REPS/AEOS and Disadvantaged Area payments which account for nearly 50% of the Current
programme spend. On the Capital side the bulk of funding is devoted to payment of existing
forestry commitments (70%) and payments under the marketing and process heading. There
is therefore limited headroom for additional State funding for aspects of this initiative within
the strictures of the Plan. There may be pressure to fund targeted H2020 related
actions/initiatives including dairying as we move forward and

Agri-Environment Options Scheme (AEOS).

This is a new cash limited agri environment scheme similar to REPS which was sanctioned in
2009. It is a five year programme with annual funding of €50m and a maximum payment of
€5,000 per applicant for a maximum of 10,000 participants. It was announced last December
that the scheme would be re-opened to accommodate a further 10,000 participants into the
scheme at a further cost of €50m per annum for five years. This level of participation is
roughly equivalent to the numbers of REPS participants who will be leaving REPS 3 Scheme
by May this year. There is a significant risk that this scheme cannot be accommodated within
the existing expenditure ceilings for 2012-2014 DAFF has been requested to provide an
explanation of how it intends to fund the multi-annual commitments arising from the Scheme
from within these current expenditure ceilings as set out in the National Recovery Plan.

It should also be noted that a further 24,000 farmers will be exiting the REPS 3 Scheme

before May 2012 and the cost of them entering AEOS would be a further €600m over the next
five years leaving the total cost of the AEOS2 Scheme at €850m.
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CAP post 2013 and the Financial Perspective

While Ireland is set to become a net contributor to the overall EU budget over the lifetime of
the next financial Perspective 2013-20, Ireland’s ratio of benefits to contributions from the
CAP Budget is 1.89. Over 80% of EU funding received by Ireland is through the CAP. Irish
receipts from the EU (2009) were €1.810 billion distributed between the EAGF (€1.319billion
for the Single Farm Payment mainly) and the EAFRD (€329m for rural developments

The EU 2020 goal is for a smart, unsustainable and sustainable growth with the focus on
growth based on knowledge and innovation and an inclusive, high employment society and
greener economy.

Public Sector Numbers

The implementation of the moratorium and the subsequent Employment Control Framework
(ECF) in DAFF will require the Department and the non commercial bodies having to reduce
staff numbers by 800 by 2014. DAFF and its respective NCSAs have expressed serious
concerns about their ability to meet these targets, in particular Teagasc, the largest NCSA. It
is seeking a Voluntary Early Retirement for certain categories of staff. This is currently being
considered in the context of a service-wide initiative to reduce numbers.

Coillte

Coillte is the principal commercial semi state under the auspices of DAFF and comprises
Coillte Forestry, Coillte Panel Products and Coillte Enterprises. The forest estate extends top
445, 000 hectares of which 390,000 h is afforested. Since it was established Coillte has
acquired 52,000 hectares of land and sold 12,000. The vast bulk of the acquired land pre dates
the ending of EU premia support for forestry. Coillte’s contribution to the Government’s
(Renewed Programme for Government) annual planting targets of 10,000 is negligible. In
line with their commercial mandate Coillte contend that land prices are too high to make new
planting a commercial proposition unaided.
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Overview of trends in DAFF expenditure 2007- 2011

2007 | 2008 2009 2010 2011
€m €m €m €m €m

Gross 1,339% | 1,418 1,392 1,273%* 1,379
Current
Expenditure
9 change 5.52% | 5.9% | -1.83% | -8.55% 8.33%
Gross 327% 684 546 491 ** 269
Capital
9 change 118% | 109% | -20% -10% -45%
Total 1,666 | 2,102 1,938 1,764 1,648

*Fisheries — includes total 2007 fisheries expenditure arising from transfer of functions.
** Horse and Greyhound Racing Board — includes total 2010 H&G expenditure, arising from transfer of
functions.

AGRICULTURE GROUP ECF CEILINGS 2010- 2014 (FTE)

Body 2010 | 2011 2012 2013 2014
DAFF 3,811 | 3,605 | 3,536 3,468 3411
Bord Bia 104 91 88 84 82
Bord lascaigh Mhara 124 108 104 99 97
Marine Institute 187 163 157 150 147
National Milk Agency 6 5 5 5 5
Sea Fisheries Protection Authority 100 87 84 80 79
Teagasc 1,345 | 1,173 | 1,131 1,079 1,056
NCSA Subtotal 1,866 | 1,627 | 1,569 1,497 1,466
AGRICULTURE GROUP | 5,677 | 5,232 | 5,105 4,965 4,877
TOTAL




F: Department of Communications, Energy and Natural Resources, Vote section:
(Principal Officer: Stephanie O’Donnell)

Role of Vote Section
o The Vote section deals with the annual expenditure allocations and related sanctioning
arrangements for the Department of Communications Energy and Natural Resource,
staffing requests for agencies under DCENR and Department of Finance input into
sectoral policy issues in regard to energy and communications and natural resources. It
also compiles the Code of Practice for the Governance of State bodies - recently
updated in 2009

Key Objectives

o Realisation of Exchequer income of from sale by Comreg of radio spectrum in 2011 —
best value is contingent on confidence that move to Digital TV and switch off of
analogue signal by 2012 will be delivered

o To ensure fulfilment of MOU condition re review of efficiency of gas and electricity
sector by Q4 2011 building on the report of the Sale of Assets group and any
recommendation therein

o Ensure that energy and communications policies are underpinned by economic
analysis

o Assess 1implications of relevant recommendations from Sale of Assets
group/government regarding sale/ restructuring of Commercial SSBs in the DCENR
area

o Decision on transfer of ownership of transmission assets from ESB to Eirgrid which
was a long standing Government policy; now under time bound review by DCENR
due to EU deadline for selecting network unbundling option.

o Ensure action on numbers reduction targets including renewed consideration of
agency merger options

Agencies under DCENR: OSI, Digital Hub, National Fisheries Authority, SEAI

(Sustainable Energy Authority of Ireland) Regulators: ComReg, CER, BAI, NORA
(National Oil Reserves Agency) Commmercial State bodies: ESB, Eirgrid, BGE, Bord na
Mona, RTE, TG4

Overview of D/CENR and its non-commercial Bodies

D/CENR is a relatively small Department which, of itself (except for Geological Survey of
Ireland) has almost no service delivery functions. It has a wide policy remit and a large
constituency of outside bodies. The main policy areas in energy are: supports for various
renewable energy sources, price and competiveness, roll out of national retrofit programme,
smart grid. Main policy area in telecommunications are: position on State intervention (only
where there is market failure), progress on speed and penetration of broadband, position of
privatised eircom as the main incumbent with a need to resolve its debt issues. Given the
importance of these sectors for competitiveness, it is important that policies be based on
economic analysis. In addition to the Review Group on State Assets and Liabilities, there are
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other significant matters facing Bord Gdis Eireann, ESB, EirGrid and An Post arising from
EU Directives aimed at encouraging competition. Several of DCENR’s SSBs- RTE, TG4,
OSI, DHDA and An Post, face financial challenges, caused in varying degrees by the
economic downturn.

Expenditure Ceilings 2011-14 under National Recovery Plan

€m
2011 2012 2013 2014
Gross Current 337 333 330 325
Gross Capital 139 110 110 110
Gross Total 476 443 440 435
Trends in current expenditure 2007-11
€000
2007 2008 2009 2010 2011
QOutturn Outturn QOutturn Outturn Estimate
Gross 349,410 359,850 356,097 336,152 336,466
% change - +3% -1% -6% 0%
Gross pay 49,319 47,635 47,129 39,633 42,093
% change - -3% -1% -16% +6%
A-in-A | 230705 | 237,065 [ 240871 [ 244,484 | 240,993
Net 118,705 122,785 115,226 91,668 95,473
% change - +3% -6% -20% +4%
Trends in capital expenditure 2007-11
€000
2007 2008 2009 2010 2011
QOutturn Outturn Outturn Outturn Estimate
Gross* 111,350 128,250 117,088 164,063 139,000
% change - +15% -9% +40% -15%
*Includes spend of capital carryover
Staffing trends:
Reported numbers ECF targets
2008 2009 2010 2011 2012 2013 2014
Civil Service 298 271 261 260 257 253 248
NCSAs 1,084 1,057 1,006 996 944 899 882
Total 1,382 1,328 1,267 1,256 1,201 1,152 1,130
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Groups and Committees on which the Department of Finance is represented

o Senior Officials Group on Economic Regulation

G: Government Accounting, Sectoral Policy Division
(PO: Judith Brady)

Role of Government Accounting

The role of Government Accounting Section is to develop and advise on policy for accounting
and financial management, risk management and internal audit for the central government
area. The Section consults with the Office of the Comptroller and Auditor General and also
has a co-ordinating role in relation to the Department’s interaction with the PAC.

Key messages

o Given the focus on the role of controls systems and audit, a review of the 1993
Comptroller and Auditor General legislation will be undertaken and an updated
version of the Internal Audit Standards (currently being drafted) will be produced in
2011. The 2004 guidance on Risk Management for central government will also be
updated and released in 2011.

o With a view to improving the flow of communication to Departments and Offices, a
web based information service making available, on-line and in one place, all
publications regarding Government Accounting practice is in development and a
structure is also being developed to facilitate on-going consultation between
Government Accounting Section, the C&AG and Finance Officers.

Groups and committees on which the Department is represented
Heads of Internal Audit Forum
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SPD 3 — John O’Connell

A: Justice Group
(PO: Dermot Quigley)

Responsibilities of Section

This section is responsible for the policy and expenditure dimension of the above sectoral
Votes. It also has a general remit in relation to cost issues arising from the State’s
involvement in legal issues, including costs arising from Tribunals and Commissions of
Enquiry and the provision of legal aid. Key issues arising for the section are as follows:

Effective deployment of Garda resources, in context of a reducing force and shrinking budget
Curtailment of costs for Criminal Legal Aid

Immigration/Asylum

Youth Justice

Prisons: (i) Thomton; (ii) extension to the Midlands prison in Portlaoise

Garda Resources

Background
It 1s proposed to reduce the Garda strength to 13,500 by end 2011 and by a further 500 to

13,000 by end 2014. Inefficiencies in regard to the management of Garda resources were
highlighted by the 2010 of the Garda Inspectorate in its report on resource allocation in the
Garda Siochana. In particular, the report highlighted the need for new, more flexible Garda
rosters, more efficient work practices, reduction in non-core garda duties, station opening
hours attuned to public demand for office services and a structured programme of
civilianisation.

Policy Aspect

This Department is anxious to ensure that there is a closer matching of resources to
fluctuating  demands  for  policing  services than there is at  present.
With a sizeable reduction in the strength of Force planned over the next four years it is vital
that the appropriate reforms in Garda structures recommended in the O’Toole report are
implemented to ensure that resources are diverted to where they are most needed.

The challenge will be to achieve a more efficient and effective police service with fewer
numbers of Gardai. This Department will play an active role in the assistance and monitoring
of this reform.

Criminal Legal Aid

Background

The cost of Criminal Legal Aid has increased in recent years from €40 million in 2005 to
€56.5 million in 2010. The current year allocation is €47.5m. While expenditure was reduced
by almost €4 million in 2010 relative to the previous year, this was largely due to rate
decreases, the underlying trend is still upwards. As part of a wider Government initiative to
reduce the legal costs of the State, the question of how to reduce criminal legal aid costs is to
be addressed.
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A commitment has also been given by the Government under the terms of the EU/IMF bailout
deal to deliver structural reform in the area of legal costs. The Criminal Justice (Legal Aid)
Bill introduces a system of verification of the means of applicants and provides for the
prosecution of those who give false information as to their means. This Bill also provides the
legislative framework for the transfer of the administration of the scheme to the Legal Aid
Board and under the proposed legislation part of the remit of the Board is to identify potential
cost savings.

Policy Aspect
There have been two rate reductions in professional fees in 2009 and 2010 totalling X%

which has resulted in some savings being achieved. However, given the size of the costs
involved, structural reform is needed to achieve any significant savings. Structural reform
could include radical changes in eligibility criteria; in addition, substantial decreases in levels
of lawyers’ fees may be unavoidable.

Immigration/Asylum

Background

The cost of the Immigration and Asylum Service remains stubbornly high despite a large
decrease in the numbers seeking asylum in recent years (costs: €144.2m in 2010 & €120.8m
in 2011). This is largely due to the protracted legal process engaged in by a significant
number of asylum seekers whose initial application for asylum is refused. As a result, the
numbers in Direct Provision accommodation are still very high relative to the number of new
asylum applications. In 2010 expenditure in relation to Asylum Accommodation was €79
million and the budget in 2011 is €67 million.

In addition, the cost of judicial review cases taken by asylum seekers is a very significant
element of the non-pay expenditure in the Justice Vote. Many of these cases have been in the
system for some time and while the enactment of any new legislation in this area to streamline
the asylum process is likely to produce savings in the future, there will be retrospective and/or
residual cases in the system which will take some time to work through the Courts system.

Policy Aspect
This was one of areas identified in the McCarthy Group report where significant savings

could be expected to be achieved given the sharp decline in the numbers seeking asylum in
recent years. To date some progress has been made with regard to staffing levels with
numbers having fallen from a high of 750 in mid 2009 to the present level of 637 with
associated payroll savings. However, continued pressure needs to be applied to the
Department of Justice to ensure that they continue to reduce costs in this area on an ongoing
basis.
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B: Taoiseach’s Group, including Legal Offices; Legal Costs; Finance Group
(PO: Dermot Quigley)

Responsibilities of Section

This section is responsible for the expenditure dimension of the above sectoral Votes. It also
has a general remit in relation to cost issues arising from the State’s involvement in legal
issues, including costs arising from Tribunals and Commissions of Inquiry.

Taoiseach’s Vote Group

The Taoiseach’s Vote Group comprises the Taoiseach’s Vote, the Votes of Law Offices
(Attorney General’s, Chief State Solicitor’s, and Director of Public Prosecutions) and the
Central Statistic’s Office.

Law Offices: (Office of the Attorney General, Office of the Chief State Solicitor and the
Office of the Director of Public Prosecutions:

The estimate in 2011 for the three Law Offices is €95m, with €47m (almost 50%) estimated
for the costs of Counsel Fees, Local State Solicitor Service and General Law Expenses. This
includes a €2.2 m Grant-in-Aid to the Law Reform Commission in the Attorney General’s
Vote. The remaining €48m is accounted for by Administration with Salaries, Wages and
Allowances comprising €39m or 81% of Administration costs.

Tribunals

Cost of Tribunals to date

Completed and sitting Tribunals and other Public Inquiries have to end-October 2010 cost
€403m, of which €291m derives from legal costs — which includes €139m for third-party
legal costs. Third-party costs are set to increase very significantly, as a large proportion of
these costs already incurred have yet to be presented and taxed.

Control of future Costs

The constitutional entitlement to legal representation for those whose good name or personal
and property rights are at issue, combined with the necessity for a Tribunal to be independent
in its operations, means that it is very difficult to control costs once an Inquiry is established.

Tribunal of Inquiry Bill 2005

For any future tribunals, The Tribunals of Inquiry Bill 2005, which is awaiting Report Stage,
provides a statutory mechanism for giving effect to the Government decision of July 2004
which approved reduced fees for all legal representation — including that of third parties — at
tribunals or inquiries established from September 2004.

The Bill provides that the Minister for Justice may, by regulations with the consent of the
Minister for Finance, determine the maximum amounts of various categories of costs which
may be paid to Counsel and Solicitors.

The Tribunals of Inquiry Bill 2005 provides for a modern comprehensive statutory framework
governing all aspects of the operation of any future tribunal, from the time of its establishment
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to the publication of its final report. It will require the chairperson to conduct the inquiry in a
cost effective and efficient manner. It reforms and consolidates current tribunal legislation
(dating from 1921) and implements in large part, the recommendations contained in the Law
Reform Commission's final report on Public Inquiries including Tribunals of Inquiry
(published in May 2005).

The main features of the Bill are as follows:

. the process for establishment, suspension and dissolution of a tribunal are set out — a
resolution of both Houses of the Oireachtas is required in each instance;

° the situation with regard to the granting of legal representation before a tribunal is
clarified;
. the responsible Minister will be able to request an interim report on the general

progress of an inquiry, or of a particular aspect of an inquiry, from the tribunal;

. the situation with regard to award of costs by a tribunal is clarified — co-operation with
the tribunal remains the key determinant for an award of costs;

. regulations, to be made by the responsible Minister with the consent of the Minister
for Finance, will set out maximum amounts of legal costs recoverable.

The Bill fell with the dissolution of the last D4il and will need to be given priority in
the Government’s Legislative Programme.

Legal Costs

Section 2.23 of the National Recovery plan stated that “in general, the cost of services to
businesses has fallen but this is not uniform across all professions” and indicated that
“although accountancy costs have fallen, the cost of legal services remains high”.

Included in the Actions Points set out in the Section were the following:

(1) competition in the professions will be promoted and overseen by an
independent figure, reporting regularly to Government;

(i1) a package of measures to reduce legal costs will be implemented, including
increased use of tendering by the State, prioritising publication and enactment
of the Legal Costs Bill and additional proposals for legislation to reduce legal
costs, drawing on the recommendations of the Legal Costs Working Group and
the Competition Authority.

The commitment was followed up by a reference in the EU/IMF Memorandum of
Understanding to the effect that under the auspices of “Action for the Third Review (actions
to be taken by end Q3 2011), “Government will introduce legislative changes to remove
restrictions to trade and competition in sheltered sectors including the legal profession,
establishing an independent regulator for the profession and implementing the
recommendations of the Legal Costs Working Group and outstanding Competition Authority
recommendations to reduce legal costs”.
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The Department of Justice will be expected to prepare legislation on legal costs and the legal
profession and have it enacted by the agreed deadline. This Department, in consultation with
the Law Offices and the National Procurement Services (OPW) will be responsible for
introducing competitive tendering for legal services in areas where it can appropriately do so.

Finance Vote Group

The following Votes form the Finance Group of Votes:

President’s Establishment (Vote 1)

Office of the Comptroller and Auditor General (Vote 5)

Office of the Minister for Finance (Vote 6)

Office of the Appeal Commissioners (Vote 8)

Office of the Revenue Commissioners (Vote 9)

Office of Public Works (Vote 10)

State Laboratory (Vote 11)

Secret Service (Vote 12)

Valuation Office (Vote 15)

Public Appointments Service (Vote 16)

Office of the Commission for Public Service Appointments (Vote 17)

Office of the Ombudsman (Vote 18)
The Department of Finance in co-operation with the office’s concerned prepares the Estimates
for the above Votes. The Minister for Finance presents these Votes and their Annual Output
Statements to the Select Committee on Finance and the Public Service.
These votes were presented in the Revised Estimates Volume for 2011 in a restructured
format on a Strategic Programme basis, consistent with the presentation of the respective
Annual Output Statements and Statements of Strategy. These Estimates have been
supplemented with certain performance information regarding the outputs and impacts of

Programme expenditure. Subject to the views received in relation to this pilot phase, it is
proposed that this Performance Budgeting be rolled out to all Votes from 2012.
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Secret Service (Vote 12)

C: Foreign Affairs, Defence and OPW
(PO: Dermot Quigley)

Department of Foreign Affairs

The major task for this Department in relation to the Department of Foreign Affairs is to
advise on the level of the State’s contribution to Official Development Assistance as a
percentage of GNP. ODA was set in Budget 2011 at €670m, or 0.52% of GNP. Setting
ODA at 0.7% of GNP would cost €230m in 2011 terms. Alternatively, if the increase is
calculated as taking place in 2014 using the GNP growth forecasts contained in the December
2010 Economic and Fiscal Outlook, the cost to set ODA at 0.7% of GNP comes out at a
higher figure of €319m. This target is unsustainable in current circumstances without major
adjustments elsewhere in the Budget.

Department of Defence

Defence expenditure 1s driven by the size of the Defence Forces which the Government has
agreed should be reduced from 10,500 to 10,000. The implications of the further savings
required from the Defence Group is that the actual serving number will reduce to
approximately 9,500. This Department’s principal task is to monitor the operation of the
Employment Control Framework that will adhere to the Government’s targets while allowing
the Defence Forces to function effectively and fulfil the roles assigned by the Government.

This Department accepted the strong case made last year for the acquisition of replacement
naval vessels while respecting financial constraints. Similarly, while we would have strong
reservations about overseas missions on cost grounds, this opposition may be ameliorated
where it can be established satisfactorily that the net cost, after UN receipts, can be managed
within the resources available to the Department.



Office of Public Works/State Property

The Office of Public Works (OPW) is the central agency that sources and maintains the
premises required for the functions of central government and it also manages a considerable
portion of the State’s extensive property portfolio. In the 2009 Appropriation Account the
capital value of OPW managed property was estimated at €3.173 billion. In addition to those
properties held centrally by OPW, individual Government departments and agencies maintain
significant holdings of lands and property throughout the State connected with their activities.
Altogether, the estimated value for accounting purposes of the property holdings of central
Government and the non-commercial State sector aggregate to approximately €9 billion. It
must be emphasised that this estimate is based on accounting valuations which are subject to
qualifications shown on the accounts of each body, and not an estimate of realisable value.

In its 2009 Report, the Special Group on Public Sector Numbers and Expenditure
Programmes emphasised the importance of managing the State property portfolio as
efficiently as possible and made detailed proposals for reducing expenditure on property and
generating funds through the disposal of surplus property and according OPW a more central
role in the management of all State property.

OPW is prioritising disposal of leased properties where lease breaks fall due in buildings that
are costly to maintain and that have the greatest potential to realise savings in the short-term.
The staff accommodated in the leased properties that are being disposed of are moving to
other properties which are either owned by OPW or are held on longer leases or leases with
terms more favourable to OPW.

The sensible prioritisation of disposal of expensive leased property together with the limited
revenues likely to be generated from property sales in the current market means that OPW is
currently concentrating its efforts on the former rather than on the latter. Of course, where
opportunities arise to dispose of surplus owned properties at reasonable prices, these should
be availed of.

The vast bulk of the State’s foreshore is State owned and held in the name of the Minister for
Finance. While policy on the foreshore is managed primarily by the Department of the
Environment, Heritage and Local Government, this Department is actively seeking to
promote policies that maximise the return from the State's assets while not impeding
investment that will give a high return to the economy and society through employment and
tax receipts, in the long run.

D: ERDF Audit Authority (formerly ERDF Financial Control Unit)
(PO: Dermot Byrne)

The Financial Control Unit (FCU) was established by the Department of Finance on 1%
December 1998 under the EU Community Support Framework. The FCU carries out audits
of European Regional Development Fund (ERDF) co-financed expenditure under each of the
national and European Territorial Cooperation (ETC) programmes under its remit as well as
expenditure on projects co-financed by the Cohesion Fund up to the end of the 2000-06
programming period.

The Head of Unit is also the designated person for the completion of Winding Up

Declarations for ERDF co-financed Programmes and Cohesion fund projects. The Unit issued
Winding Up Declarations to the European Commission in respect of the closure of the five
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national 2000-06 Operational Programmes on 30 September 2010. Of the nine Cohesion Fund
projects undertaken by Ireland during 2000-06 three projects remain to be formally wound up.

The FCU is the designated Audit Authority for ERDF co-financed operations for the 2007-
2013 Programmes. These programmes are as follows:

e Border Midlands and Western Operational Programme (BMW OP)
e Southern and Eastern Operational Programme (S&E OP)
e Ireland / Wales ETC Programme (IWP)

The Unit has completed a programme of audits during 2010 and submitted an Annual Control
Report and Audit Opinion to the Commission in respect of the three Programmes. These

Reports have been formally accepted by the Commission.

The Unit is actively engaged in providing advice to the Department in relation to the proposed
financial management arrangements for the Structural Funds from 2014 onwards.
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Tab 4 - Public Service Management and Development (PSMD)

Introduction

Mr Ciarian Connolly, Secretary General, Public Service Management and
Development is responsible for two Divisions: Public Service Development (PSD)
and Personnel & Remuneration Division (PRD). Mr. Connolly is also Chairman of
the Top Level Appointments Committee (TLAC) and of the Committee for
Performance Awards. He is also a member of the Outside Appointments Board
(which deals with applications from Civil Servants wishing to take up outside
appointments post retirement or resignation). Mr. Connolly is Accounting Officer for
Vote 7 (Superannuation and Retired Allowances).

The role of PSMD is to formulate and promote policies which drive efficiency and
effectiveness across the Public Service and which support national income and
pensions developments (with particular reference to the Public Service) which are
consistent with budgetary sustainability, competitiveness and high standards of
service delivery.

In accordance with Government policy, and subject to the overall aim of maintaining
macroeconomic and financial stability and promoting competitiveness, the key
strategies for achieving this goal include:

¢ Ensuring that Government policy regarding pay and pensions is implemented and
developments in public service pay policy and a national pensions policy are
fiscally sustainable.

e Ensuring the ongoing implementation of the Government transformation agenda,
numbers policy and management of the industrial relations situation.

e Ensuring the development and implementation of the eGovernment and ICT
agenda.

Personnel and Remuneration Division (PRD) manages industrial relations, develops
pay and pensions policy across the public sector, promotes industrial peace and
continuity in the delivery of public services, manages staffing levels in the Civil
Service through administrative budgets and employment control frameworks, supports
the aims of social progress through the pursuit of appropriate policies on pay and
working conditions and seeks to strengthen the connection between pay and
performance. It is also responsible for implementing public sector recruitment policy
and policy with regard to equality and non-pay conditions of service.

Public Service Development (PSD) deals with modernisation issues across the Public
Service, Civil Service organisational issues, staff training and development, ethics,
Freedom of Information, and relations with the Ombudsman. (CMOD) deals with e-
Government and the application of information technology
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Management Team
The Management Team for the two divisions in PSMD is as follows:

Ciaran Connolly Secretary General, Public Service
Management & Development

Public Service Development (PSD)
Michael Errity (TPS Co-ordination) Assistant Secretary
Tim Duggan Assistant Secretary, CMOD

Personnel & Remuneration

Vacancy Assistant Secretary
John O’Connell Assistant Secretary”
Patricia Coleman Director
Key Issues
Appointments to Top Civil Service Posts...............c.cccceevvvevievieiieeieccieceeeree e, 184
Composition of TLAC ...ttt 184
Open ComPetitions ................coooiiiiiiiieieeeeeeeeeeee et et e e 184
Restructuring of TLAC ...ttt 185
Personnel & Remuneration: Vacancy...............cccoooveooeieeeeeeeecieeceeeeeeeeeeeee e 186
Public Service Pay Policy ............ccooveviiviiiiiiiicccceeeee e 186
Financial Emergency Measures in the Public Interest (No 2) Act, 2009 ........ 186
Public Service Agreement 2010-2014 (Croke Park Agreement) ..................... 187
Implementation Body for the Agreement .....................ccccovvieiieiiiincinieies 187
Newly recruited staff......................c.cooiiiiiiieeeeee e, 189
SPECIHIC ISSUES .....oooviiiiiiiiiieeceecee et e e et e e e et e e eraeeenneees 189
StUAENt NUISES ....cooooiiiiiiiieeeeeee ettt sbe et e e e e e 189
Pay of Chief Executives of Commercial State Bodies................................... 189
Ceiling of €250,000 on pay in the public sector..............c...ccocooeiiiiininnnennn. 190
Posts in the wider public sector .................cccoccoeiiiiiiiniinieee e 190
Performance Related Award Schemes/Bonus Payments ............................. 191
Revised system of Qireachtas Allowances .................cccocooveeiiiiiiiiceeiieen, 191
Industrial Relations Process for Civil Servants ..................cccococoiviiiinnnne. 192
Union TeCO@MitioN ..................ocoeiiiiiiiiiiiciee e 192

Careers and Appointments; Non Pay Terms and Conditions; Equality Unit 193

* Mr O’Connell reports to Ciaran Connolly in relation to Public Service pensions and to Donal
McNally, Second Secretary, Sectoral Policy Division, in relation to certain public expenditure matters
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Personnel & Remuneration: Patricia Coleman .........................cccoovviiieenennnnn. 194

Administrative Budget Area.................ccooceniiniiiiiii 194
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Redeployment ..............ccooviiiiiiiiiiiiiiiiiie i 197

National Pensions Policy and Public Service Pensions: John O’Connell ........... 199

National Pension Policy ..............ccoooooiiiiiiiiiiiiiicncinicceen e 199
National Pension Framework ...............ccccccooiiiiiiiiiiiiiici 199
Sovereign annNUIties ...t 200
Pension Insolvency Payments Scheme (PIPS).............cc.ccoooooiiiin, 201

Public Service Pensions ............c.oooovieeiironie ettt 201
Single Public Service Pension Scheme ... 201
Pay parity/CPI for calculation of post-retirement increases ....................... 202
Pension-related Deduction (PRD) [pension levy]...............cccooo. 202
Managing the numbers of retirements...................ccccooiiiinii 202
Public Service Pension Reduction ...................ccoooiiiiiiniiiniiiin, 203

Civil service and ministerial pensions....................cccccoiiiinii, 203
Vote 7 (Superannuation and Retired Allowances).................c.cccooenin, 203

CMOD: Tim DUZEZAN .........oocoiiiiiiiieeieeecr ettt 204

EGOVETTIINEIIL .......oeoviiiieieiiieieee e eeeee e e et e e e et e e e e eereeessaabacesesas e e saaesenaeesnneeennes 204
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Department of Finance ICT Unit ... 208
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Public Service Modernisation ................cooccoeeviiiiiiiiiniiiiiiiiiiicceie 209
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Ethics Regulations..............ccocoooiiiiiiiiiiiiiiciie s 211
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Appointments to Top Civil Service Posts

Secretaries General of Government Departments are appointed by the Government
following a competitive process run by the Top Level Appointments Committee
(TLAC) which recommends three names to the Government'. Deputy and Assistant
Secretaries and equivalents are appointed in each case by the relevant Minister
following a competitive process run by the Top Level Appointments Committee
(TLAC) which recommends a name to the Minister.

Under the various Government decisions about TLAC appointments of Secretaries
General, Secretaries-General are appointed for not more than 7 years and are obliged
to retire at 65 years of age. Until July 2010 the age limit was 60 (although extensions
beyond seven years and beyond age 60 have been given in some cases).

Under a decision of 10 April 2002, the Government “agreed that Secretaries General
appointed for a seven year period should, during their fifth year of office, be invited to
indicate their interest in a further appointment, either in their existing or another
Department, for a total of ten years at the discretion of the Government”.

Composition of TLLAC
The present membership of TLAC is

e Secretary General, Public Service Management and Development (chair)

e Secretary General to the Government
Two other Secretaries General appointed for three year terms (at present Tom Moran,
Agriculture, Fisheries and Food, and Brigid McManus, Education and Skills). An
external member appointed for a three year term (at present Eileen Fitzpatrick,
NTMA, whose term has been extended a couple of times). The Secretary General of
the home Department attends as an observer for posts below Secretary General level
and as a member of the board for the appointment of his or her successor.

Open Competitions

Since early 2007 the policy has been that open competitions are held for Assistant
Secretary and Deputy Secretary and equivalent posts and more recently this policy has
been extended to Secretary General posts. Where open competitions are held the
normal practice is that the Public Appointments Service holds a preliminary
competition and selects a shortlist of candidates for interview by the TLAC.

The open competitions held to date have attracted only a limited number of external
candidates with the levels of management experience and competencies that would
make them suitable for appointment. There have been seven appointments of persons
from outside the civil service to Assistant Secretary posts — two from the private
sector (one of whom was a former civil servant), four from the wider public service
(one each from a local authority and the HSE and two from other State bodies) and
one from the UK civil service. Another successful private sector candidate did not
take up the offered appointment. There have been only a small number of qualified
but unsuccessful private sector candidates.

' A number of Secretary General posts are filled by the Government without reference (o the Top Level
Appointments Committee, viz. Secrelary General to the Government/Department of the Taoiseach;
Secretary General, Department of Finance; Secretary General, Department of Foreign Affairs;
Chairman of the Revenue Commissioners; Secretary General, Public Service Management and
Development : and Secretary General to the President
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Restructuring of TLAC
In July 2010 the Government decided to restructure the TLAC to increase the level of

external participation. They decided that the membership should be increased from
five to eight (four Secretaries General and four external members, one of whom
would chair the Committee) with all final interviews being conducted by sub-panels
of the Committee, each comprising two civil service and two external members and
chaired by one of the external members who would have a deciding vote if consensus
could not be reached and opinion was evenly divided.

In the event the process of consultation on the selection of the external members was
not completed until after the dissolution of the Ddil and it was decided to defer further
consideration until after the formation of the next Government.
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Personnel & Remuneration: Vacancy (Brendan Duffy now retired)
Principal Officers: Mary Austin, Oonagh Buckley, Tom Clarke, Mary McKeon.

Public Service Pay Policy

The Financial Emergency Measures in the Public Interest (No 2) Act of 2009 and the
Public Service Agreement 2010-2014 (Croke Park Agreement) define current pay
policy, within the context of meeting the requirements to reduce the overall public
service paybill over 2011 in line with the commitments made in the Memorandum of
Understanding with the EU/IMF.

A key milestone in 2011 in terms of the Public Service Agreement will be the Spring
pay review, followed by a report to the Oireachtas in June and the report in Q3 2011
to the EU/IMF. All public bodies will be required to report on progress in achieving
savings and other productivity gains and service improvements in advance of that
Review.

Financial Emergency Measures in the Public Interest (No 2) Act, 2009

This Act provided for reductions in public service pay with effect from 1 January
2010. The rate of reduction varied by salary level but amounted to an average of
around 6.5%.

Exemptions from the reduction or modification of the reduction may be approved by
the Minister for Finance where the Minister is satisfied that there are exceptional
circumstances that would justify an exemption or modification. Only a small number
of exceptions have been made to date.

Under Section 7 of the Act, before 30 June 2011 and every year thereafter the
Minister for Finance shall—

(a) carry out a review of the operation, effectiveness and impact of this Act, having
regard to the overall economic conditions in the State and national competitiveness,

(b) consider whether or not any of the provisions of this Act continue to be necessary
having regard to the purposes of this Act, the revenues of the State and Exchequer
commitments in respect of public service pay and pensions,

(c) make such findings as he or she thinks appropriate consequent on the review and
consideration, and

(d) cause a written report of his or her findings resulting from the review and
consideration to be prepared and laid before each House of the Oireachtas.



Public Service Agreement 2010-2014 (Croke Park Agreement)

Last year an agreement (The Croke Park Agreement) covering the period 2010-2014
was reached with the Public Services Committee of ICTU as well as the
representative Garda and Defence Force Associations (who may not be members of
ICTU).

Under the Agreement, commitments were given by Government in relation to:

e No further reductions in the pay rates of serving public servants during the
course of the Agreement;

e No compulsory redundancies, when allied with flexible redeployment and

e A review of the pay policy for public servants in Spring 2011, and
annually thereafter, in advance of the statutory date of 30 June 2011
specified in the Financial Emergency Measures in the Public Interest Acts
of 2009. Sustainable and verifiable savings generated from the
implementation of this agreement will be taken into account. The
Agreement states that in the event of sufficient savings being identified in
the Spring 2011 review, priority will be given to lower paid public
servants.

The unions have given a commitment to:

e Flexible redeployment within (and between) public service sectors, within
a geographic radius of 45 kilometres, to facilitate Government decisions on
rationalisation and restructuring;

e Specific commitments on changes in work practices in each sector to
deliver savings and efficiencies necessary as the number of public servants
reduce (specific commitments are set out below);

e More open recruitment of skilled individuals and significantly improved
performance management across all public service areas, with promotion
based on performance as a norm;

e Compliance with a fast—track and time bound mechanism to resolve
disputes arising out of the agreement;

e A commitment to industrial peace and to no cost-increasing claims for
improvements in pay or conditions of employment during the Agreement.

Implementation Body for the Agreement
Under the Public Service Agreement the primary vehicle for performance verification
is an Implementation Body.

While there were performance verifications arrangements under previous partnership
agreements, the Implementation Body is a new, more interventionist model, in
particular with respect to its role in dealing with public service management and
public service unions, driving the change agenda and the critical function of costing
any savings emerging from delivery of the public sector reform agenda.

The Implementation Body has a significant industrial relations role which will be

exercised through the industrial relations machinery or sectoral machinery, where
appropriate.
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Role of the Implementation Body
The role of the Implementation Body is:

e to drive the implementation of the Public Service Agreement and its sectoral
components,

e (o review the implementation of the transformation agenda for each sector
with the relevant management and unions,

e to cost and verify savings derived from the implementation of the Agreement
and its sectoral components,

e to deal with the resolution of implementation issues as they arise,

e to provide a forum for interpretation and implementation difficulties arising
from the relevant sectoral agreements that need to be addressed between
management and unions prior to any decision on referral on any issue for
mediation and/or arbitration under the existing industrial relations machinery.

e to appoint, where necessary, suitable persons to promote the process of change
or to provide mediation or arbitration in the relevant sector on a case by case
or standing basis.

Membership
The Agreement provides that the Implementation Body will comprise three
representatives each from the management and trade union sides, with an independent
chairperson.

The chairperson of the Body is Mr PJ Fitzpatrick, former chief executive of the Courts
Service. The management representatives are:

e Ciaran Connolly, Secretary General, Public Service Management and
Development, Department of Finance;

® Michael Errity, Assistant Secretary, Department of Finance; and
Philip Kelly, Assistant Secretary, Department of the Taoiseach.

The union representatives are:

Shay Cody, General Secretary IMPACT;

Tom Geraghty, General Secretary Public Service Executive Union;

Sheila Nunan, General Secretary, Irish National Teachers’ Organisation; and
Patricia King, SIPTU

One of the union representatives is an alternate and if there were to be a vote among
the Body on any issue, the union side would have three votes only.

Similar bodies have been established in each sector to help drive change at a local
level.

The Implementation Body
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Significant achievements to date are outlined on the website of the Body -
www.implementationbody.gov.ie

Newly recruited staff

As a result of a recent Government decision outlined in the National Recovery Plan
the pay of newly recruited staff to traditional recruitment grades in the public service
has been reduced by 10%. In addition, as a general policy, discretion available to
public service employers to allow new recruits to enter incremental scales above the
minimum of the scale has been removed.

Specific issues:

Student Nurses
There is ongoing agitation by the Irish Nurses and Midwives Organisation about a
Government decision in late 2010 to reduce and eliminate pay for student nurses for
the nine months they work on placement in hospitals as part of their four-year degree.
They currently receive 80% of the pay of a fully qualified nurse’s salary for the
placement. The present level of pay will be reduced and eliminated as follows:

e 2012-reduction to 60% of the pay of a qualified nurse;

e 2013- reduction to 50% ;

¢ 2014- reduction to 40% and

e 2015- abolition of payment.

Consideration is being given within the Department of Health & Children to a
modified form of payment, allied with savings associated with staffing changes.

Pay of Chief Executives of Commercial State Bodies

In general, boards of Commercial State-sponsored bodies require the consent of the
relevant Minister with the approval of the Minister for Finance in setting the
remuneration of their chief executive officers. Previously, the remuneration of chief
executive officers of commercial State bodies was set by Ministers on the basis of
recommendations by the Review Body on Higher Remuneration in the Public Sector.
Following recommendations by the Review Body in 1996, the Government adopted
new arrangements for the system of setting the remuneration. Hay Management
Consultants were asked to review the pay of these posts based on comparison with
posts of similar weight in the private sector. Recommended rates resulting from these
reviews were approved by the Government in 1999 and 2007.

The remuneration of CEOs of commercial State bodies is set within the range of 80%
of the median of private sector rates as identified by Hay. In addition, CEOs are
eligible to take part in a performance-related pay schemes which currently provide up
to 35% of salary. The staff, including the CEOs, of these companies are not covered
by either the pension contribution or the pay reductions provided for in the Financial
Emergency Measures in the Public Interest Act 2009 and the Financial Emergency
measures in the Public Interest (No 2) Act 2009 respectively, as such organisations
are not deemed to be a “public service body” within the meaning of the Acts.

The Minister for Finance announced in late 2009 that he intended to put in place a

system to review the pay of chief executives of commercial State bodies. However
this proposal was overtaken by a subsequent statement by the Minister in his Financial
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Statement (December 2010) that pay rates in the public sector should not exceed
€250,000 — see hereunder.

Ceiling of €250,000 on pay in the public sector

Only a very small number of public servants (not including posts in the wider public
sector) receive pay rates above €250,000, in part due to the effect of the Financial
Emergency Measures in the Public Interest (No. 2) Act 2009 which cut the pay rates
of those at top levels by either 15% or 20% of remuneration. The small number
remaining above that rate are:

-ihe President |

e Some members of the judiciary (Chief Justice, President of the High Court,
Judge of the Supreme Court), whose pay cannot be cut under the terms of the
Constitution (it is intended to propose that new entrant judges should be
affected by the proposed 10% reduction);

e The recently appointed CEO of the HSE;

e The chief executive of the National Roads Authority who was re-appointed
earlier this year on a salary reduced by 15% under the pay cuts applied with
effect from 1 January 2010 and without the performance-related bonus
previously payable;

e A Vice President of Research in UCD.

Some Hospital Consultants with specific duties may earn more than €250,000 p.a.
Because of the structure of salaries of consultants within the HSE, which allows for
payment for certain additional duties, it is not possible to quantify the precise numbers
at this salary level but the number is small and would include those who have roles as
Clinical Director or academic professor.

The National Treasury Management Agency, and its subsidiaries, would have some
staff paid above the ceiling. However, that body has not previously been affected by
the pay reductions.

Posts in the wider public sector

A ceiling on salaries would have the greatest effect in the commercial State-sponsored
bodies. As noted earlier, employees of commercial State-sponsored bodies are not
covered by the Financial Emergency Measures in the Public Interest (No 2) Act 2009
which provides for reductions in pay of public servants.

In connection with the proposed review of the remuneration of chief executives of
commercial State-sponsored bodies
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Performance Related Award Schemes/Bonus Payments

Approved Performance Related Award Schemes (PRAS) have been suspended for
relevant senior grades in the Civil Service, An Garda Siochana and the Defence
Forces, local authorities, and in the Health Sector.

Where such approved PRAS had been approved for CEOs (and some 2nd tier
management grades in some organisations in Non Commercial State Sponsored
Bodies (NCSSBs) Boards were requested to suspend such schemes indefinitely.

We are aware of one NCSSB who has not, to date, acted upon the
request. The CEO has been subject, however, to the full salary reduction provided for
under the Financial Emergency Measures in the Public Interest (No 2) Act 2009 with
effect from 1st January 2010. In all cases where an approved PRAS has been
suspended, a modified reduction in salary applied in accordance with a determination
made by the Minister for Finance under Section 6 of the Act.

Performance Related Award Schemes for CEOs of Commercial State Companies are
not subject to the approval of the relevant Minister and the Minister for Finance.
Some individuals have voluntarily forgone their bonus in whole or in part. A letter has
recently issued to all Departments with Commercial State Companies under their
aegis asking that they write to the Boards indicating that it is not considered
appropriate that such payments continue to be made in current circumstances.

Revised system of Qireachtas Allowances

A new regime of Oireachtas expense allowances was introduced with effect from 1
March 2010. The new expenses system will replace a number of individual expenses
by a Single Parliamentary Allowance which will have two strands as follows:

e aTravel and Accommodation allowance; and
e aPublic Representation Allowance.

Payments in respect of travel and accommodation are set in bands based on
travelling distance from Leinster House, verified by attendance recording and be
subject to a minimum attendance requirement in Leinster House, which does not
include the extensive constituency work of Members.

The purposes for which the public representative allowance may be used includes
expenses related to constituency offices, mobile phones, home telephones, newspaper
advertising, distribution of leaflets, newsletters, costs of relevant conferences, hire of
rooms, replacement of equipment and web hosting and design. Expenses related to
constituency offices and equipment will not apply to Senators. If a Deputy claims
more than €15,000 (€9,250 for Senators) the amount claimed must be fully vouched.
The claim may be subject to audit.

A one-off grant towards the cost of setting up a constituency office (€8,000) was
retained in the new system. This is not payable to Senators.

The limits for pre-paid envelopes were reduced from 1,700 to 1,500 in the case of
TDs and to 1,000 in the case of Senators.
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The operation of the revised allowance system is to be reviewed during 2011.

Industrial Relations Process for Civil Servants

For over fifty years industrial relations issues, including pay and other claims, for civil
servants have been dealt with through the Conciliation and Arbitration Scheme (C&A
Scheme) for the Civil Service. Civil Servants have not had access to the machinery of
the Labour Relations Commission and the Labour Court. In 2008, the civil service
unions voted by a very narrow majority to seek access to the Labour Relations
Commission and the Labour Court instead of the C&A Scheme. Discussions have
been proceeding with the unions about

Giving civil servants’ access to the Labour Relations Commission and the Labour
Court would require a change in legislation and the approval of the Minister for
Finance and the Government.

Union recognition

Under the Scheme of Conciliation and Arbitration, a union may represent a grade only
if “recognition” for the grade is granted to the union by the Minister for Finance. It
has always been the policy that only one union is granted recognition for a particular

While the transfers are being handled by secondment arrangements initially pending
the preparation of legislation to allow non-civil service staff to become civil servants,
it is intended that the staff from FAS and the CWOs will be absorbed into the relevant
civil service grades. These staff are represented by unions other than the relevant civil

192



Careers and Appointments; Non Pay Terms and Conditions; Equality Unit
The Division also has responsibility for a wide range of policy issues as follows:

e Recruitment and appointments, including best practice for the recruitment and
management of non-established civil servants on employment contracts and
for atypical recruitment by way of Excluding Order, including Ministerial

staft;

e starting pay on recruitment to the civil service for staff in the general service

and professional and technical grades;

e sick leave policy in the civil service, including policies for active management

of and reduction in absences;

e establishment, regrading, retention beyond retirement age, reinstatement and

incremental credit;

e the Administrative Officer (AO) Exchange Programme and central

administration of the award of Higher Scale assignments to AOs;
e marks for proficiency in Irish in promotion competitions;

e Work life balance policies and non paid special leave arrangements for staff

employed in the civil servants - statutory and non-statutory;
e Policy in relation to childcare facilities;
e Policy in relation to Bullying and Harassment; and
¢ Policy in relation to people with a disability.

Within the above, areas of focus are as follows:

e in light of the budgetary situation and in the context of ongoing developments
on policy in relation to public service numbers, establish the conditions under
which recruitment or renewal of employees on fixed-term contracts may take

place

e promulgate new policy on starting pay on recruitment to ensure that starting

pay for new entrants adheres to the stated minimum rate

e continue and expand the implementation, under the Public Service Agreement
2010 -2014 (Croke Park), of the new policy to manage sick leave more
effectively which was promulgated in July 2010 in response to the
Comptroller and Auditor General’s Special Report on Sick Absence in the
Civil Service. The next steps will examine possible reporting mechanisms, in
consultation with Personnel Officers through a steering committee led by this

Department.

e Review of work sharing arrangements as agreed under the Croke Park

agreement

e Review of the Bullying and Harassment Policy (A Positive Working

Environment)

_

e On going monitoring of Willing, Able Mentoring Programme (WAM) - a paid

mentored Work Experience Programme which offers graduates

disabilities up to six months work experience in a Government

Department/Office.

e Ongoing monitoring in relation to the 3% target of employment for persons

with a disability in the civil service



Personnel & Remuneration: Patricia Coleman
Administrative Budget Area — POs: David Denny & Aine Stapleton
Civil Service Wide issues

e Implement Government policy on civil service numbers through the mechanisms
of Administrative Budgets and Employment Control Frameworks. Under the 4 -
year plan, civil service numbers are projected to fall from 39,121 at the start of the
moratorium in March 2009 to 34,600 at the end of 2014 - a reduction of
approximately 4,500 or 11% which will bring civil service numbers back to 2001
levels when numbers stood at 34,068.

e The achievement of payroll savings and number reductions is a key element of the
reporting arrangements under the Memorandum of Understanding (MOU) which
forms part of the joint EU — IMF programme for Ireland. It is expected that
Departments and Offices will prioritise, reconfigure and reorganise their business
to manage within these lower staffing ceilings.

e A considerable proportion of the numbers reduction will be achieved through
retirements. In the event that the numbers targets set out cannot be achieved
through normal retirements or other planned exits, Departments and Offices will
be required to identify this possibility at the earliest possible stage and inform this
Department so that necessary staff numbers can be placed on the relevant
redeployment Resource Panels. The most problematic areas are likely to be in
respect of professional and technical grades and staff serving in remote locations.

e Administrative Budget Agreements (which allow certain devolved responsibilities
to Departments) will be aligned to the expenditure framework of the National
Recovery Plan 2011-2014. Gross payroll savings of over €124 million (associated
with ECF reductions) and non-pay savings of €50m are expected across the civil
service over the period of the Plan.

e Policy considerations in relation to long term manpower planning, recruitment and
promotion policies need to be considered - because of previous bulges in
recruitment there will be an emerging gap in middle and senior management
levels over the next 15 years when 80% of those at PO level and above will retire.
There will therefore be a need for a steady trickle of graduate recruitment from
now on even as we seek to reduce numbers overall in conjunction with the
programme of reform and renewal of the public service in line with TPS agenda
(including the redeployment of staff from activities which are no longer priority to
areas of greater need).

e Grading Policy — in recent years because of the growth in independent offices and
bodies there was a disproportionate increase in senior level posts. Opportunities
will be taken to review the appropriate grading of posts, particularly at senior
levels, as they fall vacant and as agencies and bodies are reduced in number or
folded back into the civil service.
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Organisation Review Programme (ORP) - Respond to findings of the ORP in
relation to organisational capacity issues in Departments reviewed.

This Section of the Department issues Guidelines on the staffing of Minister’s
offices, and instructions relating to the appointment of Ministerial staff, on the
commencement of each Ddil. A separate note is being prepared for your attention
on the number of such appointments and the remuneration of such staff.

Implementation of any changes in Departmental functions requires a Transfer of
Functions Order and/or Alteration of Titles Order under the Ministers and
Secretaries (Amendment) Act 1939. Occasionally primary legislation may be
required, depending on the complexity of the changes sought. The Adminstrative
Budget Section encompasses ‘Structures of Government’, a section which will
work with the relevant Departments to deliver on any organisational restructuring
and transfers of Departmental functions that may arise following political
decisions taken after the formation of the new Government.

Departmental issues

The principal challenge over the coming years will be to balance the need to generate
savings through numbers reductions with the increasing demands for public services.
The Department will seek to work effectively with public service management across
the system to deliver on the flexibilities under the Croke Park Agreement and to
maximise the efficient use of available resources. Some issues in the Civil Service
Sector include:

Justice Group

The Justice Group represents almost 10,000 staff or over a quarter of the civil
service, the staff is spread across the Garda civilians, Prison Service, Courts and
the Department of Justice & Law Reform. The prisons are front line in nature and
to some extent so are the local Garda civilian and Court Offices. There is ongoing
demand for staffing resources from this quarter.

Prisons - Support ongoing drive to secure efficiencies in the running of the prison
system through the Croke Park Agreement: €21m savings to be achieved.

Garda Civilianisation - Work with the Department of Justice & Law Reform to
ensure additional civilian staff provided in recent years lead to additional policing
resources ‘on the beat’.

Adequate staffing for the Central Statistics Office (CENSUS), the Department of
Social Protection (Live Register increases), and the Department of Foreign Affairs
(Irish Presidency of EU in 2013).

Review, in consultation with the Houses of the Qireachtas Service the Houses of
the Oireachtas Acts 2003-2009 and other legislation covering staffing,
organisation of Houses, etc. with a view to an Amendment or Consolidation Bill
2012 (when a Bill will be required to provide funding for 2013 and beyond).
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Ombudsman’s Office: administrative and legislative arrangements for merger
with the Commission for Public Service Appointments, Regulatory Impact
Analysis on merger with other offices as proposed by the McCarthy report, and
staffing issues arising from extension of Ombudsman’s remit in Ombudsman
Amendment Bill.

Decentralisation and Redeployment

P.O: Dermot Keane

Decentralisation

Background - The Decentralisation Programme announced in December 2003
involved the relocation of over 10,000 civil and public service jobs to 53 locations
in 25 counties. Details of the individual projects updated to end November 2010
are set out in the attached table. A Decentralisation Implementation Group was
also established to drive the process forward and to develop a detailed
implementation plan in co-operation with all of the organisations involved in the
programme. The Group was subsequently retained to oversee and review the
individual implementation plans. To date over 3,400 staff in total have
decentralised to 37 locations since the commencement of the programme. Of
these, approximately 2,300 staff have moved under 32 projects in respect of which
permanent accommodation has been procured or provided at 24 locations. With a
few limited exceptions these projects are now complete and their ongoing
management is primarily a matter for the Departments or bodies concerned.
Advance parties totalling almost 1,100 staff are in place in temporary
accommodation in respect of 18 out of a further 59 projects (for 42 locations)
where permanent accommodation has yet to be provided.

Costs & Revenues - The 2009 Report of the Comptroller and Auditor General
(C&AG) includes at Chapter 21 an audit of property management under the
decentralisation programme. The report identified capital expenditure €289.4 m on
property and recurring costs (leases) of €7m (as at April 2010). It also noted
Dublin property disposals of €356m and the surrender of leases with an annual
value of €10m over the same period and that OPW initiated a further
rationalisation of its Dublin portfolio in 2009. Non- property costs of the order of
€30 m were also incurred. Those include costs incurred by decentralising offices
and the OPW’s spend on dedicated staffing for the programme. The staff
relocation was accomplished on a voluntary basis, without payment of removal
expenses or incentives. It was also accomplished with minimal disruption to the
ongoing business of the Departments concerned due to the graduated approach
taken and risk management strategies adopted.

2011 Review - Decisions on the timing of implementation of the balance of the

projects were deferred pending a review in 2011 in light of budgetary
developments. It is envisaged that this review, which is to commence shortly,
will be conducted by the Department of Finance and overseen by the
Decentralisation Implementation Group. The capital expenditure envelope for the
period 2011-2014 as set out in the National Recovery Plan makes no provision for
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decentralisation projects other than those already underway. The policies
affecting overall public service numbers and arrangements for the filling of
vacancies will also impact on the timeframe for the completion of further projects
and the transfer of additional staff to decentralised locations. It is envisaged that
the main focus of the review will be on those projects where advance parties are in
place and which may require further decisions in relation to staffing and
accommodation in the short to medium term. In view of the significant variations
between decentralised offices in matters such as staffing, business issues,
accommodation and volumes and nature of the work undertaken it may be
necessary to look at these projects individually.

e QOther Issues —

e The most significant of the advance party projects are Portlaoise and Tipperary
Town. The Department of Agriculture, Fisheries and Food (D/AFF) already
has 500 staff located in Portlaoise, spread across 10 different buildings. In
December 2009 it was decided not to proceed with a PPP project, which
included the provision of accommodation for up to 800 posts in Portlaoise, on
value for money and affordability grounds. In light of the HR and operational
difficulties in operating from 10 sites in Portlaoise, the former Minister agreed
that the OPW should proceed with procuring a building on a traditional
procurement basis. The D/AFF is also reviewing the staffing requirements to
complete its decentralisation project.

e The Department of Justice and Law Reform (Irish Naturalisation and
Immigration Service) is due to relocate approximately 190 posts to Tipperary
Town and has already located an advance office of approximately 60 posts
there. A new building under construction should be available for occupation
early next year. The Department has a strong track record in successfully
delivering on a range of decentralisation projects. However, current
indications are that the overall size of the unit will be considerably less than
originally projected and that even if additional functions are to be
decentralised there would be a significant shortfall of volunteers for that
location. A similar issue arises in relation to the recently opened office of the
Property Registration Authority in Roscommon.

Redeployment

e The Croke Park Agreement - The Public Service Agreement 2010-14
acknowledges that flexible redeployment is necessary to sustain the commitment
to job security in the context of sustaining the delivery of public services
alongside the targeted reduction in Public Service numbers over the coming years.
It provides for agreed redeployment arrangements to apply in the Civil Service
and in the Health, Education, Non-Commercial State Sponsored Body (NCSSB),
and Local Authority sectors. For all sectors redeployment will take precedence
over recruitment, transfers and promotions except where special skills are required
or other major constraints apply. Redeployment opportunities will generally be
sought firstly within the individual employer (e.g. a Government Department or
Local Authority) then within the relevant sector (e.g. the Civil Service or another
Local Authority) and if this is not possible, redeployment across sectors will be
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considered. The redeployment may be within 45km of work or home, whichever
is the shorter, with account also being taken of a reasonable daily commute.
Where surplus posts are identified (e.g. where an activity or programme is no
longer being carried out or following a restructuring) volunteers to redeploy will
be sought in the first instance. If there are not sufficient volunteers, the “Last In
First Out” principle will generally apply (LIFO arrangement). The Public
Appointments Service (PAS) operates Resource Panels from which approved
vacancies can be filled. 1In the case of the Civil Service the Minister for Finance
can redeploy civil servants to meet priority needs (including levies of staff where
necessary) and where functions are transferred within or between areas of the
Civil or Public Service, associated staff will normally also transfer if there is a
corresponding need.

Progress to date - To date most redeployment has taken place in the context of re-
organisations or levies. For example, the increased staffing needs of the
Department of Social Protection caused by the rise in the Live Register have been
met within the existing resources of the Civil Service by the redeployment of over
450 staff from other Government Departments to that Department mainly by
means of a staffing levy. The legislation transferring the Community Welfare
functions of the HSE, some functions of FAS and the Combat Poverty Agency to
that Department also provides for the transfer of the 2,000 or so associated staff.
Otherwise, there has been little identified surplus to redeploy across the sectors
since public service numbers had already been reducing as a result of natural
turnover, the ISER, the moratorium, and other policy measures. However, the
redeployment mechanisms are now starting to displace the informal arrangements
which facilitated earlier transfers to priority work areas. Redeployment within
employments or bodies is a matter for the managers and employers having regard
to policy and operational priorities and the budgets available and it is not realistic
to try to monitor such changes individually.

Legislation needed - Appointments to the civil service (and some other bodies
such as the HSE) are regulated under the Public Service Management
(Recruitment and Appointments) Act 2004. The Act does not allow for
appointment by way of redeployment. Consequently, any redeployment into
bodies covered by the Act will initially be by way of secondment arrangements
pending amending legislation to allow for appropriate procedures. The
Agreement allows for such secondment, but legislative changes will be required
and we will be submitting proposals on this issue shortly.
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National Pensions Policy and Public Service Pensions: John O’Connell

Note: J O’Connell reports to C Connolly, Secretary-General, PSMD, on public service
pensions and to D McNally, Second Secretary, Sectoral Policy Division, in relation to
certain public expenditure matters also within his area of responsibility [national
pensions policy and spending on the Justice and Finance Vote Groups}.

National Pension Policy
Principal Officer: John Reilly

National Pension Framework

National pensions policy is a major policy priority given the ageing of the population
and the need to ensure budget sustainability. While policy is the responsibility of the
Minister for Social Protection, the Minister for Finance has considerable involvement
given the economic and budgetary importance of the issue.

Pension funds are under considerable pressure with the recent fall in equity prices. It
is estimated that about 75% of Defined Benefit (DB) schemes are in deficit. In the
current economic climate, it is likely that that the position of pension schemes will
become an increasingly important policy issue for Government.

The Pensions Board is requiring schemes to submit funding plans designed to bring
schemes into balance either by increasing contribution income or reducing benefits.
The deadline for submission of plans has been extended a number of times — it is
understood that a further announcement may be made by the Board later in the spring.

The Minister for Social Protection also announced the development of a new DB
model which will split benefits into “core” and “non-core” items — the first will be
covered by fixed contribution rates and a stronger funding standard which will
encourage funds to de-risk and end their reliance on equities, while “non-core”
benefits such as post-retirement increases may be changed more easily. It 1s intended
that the announcement of a new DB model and the Board’s examination of funding
plans will move in step.

The National Pensions Framework was published on 3 March, 2010 — the new system
aims to increase pension coverage and saving in the economy. The main elements are:

[a] increases in the pension age (in 2014 it will increase to 66 years and rise to
67 in 2021, and 68 in 2028),

[b] a commitment “to seek to maintain the value of the state pension at 35% of
average earnings”, and

[c] the introduction of a new auto-enrolment system funded in part by a re-
alignment of tax allowances to support pension contributions from employees

and employers.

The new auto-enrolment system aims to provide occupational pensions for the 50% or
so of employees who have no coverage at present. This would automatically enrol
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people in the new system, but would also give them the choice to opt out. Total
contributions would be 8% on a band of earnings, made up of 4% from the employee
and 2% each from the employer and the Government.

The increases in pension age in the Framework are part of the reform measures in the
IMF-EU programme. The Department of Social Protection intends to make provision
for the pension age changes in the 2011 Social Welfare Bill to be introduced this
spring.

The Government announcement and the National Recovery Plan indicated that the
new scheme would be introduced in 2014, in the light of prevailing economic
circumstances. Clearly, current economic conditions make it very difficult to
contemplate increasing the cost of employment. The changes to the taxation of
pensions announced in Budget 2011 will also have implications for the
implementation of the NPF and the proposal to use these tax expenditures to support
pension saving.

The Department of Social Protection is co-ordinating the implementation of the NPF
and has established a number of working groups. There will be considerable Finance
involvement as the NPF has implications for the taxation of pensions, the PRSI
system (which will be used to introduce the proposed auto-enrolment system) and
investment policy (as the funds collected are to be invested to secure appropriate long-
term returns).

Sovereign annuities

The Irish Association of Pension Funds and the Society of Actuaries proposed the
introduction of sovereign annuities to give pension funds access to higher yields
available on Irish rather than German bonds.

In November 2010, the Government agreed that the NTMA will offer bonds which
can be purchased by pension funds or other investors or can be used to facilitate the
issue of special sovereign annuities by the insurance industry.

The decision was intended to support the measures on funding plans and the new DB
model mentioned above. The necessary legislative changes were included in the
Social Welfare (Miscellaneous Provisions) (No. 2) Bill 2010.

The NTMA will price the bonds off the rate of 5.8% set by the IMF-EU programme,
rather than the present 9.2% yield on Irish long-term bonds [15 February]. The
Pensions Board and the insurance industry have been finalising the form of annuity
contract and it is expected that the annuities will be available shortly.



Pension Insolvency Payments Scheme (PIPS)

The Scheme was introduced in February, 2010. PIPS offers pension annuities for sale
to DB pension schemes on a cost-neutral basis where the scheme is winding-up and
where the parent company is insolvent. The Pensions Board verifies that the scheme is
winding-up and that the parent company is insolvent. Following that, an application is
made to the Minister for Finance who offers a quote on the basis of financial and
actuarial advice from the NTMA. The scheme will be reviewed in 2013.

The SI establishing the scheme set the appropriate interest rate as “the current yield to
maturity on the benchmark Irish bond closest to a ten-year remaining term”. As use of
this benchmark would now require us to borrow from pension funds at a rate of over
9%, the PIPS regulations were changed to allow the NTMA to set the rate: the NTMA
has said that the rate will be linked to the 5.8% rate available under the IMF-EU
programme.

Waterford Wedgwood is the first applicant and discussions are underway at present
on the details of the application with the trustees and their advisors. A formal
application is expected shortly.

It should be noted that the Government is being sued by UNITE and a group of
Waterford pensioners on the basis that it has failed to comply with the EU insolvency
directive by not introducing pension protection for employees, and said its legal action
would be based on the ECJ judgement in the Robins case brought against the UK
Government. The case could be very costly for the Government should it lose. The
introduction of PIPS is a significant part of the defence being made; the Department
of Social Protection is co-ordinating the Government’s case.

Public Service Pensions
Principal Officer: David Owens

Single Public Service Pension Scheme

In Budget 2010, the Minister for Finance announced the introduction of a single
pension scheme for all new entrants to the public service — the aim being to bring
public service pension terms more into line with those applying elsewhere, to control
costs and improve administrative efficiency while at the same time maintaining
reasonable pensions for retired staff.

The main features of the new scheme decided by Government were: [a] pensions
would be calculated on “career average” earnings rather than final salary, [b] an
immediate increase in the minimum pension age to 66 and then a link to the changing
state pension age, [c] a maximum retirement age of 70 years, and [d] post-retirement
increases for pensioners under the new scheme [not for existing staff — see below] will
be linked to the CPI rather than to the salaries of currently employed staff as at
present.

There were extensive discussions during 2010 with the Public Services Committee of
ICTU which concluded under the aegis of the Labour Relations Commission. The
main features of the discussions were (i) the protection of those on lower pay from
heavier pension reductions in comparison with current scheme terms, (ii) the
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indexation of the earned pension in service and in retirement and (iii) treatment of
survivors, ill-health retirements and other associated issues.

The Minister for Finance accepted proposals from the LRC under which staff earning
up to €45,000 would be partially protected by a previously agreed formula which
integrates the occupational pension with the state pension [and that the indexation
would be based on the CPI without a mark-time provision]. The Minister decided that
the legislation would be drafted on the basis of the LRC proposals for final decision
by the Government.

It is difficult to assess the savings from the introduction of the new scheme. However,
we estimate that, by the middle of the century, pension expenditure would be about
€5,000m pa in 2010 terms and that the new scheme will reduce that by about one-
third [some €1,700m pa.]

The drafting of the legislation is almost complete. The introduction of the new scheme
is included among the structural reform measures in the IMF-EU Memorandum of
Understanding — under the Memorandum, the scheme must be legislated for by the
end of quarter 3, 2011.

Pay parity/CPI for calculation of post-retirement increases

The new single scheme does not change the pension terms of existing staff. The
policy of parity between pensions and the pay of those working in the grade has not
been formally changed. It could be argued that the reduction in public service
pensions announced in Budget 2011 shows the continuation of the policy given that
public service pay was reduced in Budget 2010.

In Budget 2010, the Minister for Finance announced that the Government will
consider the possible ending of pay parity for both existing and future pensioners and
replacing it with a link to the CPI. This issue is to be part of the discussions due to
take place this spring, under the Croke Park Agreement, with the public service
unions on a new national pay framework. In a subsequent clarification, the
Government agreed that any change to this would not be implemented during the
lifetime of the Agreement. It is not considered that this will have any cost
implications as pay is not expected to increase during this period.

Pension-related Deduction (PRD) [pension levy]

The Financial Emergency Measures in the Public Interest Act 2009 introduced a new
pension-related deduction to be made from the remuneration of all public servants.
The deduction realised savings of €903m in 2009, €972m in 2010 — it is estimated that
a saving of about €900m will be made in 2011, reflecting the reduction in gross pay.

Under the Act, a second review of the PRD must be carried out by June 2011 and a
report laid before the Oireachtas.

Managing the numbers of retirements

The legislation on pay reductions in 2009 stipulated that any retirements in would be
on the basis of existing, pre-cut pay terms to avoid a large and unmanageable increase
in the number of retirements. The statute gave the Minster powers to extend the period
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by statutory instrument — this has now been extended to end-February, 2012 as
announced in Budget 2011.

As retirements are required to meet the targets for pay and numbers, it will be
necessary to monitor the number of retirements in 2011. It is difficult to estimate the
numbers likely to retire: the reduction in pension and the general economic climate
could mean that many staff who might otherwise retire decide to remain in the public
service.

Public Service Pension Reduction

The Financial Emergency Measures in the Public Interest Act 2010 introduced a
tiered reduction in all public service pensions above €12,000pa. On average, this
reduced pensions by about 4% and saves about €100m in a full year. Legal action has
been threatened concerning this reduction, in particular from those who availed of the
Incentivised Scheme of Early Retirement (ISER) in 2009/10.

In is anticipated that those retiring after February, 2012 will see a 7% reduction on
average in pension as their final salary pensions will thereafter be calculated by
reference to the reduced pay levels.

Civil service and ministerial pensions
Principal Officer: Tony Jordan

Vote 7 (Superannuation and Retired Allowances)

The section determines and administers the pensions for a little under 50% of civil
service retirements — a number of larger Departments and Offices such as Social
Protection and the Revenue Commissioners have delegated authority to carry out this
work. The section also administers ministerial pensions. TD pensions are determined
by the Houses of the Oireachtas. Pension payments are made by the Paymaster
General’s Office in Tullamore.

The Vote 7 provision for 2010 was based on about 1,200 civil service retirements; in

the event, about 800 retired, while the 2011 estimate for Vote 7 assumes retirements
of about 1,000.
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CMOD: Tim Duggan
Principal Officer: Catherine Curley

CMOD is responsible for 4 main areas —

1. eGovernment Strategy, Policies and Infrastructure

2 Technology & Telecommunications Policies and Infrastructure
3. Approval Processes for ICT expenditure public service wide

4 The ICT Unit function for the Department of Finance

eGovernment

Since 2008, CMOD has had responsibility for developing and coordinating
eGovernment policy (it previously resided with the Department of the Taoiseach) and
for the functions of Reach and the Public Services Broker (which were transferred
from the Department of Social Protection). At that time, Ireland was languishing in
17th place in the EU eGovernment Benchmarks.

eGovernment is now a central part of the modernisation agenda. The Government
agreed a range of measures to refocus attention and action. These included a
prioritised programme of services to increase our EU Benchmark ranking and enhance
the international perception of Ireland; the development of a new eGovernment
Strategy to assist public bodies move more information and services online; and the
development of a rolling eGovernment Programme, i.e., a detailed programme of
services that will be moved to online provision. The Government also asked CMOD
to monitor progress and provide regular update reports.

As a consequence, CMOD developed and issued a Circular (6/09) in early 2009
setting out new arrangements for the development of eGovernment, including the
need for all public bodies to develop eGovernment plans. CMOD also developed a
new eGovernment Strategy for 2010 which sets out a very clear approach to be used
by all public bodies. To date, three comprehensive Progress Reports have been
furnished to the Government and regular updates have been provided.

As a result of these efforts, Ireland has leapfrogged to the top of the EU
eGovernment Benchmarks. The latest report from the EU Commission shows
that Ireland is now placed 1st of 32 countries for online provision of information
and services, for the online sophistication of its services, for eProcurement
availability and processes, and for integrating services as “life events” for both
businesses and citizens.

In addition to these policy and monitoring tasks, CMOD is responsible for developing
central eGovernment infrastructures and services. Examples include —

. CMOD is in the process of building a central repository of personal identity
information. This is a difficult project in that it requires the cooperation of
seven other public bodies with national-level identity data, and it involves the
use of specialist technology to achieve high-quality matching. A number of



pilot applications were built dealing with data quality, household control
information, PPSN verification, and an online identity authentication
mechanism. These were tested with a wide range of public bodies and received
very positive feedback. As a consequence, the system has now been fully
developed. Primary legislation is required to move the system beyond test into
live production and it is planned to introduce that as part of a wider package of
legislation required to progress the modernisation agenda. An interim legal
basis is being explored pending the development of that legislation.
Additionally, CMOD is working up an implementation plan to quantify and
organise the necessary resources to operate this solution when live. It is hoped
to finalise this later this year.

CMOD has developed a central mechanism to facilitate the electronic and
regular distribution of information on life events (birth, death, marriage) to other
public bodies from the General Register Office (GRO). While being used
extensively for death information, it is not yet being used for birth and marriage
information as demand has not yet emerged and Statutory Instruments will be
required to facilitate this. If and when the demand does emerge, then CMOD
will need to assist the GRO with the development of the legislation and the
operation of the mechanism.

CMOD has partnered with the Citizens Information Board to amalgamate the
www.gov.ie website and www.citizensinformation.ie as a single national portal
to all online information and services. The first phases of this project have been
completed. It is hoped that the site can also accommodate greater information
on service locations and appropriate contacts, and that it will be ready for launch
in the first half of this year.

CMOD is also working on a mechanism to publish details of the hundreds of
public services that are available online and ensure that there is greater
awareness of the online facilities available to both businesses and citizens. It is
hoped to complete this exercise and launch it in the first half of this year.

CMOD is now beginning work on the next phase of the eGovernment Strategy.

The items to be

considered in the development of this next phase include —

a).

b).

online channels become most effective and give the most opportunity for driving
efficiencies and cost-savings when utilised extensively. A range of mechanisms,
including administrative and legal ones, will be explored to enhance the uptake
of electronic services and self-service.

a number of public bodies already publish some of their datasets online. The
potential for doing this more generally is being explored both within the Public
Service and with academic and private sector organisations. This exploration
will seek to identify how such publishing can be done in a way that provides
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c).

d).

e).

f).

h).

value to the general public and facilitates the development of both free and
commercial products;

a number of public bodies have already used online collaboration facilities with
varying degrees of success. The lessons from these early adopters are being
examined to determine how best to exploit collaborative technologies to give
citizens and businesses more insight on developments as they occur, greater
involvement in policy deliberations where applicable, and greater access to
mechanisms for giving their views;

there are a number of lacunas of digital information and services in the public
service.

. Examples of possibilities will
be developed with some guidance on how these might be approached;

the younger generations are becoming more mobile, using smartphones or
mobile devices (e.g., iPad) with the Windows, Android or iPhone operating
systems. Considerable marketplaces of both free and cheap applications are
developing around these platforms and operating environments. These are
likely to be the channels of choice for the next generations. The potential for
exploiting these channels and market places will be explored and advised on;

while there is already a great deal of back-end integration between the systems
and processes of public bodies, there is scope for doing more. Mechanisms for
doing this will be explored and advised on;

the potential for exploiting digital mapping and GIS technologies in ways that
are affordable, sustainable and of relevance to the customer bases of the public
service will be evaluated carefully and advised on; and

a comprehensive Identity Management Policy for the public service is being
developed. This is necessary given the dependence on many schemes and
services on proper identification of customers, the need to facilitate greater
personalisation in the delivery of services, and the need to comply with
international legislation and obligations. Once the research and consultations
are completed, a proposal will be submitted to Government for consideration. It
is intended to do this during the course of 2011.

It is hoped to complete the development of the next phase of the eGovernment
Strategy around these themes by the end of the year.
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Technology & Telecommunications

CMOD is responsible for designing, developing and managing a range of
telecommunications and technology initiatives aimed at increasing shared usage
and achieving best value-for-money, including —

public service telecommunications policy;

nation-wide integrated telecommunications infrastructures for the Irish public
service that include mobile telephony, data and video communications, Internet
access, voice communications services. These are necessarily complex because of
our policy of engaging in multi-supplier delivery to ensure continuous competition
and price reductions. Aggregated contract values in these areas are in the order of
€100 million per annum;

an array of high-value procurement frameworks for all of these
telecommunications services and for ICT products (e.g., PCs, laptops, printers) for
use by all of the non-commercial public service. These have resulted in
significantly lower costs (ranging from 20% to 70% of prevailing prices) and
considerably reduced administrative burdens that arise with individual
procurement efforts;

the procurement of an integrated national digital radio communications service for
the emergency and security services of the State (with an approx. value of just
under €2 billion), the negotiation of a complex 10 year contract and associated
service level agreements, its subsequent rollout and operation. This project is now
fully operational and is similar in magnitude and complexity to a national scale
mobile phone network;

new procurement frameworks for the management of software assets and
associated licensing and support. These frameworks will be designed to provide
best value to public bodies and will qualify a number of companies to provide
these services innovatively;

the provision of guidelines, advice and assistance to all civil and public service
bodies on IT and telecommunications projects;

Ireland’s representation on and contribution to a number of EU Commission
working groups and consultative fora in the areas of ICT and telecommunications,
including the EU CIO Council;

developing approaches for the appropriate ICT staffing of the civil service. In this
regard, the Special Group on Public Service Numbers and Expenditure made
specific recommendations for ICT staffing in the civil service aimed at reducing
the cost of ICT resources (currently high because of the dependence on external
consultants and service providers), increasing internal ICT capability and self-
sufficiency, and reducing consultancy and contractor usage in line with current
Government policies. The Cabinet Committee on Transforming the Public
Service directed that all Departments and Offices should develop plans for the
implementation of these recommendations. As part of this, CMOD has developed
a proposal to facilitate the open recruitment of ICT specialists but subject to
specific conditions that will result in reduced staff numbers overall and reduced
expenditure. This proposal will be detailed in a separate briefing; and

the research of new technology-based approaches.



With respect to the last item, the main focus of research at present is on “Cloud
Computing”. There are issues about Cloud Computing that are general to all sectors
of society and some that are specific to Government.

All of these matters
will be detailed in a separate briefing.

ICT Control

This area is responsible for developing policies with respect to ICT expenditure and
for overseeing the approval of that expenditure across all civil and public service
bodies (non-commercial). It works in conjunction with other parts of CMOD and
with Sectoral Policy Division in the evaluation and assessment of technology and
telecommunications proposals from civil and public service bodies. It does this in
accordance with approval arrangements for ICT spend set out in Circulars 2/09 and
2/11.

Department of Finance ICT Unit

The ICT Unit provides the in-house ICT services for the Department of Finance. Its
main responsibilities are the on-going delivery of reliable ICT infrastructure services
for the Department, including protection of Department data through the provision of
virus protection, firewalls, web-filtering and the provision of a Help Desk and users
support services. The unit is also responsible for the development, maintenance and
support of reliable systems to the department users.

ICT Infrastructure Architecture

e A replacement of PC hardware has just been completed as the previous stock was
approximately 9 years old.

e The Department has extensively used server virtualisation over the past number of
years to minimise its server farm and associated power consumption.

e The Department’s email system is quite old and in need of replacement — cloud-
based options are being evaluated in this regard.

System Development

A number of systems development tasks are underway —

e Development and consolidation of web sites using Wordpress and ASP*Net

e Further development of central numbers control system to take on data for local
authorities, education and non-commercial public bodies

e Investigate requirements to assist in the automation of pension calculations
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Public Service Development: Michael Errity
Principal Officers: Gearoid O’Keeffe, Louise McGirr, John Dolan, Finbarr Kelly.

Public Service Modernisation

In order to continue to deliver and improve service delivery to the citizen with
reduced numbers and resources major reforms are required in the way the Public
Service does its business. It will have to be leaner and more effective, and focussed
on the needs of its citizens.

Much of the impetus for Public Service modernisation comes from the
implementation of:

e the recommendations of the OECD Review of the Irish Public Service, Towards
an Integrated Public Service;
e the Croke Park Agreement.

Since the Croke Park Agreement was ratified last June, many changes to the way
public services are delivered have been implemented, with the agreement and co-
operation of management and staff. The agreement has provided a framework for co-
operation between the Government and its employees against the background of
reduced resources and numbers.

The Public Service Modernisation Unit supports the work of the Minister for Finance
and the Government in driving the reform agenda, co-ordinates the input the of
Department of Finance and works with a range of Public Service bodies on the change
agenda.

Areas in which the Department of Finance is directly involved in leading change
include:

e performance (at the level of the individual and the organisation);

e shared services (including the development of a shared HR service for the Civil
Service);

e enhanced service delivery (through business process improvement); and

e eGovernment.

The Department of Finance is currently leading work on the development of a HR
shared service for the Civil Service. The project will provide a shared service for all
transactional HR for 35,000 staff across 39 Government Departments and Offices. A
HR Shared Service Centre will be established in the Department of Finance. At the
end of last year the Department issued a Request for Tender for external assistance in
the setup and transition to the new service. Tenders are currently being evaluated by
an interdepartmental evaluation group,

The Senior Public Service (SPS) was launched last December. The secretariat is
currently located in the Department of the Taoiseach. The SPS will provide for the
development of a unified senior management cohort across the public service. It will
provide opportunities to members to deepen skills and experience through mobility, as
well as through networking, education, training, coaching and mentoring
opportunities. It will also promote a better fit between key Government priorities
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within and across Departments and Offices, and the available skills and experience
within the senior management cadre.

The SPS will be established initially in the Civil Service and will comprise, in the first
instance, all serving and newly appointed staff at Secretary General, Deputy Secretary
and Assistant Secretary levels, as well as equivalent Departmental and professional
grades. The SPS will be extended over time to the wider Public Service.

This Department has partnered with the Citizens Information Board to amalgamate
the www.gov.ie website and www.citizensinformation.ie as a single national portal
to all online information and services. The first phases of this project have been
completed.

A review of governance, Departmental oversight and performance frameworks for
State agencies was undertaken last year by the Secretary General of the Department
of Communications, Energy & Natural Resources at the request of Secretaries
General and will form the basis for further work in this area.

Other initiatives in areas such as performance budgeting, the Performance
Management & Development System (PMDS), other shared service initiatives, public
procurement and eGovernment are dealt with elsewhere.

Civil Service Training and Development Centre (CSTDC)

The Civil Service Training & Development Centre supports the modernisation agenda
and provides a wide range of courses in areas such as public financial management,
procurement, freedom of information, regulatory impact analysis etc. Some training is
provided by electronic means and also as part of a blended learning environment. It
manages a Training Procurement Framework Agreement for use by departments in
obtaining training across various categories in the most efficient and cost effective
manner. It facilitates Networks and Working Groups; provides a management
development programme for Principals and Assistant Principals, including the
Bellevue Programme (under the patronage of the President) for the latter grade and a
language programme for Irish and a number of European languages. It also facilitates
visiting delegations and the Secretary General conferences. It has developed close
ties with its Northern Ireland counterpart and has already provided assistance to them
and will continue to explore further areas of collaboration and co-operation.

Organisation Development Unit

The Organisation Development Unit manages an externally provided accredited
programme in Project Management, which is available to Civil and Public Servants
and also a Business Process Re-Engineering Programme. It administers and manages
the Peer Review Process for ICT projects; promotes and monitors the EU Directive on
Re-Use of Public Sector Information and provides assistance support and advice on
modernisation projects. It developed at little cost an Electronic Resource Centre for
delivery of training electronically, facilitation of Networks and Work Groups and the
provision of general information on the civil service. It has responsibility for the
Institute of Public Administration, governance of the Grant-in-Aid through a
Performance Statement process and other issues regarding the Institution.
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Ethics in Public Office

The Minister has responsibility for the Ethics legislation (i.e. the Ethics in Public
Office Act 1995 and the Standards in Public Office Act 2001). This requires members
of the Oireachtas and public servants, including the directors of public bodies and
special advisers, to disclose annually the interests (including the interests of their
spouses, civil partners and children) that could influence them in their official
functions. It also requires the disclosure, when it occurs, of a conflict of material
interests (i.e. the disclosure of a material interest in an official function). Finally, it
allows the Select Committees on Members’ Interests (for non office holding
Oireachtas members) and the Standards in Public Office Commission (for all others
(including office holders)) to investigate possible infringements of the Ethics
legislation.

The Codes of Conduct for office holders, Oireachtas members and civil and public
servants are drawn up under the Ethics Acts.

The legislation also requires Oireachtas members and senior public servants to furnish
tax clearance documentation to the Standards Commission.

Ethics Regulations

New regulations are introduced each year to ensure that new public bodies are
prescribed for the purpose of the Ethics Acts and that the directorships and positions
of employment therein are designated. The regulations also prescribe new offices that
have been established and certain position of employment in the civil service
(typically those that interface with the commercial sector). This means that persons
who hold or occupy such offices, directorships or position of employment must
comply with the Ethics Acts on the disclosure of interests, make statements of
material interests (if appropriate), etc. Currently, over 400 bodies in the civil and
public service come within the scope of the Ethics legislation. The regular update of
the Ethics regulations ensures that the remit of the ethics legislation covers new public
bodies and reflects organisational change in the civil and public sectors. The
commitment of the Department of Finance to keeping the regulations up-to-date has
been welcomed by the Standards Commission in its annual reports.

Issues:
Legislation to amend the 1995 Ethics Act (i.e. the Ethics in Public Office
(Amendment) Bill 2007) has completed its passage through the Seanad.

The primary change the Bill introduces is that, where an office holder or a non office
holding Oireachtas member is offered a benefit (i.e. a gift or a loan or the use of a
service) with a value above €2,000 from a friend for personal reasons only, they must
obtain the opinion of the Standards Commission that acceptance would not be likely
to influence them in their official functions. Where the Commission does not give an
opinion the office holder or member cannot accept the benefit.

In anticipation of findings of relevance both to the Bill and to the broader ethics
framework, the Minister for Finance decided that any further advancement of the Bill
should await the publication of the Moriarty and Mahon Tribunal reports.



Ombudsman Act 1980

The Minister for Finance has responsibility for the Ombudsman Act 1980 under
which the Ombudsman has powers to investigate complaints about administrative
actions of public bodies which have adversely affected individuals or bodies
corporate. The Ombudsman is also empowered to make recommendations that the
actions be further considered, that measures be taken to mitigate or alter their effects
or that reasons for taking them be furnished. Complaints can be investigated only if
the complainant has already utilised whatever redress facilities are open to him/her.
The Ombudsman is precluded from investigating complaints where the person
affected has the right of appeal or review to a person or body other than a body within
the Ombudsman’s remit.

Ombudsman (Amendment) Bill 2008

The primary purpose of the Bill is to extend the remit of the Ombudsman. The Bill
also provides the Ombudsman with additional powers and updates provisions of the
Ombudsman Act 1980. The Bill completed all stages in the Dail (July 2010) and is
awaiting second stage in the Seanad.

Performance Management and Development System in the Civil Service

The Performance Management and Development System (PMDS) was introduced in
the civil service in 2000/2001. The PMDS was agreed between management and
unions and applies to all staff in the civil service. Following an Evaluation of PMDS
in 2005 a revised system was agreed which links the ratings of an individual to
promotion and to incremental progression.

In 2010 another Evaluation Survey of PMDS was carried out across the civil service.
The results of the survey, and other analysis carried out by the Department, identified
that there are significant issues that need to be addressed to make PMDS more
effective in the civil service.

The Public Service Agreement 2010-2014 and associated Civil Service Action Plans
set out the measures to be taken by the Department of Finance to address the main
difficulties with PMDS.
These include
1. increased focus on tackling underperformance through providing training and
guidelines on how to address underperformance to HR and training units in all
Departments/Office;
2. introduction of measures to strengthen links between PMDS and the
disciplinary process; and
3. proactive monitoring of and promotion of better technical structures for the
completion of PMDS throughout the Civil Service.



Issues:
In conjunction with the initiatives in the Croke Park Action Plan negotiations with the
Unions have commenced in relation to how PMDS can be strengthene

Freedom of Information

The Minister for Finance has overall responsibility for FOI.  The FOI Act was
introduced in 1998 and substantially amended in 2003. The key changes to the Act
were enhanced protection for records of the Government, deliberations of public
bodies and the introduction of up-front fees.

FOI fees

Fees can be charged for time spent on the efficient search and retrieval of records.
The charge is a flat rate €20.95 per hour and a requester is only charged for records
released. Search and retrieval fees/charges were introduced when the Act came into
force in 1998. These charges have not been increased since their introduction. Search
and retrieval fees only apply to requests for non-personal information.

An application fee was introduced for requests for non-personal information in 2003
as one of the amendments to the Act in 2003. The application fee is €15 for initial
request €75 for internal review and an appeal to the information Commissioner has a
fee of €150. There is a reduction in these fees for persons in receipt of a medical card.
Again there is no application fees payable in the case of requests for personal
information.

In general the fees and charges do not reflect the true cost of the processing of
requests. The cost of a routine FOI is estimated to be in the region of €645

Volume of requests

The numbers of FOI requests continue to increase and the figures for 2009 show an
increase of 12% on the 2008 figures and this trend looks set to have increased over
2010. (Complete 2010 figures are not yet available at time of writing this document)

Extension of FOI

FOI has been extended gradually since 1998 from 67 bodies in central government to
over 500 bodies, organisations and groups today. These include local authorities,
health boards, voluntary hospitals, state agencies and third level education institutions.
An Garda Siochdna, commercial semi-states (apart from RTE and TG4) and schools
would be regarded as the most significant sectors remaining outside FOL

The Department is currently working on proposals to extend the Act to over 30
additional bodies and the memorandum seeking a Government decision on the
extension of the Act to these bodies has been prepared.

As part of the renewed programme for Government issued in October 2009 it was
proposed that FOI would be extended to certain administrative matters in An Garda
Siochdna. Dept of Justice and Law Reform officials, senior gardai and officials from
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the FOI CPU are working on a report that will go to both the Ministers for Justice and
Finance which will examine the functions that can be covered by FOI and set out
recommendations and an implementation plan in that regard.

Council of Europe convention on access to official documents

Is open for signature by member states however Ireland is not yet in a position to sign
the convention until such time as the Garda Siochéna is covered by the FOI Act.
There is still a large number of states who have yet to sign up to this convention.
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A. Contact points in Department

Below is a list of contact points in the Department for any personal issues that the
Minister for Finance might wish to raise

The official assigned to directly assist the Minister for Finance is the Private Secretary
(Runai Aire), the most senior officer assigned to the Minister’s Private Office. The
current Private Secretary is Mr Dermot Moylan (_).

Issues of staffing, accommodation, facilities etc. are dealt with by Corporate Services
Division. The senior staff of the Division is:

Director Mr Paul Ryan
Principal Mr Des O’Leary

(Staffing, Accommodation/Facilities)

B. Constitutional/Statutory Provisions applicable to Ministers

1. Constitution

Article 28.4.2°
"The Government shall meet and act as a collective authority, and shall be

collectively responsible for the Departments of State administered by the
members of the Government"

Article 28.8.1°

“the member of the Government who is in charge of the Department of
Finance must be a member of Dail Eireann”

Article 28.12
"The following matters shall be regulated in accordance with law, namely, the
organization of, and distribution of business amongst, Departments of State,
the designation of members of the Government to be the Ministers in charge of
the said Departments, the discharge of the functions of the office of a member
of the Government during his temporary absence or incapacity, and the
remuneration of the members of the Government."



2. Ministers and Secretaries Act. 1924

Ministers
The 1924 Act provides that each Minister shall be the responsible head of the
Department or Departments under his/her charge and

"shall be individually responsible to Ddil Eireann alone for the
administration of the department or departments of which he is head..."

The 1924 Act further provides that the Government

"shall be collectively responsible for the Departments of State
administered by the members of the Government".

The 1924 Act also reaffirms the

"collective responsibility” (Section 5) of the Government "as provided by
the Constitution™.

In relation to the Department of Finance, the Act provides that it has responsibility for

“administration and business generally of the public finance of Ireland and
all powers, duties and functions connected with the same, including in
particular the collection and expenditure of the revenues of Ireland from
whatever source arising”

Corporation Sole

The 1924 Act provides that
“Each of the Ministers, heads of the respective Departments of State
mentioned in Section 1 of this Act, shall be a corporation sole under his
style or name aforesaid ... and shall have perpetual succession and an
official seal (which shall be officially and judicially noted), and may sue
and (subject to the fiat of the Attorney General having been in each case
first granted) be sued, under his style or name aforesaid, and may acquire,
hold and dispose of land for the purposes of the functions, powers and
duties of the Department of State of which he is head or of any branch
thereof™.

The 1924 Act creates and defines departments of state as distinct legal entities
comprising

"... the administration and business generally of the public services..."
(Section 1).

It is apparent from the 1924 Act that a "department” is a multi-tiered organisation
comprising:
e A CORE "BUREAU"
o staffed by civil servants mainly exercising powers in the name of the
Minister;



e OFFICES INCORPORATED INTO A DEPARTMENT BY THE 1924 ACT
o headed by office-holders and staffed by civil servants mainly
exercising powers vested by statute in the office holders;
e CORPORATIONS, COMPANIES AND OTHER BODIES
o staffed by non-civil servants exercising powers vested the bodies by
statute.

3. Public Service Management Act, 1997

The Public Service Management Act, 1997, reaffirmed the responsibilities of
Ministers, but sought to create greater clarity between the roles of Ministers and civil
servants.

Ministers
Ministers are to be responsible for policy, for specifying outcomes to be
achieved and to the Electorate

“3.—A Minister of the Government having charge of a Department shall,
in accordance with the Ministers and Secretaries Acts, 1924 to 1995, be
responsible for the performance of functions that are assigned to the
Department pursuant to any of those Acts.”

Secretaries General

Secretaries General are responsible for the implementation of policy, for
specifying the resources required to achieve outcomes, for ensuring
mechanisms are in place for the implementation and monitoring of policy
implementation.

e providing annual progress reports to the Minister of the Government on the
implementation of the strategy

e Preparing an outline of how specific elements of the responsibilities described in
paragraphs (d) to (h) are to be assigned so as to ensure that they are performed by
an appropriate officer,

e Providing advice to the Minister of the Government

e Ensuring that appropriate arrangements are put into place that will facilitate an
effective response to matters that pertain to both the Department or Scheduled
Office and other branches of the public service;

e Ensuring that the resources of the Department or Scheduled Office are used in a,
manner that is in accordance with the Comptroller and Auditor General
(Amendment) Act, 1993

e Examining and developing means that will improve the provision by the
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Department or Scheduled Office of cost effective public services;

e Managing all matters pertaining to appointments, performance, discipline and
dismissals of staff below the grade of Principal or its equivalent in the Department
or Scheduled Office; and

Section 11 deals with the appointment of Special Advisers, while Section 12 deals with
managing matters that cross over two or more Departments.

The Secretary General of a Department administering a Vote is normally appointed
Accounting Officer on the premise that he or she alone is in a position to discharge
responsibility for the money entrusted to a Department/Office, for the use made of its resources
and for the control of assets in its keeping such as land, buildings, stores, equipment or other
property. An Accounting Officer cannot delegate this responsibility to subordinate officers.
The Accounting Officer is appointed by the Minister for Finance, under section 22 of the
Exchequer and Audit Departments Act, 1866, to be responsible to the Dail (through the Ddil
Committee of Public Accounts) for the proper expenditure of money from that Vote. The
statutory duties of Accounting Officers in giving evidence to the Public Accounts Committee
are set out in Section 19 of the Comptroller and Auditor General (Amendment) Act, 1993.
Each Accounting Officer is personally responsible for the safeguarding of public funds and
property under his or her control, for the regularity and propriety of all the transactions in the
Appropriation Act which he or she signs.
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C. Minister for Finance

Within the overall Constitutional and legal framework, a range of functions attach to
the role of Minister for Finance. Detailed briefing on all areas of the Department is
included in the Divisional Briefs, but the following paragraphs summarise tasks
involving ministerial involvement.

4. Budget/Taxation/Economic Division

The Minister for Finance is responsible for the preparation and presentation of the
Annual Budget:

e Preparation and submission of the Budget Strategy Memo to Government in
late June;

e Publication of the Pre-Budget Outlook Report in early October;

e Publication and presentation under Art. 28 of the Constitution of the annual
Estimates of Receipts and Expenditure (White Paper) on the Saturday before
the Budget;

e Preparation and presentation of the annual Budget and associated documents

in early December.

Deciding on taxation policy

The preparation and enactment of the Finance Bill

Making Statutory Instruments under the Finance Acts where necessary;
At Ecofin dealing with taxation issues in a community context

The Minister for Finance is a member of the Economic and Financial Affairs
Council (Ecofin), which meets monthly. The Minister for Finance also attends the
Eurogroup which normally meets on the evening prior to the Ecofin meetings. At
a practical level, the Minister for Finance is responsible for the preparation and
processing of annual Finance Bill through the Oireachtas within the timeframe
established in accordance with the Provisional Collection of Taxes Act, 1927.
Normally the Second Stage debate in the Ddil has to be completed by 84 days
from Budget Day and the Bill must be signed into law within 4 months of Budget
Day.

5. Financial Services Division

The Minister for Finance has primary responsibility for a range of matters in relation
to financial issues:
e Deals with policy and legislation on the regulation of the financial services
sector;
e The development of EU policy and legislation for the financial services sector
e Financial stabilisation measures, including bank guarantee schemes,
recapitalisation agreements and establishment of NAMA.

In relation to financial services, the Minister for Finance is responsible for bringing

forward legislation covering the institutional arrangements for financial regulation and
the making of Regulations and Orders, including commencement orders, under
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various provisions of the Finance Acts. The bulk of legislation relating to the
regulation of the financial services sector is now derived from underlying EU
Regulations and Directives, which are then transposed into Irish law, generally via
Statutory Instruments. However some legislative initiative remains within domestic
competence (e.g. the recent Asset Covered Securities Act).

The Department of Finance is not a regulator of financial institutions; that role falls to
the Central Bank.

6. Sectoral Policy (Public Expenditure)

The Minister for Finance is responsible for the preparation and presentation to the
Oireachtas of the annual estimate of expenditure for public services and the
management of public expenditure generally. Key elements in this role include:

e public expenditure management issues,

e Production of the annual Estimates (incl. publication of Pre-Budget Estimates,
Budget Estimates and the REV), the 5-year Multi-Annual Capital Investment
Framework and Public Capital Programme;

e Annual Output Statements and the multi-annual capital investment process,

e Infrastructural investment and the National Development Plan

e Aspects of policy in relation to commercial state bodies

e Policy on public-private partnerships, Government contracts-procurement and
the National Lottery.

e Management of aggregate expenditure within the limits agreed by
Government;

e Reaching agreement with other Ministers on sectoral policy including policies
with a cross-departmental impact;

e Coordinating the implementation of the National Development Plan 2007-
2013 and producing the annual report to the Government and the Oireachtas.

Semi State Bodies

The Minister for Finance is a shareholder in a number of Commercial State Sponsored
Bodies and plays a key role in promoting appropriate shareholder strategies. Various
Acts require that capital spending by a number of commercial SSBs have the advance
approval of the Minister for Finance since s/he is normally the “principal or sole
shareholder."

The consent of the Minister for Finance is required to appointments to boards of a
number of State Sponsored Bodies. It is important that appointees to these Boards
possess commercial and financial expertise in order to steer companies to make sound
business judgements which will strengthen the performance of these companies in the
relevant sector. In accordance with the Codes of Practice of the Governance of State
Bodies, the Minister for Finance also has a non-statutory role in respect of certain
aspects of the Corporate Governance and financial structuring of the State transport
bodies.

The Minister for Finance has important statutory functions in respect of the Valuation
Office. He appoints the Commissioner of Valuation, he makes statutory orders in
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respect of valuations being carried out by the Office and he lays the Annual Report of
the Commissioner before the Houses of the Oireachtas.

Note in relation to:

State Claims Agency Policy Advisory Committee
Under the provisions of Section 12 of the National Treasury Management
Agency (Amendment) Act 2000, the Board, which is appointed by the
Minister for Finance, consists of a Chairperson and six Ordinary Members.

Justice, Equality and Law Reform Fees Consent Function
In addition to the standard management role, including the settlement of the Estimates
allocation and sanctioning of expenditure, the Minister for Finance is statutorily
required to consent to:

(i)  Court Fees (Various)

(i1 Land Registry Fees

(i) Irish Nationality & Citizenship Fees

(iv) Fees to Sheriffs and

(v) Certification Fees for Film, DVD and Video

Procurement

The Minister of Finance is responsible through the National Public Procurement
Policy Unit to develop national public procurement policy and to manage the
implementation of that policy through a strategic policy framework covering (a)
Procurement Management Reform (b) Construction Procurement Reform and (c)
Procurement Compliance and Procurement Best Practice."

7. Civil (Public) Service Management and Staffing

Pay Rates

The Minister for Finance is responsible for the regulation and control of the civil
service including numbers and setting pay and conditions of civil servants under
section 17 of the Civil Service Regulation Act 1956. Changes in pay of all public
servants (civil service, local authorities, health service, education sector, non-
commercial state-sponsored bodies etc.) require the approval of the Minister with
responsibility for the sector or area concerned and (with a few exceptions) of the
Minister for Finance. However, these arrangements concerning pay have been
superseded for the time being in respect of all public servants by the terms of the
Financial Emergency Measures in the Public Interest (No. 2) Act 2009. The Act,
which primarily aimed at reducing the pay of all public servants, applies very strict
ongoing controls on pay increases. In effect none are permitted to be granted by any
public service body to any employee while the legislation is in force, save in very
limited circumstances, e.g. an equal pay claim. The Minister has the power, under
section 6 of the Act, to modify the pay reduction in respect of any public servant or
group of public servants in certain circumstances. That power has to date been
exercised sparingly. Changes in other conditions of service also require the sanction
of the Minister for Finance in most cases.

The pay and conditions of the staff of commercial State bodies is not subject to
Finance approval except in the case of the chief executive officers of these bodies. In
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most cases the relevant Statutes require the Board to observe Government pay policy
in this area.

The range of pay of Chief Executives of commercial State bodies requires the
approval in all cases of the appropriate Minister in consultation with the Minister for
Finance. Furthermore, any subsequent change in the remuneration package must have
the prior consent of the appropriate Minister given with the approval of the Minister
for Finance.

Human Resources Policy in the Civil Service

In accordance with the provisions of the Civil Service Regulation Acts, the Minister
for Finance 18 responsible for setting the terms and conditions of employment of all
civil servants.

Decentralisation and Redeployment:

The Minister for Finance has central responsibility for delivery of the Government's
decentralisation programme in line with the target dates recommended by the
Decentralisation Implementation Group (DIG) and agreed by Government. There is
no statutory aspect to this role.

Superannuation

Civil service

The Minister for Finance has direct statutory responsibility for the established civil
service pension scheme under the Superannuation Acts, which are an unconsolidated
set of statutes dating back to the nineteenth century. He is also responsible for the
non-statutory unestablished civil service pension scheme.

The IDR (Internal Disputes Resolution) process for dealing with pension complaints
by individual civil servants requires the Minister for Finance to act as the first-
instance decision-maker prior to any subsequent referral of the complaint to the
Pensions Ombudsman. This IDR role for the Minister also arises in certain other
areas of the public sector, primarily State bodies (non-commercial and some
commercial).

Changes to civil service pension schemes may be implemented by Department of
Finance circulars, secondary legislation (statutory instruments) or primary legislation.

Public service generally

In the wider public service, enabling provisions in primary law generally require that
the consent of the Minister for Finance is needed before line Ministers and State
agencies can introduce or significantly modify pension schemes. This power is a
cornerstone of the Minister for Finance's central control of public service pensions.

Oireachtas

The Minister for Finance has direct statutory responsibility for pension schemes for
Oireachtas members and Oireachtas office-holders. He is also a trustee of the
Oireachtas Members' Pension Scheme.



Reform of Public Service Pensions

The agenda for public service pension policy is set by the Minister for Finance.
Legislation on the introduction of a single public service pension scheme is currently
at an advanced stage of preparation. Further detail on this issue is contained in the
detailed briefing from Public Service Management and Development Division.

Freedom of Information

The Minister for Finance has primary responsibility for FOI and a number of specific
functions under the Act, including the making of regulations and ensuring training and
organisational arrangements are in place to facilitate compliance by public bodies as
well as the ongoing programme of extension of FOI.

Miscellaneous
The Minister is also statutorily responsible for approving a Charges Order(s) for
General Elections and Seanad Elections.

The National Lottery Act 1986 grants the Minister for Finance the power to hold or
procure the holding of a national lottery. The 1986 Act provides for the granting by
the Minister of a licence to a company to operate the lottery on his behalf and
provides for a range of Ministerial powers vis-a-vis any such a company. These
powers include the following:

e Acquire shares in the company, but only to a maximum of 20% (which is the
shareholding currently held by the Minister; 80% of the shares are held by An
Post).

e Appointment of Directors — four of the Directors are nominated by An Post
and three are nominated by the Minister.

e Approval of Memorandum and Articles of Association

e Approval of games

¢ Amend or revoke a licence
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D. Minister of State: Department of Finance

8. Responsibilities of Minister of State

Sections 1 (1)1 and 2 (1) of the Ministers and Secretaries (Amendment) (No. 2) Act,
1977 provide:

1.—(1) The Government may, on the nomination of the Taoiseach,
appoint not more than 17 persons, who are members of either House of
the Oireachtas, to be Ministers of State at Departments of State and may at
any time, on the recommendation of the Taoiseach, remove a Minister of
State so appointed.

2.—(1) It shall be lawful for the Government, by order made on the
request of a Minister of the Government, to delegate to a Minister of State
assigned to the Department of State of which the Minister of the
Government has charge all the powers and duties of such Minister of the
Government under any particular Act or any particular statutory power or
duty of such Minister of the Government.

The Minister of State at the Department of Finance 2002-2011 had special
responsibility for the Office of Public Works (OPW).

In relation to his role in the Department of Finance, there was no formal delegation of
functions. However, the Minister of State was asked by the Minister for Finance to
attend/represent the State at a number of National/International meetings including;
Ecofin (Budget) Council meetings (July & November) which progresses the annual
EU Budget for the following year, and a range of EU and OECD meetings. The
Minister of State also had a role in dealing with the extension of Freedom of
Information to an increased number of public bodies.

! As amended by Section 2 of the Ministers and Secretaries (Amendment) Act 1980, and Section 1 of
the Ministers and Secretaries (Amendment) Act 1995
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E. Ethics Provisions Applicable to Minister

9. Ethics in Public Office Acts

You have a number of obligations under the Ethics in Public Office Act 1995 and the
Standards in Public Office Act 2001) arising from your membership of the Oireachtas
and by virtue of your holding ministerial office. In brief these are

1) Tax clearance obligations

A Tax Clearance Certificate or an Application Statement to be furnished to the
Standards in Public Office Commission (the Standards Commission) not more than
nine months following election to the Ddil. A Statutory Declaration must also be
made not more than one month before or one month after the date of nomination, to
the effect that you have complied with your tax obligations and that nothing prevents
the issuing to you of a Tax Clearance Certificate. This must be furnished to the
Standards Commission not more than nine months after date of nomination.

2) Statement of Personal Interests form for Members’ Register

This form, which will be provided to you directly by the Standards in Public Office
Commission, should be completed annually and returned by the 31 January of the
following year to the Commission.

3) Statement of additional interests form

A statement of any interests of your spouse or children which could materially
influence you in the performance of the functions of your office must be provided to
the Clerk of the Dail annually as above.

4) Statement of an interest in a proceeding of a House of the Oireachtas

Where you are aware that you or a connected person has a material interest in
proceedings of a House of the Oireachtas, if you propose to speak or to vote in the
proceedings you must make a declaration of that fact and furnish it to the Clerk of the
House or Committee concerned.

5) Statement of a material interest in a function to be performed

Where you are aware of a material interest related to a function you propose to
perform of a connected person, another office holder, or a person connected to another
office holder, a statement in writing of any interest in a matter should be furnished to
the Taoiseach and the Standards Commission.

6) Laying of certain documents relating to personal appointees
The following documents to be laid before each House of the Oireachtas in respect of
your personal appointees
e acopy of the contract, or statement in writing of the terms and conditions
under which the person carried out his or her duties, and
e astatement as to whether the person is a relative of yours.
This is a once-off rather than an annual requirement.



7) Annual Statements by Senior Special Advisers
In addition, where a Senior Special Adviser proposes to perform a particular
function and is aware that he or she or a connected person has a material interest
in the matter, that appointee should make a statement in writing to the
Minister/Minister of State and to the Standards in Public Office Commission
setting out the relevant facts.



F. Votes for which the Minister for Finance is the responsible
Minister

The Minister for Finance is responsible for the presentation to the Finance and Public
Service Committee of Annual Estimates, Annual Output Statements, and any
Supplementary Estimates for the Finance Group of Votes.

The Finance Group of Votes consist of: 2011 Estimate
(Gross: €m)

President’s Establishment (Vote 1) 3,153
Office of the Comptroller and Auditor General (Vote 5) 12910
Office of the Minister for Finance (Vote 6) 70,577
Office of the Appeal Commissioners (Vote 8) 509
Office of the Revenue Commissioners (Vote 9) 392,859
Office of Public Works (Vote 10) 405,384
State Laboratory (Vote 11) 9,135
Secret Service (Vote 12) 1,000
Valuation Office (Vote 15) 10,406
Public Appointments Service (Vote 16) 15.3
Office of the Commission for Public Service
Appointments (Vote 17) 913
Office of the Ombudsman (Vote 18) 7,472
Superannuation and Retired Allowances (Vote 7) 450,025

In respect of the Secret Service (Vote 12), requests are made from time to time by the
Ministers for Justice, Equality and Law Reform, and Defence to the Minister for
Finance for grants under the head of “Secret Service”.

Estimates Debate
The Minister presents the above annual Estimates and Annual Output Statements to

the Finance and Public Service Committee for the Committee’s approval, usually in
March. At the end of the Debate the Committee Chairman moves that the Estimates in
the Finance Group be accepted en bloc. The Committee does not have the authority to
approve the Estimates on the day, merely to recommend to the Oireachtas that they be
approved.

The Votes of all other Departments/Offices are similarly presented to their respective
Select Committees for debate around March/April each year. All Votes are then
referred to the Oireachtas prior to the summer recess: they appear on the Order of
Business and are generally approved en bloc without debate — having already been
debated by the respective Select Committees.
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G. Staffing- Minister’s Office

10. Staffing of the Ministerial Office

The Guidelines” on Staffing of Ministerial Offices are set by the Minister for Finance,
in agreement with the Taoiseach and the Ténaiste. The current limits are:

0 The number of staff in a Minister’s and a Minister of States Private Office
may not exceed 10 and 7 respectively.

o The number of staff in a Minister’s and a Minister of States Constituency
Office may not exceed 6 and 5 respectively.

o A Minister or Minister of State may not appoint more than one Personal
Secretary and one Personal Assistant.

o A Minister may not appoint more than 2 Special Advisers.

Details of the staff currently in the Ministerial Offices are set out below.

Office of the Minister for Finance

Private Secretary [Dermot Moylan* (Higher Executive Officer)

seconded from Department of Justice]

Executive Officers Rosemary Kearney
Dave Weldon

Staff Officers Patricia Scanlon

Clerical Officers Helena Quane

Pamela Roche
Suzanne Lyng
Mary Young

Claire Harrington (work-sharing)

Minister’s Constituency Office — Dublin

Personal Assistant Maura Crosgrove *
Personal Secretary Marian Quinlan *
Una Connell (Seconded from Department of Health)

Clerical Officer Dara Lea

* Admin Budgets Section has advised that these guidelines are being updated. Please see Appendix B
for the proposed changes.



Press Office

Press Officer Eoin Dorgan
Higher Executive Officer Brian Meenan
Administrative Officer Marie Mulvihill
Executive Officer Mary Larkin
Clerical Officer Jacqueline Coleman

* The tenure of these personnel is conterminus with the current Minister for Finance.

o
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11. Department of Finance Staffing/Accommodation

As of January 2011, the number of serving staff in the Department was 539.46 (whole
time equivalents). The authorised number of staff for 2011 under the Employment
Control Framework is 568°. This includes provision for 23 staff in respect of the re-
organisation of the Employee Assistance Service (EAS) and its centralisation within
the Department of Finance.

Whole Time Equivalent Numbers at 31** January 2011

Secretary General 1.00
Secretary General PSMD 1.00
Second Secretary 3.00
Assistant Secretary 9.00
Chief Medical Officer 1.00
Director 3.00
Deputy Chief Medical Officer 1.00
Occupational Physician 2.00
Nurse 3.00

Principal 49.10

Assistant Principal 127.95
Administrative Officer 52.00
Higher Executive Officer 80.89
Executive Officer 50.20

Staff Officer 27.03

Clerical Officer 97.63
Service Officer 22.00
Service Attendant 2.00
Teacher 6.66

Total Whole Time Equivalent | 539.46

The Department has staff in five different buildings in Dublin and one decentralised
office in Tullamore, Co. Offaly.

The offices are located at the addresses below, with the approximate numbers of staff
in each building in brackets

South Block, Government Buildings, Upper Merrion St., Dublin, 2 (260)

7 — 9 Merrion Row, Dublin, 2 (130)

2 — 4 Merrion Row, Dublin, 2 (30)

Lansdowne House (third and seventh floors), Lansdowne Road, Dublin, 4 (25)

¥ The total statfing complement shown for the Department in the 2011 Revised Estimates Volume is
633. This includes provision for 65 employces of the Special EU Programmes Body. Costs associated
with that Body are shared between this Department and the Department of Finance and Personnel,
Northern Ireland.



e Frederick Buildings, South Frederick St, Dublin, 2 (Office of the Chief
Medical Officer) (13)
e Unit 2, Central Business Park, Tullamore, Co. Offaly (110)

Both Frederick Buildings and 2 — 4 Merrion Row are leased buildings, with a review
on both leases due within the next 2 - 3 years. The other buildings occupied by the
Department are State owned.

12. Organisation and Senior Staff in the Department of Finance

Secretary General: Kevin Cardiff
Organisation

The work of the Department of Finance is organised into five major areas, each of
which deals with a major area of public sector finance or staffing policy. Summary
details of the Divisions and senior staff are as follows — detailed briefing on Divisions
and priority issues is provided by the individual divisions. Contact details, home
address, and phone numbers (work/home/mobile) are attached in confidential address
book.

Sectoral Policy Division (SPD)
Second Secretary General Donal McNally
Assistant Secretaries John O’Connell, David Moloney, Robert Watt

Principals

Judith Brady, Dermot Byrne, John Conlon, Ronnie Downes, Brendan Ellison, Deirdre
Hanlon, Tom Heffernan, Griainne McGuckin, Marie Mc Laughlin, Dermot Nolan,
Stephanie O’Donnell, Nicholas O’Loughlin, David Owens, Dermot Quigley, Tony
Jordan, John Reilly

This Division deals with:

e Promotion of strategic approach to the development of public expenditure
policy

e Management, monitoring and oversight of the Annual Estimates, 5-year Multi
Annual Capital Investment Framework, and Public Capital Programme

e Oversight of implementation of the National Development Plan;

e Advising (in conjunction with line Depts.) in relation to the development of
appropriate Shareholder  strategies and policy matters in relation to
commercial state bodies;

e Development of policy on Government contracts, e-tendering, the national
lottery and public-private partnerships (PPPs).

e Oversight of expenditure programme evaluation

e Development of procurement policy framework (construction procurement,
compliance with EU Directives, Procurement management reform)

e Preparation of DoF input to national pensions policy and administration of
certain civil service pensions schemes;



Budget, Taxation and Economic Division (BTED)

Second Secretary General Jim O’Brien
Assistant Secretaries Michael J. McGrath, Derek Moran
Director Paul Ryan

Principals
Niamh Campbell, Fred Cooper (Permanent Representation, Brussels), Joe Cullen,

Tony Gallagher, Jimmy McMeel, Feargal O’Brolchain, Jim O’Leary, John Leonard,
Pat Murphy, Gary Tobin.

This Division deals with:

Development of Policies in relation to Direct and Indirect Taxes.

Advising Minister on Tax issues inputting to the Budget.

Finance Bill preparation and assistance to Minister.

Provision of advice on macroeconomic and fiscal policy and on economic

aspects of Government policy generally;

Economic and budgetary policy analysis and forecasting;

e Preparation of Annual Budget, incl. Ministerial speech and full Budgetary
documentation;

¢ Co-ordination of economic policy advice for Ecofin and Eurogroup meetings;

e Provision of advice and participation in formulation of EU Budget and EU
Regional Policy;

e Promotion of Irish Interests in international economic policy, particularly at
EU level;

¢ Providing information to the Oireachtas on EU policy for scrutiny purposes

¢ Managing the Department’s interface with the National Treasury Management

Agency, National Pensions Reserve Fund, National Development Finance

Agency and State Claims Agency.

It also deals with the servicing EU and OECD committees on economic policy and
budgetary and economic co-operation, and North/South co-operation, Irish
membership of International financial institutions (EIB, EBRD, World Bank, IMF)4;
dept management policy; financial management and government accounting policy;
co-ordination and implementation of the Management Information Framework; and
accounting, payroll, banking and financial services for various Departments and
Offices.

The Minister for Finance is Ex-Officio a member of the Boards of Governors of these institutions.
This involves attendance at the annual meetings of the EIB and EBRD Governors, and Spring and
Autumn meetings of the IMF and World Bank
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Financial Services Division (FSD)

Second Secretary General Ann Nolan
Assistant Secretaries William Beausang,
Director Eamonn Kearns

Principals
Aidan Carrigan, Pat Casey, John Hogan, John Thompson, Scott Rankin (Banking

Analyst),
Pat Ring, Declan Keane (Seconded from KPMG)

This Division deals with:

e Financial stabilisation measures, including bank guarantee schemes,
recapitalisation agreements and establishment of NAMA.

e Promoting financial stability and development of an internationally
competitive financial services sector

e Promoting best practice in the treatment of customers

e Ensuring legislative framework and financial services regulatory structure
meet Government objectives for competitiveness, consumer protection and
better regulation

¢ Development of EU policy and legislation for the financial services sector

Public Service Management Division (PSMD)

Secretary General PSMD Ciaran Connolly

Assistant Secretaries Tim Duggan, Michael Errity

Directors Carmel Keane, Patricia Coleman, Paul Ryan
Chief Medical Officer Dr. Tom O’Connell

Principals
Mary Austin, Oonagh Buckley, Tom Clarke, Catherine Curley, Dave Denny, John

Dolan, Ronan Fox, Dermot Keane, Louise Mc Girr, Mary Mc Keon, Des O’Leary,
Finbarr Kelly, Gearoid O’Keeffe, Aine Stapleton

This Division deals with:
¢ Public Service modernisation;
Pay policy and industrial relations in the public service;
Public service pensions
Non-Pay terms and conditions of service for the civil service;
Recruitment and promotion for the civil service;
HR policy for the civil service;
Administrative budgets;
Staff mobility, decentralisation and redeployment;
Equality and diversity;
Ethics;
e Freedom of Information;
¢ Information Technology;



E-Government;
Telecommunications policy;
Organisation development;

Civil Service Training Centre and
Language training.

It also deals with Corporate Services for the Department of Finance (Personnel,
Facilities Management, etc.).

Director Paul Ryan
Principal Des O’Leary

Corporate Services Division provides support from the activities of the Department in
areas of staff provision, welfare, management, accommodation and also a range of
departmental functions which are serviced or coordinated centrally. The majority of
services provided by Corporate Services Division are delivered internally to the staff
of the Department, to former staff and to members of the public.



H. Bodies under the Aegis of the Department

Note: In the case of a number of bodies, while the Minister for Finance sponsors
relevant legislation and takes the estimate for the Body, the bodies are independent of
the Minister, either by provision of the Constitution (e.g. Comptroller and Auditor
General) or Statute (e.g. Ombudsman)

13. Revenue Commissioners

The role of the Revenue Commissioners is to fairly and efficiently collect taxes and
duties and implement import and export controls. The Office has responsibility for
the collection and administration of virtually all taxes and duties. It advises the
Minister on budgetary and other issues relating to taxes and duties. It also carries out
work for other departments including the collection of PRSI for the Department of
Social and Family Affairs and Revenue co-operates with other State agencies in the
fight against drugs and in other cross-departmental initiatives.

Chairman: Commissioner: Commissioner:
Josephine Feehily Michael O'Grady Liam Irwan

Department of Finance Contacts:
Second Secretary: Jim O’Brien Assistant Secretary: Derck Moran

14. Office of Public Works (OPW)

The Minister of State at the Department of Finance has special responsibility for the
Office of Public Works (OPW). There is no formal delegation of functions, but the
minute attached (Appendix 1 — updated to 2006) was cleared by the then Minister in
relation to the responsibilities of the Minister of State in November, 2002.

The operations of the Office are carried out by six Business Units - Project
Management Services, Property Management Services, Property Maintenance
Services, Architectural Services, Engineering Services and the Government Supplies
Agency (GSA).

The main focal points for the OPW's activity currently are property and construction-
related services, in which all the Units except the GSA are involved, the design and
construction of flood relief projects, in which Project Management and Engineering
Services are involved, and procurement, handled by the GSA which procures a wide
range of products and services on behalf of the State.

The main task confronting the OPW for the foreseeable future will relate to the
decentralisation programme. The Office will be responsible for purchasing sites in a
large number of areas across the country, organising the construction of
accommodation on those sites and appropriate financing arrangements, rationalising
the State's Dublin property portfolio and disposing of surplus property.
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Senior OPW Officials in the OPW
Chairman Commissioners
Clare Mc Grath John Mc Mahon, John Sydenham

Department of Finance Contacts:
Assistant Secretary: John O’Connell Principal: Dermot Quigley.

15. Central Bank of Ireland

The Central Bank is responsible for those functions generally referred to as Central
Bank functions, which include responsibility for certain monetary policy functions,
financial stability, economic analysis, currency and payment systems. The Irish
Financial Services Regulatory Authority (Financial Regulator) is a constituent part of
the Central Bank which has responsibility for financial sector regulation and
consumer protection. (See separate note on the Financial Regulator below). The
Central Bank is responsible for the efficient and effective co-ordination of the
constituent parts of the organisation and promotes the development within the State of
the financial services industry.

The Central Bank is a member of the European System of Central Banks (ESCB)
whose primary objective is the maintenance of price stability in the euro area, and the
Central Bank Governor is a member of the Board of the European Central Bank
(ECB). The Central Bank also acts as an agent for and banker to the government.

Governor: Patrick Honohan
Director General: Tony Grimes

Department of Finance Contacts:
Director: Eamonn Kearns Principal: Vacancy

16. Irish Financial Services Appeals Tribunal

Appeals against decisions made by the Financial Regulator are heard and determined
by a statutory body the Irish Financial Services Appeals Tribunal. Appealable
decisions can be categorised into General Supervisory decisions and Administrative
Sanctions. An appellant may appeal a decision of the Tribunal to the High Court.

Chairman: Former Supreme Court Judge Francis D. Murphy

Department of Finance Contacts:
Assistant Secretary: William Beausang Principal: Aidan Carrigan
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17. Financial Services Ombudsman

The Financial Services Ombudsman's Bureau is a statutory body funded by levies
from financial services providers. The Financial Services Ombudsman deals
independently with complaints from consumers in relation to financial services
providers. The Ombudsman has the power to award compensation, and his decisions
are binding on the financial institutions (subject to the right of appeal to the High
Court).

The Ombudsman is appointed by the Financial Services Ombudsman Council which
also keeps under review the efficiency and effectiveness of the Ombudsman’s Bureau.
The Minister for Finance appoints members of the Financial Services Ombudsman
Council. The Minister's statutory role in relation to the foregoing Financial Services
bodies is generally concerned with:
e Establishment and appointments to Board /Authority / Council / Tribunal /
Panels
¢ the approval of annual budget and levies;
e the approval of strategic plans;
e laying budgets, strategic plans, annual and other reports before Houses of the
Oireachtas;

Financial Services Ombudsman: William Prasifka

Department of Finance Contacts:
Director: Eamonn Kearns Principal: Joan Daly

18. CUAC

The Credit Union Advisory Committee (CUAC) as currently constituted was
established under the Credit Union Act 1997, and acts as statutory advisor to the
Minister for Finance on credit union issues. CUAC advises the Minister on:

e the improvement of the management of Credit Unions;

e the protection of the interests of Members and Creditors of Credit Unions; and

o Other matters relating to Credit Unions, upon which the Minister, the Registrar
or such other persons, as may be specified by the Minister, may from time to
time seek the advice of the Committee.

Members of CUAC are appointed by the Minister for Finance. CUAC currently
consists of 7 members including a chairperson and the term of the present committee
expires in October 2009. The Department provides secretarial services to CUAC and
covers its expenses. Members are not paid a fee but their contribution is recognised by
the payment of a small honorarium.

Chairperson: Mr Paradigm O Caerphilly

Department of Finance Contacts:
Director: Eamonn Kearns Principal: Joan Daly



19. lcarom/SAT

Following the collapse of the Insurance Corporation of Ireland (ICI) in 1985, ICI,
subsequently renamed Icarom plc, was acquired by the State and placed under
Administration by the High Court. The Administration is ongoing and is expected to
continue for some time.

The current ownership of Icarom is effected through a holding company Sealucahis
Arachais Teoranta (SAT) which holds the majority of the shares, with the remaining
shares held by officials of the Department on behalf of the Minister for Finance.
Shares in SAT are also held by officials of the Department on behalf of the Minster
for Finance.

We are currently working to simplify the ownership structure with the removal of
SAT.

Administrator: Mr Donal O’Connor (PwC)

Department of Finance Contacts:
Assistant Secretary: William Beausang Principal: Pat Casey

20. National Treasury Management Agency

The NTMA was established in 1990 to borrow money for the Exchequer and manage
the national debt. It is also responsible for the National Pensions Reserve Fund, State
Claims Agency, Social Insurance Fund, Central Treasury Services, the National
Development Finance Agency and Consultancy Services.

Chief Executive: John Corrigan

Department of Finance Contacts:
Assistant Secretary: Michael Mc Grath Principal: Niamh Campbell

21. National Development Finance Agency

The NDFA performs its functions through the NTMA (in other words it shares a
common accommodation and staff base etc.). It was established in 2003 to advise
Government Departments and Agencies on the optimal method of financing all capital
projects (both traditional and PPP) to achieve value for money, and to advise on all
aspects of financing, refinancing and insurance of PPP projects. Where optimal to do
so, the NDFA may also fund projects itself but has not done so to date. Since 2005, it
has a role in procuring PPP projects for Central Government Departments/Agencies
outside the Transport and Environment areas. Departments/Agencies select the
projects; specify the outputs required and then handover to NDFA for procurement.
The amending legislation giving effect to the new function was enacted in April 2007.
The Minister appoints the Board and may guarantee borrowings by it. The Minister
also issues guidelines/instructions to the NDFA to which it must comply and can by
order extend its remit in terms of State bodies that it can advise.

Chair: John Corrigan (CEO of NTMA) Chief Executive: Brian Murphy



Department of Finance Contacts:
Assistant Secretary: Robert Watt Principal: Dermot Nolan

22. National Pensions Reserve Fund Commission

It was established to build up the assets which will part-finance the Exchequer cost of
social welfare and public service pensions from 2025.

Chairperson: Paul Carty

Department of Finance Contacts:
Assistant Secretary: Michael Mc Grath Principal: Niamh Campbell

23. State Claims Agency (Policy Advisory Committee)

The National Treasury Management Agency (NTMA) is designated as the State
Claims Agency (SCA) when performing the claims management and risk
management functions delegated to it by the Government under the National Treasury
Management Agency (Amendment) Act 2000.

Chairperson: Dr Noel Whelan Chief Executive: Ciaran Breen

Department of Finance contacts
Assistant Secretary: John O’Connell  Principal: Dermot Quigley

24. The National Lottery

The National Lottery was set up under the National Lottery Act 1986. The operating
licence was awarded to An Post National Lottery Company. The current licence,
which had been due to expire on 31 December 2008, has been extended to 31
December 2011. An Post owns 80% of the shares with the remaining 20% held by the
Minister for Finance. The seven Board members are appointed by the Minister for
Finance - four An Post nominees, including Chairperson, and three nominees of the
Minister for Finance.

Current Board
An Post Nominees: Donal Connell (Chair), Dermot Griffin, James Hyland, Caroline

Murphy
Ministerial Nominees: Michedl O Muircheartai gh, Barbara Patton, Oliver Wilkinson

Director Company Secretary
Dermot Griffin Michael Tyndall

Department of Finance Contacts:
Assistant Secretary: Robert Watt Principal: Deirdre Hanlon



25. State Laboratory

The State Laboratory's mandate is to provide Government Departments and Offices
with an analytical advisory service that supports their policies and regulatory
programmes. Analysis is the core business of the Laboratory. The State Laboratory is
now located in the new laboratories complex in Back Weston.

State Chemist: Principal Chemists:
Dermot Hayes Ita Kinahan, Michael Nangle

Department of Finance Contacts:

Director: Patricia Coleman Principal: Aine Stapleton

26. Office of the Information Commissioner

The main function of the Commissioner is the review (on application) of the decisions
of public bodies in relation to FOI requests and where necessary the making of
binding new decisions.

27. Office of the Ombudsman

The main function of the Ombudsman is to help to achieve a public service which is
open, fair and accountable. The Ombudsman is also responsible for the Standards in
Public Office Commission and the Referendum Commission.

Ombudsman & Information Commissioner: Emily O'Reilly
Director General: Mr. Patrick Whelan

Department of Finance Contacts:
Director: Patricia Coleman Principal: Aine Stapleton

28. Office of the Comptroller & Auditor General

Controls the flow of money in to and out of the exchequer. In addition audits the
accounts of all government departments and other funds controlled by the State.

Comptroller & Auditor General: Secretary and Director of Audit:
John Buckley Gerard Smyth

Department of Finance Contacts:
Director: Patricia Coleman Principal: Aine Stapleton
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29. Public Appointments Service

The Public Appointments Service is the centralised provider of recruitment,
assessment and selection services for the Civil Service. It also provides recruitment
and consultancy services to local authorities, health boards, An Garda Siochdna and
other public bodies.

Chief Executive:
Bryan Andrews

Department of Finance Contacts:
Director: Patricia Coleman Principal: Aine Stapleton

30. Commission for Public Service Appointments

The Commission is an independent body that regulates public service recruitment. Its
core function is to establish standards of probity, merit, equality and fairness in the
recruitment and selection of persons for positions in the Civil Service, An Garda
Siochana and other public service bodies, including the Health Service Executive. It
also grants licences to certain public service bodies to recruit on their own behalf or
with the assistance of private sector recruitment agencies approved by the
Commission.

Director:
Andrew Patterson

Department of Finance Contacts:
Director: Patricia Coleman Principal: Aine Stapleton

31. Valuation Office

The main function of the Valuation Office is the maintenance of a uniform and
equitable valuation base on which commercial rates are raised by local authorities. It
also provides a property valuation consultancy service to Government Departments
and Offices. The Office is under the control of a Commissioner appointed by the
Minister for Finance. The Commissioner is independent in the performance of his
functions.

Chief Executive and Commissioner of Valuation:
Aidan Murray

Department of Finance Contacts:
Assistant Secretary: Robert Watt Principal: Marie McLaughlin



32. Valuation Tribunal

The Tribunal is an independent body whose 14 members are appointed by the
Minister for Finance for a five-year period. Its main function is to hear and determine
appeals against rateable valuations of commercial properties determined by the
Commissioner of the Valuation.

Chairperson:
John L. O'Donnell, Senior Counsel

Department of Finance Contacts:
Assistant Secretary: Robert Watt Principal: Marie McLaughlin

33.Special EU Programmes Body (SEUPB) — Joint North/South Body

The Special EU Programmes Body is one of the six North-South Implementation
Bodies set up under Strand II of the Good Friday Agreement. It operates under the
political direction of the North South Ministerial Council. The operating costs are
met by this Department (50%) and the Department of Finance and Personnel,
Northern Ireland (50%).

The SEUPB manages two cross EU Programmes: the Programme for Peace and
Reconciliation (PEACE 1I) and the Ireland-Northern Ireland INTERREG IIIA
Programme. The Body will also be the managing and certifying authority for PEACE
IIT and INTERREG 1V in the new Structural Funds programming period. The Body
has its headquarters in Belfast and operates regional offices in Monaghan and Omagh.

Chief Executive Officer: Mr. Pat Colgan

Department of Finance Contacts:
Assistant Secretary: Robert Watt  Principal: Dermot Nolan

34. Disabled Drivers Medical Board of Appeal

The Disabled Drivers Medical Board of Appeal deals with medical appeals under the
Disabled Drivers and Disabled Passengers (Tax Concessions) Regulations 1994
Scheme. The Chairperson and the members of the Board (medical practitioners) are
appointed by the Minister for Finance, for a four year period, on the nomination of the
Minister for Health and Children. The Board determines appeals from a refusal by the
Senior Medical Officer of the appropriate local Health Service Executive
administrative area to issue a Primary Medical Certificate that would deem the
applicant medically eligible for the tax concession scheme. The costs of the Board,
which is hosted in the National Rehabilitation Hospital, are recouped to the Hospital
through provision in the Department of Finance Vote.

Chairperson: Dr. Jacinta Morgan

Department of Finance Contacts:
Assistant Secretary: Derek Moran Principal: Pat Murphy
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35. Appeals Commission

The Appeals Commission is responsible for carrying out the statutory functions
assigned to them under the Taxes Consolidation Act 1997- principally the hearing of
appeals by taxpayers against decisions of the Revenue Commissioners concerning
taxes and duties, i.e.: income tax, corporation tax, value-added tax, capital gains tax,
capital acquisitions tax, residential property tax, stamp duty, certain customs and
excise duties, motor vehicle registration tax, and sundry other matters arising under
the Taxes Act.

Commissioner: Ronan F. Kelly, John T C O’Callaghan
Department of Finance Contacts:
Director: Patricia Coleman Principal: Aine Stapleton



I. Private Bodies Receiving Funding from the Department of
Finance

J. Institute of Public Administration (IPA)

The IPA is a private company limited by guarantee which is financed by fees for
programmes and a grant from the Department of Finance. It aims to promote the study
and improve the standard of public administration and to foster mutual understanding
between the public and public servants.

President: Chairperson: Director General:
Mr Tom Considine Mr John Tierney Mr Brian Cawley

Department of Finance Directors:
Mr Michael Errity, Ms Carmel Keane

K. Economic and Social Research Institute (ESRI)

The ESRI is a private limited company which is in receipt of a grant-in-aid from the
Department of Finance. The ESRI's mission is to provide high quality economic and
social research, with a core focus on Ireland's economic and social development, in
order to inform policy making and societal understanding. The ESRI produces the
Quarterly Economic Commentary and the Medium Term Review.

Director: Prof. Frances Ruane

Department of Finance Contacts:
Assistant Secretary: Michael J. McGrath Principal: Tony Gallagher



L. Top Level Appointments Committee (TLAC)

The Top Level Appointments Committee (TLAC) was established in 1984. TLAC
recommends candidates for the most senior appointments in the civil Service. Subject
to certain exceptions, TLAC deals with posts at or above Assistant Secretary level or
equivalent across the Civil Service.

Current composition of TLAC:
Current composition of TLAC:
e Ciaran Connolly, Secretary General, Public Service Management and
Development (PSMD), Department of Finance (Chairman)
e Dermot McCarthy, Secretary General, Department of the Taoiseach
e Brigid McManus, Secretary General, Department of Education and Science
e Tom Moran, Secretary General, Department of Agriculture, Fisheries and
Food
e Eileen Fitzpatrick, Executive Director, National Treasury Management

Agency (NTMA)

The Government is the appointing authority for posts at Secretary General Level. In
accordance with a decision of Government, TLAC recommends up to three
candidates, if found suitable, for posts at this level. The Government appoints the
Secretary General from among the recommended candidates.

In the case of posts below Secretary General Level, e.g. Assistant Secretary Posts, the

appropriate Minister is the appointing authority. One candidate is recommended by
TLAC to the Minister for appointment.
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M. Committee for Performance Awards

The Committee for Performance Awards (CPA) was established by the Minister for
Finance to oversee the scheme of performance-related related awards for Assistant
Secretaries and Deputy Secretaries in the civil service, Assistant Commissioners and
Deputy Commissioners in the Garda Siochana and Brigadier Generals and Major
Generals in the Defence Forces. The establishment of the Committee was
recommended by the Review Body on Higher Remuneration in the Public Sector in its
report dated 25 September 2000.

N. Decentralisation: Department of Finance

Tullamore Staffing

The Department of Finance has decentralised one hundred and twenty six (126)
people to Tullamore.

Business Units in Tullamore

The Finance Directorate comprising the Paymaster Generals Office, Exchequer
Section, Accounts section, Salaries section, pensions payments section and the
Finance Unit for the Department.

The Centre for Management and Organisation Development (CMOD). Two units
of the area of the Department have decentralised. The Civil Service Training and
Development Centre which is responsible for training and development policy in the
civil service. Organisation and Development Unit which is responsible, inter alia, for
the advancement and support of the public service modernisation, the provision of
effective advisory and support services in the area of organisation development in the
Public Service, the promotion of the implementation of the EU Directive on the re-use
of Public Sector Information across all departments and offices.

EU Financial Control Unit (FCU) and the Central Expenditure Evaluation Unit
(CEEU). The FCU is responsible for compliance with financial control requirements
of EU funded programmes/projects. The CEEU promotes best practice in the
evaluation and implementation of programme and project expenditure across all
Government Departments and Public Sector Agencies. The Unit focuses in particular
on ensuring that Department of Finance frameworks in relation to the appraisal and
management of programmes and projects are being implemented, and overseeing
ongoing Programme Evaluation under the Value for Money and Policy Review
Initiative and National Development Plan.

There is also a small Corporate Services Unit based in Tullamore.

Review of the Tullamore Operation

The decentralised office in Tullamore has been in operation since 2006. A review of
the operations provided in that location is currently underway. The overarching

purpose of the review is to secure the long term future of decentralised functions in
Tullamore.



The scope of the review covers all current operations in Tullamore. The review is
being conducted by Mr Jim Duffy, former Assistant Secretary. It will be submitted to
MAC shortly.

The terms of reference for the Review are:

- To examine the evolution of the work, staffing and services provided by
each of the units decentralised since 2006, and the costs of those services,

- To identify new work which would complement the functions currently
assigned to the Office including in relation to the development of shared
services;

- To make proposals, where appropriate, to facilitate improved efficiency in
delivering services and use of Departmental and Exchequer resources,
including accommodation, having regard to securing and enhancing the
long term viability of the Office.
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The Department of Finance is currently processing 8 infringement notices from the
EU Commission.

Introduction to EU legislative Infringements within the Department of Finance.

Of the eight active infringement cases, one is being addressed by the introduction of
new legislation and the transposition measures for a further case have been completed
and notified to the Commission. It is expected that these cases will be closed by the
College of Commissioners. The cases in question are:

2008/4984 Air Travel Tax - This case is addressed under Finance Act 2011.
2010/805 Amendments to Capital Requirements Directive — Transposed by European
Communities (Directive 2009/111/EC) Regulations 2010 (S.1. No. 627 of 2010)

The remaining six infringement cases are being actively managed within the
Department and regular reports on their progress will be provided. The six cases in
question are:

2007/4171: VAT Directive — supply of greyhounds and horses.
2008/2141: VAT Groupings

1999/5321: Application of VRT on imported cars

2010/2144: VRT on leased/rented cars

2008/2023: Expiration of derogations under EU Energy Tax Directive
2009/2117: Exit tax on companies

Pat Murphy — Budget, Taxation and Economic Division

1. VAT rate applied to the supply of greyhounds and horses

Infringement No. 2007/4171 —. In Ireland, livestock rate of 4.8% applies to all such
animals except where they are sold as pets. The Commission considers that the
standard rate should apply, on the basis that Ireland fails to meet the requirements of
the EU Directive for a reduced or super-reduced rate to be applied. Following our
response to a Letter of Formal Notice and a Reasoned Opinion, the Commission
referred the case to the European Court of Justice (ECJ) in November 2010. Similar
infringement proceedings are being taken against other Member States. This case is
live and is being actively managed.

2. VAT Directive — treatment of VAT Groupings

Infringement No. 2008/2141 — The Commission believes that Ireland is in breach of
the VAT Directive by allowing VAT Groupings of one or more persons who do not
qualify as taxable persons, specifically holding companies. Following our response to
the initial infringement notifications, the Commission referred the case to the ECJ in
2010. Similar infringement proceedings have been taken against seven other Member
States, six of whom have also been referred to the ECJ. This case is live and is
being actively managed.



3. EU Energy Tax Directive — expiration of derogations

No 2008/2023 — The 2003 EU Energy Tax Directive incorporated special derogations
which allowed specific excise duty reliefs to be applied in most Member States. These
derogations expired on 31 December 2006. With the exception of excise relief for
fuel used by (severely) disabled drivers, Finance Act 2008 removed the preferential
excise arrangements in place — details of the legislation were notified to the
Commission in September 2008. Following our response to a Letter of Formal
Notice, the Commission issued a Reasoned Opinion in May 2010, to which we
responded in July 2010, in regard to the provision of excise duty relief under the
Disabled Drivers Scheme. This case is live and is being actively managed.

4. Application of VRT on imported vehicles.

Infringement 1999/5321 — This case relates to the application of VRT on nearly-new
and second-hand cars imported from other Member States. The Commission believes
that Ireland has failed to fulfil its obligations under the Treaty in relation to first
registration of motor vehicles brought into the state. Following our response to the
Letter of Formal Notice, further exchanges of correspondence are ongoing with
the Commission.

5. VRT on leased/rented vehicles

Infringement No. 2010/2144 — Infringement proceedings initiated in January 2011 in
respect of the levying of the full amount of car tax on the registration by Irish
residents of a vehicle leased or rented in another Member State. Following analysis
of the case, a response will issue to the Commission within the (2-month)
deadline.

6. Air Travel Tax

Infringement No. 2008/4984 - Letter of Formal Notice from the Commission in
respect of the incompatibility with Community law of the application by Ireland of
two rates of air travel tax within the EU. Following Budget 2011, a single rate of €3
will be effective from 1 March 2011. The Commission was informed of this change
in December 2010. It is expected that, following examination of the notification by
Commission officials, this case will be closed by the Commission.

Paul Ryan - Budget, Taxation and Economic Division

7. Exit tax on companies

Infringement No. 2009/2117 — Current legislation provides for an exit charge on
companies that cease to be resident for tax purposes in Ireland. Companies which are
not ultimately owned by Irish residents are excluded from the charge. The
Commission considers that our legislation constitutes an obstacle to freedom of
establishment. Following our response to a Letter of Formal Notice, the Commission
issued a Reasoned Opinion in January 2011. This case is live and is being actively
managed.



Pat Casey — Financial Services Division

8. Amendments to Capital Requirements Directive
Infringement No. 2010/805 — Case relates to the late notification of transposition
measures. Letter of Formal Notice issued in November 2010; completion of
transposition measures notified to the Commission on 5™ January 2011. Response to
Letter of Formal Notice transmitted to the Commission on 17 January 2011. This
case is expected to be closed by the Commission shortly.
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