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[Dear Messrs Diraghi, Juncker, Rehn and Rostowski:

ATTACHMENT L. IRELAND: LETTER OF INTENT

Dublin, [] November 201 1

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

terms of policy reforms as well as quantitative targets:




¢  On fiscal policy, the outturns up to the end of October are in ling with the programme
profile, and the general government deficit for 2011 as a whole 5 expected o be
within the 10.6% of GDP programme ceiling. We have also conducted a
comprehensive review of expenditure, established an independent fiscal advisory
council, and reformed pension entitlements for new entrants to the public service
{including linking them to carcer average camings).

. We have substantively completed the recapitalization of the domestic banks, at a cost
to the taxpaver significantly lower than initially anticipated. thanks to private sector
participation and burden sharing. Domestic banks have sold a significant amount of
non-core aseets. The restructuring of the domestic banks is progressing and plans for
this have been submitted to the European Commission for clearance in accordance
with State Aid rules. We have published a memorandum of understanding goveming
the relationship of the Department of Finance and the Central Bank in refation to
banking secior oversight.

. We have made significant progress towards opening up sheltered sectors (e.g.,
pharmacies, general practitioners, and legal services), and laid out an action plan to
reform, in consultation with our social partners, the sectoral labour arrangements (o
facilitate the needed adjustment in the labour market,

This performance comes at a time when there have been both positives and negatives for
Ireland. On the negative side, the growing uncertamty in relation to Euro Area debt has
contributed to increasing Ninancial market pressures. This in tum i being reflected in a
deteriomating outlook for the world economy which is contributing to a heightened risk
outlock. On the positive side, growth has resumed | albeit mainly export led. Our banking
sector 15 now attracting private investment and is also successfully funding in the private
market. In addition, the Euro Area Heads of State and Govemment of 21 July this vear, made
the welcome and significant decision to reduce the cost of EFSF loans, and this was followed
by similar commitments in respect of the EFSM loan and our UK bilateral loan. Further steps
toward establishing a comprehensive framework 1o address the cnisis facing the region were
taken on October 26. These positive developments hiave been reflected in our bond spreads
which, thowgh still high, have narrowed considerably from the elevated levels seen earlier
this wear. Against this background, we are proceeding with the process of preparing Budget
2012, and we have recently published our medium-term fiscal strategy, which sets out our
fiscal targets for 2012 and for the years up to 2015, In the case of Budger 2012, we are
committed to meeting the deficit target of £.6% of GDP, and will take the high quality
adjustment measures necessary 1o achieve this target

X In particular, in the attached third update of the Memorandom of Understanding on
Specific Economic Conditionality (Moll), we set out our plans to further advance towards
meeting the programme objectives. Based on the strength of these policies, and in light of our
performance under the programme and our continued commitment, we request the




completion of the fourth review and the release of the fourth EU disbursement of EUR 4.2
billiom. The financing needs outlook remams broadly in line with expectations at the third
program review, but to allow 2 more prudent finencing position with respect to the timing of
the completion of reviews and disbursements, we request a re-phasing of disbursements.
Specifically, we reguest that the disbursement following the fifth review should be €5 .8
billion with the additional amount taken equally from the sixth, seventh and eighth reviews.
This represents a redistribution within 2012 of the already agreed disbursements.

1

3. We are confident that the policies set forth in the Letters of Intent of
3 December 2000, 28 April 2001, 28 July 2011, and in this lemer are adequate to achieve the
objectives of our programme. The degree of uncertainty and margins of error surrounding
macrocconomic and fiscal projections over the period remain high, due mainly, but not
exchsivelv, to intermational events, We stand ready to take any corrective actions that may
become appropriate for this purpose as circumstances change. As indicated in the Moll, we
will consult with the Evropean Commission, the ECH and the International Monetary Fund
on the adoption of such actions in advance of necessary revision of policies contained in this
letter and the attached Memorandum of Uinderstanding

4, This letter is being copied to Mme Lagarde.
Sincerely,
?:'1_icF:1:‘|E|:M;1.1;, T.b., Patrick Honohan

Minister for Finance Governor of the Central Bank of Ireland




CONFIDENTIAL DRAFT
1. ATTACHMENT L IRELAND: LETTER OF INTENT

Dublin, [] Movember 2011
Ms. Christine Laparde
Managing Director
Intermational Monetary Fund
Washington, D.C. 20431

Dear Ms. Lagarde:

1. The Government’s commitment to the Programme is illustrated by our continued
stromg performance in its implementation, Onee again, for the fourth guarterly review, we
have met our commitments under the ELIAMF supported programme in terms of policy
reforms as well as quantitative targets (MEFP Tables 1 and 2):

*  We have publizshed a memorandum of understanding govemning the relationship of the
Department of Finance and the Central Bank in relation to banking sector oversight
{structural benchmark for this review).

*  The performance criterion for end-September 201 1 on the cumulative Excheguer
primary balance was met with & margin, as was the indicative target on stock of
Central Government net debt. The continuous performance criterion on
non-accumulation of external payment arrears is also met.

This performance comes at a time when there have been both positives and negatives for
Ireland. On the negative side, the growing uncertainty in relation to Euro Avrea debt has
contributed to increasing financial market pressures. This in turn s being reflected in a
deteriorating outlonk for the world ecomomy which 18 contributing to a heighiened risk
outlook. On the positive side, growth has resumed |, albeit mainly export led. Our banking
sector is now attracting private investment and is also successfully funding in the private
market. In addition, the Euro Arca Heads of State and Government of 21 July this vear, made
the welcome and significant decision to reduce the cost of EFSF loans, and this was followed
by similar commitments in respect of the EFEM loan and our UK bilateral Boan. Further sieps
toward establishing a comprehensive framewaork (o address the crisis facing the region were
taken on October 26, These positive developments have been reflected in our bond spreads
which, though still high, have narrowed considerably from the elevated levels seen earlier




this vear, Agamst this background, we are proceeding with the process of preparing Budget
2012, and we have recently published our medium-term fiseal strategy, which sets out our
fiscal targets for 2012 and for the vears up to 2015, In the case of Budget 2012, we are
committed to meeting the deficit target of 8.6% of GDP, and will take the high quality
adjustment measures necessary to achieve this target,

. In the attached Memorandum of Economie and Financial Policies (MEFP), we set out
our plans to further advance towards meeting the objectives laid out in our programme
supported by the Extended Arrangement and by the ELLL Based on the strength of these
policies, and in light of our performance under the programme and our continued
commitment, we request the completion of the fourth review under the Extended
Arrangement. We also request that the fourth purchase in an amount equivalent to

SDR 3.309 billion becomes available at the time of completion of the review.

3 Looking forward, the financing need outlook for the vears 20012 and 2013 remains
broadly in line with expectations at the third program review. Nevertheless, given our
intention to seek to regain access to market financing during 2002 as conditions permit, and
the heightened need to maintain a prudent liquidity position to ensure market confidence
owing to intensified external volatility, we request a rephasing of purchases within 2012,
Specifically, we request that the purchase 10 become available at the time of the ffth review
he in an amount equivalent o SDR 2.79 billion, with the additional amount taken equally
from the purchases currently scheduled [or the seventh and eighth reviews..

4. We propose that quantitative performance criteria under the arrangement be
established for 31 March 2012, as st out in the attached MEFP. As detailed in the MEFF, we
also propose two new structural benchmarks - on eredit union reforms and policies to address
unemployment - against which to measure progress under the programme (MEFP Table 3).
The Technical Memorandum of Understanding (TML} ¢xplains how programme largets are
measured, Based on our strategy to underpin the solvency and viability of the credit union
sector, we are requesting that the adjustor on bank restructuring costs be extended to include
any resolulion costs which may arise for eredit unions based on our strategy to underpin the
solvency and viability of the sector.

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

3 December 2010, 28 April 2011, 28 July 2011, and in this letter are adequate to achieve the
objectives of our programme. The degree of uncertainty and marging of error surrounding
macroeconamic and fiscal projections over the pericd remain high, due mainly, but mot
exclusively, to imemational cvents.. We stand ready to lake any corrective actions thal may
become appropriate for this purpose as circumstances change. As is standard wnder Fund-
supported programmes, we will consult with the Fund, the European Commission and the
ECB on the adoption of such actions in advance of necessary revision of policies contained
i this letter and the attached Memorandum,




6. This letter is being copicd to Messrs. Draghi, Juncker, Rehn, and Rostowsk

Sincerely,

Michael Noonan, T.D. Patrick Honohan

Mimister for Finance Crovernor of the Central Bank of [reland




CONFIDENTIAL DRAFT
IRELAND

MEMORANDUM OF UNDERSTANDING
ON
SPECIFIC ECONOMIC POLICY CONDITIONALITY

(THIRD UPDATE)

October 2011

With regard to Council Regulation (EU) n® 407/2010 of 11 May 2010 establishing a
Evropean Financial Stabilisation Mechanism (EFSM), and in particular Article 3(5) thereof,
this third update of the Memorandum of Understanding on Specific Economic Policy
Conditionality (Moll) details the general economic policy conditions as embedded in
Council Implementing Decision 20011/77EU of 7 December 2010 on granting Union
financial assistance to Ireland,

The quarnerly disbursement of financial assistance from the European EFSM' will be subject
to quarterly reviews of conditionality for the duration of the programme. Release of the
instalments will be based on observance of quantitative performance criteria, respect for EU
Council Decisions and Recommendations in the context of the excessive deficit procedure,
and a positive evaluation of progress made with respect to policy criteria in the Memorandum
of Economic and Financial Policies (MEFFP) and this updated Mol which details and further
specifies the criteria that will be assessed for the successive reviews up to the end of 2003 17
targets are expected to be missed, additional action will be 1aken.

For the duration of the ELTMF financial assistance programme the Inish authorities will take
all the necessary measures to ensure & successful implementation of the programme and
minimise the costs to the taxpayvers, while protecting the most vulnerable, In particular, they
commit o

- Rigorously implement fiscal poficy consistent with the requirements of the
excessive deficit procedure. In particular, the Department of Finance and the
Department of Public Expenditure and Reform will continue to ensure tight
supervision of expenditure commitments by the line departments, and effective
tax collection, to ensure that the primary deficit target in cash (see Table | of
MEFP and the Technical Memorandum of Understanding, TMU) and the
general Government nominal budget deficit on ESA95 basis as set oot in the EL

! O 28 Movember 2010 Exrogroup and ECOFIN Ministers issued a statement clarifying that euro-area and EU
Firmncizl SUppaT will be provided on the basis of the PrOETammE which has been nugnllalurj with the lrish
authorities by the Commission and the IMF, in lizison with the ECB, Further to the Uinion support from the
EFSM, loans from the EU and its Member States will include contributions from the Furopsan Financial
Stabdlity Facility (EFSF) and bilseral lending support from the United Kingdom, Sweden, and Denmark. The
Loan Fagility Agreements on these financing comnbutions will specify that the disbursements there under are
subject 1o the compliance with the conditions of this Memorandum




Counci] Recommendation on excessive deficit procedures are achieved, Any
additional unplanned revenues must be allocated 1o debt reduction. Moreover,
the nominal value of Social Welfare pensions will not be increased.

- Continuously monitor financial markets o exploil opporunities o retum o
commercial funding as soon as possible,

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

- Consult ex-ante with the European Commission, the ECH and the IMF on the
adoption of policies that are not included in this Memorandum but that could
have a material impact on the achigvement of programme objectives,

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

- All information required to monitor progress during programme implementation
and to track the economic and financial situation.

- A compliance report on the fulfilment of the conditionality prior to the release of
the instalments.

- Reliahle and regular availability of budgetary and other data as detailed in
Annex 1.

L. Actions for the fifth review (actions to be completed by end (4-2011)
Fiscal consolidation

o Following the conclusion of the Comprehensive Review of Expendimre [CRE),
Government published the Medium-Term Fiscal Statement on 4 Movember 201 1, setting out
a medium-term fiscal consolidation plan for 2002 = 2015 outlining the overall composition af
revenue and expenditure adjustments for each year, consistent with the tangets set out in the
Council Recommendation in the context of the excessive deficit procedure. Moreover, by
2012 Budget day in early December 201 1, Government will anchor this consolidation plan in
binding medium-term expenditure cash ceilings and will set out revenue and expenditure
measures o deliver the needed adjustment,

o Government will propose a budget for 2002 aiming 1w further reduce the general
Government deficit in line with the fiscal targets set out in the Council Recommendation in
the eontext of the excessive deficit procedure and including the detailed presentation of
consolidetion measures amounting to €3.8billion, [ The Government will introduce:

o Reveniwe measures to vield €].6 hillion® incloding:

! Inclusive of car ryover of El.G billion. The Universal Socal Charee 15 alse expecied 10 deliver EDL4 billion in
additional revenues in 2012, This s nol part of the £3.& hillion cverall adjustreent as it i already included in the
Badgetary hase figures




An increase in the standard VAT rate
Increases in other indirect taxes
- A Property tax
A reform of capital gains tax and capital acquisitions tax.
o Expenditure reduction of EUR €2.2 billion including:
- Social expenditure reductions.
= Reduction of public service numbers and public service pension adjustments.
- Dther programme expenditure, and reductions in capital expenditure,
Without prejudice to the minimum consolidation amount referred to in the previous
paragraph and in consultation with the staff of the European Commission, the IMF and the

ECB, the Government may substitute one or more of the above measures with others of
equally good gquality following further analysis of the recently completed CRE].

Financial sector reforms
Recapitalization

» Government will ensure that the recapitalization of banks, as identified in the 2011
Prudential Capital Assessment Review, will be completed subject to appropniate adjustments
for asset sales of IL&P,

Deleveraging

* Apupdate on progress of the banks' implementation of their deleveraging plans under the
PLAR 2011 and any related actions will be discussed with the staff of the European
Commission, the ECB and the IMF. In addition, the Irish authorities, in consultation with the
staff of the European Commission, IMF, and ECB, will monitor ¢losely the evolution of the
Met Stable Funding Ratio (NSFR) and the Liquidity Coverage Ratio (LCR) in order to ensure
convergence to Basel 3 standards by the relevant dates.

Reo rganisalion

# The Irish authorities will report on progress in implementing the strategy for the
reprganisation of Irish credit insttutions and discuss it with stafl of the European
Commission, the ECB and the IMF. The Insh authorities will continue to work to obtain the
gpproval of the European Commission of the restructuring plans for the banks in the context
of the ongoing State Aid cases,

= The Irish authorities, in consultation with the staff of the European Commission, the IMF
and the ECH. will complete the assessment of options 10 strengthen the restructuring plan for
IL&P.




Credil wmions

#  The Irish authorities will act to underpin the solvency and viability of the credit union
sector while minimising the fiscal cost. As an immediate step, the authorities will deal with
weaknesses in the most troubled institutions in accordance with State aid rules while
protecting depositors to ensure financial stability. A commitment to initial resolution funding
of €250 million will be made from the Exchequer in Q4 2011 which will be based on a
principle of recoupment over the medium term via a levy under the Central Bank and Credit
[nstitutions (Resolution)™No.2) Act 201 1.

Financial supervision

# The lrish authorities will present a comprehensive report on progress in implementing the
Central Bank of Treland’s action plan for strengthening supervision of credit institutions and
discuss it with the staff of the European Commission, the ECB and the [MF.

# The Central Bank of Ireland will issue guidance to banks for the recognition of
accounting losses incurred in their loan book. Specifically, the Central Bank of Ireland will
begin requiring the banks: (i) on core assets, w increase the consistency and conservatism in
their impairment triggers and provisioning model inputs including imter alia: period of
arrears, emergence pericds, cure rates and collateral valuoe, and treatment of restructured
loans and forbearance; (ii) on non-core assets (assets under deleveraging) to provision to
reflect losses arising from their planned disposal, taking account as appropriste of the
PLARTCAR analysis. We will ensure that the principles goveming these disclosure
requirements are made transparent 5o as 1o ensure that bank reporting is fully understond.

* The Central Bank of Ireland will publish new guidelines for the valuation of collateral for
bank loans by end December 2011,

Structural reforms

To prepare for the introduction of water charges

o  CGovernment will prepare proposals for implementation of the recommendations of the
independent assessment of transfer of responsibility for water service provision from local
authorities to a water utility in consuliation with European Commission Services with a view
to starting charging during the EU/IMF Programme period.

T better targer social support expendittre

*  The Department of Social Protection will build on their recent studies on working age
payments, child income support and disability allowance with a view to producing, afier
consultation with stakeholders. a comprehensive programme of reforms that can help bener
target social support to those on lower incomes, and ensure that work pavs for welfare
recipients. To this end, the Department will submit a progress report by end-December 20101,




T increase compeiition

* Buoilding on the Competition (Amendment) Bill, the Irish authorities will engage with
European Commission services and discuss measures to further enhance the competition
enforcement framework and present amendments to the Bill where appropriate.

To reform labour market

*  Building on the time-bound action plan presented in September 2011, authorities will
present legislation 1o the [6il to modemnise Registered Employment Agreements (REAs) and
Employment Regulations Ovders (EROs) with a view to reducing the possible negative
impact on job creation and competitiveness of existing arrangements. The Irish authorities
will engage with the staff of the Evropean Commission, the [MF and the ECB on the basis of
draft legislation in advance of publication.

Structural fiscal reforms

To further reform kev sectors of the economy

»  Government will consider options for an ambitious programme of asset disposals, based
on the Programme for Government and the report of the Review Group on State Assets and
Liabilities. Government will prepare a drafi programme of asset disposals in this context and
discuss it with the staff of the Ewropean Commission, the IMF and the ECB by end-
December 2011 in advance of taking final decisions on the programme to be pursued. The
draft programme will include the identification of the potential assets to be disposed, any
necessary regulatory changes and a timetable for implementation, and an assessment of their
classification as financial or non-financial transactions.

#  The draft programme will include the identification of the regulatory steps and changes
deemed necessary, including those required 1o be consistent with relevant EU legislation, in
relation to the options under consideration before the sale of a minority stake in the
Electricity Supply Board (ESB) can be finalised.

L. Actions for the sixth review (actions to be completed by end Q1-2011)
stroctural fiscal reforms
To reinforce the credibility of the budeetary process

«  Government will introduce a Fiscal Responsibility Bill consistent with the economic
governance framework at the EU level, including provisions for a medium-term budgetary
framewaork, fiscal rules and the Fiscal Advisory Council. The Bill will assure the Council’s
independence through clear arrangements for Council memberships, including consuliation




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

Financial sector reforms

PCAR 201 2

The Irish authorities will report on the evolution of the capital up 10 end December 2011,
within the banks eovered by the PCAR and will present and discuss its findings with the staff
of the European Commission, the ECB and the IMF by end February 2012,

»  The 2012 PCAR exercise will be carried out in the context of the 2012 European Banking
Authority (EBA) stress tests. The Irish authorities will agree with the staff of the European
Commission, IMF and ECB on the specific features of the methodology building on the
strengths of the PCAR 2011,

Deleveraging

* The Irish authorities, in consultation with the staff of the Evropean Commission, IMF and
ECB, will assess banks' performance vis-a-vis the apgreed asset disposal targets. In line with
the monitoring system set up, actual and forecast LDRs, NSFR's and asset disposals shall be
reported by the hanks to the Central Bank of Ireland every six months (first report was issued
on 31 July 200113 Such reports will include (i) progress achicved towards interim target; (ii)
forecast of LDR and NSFR for the end of the next period; (iii) a detailed plan of action to
meet the next interim target; and (iv) actual and planned asset disposals. If actual or forecast
asset disposals fail w meet the interim targets for the guanturm of asset disposals, the Irish
authorities will inform the staff of European Commission, IMF, and ECB within 14 days of
becoming aware of such failure. The Central Bank will then oversce the remedial actions to
ke taken by any bank in question including a prompt timetable for their implementation. In
addition to providing the six-monthly report, the lrish authorities will update the staff of
European Commission, the IMF and the ECB on progress in the intervening gquarters.

« The Irish authorities, in consultation with staff of the European Commission, IMF, and
ECR, will monitor closely the evolution of the NSFR and the LCR in arder 1o ensure
convergence to Basel 3 standards by the relevant dates.

Rearganisation

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

Supervision

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




Structural reforms

T reform the personal debt regime

*  CGiovernment will introduce legislation (o reform the personal debt regime to the Houses
of the Oircachtas with the objective of lowering the cost and increase the specd and
efficiency of proceedings, while at the same time mitigating moral hazard and maintaining
credit discipline.

To further reform key sectors of the economy

* In line with the ome-bound action plan submitted in September 201 |, authorities wall
publish a public consultation drafl of updated retail planning guidelines which include, infer
alig, the agreed changes to the retsil size caps in Ireland. Building on representations
received by end-201 1, authorities will issue finalised retail planning guidelines which include
the agreed changes to retml size caps.

To improve the aciivation of the unemploved

*  The Irish authorities will take steps to strengthen activation and traiming policies to help
jobseskers pet back to work and will commission and publish an external evaluation of the
revised national employment action plan to ensure:

« (hat the large numbers of unemployved across all regions, including the long-
term unemploved, have adequate incentives and =kills needed to return o
wiork; and

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

o proup intervention statistics (3 to & monthe):

o ongoing intervention statistics (post 6 months) incleding numbers and
level of penalty sanctions,

= Based on its recommendations the Department of Social Protection will prepare an
implementation plan by end-March 2012

Fov bedter favget social suppori expenditure

#  The Department of Social Protection will submit to Government the comprehensive
programme of reforms thal can help betier targeting of social suppon to those on lower
incomes, and ensure that work pays for welfare recipients

To increase competition




= Authorities will undertake & review of the resourcing of the Competition Authority and
report on whether it 15 sufficient 1o allow adequate enforcement capacity of the new
legislative framework.

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

PCAR 2012

*  The PCAR for 2012 will be completed. Before publication, the results of the PCAR for
2012 will be assessed, together with the staff of European Commission, the ECB and the
IMFE. The results and methodology usad will then be published in detail and on a bank-hy-
hank basis by 30 June 2012, Based on these results. the authorities will ensure that banks are
adegquately capitalised

Dieleveraging

An update on progress of the banks' implementation of their deleveraging plans under the
PLAR 2011 and any related actions will be discussed with the staff of the European
Commission, the ECB and the IMF. In addition, the Irish authorities, in consultation with the
the staft of the Evropean Commission, IMF, and ECB, will monitor closely the evolution of
the NSFR and the LCR in order to ensure convergence 1o Basel 3 standards by the relevant
dates.

Credit Uinigns

*  As recommended by the interim report of the Commission on Credit Unions, the legal
provision that requires credit unions to maintain an amount, under the terms of the Deposit
Guarantee Scheme, in the Deposit Protection account at the Central Bank will become
effective in 2012 .

« The restructuring process will take account of the interim repont of the Commission on
Credit Unions and any further recommendations made by the Commission on Credit Unions
on the revised structure lor the sector. The Insh authorities will publish legisiation to
strengthen the regulatory framework, including making legislative provision for effective
governance standards and prudential requirements.

Rearganization

e The Irish authorities will report on progress in implementing the strategy for the
rearganisation of lrish credit institutions and discuss it together with the staff of the European
Commission, the ECH and the [MF




Fimancial Supervision

* The Irish authorities will present a comprebensive report on progress in implementing the
Central Bank of lreland’s action plan for strengthening supervision of credit institutions and
discuss it together with the stafl of the Evropean Commission, the ECB and the [MF

Structaral reforms
f'o gssist in covering financing needs and fo imcrease competition

« Based on the results of the assessment of the efficiency of the electricity and gas sectors,
the authorities will further strengthen the regulatory and market reform programme in
consultation with staff of the European Commission Services, with a view 1o increase
efficiency, improve governance, strengthen competition and improve these sectors’ ability to
contribute towards covering Ireland's financing needs and improving its growth potential and
EConomic TECOVETY.

To increase competition

+  Authorities will ensure that resourcing of the Competition Authority is sufficient to
ensure adequate enforcement capacity of the new lepislative framework on the basis of
the review undertaken in Q1 2012,

4. Actions for the eighth review (actions to be completed by end (3-2012)
Financial sector reforms

Deleveraging

»  Asset disposal monitoring — as per requirement under Financial Sector Reforms in 6"
Review (1 - 2012).

¢ The Irish authorities, in consultation with the stafl of the European Commission, TMF,
and ECB, will monitor closely the evelution of the NSFR and the LCR in order 1o ensure
convergence to Basel 3 standards by the relevant dates.

Reorganization

* The Irish authorities will report on progress in implementing the sirategy for the
renrganization of Irish credit institutions and discuss it together with the staff of the European
Commission, the ECE and the IMF,

Financtal Supervision

*  The [rish authorities will present a comprehensive repon on progress in implementing the
Central Bank of Ireland's action plan for strengthening supervision of credit institutions. and
discuss it logether with the staff of the European Commission, the ECB and the IMF.

+  Government will present to Ddil Eireann legislation to establish a statutory credit risk
register




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

*  [Government will propose a budget for 2003 aiming at a further reduction of the general
Government deficit in line with the fiscal targets set out in the Council Recommendation in
the context of the excessive deficit procedure and including the detailed presentation of
consolidation measures amounting to €3.5 hillion. The EU/IMF Programme of Financial
Support for Ireland agreed in December 20100 provides for the following commitments in
relation to measures for 2013

o Revenue measures to raise at least €1.25 hillion " will be introduced, including:
- A broadening of personal income tax baseA restructuring of motor taxation
- A reduction in general tax expenditures.
- An increase in excise duty and other indirect taxes.

o Expenditure reductions of no less than €2.25 billion, including:
- Social expenditure reductions.
- Reduction of public service numbers and public service pension adjustments,
- (ther programme expenditure, and reductions in capital expenditure.

Without prejudice to the minimum consolidation amount refemmed to in the previous
paragraph and in consultation with the staff of the European Commission, the IMF and the
ECE, the Government may substitute one or more of the above measures with others of
equally good quality follnwing further anal}'.l;is of the n:r.n:nil}- cnmplciw:l f.'RF_.]

Financial sector reforms

Deleveraging

#  An update on progress of the banks” implementation of their deleveraging plans under the
PLAR 2011 and any related actions will be discussed with the staft of the European
Commission, the ECB and the IMF. In addition, the Insh authorities, in consultation with the
stafT of the European Commission, IMF, and ECH, will monitor closely the evolution of the
MNSFR and the LCR in order to ensure convergence 10 Basel 3 standards by the relevant dates,

Reorganisation

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

Faclusive of carmpover from 2072




Financial Supervision

*  The Inish authorities will present a comprehensive repont on progress in implementing the

Central Bank of Ireland’s action plan for sirengthening supervision of credit instiutions and
discuss it together with the staff of the European Commission, the ECB and the [MF,

Structural reforms

To increass compeiition

« (n the basis of a report from authorities on developments to be provided by end (4
2012, the authorities in consultation with staff of the European Commission, IMF and the
ECB will review whether sufficient progress has been made toward the goal of strengthening
competition law enforcement by ensuring the availability of effective sanctions for
infringements of Irish competition law and Articles 101 and 102 of the Treaty on the
Functioning of the European Union and the functioning of the Competition Authority, and
whether additional measures will be required.

6. Actions for the tenth review (actions t0 be completed by end 1-2013)
Financial sector reforms
PCAR 2013

# The [rish authorities will peport on the evolution of the capital up to the end of December
2012, within the banks covered by the PCAR and will present and discuss its findings with
the staff of the European Commission, the ECB and the IMF by end February 2013,

# The 2013 PCAR exercise will be carried out in the context of the 2013 European Banking
Authority (EBA) stress tests. The Irish authorties will agree with the stafT of the European

Commission, IMF and ECB on the specific features of the methodology building on the
strengths of the PCAR 2011,

Deleveraging

s Asget disposal monitoring - as per requirement under Financial Sector Reforms in 6™
Review (Q1 —2012).

* The Insh authorities, in consultation with the stall of the European Commission. 1MF,
and ECB, will monitor closely the evolution of the NSFR and the LCR in order to ensure
convergence to Basel 3 standards by the relevant dates.

Reorganisation

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

Financial supervision




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

7. Actions for the eleventh review (actions to he completed by end Q2-2013)
Financial sector reforms

PCAR 2013

#  The PCAR for 2013 will be completed. Before publication, the results of the PCAR for
2013 will be assessed, together with the stafl of the European Commission, the ECB and the
IMF. The results and methodology used will then be published in detail and on a bank-by-
bank baszis by 30 June 2013, Based on these results, the lrish authorities will ensure that
banks are adequately capitalised.

Deleveraging

» Anupdate on progress of the banks' implementation of their deleveraging plans under the
PLAR 2011 and any rclated actions will be discussed with the staff of the Euvropean
Commission, the ECB and the [MF, In addition, the Irish authorities, in consultation with the
statl of the European Commission, IMF, and ECB, will monitor closely the evolution of the
NSFR and the LCE in order 1o ensure convergence to Basel 3 standards by the relevant dates.

Reorganization
» The Irsh authorities will report on progress in implementing the strategy for the

reorganisation of lrish credit institutions and discuss it together with the staff of the European
Commission, the ECB and the IMF.

Financial supervision

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

8. Actions for the twelfth review {actions to be completed by end (3-2013)
Financial sector reforms
Deleveraging

o Aszet disposal monitoring — as per requirement under Financial Sector Reforms in 6°
Review (01 —2012).

« The Irish authorities, in consuliation with the staff of the European Commission, [MF,
and ECB, will monitor chosely the evalution of the NSFR and the LCR in order to ensure
convergence to Basel 3 standards by the relevant dates




Rearganisation

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

Fimancial Supervizion

*  The Irish authorities will present a comprehensive report on progress in implementing the
Central Bank of Ireland’s action plan for strengthening supervizion of credit institutions and
discuss it together with the staff of the European Commission, the ECH and the IMF,

9. Actions for the thirteenth review (actions to be completed by end Q4-2013)
Financial sector reforms
PCAR 2001 3

»  The Irish authorities will report on the evolution of the capital up to the end September
2013, within the banks coverad by the PCAR and will present and discuss its findings with
the European Commission, the ECBE and the IMF by end 2013

Deleveraging

= A final report of the banks' implementation of their deleveraging plans under the PLAR
20011 and their compliance with the LDR target will be discussed with the European
Commissicn, the ECB and the IMF. In addition, the Irish authorities, in consultation with the
Europeain Commission, [MF, and ECB, will monitor closely the evolution of the N5FR and
the LCR in order to ensure convergence to Basel 3 standards by the relevant dates.

HUI’”',S.{{HI.’.W”MFI
* The Irsh authorities will report on progress in implementing the strategy for the

reorganisation of Irish credit institutions and discuss it together with the European
Commission, the ECB and the IMF,

Financial Supervizion

¢  The Irish authorities will present a comprehensive report on progress in implementing the
Central Bank of Ireland’s action plan for strengthening supervision of eredit instinstions and
discuss it together with the European Commission, the ECH and the IMF




Annex 1. Provision of data

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

To be provided by the Department of Finance in consultation with the
Department of Fublic Expenditure and Reform as appropriate
Ref, | Repont Frequency
F.l Monthly data on adherence to budiget targets (Excheguer statemnent, | Monthly, 10 days after the
details on Exchequer revenues and expenditure with information an | end of each month
Social Insurance Fund fo follow as soon as practicable).
F.2 Updated monthly report on the Exchequer Balance and General Monthly, 20 days after the
Government Balance outlook for the remainder of the year which end of each month
shows tranzition from the Exchequer Balance to the General
Government Balance (using presentation in Table 1 and Tahle 24
of the EDF notification).
F.2 1}u;.'|rl.erl_'f data on mamn revenue and expendifure items of Tocal Cluarterdy, B0 dn:,.-;. after
Government. the end of each quarter
Fa4 Cuearterty data on the public service wage bill, number of Cuarterly, 30 daye after
emplovees and nverage wage (using the presentation of the Pay and | the end of cach quarter
Pension Bill with further details on pay and pension costs of local
authorities).
F5 Chearterly data on general Government accounts, and general Cruarterly accrual data, 90
Government debt as per the relevant EU regulations an statistics, days afler the end of each
Guarer
F.4 Ulpdated annual plans of the g:nual Governmend balance and its 30 -:Iu':.-s afer EDP
breakdown into revenue and expenditure components for the natifications
current year and the following four years, using preseniation in the
stahility programme's standard table on general Government
budgetary prospects.
kT [hsta on short- and medium- Song-term debt falling due (all Cnarterly , 30 working
instruments) over the next 36 months (interest and amortisation) for | days after the encd ol each
Non-Commeercial Stale Apencies quarter
F.& [kata on short- and mediom- Jong-teem debt falling due (all Cusarterly , 30 working
instruments ) over the next 36 manths (interest and amortisation) for | days after the end of each
local authorities quarier
F.a Diata on short- and medium- Jong-term debe falling due (all Chnrterly, 30 working
instrumems b over the next M months for State- owned commesgial | days after the end of each
enterprises (interest and amort isation} quarer
F.10 | Assesoment report of the management of activaticm p-cs'lic::g and on Cunrterly, 30 warkmg
the outcomes of_iob seekers' search activities and pm'l'in;'ip.'lriw in davs after the end of each
laboisr market programimes. quamer.
Fil | Repon on progress achieved towards interim PLAR targets and Cuarterly, 10 working
aetual and planned asset disposals. days afier the end of each
quarier.
To be provided by the NTMA
.1 Monthly mformation on the Government's cash postion with Muorthly, three working
indication of sounces as well of number of days covered days afler the @nd of eacl
moth




.2 Data on below-the-line Flnm:ing fior central Crovernment, Maonthly, no leter than 13
days afier the end of each
manth

M3 Diata on public debt and new guarantees issued by central Manthly. 30 working days

Government to public enterprises and the private sector afier the end of each
I'I1i.'!I1I:|'I
M4 | Dara on shor-, medium- and long-term debt falling due (all Maomnthly . 30 working
instrurnents) over the next 36 months (interest and amortisation) foe | davs after the end of each
central Government, manth
NE Updated estimates of financial sources (bonds issuance, other Monthly, 30 working days
financing sources) for the banking and Government sectors in the afier the end of each
next 12 months month
To be provided by the Central Bank of Ireland
[o] Ihe Central Bank of Ireland’s balance sheet, Weekly, next working day
C2 | Individual maturity profiles (amortisation only) for each of the Momthly, 30 working days
domestic banks will be provided as of the last Friday of each after each month end.
mionth.
C3 | Detailed financial and regulatory information (consclidated data) Carterly, 35 working
on domestic individual Irsh banks and the banking sector in total days after the end of each
especially regarding profitability (P&L), balance sheet, asset quarier
quality, regulatory capital; PLAR funding plan forecacts

C4 Detailed miormation on deposits for the last Friday of each month Maonthly, 30 working days
after cach month end.

C.5 Data on lighilities covered under the ELG Scheme for each of the Monthly, 30 warking days

Covered Institutions, after each month end.

C.6 | Deleveraging committes minutes and deleveraging sales progress Monthly, reflecting

sheets, detailing pricing,quantum, and other relevant result metrics.

committes meetings held
each rmonth




CONFIDENTIAL DRAFT
IRELAND: MEMORANDUM OF ECONOMIC AND FINANCIAL POLICIES
A, Hecent Economic Developments and Outlook

L. The economic recovery gathered pace in the frst half of 2011, but the global
slowdown is expected to dampen growth throogh 2002, GDP grew at 2% percent on an
annual basis in the second quarter, reflecting strong net exponts and rebuilding of stocks.
However, growth is likely to be modest in 2001 and 2012, as weakening external demand is
diminishing export growth prospects—although the continuing recovery in Ireland’s
competitiveness will provide a cushion—and domestic demand is expected to continue
declining, although at a moderating rate. The current account surplus is expected to expand,
Annual HICP inflation was 1% percent in September. Inflation is expected to remain low
because domestically driven inflationary pressures remain weak and the effects of higher
international commodity prices will taper off.

2. There has heen a welcome improvement in market sentiment toward Ireland, vet
risks remain, and we will protect and build on these gains by sustaining firm
implementation of the program. We have continued to implement the program in a
determined manner, advancing the financial reform strategy we adopted in March 2011,
keeping the budget on track, and moving forward with a package of structural reforms (o
cnhance competitivencss, The welcome July 21 European agreement has suhstantially
lowered Ireland’s debt burden and rollover nesds. Topether with conerete sipns of recovery,
these factors have been reflected in a notable decline in Irish sovereign spreads in recent
months. Nevertheless, amid stresses in the euro area, sustained firm program implementation
matched by continued strong Evropean support will be reguired to underpin prospects for
regaining markel access al an early stage.

B. Fiscal Policics

i The substantial fiscal consolidation targeted for 2011 will be achieved. The front-
Ipaded package of permanent consolidation measures agreed under the programme is being
implemented in full, Revenues have performed broadly on profile despite a more challenging
domestic demand environment than envisaged at the time the targets were set. Moreover,
aperegate spending has been kept to hodseted allocations even in the face of pressures
arising from higher-than-expected unemployment. We have met all owr gquanerly fiscal
targets this year, and the expected end-yvear general government deficit 15 within the 106
percent of GDP ELVIMF-supported programme cetling

4. The Government remains committed to an ambitious medium-term fiscal
consolidation efTort te put the debt ratio lirmly on a downward path. As laid out in the
Medium-Term Fiscal Statement, additional consolidation of some €12.4 billion will be
implemented over the next four years 1o bring the general government deficit to below
3 percent of GDP by 2015, in line with the Stability and Growth Pact targets. The following




table sets out the phasing and composition of the required adjustment effort. In the cumment
challenging external environment, with increased risk to the medium-term fiscal position,
this consolidation plan strikes an appropriate balance between debt reduction imperatives and
the need to preserve confidence in growth and job creation.

1. Budgetary Consolidation 2012-15, in €billion 1/

i ——

2012 2013 W4 | 2015

Expenditure 22 2,25 20 | 1.3
Current I.45 1.70 1.9 1.3 .
Capital @73 | o055 | o1 | oo |
Revenue l6 | 125 1.1 0.7 |
Consolidation iR 35 31 0

1/, The figures in rhe table above are consistent with the Meditm-Term Fiscal Statement published on 4
Navember. The anmial consolidartion ameums include an element af carryover from measures implemented in
previous pears. The Universal Social Charge is also expected to deliver 0. 4bin in addiional reveres in 2002,
This is nof part of the €3.80 package as it is already incleded in the Budgetary base fipures

5. In implementing this consolidation, we will he guided by our aim to focus
government expenditure on key services while protecting the most vulnerable. The
recently completed Comprehensive Review of Expenditure (CRE) was a root and branch
survey of Government that identificd 8 range of concrete options for savings which will
deliver the bulk of consofidation over the medium term. Morcover, consistent with our
commitment o protect the most vulnerable, we have opted for a selective approach that aims
at better targeting social support and reforming entitlements, rather than pursuing across-the-
board reductions in primary social welfare rates,

6. Underscoring our commitment to fiscal consolidation, Budget 2002 will deliver
an enchanged general government deficit target of 8.6 percent of GDP. The Budget will
be submitted 1o the Circachtas on December & (prior action). The government will adopt
consolidation measures amounting to €38 billion comprised of expenditure savings of
€2.2 billion and revenue measures contributing €1.6 hillion.

T [We have designed the measures underpinning the 2002 consolidation with a
view (o enhancing public sector efficiency, while protecting growth and employment:




* Spending measures: Cur €145 hillion current expenditure adjustments are based on
targeted savings in (i} the wage bill (€[ ] billion) arising mainly from [ 1000 public
service numbers reductions; (ii) social welfare (€] ] billion), where we are reforming
entitiements, reducing unemployment traps and improving the targeting of our social
supports; (i1ip various departmentzl programs (€] ] billion). In addition, reductions in
the capital budget of €0,75 hillion will he achieved through reprioritizing spending
and deferming a number of large and expensive capital-intensive projects.

* Revenue measures: After successive budgets in which income tax burdens were
raised significantly, and given the already large carryover of some €0.6 billion into
2012 from income tax increases in 2011, we have decided to focus on indirect tax
increases to deliver the bulk of the €1 billion additional tax effort required in 2012,
To this end, the VAT rate is being raised by 2 percentage points to 23 percent, which
will generate €[0L.67] billion. We are also taking the first strides toward a value-based
property tax, by introducing a €100/vear household charge on primary residences.
This will yield about €[0.16] billion and provide a stable funding source for local
govemnments in the years ahead. A further €0.1 billion in revenue effort will obeain
feom a reform of capital gains taxation. The remaining revenue requirement will be
raised through increases in other forms of indirect taxation. |

. Budget 2002 will detail high-quality measures to deliver our planned medinm-
term consolidation, along with binding medivm-term expenditure envelopes. To balsier
the credibility of our medivm-term plan and reduce uncertainty about future fiscal measures,
we will set out on Budget Day revenue and expenditure measures for 2013-15 and their
fiscal impaﬂ. The 1:!'-‘}' Fevenue .1p]1mac|'| invelves a continued redirection of p(l'|i|:§.'
adjustment away from direct taxation to indirect taxation. On the spending side, we will
continue a programme of wage bill reductions, welfare reform and other programme
spending efficiencies and reductions. To anchor the expenditure effort, the budget will also
include binding annual nominal expenditure ceilings for all Departments covering the period
2001 2-14 {end-December 200 | structural benchmark).

9. Institutional reforms are underway to support fiseal consolidation in the
medium term and to enderpin the soundness of fiscal policy on an ongoing basis, A
Fiscal Responsibility Bill, which will give effect to key articles of the recently adopted EU
Directive on requirements for budgetary frameworks, will be submitted to the Oireachtas by
end-March 2012, The Bill will establizh a fiscal rules framework to ensure that public
finances are managed in a prudent and sustainable manner. and in accordance with the
requirements of the Stability and Growth Pact. The Bill will also provide for the
establishment of the Irish Fiscal Advisory Council on a statutory basis, The Bill will assure
the Council’s independence through clear arrangements for Council memberships, including
comsultation with a relevant Committes of the Oireachtas for nomination, appointment,
extension and termination {end-March 2002 structural benchmark). The Govemment will

ensure that the Council is adequately Tunded over time




. Financial Sector Policies

10. We have made substantial progress in restoring the health of the Irish lnancial
system, and will continue to press forward with reforms to protect these gains and
address the challenges remaining. The recapitalization of the banking sector has been
substantively completed at lower fiscal cost than expected due to private participation and
burden-sharing. Improved confidence is reflected in the ability of banks to secure term
funding. Deleveraging is advancing despite challenging conditions and it is likely the
domestic banks will meet their disposal objectives for end-2011 though transaction risks
remain. The priorities now are to strengthen bank balance sheets, expand their access (o
market funding, and develop banks™ capacity to lend soundly in order to support the
TECOVETY,

Enhancing quality and transparency of banks® balance sheers

11.  Enhancing the quality of banks’ balance sheets is critical to bringing privaie
funding and ownership back to the fnancial system. An immediate priority is o
strengthen banks® disclosure and provisioning practices. In addition, tools are being put into
place to facilitate private secior debt restructuring while preserving payment discipline,
which will reduce uncertainty around the value of bank assets.

12.  To buwild confidence in bank assets, we will align disclosure goidamee with
international hest practices. By end-December 2001, we will issue disclosure guidance to
hanks that will cover items such as: standardized definitions related to troubled loans
including arrcars, default, and restructuring. We will ensure that the principles governing
these disclosure guidance are made transparent so as to ensure that bank reporting is fully
understood. These reguirements will be reflected in the 2011 published financial statements,
and we will continue to monitor adherence.

13. Loan provisioning is being put on a more prodent and forward-looking basis,
while remaining in compliance with 1FRS., We will issue guidance to banks for the
recognition of accounting losses in their loan books (end-December 2001 structural
benchmark), Whilst recognizing the differences between provizions and loan loss forecasts
for the end-December 2011 financial accoums, the banks are expected to bring forward a
substantial proporiion of loan losses originally envisaged to be booked in the period through
2003 in the 2011 PCAR. We will ensure that the principles governing these loan provisioning
guidance are made transparent so as to ensure that bank reporting is fully enderstood.

14.  To guide the process of dealing with SMEs in financial difficulties, we have
finalised revisions to the Code of Conduel for Business Lending to Small and Meidium
Enterprises which provide for a framework for how lenders deal with SMEs in
financial difficulties. The new SME Code was published on 47 of Movember 2001 and will
become effective on 1™ of January 2012. The revised SME Code reflects consultations with
stakeholders and secks w facilitate balanced ncgotiations betweeon SMEs and lenders by




requiring lenders to have proper procedures in place for dealing with borrowers facing
financial difficulties (imcluding minimum communication and information standards), where
borrowers show willingness to cooperate and engage in a fair bilateral process for alternative
repayment arrangements to be put in place, The Code makes clear that lenders retain their
rights with respect to liquidation or ather insolvency procedures, Banks will be required to
submit their strategies for addressing arrears in their SME portfolios 1o the CBI by end-June
2012,

15.  The framework to enable households and creditors to deal with unsustainable
debt burdens is being strengthened. Orderly negotiations between lenders and distressed
borrowers are critical to addressing unsustainable howsehold debts while preserving Ireland’s
strong payment culture. To this end, we will continue to monitor implementation of the Code
of Condoct on Mortpage Arrears. An Inter-departmental Mortgage Amears Waorking Group
recammended a range of options 1o address howseholds in different financial situations. The
Government is considering the recommendations and has committed to begin placing
independent mortgage advisors in the field by end-March 2012, The CBI is exercising their
supervisory powers to encourage banks to address the issue proactively.

16. The Government is preparing its strategy for reform of the personal insolvency
regime, which is important to wnderpin this resolution process. We are on track to
finalize a strategv by end-2011 to amend the Bankruptcy Act and create a new structured
non-judicial debt semlement and enforcement mechanism (structural benchmark end-
December), and intend to publish draft legislation by end-March 2012 In parallel, we will
prepare plans to implement the institutional infrastructure nesded to support cut-of-court
settlerments by end-March 2012

Strengihening the resilfence of the ffnancial sector

17. We will continue to ensure the adequacy of bank capital. In the 2012 Prodential
Capital Assessment Review we will maintain the conservative and prudent approach
underpinning the 2011 exercise, including independent loan loss forecasts, in the context of
the EBA stress tests.

18. We are acting to underpin the solvency and viability of the credit union sector,
while protecting the public purse. As an immediate step, we will procesd with actions to
deal with weaknesses in the most troubled institutions while protecting depositors to ensure
financial stability, The costs of transfer will be contained through a competitive process, in so
far as practicable. A commitment to initial resolution funding of €250 million will be made
from the Exchequer in 04 200 1 which will be based on a principle of recoupment over the
medium term via a levy under the Central Bank and Credit Institutions (Resolution) (MNo.2)
Act 200 1, Further funding, up to an amount o be agreed to with our external partners, will be
made available in 2012, if required, for either resolution or stabilisation onee the 2002 Credit
Linton amendment legislation is in place. As recommended by the interim report of the
Commission on Credit Unions, the legal provision that requires credit pnions to maintain an




amount, under the terms of the Deposit Guarantee Scheme, in the Deposit Protection account
at the Central Bank will be commenced in 2012.

19, The restructuring process will take account of the inferim report of the
Commission on Credit Unions and any further recommendations made by the
Commission on the revised structure for the sector. We will publish legislation o
strengthen the regulatory framework including making legislative provision for effective
governance standards and prudential standards by end-June 2012 (proposed structural
benchmark ). The foregoing strategy to restructure the credit union sector and sirengthen the
regulatory and governance framework will help to ensure its’ viability while protecting
financial stability and containing fiscal costs. On this basis, we request that the adjustor in
respect of payments for bank restructuring be extended to include resolution costs for credit
unions, for both the performance criterion on the exchequer primary balance and the
indicative target on net central government debt.

20, While proceeding to evaluate the bids for ILP's insurance arm, an action plan is
being developed to address the challenges facing the banking group. We have reviewed
the ILP restructuring plan that was submitted 1w the European Commission in July. As a
follow-on action, we are working with the institution and its advisors to assess options to
strengthen the restructuring plan. By end-December 2011 we will complete an assessment of
these options.

21. Upgrading supervision and the financial framework. We are taking further actions
to strengthen supervision. We will continue to implement and report on progress with the
Central Bank's action plan for strengthening supervision of credit institutions. As parl of next
year's supervisory work, we will, amongst other things, roll out a new risk assessment
framework (PRISM), assess banks risk weighted asset calewlations and the on-going
accuracy of banks” internal models, continue training and development initiatives for Central
Bank staff, further embed new operational structures to sepport cultural and engagement
maodel changes, and continue 6 monitor banks deleveraging targets. The Supervision and
Enforcement Bill will commence sccond stage in the Déil shortly and is expected to continue
its passage through the Oireachtas in early 2012,

22, Legislation will be published by end-September 2002 in respect of 3 new Central
Credit Register. The proposed new credit register will support more informed lending
decisions and development of improved insolvency procedures, while also providing an
important tool for banking supervision. The data set to be collected is still being finalized,
but will be comprehensive in scope, will include information on restructured as well as new
loans, and will be covered by robust measures fo protect personal information. We will work
to ensure that an effective system is in place 1o deliver comprehensive and accurate data
unigue 1o each borrower, We plan to submit legislation 1o the Oireschtas 1o implement this
approach by end-September 2012,




13, We are strengthening the crisis manapement framework and imposing a levy to
finance a resolution fund for credit institutions. The Central Bank and Credit Institutions
(Resolution) (Mo, 2) Act was passcd by the Cireachias in October 2011, This new steady-
state regime establishes a reselution fund and provides for a range of resolution tools, most
importantly the ability to transfer assets and liabilities to other institutions and the
establishment of bridge banks (where the latter is in the public interest). The parameters of
the levy noted in paragraph 18 will be determined by end-December 2011,

. Structural Reforms

4.  Reforms to sectoral wage agreements are being prepared consistent with the
time-bound action plan completed at end-September. On July 28, the Government
outlined proposed changes to Employment Regulation Orders (EROs) and Registered
Employment Agreements (REAs) aimed at increasing employers” willingness to hire, in
particular in sectors hard-hit by the crisis, and to facilitate the necessary cross sector
adjustment. These announcements took into consideration the implications of the 7 July 20101
High Court ruling which found that sections of the legislation governing wage-sefting
mechanisms within Joint Labour Committees are unconstitutional. The reforms will allow the
targeted abolition of some ERDs; greatly streamline the number of minimum wages set;
require consideration of economic conditions such as unemployment, wage trends, and
international competitiveness in setting wage rates; allow greater flexibility 1o deviate from
EROs for companies facing financial difficulties: and will no longer include conditions of
employment covered in existing legislation, such as compensation for working on Sunday
The reforms also will establish a time-bound process by which REA terms may be varied
without consent of all parties, clarify the representativeness of parties necessary 0 register an
REA, and clarify when REAs may be cancelled, Legislation will be submitted to the
Oireachtas by end-December 2001,

15.  We will strengthen activation and training policies to help jobseckers get back to
work, We will commission and publish an external evaluation of the revised national
employment action plan to ensure;

* that the large numbers of unemploved across all regions, incleding the long-
term unemployed, have adequate incentives and skills needed 1o return o

work; and

= the data and reporting systems required 1o ensure more effective interventions
are put in place, including:

o group intervention statistics (3 to 6 months);

o Ongoing intervention statistics (post 6 months) including numbers and
level of penalty sanctions




Based on its recommendations we will prepare an implementation plan by end-March 2012
(proposcd structural benchmark).

26, We are advancing a substantial body of legislation to lower costs in sheltered
sectors and strengthen competition law, thereby enhancing economic efficiency and
Ireland's growth potential. In October, the Government submitted to the Oireachtas the
Legal Services Regulation Bill, which will increase transparency on legal costs, better protect
gonsumers of lepal services, and create independent oversight bodies for professional
misconduct and disputes over legal costs that cover both solicitors and barristers, In
September, the Government submitted legislation o make it easier for general practitioner
doctors 1o obtain contracts under the General Medical Services Scheme. To improve
enforcement of competition provisions, the Government submitted the Competition
(Amendment) Bill to increase penalties under existing statutes for violations of competition
law, allow recovery of investigation and court proceeding costs, and make it easier for
private individuals to prove an action once public enforcement proceedings have been taken
successfully, We will continue to engage with the staff of the Evropean Commission on the
effectiveness of competition enforcement. We will seek the timely enactmemt and
implementation of this legislation,

7. We are preparing an ambitious programme of state asset disposals and
associated regulatory reforms. We are considering options for asset disposals, based on the
Programme for Government and the report of the Review Growp on State Assets and
Lizbilities. Our draft programme of asset disposals will be discussed with the Evropean
Commission, the IMF and the ECB by end-December 2011, in advance of taking final
decisions on the programme to be pursued. The draft programme will identify potential assets
for disposal and any necessary regulatory changes, including those needed to be consistent
with relevant EU legislation, that would have o be made in advance of such disposals. The
timetable for implementation will take into account the need for an orderly process that
avoids fire sales and allows time to implement regulatory reforms.

E. Programme Fimancing

18. The program remains well financed and improvements in the terms of EU
lending have strengthened Ireland’s financing and debt outlook. The combined effect of
the wery welcome significant reductions in interest rates and longer maturitics on EFSM,
EFSF and bifateral loans. along with quota related reductions in IMF lending rates, could
reduce our interest bill by around €10 billion over the full period to maturity. We look
forward to final implementation of these important commitments. The [irst disbursement
under the LIK bilateral [oan in the amount of €0.5 hillion was made in early October in the
context of the completion of the third review of the IMF-supported program. Bilateral
discussions with Sweden and Denmark are ongoing. with completion of the loan
documentation pending final agreement on the new EFSF terms




F.  Programme Mownitoring

29.  Progress in the implementation of the policies under the programme will continue to
be monitored through quarierly and continuous performance criteria, indicative fargets,
structural benchmarks, and quarterlv programme reviews, as envisaged in the Letters of
Intent of 3 December 20010, 28 April 20011, 28 July 2011 and this letter. The programme also
continues to be in compliance with requirements under the Memorandum of Understanding
on Specific Policy Conditionality. The attached Technical Memorandum of Understanding
(TML]) defines the guantitative performance criteria and indicative targets under the
programme. The Government's targets for the exchequer primary balance are monitored
through quarterly performance griteria and net central government debt 15 an indicative target
(Table 2). As is standard in ELU/IMF arrangements, there i% a continuous performance
criterion on the non-accumulation of external payment arrears. Progress on implementing
structural reforms is monitored through structural benchmarks (Tables 1 and 3).

30, We authorise the IMF and the European Commission to publish the Letter of Intent
and its attachments, and the related stafl report.




Table 1. Programme Monitoring

Maasura Date Status
Quantitative Performance Crileria

Cumulatve exchequer primary balance End-September 2011 Observed
Indicative Target

Ceiling on the stock of central governmant ned debt End-September 2011 Obsenved
Continuous Performance Criteria

Ceiling on the accumulation of new exiernal paymenis arrears an Continwous Obsarved
extarnal debl contracted or guaranieed by the ceniral governmsnt

Structural Benchmarks

Dafine the crteria to run stingent stress tests scanarios End-December 2010 Oipsanad
Agree on terms of reference for the due dilkgence of benk assets by End-December 2010 CObservad
internationally recognised consulting firms

The Central Bank will diract the recapitalisation of the principal End-February 2011 Not cbserved 1/
banks (AlB, Bol and EBS) to achieve a capsal ratio of 12 percent

cora tier 1.

Submit to Ddil Eireann the draft legislation on a special resaluton End-February 2011 Observed 2
regime.

The Central Bank to complete the assessment of the banks' End-March 2011 Obgerved
restructuring plans.

Complete the diagnostic evaleation of banks' assets End-March 2011 Observad
Complete stress tests (PCAR 2011) End-March 2011 Observed
Complete a full assesament of credit uniona’ lban portfolios End-April 2011 Obszarvad
Finalize plans for the recapitalisation of Insh Life and Permanant. End-May 2011 Dbearvad
Establish & Fiscal Advisary Council End-Juna 2011 Obsarved
Complete the recapitalisation of Allied Insh Banks, Bank of ireland, End-Juby 2011 Ohsearved
Irish Life and Permanant and EBS Building Sockety

Submit the Supervision and Enforcement Bill to Oireachtas. End-Juty 2011 Observed
Complete the legal merger procedures of Allied Irish Bank and EBS  End-Seplember 2011 Observed
Building Ssmiaty,

Publish a memorandum of understanding governing the relaticnship  End-October 2011 {Obsenved]
of the Depariment of Finance and the Central Bank in relation to

Banking seclor oversghl

The merger of Irish Naticnwide Building Society and Anglo-lnsh End-Dacember 2011 Cserved

bank

1/ Central Bank directions were sseed within the requined timeframs, however completion of the capital

imjections required was postponed by the Manister far Finance until afler the General Election. These drectons
are now superseded by the Central Bank's PCAR diections of 37 March 2011
2/ In practice this was submitted to the Seanad as discussed in paragraph 21of the MEFP, as the Dail was

dissalved owing o the elections




Table 2. Ireland: Quantitative Performance Criteria and Indicative Targets under the Economic Frogramme

for 204112
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Table 3. Ireland: Upcoming Structural Benchmarks under the Programme

for 2011-2012

Maasurs

Financial sector policies

Cantral Bank to issue guidance o banks for the recognition of accounting
losses incurred in their lean book (MEFP, 113)

Finaks= a siratagy to guide the developmeant of broader legal reforms around
personal ingohvency, mcluding significant amendments 1o the Bankruptcy Act
1988 and tha creation of a8 new structured nonjudecial debt settlement and
enforcament system (MEFF, 18],

Publish legizlation to strengthen the regulatory framewoek including making
legisiative provision far effective govemance standards and prudential
requiremants for credif unsons. (MEFP, 119)

Fizcal policies

Introduce a madium-tarm axpendiure framework with binding multi-annual
sxpenditure cailings with broad coverage and consistent with the fiscal
consoldation largets (MEFP, T8)

Submit o parliameant, as part of tha Fiscal Responsibility Bill, a lagal
framewark for the Fiscal Advisory Council ensuring its independence (MEFP,
i)

Structural policies
[Prepare a reform and implementation ptan for activation and traiming

programmes based on the recommendations of an external review (MEFP,
125}

Date

End-Decamber 2011

End-Decambear 2011

End-June 2012

2012 Budget day in
early December
2011

End-March 2012

End-March 2012

Status

Structural
benchmark

Structural
benchmark

Proposed
struchural
benchimark

Structural
benchmark

Structural
benchmark

Proposed
structural
benchmark]




