TUARASCAIL 6n gComhchoiste Fiosruchain
i dtaobh na Géarchéime Baincéireachta

An tAcht um Thithe an Oireachtais
(Fiosruchain, Pribhléidi agus Nésanna Imeachta), 2013

REPORT of the Joint Committee
of Inquiry into the Banking Crisis

Houses of the Qireachtas
(Inquiries, Privileges and Procedures) Act, 2013

Volume 1: Report
Volume 2: Inquiry Framework
Volume 3: Evidence

Dept. of Finance
DOF: Core Book 18

January 2016



Table of contents — by line of inquiry

C3: Appropriateness and effectiveness of DoF actions during crisis

C3a: Appraisal of conditions prior to increasing the Deposit Guarantee

Scheme
Description ST ST Page
[Relevant Pages]
. . . DOF03159
Briefing for Taoiseach on the Deposit Guarantee Scheme [001-003] 2-4
. . DOF03227
Banking - Deposit Guarantee Schemes, 3 June 2008 [001-002] 5-6
Statement by Minister for Finance on increasing Deposit Guarantee PUB00291 2.9
limits, 20 September 2008 [001-003]
Questions and Answers on Deposit Guarantee Scheme, 20 DOF02565 10-11
September 2007 [001-002]
Government announcement on increasing Deposit Guarantee limit DOF03368 12-14
to €100,000, 20 September 2008 [001-003]
Summary of rescue/emergency measures & DGS in certain EU DOF04642 15-22
States, 14 October 08 [001-008]
Memorandum for the Information of Government Financial Markets DOF03709 93-24
Developments, 16 January 2008 [001-002]
Note for the information of the Minister for Government meeting DOF03287 5.8
Financial market developments [001-004]
Report of Domestic Standing Group Meeting, 8 July 2008 (Extract) DO[IS%?SM 29
. i DOF03245
Department of Finance email to Central Bank [001-003] 30-32
Note of meeting, 18th September 2008 List of attendees: Brian
Lenihan, Department of Finance (Kevin Cardiff and David Doyle), DOF03376
NTMA (Michael Somers, John Corrigan, Brendan McDonagh), [001] 33
CBFSAI (John Hurley, Tony Grimes, Brian Halpin) and the Financial
Regulator (Jim Farrell, Patrick Neary)
C3b: Appropriateness of the bank guarantee decision
Description L D fer Page
[Relevant Pages]
Letter from ECB [Jean-Claude Trichet] to B Cowen, 16 October DOT00367 35-43
2008 & confirmation of receipt from D McCarthy (Extract) [001-009]
Bullet Points for Cabinet on financial crisis, 28 September 2008 DO[B%%GI 44
Government Statement on the Bank Guarantee, 30 September DOT00164 45.53
2008 [001-009]
Government announcement on maintaining bank capital levels, 30 PUB00288 54
November 2008 [001]
Letter from Anglo to P Neary regarding INBS, 13 September 2008 I[D(%I;O?atl)g? 55-59
Briefing for Cabinet on the economy, 28 September 2008 DOFO3154 60-61

[001-002]




Briefing material for meeting with EIB Vice President, November

DOF03160

2008 [001-002] 62-63
, . . PUB00295
FTI Consultancy’s Chronology of the Banking Crisis [001-011] 64-74
DOF01450
Supplementary Q&A's re guarantee, December 2008 (Extract) [001’%%3’825’007’0 75-83
013,015,017]
Letter from BOI to D Doyle re premium for guarantee, 1 October BOI03900 84-85
2008 [001-002]
Presentation from Department of Finance to DSG re contingency DOF03184 86
planning, 17 April 2008 (Extract) [003]
. _— i . . DOF06227
Draft Credit Institutions (Financial Support) Bill 2008 [001-017] 87-103
Heads of Bill re guarantee in respect of Credit Institutions, 20 DOF03208 104-117
August 2008 (Extract) [001-014]
Outline Heads of Bill re action in relation to a financial institution, 6 DOF03209 118-128
June 2008 (Extract) [001-011]
Government Decision to safeguard the Irish Banking System, 8 DOF01578 129-132
October 2008 [001-004]
Department of Finance note of night of guarantee, 30 September DOF03212 133-134
2008 [001-002]
ECB acknowledge re Deposit Guarantee Scheme, 5 November 2008 DO[I(:)%?ﬁzo 135
. N . DOF01690
Meeting with Financial Regulator, 19 November 2008 [001-002] 136-137
. DOF01731
Merrill Lynch to N.T.M.A., 26 September 2008 [001-010] 138-147
Government Decision to guarantee certain Irish Financial DOF03873 148
Institutions, 7 October 2008 [001]
Key points of Government guarantee decision, September 2008 I[D(%:lotl)zg? 149-156
DOF04455
Memo to Government, 30 September 2008 [001-002] 157-158
Note to Minister for Finance on financial market developments, 23 DOF03282 159-160
June 2008 (Extract) [002-003]
Drafting of State Guarantee, 24 April 2008 DO[IE)(())ZIE]349 161
Letter to Cardiff re exit strategy on Government Guarantee from DOF02116 162-163
Alan Gray [001-002]
. DOF02108
Letter from EC to K Cardiff, 30 September 2008 [001-004] 164-167
Email from B. McDonagh, NTMA to Department of Finance striving DOF03309 168-169
to quantify Government guarantee exposure, 26 September 2008 [001-002]
Memo from Merrill Lynch: Initial report on liquidity and strategic NTMA00399 170-177
options re Irish banking sector, 28th September 2008 (Extract) [001-008]
. i . DOF03317
Scenario planning exercise, September 2008 [001-007] 178-184
Merrill Lynch Presentation to NTMA, 26 September 2008 DOF03334 185-193
[001-009]
Options on bank mergers, October 2008 DOF03354 194

[001]




DOF03362

Notes of meeting on night of guarantee, 30 September 2008 [001-003] 195-197
Note of meeting between Department of Finance, Merrill Lynch, DOF03375 198-199
and Financial Regulator, 26 September 2008 [001-002]
Speaking points for Taoiseach, 30 September 2008 - Government DOF03381 200-206
decision to safeguard Irish Banking System [001-007] )
Update note for Minister for Government Meeting, 29 October 2008 I[Doool:loggél}? 207-210
Email from Henrietta Baldock, Merrill Lynch to Kevin Cardiff, former DOF03233 211-213
Secretary General, Department of Finance (Extract) [001-003]
Email from Brian Halpin, Central Bank to William Beausang, DOF03240 214-215
Department of Finance [001-002]
Post EDRC amendments to OECD Survey Ireland 02 2008 (Extract) DO[I(:)(i?gZS 216
C3c: Effectiveness of reviews of banks’ loan books and capital adequacy
Description L D fer Page
[Relevant Pages]

. DOF02573
Project Atlas II Report, 17 November 2008 (Extract) [084-098, 107] 218-233
Presentation to Irish Department of Finance Discussion materials, DOF02265 234
24 November 2008 (Extract) [107]




THEME: C3

Appropriateness and effectiveness of the
Department of Finance actions during crisis

LINE OF INQUIRY: C3a

Appraisal of conditions prior to increasing
the Deposit Guarantee Scheme



DOF01B02

What is your assessmeunt of the Irish Finaneial situation?

e There have been dramatic events in international financial markets over the
past fortnight as illustrated by recent stock market volatility, and the
unprecedented developments on Wall Street over the last week

* Swift actions by intemational central banks, including the ECB, to provide
major injections of liquidity and the US authorities’ plan to rid US banks of
troubled assets and shore up US financial institutions has helped stabilise
markets intemationally

e The US financial institutions in the headlines are investment banks operating
largely in wholesale markets and are very different to Irish retail banks

» Irish financial institutions have no material exposure to the sub-prime
securifies which have created inajor losses for large investment banks

» The Govemor of the Central Bank and the Financial Regulator have stressed
repeatedly that Irish financial institutions are well capitalised and liquid with
good quality assets.

» They have proved resilient in dealing with challenging market conditions

» Their access to liquidity from the European Central Bank on account of
Ireland’s membership of the euro zone is a major benefit and had proved a real
strength in helping the Irish financial system to weather difficult financial
conditions over the last year

» Depositors in Irish financial institutions can be confident that their deposits are
safe and secure.

Should Irish Depositors be concerned?

» The Financial Regulator has made clear that our banks have ready access to
cash from the European Central Bank, that there are no difficulfies m ensuring
that our banks have adequate funds for depositors and that depositors can be
confident that their deposits are safe and secure.

» The Minister for Finance has said that the Government will take whatever
steps are necessary to ensure the stability of Ireland's banking system.

» The message that 1 am giving this morning couldn’t be clearer:- the
Govemnment puts the highest prionty on ensuring the stability of our financial
system and the safety and security of savings in all our financial institutions.

Financial Regulator’s decision on short selling?

» [ welcome the move by the Financial Regulator to prevent short selling.

» [t is essential to act in tandem with our international partners, namely the US
and British authonties, so as to ensure that our financial market 1s not subject
to destabilising financial speculation

» Short-sellers have sought to gain from undermining confidence in our
financial institutions

DOF03159-001




Will the Government be inercasing the level of the Depasit Protection Scheme?

¢ The Government has agreed to increase the existing statutory limit for the
deposit guarantee scheme for banks and building societies to €100,000 per
depositor.

» The Government has also decided that 100% of each individual’s deposit will
be covered up to that Hmit.

¢ It has also been decided that this guarantee level will apply to credit union
savers.

¢ The decision will require legislation, which will be backdated to today.

¢ Given recent comments by Fine Gael and Labour | am sure they will be fully
supportive of this decision.

Why is the decision occurring now?

* Inline with normal arrangements for such decisions, it was made public
outside of normal financial institution opening hours. This will allow peopie
to digest and fully understand the importance of this decision in terms of
providing a further reassurance to depositors who may have been concerned
by developments in financial markets and Wall Street earlier this week.

* The Government has always kept the Deposit Protection Scheme under
review, participating in the EU review of the Deposit Guarantee Directive. 1l
informed and misleading speculation about the stability of the banks and the
guarantee scheme has caused concern to savers. This decision is being taken
to stress that savers can be confidence that their savings are safeguarded and
guaranteed.

e ltis always quite difficult to choose the right time for this deciston to ensure
that the reasons for it are fully understood. In light of recent developments
and the uncertainty in the financial world, I believe the Government has acted
at the appropriate time.

* Thekey point is that the Government wants to protect the whole financial
sector, and secure its stability. The Regulator has confirmed that deposits in
Irish banks are safe,

Has this decision been taken in reaction to public panic?

s No, this decision has been made in light of the ongoing review of the deposit
protection scheme. Obviously, the recent turbulence has highlighted the need
to bring consideration of this specific issue to and end and take the decision
on what is the appropriate level of guarantee to emphasise the Government’s
commitment to looking afier the interests of savers.

¢ Indeed the Government has been impressed at the informed calm which the
vast majontty of customers have kept over the past fortnight.

DOF01B02 -
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The key point is that the Government wants to protect the whole financial
sector, and secure its stability. The Regulator has confirmed that deposits in
Inish banks are safe.

Are the Irish Banks in difficulty?

The US financial institutions that have been the headlines today are wholesale
investment banks and are very different to the retail banks in Ireland.

Irish banks have no material exposure to sub-prime securities

As the Governor of the Cenfral Bank has stressed, they are well capitalised
and liquid with good quality assets.

Their strong performance over recent years has provided them with strong
buffers to deal with the current market environment.

Ireland’s membership of the eurozone and its access to ECB liquidity is a real
strength

They have proved resilient and are weathering well current difficult financial
market conditions.

Irish banks are continuing to go about their normal business in the challenging
environment in which they find themselves and are working througb the issues
that they face.

Will you cominent on the rumours of takeovers?

I do not want to comment on any particular institution in the current climate as
that would be unhelpful.

-
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BANKING — DEPOSIT GUARANTEE SCHEMES

The Council held a policy debate on the functioning of deposit guarantee schemes and their role in
ensuring financial stability, in particular with regard to the banking industry.

The Commission is expected to present a report on the subject in September, providing the basis for
a more targeted policy debate later in the year.

Deposit guarantee schemes help prevent panic reactions by depositors in the event of a bank
experiencing difficulties or loss of public trust. The Financial Stability Forum, an international
forum of central banks, supervisory authorities, national ministries and international financial
institutions, has recommended a review of deposit guarantee arrangements in the light of the recent
difficulties in the banking sector. At EU level, the key policy question is whether there is a case for
developing common principles and/or strengthening the regulatory framework.

Directive 94/189/EEC requires member states to ensure the existence of one or more deposit
guarantee schemes that can reimburse depositors at least up to EUR 20 000 within three months if a
bank is unable to pay back deposits. The cost of financing the scheme must be borne by the banks
themselves, though the directive doesn’t harmonise methods of financing.

The directive provides discretion to the member states in implementing the rules, so the schemes
differ significantly across the EU. The main differences concern the share-out of roles between
public authorities and the private sector, triggers for pay-outs, the types of deposits covered, the
level of protection offered to customers and the financing of the schemes.

10014/08 (Presse 152)
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Government Increases Deposit Guarantee Limit to €100,000 per
depositor

20.08.08

The Government has decided to increase the statutory limit for the deposit guarantee scheme for banks and
building societies from €20,000 to €100,000 per depositor per institution. The cover will apply to 100% of each
individual’s deposit. This guarantee level will also apply to credit union savers.

Announcing the decision, the Minister for Finance, Brian Lenihan TD, said “l want it to be known that the
Government is confident about the strength and resilience of the Irish financial system. The Government is
committed to the stability of our financial system, so that money placed with an Irish credit institution would not be at
risk. As | said yesterday, the Irish Government wants to protect the whole financial system, secure its stability and
ensure that all deposits in Irish financial institutions are safe.”

The Minister added “the Central Bank and Financial Regulator have stressed the soundness and stability of the Irish
financial system. This measure provides additional reassurance to depositors in Ireland that their savings are safe.
The new guarantee level is now among the highest in the EU.”

The Minister also commented that notwithstanding the uncertainty caused by the turbulence in international
financial markets over the last week, it is encouraging that the banks have retained the confidence of their
customers.

This measure has been under consideration for some time, and the Minister believes that this is the appropriate
time to make the announcement.

Ends

Notes for Editors
Legal basis to the Deposit Protection Scheme

The legal basis for the Deposit Protection Scheme in Ireland is the European Communities (Deposit Guarantee
Schemes) Regulations, 1995. These Regulations implemented the European Union Directive on Deposit Guarantee
Schemes (94/19/EC). The lIrish regulations were amended in 1999 to provide for a maximum compensation of
€20,000.

Legislation

Legislation will be introduced shortly by the Minister to implement the new guarantee level but this new level will
have affect from today following the Government’s decision.

EU Guarantee Levels

The single largest number of EU Member States currently have guarantee thresholds of €20,000 — Austria,
Belgium, Cyprus, Germany, Greece, Ireland, Luxembourg, Malta, Slovakia, Spain. Other States have thresholds
variously in excess of this — e.g. Finland and Portugal €25,000, Netherlands €38,000, Denmark €40,300, UK
€48,500 euro equivalent of £35,000) and Italy €103,000.

EU Review

Ireland is participating in the ongoing review of the EU Deposit Guarantee Schemes Directive. This review includes
consideration of the minimum level of the EU guarantee but also focus on wider policy areas such as co-insurance
requirements (under which depositors bore 10% of losses which is being abolished for the Irish scheme) improving

PUB01B21-P
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the speed of payouts, better depositor information, the case for gross rather than net compensation (as at present)
and cross-border interoperability of schemes. It is expected that the conclusions of this review will be reached by
end-year. In the context of the conclusions of the EU review, any further changes required in the Irish Deposit
Guarantee Scheme will be progressed to ensure that savers in Ireland benefit from safeguards in line with EU best
practice.

Funding of the Deposit Guarantee Scheme

The level of contribution required from each credit institution is 0.2% of eligible deposits held at all branches of the
credit institution in the EEA, including deposits on current accounts and share accounts with a building society, but
excluding interbank deposits and deposits represented by negotiable certificates of deposit. A minimum contribution
of €25,400 is required. Each contribution is maintained in a Deposit Protection Account at the CBFSAI. As of 2007,
the total amount held in Deposit Protection Accounts was €526 million.

Appropriate, mechanisms will also be put in place, in consultation with the financial institutions to increase the level
of funds in the Deposit Protection Accounts over time but in the interim, the existing system provides for the
availability of additional funds from the CBFSAI if required.

Coverage of the Deposit Protection Scheme

The Deposit Protection Scheme currently covers:

e current accounts;

» demand deposit accounts;

* term deposit accounts; and

« share accounts with building societies (other than shares which fall within the definition of own funds)

held with banks, building societies and other types of deposit-taking institutions (other than credit unions) regulated
by the Financial Regulator. It is now being extended to include share and deposit accounts in credit unions.

EU Branches

Deposits with credit institutions authorised in another European Economic Area (EEA) country and operating in
Ireland on a branch basis are covered under that country's system.

Credit Unions

The Irish League of Credit Unions (ILCU) has since 1989, operated on an all-island basis a savings protection
scheme (SPS) for credit unions. The SPS has, to date, operated by providing financial support to credit unions that
get into difficulty and it has never been necessary to make savings protection payments to individual credit union
members. Under the SPS regime no credit union has become insolvent and no member of a credit union has
experienced any loss of shares or deposits. The Registrar of Credit Unions in the Financial Regulator is working
closely with ILCU to approve a reform to SPS. It is expected that these discussions would conclude shortly.

It is intended that the guarantee that has now been announced for credit institution savers would act as a backstop
to an approved SPS scheme for credit unions.

Operation of the DGS

The Deposit Protection Scheme in Ireland is administered by the Central Bank and Financial Services Authority of
Ireland (CBFSAI).

Other compensation schemes

The Minister will be requesting the views of consumer interests, industry and other stakeholders regarding the
implications of the announcement for investor compensation levels and the case for introducing an insurance
guarantee scheme for the life sector.

PUB01B21-P
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Further Information

Further information on the Deposit Protection Scheme in Ireland can be found at the Financial Regulators consumer
information website www.itsyourmoney.ie .

Any further queries should be addressed to the Department of Finance Press Office at 01-6767571 or Eoin Dorgan.

PUB01B21-P
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How has the Irish Deposit Protection Scheme developed since 1995?

Before the Deposit Guarantee Directive came into force in 1995, Ireland had no
statutory deposit protection scheme. The Directive provided for a minimum level of
protection of €20,000 or 90% of the loss. whichever is the lesser. It also provided a
derogation until 1999 that allowed Member States with either no scheme or a scheme
that paid less than this time to adapt. Hence, the level of protection in Ireland in 1995
was set at €15.000 — the minimum permitted by the derogation. This was increased in
1999, as required by the Directive, to the present figure of €20,000.

Has there been any recent review of the minimum required by the Deposit
Guarantee Directive?

[t should be first remembered that what really protects the interest of depositors is
sound regulation and solvent banks. Hence, a generous Deposit Protection scheme is
not necessarily an indicator of financial stability.

That said. in 2006 the European Commission carried out a major review of the
Deposit Guarantee Directive, which included the minimum level of protection. The
Commission concluded that there is currently no case for changing the current
minimum guarantee level of €20.000.

Is Ireland out of step with EU other countries by not increasing its level of
protection in line with inflation (or some other measure)?

According to a survey carried out by the European Commission as part of its review,
taking protection levels as at 2004, Treland was not alone in setting the level of
protection at the minimum required by the Directive, nor had most other Member
States increased their coverage in the period under study.

The study found that the most protection offered by a scheme in the EU was €103.291
by Italy. France’s scheme covers €60,980 (unchanged since 1995), the UK’s €44,961,
Denmark’s €40.329. At that time no other scheme paid out more than €30.000. 3
schemes paid out less than €15,000 under a derogation given to some new Member
States. According to the Commission’s survey 11 Member States, including Ireland.
had their schemes guaranteeing the minimum value of €20,000. (Note: it is
understood that the Dutch have recently increased their scheme from the minimum).

Should there be a statutory scheme for Credit Unions?

There is already a savings protection and stabilisation scheme run by ILCU, which
has a substantial fund and has served the movement well. The question of a statutory
scheme was raised in the Seanad late last year. The Minister made clear his preference
for an enhanced. independent scheme based on existing arrangements. It is understood
that discussions in this regard between the Registrar of Credit Unions and ILCU are at
an advanced stage.

DOF01BO01
11 DOF02565-002
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Government of Ireland - Department of Finance
Government Increases Deposit Guarantee Limit to €100,000 per depositor
20'"" September 2008

The Government has decided to increase the statutory limit for the deposit guarantee
scheme for banks and building societies from €20,000 to €100,000 per depositor per
institution. The cover wili apply to 100% of each individual’s deposit, This guarantee
level will also apply to credit union savers.

Announcing the decision, the Minister for Finance, Brian Lenihan TD, said *I want it to
be known that the Government is confident about the strength and resilience of the
Irish financial system. The Government is committed to the stability of our financial
system, so that money placed with an Irish credit institution would not be at risk, As
I said yesterday, the Irish Government wants to protect the whole financial system,
secure its stability and ensure that al} deposits in Irish financial institutions are safe.”

The Minister added “the Central Bank and Financial Regulator have stressed the
soundness and stability of the Irish financial system. This measure provides
additional reassurance to depositors in Ireland that their savings are safe. The new
guarantee level is now among the highest in the EU.”

The Minister also commented that notwithstanding the uncertainty caused by the
turbuience in international financial markets over the last week, it is encouraging that
the banks have retained the confidence of their customers.

This measure has been under consideration for some time, and the Minister believes
that this is the appropriate time to make the announcement.

Ends

12 DOF03368-001
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Notes for Editors
Legal basis to the Deposit Protection Scheme

The legal basis for the Deposit Protection Scheme in Ireland is the European
Communities (Deposit Guarantee Schemes) Regulations, 1995. These Regulations
implemented the European Union BDirective on Deposit Guarantee Schemes
(94/19/EC). The Irish regulations were amended in 1999 to provide for a maximum
compensation of €20,000.

Legislation

Legislation will be introduced shortly by the Minister to implement the new guarantee
level but this new tlevel will have affect from today following the Government’s
decision.

EU Guarantee lLevels

The single largest number of EUJ Member States currently have guarantee thresholds
of €20,000 -~ Austria, Belgium, Cyprus, Germany, Greece, Ireland, Luxembourg,
Malta, Slovakia, Spain. Other States have threshoids variously in excess of this - e.qg.
Finland and Pertugat €25,000, Netherlands €38,000, Denmark €40,300, UK €48,500
euro equivalent of £35,000) and Italy €103,000.

EU Review

Ireland is participating in the ongoing review of the EU Deposit Guarantee Schemes
Directive. This review includes consideration of the minimum level of the EU
guarantee but also focus on wider policy areas such as co-insurance requirements
(under which depositors bore 10% of losses which is being abolished for the Irish
scheme} improving the speed of payouts, better depositor information, the case for
gross rather than net compensation (as at present) and cross-border interoperability
of schemes. It is expected that the conclusions of this review will be reached by end-
year. In the context of the conclusions of the EU review, any further changes
required in the Irish Deposit Guarantee Scheme will be progressed to ensure that
savers in Ireland benefit from safeguards in line with EU best practice.

Funding of the Deposit Guarantee Scheme

The ievel of contribution required from each credit institution is 0.2% of eligible
deposits held at all branches of the credit institution in the EEA, including deposits on
current accounts and share accounts with a building society, but excluding interbank
deposits and deposits represented by negotiable certificates of deposit. A minimum
contribution of €25,400 is required. Each contribution is maintained in a. Deposit
Protection Account at the CBFSAI. As of 2007, the total amount held in Deposit
Protection Accounts was €526 million,

Appropriate, mechanisms will also be put in place, in consultation with the financial
institutions to increase the level of funds in the Deposit Protection Accounts over time
but in the interim, the existing system provides for the availability of additional funds
from the CBFSAL if required.

Coverage of the Deposit Protection Scheme
The Deposit Protection Scheme currently covers:

DOF01B02
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* current accounts;
» demand deposit accounts;
» term deposit accounts; and

» share accounts with building societies (other than shares which fali within the
definition of own funds)

held with banks, building societies and other types of deposit-taking institutions
(other than credit unions) requiated by the Financial Regulator. It is now being
extended to include share and deposit accounts in credit unions.

EU Branches

Deposits with credit institutions authorised in another Eurgpean Economic Area (EEA)
country and operating in Ireland on a branch basis are covered under that country's
system.

Credit Unions

The Irish League of Credit Unions (ILCU) has since 1989, operated on an all-island
basis a savings protection scheme {SPS) for credit unions. The SPS has, to date,
operated by providing financial support to credit unions that get inta difficulty and it
has never been necessary to make savings protection payments to individual credit
union members. Under the SPS regime no credit union has become insolvent and no
member of a credit union has experienced any loss of shares or deposits. The
Registrar of Credit Unions in the Financial Regulator is working closely with ILCU to
approve a reform to SPS. It is expected that these discussions would conclude
shortly.

It is intended that the guarantee that has now been announced for credit institution
savers would act as a backstop te an approved SPS scheme for credit unions.

Operation of the DGS

The Deposit Protection Scheme in Ireland is administered by the Central Bank and
Financial Services Authority of Ireland {CBFSAI).

Other compensation schemes

The Minister will be requesting the views of cansumer interests, industry and other
stakeholders regarding the implications of the announcement for investor
compensation levels and the case for introducing an insurance guarantee scheme for
the life sector.

Further Information

Further information on the Deposit Protection Scheme in lreland can be found at the
Financial Requlators consumer information website www . itsyourmoney.ie .

Any further queries should be addressed to the Department of Finance Press Office at
01-6767571 or Eoin Dorgan.
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Summary of rescue/emergency measures and deposit quarantee schemes
in certain EU States as at 14" October 2008

1. Background

On 7" October Ecofin agreed to support systemic financial institutions and committed
to taking all necessary measures to enhance the soundness and stability of the banking
system and to protect the deposits of individual savers. Specifically Ecofin agreed that
all Member States would, for an initial period of at least one year, provide deposit
guarantee protection for individuals for an amount of at least €50 000, acknowledging
that many Member States were determined to raise their minimum to €100 000.

In the declaration issued after the Summit of Euro Area countries on 12" October
2008 it was agreed that a coordinated approach would be adopted aimed at:

- ensuring appropriate liquidity conditions for financial institutions;

- facilitating the funding of banks, which is currently constrained;

- providing financial institutions with additional capital resources so as to
continue to ensure the proper financing of the economy;

- allowing for an efficient recapitalisation of distressed banks;

- ensuring sufficient flexibility in the implementation of accounting rules given
current exceptional market circumstances;

- enhancing cooperation procedures among European countries.

A number of States have taken/announced measures in the wake of the Ecofin
conclusions and Summit declaration. This note summarises the position in Belgium,
France, Germany, Hungary, Italy, Netherlands, Spain and UK. At the appendix is a
document produced by the EU Commission which provides an overview of the
national rescue measures and deposit guarantee schemes arrangements.

2. BELGIUM
Deposit Guarantee: The maximum amount protected under the deposit guarantee
scheme will be raised from € 20,000 to € 100,000. The scope of the scheme will also
be expanded to catch insurance companies for certain life insurance products; insurers
will be allowed to join the scheme on a voluntary basis and against payment of
remuneration.

Recapitalisation: In coordination with the governments of Luxemburg, France and
The Netherlands, substantial amounts of new capital have been injected into Fortis
Group and Dexia. Furthermore, Fortis Banc Belgium and Fortis Insurance Belgium
have been sold to the Belgian government with a view to a 75% on-sale to BNP
Paribas. The Dutch banking and insurance entities of the Fortis Group have been sold
to the Dutch government.

Debt guarantee: The Belgian government has offered to guarantee the wholesale
funding of Belgian credit institutions. The guarantee is available to Belgian credit
institutions that so wish, subject to a satisfactory assessment of their solvency by the
Belgian government and regulator, and against payment of an arm's length
remuneration to be determined.
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The guarantee will extend to any form of wholesale funding, i.e. funding obtained
from other credit institutions or from institutional investors, provided that the
transaction 1s entered into or rolled over between 8 October 2008 and 31 October
2009, and that its maturity is not beyond 31 October 2011. The funding may take the
form of interbank deposits, central bank loans, deposits by institutional customers,
CDs, MTNs, etc.

2. FRANCE
Guarantee Fund: € 360 billion in support of the banking system approved by French
Parliament 15™ October.

Deposit guarantee: If necessary, the French State is committed to extending the
existing deposit guarantee fund (currently set at € 70,000 per deposit), if and when
necessary.

Recapitalisation: € 40 billion will be applied to the existing French government-
backed financing vehicle called "SPPE" to offer regulatory capital to banks in case of
need. The objective is to allow French banks to be as competitive as possible and
meet the current 9 per cent. insolvency ratio of UK counterparts. It is expected this
package will enter into force by end of this week.

Debt Guarantee: The French State will apply up to € 320 billion (which includes the
existing € 55 billion guarantee awarded to the refinancing of Dexia Bank) to facilitate
refinancing of banks on the medium term inter-bank and capital markets.

A dedicated entity will be created under the supervision of the French Treasury and
will be backed by eligible assets monitored by the Bank of France. Any issue by such
entity will benefit from a French State guarantee. The scheme is meant to last up to
five years. It is anticipated that such entity may also be open, to a limited extent, to
banks. Any institution requesting the involvement of the scheme will need to meet a
number of criteria: its regulatory capital will need to be sufficient, it will need to
commit to a code of conduct (which provides, inter alia, for a ban on "golden
parachutes") and has to be involved in the financing of local authorities, SME and
individuals.

3. GERMANY
Guarantee fund: Guarantees of up to € 400 billion for interbank receivables. Banks
will have to pay a fee for those guarantees.

Deposit guarantee: The three banking systems (Sparkassen (saving banks and
Landesbanken), Volksbanken (co-operative banks) and private banks have their own
protection systems each. The current package does not supplement those systems.
Chancellor Merkel, however, in connection with the market turmoil "guaranteed" all
deposits of, basically, private customers.

Recapitalisation: Creation of a fund of € 70 billion (can be increased by another € 10
billion) to be used for the recapitalisation of banks where needed. As consideration for
the recapitalisation the German State will receive equity or quasi equity stakes in

2
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banks. Further conditions may be imposed on the banks, e.g. bank's business policy
including limits on management compensation.

Debt Guarantee: No further guarantees.

Other measures: The recapitalisation fund can, at a later stage, also be used to buy so-
called bad assets from banks. This shall only be possible if the other measures turn out
to be insufficient. Insolvency law is to be amended to exclude mere balance sheet
insolvency where business continuation is most likely ("iberwiegend
wahrscheinlich"). The rescue package is meant to be temporary only and to expire by
the end of 2009.

4. HUNGARY
Guarantee Fund: Creation of a guarantee fund is not envisaged in Hungary.

Deposit guarantee: The Hungarian parliament has passed a bill to increase deposit
guarantee levels to HUF 13 million (approximately € 50,000) from the current HUF 6
million (approximately € 23,000) in the national deposit guarantee scheme.

Debt Guarantee: The Hungarian government has offered a guarantee on OTP Bank's
interbank lending. Citing its stable capital and liquidity conditions OTP Bank has
refused the guarantee.

Other measures: The Hungarian government has (i) amended accounting rules relating
to banks and brokerages to facilitate handling of repo deals for accounting purposes,
which may provide additional liquidity; and (ii) lifted investment obligation on
pension funds to invest into shares, which may allow further investment into
government bonds and greater liquidity on that market. The Hungarian government
and central bank, the National Bank of Hungary ("NBH"), have proposed a 12-point
structural reform package aimed at boosting investors' confidence. Most of the
measures are aimed at the government and not the financial sector. The NBH has
announced that it will conduct its two-way FX swap tenders - providing € and Forint
liquidity - under a competitive bidding scheme. Effectively, this means that NBH will
act as a market-maker on the FX swap market. rate levels are not exactly attractive.

5.ITALY

Guarantee fund: Issued decrees do not contain provisions on this subject. The Italian
Minister of Economy stated that the Italian government will cover all the necessary
costs if and when such costs arise.

Deposit guarantee: Bank deposits to be guaranteed by the Italian government, such
guarantee being additional to the one already provided by the inter-bank guarantee
fund - which already covers deposits up to € 103,000 (USD 140,000, GBP 81,000) -
thus giving state backing to what was previously a private guarantee by banks.

Recapitalisation: Possible underwriting by the Italian government of the
recapitalisation of banks or by it becoming a direct shareholder. (Such temporary
intervention, if needed, will take place on a case-by-case basis and only after the
relevant bank has failed in attracting fresh capital from the market. In addition, the

3

DOF01B04
17 DOF04642-003



government will not invest in ordinary shares of distressed banks, but rather in
privileged shares with no voting rights attached.)

Debt guarantee: State guarantee on liabilities newly undertaken by banks on or before
31 December 2009 for the duration of up to five years. Such guarantee shall be given
at market conditions, following the Bank of Italy's evaluation of a bank's capital
adequacy and solvency.

Other measures: Compulsory administration for banks whose financial position may
undermine the overall stability of the financial system. The Ministry of Economy and
Finance may swap government securities in exchange for ineligible collateral, thus
allowing banks to post such government securities as collateral in order to obtain
financing from the €pean Central Bank.

It has also been announced that the Bank of Italy will adopt further measures to make
it easier for banks and companies in general to post collateral in order to obtain
financing.

6. NETHERLANDS
Guarantee fund: The Dutch government has also extended a € 20 billion guarantee
fund to financial institutions and insurers, on terms yet to be finalised.

Deposit Guarantee: The Dutch government has increased the maximum guaranteed
amount under the Deposit Guarantee System to € 100,000 per person per financial
institution (the Landsbanki Icesave accounts held in The Netherlands also benefit
from this (increased) guarantee system although the first EUR 20,000 is guaranteed
by Iceland, and in this context the Dutch government has agreed to extend a loan to
Iceland to provide funding for this). The Guarantee under the system is available for
natural persons (with very few exceptions) and small businesses.

Any payments made under the Deposit Guarantee System will be made by the Dutch
Central Bank but will eventually be for the account of the banks participating in the
system. However, some banks have already publicity indicated that they will not
participate in any increase of the maximum guaranteed amount under the system (i.e.
any amount over the original maximum amount of € 38,000 per person per financial
institution) given the unilateral character of the measure taken by the Dutch Minister
of Finance.

Recapitalisation: € 20 billion has been made available by the Dutch government to
financial institutions and insurance companies (including foreign institutions with seat
in The Netherlands) until 20 January 2009 in the form of participation, preference
shares or by other means agreed. In addition additional monies will continue to be
made available by the Dutch Central Bank to financial institutions against sufficient
security.

Debt Guarantee: € 200 billion available in the form of a Dutch State guarantee in
respect of senior unsecured loans to financials institutions by other financial
institutions and institutional investors without security. Guarantees under this scheme
can be requested until 31 December 2009 for a period no longer than 36 months. This
guarantee is available to financial institutions with their principal place of business in
The Netherlands and to subsidiaries of foreign banks with substantial operations in
The Netherlands
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7. SPAIN
Guarantee fund: € 100 billion has been made available for government guarantees of
future issues of debt instruments and inter-bank deposits.

Deposit Guarantee: Deposit guarantee funds and investor protection schemes have
been updated, providing protection of up to a maximum of € 100,000 (or equivalent in
another currency) per depositor or investor (whether an individual or a legal entity) in
each participating credit entity or investment firm.

Recapitalisation: By way of exception, and until 31 December 2009, the Ministry of
Economy and Finance is to be authorised to acquire shares (including preferred shares
and quotas) issued by credit entities resident in Spain if so required. Shares acquired
in this way by the State will not be subject to the limits set out by the law as regards
assessment of own resources. According to the Royal Decree-Law on Urgent
Measures within the Financial Economical Framework, it is not clear whether
subordinated bonds may also be acquired. This is to be clarified in the regulations
developing the law.

Debt Guarantee: A maximum amount of € 100 billion will be made available for the
granting of guarantees. The Spanish Government will be entitled to grant guarantees
in order to secure issuances of debt instruments (i.e. commercial paper or bonds)
traded in Spanish official secondary markets carried out by credit entities and inter-
bank deposits in favour of Spanish resident in Spain or Spanish subsidiaries of foreign
credit entities as far as they perform a significant activity in Spain. State guarantees
may extend to other banking instruments such as interbank deposits

This measure will be in place until 31 December 2008. The maximum expiry date of
the guaranteed transactions will not exceed five years. Entities willing to obtain
governmental guarantees will need to comply with certain requirements that will be
set out by the Ministry of Economy and Finance.

Other measures: The Spanish Government will establish the Financial Assets
Acquisition Fund to invest in high quality investment assets issued by credit entities
or securitisation funds (which are backed by loans granted to individuals, companies
and non-financial entities) as a liquidity-increasing measure.

The Fund's initial endowment will amount to 30 billion €s, which may be increased to
50 billion €s if required. Initially, its endowment amounts to 10 billion €s which may
be increased up to 30 billion €s in 2008 and it will be financed with public debt.

All returns of any nature accrued by the account of the Financial Assets Acquisition
Fund and all financial assets in which the Financial Assets Acquisition Fund has
invested may be incorporated to the resources of the Financial Assets Acquisition
Fund, unless its Supervisory Council decides to distribute them to the Public
Treasury. Assets will be acquired through competitive public auctions and limitations
will be put in place in order to ensure that a large number of entities may obtain
liquidity rather than concentrating access to liquidity on a few.

8. UK
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Guarantee Fund: £400 billion has been made available for the various measures
described below.

Deposit Guarantee: As of 7 October 2008, the level of savings for bank deposits
guaranteed by the Financial Services Compensation Scheme was increased to
£50,000.

Recapitalisation: On 13 October 2008, the UK government announced capital
investments to the Royal Bank of Scotland (RBS) and, upon successful merger, to
HBOS and Lloyds TSB totalling £37 billion.

Each institution has committed to raise their total Tier 1 capital and have a Tier 1
capital ratio in excess of 9 per cent. In return, each institution is to maintain lending to
small business owners and homeowners at 2007 levels, support schemes to help
struggling mortgage holders and allow government input in relation to remuneration
schemes, board appointments and dividend policy.

Debt Guarantee: UK-incorporated banks (including subsidiaries of foreign
institutions) that have a substantial business in the UK and UK building societies are
eligible to participate in the UK government's 2008 Credit Guarantee Scheme. The
guarantee is only available to one entity per banking group.

The UK government announced that it will guarantee specified bank and building
society debt instruments issued during a six month period form the date of the notice
(13 October 2008). Eligible instruments are certificates of deposit (CDs), commercial
paper and senior unsecured bonds and notes, but only those denominated in €,
Sterling or US dollars.

Moreover, there is a cut-off, in that the term of the guaranteed instruments must not
exceed three years. (There is scope to extend the maturity of certain guaranteed
instruments, through "rollover", provided though that the overall maturity date will
not extend past 13 April 2012, unless extended by the UK Treasury.)

A fee (of 50 basis points plus 100 per cent. of the relevant institution's median five-
year Credit Default Swap (CDS) spreads in the year to 7 October 2008) is payable to
the UK Treasury for the guarantee. There may also be an incremental fee payable for
non-Sterling issues.

Other measures: Unlimited U.S. dollar funds provided to financial institutions by the
Bank of England conducting tenders of US dollar funding at 7-day, 28-day and 84-
day maturities at fixed interest rates for full allotment against appropriate collateral.
The Bank of England has amended its swap line with the US Federal Reserve so that
there is no fixed limit to the amount of dollar liquidity for financial institutions.

The UK government's new Banking Bill was introduced into Parliament and received
its first reading on 7 October 2008. The second reading was due to be on 14 October
2008.
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. / 16 January 2008

Oifig an Aire Airgeadis
Memorandum for the Information of Government

Financial Markets Developments

1. Matter-Issue for Information

The Ténaiste is submitting this Memorandum in accordance with his commitment to
keep the Government informed of ongoing developments in the financial markets
and their possible impact on Ireland. The Memorandum is based on the assessment
of the Central Bank and Financial Services Authority of Ireland (CBFSAI) made to
the recent meeting of the Domestic Standing Group on Financial Stability on 11
January.

2. Background
Through December, massive and co-ordinated intervention by major central banks
c provided liquidity to money markets, enabling banks to meet year end (2007)
financing needs. There is a general sense of relief that the year end point has been
passed; credit market conditions appear to have improved, but remain difficult.
Markets are expected to remain disrupted for some time to come as banks and others
hoard funds until the extent and impact of the sub-prime loan issues become clear
and to re-build their capital position in some instances as a bulwark against further
market turmoil. There are reports that financial institutions have already incurred
losses of €60 Billion; with estimates of eventual losses ranging from €100bn to
€275bn. Losses of this magnitude have implications for even the largest institutions,
with reports of major intemational banks seeking additional balance sheet
investment from Middle and Far Eastern investors. The macroeconomic climate is
also a concern, as poor levels of economic growth globally — in particular the risk of
a US recession - could impact further on the financial markets.

3. Interbank market and other funding markets
Interest rates in the interbank market have receded to their best levels since the
o financial market turbulence began. However, this is still significantly (circa 35 basis
points) above what previously would have been considered normal levels and
improvement has been concentrated at the short end of the maturity profile. The US
commercial paper market has improved, allowing banks (including Irish banks) to
access liquidity from this source. The asset-backed commercial paper market
increased in January for the first time since the market turbulence began. However,
maturities for funding remain short with long-term markets, such as asset covered
securities and securitisation, effectively remaining closed at present.

4. Irish Impacts
Liquidity i.e. ability to finance day-to-day operations
The improvements in the markets have meant that Irish institutions have continued
to access their required liquidity. They are meeting their financial ratios but the
maturity of their funding continues to shorten exacerbating funding pressures over
time. The significant rollover of funding required by Irish banks early in 2008 are a
priority for the banks and in this context, in addition to other contingency measures
DOF01B03 they are active in sourcing funding fromyyew markets, such as Japanese and other
Asian markets in order to build new fun?mg streams for the future. . DOF03709-001
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Market situation of major Irish retail banks

The Irish banks have reported that they feel that Ireland’s “name” is getting a more
positive response in the market; for example, Fitch’s (rating agency) have recently
improved Ireland’s rating. However, negative sentiment about Ireland remains on
account of concerns regarding the property market and the share prices of the banks
have continued to fall.

Impact on commercial and retail services

Currently there is a high level of competition for corporate deposits in the Irish
banking market. This could cause difficulties for smaller banks which may not be
able to compete with larger institutions in this market. Indications from the banks is
that they anticipate that 2008 will be a relatively flat year for lending, reflecting
increasing evidence that the credit difficulties are impacting the real economy. This
is supported by the latest Euro area banking survey which indicated that lending has
tightened significantly since the financial turbulence began.

5. Northern Rock developments

The UK Government has continued to attempt to arrange a private sector sale of
Northern Rock, while the amount borrowed by Northern Rock from the Bank of
England has continued to increase (currently estimated to be around £26bn). The
Treasury has also extended its guarantee of deposits in northern Rock to include all
wholesale deposits. The two possible private sector interests have found it difficult
to raise the funds for their purchase in the current market environment, and the
Treasury has signed up a provisional executive chairman for Northern Rock, should
it be nationalised. Nationalisation of Northern Rock would now appear a much more
likely outcome. .

6. Contingency Planning

The Domestic Standing Group on Financial Stability is continuing its work to
strengthen financial stability planning arrangements in Ireland, in line with EU
requirements. In this context a financial stability simulation exercise, involving the
Department and the CBFSAI took place in December 2007.The DSG is also
continuing to examine the lessons for Ireland from developments in Northern Rock
in the UK including in relation to the powers available to the CBFSAI and the
Minister for Finance to respond to any such situation arising in Ireland and any legal
impediments to solutions to crisis situations, as well reviewing Deposit Guarantee
arrangements in Ireland.

7. Conclusion

[t is important to emphasis that the Irish banking system is strong, liquid and well
capitalised. Notwithstanding the current turbulence, the Irish banks are accessing
their required liquidity, although their share prices have been significantly reduced.
The next two hurdles that the global financial system, including Ireland, face, are the
rollover of significant long term funding arrangement early in the ycar and the
publication of audited accounts in due course. Both of these events may cause
difficultics for banks, particularly if the audited accounts reveal further significant
subprime losses by some of the large investment banks that erode financial market
confidence. In addition there are fears in the market that a recession in the US
could have significant impact on financial markets globally. The Financial
Regulator and the DSG continues to m@ujtor the situation closely.
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Manleg, Michael

From: Beausang, William

Sent: 23 June 2008 14:48

To: Manley, Michael

Subject: Could you finalise and circulate this version please
Attachments: revised Note for Minister flwg DSG19 june 08.doc
M

Could you review / proof read and make any final changes thanks

L

revised Note for
Minister flwg...
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1. Mr Beausang
2. Runai Aire
Subject: Note for the information of the Minister for Government meeting
Financial market developments
Key Points

The ECB, Bank of England and Federal Reserve have signalled a greater focus
on inflationary concerns and the likelihood of interest rate increases.

Significant change in sentiment in financial markets has stalled the nascent
recovery in the share prices of financials as markets factor in anticipated
increases in interest rates and further sub-prime losses.

Estimates of the ultimate losses from US sub-prime crises are now starting to
exceed $1 Trillion and are expected to extend well into 2009.

Losses disclosed to date total circa $380 Billion; markets believe there are
major losses still to be absorbed and financial stocks remain in deep disfavour
by investors.

Irish financials have seen a 25% approx. fall in their share prices since mid
March (Bear Steams) and are viewed as significantly exposed to further decline
in property values (residential and commercial} as latent credit difficulties begin
to emerge.

Bank of Ireland successfully issued a €1.2 Billion bond, but at a significant
premium (112 basis points) to normal market rates reflects negative investor
sentiment concerning the Insh market.

There is further evidence that adverse financial market developments are
impacting on the real economy through higher interest rates and restrictions on
the availability of credit.

A more detailed note, based on discussion at the meeting of the domestic Standing
Group of 19 June is attached.

Michael Manley
23 June, 2008
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Note for the information of the Minister for Government meeting
Financial market developments

Background
There has been a significant change in sentiment in financial markets since early June,

driven by statements from the ECB, Bank of England and Federal Reserve that
increasingly identify inflation as a policy concern to which the Central Banks will if
necessary respond with interest rate increases. Additionally market expectations are
that further losses on sub-prime loans will be more than double the $380 billion
already disclosed leading to pressures on bank eamings and the likelihood of banks
needing to raise capital to restore their balance sheets.

Financial Sector

Market volatility has significantly increased as markets seek to anticipate how these
factors will impact, resulting in large changes in share prices on a daily basis, but with
a persistent downward trend overall.

Ireland

Irish bank shares have failen significantly in the last month (AIB —-22%; Bol — 25%;
Anglo —27%; IL&P —24%). The recent issue of a research note to investors by Keefe,
Bruyette Woods Ltd (KBW) stating Bank of Ireland and Anglo Irish Bank have lower
tier 1 capital, a measure of financial strength, than most European banks lead to a 6%
fall in Bol share value on Wednesday 18 June. The bank suffered heavily in the sell-
off of financial stocks and by the close of business, its shares were down 6 per cent as
it shed 42 cent to €6.56.

[rish banks are considered highly exposed to property (residential and commercial)
with Bol cited as having 70% of its lending tied to ‘bricks and mortar’. Intemational
investors believe that a latent credit problem is yet to emerge in the Irish market. It is
unlikely there will be any significant recovery in share prices until property values
start to recover; equally, any further falls in property prices are likely to put additional
stress on the share prices of Irish financials.

A number of banks remain on negative ratings watch by Ratings Agencies indicating
they may be may be downgraded. A key issue in any downgrading would be the
extent of ratings change; a significant downgrading would increase the costs of
funding for an institiution, put share prices under further pressure and may lead to
certain larger depositors transferring funds out of the instituion.

International

Financial shares internationally have declined significantly with US and UK
Financial share price indices down by 16% and 20% respectively (mid-May to mid-
June) and significant individual falls by major banks , e.g. Royal Bank of Scotland
(UK) and UBS (Swiss) both down 25% (Confirm). These banks are generally being
impacted by the sub-prime crisis and changed expectations in relation to international
growth.
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Financial Markets

While debt securities markets remain virtually closed, there has been record activity
in bond markets reflecting pent-up demand, with $303 Billion raised in May, mostly
by financial institutions with the highest ratings. Bank of Ireland successfully 1ssued a
€1.2 billion bond, but at a significant premium of 112 basis points reflecting negative
investor sentiment regarding the Irish market. In money markets, an anticipated
increase of 25 basis points by the ECB has already been priced in and a further similar
increase is expected, though there is no consensus as to whether this will take place
late this year or early 2009. The price of 3-month money remains high, at 4.961% it 1s
now higher than the peak end-year rate for 2007, as against the ECB benchmark rate
of 4%.

There is no evidence of increased reliance by Irish banks on ECB funding which
remains around 7%, with an estimate 2'2% held by domestic banks.

Impact on Real Economy

The increased cost of money has started to feed through in increases in interest rates
charged to borrowers with increases announced by EBS and Bol in May, IL&P 1%
June and AIB on 12™ June. With pressure on banks to seek to at least maintain
earnings, further increases in funding costs are likely to be quickly passed on to
borrowers. Banks have also continued to tightly ration lending, seeking to protect
larger, long standing and more important borrowers and provide for anticipated credit
demands. The CBFSAI expects that this continuing tightening in credit avaialbity and
cost will likely increase bad debts. The issue of anticipated increase bad debts has
already featured in brokers notes/briefing and has received some media comment.

Overall, lending is unlikely to grow by more than mid single figures this year and
lending that does take place will be targeted by banks at the mintenace of their
existing customers. According to the Financial Regulator, there is particular concern
regarding residentail {(adnycommerical property investment outside the main urban
centres as well as significant strains affecting property developers, particularly mid-
tier operations that are not asset rich and do not have access to significant liquidity.

Conclusion

Internationally, significant change in sentiment in financial markets due to anticipated
increase in interest rates and further large sub-prime losses have lead to a stalling in
the nascent recovery in the share prices of financials. Money markets remain tight and
are pricing in further interest rate increases, though there has been increased activity
in bond markets where financials have raised significant funding on payment of
higher interest rates.

Internationally the financial sector is out of favour. While the Irish financial sector
should not expect to be immune to this, the widespread perception that Irish banks are
very heavily dependent on property lending has exacerbated the position. As property
prices continue to fall, the position of Irsh banks is wvulnerable to further
deterioration.
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Secret — for preparation for Government meeting

Report of Domestic Standing Group Meeting — 8 July 2008

Attendees

Tony Grimes, Central Bank

Brian Halpin, Central Bank

Con Horan, Financial Regulator
Kevin Cardiff, Department of Finance

- William Beausang, Department of Finance

Recent share price declines
The CBFSAI was staying in close touch with the Irish banks; the sharp decline in
Irish bank shares had not had any significant effect on their deposit base to date.

International developments

The CBFSAI believed that the declme in bank share prices internationally was
helping to highlight the international market situation ahead of the domestic
environment.

Liquidity

have both recently topped-up with

liquidity in order to ensure that it remained strong against all eventualities,

Corporate Deposits
It was considered inevitable that weaker share prices would in time be reflected in
some withdrawals of, in particular, corporate deposits.

Bank of Ireland trading statement '

Bank of Ireland’s inferim management statement (8 July) was considered ‘downbeat’
but reflected concerns regarding the impact on proﬁtabﬂlty of the bank’s exposure to
the UK commercial property market

Long-term investors

There were some indications that recent falls in share prices reflected share sales by
long-term investor indicating that if the current unfavourable market environment
persisted there was an increased risk of a general loss of confidence in the Irish banks.
International investors believed that the sharp slow-down in the Irish economy and
property market would give rise to significant loan losses for the Irish banks, a
collapse in profitability and the need to raise significant capital and that they would be
disadvantaged in doing so on account of the delay in going to the market for
additional capital, in contrast to the steps taken by some UK banks. This type of
assessment does not cortespond with that of the ITrish banks. The FR reported a
detailed line-by-line examination of its loan book by one of the major Irish banks
which highlighted that even allowing for ‘worst-case’ loan losses, profitability would
remain strong measured against objective market benchmarks,
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Lﬂ?"ﬂl, Ciara

From: Cassidy Mark [mark.cassidy@centralbank.ie]

Sent: 09 July 2008 18:13

To: Lonergan, Ciara

Subject: RE: special resolution regime

Ciara

Many thanks. This should address the issue comprehensively.
Mark

————— Original Message-----

From: Lonergan, Ciara [mailto:Ciara.Lonergan@finance.gov.ie]
Sent: 09 July 2008 18:04

To: Cassidy Mark

Cc: Beausang, William; Nolan, Kevin

Subject: RE: special resolution regime

Mark
Please see suggested amended speaking points

1) There are a number of considerations relevant to that issue, which as I understand
it remains a proposal subject to ongoing consultation in the UK.

2) First of all there are a range of institutional and legislative arrangements in
place in Ireland to ensure that we have an effective and robust supervisory framework
and a sound and resilient financial system [...This includes the detailed and
comprehensive template of EU financial services law and our integrated Central Bank
and Financial Regulator within the single unitary organisation which has received high
marks from authoritative international assessments...]

(2) In terms of dealing with the current uncertain financial environment, Irish banks
also have full access to the funding facilities of the ECB, which accepts a much
broader range of collateral than many other CBs [...the Euroystem's operational
framework has worked very successfully over the last year in ensuring that liquidity
was available to market participants...]

(3) In accordance with EU requirement, a Domestic Standing Group on Financial
Stability (DSG) operates in Ireland comprised of high level officials of the
Department of Finance, the Central Bank and the Financial Regulator. [...This has of
course been active in sharing information and assessments since the onset of the
current market dislocation. One of its main purposes 1s to facilitate full and timely
information exchange, co-operation and co-ordination, contributing to the maintenance
of financial stability and a solid and sound financial system in Ireland as well as
ensuring that we continue to play our part in terms of our responsibilities at EU
level...]

(4) At EU level a very significant initiative arising from the October 2007 Ecofin
Roadmap is the signing by all Member States of a Memorandum of Understanding (MoU)} on
co-operation between the Financial Supervisory Authorities, Central Banks and Finance
Ministries of the European Union on cross-border financial stability. [...The MoU sets
out practical arrangements aimed at strengthening co-operation between authorities
throughout Europe for the maintenance of financial stability, prevent, and if
necessary, manage potential systemic problems...]

(5) I am satisfied that on the basis of these type of arrangements that we are in a
position in Ireland to properly assess and evaluate all relevant issues and
considerations that might be expected to arise, and to respond appropriately.

I have nothing more to say on that subject.
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From: Cassidy Mark [mailto:mark.cassidy@centraibank.ie]
Sent: 09 July 2008 13:30

To: ergan, Ciara

Subject: special resolution regime

Hi Ciara

Following our telephone conversation, the following are the points {(in very rough
form} the Governor would iike to make if asked about a Special Resclution Regime.

{1) There are a range of institutional arrangements in place to ensure an adequate
supervisory framework

{2) Irish banks also have full access to the funding facilities of the ECB, which
acceplts a much broader range of coclilateral than many other CBs

{3) Domestically, there is aisc a Domestic Standing Group, involving the Department of
Fin, CB and Fin Reg which considers issues related to crisis management

{4YA1]1 relevant issues are considered within that group

{5} Other than that I have ncthing more to say on that subject.
Sorry for the short notice.

Kind regards

Mark

U R R R R R R R R R R R E R R R R R R R R R EE R EE AR SRR A SRR RS R R RS A

This e-mail is from the Central Bank and Financial Services Authority of Ireland. The
e-mail and any attachments transmitted with it are confidential and privileged and
intended solely for the use of the individuai or organizaticn to whom they are
addressed.

Any unauthecrised dissemination, distribution or copying, direct or indirect, of this
e-mail and any attachments is strictly prohibited. If you have received this e-mail
in errcor, please notify the sender and delete the material from your system.

R R R R EE R R R R R R R E R E R EEEEEEE R A ERER SRR RS A S R

Tagann an riomhphost seoc & Bhanc Ceannais agus (dards Seirbhisi Airgeadais na
hEireann. T& an riomhphost, agus aon iatan a ghabhann leis, faoi run agus faoi
phribhléid agus ceaptha dl'aontoisc le haghaidh dsadide an té nd na heagraiochta chun a
ndireofar iad.

T4 dianchosc ar chraobhscacileadh, ar dhadileadh nd ar chdéipedil neamhldaraithe ar
bith, direach né indireach, an riomhphoist seoc ndé aon iatidn a ghabhann leis. Ma td an
riomhphost seo faighte agat tri dhearmad, culr an secltdir ar an eclas agus scrios an
t-abhar & do chodéras le do thoil.

L R R R A R A R R R R R R E R R R E R E R E R R R EEE RS EEEE R R R R R

ARSI R R RS ES RS RS R ESES AT ST S SRS AE S SRS RE SRR SR ST TS
Attention:

This e-mail message is priviieged and confidential. If you are not the
intended recipient please delete the message and notify the sender.
Any views or opinions presented are solely those ¢of the author.

This email was scanned by MaiiMarshal and has been certified
virus free with the pattern file currently in use. This however cannot guarantee

that it does not contain malicious content.
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ﬂgzgan, Ciara

From: Cassidy Mark [mark.cassidy@centralbank.ie]
Sent: 0S July 2008 13:30

To: Lenergan, Ciara

Subject: special resolution regime

Hi Ciara

Fellowing cur telephone conversation, the following are the points (in very rough
form} the Governor would like to make if asked about a Special Resolution Regime.

{1} There are a range of institutional arrangements in place to ensure an adeguate
supervisory framework

(2} Irish banks also have full access to the funding facilities of the ECB, which
accepts a much broader range of collateral than many other CBs

{3) Domestically, there is also a Domestic Standing Group, involving the Department of
Fin, CB and Fin Reg which considers issues related to crisis management

{4)811 relevant issues are considered within that group

{5) Other than that I have nothing more to say on that subject.
Sorry for the short notice.

Kind regards

Mark

L R R E R R R R R R R R E R E R E R R SR R AN AR SRR R SR SRS E R

This e-mail is from the Central Bank and Financial Services Authority of Ireland. The
e-mail and any attachments transmitted with it are confidential and privileged and
intended solely for the use of the individual or organization to whom they are
addressed.

Any unauthorised dissemination, distribution or copying, direct or indirect, of this
e-mail and any attachments is strictly prohibited. If you have received this e-mail
in error, please notify the sender and delete the material from your system.

He bkt hkhkdkrbrddhdrhrrhkdrhrbdrhkdrrrohrbrhbhrrhrdbdhbbrhdbrhdrhbrdbrhbrhbrrdbrhbrhbrdrhrbhkdbrhb b dhrhr?

Tagann an riomhphest sec ¢ Bhanc Ceannais agus Udards Seirbhisi Airgeadais na
hEireann. T4 an riomhphost, agus aon iatan a ghabhann leis, Ffaoi run agus faoi
phribhléid agus ceaptha d'aontoisc le haghaidh usaide an té né na heagraiochta chun a
ndireofar iad.

Ta& dianchosc ar chraobhscacileadh, ar dhdaileadh né ar chéipeail neamhtdaraithe ar
bith, direach né indireach, an riomhphoist sec né acn iatdn a ghabhann leis. Ma ta an
riomhphost seo faighte agat tri dhearmad, cuir an seoltdir ar an eolas agus scrios an
t-4bhar 6 do chéras le do thoil,.

Hhthkkdhdhdrhrhdhbdthrbrkddhr bk hdhbrrhrhbdhbrhrhbrdbrdbhbrrbrdbrhrbrdrrdrdbrrdhbhrbbhkrrbodrrdr bl
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Note of Mcceting, 18 September 2{193

Minister

NTMA Michael Somers, John Corrgan. B Mclonagh
D/Finance Kevin Cardiff*, Dawvid Doyle

CBFSAL John Hurley, Tony Grimes, Brian Halpin

FR Him Farrell, Patrick Neary*

*for part

John Hurley gave a report ~ liquidity under great strain — potentially serious crisis
considerations (a) what can we do now? (b) specific bodies to focus on in next few days?

Re (a)
s Said Minister’s reassuring statements had helped
» Needs to be something quickly on deposit guarantees and a further reassuring
statement on the financial sector
= An ‘all deposits’ guarantee may be counterproductive. CB/EFR not suggesting that
now.

e Proposal
»  DGS to increase to 100k
* Additional statement from Minister
= Liquidity provision structures to provide immediate liquidity may be
required {with letter of comfort from Minister) — a €10 billion
emergency fund should be available for a pressure scenario.

Re (b)
s AIB & Bofl - liquidity tight but ok for now
e EBS & ILP - liquidity tight but have ECB access
o INBS & Anglo - very immediate problems — Anglo is the bigger problem -
Corporate financiers are to be in there and report back immediately. Re
Nationwide: residual cash allow it to be nursed for a while — if Anglo does not

stabilise, could create knock on difficulties.

Re Anglo, John Hurley said options if trouble continues include (a} nationalising (b) support
it but take equity share as a price for that — then work it out over a period of ime — State
should give itself potential for upside.

His conclusion (a) put liquidity facility in place asap and (b) look at how to deal with broader
issues over next week or so.

Jim Farrell stressed DGS should also apply to credit unions.

John Hurley suggested an Anglo/INBS merger would be problematical as Anglo not strong
enough.

Michael Somers outlined the Exchequer funding position: noted that a CU was seeking a
facility to deposit with NTMA; raising large amounts of money takes time.

Minister asked that Kevin Cardiff, Pat Neary and Brian Halpin drafi a statement re DGS
immediately.
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THEME: C3

Appropriateness and effectiveness of the
Department of Finance actions during crisis

LINE OF INQUIRY: C3b

Appropriateness of the bank guarantee
decision

34




”];f:) October 2008

[

Mr. Jean-Claude Trichet
President .

European Central Bank
Kaiserstrasse 29

D-60311 Frankfurt am Main
Germany

- Dear Mr. Trichet,

I wish to acknowledge receipt of your letter and enclosure of 16 October 2008
which will be brought to the Taoiseach’s attention as soon as possible.

Yours sincerely,

R —

i Paul Mooney
Tadiseach’s Private Office

Mr. Dermot McCarthy
. For information

30 0CT 2008
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EUROPEAN CENTRAL BANK

EUROCSYSTEM

Jean-Claude TRICHET

President

An Taoiseach, Mr. Brian Cowen, T.D.

Department of the Taoiseach,

Government Buildings,

Upper Merrion Street,

Dublin 2,

Ireland. ' 16 October 2008

L/ICT/08/1657

Dear Taociseach,
RE: Credit Institutions {(Financial Support) Scheme 2008

The ECB was recently consulted on the draft Credit Institutions (Financial Support) Scheme 2008, which
was published on the website of the Department of Finance this moming. I understand that the draft

scheme is still subject to the approval of the Oireachtas.

Under paragraph 10 of the Schedule to the draft scheme, the labilities covered under the Minister for
Finance’s guarantee of certain liabilities of systemically important credit institutions designated by the
Minister under the scheme include interbank deposits and senior unsecured debt. I am writing to request
that the Irish Government arrange that interbank deposits with a maturity of up to three months be
excluded from the lizbilities covered under the draft scheme, In this respect, I would like to draw your
attention to the ECB opinion on the draft scheme', which was adopted yesterday by the ECR Governing
Council. In its opinion the ECR attached great importance to the declaration made by the euro area Heads
of State on 12 October 20087, according to which Member States have to act in a coordinated manner to
avoid that significant differences in national implementation could have a counter-productive effect,
creating distortions in banking markets. The euro area Heads of State also acknowledged the need to work
in cooperation with the ECB so as to ensure consistency with the management of liquidity by the
Eurosystem and compatibility with the operational framework of the FEurosystem. Against this
background, the ECB opinion notes that unceerdinated decisions to guarantee interbank deposits in some

Member States should be avoided as they may involve a fragmentation of the euro area money market,

! Sec paragraph 3.7 of ECB Opinion CON/2008/48 of 15 October 2008 at the request of the Jrish Minister for Finance on a draft
Credit Institutions (Financial Support} Scheme 2008, availabie at:
httpffwenw.ech.europa.eufech/legal/opinionsthimlfindex.en.himi

z, . . i . . .
Declaration on a concerted European action plan of the euro area ecuntries’, avaitable on the website of the French Presidency
at www . ne2008.fr.

DOT02B02-V Kaiserstrasse 29, 60311 Frankiurt am Main, Germarg-él’el,: +49 69 1344 7100 - Fax; +49 6% 13 44 7305
DOT00367-002



The extension of the guarantee to cover interbank deposits, as is the case under the draft scheme, could
entail a substantial distortion in the various national segments of the euro area money market by
potentially increasing short-term debt issuance activity across Member States ard therefore impairing the

implementation of the single monetary policy, which is a competence of the Eurosystem under Article
105(2) of the Treaty. '

The ECB opinion also highlights the statement in the declaration that the euro area Governments would
make available a Government! guarantee of new medium term {up to 5 years) bank senior debt issuance,
whereas the scheme proposes to cover senior unsecured debt and asset covered securities, and dated

subordinated debt (Lower Tier 2), without limitation as to maturity.

I am writing to underline the importance that the ECB attaches to the exclusion of interbank deposits with
a maturity of up to three months from the liabilities covered by the draft scheme. I would wish that the
[rish Government would meintain such an exclusion until this matter has been fully coordinated
throughout the curo area Member States, in order to avoid distortions in the implementation of the euro

area single monetary policy.

Yours truly,

ce. Mr. Brian Lenihan, T.D.,
Department of Finance,
Upper Merrion Street,
Dublin 2,
Ireland.

Mr. John Hurley,

Goverior,
Central Bank and Financial Services Authority of Ireland,
Darme Street,
Dublin 2,
Ireland.
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o Certifled Copy of the original

N CENTR Pierro van der Hacgen
v . Birector Cenarg:
ecretariat and Lonciase Qo
t t arEJ Lenguage Services
uropean Centray Bank

OPINION OF THE EUROPEAN CENTRAL BANHE
of 15 October 2008

EUROPEAN CENTRAL BANK

at the request of the Irish Minister for Finance

on a draft Credit Institutions (Financial Support) Scheme 2008
{CON/2008/48)

Introduction and legal basis

On 10 October 2008 the European Central Bank (ECB) received a request from the Irish Minister for
Finance {hereinafter the ‘Minister’) for an opinion on 2 draft Credit Institutions (Financial Support)
Scheme 2008 (hereinafter the ‘draft scheme’) to be adopted by the Minister by means of a statutory
instrument under the provisions of the Credit Institutions {Financial Support} Act 2008 (hereinafter the
‘Act’). On 13 October 2008 the ECB was informally provided by the Irish Department of Finance with an
updated version of the draft scheme (hereinafter the “updated draft scheme’)’. The scheme implements the -
more generzal rules coniained in the recently adopted Act, on which the ECB has been consulied and
issued its Opinion CON/2008/44 on 3 October 2008 In accordance with the Act, the Minister may not
adopt the scheme until 2 resolution approving it has been passed by each House of the Oireachtas
(National Parliament)®. The Minister requested the ECB’s opinion on the scheme as a matter of urgency,

prior to ifs submission to the Oireachtas.

The ECB’s competence to deliver an opinion is based on Articie 105(4) of the Treaty, in conjunction with
the third and sixth indents of Article 2{1) of Council Decision 98/415/EC of 29 June 1998 on the
consultation of the European Central Bank by national authorities regarding draft legislative provisions®,
as the scheme relates to a national central bank, the Central Bank and Financial Services Authority of
Ireland (hereinafter the *Central Bank'}), and contains rules applicable to financial institutions insofar as
they materially influence the stability of financial institutions and markets. In accordance with the first
sentence of Article 17.5 of the Rules of Procedure of the European Central Bank, the Governing Council

has adopted this opinion.

The draft scheme and the updated drafi scheme are only referred to specificaily in this opinion where 2 distinction needs
to be made between them. Otherwise the legislative provisions to be adopted arc referred to as the ‘scheme’.

Seec ECB Opinion of 3 October 2008 at the request of the Irish Minister for Finance on a draft Credit Institutions
{Financial Support) Bili 2008 (CON/2008/44).

3 Sex Section 6(5) of the Act,
4 OJ L 189,3.7.1998, p. 42.
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concerted European action plan of the euro area countries”, in which they confirmed their
commitment to act together in a decisive and comprehensive way in order to restore confidence and
proper functioning of the financial system, aiming at restoring appropriate and efficient financing
conditions for the economy. They agreed on common principles to be followed by the EU and euro
area governments, central banks and supervisors to avoid national measures adversely affecting the
functioning of the single market and the other Member States. Against this backpround, the ECB
highlights that all the initiatives put in place by national governments to restore the confidence in
financial markets should be aimcd at implementing such common principles, in the spirit of close

cooperation with other Member States and EU institutions.

2.2 The ECB underlines that the recommendations expressed in this epinion in relation te the scheme
shouid be taken together with the recommendations expressed by the ECB in relation to the draft
Act in its Opinion CON/2008/44'. The ECB wishes to draw the consulting authority’s attention to
the recent ECB opinions issued at the request of other Member States, whereby the ECB has
commented on legislative proposals sharing some of the features of the scheme'', It is the ECB’s
intention to facilitate coordination of the various national efforts addressing the current financial
situation, infer alia through timely adoption and publication of ECB opinions on such draft national

legislation.

3. Scope of the financial support provided
3.1 Selection of covered credit institutions

Under the scheme on which the ECB was ariginaily consulted, the institutions covered are those
credit institutions and subsidiaries which the Mimister, following 2 recommendation from the
Governor of the Central Bank, specifies by order under the Act as requiring financial support’, A
credit institution joins the scheme by éxecuting a guarantee acceptance deed in the form to be
specified by the Minister and, if required by the Minister, its parent or any other group company
also executing such a guarantee acceptance deed'’. A subsidiary of any parent credit institution
which is not regulated by the Regulatory Authority may qualify as a ‘covered instifution’, but in the
case of a covered instifution which is a subsidiary of any non-Irish parent credit institution, the only

liabilities covered would be those which relate to the subsidiary’s own business’,

3.2 In the context of the zbove provisions, the ECB notes that on 30 September 2008 the Lrish

Government announced that it had decided fo put in place 2 two-year guarantee amrangement to

9 See the declaration of 12 Qctober 2008, available on the website of the French Presidency at www.ue2008.fr.

10 Sec in perlicular peragraphs 2.3 and 3.2 of Opinion CON/2008/44, as reiterated in paragraphs 3.4 and 3.7 of this opinion.

it See, e.g. ECB Opinion CON/2008/46 of 8 October 2008 at the request of the Beigizn Ministry of Finance on a
preliminary draft law on measures promoting financial stability and in particular estabiishing a State guarantee for the
provision of credit in the context of financial stability. All ECE opinions arc available on the ECB website at
www.ech.europa.eufech/legal/opinions/htrmlfindex.en.html.

12 See paragraph 3 of the Schedule to the scheme,

13 See paragraph 5 of the Schedule fo the updated draft scheme.

4 Sce paragraph 12 of the Schedule to the updated dralt scheme.

3
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balance sheet growth’’. In this regard, the BECB underlines the importance of establishing
appropriate safeguards such as for example limits to marketing of financial products or limits to

expansion of activities on the basis of the state guarantees™.

3.5 The ECB understands that the Commission has confirmed the compatibility of the guarantee
arrangement proposed by the Irish Govermnment with Community State aid rules®. The ECB
reiterates the importance of ensuring that the further regulatory practice under the proposed
arrangernents will be conducted in full compliance with the relevant Cornmunity law provisions, in
particular as regards competition and Stafe aid rules, as well as EU financial services legisiation

and the single market principles™.
3.6 Types of liabilities covered by the guarantee

Under the scheme ‘covered liabilities® are defined as those labilities of covered instifutions

existing on 30 September 2008 or at any time thereafter up to and including 29 September 2010 in

respect of: (i) zll retail and corporate deposits {to the extent not covered by existing deposit
protection schemes in Ireland or any other jurisdiction); (i} interbank deposits; {i1) senior
unsecured debt; (iv) covered bonds; and (v) dated subordinated debt (Lower Tier 2)°. In the case of

a covered mstitution which is a subsidiary of any non-Irish parent credif institution, the cnly

covered labilities would be those which relate to the subsidiary’s own business and in respect of

which there is no recourse to any other entity (and would not include liabilities which, in the
absence of the guarantee, wolild normally be those of other members of the covered institution’s
group)’®.

3.7  As a further cornment as regards the scope of coverage of the State guarantee, the ECB notes that,
in line with the declaration made by the euro area Heads of State mentioned before, Member States
have to act in coordinated manner to aveid that significant differences in national implementation
could have a counter-productive effect, creating distortions in global banking markets. The euro
area Heads of State also aclmowliedged the need to work in cooperation with the ECB so as to
ensure consistency with the management of liquidity by the Eurosystem and compatibility with the
operational framework of the Eurosystern. Against this background, the ECB notes that

uncoordinated decisions to guarantee inferbank deposits in some Member States should be avoided

as they may involve a fragmentation of the euro area money market. The extension of the guarantee

21 See the Explanatory Memorandum Relating to a Scheme Dated X day of October 2008, pp. 24.
22 See in particular the safeguards introduced by paragraph 36 of the updated draft scheme.
23

See the Commission press release [P/08/1497 of 13 Cctober 2G08. The non-confidential version of the Commission’s
decision will be made available under Case NN 48/2008. The Commission took account, in particular of the provision of
the updated draft scheme slating that the Minister may review and vary the scheme at no later than six-month intervals,
and the regults of such review will be provided to the Commission (see paragraph 8 of the Schedule to the updated dralt
scheme). See also *Communication from the Commission — The application of State aid tules to measures taken in
relation to financial institutions in the context of the current global financial crisis’ of 13 October 2008, available at the
Commission’s website at www.ec.europa.en,

24 Cf paragraph 2.3 of ECB Opinion CON/2008/44.

25 See paragraph 10 of the Schedule to the schemne.
26 See paragraph 12 of the Schedule to the updated drafi scheme.
5
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Such cenfral bank lending fo a solvent credit institution on the basis of a State guarantee is, in
principle, possible, provided that the Central Bank’s compliance with the monefary financing
prohibition under Article 101 of the Treaty is ensured. Specific criteria for such compliance must
be respected as noted by the ECB in a recent opinion issued with respect to another EU jurisdiction
which has legislated in response to the current market turmoil®. In this opinicn, the ECB
underlines its earlier recommendation that nothing in the legal framework govemning the provision
of financial support by the Irish authorities should prejudice the Central Bank’s compliance with
the prohibition on monetary financing under Article 101 of the Treaty™.

3.10 Finally, as regards the payment of the claims in respect of covered liabilities, the ECB highlights
that in general the existing‘funding mechanism of the deposit-guarantee scheme should be used to
the extent possible. In this respect, in fact, the ECB notes that the scheme covers ail retail and
corporate deposits {o the extent they are not covered by existing protection schemes in the State or
any other jurisdiction®®, However, the ECB notes that the relationship between the scheme and the
existing deposit guarantee scheme as regards the treatment of claims and the reimbursement of
deposits should be further clarified.

4. Alloeation of supervisory powers related to provision of financial support

4.1 The scheme confers extensive powers on the Minister, the Governor of the Central Bank and the

Regulatory Authornity, which are divided as follows.

(i}  The Minister has the power to: {i) impose specific obligations on covered mstitutions which
are subsidiaries of non-Irish parent credit institutions to ensure that the scheme is not used for
the benefit of any entity other than the relevant covered institution®”; (i) in consultation with
the relevant overseas regulator (subject to the requirements of the Treaty and the ESCB
Statute), require certain obligations of the scheme to apply to the parent of a covered
institution or any member of its group®; (iii) receive confirmations from covered institutions
regarding compliance with relevant regulatory standards™ and (through covered institutions’

auditors) with the conditions of the scheme®’; (iv) direct, following consultation with the

34 See paragraph 4.3 of ECB Opinion CON/2008/46. This opinion specified the following criteria under which a central
bank may engage in lending to & solvent credit institution on basis of a collateral in the form of a State guarantee: (i) the
central bank needs to independently exercise full discretion regarding the decision whether to exfend emergency hquidity
assistance; (ii) it should be ensured that the credit provided by the central bank is as shorl term as possible; {jii) there
must be systemic stability aspects at stake; (iv) there must be no doubts 2s to the legal validity and erforceability of the
State guarantee under applicable national law; and (¥) therc must be no doubts as to the economic adequacy of the State
guarantee, which should cover both principal and interest on the loans, thus fully preserving the financial independence
of the central bank.

35 See paragraph 3.2(jii) of ECB Opinion CON/2008/44.

36 See paragraph 10, first bullet point of the Schedule to the draft scheme (paragraph 10.1 of the Schedule to the updated
draft scheme).

3 See paragraph 11 of the Schedule to the draft schemne {paragraph 12 of the Schedule to the updated draft scheme),
3 See paragraph S0 of the Schedutle to the scheme.

39 For example, the Irish Bankers’ Federation Code of Practice on Mortgage Arrears and the Regulatory Authority’s
Consumer Protection Code (see paragraph 24 of the Schedule to the dralt scheme {paragraph 26 of the Schedule to the
updated draft scheme}).

40 See paragraph 25 of the Scheduie to the draft schems {paragraph 27 of the Schedule to the updated draft scheme).
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responsibilities™, as well as with tespect to the exercise of cerlain more specific powers of
the Minister under the scheme®. The Governor monitors, together with the Regulatory
Authority’s Chief Executive, the operation of the scheme and reports regularly to the Minister

5
thereon™.

{iii) The Regulatory Authority, apart from the abovementioned functions performed jointly with
the Governor: {1} receives (on behalf of the Minister) from the covered institutions reports,
addressing their key supervisory pararneters’ and submits to the Minister reports on the
compliance by covered institutions with the terms and conditions of the scheme®®; (ii) after
consultation with the Minister, may requite a covered institution to establish af)prc)priate
funding structures®; (iii) if so directed by the Minister, may require any report or other
information to be provided by a covered institution to be audited by an independent auditor™;
(iv) is consulted by the covered institutions towards developing a code of practice for
effective risk management, in furtherance of the purposes of the Act’®; (v) may, following
consultation with the Minister, require changes in the cornposition of a covered institution’s
board in order to achieve an appropriaie balance between executive and non-executive
directors™; and (vi) may, after consultation with the Minister, require changes in the specific

elements of the commercial conduct of the covered institution®.

4,2 On the one hand, the ECB welcomes those provisions of the draft scheme that allow the Governor
to be involved in the exercise of the Minister’s powers under the Act and the scheme for purposes
of maintaining the stability of the Irish financial system. Moreover, the ECB welcomes the express
safeguards introduced under the draft scheme as regards the role of the Governor, in particular the
clarifications that: {i) nothing' in the scheme shall prejudice the independence of the Governor™;
(ii) the Governor’s auwthority to disclose information concerning a covered institution or its

subsidiaries to the Minister a2nd the Regulatory Authorify is subject to the confidentiality

52 See paragraph S1 of the Schedule to the scheme.

33 See consultation powers given to the Governer under paragraphs 13, 26, 36, 39 and 4] of the Schedule to the drafl
scheme (the Schedule to the updated draft scheme provides for such consultation powers in four cases, referted to in
paragraphs 13, 28, 38 and 42).

54 See paragraph 52 of the Schedule to the scheme.

35 See paragraph 22 of the Schedule to the draft scheme {paragraph 24 of the Schedule to the updated draft scheme). The
parameters in question include, inter alia, liquidity requirements, capital ratios, asset quality, risk exposures and funding

: costs.

36 See paragraph 23 of the Scheduie to the draft scheme (paragraph 25 of the Schedule to the updated draft scheme).

37 See paragraph 40 of the Schedule to the updated draft scherne.

58 See paragraphs 25 and 27 of the Schedule to the draft scheme {paragraphs 27 and 29 of the Schedule to the updated drafi
scheme).

59 See paragraphs 29 of the Schedule to the drafl scheme {paragraph 31 of the Schedule to the updated draft scheme).

60 See paragraph 33 of the Schedule to the scheme.

81 See pamagraphs 38, 40, 43 and 44 of the Schedule to the draft scheme {paragraphs 36, 39, 41 and 44 of the Schedutie {0 the
updated draft scheme). The clements of commercial conduct to be regulated by the Regulatory Authority under these
provisions include: {i) targets on loan/deposit ratios, wholesale funding/total liabilities, deposit growth and maximum
loans-to-value on new loans; {ii) limitations on exposures to any sector, customer or conmected customers; {iii) liquidity,
solvency and capital rafios; {iv} restrictions in relation to market share and balance sheet growth introduced to minimise
any potential competitive distortion that may otherwise arise; {v) directions for the covered institution to cease passing on
the costs of the guarantee to its customers in an unwamanted manner.

62 See paragraph 5] of the Schedule to the scheme.
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draft scheme could be ensured”’. The ECB recomrmends that a more coherent delineation of the

powers of the respective supervisory authorities is introduced.

This opinion will be published on the ECB’s website.

Done at Frankfurt am Main, 15 Qctober 2008.

24

The Vice-President of the ECB
Lucas D. PAPADEMOS

7 For example, paragraph 42 of the updated draft scheme provides that the power to limit the payment of dividends by the
covered institution s to be exercised by the Minister afier consulting the Governor and the Regulatory Authority, while
the similar power under paragraph 43 of the updated draft scheme fo prohibit the covered institution from cngaging in
buy-backs or redemptions of its ordinary shares is to be exercised by the Regulatory Authority after consulting the
Minister.
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Bullet Points for cabinct 28 Sep. 08

Banking crisis globally — US, UK (Bradford and Bingley), Europe (Fortis, Dexia in
trouble) )

Generalised shortage of liquidity — liquidity being gradually withdrawn from banks all
over — Ireland not an exception

Situation exceptionally difficult for some banks, but all affected

Seeking to avoid State intervention — markets may be assisted by US rescue package
But must prepare for worse outcomes — interventions may include:

Buy time by providing short term liquidity, but must nurse our own liquidity

Legislate to guarantee/take control of more troubled institution(s). If this arises it will
be emergency legislation, and may have knock on implications for other institutions

Pressure banks to consolidate (may not happen quickly enough)
Any intervention by us will require putting the credibility of Ireland behind
institutions — this will probably raise our own funding costs and may seriously strain

our ability to raise funds in the market

Governor of Central Bank in touch with ECB
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Statement by An Taoiseach,

Mr. Brian Cowen, TD,

Dail Eireann,
30" September, 2008.

In recent months, the international financial system has been affected

by unprecedented turmoil and dislocation.

Credit markets, which are central to meeting the medium-term
funding needs of the financial system, have effectively closed. Inter-
bank lending rates have increased very significantly thereby
escalating the cost of finance to financial institutions.

Recent developments in the US have created major structural issues
for the global financial system. Ireland as a small, highly open
economy with a significant financial sector closely integrated in the
international financial system cannot be immune from these

developments.

It is clear that we are witnessing extraordinary volatile times and the
exact extent of the impact of this volatility has yet to fully emerge. It
is the job of Government to pursue the establishment of the right
context for economic recovery and to deal with whatever new issues

come our way with determination and purpose.
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Maintenance of the overall stability of the Irish financial system is a
central priority of Government. The Government has, therefore, been
very active is supporting public confidence in the safety of their
deposits and supporting the stability of the financial system overall.

Throughout the current period of turmoil, the Government has
stressed its commitment to the stability of the Irish financial system
and, in particular, to ensuring that money placed with an Irish credit
institution would not be placed at risk.

The Government announced on 20" September 2008 our decision to
increase the deposit guarantee for savers five-fold from €20,000 to
€100,000. This was a clear demonstration of the swift and decisive
action Government is prepared to take to help maintain confidence in
Ireland’s financial institutions.

The Government’s view was that agreement on the extensive and far-
reaching plans announced recently by the US authorities would help
to stabilise financial markets and rebuild confidence in the
international financial system. However, Government has noted
yesterday's vote in the US Congress and we are conscious of its
impact and the potential for further volatility and uncertainty.

As the Minister for Finance has confirmed for the House, the
Government has now decided to guarantee the retail, wholesale,
dated term debt, secured borrowings and interbank deposits of the
six domestic credit institutions namely, Allied Irish Banks, Bank of
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Ireland, Anglo-Irish, Irish Life and Permanent, Irish Nationwide and
the EBS.

The Government has taken this decision following advice from the
Governor of the Central Bank and the Financial Regulator about the
impact of the recent international market turmoil on the Irish Banking

system.

The guarantee is being provided at a charge to the institutions
concerned and will be subject to specific terms and conditions so that
the taxpayers’ interest can be protected.

The guarantee will cover all existing aforementioned facilities with
these institutions and any new such facilities issued from midnight on
29 September 2008, and will expire at midnight on 28 September
2010.

| also wish to confirm to the House that the Financial Regulator has
advised that all the financial institutions in Ireland will continue to be

subject to normal ongoing regulatory requirements.

The decision taken by Government is designed to remove any
uncertainty on the part of counterparties and customers of the six
credit institutions. The Government’s objective action is to maintain
financial stability for the benefit of depositors and businesses. This

decision is in the best interests of the Irish economy.
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This initiative has been taken to counteract a serious disturbance in
the economy caused by the recent turmoil in the international
financial markets. It is a concrete determination of the Government'’s
intention to protect the soundness and stability of the Irish Financial
system. In taking this action the Government is acting first and
foremost in the interest of the stability of the Irish economy and the
long term interest of the taxpayer.

A secure and stable financial sector is in the best interests of the Irish
people. The measure announced this morning is designed to protect
the Irish economy and all who work in it. If we do not have a stable
banking system, we do not have an economy. This is not about
protecting the banks: it is about protecting the economy. This

Government makes no apology for that.

In regard to the Guarantee arrangements, | want to point out to the
House that normal practice is that the guarantee would extend to
wholly owned subsidiaries within the Irish bank's group, but this is
subject to confirmation of status of the relevant entity to the

Government by the bank and the Financial Regulator.

This guarantee is intended to secure the funding of these institutions.
Equity investors and those holding junior debt will take first charge on
the risk of any losses in these institutions over time under the
guarantee provided by the State is not intended to insulate them from
the risks that they have taken on.
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It is important also to stress that the risk of any potential financial
exposure is significantly mitigated by a very substantial buffer made
up of the equity and near-equity (high yielding subordinated debt).
There is, therefore, a significant buffer before there is any question of
credit impairments impacting on the Exchequer on foot of the

guarantee.

The guarantee provided by the State relates to the liability side of the
institutions' balance sheets - some €400bn or so in deposits - retail,
corporate and wholesale - and their senior and dated subordinated
debt. These liabilities are supported by €500bn in assets. Put
simply, the amount that is being guaranteed is significantly less than
the assets of the financial institutions concerned.

Owing to the importance from the point of view of market sensitivity of
putting definitive figures into the public domain, the Minister for
Finance has asked the Central Bank and Financial Services Authority
of Ireland to confirm detailed figures.

It should also be stated that the asset quality in our financial
institutions is good with a strong concentration in residential
mortgages with a relatively low loan-to-value ratio (LTV) on average.
While Ireland along with all developed economies has experienced a
sharp decline in its property market there is very significant capacity
within the institutions to absorb any losses.

DOT01B03-V 49 DOT00164-005



DOT01B03-V

Concerns have been raised about the exposure of Irish taxpayers
and | want to address further some of those points. Firstly, | would
stress that this guarantee was not given lightly. It was informed by
the strong advice of the Central Bank and Financial Regulator that on
account of unprecedented disruption in international financial markets
the system-wide State guarantee was required:

e To ensure that Irish financial institutions has access to the
normal liquidity and funding to effectively operate their
day-to-day business

and,

e To provide confidence to depositors and wholesale
lenders that they should continue to transact their

business as usual with the institutions concerned.

The interests of taxpayers will be very firmly safeguarded from any
risk of loss form the very substantial warranty that the State is now
providing. Legislation which is to be brought forward to underpin this
guarantee:
» will provide for specific terms and conditions, including
fees, in relation to a guarantee provided
and,
¢ will provide a very useful mechanism, alongside existing
regulatory powers, to ensure that the Irish financial
institutions are managed and operated in a manner which
it fully consistent with their long-term sustainability

- S0 DOT00164-006



The intensified scrutiny of financial institutions which has been put in
place since the onset of the current turmoil will be maintained and
strengthened further to ensure that high regulatory standards are
achieved in Ireland and that the quality of corporate governance in

these institutions is a bulwark against any risk of loss for the State.

As far as the question of ‘moral hazard’ is concerned, it will be a
priority for the Government to ensure that the highest regulatory
standards and standards of corporate governance apply in all of the
institutions concerned including in relation to lending practices to
safeguard the interests of taxpayers against any risk of financial loss.

The point also needs to be made that this guarantee will not be a free
ride. Legislation which is being brought forward to underpin this
guarantee will provide for specific terms and conditions, including

fees, in relation to a guarantee provided.

This intervention is about enabling Irish banks to meet their liquidity
needs in the current very difficult international financial circumstances
to allow them to work through these difficulties and realise the value

in their loan books.

This guarantee will be paid for and the taxpayer who ultimately
underwrites this support will be paid for the support provided. The

terms will ensure that the taxpayer gets value for money.
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The Government's objective for the guarantee is to stabilise the Irish
financial system as much as possible against the backdrop of the
very uncertain and volatile international environment at present so
that individuals and businesses can transact their normal financial

business in a normal way.

The essential point is that the measure helps secure the stability of
the Irish banking system. As is clear from the impact of the
international credit crunch on the Irish economy, the financial system
overall plays a central role in the economy and in the day-to-day lives
of ordinary people.

The Government's announcement makes clear that the guarantee will
be provided at a charge to the institutions concerned and will be
subject to specific terms and conditions so that the taxpayers' interest
can be safeguarded.

The Minister of Finance will be drawing on the advice of the Central
Bank and NTMA to put a fee mechanism in place to remunerate the
guarantee taking into account such factors as the possibility of
increased funding costs for the Exchequer, the economic value for
the institutions and need to support the investor confidence in the
Irish financial system overall.

In current highly abnormal market conditions | don't think it is useful

to speculate on what might be described as commercial rate for the
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guarantee. It is important to be clear that it is only the State that could
provide such a warranty; no market mechanism would provide it.

The State in its approach to costing the guarantee will wish to take all
relevant factors into account including ensuring that, in the medium-
term, the Irish economy supports a strong and viable banking system,
the benefit and value it creates for the financial sector and above all
else that the Exchequer suffers no financial loss from having
provided it. Above all else, we have taken this decision to ensure that
the best interests of the Irish economy and the Irish people are
served.
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Announcement in relation to Covered Institutions

30.11.08
On 28th November 2008, Mr. Brian Lenihan T.D., Minister for Finance, stated:

“Today, I have asked the Institutions covered by the Government’s guarantee Scheme to consider the contribution that
they can make to the economy through appropriate credit initiatives in relation to small and medium sized businesses
and otherwise, and to come back to me on this matter within the next ten days.”

This request has been made during meetings with each of the covered institutions covered by the Government’s
guarantee Scheme. These meetings followed on from the submission by the Central Bank and Financial Regulator to
the Minister for Finance of a report on the financial position of the major financial institutions participating in the
Government’s guarantee Scheme. The Minister has met with the Governor and the Financial Regulator to discuss the
report which presents an analysis of the institutions having regard to their loan books. The content of the report is
confidential and commercially sensitive and the details cannot be disclosed.

The report confirmed that the capital position of each of the institutions reviewed is in excess of regulatory
requirements as at 30 September 2008. The report also concludes that even in certain stress scenarios the capital levels
in the financial institutions will remain within regulatory requirements in the period to 2011.

The Minister noted that the Government’s guarantee Scheme has been successful in safeguarding the stability of the
Irish banking sector and in restoring its liquidity position. The Minister has been engaging with the financial
institutions in respect of their obligations under the Scheme. However, the Minister is aware that international capital
market expectations in relation to capital levels in the banking sector have altered.

In the meetings, the Minister’s focus has been to secure a stable and active banking sector which serves the needs of
the Irish economy. The Minister said that these discussions have been productive and informative.

The Minister said that he welcomes the views of a number of institutions that they are open to raising additional
capital, with a view to being better able to fulfil their full role in the economy, while ensuring that they remain strong
and stable institutions with capital levels well above the normal regulatory minima.

The Minister noted that for certain institutions the need for additional capital may be very modest, whereas for others
the need may be greater. He noted in that regard that certain institutions are already in discussions with potential
investors, and he encouraged the institutions concerned to progress these discussions.

The Minister indicated that in certain circumstances it would be appropriate for the State, through the National
Pensions Reserve Fund or otherwise, to consider supplementing private investment with State participation, where in
doing so the aim of securing the financial system can be better met. In that regard, the Minister is open to evaluating
proposals from potential investors which would add value to the security and stability of the financial system and its
ability to contribute in a positive way to economic development.

The State will consider any such involvement in credit institutions active in Ireland on the basis of objective and non-
discriminatory criteria, in accordance with the principles set out in the Guarantee scheme. The appropriateness of the
State involvement will be assessed on a case by case basis in view of the overarching objective to preserve financial
stability, in line with best practice in the EU and elsewhere and consistent with EU state aid rules.

The Minister indicated that it is a matter for the Board of each institution concerned to develop further their own plans
for raising capital where appropriate. The relevant institutions have agreed that they will work closely with potential
investors and the Government to develop matters further by the end of the year.

The Minister is finalising the arrangements for the appointment of directors to the relevant institutions. An
announcement in this regard will be made early next week.

For the sake of clarity, the Minister noted that he has made no proposals in relation to consolidation of financial
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David K. Drumm

zroin Criel Evecuive

Strictly Private & Confidential for the attention of the addressee only.

Mr. Patrick Neary
Chief Executive
Financial Regulator
PO Box 9138
College Green
Dublin 2

t3 September 2008

Irish Nationwide Building Society

Dear Pat
I'refer to our meeting today in relation to the above.

The difficulties currently being faced by the Society in funding itsell are likely to
worsen. The capital markets are firmly closed to it and it is highly vulnerable to
ratings downgrades and negative news flow which in time will erode depositor
confidence.,

I believe however that the issue is not confined to Irish Nationwide but is in fact a
threat to the international perception of the health of the Irish banking sector
gencrally. Therefore it is in the best interests of the country that the matter be dealt
with speedilv and comprchensively.

I'strongly believe that the best solution to this issue is for the Minister to state publicly
that no regulated frish financial institution will be allowed to fail. I fully understand
the resistance of the larger plavers to this measure. as systemic support is already
implicd in their case.
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[ want to stress to you again that any solution not involving Anglo Irish Bank will
lead to problems in terms of negative perceptions toward our bank. Indeed #
consideration should be given to the possible ncgative implications for the other

smaller Irish financial 1nstitutions.

It is for this reason that ] have proposed the solution we discussed and which at vour
request I have attached in writing.

I look forward to discussing this with vou as soon as you have had a chance to
congider it.

Y ours sincerely

David Drumm
Group Chief Executive
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Proposal for Anelo Irish Bank to acquire Irish Nationwide Building Societv [’

A, Financial Structure:

Anglo would acquire a 100% interest in INBS for a consideration equal to the net
assets of the Society as ultimately realised.

Consideration for the acquisition would be in the form of Anglo shares, to be paid on
final realisation of the net assets. To avoid a ‘run’ on member deposits in the
meantime, a condition would be inserted that a member will only qualify for ultimate
payment of their equity interests if they have maintained a (to be determined)
minimum balance with the Society for a period of not less than 12 months post
acquisition.

Anglo’s interest would be held through a wholly owned subsidiary company which is
a bankruptcy remote SPV, which is not consolidated into the Anglo Group for the
purposes of calculating regulatory capital.

Likewise, the member’s equity interest in the Society (the *‘General Reserves’) will

not be consolidated into Anglo’s shareholder equity,

B. Minister for Finance role

The Minister would provide support on three levels:

1. To puhlicly undertake to make up any deficit in net assets after the loan book
has been realised and all Liabilities (other than members equity) repaid. That is
10 say, any losses incurred in realising the loan assets will first be absorbed by
member’s equity (plus any profits aceumulating) and then if any loss remains.
by the Minister (see illustration attached).

The Minister could consider putting a (say} two vear time limit on this on the
basis that any deficit (per audited accounts) could be paid into the SPV by the
minister at the end of the period at his option.

[

To provide a funding and liquidity backstop to the SPV to provide cover tor
any loss of funding. This will be explicit and made public.

To provide funding and hiquidity “comiort” to Anglo to cover the risk of any
secondary "contagion” effects. This presumably would be provided by
allowing Anglo to use commercial loans as collateral for a backstop liguidiy
facility. This would not be made public.

L
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Proposal for Anglo Irish Bank to acquire Irish Nationwide Building Society
(Continued from previous page).

C. Anglo’s Role

1. To intensively manage the loan book in order to achieve maximum recovery
and ultimately to tumn all assets into cash. pay all liabilities and return anv net
surplus to the members in the form of Anglo shares, The Minister’s interest
could be further protected by a board appoeintment to the SPV.

)

To effect synergies between the businesses where possible. In this regard
Anglo would intend to re-brand the branch network and invest in and thereby
enhance the existing retail franchise.

L]

Anglo’s “fit’ in terms of its relevant skill base and customer relationships bring
added value in terms of maximising the outcome for all stakeholders.

Page T of 3
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Briefing for Cabinet Meeting, Sunday 28 September 2008

The Economy

The economic data which have become available in recent weeks have been
very weak. The latest CSO data show that the economy contracted in the first
two quarters of this year and was therefore in recession. While the analysis of
these data hasn’t been completed yet, GDP activity is now expected to contract
by around 1'2% for this year.

Combined with external developments over the past week or so - especially in
relation to the international financial market difficulties and the continued
deterioration in the outlook for many of our trading partners - it is difficult to
see where growth will arise for next year. It is unlikely on the external front
(through an improvement in exports) and it is almost certain that domestic

demand will contract next year (given that housing completions are set to
decline further).

Therefore, while the situation is currently being assessed, it is increasingly
likely there will be no growth - and possibly another contraction in activity -
next year. Today’s memo assumes zero GDP growth for 2009, but the risks to
this are very much to the downside.

The Department of Finance will continue to assess the situation over the coming
week or so, bearing in mind that other commentators such as the ESRI and
Central Bank will publish revised forecasts shortly. In addition, the IMF will
also publish forecasts for growth in our main export markets. At this stage, the
indications are that the forecasts from other commentators for Irish growth for
next year will be negative.

The Public Finances

In the Memo to Government of 17 September, it was indicated that a tax
shortfall of the order of €6% billion was likely in 2008. September is a key
month for tax revenue and while we do not have full month data yet, early
indications suggest that the poor performance in tax receipts witnessed over the
summer months is continuing. The end-year call will be finalised in the light of
the September outturn and the Department of Finance will publish an updated
view on expected tax position on Thursday (2 October) with the publication of
the end-quarter Exchequer Returns.

If this tax shortfall is increased then this will automatically feed into the 2009
base, making the starting position worse.

Given the weakness in tax receipts this year, particularly in the second-half of
the year, it is likely that there will be some further contraction in tax receipts in
2009 on an unchanged policy basis.

On this basis, tax receipts of the order of €41 billion, representing around 26%
of GNP would be achieved. If that materialised, then this would mean that
revenue levels would be somewhere around the 2005/2006 levels.

60
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Briefing material on banking issues for meeting with EIB Vice President,
Plutarchos Sakellaris

Bank Guarantee Scheme

The overarching objective of the guarantee announced by the Government on 3™

September 2008 is to remedy the serious disturbance that might otherwise have unfolded

for the economy. The guarantee has been successful in stabilising the position of the

banking system in Ireland during an unprecedented period in international financial
: markets. In the immediate wake of its introduction, the level of deposits received by the
covered institutions largely reversed the liquidity losses in previous weeks.

The scheme helps the banks access additional liquidity which will allow them to continue
to lend in a sustainable manner, supporting the appropriate availability of credit and
_ favouring business activity in the wider economy of the State, especially trading
: activities. Participation in the euro has enabled Irish financial institutions to avail of the
liquidity facilities offered by the ECB and this has been of great assistance not only to
domestically-focused credit institutions but also to the banks based in the International
Financial Services Centre (IFSC).

Corporate Governance

The state support provided to the banking sector under the guarantee of course needs to
be balanced with measures to safeguard the public interest. Thus the guarantee has been
made available at a significant charge and the covered institutions are subject to terms
and conditions designed to promote behaviour that will progressively reduce the risk of
the guarantee ever being called upon while supporting the institutions in undertaking the
change required to adjust to the new commercial and regulatory realities of international
finance.

Under the Guarantee Scheme approved by both Houses of Parliament, the covered
institutions are required to undertake a fundamental review of their corporate governance
with appropriate steps to strengthen boards and management, the adoption of a positive
attitude to customer needs and steps to ensure their capital base is sufficiently strong to
meet the challenging economic and financial environment in which the financial system
is now operating. The banks are constrained from inappropriate expansion of their
balance sheets and it has been made clear to them that anti-competitive behaviour,
exploiting the guarantee, will not be acceptable.

Capital Position of Banks

The Trish scheme is firmly aligned with the main themes of the euro group plan, which
contains an option to provide additional capital resources where appropriate to the banks.
The position of the Irish government in relation to the capital position of institution is that
each must take appropriate steps to ensure their levels of capital are aligned with their
needs. The Department of Finance, the Central Bank and the Financial Regulator are in
ongoing contact with the covered institutions on their business plans, their capital
position and liquidity.
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Chronology of the Banking Crisis
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Chronology of the Banking Crisis - revision
Thursday, 29 January 2015

Chronology of the Banking Crisis

1992
e February: Maastricht Treaty establishes the completion of the EMU as a formal objective
e Basel accord on capital adequacy for banks is implemented in the EU.
e November: General Election — Fianna Fail/Labour
e Unemployment rate averages 15.2%
e Real GDP grows at 2.5%
e Housing completions = 22,464

1993
e (Second) Social partnership agreement — Programme for Economic and Social Progress

1991-1993. This was the second social partnership agreement and provided for annual
pay rises of 4% in 1991, 3% in 1992 and 3.75% in 1993.

e Unemployment rate averages 15.5%
o Real GDP grows at 2.9%
e Housing completions = 21,391

1994
e December: General Election - Fine Gael/Labour/Democratic Left

o Check programme for government for relevant policies

e December 1994: John Bruton (FG) becomes Taoiseach.
o December 1994: Ruairi Quinn (Lab) appointed Minister for Finance.
e Tom Mulcahy appointed CEO of AIB Group
e Unemployment rate averages 14%
e Real GDP grows at 6.5%
e Housing completions = 26,863

! The first programme — Programme for National Recovery, 1988-1990, set annual pay awards of 2.5%
over the three years, with tax cuts of IRE225 million and a commitment to build a fair, inclusive
society with better public services. The sources of the information contained in this briefing paper on
the social partnership agreements during the period include the article in The Irish Times (5 August
2008) 20 years of social partnership agreements, 1987-2007’). In covering the social partnership
agreements during the period, we insert them in the respective end-years and note that they
generally included allowances in respect of tax and conditions etc. as well as pay rises, which are
summarised here.

Page 1 0of 10
PUB01B23 65

PUB00295-002



1995

1996

1997

1998

1999

PUB01B23

Unemployment rate averages 12.1%
Real GDP grows at 8%
Housing completions = 30,575

(Third) Social partnership agreement — Programme for Competitiveness and Work 1994-
1996. This deal saw an 8% total pay rise over the three years, though the staging was
very different for the public and private sectors.

Unemployment rate averages 11.5%

Real GDP grows at 9.1%

Housing completions = 33,725

June: General Election — Fianna Fail/PD

June 1997: Bertie Aherne (FF) becomes Taoiseach.

June 1997: Charlie McCreevy (FF) appointed Minister for Finance.

September 1997: Paddy Mullarky appointed Secretary General of the Dept. of Finance.
Section 23 tax incentive scheme introduced.

Unemployment rate averages 10.3%

Real GDP grows at 10.8%

House prices rise by 13%.

Housing completions = 38,842

Capital gains tax cut from 40% to 20%

Special tax incentives for property development introduced and extended in further
budgets.

First Bacon report on housing sector published.

Government implements Bacon’s recommendation on removing tax deductibility of
interest on borrowings for residential property against rental income.
Unemployment rate averages 7.4%

Real GDP grows at 8.5%

House prices rise by 23%.

Housing completions = 42,349

Euro introduced

Second Bacon report on housing sector published.

September 1999: Romano Prodi appointed President of the European Commission
Page 2 of 10
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2000

2001
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Unemployment rate averages 5.5%
Real GDP grows at 10.2%

House prices rise by 23%.

Housing completions = 46,512

Dot-com bubble bursts

Third Bacon report on housing sector published.

Planning and Development Act introduces local authority development levies

Public Service Benchmarking Authority set up

Social partnership agreement — Partnership 2000, 1997-2000. This national pay
agreement provided for wage increases of 7.25% over its lifetime.

Central Bank of Ireland annual report carries warnings about house prices and credit.
Unemployment rate averages 4.3%

Real GDP grows at 9.5%

House prices rise by 21%.

Housing completions = 49,812

January 2000: Dermot McCarthy appointed Secretary to the Government; (also closely
associated with Social Partnership as Chair of the Plenary sessions).

March 2000: John Hurley appointed Secretary General of the Dept. of Finance.

May 2000: Horst Kohler appointed Managing Director of the IMF.

May: SSIA accounts become available to open

June: Nice Treaty rejected in Irish referendum

July 2001: Dermot McCarthy appointed Secretary General at the Dept. of the Taoiseach
and retaining his role as Secretary to the Government.

Maeve Donovan appointed Managing Director of the Irish Times.

Unemployment rate averages 3.9%

Real GDP grows at 5.3%

House prices rise by 14%.

Housing completions = 52,602

Central Bank 2000 annual report (published in 2001) warns about credit and the
property market. “The total level of credit extended to the construction and real estate
sectors of the economy has risen significantly as a percentage of GDP over recent years.
There are, therefore, significant dangers .... the Bank’s concern in this matter originates
from the fact that boom-bust cycles in credit growth seem to precede many, if not most,
of the episodes of systemic collapse that have occurred throughout the world over the
last few decades. The worry is that Ireland, currently experiencing a boom in private-
sector credit growth, may not be an exception to this well-established pattern.”
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2002

2003
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Budget 2002 restores tax deductibility of interest for property investors and extends
“Section 23" tax incentives. (Bowing to sustained criticism from the property industry
and tenant bodies, Minister McCreevy has acknowledged that "the presence of investors
is required to secure the future supply of housing to meet accommodation needs."
http://www.independent.ie/irish-news/property-uturn-to-cut-home-prices-and-rents-
26064057.html )

2002: Euro notes and coins introduced
John Hurley replaces Maurice O’Connell as Governor of the Central Bank.
Central Bank annual report again warns about credit growth - “a cyclical increase in the
debt/disposable income or debt/cash flow ratios is occurring on top of a very strong
trend or structural increase in these ratios over the last number of years. It is, therefore,
a worrisome development and one that the Bank is monitoring carefully.” The report
welcomes evidence of a moderation in house price increases but notes prices are picking
up again and says these
“have largely been attributed to the recent budgetary tax changes, which have
encouraged property investors to re-enter the market.”
March 2002: Tom Considine appointed Secretary General of the Dept. of Finance
May: General Election — Fianna Fail/PD
October: Nice Treaty approved in second referendum
Geraldine Kennedy succeeds Conor Brady as Editor of the Irish Times.
Rabobank purchases the Agricultural Credit Corporation

o Confirm this as Rabo’s entry to Irish market
AIB Rusnak losses.
Social partnership agreement — Programme for Prosperity and Fairness, 2000-2002. This
national pay agreement included wage increases of 5.5% in the first two years and 4% in
the third — double the rate of the previous deal.
Unemployment rate averages 4.4%
Real GDP grows at 5.8%
House prices rise by 6%.
Housing completions = 57,695

May: Irish Financial Services Regulatory Authority established. Liam O’Reilly is appointed
Chief Executive.

November 2003: Jean-Claude Trichet appointed President of the ECB

Central Bank annual report discussion of financial stability issues concludes with the
following: “The last Financial Stability Report concluded that the Irish banking system
was in a sufficiently healthy position to weather a significant adverse shock and that
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domestic pressures in the credit and housing market had moderated. While there has
been no major deterioration in domestic sources of financial instability in Ireland in the
intervening period, the re-emergence of rapid personal-sector credit growth and house
price inflation in recent months could, if it persists, pose risks to the health of the
financial sector. Furthermore, the risks posed by recent international developments have
also increased. Although the environment facing the Irish banking system is now less
benign than in recent years, primarily due to the difficult global environment, there is no
significant cause for concern regarding financial stability in Ireland.”

Summer: First benchmarking payments made

Unemployment rate averages 4.6%

Real GDP grows at 3%

House prices rise by 14%.

Housing completions = 68,819

May: Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia
and Slovenia join the EU. Ireland is one of a small number of countries to put no
restrictions in place for workers from these countries.

June: Basel 2 Accord is published.

June 2004: Rodrigo Rato appointed Managing Director of the IMF

Central Bank publishes first stand-alone Financial Stability Report. It states “The risk of
an unanticipated and sudden fall in residential property prices, accompanied by an
increase in the default rate among mortgage holders, is the risk that poses the greatest
threat to the health of the banking system. Nevertheless, the shock absorption capacity
of the banking system is currently adequate and the system could absorb a modest fall in
house prices even if it were to coincide with a modest increase in defaults.”

September 2004: Brian Cowen appointed Minister for Finance.

November 2004: José Manuel Barroso appointed President of the European Commission
Joaquin Almunia appointed European Commissioner for Economic and Monetary Affairs.
Unemployment rate averages 4.5%

Real GDP grows at 4.6%

House prices rise by 12%.

Housing completions = 76,954

January: Credit to households up 26% relative to a year earlier. Credit to nonfinancial
corporates up 20%.

March: Danske takes control of National Irish Bank
o Confirm this as Danske’s entry to Irish market
July 2005: Eugene Sheehy appointed CEO of AIB Group
Page 5 of 10
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e Final benchmarking payments made

e Some commentators raise concerns about the likelihood of a considerable fall in house
prices.

e Gerry O’Regan takes over from Vinnie Doyle as Editor of the Irish Independent Group

e Central Bank Financial Stability report expresses concerns about credit growth.
However, it also notes “The more indebted is the private sector, the more susceptible it is
to risk of default if any shocks hit the economy which impact negatively on employment
and/or incomes. In mitigation of this, it should be noted that, in the international
context, many credit booms have faded without posing significant difficulties for the
banking system or the wider economy” and “There appears to be no substantial short- to
medium-term risks to financial stability arising from the corporate sector.”

e Social partnership agreement — Sustaining Progress, 2003-2005. This deal provided for
cumulative rises of 13% over its three-year term.

e Unemployment rate averages 4.4%

e Real GDP grows at 5.7%

e House prices rise by 8%.

e Housing completions = 80,957

e January: Credit to households up 29% relative to a year earlier. Credit to nonfinancial
corporates also up 29%.

e December: Patrick Neary appointed Chief Executive of the Financial Regulator.

2006

e May: SSIA accounts begin to mature

e July 2006: David Doyle appointed Secretary General of the Dept. of Finance.

e Central Bank Financial Stability Report notes “Notwithstanding the strength of the
banking system, a correction in house prices, if it were to be combined with a significant
increase in arrears among mortgage holders, could pose significant difficulties for the
health of the banking system.” However it also states: “The central expectation, based
on an assessment of the risks facing borrowers, the financial position of the banking
sector as well as recent stress testing of the system, is that the banking system is
reasonably well placed to withstand the impact of any likely adverse developments in the
short to medium term.”

e (Capital Requirements Directive translates Basel 2 accord into European legislation to be
adopted by banks in the EU over the next two years.

e Unemployment rate averages 4.5%

e Real GDP grows at 5.5%

e House prices rise by 14%.

e Housing completions = 93,419

e January: Credit to households up 30% relative to a year earlier. Credit to nonfinancial
corporates up 32%.
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January: Bulgaria and Romania join the EU

April: Futureshock documentary explains scenario of how a property crash could put
Ireland into a deep recession.

May 2007: Brian Lenihan (FF) appointed Minister for Finance.

Central Bank Financial Stability report notes “this year has been a turning point in some
key respects because there has been an improvement in several of the risks identified in
earlier financial stability reports. In particular, the upward momentum in residential
property prices has abated, thus reducing the vulnerability posed by the previous
substantial increases in house prices” and “The central expectation, based on an
assessment of the risks facing both the household and non-financial corporate sectors,
the health of the banking sector and the results of recent in-house stress testing is that,
notwithstanding the international financial market turbulence, the Irish banking system
continues to be well placed to withstand adverse economic and sectoral developments in
the short to medium term.”

May: General Election — Fianna Fail/Greens/PD

August: First signs of global financial crisis.

August/September: Northern Rock.

September: Morgan Kelly publishes ‘Banking on very shaky foundations’, detailing scale
of commercial property lending by Irish banks.

November 2007: Dominique Strauss-Kahn appointed Managing Director of the IMF
Social partnership agreement — Towards 2016, 2006-2007. This deal provided for a 10%
pay rise over a 27-month period, inter alia.

Unemployment rate averages 4.7%

Real GDP grows at 4.9%

House prices rise by 8.5% on average over the year.

Late 2007: Irish house prices begin to fall.

Housing completions = 78,027

January: Credit to households up 26% relative to a year earlier. Credit to nonfinancial
corporates up 35%.

March 2008: Bear Stearns.
March 2008: ‘Anglo St. Patrick’s Day Massacre’.
May: Brian Cowen becomes Taoiseach
June: Lisbon treaty rejected
July 2008: Lenihan says construction sector has “come to a shuddering halt”.
September 2008: Lehman brothers.
September 2008: Government guarantees liabilities of Irish banks.
Late 2008: Government employs consultants PWC to “go deep into the banks”.
PWC subsequently report that all the banks, including Anglo, are solvent even in stress
scenarios.
Page 7 of 10
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2009

2010
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December 2008: Plans to provide State capital of €2 billion each to Bank of Ireland and
AIB and €1.5 billion to Anglo.

Unemployment rate averages 6.4%

Real GDP contracts by 2.6%

House prices fall by 6%

Housing completions = 51,724

January: Credit to households up 16% relative to a year earlier. Credit to nonfinancial
corporates up 23%.

January 2009: Government nationalises Anglo.

February 2009: Plans to provide €3.5 billion each to AIB and Bank of Ireland.

Spring 2009: NAMA proposal.

April 2009: Minister for Finance announces a Government decision to establish NAMA
on a statutory basis

May 2009: Anglo announces it has lost all of its €4 billion capital and says there’s
another €4 billion loss to come.

2009: Increasing reliance on ECB borrowings, including first provision of Emergency
Liquidity Assistance (ELA) to Anglo.

September: Patrick Honohan appointed Governor of the Central Bank.

October: Lisbon treaty approved in second referendum

November 2009: Colm Doherty appointed CEO of AIB Group

December 2009: NAMA formally established on 21 December. Frank Daly appointed
Chairperson and Brendan McDonagh as CEO.

Gavin O’Reilly succeeds Tony O’Reilly as CEO of INM

December: Basel 3 accord agreed.

Unemployment rate averages 12%

Real GDP contracts by 6.4%

House prices fall by 18%

Housing completions = 26,420

January: Credit to households up 8% relative to a year earlier. Credit to nonfinancial
corporates up 9%.

NAMA bill takes six months to pass and EU-overseen loan acquisition process from
privately-owned banks occurs in tranches through late 2010.

Olli Rhn appointed European Commissioner for Economic and Monetary Affairs
January 2010: Kevin Cardiff appointed Secretary General to the Dept. of Finance.
March 2010: First loan transfers from participating institutions to NAMA.

May 2010: Greek Bailout agreement for €110 billion

September 2010:
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o Government announces cost of Anglo alone will be over €30 billion, about
€7,000 per head.

o Non-resident deposit flight begins. Other banks run out of ECB-eligible collateral
and sovereign-backed ELA is supplied to all the banks.

o Original blanket guarantee expires and large amounts of bondholder debt with
maturity dates to coincide with the end of the guarantee are paid off by banks
using funds borrowed from ECB.

e September 2010: ECB officials begin to brief about their concerns about “addict banks”
http://www.ft.com/intl/cms/s/0/580109dc-bf43-11df-a789-00144feab49a.html
e QOctober: Financial Regulator re-unified with Central Bank

e QOctober 2010: David Hodgkinson assumes role as interim Executive Chairman at AIB
e November 2010:
o ECB communication re Ireland entering an EU-IMF programme.
o Further round of stress tests and recapitalisation in 2011. All banks apart from
Bank of Ireland are fully nationalised.
o Final costs run to at least 40 percent of GDP.
e Liam Kavanagh appointed Managing Director of the Irish Times
e Unemployment rate averages 13.8%
e Real GDP contracts by 0.3%
e House prices fall by 13%
e Housing completions = 14,602
e January: Credit to households down 1.6% relative to a year earlier. Credit to nonfinancial
corporates down 3%.

2011

e February: General Election brings in Fine Gael\Labour government.

e March 2011: Enda Kenny (FG) becomes Taoiseach.

e March 2011: Michael Noonan (FG) appointed Minister for Finance.

e Spring 2011: PCAR (Prudential Capital Assessment Review) published.

e May 2011: Portugese Bailout agreement for €78 billion.

e July 2011: Christine Lagarde appointed Managing Director of the IMF

e August 2011: Martin Fraser appointed Secretary General at the Dept. of the Taoiseach
and Secretary to the Government.

e Summer 2011: Banks are re-capitalised and deposits stabilise.

e INBS merged with Anglo to form Irish Bank Resolution Corporation (IBRC).

e July: European Commission releases Capital Requirements Directive 4 to translate Basel
3 into European law.

e QOctober 2011: Final loan acquisitions by NAMA, bringing the total amount of acquired
loans to €74 billion (at par value); NAMA reported to have acquired these loan assets at
a discount of X% to their par value.

e November 2011: David Duffy appointed CEO of AIB.

e November 2011: Mario Draghi appointed President of the ECB.
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e Kevin O’Sullivan succeeds Geraldine Kennedy as Editor of the Irish Times.

e Unemployment rate averages 14.6%

e Real GDP grows by 2.8%

e House prices fall by 13%

e Housing completions = 10,480

e January: Credit to households down 4.3% relative to a year earlier. Credit to nonfinancial
corporates down 2.5%.

2012

e Unemployment rate averages 14.7%

e Real GDP contracts by 0.3%

e House prices fall by 13%

e Housing completions = 8,488

e January: Credit to households down 3.9% relative to a year earlier. Credit to nonfinancial
corporates down 2.2%.

e March 2012: John Mulcahy (former Chairman of Jones Lang Lasalle in Ireland and Head
of Asset Management at NAMA) appointed to the Board of NAMA

e March 2012: John Moran appointed Secretary General of the Dept. of Finance.

e June 2012: Cypriot requests bailout from the European Financial Stability Facility

e Vincent Crowley appointed CEO of INM

e Stephen Rae appointed Group Editor of INM titles

2013

e 7 February: Special Liquidation of IBRC Ltd

e July: Capital Requirements Directive IV comes into force. Requirements of Basel 3
agreement to be phased in gradually up to the end of the decade.

e Unemployment rate averages 13.1%

e Real GDP grows by 0.2%

e House prices stabilise. Rise by 1% on average over the year.

e Housing completions = 8,301

e January: Credit to households down 4% relative to a year earlier. Credit to nonfinancial
corporates down 3.8%.
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Compendium of Possible General Supplementary Questions

1. The Guarantee Scheme

2. Meetings with Governor and Banks
3. The position of Trish Banks
4. Regulation of Financial Services in Treland
5. The International Situation
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1. The Guarantee Scheme

What are the institutions covered by the Scheme?

AlIB, Bank of Ireland, Anglolrish, Irish Life and Permanent, EBS, Irish
Nationwide, and certain subsidiaries. An order for Postbank was made on
5" November.

What are the total liabilities covered?
The estimate is €440 billion.

Why did we not put a cross-indemnity into the guarantee acceptance
deed of each institution?

It is important to state that the scheme has not changed, and the
implementation arrangements are fully consistent with the scheme.

A cross-indemnity is a particular legal instrument that requires one
institution to make immediate payment on the default of another institution,
however big that other institutions default would be — instead of putting an
onus on the whole sector to make payments over time and on a sustainable
basis, these cross-indemnities could theoretically require each institution to
make payment in respect of the whole rest of the sector immediately — this is
not the principle stated in the Scheme.

Instead of that, the Government, and the Oireachtas, have clearly stated the
principle that, if such an issue arose, then arrangements would be made to
collect from the sector on a basis consistent with their long-term viability
and sustainability. If we, as Government were to insist on a cross-indemnity
approach, this would have the opposite effect of making each institution
appear to investors to be more risky, rather than less.

Why did certain eligible institutions not go into the scheme?

Ulster Bank, First Active, Halifax/Bank of Scotland Ireland and KBC
Ireland (which has just changed its name from [IB Bank) chose not to join
the scheme. They have their own reasons for this, including the terms of the
scheme, and the fact that their parent institutions have been in a position to
benefit from various supports in their home countries. As deputies will be
aware, the UK government has taken significant steps to support the UK
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banking system and this obviously has a positive impact on those British
banks operating through subsidiaries in Ireland. Of course, Ulster Bank,
First Active, Halifax, KBC are all fully covered by the standard Deposit
Guarantee which provides full cover up to €100,000. The Deputy will note
that although these banks have chosen not to join the scheme, there has been
acknowledgement that the scheme has been successful in bringing stability
to the Irish market.

Was an actuarial or other analysis carried out to establish the opeu
market cost of the guarantee which the Government provided?

The truth is that there is no open market price for this kind of scheme.
Various approaches are possible, based on theoretical assumptions but the
approach adopted was to look at the likely cost to the Government in terms
of debt service.

What liquidity flowed back into the institutions following the
guarantee?

The guarantee was very successful in stabilising the situation, and liquidity
losses in the previous months have been recouped. Generally speaking
however, interbank markets globally have not recovered their previous
strength, though the actions of governments and central banks have added to
stability,

When will the Minister for Finance put in place the various personnel

required to manage the guarantee scheme, including public iuterest

directors, the committee on remuneration, the new Finaucial regulator

staff etc.

¢ Directors and committee on remuneration — The Minister for Finance will
announce a panel of competent individuals from which directors will be
selected 1n due course

¢ Financial regulator staff — recruitment and selection processes are
ongoing

e Department of Finance — new internal arrangements with additional staff
having been allocated (entirely within existing resources)
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2. Meetings with Governor and banks

What meetings has the Minister had with the Governor and the banks
and what has been discussed?

[ have regular contact with the Governor of the Central Bank, the Financial
Regulator and representatives of the financial sector. In addition through
ongoing dialogue at official level I am kept closely in touch with
developments.

What measures has the Minister taken to enhance communication with
the Regulator and the Central Bank?

The Credit Institutions (Financial Support) Scheme 2008 applies
comprehensive information and monitoring provisions to the credit
institutions covered by the scheme and provides for enhanced coordination
and close working between the Central Bank, the Regulatory Authority and
my Department so as to ensure the realisation of the Scheme’s objectives.
This enhanced cooperation facilitates appropriate detailed information
exchange, liaison with Governor and the Chief Executive of the Regulatory
Authority as well as consultation on specific prudential aspects of the terms
and conditions to ensure a consistent approach across all of the relevant
public bodies by reference to the objectives of the Scheme.
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3. Position of Irish Banks

What is the level of asset impairment within the banks at present?

It is a matter for each institution and its auditors to publish resuits at the
appropriate periods — the banks will be releasing accounts and information
over the coming months. The Financial Regulator clearly takes a direct
Interest in this issue, with a view to ensuring financial stability. I understand
that the Regulator has engaged in an exercise to review the loan books and
business plans of the guaranteed institutions.

What actions did the CBFSAI/Financial Regulator take to address the
growing exposure of Irish banks to property exposures?

The Financial Regulator has always adopted a conservative approach by
requiring banks to hold more capital against higher risk property lending,
Prior to the current market turbulence, as far back as May 2006, the
Financial Regulator amended the risk weighting of new Irish residential
mortgages so that mortgages that exceeded 80 per cent of the value of the
property attract a risk weighting of 100 per cent for the portion of the
mortgage in excess of 80 per cent, resulting in credit institutions setting
aside additional capital in respect of these loans.

[n addition at end 2006 in implementing the Capital Requirements directive
the Financial Regulator took measures to increase capital requirements for
certain categories of property related lending with higher risk weights, and
therefore capital charges, for speculative commercial real estate and for
higher LTV lending secured on residential property and for exposures
secured by properties that are not or will not be occupied by the borrower;
this includes residential investment properties and some second homes.
The Financial Regulator also revised its prudential stress testing guidance in
October 2007.

[s the exposure of Irish banks to the property sector making them
vulnerable in the current market turmoil?

Clearly, the extent of exposures to the property sector varies between credit
institutions so it is not straightforward to make an assessment which applies
in a uniform way for the financial system as a whole.
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It is important to stress that Irish credit institutions do not have significant
exposures to the subprime market, either directly or indirectly, and also have
relatively low exposures to hedge funds and private equity risks. However,
Irish banks are not insulated from current conditions in interbank markets
and raising funding in these conditions is more challenging, as it is for all
banks internationally.

The Central Bank and the Financial Regulator have been monitoring the
domestic situation very closely and are keeping me closely advised of
developments. The Credit Guarantee scheme provides a framework for the
authorities to oversee the assessment of strategic options by the covered
institutions, the application of strict terms and conditions, and for the
provision of detailed information. In this context, the Financial Regulator
commissioned PwC to conduct a review of loan portfolios of the covered
credit institutions.

If a question is asked on the dependence of Irish banks on ECB
liquidity:

Access to ECB liquidity 1s a real strength of the Irish financial system. In
circumstances where wholesale inter-bank markets are effectively closed,
the injections of liquidity by the ECB have a key role to play in maintaining
financial stability in the euro zone as a whole. In the figures quoted for
Ireland, it is very important to make the distinction between liquidity drawn
down by the domestic Irish banks and that accessed by international IFSC
banks.

If a question is asked about the position of customers, families, small
firms:

The extended international credit crunch which we have experienced has
brought home to all of us the pivotal role of the financial system in the
economy and in the day-to-day lives of ordinary people. An important aim
of the Scheme of Guarantees we have introduced is to ensure that we have a
banking system that as a whole works effectively, efficiently and
competitively in facilitating all the day-to-day ordinary economic
transactions of commercial, business, family and social life. The scheme
therefore includes the application of strict terms and conditions on covered
institutions to ensure that the public interest, which includes the general
consumer and small business sector, is paramount. By putting guarantees in
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place we have removed a major obstacle to financial institutions continuing
to play their proper role in facilitating enterprises and individuals with
credit.

If a question is asked about “bailing out the banks”

As I have said a number of times this guarantee is not a bailout — the banks
are required to pay for it, and there are significant conditions imposed upon
their commercial conduct, in addition to the cash charge each institution will
pay. In examining the charge for the guarantee, there were a number of
considerations. Qur intention in framing the charge that would be made for
the guarantees under the Scheme was to protect the taxpayers’ interest, while
not imposing such charges as would add to the problems we are seeking to
solve. At the same time, it was our intention that financial markets would
continue to function normally and that no unfair competitive advantage
would be given to the covered institutions.

On the other hand it would not be appropriate to set the cost of the guarantee
so high that the payment of the charge prevented the institution from
continuing to do business. I feel that the current cost of €1 billion over two
years, recouping the extra cost to the State of borrowing, is the appropriate
level for the charge, particularly when taken with the additional conditions
imposed on covered institutions under the Scheme.
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4. Regulation of Financial Services in Ireland

Does the Financial Regulator have adequate powers given the current
turmoil in financial markets?

We have through the Central Bank and Financial Services Authority of
Ireland integrated within a single institutional structure both the supervision
of individual financial firms by the Financial Regulator and the monitoring
of overall financial stability, which is the independent responsibility of the
Governor of the Central Bank. This approach facilitates the sharing of
information and ensures close co-operation between both bodies.

The provisions of the credit guarantee scheme further underpin the
regulatory system in Ireland. Significant conditions imposed upon the
commercial conduct of the banks, and the scheme provides a framework for
the authorities to oversee the assessment of strategic options by the covered
institutions, the application of strict terms and conditions, and for the
provision of detailed information.
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5. International financial situation

What developments are taking place internationally?

The Deputy will be aware that different countries have taken various
approaches to addressing the recent financial market turmoil. At their
meeting on 7th October 2008 EU Finance Ministers agreed common
principles to guide the actions of Member States aimed at preserving
confidence and stability in financial markets. The Finance Ministers
welcomed the EU Commission's continued commitment to act quickly and
apply flexibility in state aid decisions within the framework of the single
market and state aid regime. The Commission has issued guidance for
Member States on how decisions within this framework can be rapidly
assessed.

Proposals have also been brought forward by the Presidency of the EU, the
EU Commission, the OECD and the IMF among others and my officials in
consultation with the Central Bank and the Regulatory Authority continue to
monitor i1ssues at an international level. In addition a summit of world
leaders was held on the 15" of November.

How was Ireland represented at the G20 Summit on November 152
lreland’s representation at the planned summit was through its membership
of the EU which is a member of the G20. It is important therefore to ensure
that EU Members States not members of the G20 in their own right have
sufficient opportunity to input to and shape the EU’s preparations for the
summits.

Why are Irish debt costs rising relative to other states?

The Deputy will be aware that markets are in an unusual mood worldwide
and | am not going to try to describe every potential factor. However, in
order to keep debt costs to a minimum in the future it is clear that the steps
already taken by the Government to control public expenditure at a very
difficult time are essential. Failure to show real progress in this regard
would lead to higher debt issuance and lowered market confidence, with real
implications for our cost of borrowing. Obviously, the guarantee scheme is
also playing a part, but this is offset by the positive contribution that it has
made to overall stability in our economy.
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October 1 2008

Mr David Doyle
Secretary General
Department of Finance
Government Buildings
Upper Merrion St
Dublin 2

Dear David,

Further to our recent discussions in relation to the Financial Support to be
provided by the Minister for Finance to the Irish Credit Instutions we would
like to set out some thoughts for consideration by Government on how the

commercial terms for such an arrangement might be determined.

1. Size of premium

We strongly believe that the quantum of premium should reflect the actual risk
to the State and in particular the probability of claim and the expected loss to
the State in such an eventuality.

An unreasonably high premium would threaten the viability of even the
strongest institutions. Therefore it is vital that the quantum of the premium to
be paid would not be such as to cause concern in the equity or debt markets
thereby potentially destabilising the entire banking system that the Financial
Support sought to strengthen. It would also make it extremely difficult for the
major banks to strengthen their capital positions and emerge in two years time
as strong institutions without Financial Support from The Minister. Clearly,
depending on the quantum it may put an obligation on the quoted institutions
to provide guidance to the markets by way of a profit warning and
earnings/dividend guidance.

We believe that liabilities already covered by the deposit guarantee scheme
should be excluded in calculation of the premium.
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2. Allocation of Premium

We agree fundamentally with the premise that the commercial terms of the
support will be determined on a risk differentiated basis.

In this regard we would draw your attention to the FDIC Deposit Guarantee
Scheme in the United States of America. This scheme provides a basis for
establishing rates and differentiated pricing for insurance based on an
assessment of the counterparty risk. We acknowledge that a full FDIC type
scheme would not be appropriate as the Financial Support in Ireland arises
from a short term liquidity issue largely created by dislocated international
money markets whereas the FDIC is a perpetual scheme aimed at protecting
depositors from insolvency.

We would propose that the Irish Institutions be divided into risk categories
with significant price differentiation between each category.

In our view Government action was required as a consequence of individual
banks actual liquidity positions and more importantly market perception of
these individual positions. Accordingly we believe that these determinants
should count heavily in the differentiation process.

We believe the criteria should include consideration of;

1. Rating agencies ratings and outlook prior to granting of Financial Support.
2. CDS rates (Senior and Subordinated) in the markets based on the average
for 30 days prior to 29 September 2008.

3. Sophistication of risk systems as determined by whether the institution is
standardised or FIRB under Basle II.

4. Recognition of a Credit Institution involvement in the clearing, cash and
international payments systems and the liabilities arising there from.

5. Recognition of a Credit Institution’s liabilities arising from support of the

domestic mortgage market.

We welcome the opportunity to discuss these proposals with you tomorrow

Yours sincerely

Eugene Sheehy/Brian Goggin
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- Framework for crisis resolution

e Key Principles:-
e Earliest possible identification and communication to
Department of possible threats to financial stability

e Need to maximise options for early intervention to pre-empt
requirement for ELA (by which time banks’ financial position
is unlikely to be retrievable)

Swift resolution presented as fait-accompli critical’

Open-ended State guarantees exposing the Exchequer to the
significant fiscal risk are not regarded as part of the toolkit for
successful crisis management and resolution

e There are circumstances where such guarantees may be
unavoidable to maintain confidence in the overall financial
system

'CB/FR to have, on a continuous basis, all information for ongoing assessment of sustainability of
financial institutions

DOF01B02
86 DOF03184-003



Draft of

BILL

entitled

Credit Institutions (Financial Support) Bill 2008
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Credit Institutions (Financial Support) Bill 2008

ARRANGEMENT OF SECTIONS

1. Interpretation.

2. Functions performed in the public interest.

3. Relevant date.

4. Expenses of Minister.

5. Regulations — general implementation of this Act.

6. Provision of financial support for credit institutions.

7. Modification of application of certain provisions of Competition Act 2002.
8. Consequential amendment of other Acts.

9. Short title.

Acts referred to

Central Bank Act 1997

Central Bank and Financial Services Authority of Ireland
Act 2003

Companies Act 1963
Companies Acts
Competition Act 2002
Finance Act 1970

National Treasury Management Agency Act 1990
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1997, No. 8

2003, No. 12

1963, No. 33

2002, No. 14
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Credit Institutions (Financial Support) Bill 2008

BILL

entitled

An Act to provide, in the public interest, for maintaining the stability of the financial
system in the State and for that purpose to provide for financial support by the
Minister for Finance in respect of certain credit institutions, to amend the Competition
Act 2002 and other enactments, and to provide for connected matters.

BE IT ENACTED BY THE OIREACHTAS AS FOLLOWS:
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89 DOF06227-003



Interpretation.

1.  In this Act—

“Central Bank” means the Central Bank and Financial Services Authority of Ireland,
“credit institution” has the meaning it has in the Central Bank Act 1997,

“financial support” includes a loan, a guarantee, an exchange of assets and any other
kind of financial accommodation or support;

“Governor” has the meaning it has in section 2 (inserted by section 3 of the Central
Bank and Financial Services Authority of Ireland Act 2003) of the Central Bank Act
1942;

“Minister” means Minister for Finance;

“Regulatory Authority” has the meaning it has in section 2 (inserted by section 3 of
the Central Bank and Financial Services Authority of Ireland Act 2003) of the Central
Bank Act 1942;

“subsidiary”, in relation to a credit institution, has the meaning it has in section 155 of
the Companies Act 1963.
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Functions performed in the public interest.

2. (1) The Minister has, in the public interest, the functions provided for under this
Act because, after consulting the Governor and the Regulatory Authority, the Minister
is of the opinion that—

(a) there is a serious threat to the stability of credit institutions in the State
generally, or would be such a threat if those functions were not
performed, and

(b) the performance of those functions is necessary, in the public interest,
for maintaining the stability of the financial system in the State, and

(©) the performance of those functions is necessary to remedy a serious

disturbance in the economy of the State.

(2) The Minister may continue to consult with the Governor and the Regulatory
Authority in the continuing exercise of the Minister’s functions under this Act.

3) Nothing in this Act prevents the performance by the Central Bank or the
Regulatory Authority of its functions in relation to any credit institution.
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Relevant date.

3. In this Act “relevant date” means 30 September 2008.
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Expenses of Minister.

4. To the extent that the Minister incurs any expenditure not met in accordance
with section 6, the expenditure shall be paid out of the Central Fund or the growing
produce thereof.
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Regulations—general implementation of this Act.

5. (1) The Minister may, in respect of any difficulty that arises in the operation of
this Act during the period of 2 years beginning on the relevant date, make regulations
to do anything that appears necessary or expedient for bringing this Act into
operation.

(2) Regulations made under this section may contain such incidental,
supplementary and consequential provisions as appear to the Minister to be necessary
or expedient for the purposes of the regulations.

3) Where the Minister proposes to make regulations under this section—

(a) he or she shall, before doing so, consult with any other Minister of the
Government that the Minister considers appropriate having regard to
the functions of that other Minister of the Government in relation to the
proposed regulations,

(b) he or she shall cause a draft of the proposed regulations to be laid
before each House of the Oireachtas, and

(©) he or she shall not make the regulations unless and until a resolution
approving of the draft has been passed by each such House.
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Provision of financial support for credit institutions.

6. (1) As and from the relevant date, the Minister may provide financial support in
respect of the borrowings, liabilities and obligations of any credit institution or
subsidiary which the Minister may specify by order having regard to the matters set
out in section 2, the extent and nature of the obligations (including the degree of
control over possible abuse of the financial support) undertaken and which might be
undertaken in the future and the resources available to him or her in that behalf.

(2) In subsection (1) a reference to borrowings, liabilities and obligations includes
borrowings, liabilities and obligations to the Central Bank or any person.

3) Financial support shall not be provided under this section for any period
beyond 29 September 2010, and any financial support provided under this section
shall not continue beyond that date.

(4) Financial support may be provided under this section in a form and manner
determined by the Minister and on such commercial or other terms and conditions as
the Minister thinks fit, or generally in accordance with a scheme that the Minister may
make. Such provision of financial support may be effected by individual agreement, a
scheme or otherwise. Without prejudice to the Minister’s discretion as to such
conditions, all financial support provided shall so far as possible ultimately be
recouped from the credit institution or subsidiary to which the support was provided.

(5) A scheme under subsection (4) shall be laid before each House of the
Oireachtas as soon as may be after it is made and, if a resolution annulling the scheme
is passed by either such House within the next 21 days on which that House has sat
after the scheme is laid before it, the scheme shall be annulled accordingly but
without prejudice to the validity of anything previously done under the scheme.

(6) Without prejudice to subsection (4), the conditions under which the Minister
provides financial support under this section may include conditions regulating the
commercial conduct of the credit institution or subsidiary to which the support is
provided, and in particular may include conditions to regulate the competitive
behaviour of that credit institution or a subsidiary.

(7) The Minister may, as a condition of providing financial support to a credit
institution or subsidiary under this section, require the credit institution or subsidiary
to fulfil the requirements for the time being imposed by the Central Bank or
equivalent authority (including those in relation to the conduct of its business and its
competitive behaviour) and to continue to do so.

(8) A condition referred to in this section—
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(a) may, where financial support is provided to a credit institution under
this section, regulate the commercial conduct of a subsidiary (whether
or not financial support is being provided to the subsidiary), and

(b) may, where financial support is provided under this section to a
subsidiary of a credit institution, regulate the commercial conduct of
the supported credit institution or another subsidiary (whether or not
financial support is being provided to the credit institution).

) The Minister may subscribe for, take an allotment of or purchase shares and
any other securities in a credit institution or subsidiary to which financial support is
provided under this section on such terms as the Minister sees fit.

(10)  The Minister may withdraw or revoke financial support provided to a credit
institution under this section in accordance with the terms or conditions of the
financial support as the Minister thinks fit.

(11)  For the purposes of this section, the Minister may, whenever and so often as
he or she thinks fit, create and issue securities—

(a) bearing interest at such rate as he or she thinks fit, or no interest,

(b) for such cash or non-cash deferred consideration as he or she thinks fit,
and

(c) subject to such terms and conditions as to repayment, repurchase,
cancellation and redemption or any other matter as he or she thinks fit.

(12)  All money to be paid out or non-cash assets to be given by the Minister under
this section may be paid out of the Central Fund or the growing produce thereof.

(13)  Money paid by a credit institution to the Minister, or any non-cash
consideration received by the Minister from such an institution, is to be paid into, or
disposed of for the benefit of, the Exchequer in connection with the performance of
his or her functions under this section or for any other purpose in such manner as the
Minister thinks fit.

(14)  Where financial support has been provided under this section to a credit
institution, the Minister—

(a) shall from time to time review the necessity for the financial support,
and
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(b) if he or she is satisfied, having regard to the considerations set out in
section 2, that the financial support is no longer necessary, shall
withdraw the financial support.

(15)  As soon as practicable after the end of 2009 and each year thereafter, the
Minister shall lay a report before each House of the Oireachtas for the purpose of
informing the members of each House on the situation with regard to any financial
support provided under this section. The report shall give particulars of—

(b) the aggregate amount of payment and the amount (if any) repaid to the
Minister on foot of the payment, and

(©) the aggregate amount of money that was outstanding at the end of that
year on foot of such financial support.

(16)  The publication of the reports required by subsection (15) shall be taken as
satisfying any obligation of the Minister under Regulation 3 of the European
Communities (Financial Transparency) Regulations 2004 (S. I. No. 693 of 2004).

(17) A reference in section 99(2) of the Companies Act 1963 to a charge shall be
taken not to include any charge created by a credit institution in favour of the Minister
or any agent of the Minister (including the National Treasury Management Agency)
or the Central Bank. Section 99 of that Act shall not apply to any such charge.

(18) Notwithstanding any provision in any credit institution’s memorandum or
articles of association that provides for the keeping of a register of charges created by
that credit institution, a charge of a kind referred to in subsection (17) shall not be
entered in that register.

(19)  Insubsection (18) “articles of association” shall, in the case of a body
corporate that is not a company within the meaning of the Companies Acts, be taken
to include any other instrument constituting or defining its constitution, including bye-
laws.
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Modification of application, etc., of certain provisions of Competition Act 2002.

7. (1) This section applies to a merger or acquisition (within the meaning of section
16 of the Act of 2002) that involves a credit institution or subsidiary where the
Minister—

(a) after such consultation with the Central Bank and the Regulatory
Authority as the Minister considers necessary, is of the opinion that—

(1) the proposed merger or acquisition is necessary to maintain the
stability of the financial system in the State, and

(i)  there would be a serious threat to the stability of that system if
the merger or acquisition did not proceed, and

(b) certifies in writing to the parties to the merger or acquisition, the
Competition Authority and the Governor that he or she is of that
opinion.

(2)  Notwithstanding anything in the Act of 2002, a notification of a merger or
acquisition to which this section applies shall be given to the Minister and not to the
Competition Authority.

3) A determination, that a merger or acquisition to which this section applies may
be put into effect, is referred to in this section as an approval.

4) A merger or acquisition to which this section applies and which has been
notified to the Minister shall not be put into effect unless and until the Minister has
made a determination in relation to the merger or acquisition under this section.

(%) Where the Minister is of the opinion that in order to consider a merger or
acquisition to which this section applies he or she requires further information, he or
she may by notice require any one or more of the undertakings concerned to supply,
within a specified period, specified information. An undertaking shall comply with
such a direction.

(6) On receipt of a notification under subsection (2), the Minister—
(a) shall consult urgently with the Minister for Enterprise, Trade and
Employment, the Governor, the Central Bank and the Competition

Authority,

(b) shall publish the notification in any way the Minister thinks fit, and
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(c) shall invite the making, in accordance with procedures provided for in
the regulations, of submissions on the notification.

(7) The Governor and the Competition Authority shall provide any advice,
information and assistance that the Minister reasonably requires for the purposes of
making a decision on a notification under subsection (2).

(8) The Minister may appoint a suitably qualified person as a competition advisor
for the purposes of assisting with the consideration of a notification under
subsection (2).

(9) Any person affected by a proposed merger or acquisition to which this section
applies may make a submission to the Minister in relation to the proposed merger or
acquisition:

(10)  The Minister shall make a decision whether to approve a merger or acquisition
to which this section applies as soon as reasonably practicable after he or she receives
the notification under subsection (2) for its approval.

(11) The Minister shall approve a merger or acquisition to which this section
applies if, in the Minister’s opinion, the result of the merger or acquisition will not be
to substantially lessen competition in markets for goods or services in the State and,
accordingly, that the merger or acquisition may be put into effect.

(12) The Minister may approve a merger or acquisition to which this section
applies even if he or she forms the opinion that the result of the merger or acquisition
will be to substantially lessen competition in markets for goods or services in the State
but that the merger or acquisition is necessary having regard to any or all of the
following:

(a) maintenance of the stability of the financial system in the State;

(b) the need to avoid a serious threat to the stability of credit institutions;

(©) the need to remedy a serious disturbance in the economy of the State.

(13)  The Minister, after considering a notification under subsection (2), may—
(a) approve the merger or acquisition with or without conditions, or

(b) refuse to approve the merger or acquisition.
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(14) In determining any conditions to be imposed in relation to a merger or
acquisition, the Minister shall have regard to the effect of the merger or acquisition in
the market for goods or services in the State, the maintenance of the stability of the
financial system in the State, the need to avoid any serious stress in the stability of
credit institutions and the need to remedy a serious disturbance in the economy of the
State. In particular the Minister may impose such conditions as he considers
appropriate to facilitate competition in the markets for those goods and services
having regard to the matters.

(15)  Sections 4(8) and 5(3) of the Act of 2002 shall apply to a merger or
acquisition to which this section applies and, accordingly, for that purpose references
in those provisions to Part 3 of the Act of 2002 shall be read as references to this
section.

(16)  Part 3 of the Act of 2002 applies in relation to a merger or acquisition to which
this section applies with—

(a) the modifications specified in subsection (17),
(b) any other necessary modifications, and

() any adaptations of that Part’s provisions made by regulations under
section 5.

(17)  The modifications mentioned in subsection (16)(a) are—
(a) references to the Competition Authority in sections 16, 18, 20 and 26
shall be read as references to the Minister;

(b) sections 17, 19 21, 22, 23, 24, 25 and 27 shall be disregarded;

(©) so much of section 20 provision for the matters contained in which are
made by this section shall be disregarded;

(d) the following definition shall be substituted for the definition of
“determination” in section 26:
“ ‘determination’ means an approval of the Minister for
Finance under section 7 of the Credit Institutions ( Financial
Support ) Act 2008;”.

(18) References in the Act of 2002 to Council Regulation (EEC) No. 4064/89 on
the control of concentrations between undertakings should be read as references to
Council Regulation (EC) No. 139/2004 on the control of concentrations between
undertakings.
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(19)  The Minister may make regulations to determine the procedures to be
followed in making submissions under this section, including, without limit to the
generality of the foregoing—

(a) the form and type of submissions to be made to the Minister,

(a) the appointment of representatives of persons having substantially the
same interests,

(d) the means by which confidential information is to be protected from
public disclosure.

(20)  In this section “Act of 2002” means the Competition Act 2002.
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Consequential amendments of other Acts.

8. (1) The First Schedule to the National Treasury Management Agency Act 1990 is
amended by—

(a) the deletion of “and” before paragraph (m); and

(b) the addition after paragraph (r) of:

13

and

“(s)  subsections (1) to (11) of section 6 of the Credit Institutions
(Financial Support) Act 2008

(2) Section 54 of the Finance Act 1970 is amended by inserting after subsection
(7B) (inserted by the National Development Finance Agency Act 2002):

“(7C) The Minister for Finance may engage in such transactions of a normal
banking nature with any person—
(a) in connection with the performance of his or her functions
under section 6 of the Credit Institutions (Financial Support)
Act 2008, and
(b) for the purpose of the better management of any indebtedness
incurred by the Minister under that section,

and may for the purpose of those transactions issue such funds from
the Exchequer as the Minister for Finance considers appropriate. The
expenses and other costs incurred by the Minister for Finance in
connection with or arising out of those transactions shall be charged on
the Central Fund or the growing produce thereof.”.

3) The First Schedule to the National Treasury Management Agency Act 1990 is
amended by inserting the following after paragraph (gggg) (inserted by the National
Development Finance Agency Act 2002):

“(ggggg) section 54(7C) (inserted by the Credit Institutions (Financial
Support) Act 2008) in so far as that section relates to the engagement in
certain transactions of a normal banking nature) of the Finance Act
1970.”.

(4) Section 138 of the Finance Act 1993 is amended by inserting, after
subparagraph (iv) of subsection (1)(b):

“(v) any securities or financial instrument determined by the
Minister as permissible on such terms and conditions as the
Minister may determine.”.
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Short title.

9. This Act may be cited as the Credit Institutions (Financial Support) Act 2008.
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HIGHLY CONFIDENTIAL

Head re Guarantees in respect of credit institutions in distress

Note

The text following 1s on the basis of a general power to give guarantees in respect of
distressed credit institutions. ‘Credit Institution’ for purposes of this head to be as
defined in Regulation 3{(1} of the European Communities {Deposit Guarantee
Scheme) Regulations 1995 (SI 168 of 1995]) except that it is to include credit unions
as defined in section 2 of the Credit Union Act, 1997.

Head
Provide as follows:

(a) Power of Minister
Provide that the Minister for Finance may guarantee in such form and manner and on
such terms and conditions as he sees fit, any or all of the following -

(1) the borrowings and liabilities of a credit institution to the CBFSAI or any
person
(11) deposits in a credit instifution

{b) Circumstances where power is exercisable
Provide that the Minister may exercise the power at (a) above only in circumstances
where it appears to him that it is necessary for any of the following purposes:

(1) maintaining the stability of the financial system in Ireland or a credit institution
where the Minister considers that there would be a serious threat to its stability 1f
the power was not exercised;

(11) protecting the public interest by safeguarding depositors’ funds in a credit
institution where the Minister considers that such deposit funds would be under
serious threat if the power was not exercised;

(c) Provide that a Guarantee under this Section will have effect from the date
announced by the Minister as the date from which it will have effect, but not before
the date of the announcement, regardless of whether that announcement is made
before the passing of this Act.

{d)YProvide that the Minister may withdraw or revoke a guarantee as he sees fit.

(e} Provide that all moneys to be payed out by the Minister on foot of a guarantee
provided by him under this section will be paid from the Central Fund or the growing
produce thereof.

(f) Provide that moneys paid by the Minister under a guarantee under this head are
repayable to the Minister, with interest, as and when such moneys are available to Xfi.
Moneys paid by Xf1 to the Minister are to be paid into or disposed of for the benefit of
the Exchequer in such manner as the Minister thinks fit.
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(g) Provide that the Minister will have a continuing obhigation to use all reasonablc
means to recover amounts paid out under guarantees provided under this head.

(h) Provide that in the event that moneys paid out under a guarantee under this section
are not recovered, the amount outstanding will be repaid to the Central Fund from
moneys voted by the Oireachtas. [Note: This 1s designed to ensure sound accounting
principles and provide transparency.]

(1) Provide that the Minister is required to lay a statermnent before each House of the
Oireachtas every year to fully inform members on the situation with any guarantees
made under this Head. The Minister’s report to give particulars of each guarantee;
where payments have been made by the Minister, the amount of payment and the
amount (if any ) repaid to the Minister on foot of the payment; and the amount of
money covered by a guarantee that was outstanding at the end of that year.

Explanatory Note:

The nature, duration etc of a guarantee are important factors in the context of EU
State Aid rules. It is envisaged that these factors would be encompassed 1n “... such
terms and conditions ...” at (a) above. The cnteria laid down in the EU Rescue and
Restructuring Guidelines can be summarised as:

» the beneficiary has to be a fimm in difficulty and may not have received rescue or
restructuning aid during the past 10 years,

» the aid should normally consist of liquidity support and should be restricted to the
minimum necessary to keep the firm in business for the rescue period,

+ the aid must be granted in the form of loans or loan guarantees,

» the aid must be limited to a period of maximum 6 months,

» if the Member State communicates to the Commission within these 6 months a
restructuring plan or liquidation plan, then the rescue aid can normally continue
for the time needed by the Commission to examine this plan.

It should be noted that in moving to the restructuring phase the Commission have
emphasised that aid must be the minimum necessary and there must be appropriate
compensatory measures,

The provision at (d) is required as otherwise it would be necessary for the Minister to
arrange a Vote in the Department’s Estimate for the purpose or more likely a
Supplementary Estimate which would be dependent on the Déil being 1n session and
would be subject to a possible vote thus not providing sufficient certainty as to the
outcome of the process. The text is modelled on section 9(5) of the Bretton Woods
{Amendment) Act 1999.

Subparagraph (f) is based on section 9(6) and (9) of the Bretton Woods {(Amendment)
Act 1999.

Subparagraph (g) is based on section 9(7) of the Bretton Woods (Amendment) Act
1996.

Subparagraph (h) is based on section 3(8) of the Bretton Woods (Amendment) Act
1999,
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Subparagraph (i) is modclled on section 9(10) of the Bretton Woods {Amendment)

Act 1999,
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HIGHLY CONFIDENTIAIL

Qutline Heads of a Bill to provide for the Irish Authorities (Minister for Finance)
to take action in relation to an Irish credit institution by taking it into public

ownership

Purpose
The purpose of the Bill 1s to give the Minister for Finance power to transfer into

public ownership a particular distressed credit institution' authorised to operate in
Ireland (the institution is referred to as ‘Xfi’ in these heads).

The Bill may also need to provide for necessary or consequential provisions as
follows, but should in any event provide a specific power for the Minister for Finance

* to directly appoint and remove directors of Xfi so that he can ensure a level of
control and influence over the operations of the company, consistent with the
directors’ statutory and fiduciary duties to the company:

* Enabling the Minister to remove and appoint directors including the Chairman,
Chief Executive and other key executives as the Minister sees fit, and make other
modifications of the rules for holding of meetings of the company without being
constrained by the provisions of company law or memorandum and articles of
association regarding the holding of meetings of shareholders.

¢ Extinguishing of the existing share options

¢ Providing for the any amendment necessary in consequence of the impact of
transfer of ownership on rights or obligations of lenders, bondholders, swap
counterparties or suppliers which would be triggered by the act of bringing the
financial institution into temporary public ownership. {Apparent from UK NR
legislation that a range of contractual arrangements that NR had previously
entered into were impacted by the transfer of ownership and required provision
in the legislation to address these issues/ensure these were not friggered — may
have to be dealt with on a specific case by case basis)

+ Resolution of pension issues.

' *Credit institution’ as defined in regulation I of the European Communities {Depesit Guarantee
Scheme)} Regulations 1995 [SI 168 of 1995] i.e. ... an undertaking other than a credit union or
friendly saciety whose business it is to receive deposits or other repayable funds fro the public and to
grant credit on its own account”. This definition encompasses both banks and building societies. The
definition should be amended for the purposes of these Heads to include credit unions as defined in
section 2 of the Credit Union Act, 1997,

}
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Heud 1 - Circomstances in which powers under the Bill would be exercisable by
the Minister for Finance

Provide that the Minister for Finance may exercise powers under the Bill in relation to
Xfi only where it appears to him to be necessary for any or all of the following

purposes:

* maintaining the stability of the financial system in Ireland or a credit
mnstitution where the Minister considers that there would be a serious threat to
1ts stability if the power were not exercised;

» protecting the public interest in circumstances where financial assistance or a
guarantee has been provided by the Minister to Xfi for the purpose of
maintaining the stability of the financial system in Ireland’.

e where the Minister has been notified by the Central Bank and Financial
Services Aunthority of Ireland that it intends to use its powers under Section
3(2)(b) of the Companies Act 1990 to petition the Court to appoint an
examiner, or under Section 48(1) of the Central Bank Act, 1989 to petition the
Court to have the holder of a licence wound up. Provide that the CBFSAI must
give advance notice to the Minister for Finance of any decision to petition the
Court

"Financial assistance” for the purposes of this Head would include any case where
another person has provided financial assistance to Xfi and the Minister assumed a
lability in respect of that assistance .

“guarantee” for the purpose of this Head would include

(1) Any case where the Minister for Finance has announced that the Mimster for
Finance would if necessary put in place depositor guarantee arrangements in relation
to Xfi, and

(i) A guarantee under section x of ANOTHER Act 200X (See separate Head
‘Guarantees in respect of credit institutions in distress”)

? Advice from the AG's Office is that it would not seem necessary at present to provide a definition ol
(inancial stability which is sell ¢vadent from the ordinary meaniig of the ward.

bl
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Head 2: Transfer of securitics

Provide that by virtue of this head the securities [shares} in Xfi are transferred to the
Minister for Finance and that the securities shares are transferred

» free of any trusts, liabilities and encumbrances
* together with all the rights, benefits and privileges which relate to the shares
transferred.

Provide the securities {shares] may be transferred to a nominee of the Minister, a
company wholly owned by Minister for Finance or any other body public or private.

Provide that the transfer of securities will be effective notwithstanding;
*» the absence of any consent otherwise required
* Any restriction otherwise applicable to the transfer

Provide that any shares ‘lent’ or otherwise assigned, e.g. to a hedge fund, will on the
transfer, transfer to the Minister or other public/private body.

Provide that Xfi shall take all necessary steps to ensure that the Minister is registered
as the holder of the shares and that he is to have all rights and advantages of a member
of the company pending registration (i.e. even while not yet registered).

Securities [shares] for the purposes of this head may need to be defined widely having

regard to the credit institution concerned but would be likely to include;

» shares and stock,

» debentures, including debenture stock,

* Jloan stock, bonds, certificates of deposit and other instruments creating or
acknowledging indebtedness;

* warrants or other instruments entitling the holder to acquire such securities.

-
¥
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Head 3: Extinguishing of subseription rights
Provide in relation to Xfi, for the extinguishing of

o share options or other rights held by persons to subscribe for, or otherwise
acquire, securities of Xfi, or any of its subsidiaries.

 rights to shares arising from or in connection with a person’s employment or
office or provision of services with or to Xfi or one of its subsidiary or connected
entities

Note

This power is thought likely to be necessary to deal with a case where perscns have an
enforceable right to be issued with or otherwise acquire shares or other securities of
X fi or any of its subsidiaries. This power may be necessary depending on the financial
institution involved as the existence of, and exercise of, such rights might frustrate the
purposes of a transfer to the Minister or his nominee.
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Compensation for securities transferred

Note

1. The UK Banking (Spectal Provisions) Act 2008 provides that the Treasury
will develop a compensation scheme up to three months after the transfer of
securities. i.e. (SnS) “...the Treasury must...make a scheme determining the amount
of any compensation payable by the Treasury to persons who held the securities
immediately before they were so transferred [and for subscription] nghts
extinguished...”. Broadly similar provisions are provided in relation to transfer of
property {Sn 7) supplemented by Sn 9, which sets out areas to be covered in
compensation schemes — manner and procedure of assessment, appointment of
independent assessor, appeals, expenses, etc. Generally under Sn 5 the UK authorities
have 3 months within which to make a scheme of compensation in relation to the
transfer of securities’.

This approach has the advantage that there may be issues specific to a particular
mstitution that need examination/analysis before a specific compensation provision
can be drafied. However the Oireachtas may be less willing to approve a transfer of
assets without knowing the tertns on which people will be compensated. There may
also be constitutional issues.

2, The approach in Head 4 which follows is to provide for payment of
compensation to persons who held securities in Xfi immediately before they were
transferred based on a valuation of the securities on the date falling before the day on
which this Bill 1s passed. Advisory Counsel has advised of the importance of making
express provision for compensation in the Bill to balance the interference with
property rights stating “ Heads providing for compensation must be included in the
draft heads of the Bill ...”.

An extensive provision is set out in the draft Head following, but it may be that a
short provision stating the intention to make a compensation scheme and the
principles for determining compensation would suffice.

’ Natwithstanding the pravision 1o enable the separation by up 1o three months, the Northern Rock Pl
Transfer Order was made on 21 February 2008 and the NR Ple Cosnpensation Scheme Order on 12
March, 2008.

-
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Head 4: Compensation {or sccurities transferred

Provide that the Minister for Finance will by Order made under this Bill make within
x months a compensation scheme for shareholders whose rights have becen
extinguished at heads 2 or 3.

Provide that compensation for securities transferred under head 2 or subscription
rights extinguished under head 3 will be determined by a compensation scheme which
will make provision:

- for the appointment by the Minister for Finance of an independent assessor to
determine the amount of compensation to be paid by the Minister and make provision
as 1o the remuneration of the assessor, efc.

- that the assessor must, in assessing compensation payable by the Minister for
Finance to any person in accordance with Heads 2 or 3, assess compensation on the
basis that at the date of announcement of the transfer of securities, Xfi —

{a) is unable to continue as a going concern,
(b} is in Examinership and being wound up

(c) that all financial assistance provided by the Minister for Finance to Xfi has
been withdrawn (whether by the making of a demand for payment or
otherwise), and

(d) that no financial assistance would in future be provided by the Minister for
Finance to the deposit-taker in question (apart from ordinary market assistance
offered by the CBFSAI subject to its usual terms)

(e) that any guarantee given under law or in any case where the Minister for
Finance has announced that he would if necessary put in place depositor
guarantee arrangements in relation to Xfi, that such a guarantee has been
revoked.

Provide that the assessor is required to determine the amount of any compensation
payable by the Minister in accordance with the compensation scheme and
communicate his determinations by means of “notices of assessment” which must
inciude the reasons for the assessor’s decision.

Provide that where the Minister or any person affected by the determination of the
amount of any compensation which is contained in a notice of assessment is
dissatisfied with the assessment, they may require the assessor to reconsider his
determination. Where the assessor is required to reconsider his determination he is
required to issue a revised notice of assessment setting out,

(a) the date on which the notice 1s 1ssued,

(b) either notification that the assessor has upheld the assessment; or notification
that the assessor has varied the assessment;

{
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{c) the amount of any compensation determined by the assessor as being
payable; and

(d) the reasons for the assessor’s decision.
The assessor shall send a copy of the revised assessment notice to the Minister.

Provide that where thc Minister or any person affected by a determination of the
amount of any compensation which 1s contained in a revised notice of assessment is
dissatisfied with the revised assessment, they may refer the matter to the Irish
Financial Services Appeals Tribunal for the assessment to he appealed. The assessor
in these circumstances acts as a respondent in the Tribunal proceedings.

Provide that where the Tribunal concludes that the decision as to the amount of any
compensation shown in the revised notice of assessment was not reasonable, the
Tribunal must remit the matter to the assessor for reconsideration in accordance with
such directions (if any) as the Tribunal considers appropriate. The assessor must then
reconsider his determination in accordance with any such directions.

Payment of compensation

Provide that the Minister will pay the amount of compensation determined by the
assessor to be payable to a person in respect of a class or description of shares
/securities. The Minister will not be required to make a payment in accordance with
the foregoing until he has received a copy of the notice of assessment or revised
notice of assessment or in the case of a reference to the Tribunal that the matter has
been disposed of.

Compensation assessment procedures

Provide that the assessor may make such procedural rules 1n relation to the assessment
of any compensation (including the procedure for the reconsideration of any decisions
relating to the assessment of compensation} as he considers appropnate but that the
procedure followed by the assessor must be fair. Provide that the procedures shall be
approved by the Minister for Finance before being used.

The drawmg up of the procedural rules will be a matter for the assessor in the first
instance but must cover such matters as communications between the assessor and
interested parties, the handling of evidence, deadlines etc. The assessor will also act
as the respondent in any proceedings before the Tribunal. The assessor will be
expected to act so as to facilitate the smooth operation of the appeals process.

Remuneration of Assessor
Provide that the assessor will be paid such remuneration and reimbursed such

expenses as the Minister may determine.

7
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Criteria for appointment as assessor
Provide that persons to be appointed as assessor should be able to satisfy the
following critena:

Potential conflicts of interest:
To be eligible for appointment as assessor persons must be able to confirm

- they have no actual or potential conflict between any personal or business
interests and functions as an assessor that could influence, or be reasonably
perceived to influence, their judgement in performing functions as an assessor in
respect of XA. '

- will not engage any staffs who, to the best of their knowledge having made
reasonable enquiries, have any such actual or potential conflict.

- they will take appropriate steps to ensure that, if appointed, neither they nor
any staff are placed in a position where there is any actual or potential conflict
between any personal or business interests and their or their functions that could
influence, or be reasonably perceived to influence, them or their judgements in
performing their functions as assessor.

- that they will disclosc to former shareholders, the Minister and other interested
parties full particulars of any such actual or potential conflict of interest that
may arise.

Knowledge and Experience
To be eligible for appointment to the position of assessor persons should

{a) have extensive professional financial company valuation skills. In order to be able
draw on a range of professional expertise, including accountancy, investment banking
and legal, the assessor should have a high standing and credibility in their profession.

(b) be able to demonstrate that they have the capacity and resources to undertake the
task of assessing any compensation payable and managing a compensation scheme 1n
a timely and efficient manner;

Termination of office

The Minister may terminate the appointment of an assessor by notice in wnting with
immediate effect on the grounds of incapacity or serious misbehaviour. Where an
appointment is terminated or vacated (howsoever arising) the assessor must provide
free of charge such assistance as may reasonably be requested by any person
appointed to the position of assessor to facilitate an effective and timely handover of
all work then in progress.

If an assessor vacates office other than in circumstances outside his control he will
reimburse the Minister such amount as 1s reasonably required to provide for any
addiuional costs ansing out of the change of assessor. For the avoidance of doubt,

an assessor moving to another firm, the identity of which, by reason of iis
involvement with Xfi or otherwise, prevents his continuing as assessor, will not be
treated as circumstances outside his control.

N
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Head 5: Removal from/ Appointments to (i) membership of the Board of X[i and
{ii) senior executive positions within Xfi.

Provide that as sole shareholder in Xt the Minister may remove persons from and
appoint persons to:

(a) the Board of Xfi including to/from the position of Chairman of the Board.
(b} the positions of Chief Executive and Chicf Finance Officer of X fi:

Provide that the directors of Xfi will hold office for such duration and upon such
terms and conditions as the Minister may determine.

Note
Other key executive positions might be included depending on the staff structure of

the particular credit instituticn involved. It may also be appropriate to include the
position of Deputy Chairman again depending on the particular institution concerned.

9
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HHead 6 - Definitions

Provide as appropriate for necessary definitions (for example for terms such as ‘crednt
institution’, guarantee, etc.)

10
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HIGHLY CONFIDENTIAL

Head re amendment of the Competition Act 2042

Purpose
The purpose of this Head is to allow in certain circumstances for a declaration by the

Minister for Finance that a proposed merger or acquisition of a credit institution* is
approved for purposes of the Competition Act having regard to the need to maintain
the stability of the financial system in Ireland. [* as defined in Regulation I of the
European Communities (Deposit Guarantee Scheme) Regulations 1995 (SI {68 of 1995] but
to include a credit union as defined in section 2 of the Credit Union Act 1997.]

Head

Provide in relation to a merger or acquisition within the meaning of section 16 of the
Competition Act 2002 that involves a credit institution which does not affect trade
between EU Member States, that the Minister for Finance may declare that the
proposed merger or acquisition is necessary to maintain the stability of the financial
system in Ireland and the effect of such declaration will be to remove the power of the
Competition Authority to make a determination as to whether the merger or
acquisition would be in breach of the prohibition on anti-competitive agreements,
decisions and concerted practices in sections 4 and 5 of the Competition Act 2002.

Provide that the power of the Minister to make such declaration may be exercised
only where it appears to him to be necessary for any or all of the following purposes:

+ maintaining the stability of the financial system in Ireland where the Minister
considers that there would be a serious threat to its stability if the power were
not exercised;

e protecting the public interest in circumstances where financial assistance or a
guarantee has been provided by the Minister to a credit institution involved in
the merger or acquisition in question for the purpose of maintaining the
stability of the financial system 1in Ireland.

Note

Section 4 of the 2002 Act contains the general prohibition on anti-competitive
agreements, decisions and concerted practices. Section 5 prohibits the abuse of
dominant position. Subsection 5(3} exempts from the prohibition mergers for which
provision 1s made in Part 3 of the Act.

Where the takeover, merger, etc of a distressed financial institution arises, the
question of competition approval may arise under EU or domestic law. If the annual
turnover of the combined business exceeds specified thresholds in terms of global and
European turnover, the proposed merger must be notified to the European
Commission which must examine it. Below these thresholds, the national competition
authorities in the EU Member States may review the merger. The threshold most
likely to apply in the case of a takeover of a domestic financial institution is aggregate
worldwide turnover of 5bn and Community turnover of €250m (unless each of the
businesses achieves at least two-thirds of its turnover within the same Member State}.
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HIGHLY CONFIDENTIAL

Qutline Heads of a Bill to provide for the Irish Authorities {Minister
for Finance) to take action in relation to an Irish financial instifution
to:
(i)  take into public ownership of, and
(i) _possible provision of a guarantee in respect of a distressed
credit institution

LPurpose
(Long Title?)
The purpose of the Bill is to give the Minister for Finance power to transfer the
ownership of a particular distressed credit institution’ authorised to operate in Ireland
(the institution is referred to as ‘Xfi” in these heads). The Bill should 2providf: that the
Minister may transfer the securities (including shares) [or business]” of a particular
credit institution into public ownership, i.e. to the Minister for Fma.nce
[Questions:
s Should provision also be made to provide power to tra.nsfer ownership to
another body in the public or private sector? _ :
» Should provision be made to provide power to transfer ownership of a
building society to a public/private body or Minister for the Environment,
Local Government and Heritage (or Finance)?]

The Bill is also to provide that the Minister may also transfer a credit institution
brought into public ownership back to the private sector. [Has the CBFSAI power to
give financial assistance Irish registered building societies?].

The Bill may also need to provide for necessary or consequential provisions, i.e.:

e Delisting of shares in the Xfi as well as enabling the Minister to remove and
appoint directors, and make other modifications of the rules for holding of
meetings of the company.

o Extinguishing of the existing share options

¢ Providing for:thé any amendment necessary in consequence of the impact of
transfer of ownershlp on rights or obligations of lenders, bondholders, swap

ounterpartles or suppliers which would be triggered by the act of bringing the

f nancial institution into temporary public ownership. (Apparent from UK NR
leglslatlon that a range of contractual arrangements that NR had previously
entered into were impacted by the transfer of ownership and required provision
in the legislation to address these issues/ensure these were not triggered — may
have to be dealt with on a specific case by case basis)

» Resolution of pension issues.

' “Credit institution’ as defined in regulation 1 of the European Communities (Deposit Guarantee
Scheme) Repulations 1995 [S1 168 of 1995] ie. “... an underiaking other than a credit union or
friendly society whose business it is to receive deposits or othey repayable funds fro the public and to
grani credit on its own account. This definition encompasses both banks and building societies.

Z The UK Banking (Special Provisions) Act 2008 refers to ‘securities” of an institution and seems to
differentiate these from the ‘business’ (e.g. properly, rights and liabilities}. However, the Northemn
Rock ple Transfer Order 2008 made under the Act is concerned with only the transfer of shares to the
Treasury Solicitor. No order has yet been made under the UK Act in relation o transfer of property,
rights and liabilities.
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Head 1 - Circumstances in which powers under the Bill would be exercisable by
the Minister for Finanece

Provide that the Mimster for Finance may exercise powers under the Bill in relation to
Xfi only where it appears to him to be necessary for any or all of the following

purposes:

* maintaining the stability of the financial system in Ireland where the Minister
[, having consulted with the CBFSAI (in view of CB’s statutory role in
relation to financial stability)] considers that there would be a serious threat to
its stability if the power were not exercised; .

» protecting the public interest in circumstances where financial assistance or a
guarantee has been provided by the Central Bank or Minister to Xfi for the
purpose of maintaining the stability of the financial system in Ireland’.

e where the Minister has been notified by the Central Barnk and Financial
Services Authority of Ireland that it intends [following an assessment'] to use
its powers under Section 3(2}b) of the Companies Act 1990 to petition the
Court to appoint an examiner, or under Section 48(1) of the Central Bank Act,
1989 to petition the Court to have the holder of a licence wound up. (Would it
be necessary to amend both of these Acts to require the CBFSAI to give the
Minister advance notice of its intention to use these provisions)

"Financial assistance” for the purposes of this Head would include

(1} any case where the CBFSAI has provided financial assistance to Xfi and the
Minister assumed a liability in respect of that assistance but excluding ECB open
market operations and other forms of liquidity support made available on the basis of
the CBFSAI’s own balance sheet without the need for it to seek an indemnity from
the Minister for Finance [can the latier actually arise?],

“guarantee” for the purpose of this Head would include

(i) Any case where the Minister for Finance has announced that the Minister for
Finance [the Department of Finance] (whether acting alone or with the CBFSAI)
would if necessary put in place depositor guarantee arrangements in relation to Xfi.

() A gliéxrantee under head 7 of this Bill Act /or through an amendment of the Central
Bank Act 1942 [Head 7 could be included as part of this Bill or be enacted separately
with more general application depending on circumstances)

* Tt needs to be clarified whether it is necessary to define “stability of the financial systesn” having
regard to the convention in legal drafting that the purpose of a definition is to achieve clarity without
needless repetition. It follows then that it is not necessary to define words that are used in their usual
dictionary meaning. Financial Stabslity is not defined in the UK’s Financial Services Management Act
2000 or it's Banking (Special Provisions) Act 2008.

* 1t is not clear that the CBFSAT is required (o conduct an assessment before it uses its powers under Sn
3(2){b) of the Companics Amendment Act 1990 ar Sn 48 (1) of the Central Bank Act 1989,
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Head 2: Transler ol securities

Provide that by virtue of this bead the securities {shares] in Xfi are transferred (o
the Minister for Finance [or his nominee, other public/private body] and that the
securities shares are transferred

» free of any trusts, liabilities and encumbrances

» together with all the rights, benefits and privileges which relate to the shares
transferred.

e The head should enable securities {shares] to be transferred to the CBFSAI a
nominee of the Minister, a company wholly owned by the CBFSAI or the
Dept of Finance {can CB and Dept legally own a company?], or any other
body public or private.

The head should provide that the transfer of secunties will be effective

notwithstanding; A

» the absence of any consent otherwise required

» Any restriction otherwise applicable to the transfer

e [absence of the delivery of any instrument _r_eﬁresén-_ting securities transferable
by delivery (a “bearer instrument”)) "

The head should provide that any shares ‘lent’ or otherwise assigned, e.g. to a
hedge fund, will on the transfer, transfer to the Minister or other public/private
body : '

Securities [shares] for the purposes of this head may need to be defined widely

having regard to the credit institution concerned but would be likely to include;

e shares and stock, o

e debentures, including debentire stock,

e loan stock, bonds, certificates of deposit and other instruments creating or
acknowledging indebtedness;

e warrants or other instruments entitling the holder to acquire such securities.
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Head 3: Registration of shares and issue of certificates

Provide that Xfi shall take all necessary steps to ensure that the Minister is registered

as the holder of the shares and that he is to have all rights and advantages of a member

of the company pending registration (i.e. even while not yet registered).

[Questions

o Is it necessary to make explicit provision to require that the Stock Exchange
accept the Minister {etc.) as the registered owner of the securities?

« Are those elements that are to address provisions in X{i’s constifution/contractual
arrangements that might otherwise frustrate the transfer more appropriate to this
head or head 27} '

This head is required (?) to ensure the Minister (etc.) is clearly identifted as the owner
of Xfi. ;
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Head 4: Extinguishing of subscription rights
If appropriate in relation to X1i, provide for the extinguishing of

» share options or other rights held by persons to subscribe for, or otherwise
acquire, securities of X{fi, or any of its subsidiaries.

o nghts to shares arising from or in connection with a person’s employment or
otfice or provision of services with or to Xfi or one of its subsidiary [or connected
entities)

This power might be necessary in a case where persons have an enforceable nght to
be issued with or otherwise acquire shares or other securities of Xfi or any of its
subsidiaries, This power may be necessary depending on the financial institution
involved as the existence of, and exercise of, such rights might frustrate the purposes
of a transfer to the Minister or his nominee.
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Compensation for securities transferred
There may be at least two options to deal with the determination for compensation for
securities transferred.
1. Defer making compensation arrangements
2. Set out detailed compensation determination rules/procedures in the Biil to
nationalise the institution

I. The UK Banking (Special Provisions) Act 2008 provides that the Treasury
will develop a compensation scheme up to three months after the transfer of
securities. i.e. (Sn5) ““...the Treasury must...make a scheme determining the amount
of any compensation payable by the Treasury to persons who held the securities
immediately before they were so transferred (and for subscription] rights
extinguished...”. Broadly similar provisions are provided in relation to transfer of
property (Sn 7) supplemented by Sn 9, which sets out areas to be covered in
compensation schemes -~ manner and procedure of assessment, appointment of
independent valuer, appeals, expenses, etc. Generally under Sn 5 the UK authorities
have 3 months within which to make a scheme of compensation in relation to the
transfer of securities”. :

This approach has the advantage that there may be issues specific to a particular
institution that need examination/analysis before a specific compensation provision
can be drafted. However the Oireachtas may be less willing to approve a transfer of
assets without knowing the terms on which people will be compensated. There may
also be constitutional issues.

2. An alternative approach Would be to provide for payment of compensation to
persons who held the securitiés__innnediately before they were transferred based on a
valuation of the securities on the date falling before the day on which this Bill is
passed. :

Regardless of which approach is taken, subject in the case of option 1 to the addition
of a text to-state the compensation provisions will be brought forward at a later date,
the substantive provisions are likely to have a broadly common format as set out at
draft Head 5 following

> Notwithstanding the provision to enable the scparation by up to three months, the Northern Rock Ple
Transfer Order was made on 2| February 2008 and the NR Ple Compensation Scheme Qrder on 12
March, 2008.
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Head 5: Compensation for securities transferrved

[Provide that the Minister for Finance will bring forward within x months a
compensation scheme for shareholders whose nights have been extinguished at heads
2or4.

(Note, it is envisaged that such a scheme would be part of a Bill (perhaps a “No.2
Bill”) rather than a Statutory Instrument)}

Provide that compensation for secunities transferred under head 2 or subscription
rights extinguished under head 4, will be determined by a compensation scheme
{(depending on the financial institution concermed) which will make provision for:

- the appointment of an independent arbiter to assess [determine?] the amount of
compensation to be paid by the Minister for Finance [and make provision as to the
remuneration of the arbiter, the appointment of staff by him etc.].

- that the arbiter must, in assessing compensation payable by the -Minister for
Finance to any person in accordance with Sections 2 or 4, assess compensation on the
basis that at the date of announcement of the transfer of securities Xfi —

(a) is unable to continue as a going concern,

(b} 1s in Examinership and being wound up

(c) that all financial assistance provided by the Minister for Finance to Xfi has been
withdrawn (whether by the making of a demand for payment or otherwise), and

(d) that no financial assistance would in future be provided by the Minister for
Finance to the deposit-taker in question {apart from ordinary market assistance
offered by the CBFSAI subject to 11s usual terms)

(e) that any guarantee given under .... or in any case where the Minister for Finance
has announced that the Minister for Finance would if necessary put in place depositor
gnarantee arrangements in relation to Xfi, that such a guarantee has been removed
[revoked?].

- the arbiter to make such rules as to the procedure in relation to the determination of
compensation as s/he considers appropriate,

- a system of review by the Arbitcr of assessment of compensation at the request of
the person who receives the assessment or the Minister (i.e. a system of internal
review) - -

- a system of appeal whereby if a person in receipt of an assessment or revised
assessment notice or the Minister are dissatisfied with the revised assessment notice
they may make a reference to [the Investor Compensation Tribunal/ Financial
Services Appeals Tribunal] for the notice to be reviewed.
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Head 6; Further transfers

Provide that where any securities of Xfi that have been transferred to the public sector
under head 2, these may be transferred by the Minister to any person.

This would enabie the institution to be transferred back to the private sector {or within
the public sector). The securities 1ssued by a company wholly owned by the CBFSAI
or the Minister may also be transferred. This gives the Minister a legislative route for
transferring all or part of Xfi back to the private sector, or for restructuring Xfi within
the public sector.
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Head 7: Guaraptees in respect of credit institutions in distress

Depending on circumstances, this head could be enacted separately to perhaps provide
a general power to give guarantees in respect of distressed credit institutions or it
could be directed at a particular credit institution. The text following is on the basis of
a general power.

Amend the Central Bank 1942 (as amended) to provide as follows:
(a) Power of Minister

Provide that the Minister for Finance may guarantee in such form and manner and on
such terms and conditions as he sees fit, any or all of the following -

(i) payment to the Central Bank of the principle of and any interest on, any
moneys advanced by the Central Bank under the terms of & guarantee
- given by the Central Bank in respect of a credit institution

(11)  the borrowings and liabilities of a credit institution

(1i1)  deposits in a credit institution subject to appropriate interaction with the
Deposit Protection Scheme under the Deposit Guarantee Schemes
Directive 94/19 EC enacted here in the S.I. No. 168 of 1995 / European
Communities (Deposit Guarantee Schemes) Regulations 1995 (as
amended).

(b) Circumstances where power is exercisable
Provide that the Minisier may exercise the power at (a) above only in circumstances
where it appears to him that it is necessary for any of the following purposes:

(1) maintaining the stability of the financial system in lreland where the Minister
considers that there would be a serious threat to 1ts stability if the power was not
exercised;

(i1) [protecting the public interest by] safeguarding depositors’ funds in a credit
institution where the Minister considers that such deposit funds would be under
serious threat if the power was not exercised;

(1) providing the Board of a credit institution and its shareholders with an
opportunity to find and consider potential private sector solutions where the
Mimster considers that this would be facilitated by the exercise of the power.

(c} Provide that a Guarantee under this Section will have effect fromn the date
announced by the Minister as the date from which it will have effect, bul not before
the date of the announcement, regardless of whether that announcement is made
before the passing of this Act.
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(d) Provide that all moneys 10 be payed out by the Minister on foot of a guarantec
provided by him under this section will be paid from the Central Fund or the growing
produce thereof.

{e} Provide tha! moneys paid by the Minister to the Central Bank under a guarantee
under thus head are repayable to the Minister, with interest, as and when such moneys
are recovered by the Central Bank. Moneys paid by the Central Bank to the Minister
are to be paid into {or disposed of for the benefit of] the /Central Fund Exchequer [mn
such manner as the Minister thinks fit].

(f) Provide that the Minister and /or the Central Bank as appropriate will have a
continuing obligation to use all reasonable means to recover amounts paid out under
guarantees provided under this head.

{g) Provide that in the event that moneys paid out under a guarantee under this section
are not recovered, the amount outstanding will be repaid to the Central Fund from
moneys voted by the Oireachtas. This is designed to ensure sound accounting
principles and provide transparency.

{(h) Provide that the Minister is required to lay a statement before each House of the
Oireachtas every year to fully inform members on the situation with any guarantees
made under this Head®. The Minister’s report to give particulars of each guarantee;
where payments have been made by the Minister or the Central Bank, the amount of
payment and the amount (if any ) repaid to the Minister on foot of the payment; and
the amount of money covered by a guarantee that was outstanding at the end of that
year. '

Explanatory Note: _ .

The nature, duration etc of a guarantee are important factors in the context of EU
State Aid rules. It is envisaged that these factors would be encompassed in “... such
terms and conditions ...” at (a) above. The critena laid down in the EU Rescue and
Restructuring Guidelines can bé surnmarised as:

+ the beneficiary has to be a firm in difficulty and may not have received rescue or
restructuring aid during the past 10 years, :

« the aid should normally consist of liquidity support and should be restricted to the
minimum necessary to keep the firm in business for the rescue period,

« the aid nrust be granted in the form of foans or loan guarantees,

+ the aid nust be limited to a period of maximum 6 months,

« if the Memher State communicates to the Commission within these 6 months a
restructuring plan or liquidation plan, then the rescue aid can normally continue
for the tinte needed by the Commission to examine this plan.

It should be noted that in moving to the restructuring phase the Commission have

emphasised that aid must be the minimum necessary and there must be appropnate

compensatory measures.

6 . . . . . . .
Part One of the annual Finance Accounts comprises financial statements of Exchequer receipts and
issues and guaranteed habilites.
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In relation to (a)(1} of the head, the CBFSAI has power to grant Emergency Liquidity
Assistance (ELLA) under Section 5B(d) of the Central Bank Act 1942, This empowers
the CBFSAI to “‘provide loans and other kinds of financial accommodation to credit
institutions and other persons on the security of such assets and on such terms and
conditions as the Board considers appropriare”. Advice from the Attorney General’s
Office refers to the general supplementary powers of the CBFSAI under Section SA
(2} and (3) of the CBA 1942 to do all that is necessary or reasonably inctdental to the
performance of its functions in accordance with normal banking practice. The AG’s
Office advice i1s that the terms and conditions of any assistance under 5B(d) are the
subject of a wide discretion of the CBFSAI subject to the ESCB requirements.
CBFSAI might also be asked to confirm this position is consistent with its own view,
1.e. that it has sufficient legislative powers in relation to the giving of guarantees. Any
deficiencies in this regard could be remedied in this head or an associated head.]

In regard to (b)(i) of the head, it may not be necessary to define “stability of the
financtal system” (see footnote 3).

The provision at (d) 1s required as otherwise it would be necessary for the Minister to
arrange a Vote in the Department’s Estimate for the purpose or more likely a
Supplementary Estimate which would be dependent on the D4il being in session and
would be subject to a possible vote thus not providing sufficient certainty as to the
outcome of the process. The text is modelled on section 9(5) of the Bretton Woods
(Amendment) Act 1999.

Subparagraph {e) is based on secti’i).n 9(6) and (9) of the Bretton Woods (Amendment)
Act 1999 _ -

Subparagraph (f) is based on section 9(7) of the Bretton Woods (Amendment) Act
1999. - |

Subparagraph (g) 1s based on section 9(8) of the Bretton Woods (Amendment) Act
1999

Subparagraph (h) is modelled on section 9(10) of the Bretton Woods (Amendment)
Act 1999.
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Draft Material for use by Government Senators in Seanad

Debate — 8 October 2008

Government Decision to safeguard the Irish Banking System

The Guarantee arrangements:

The Government, following the advice of the Central Bank and
Financial Regulator, decided to guarantee the retail, wholesale, dated
term debt, secured borrowings and interbank deposits of the six
domestic credit institutions (AIB, Bol, Anglo-Irish, Irish Life and
Permanent, Irish Nationwide, EBS).

In taking this action the Government is acting first and foremost in the
interest of the stability of the Irish economy and the long term interest
of the taxpayer. A secure and stable financial sector is essential for
the Irish economy and it is in the best interests of the Irish people.

It is important to note that this guarantee is intended to secure the
funding of these institutions. Equity investors and those holding junior
debt will take first charge on the risk of any losses in these institutions
over time under the guarantee provided by the State is not intended to
insulate them from the risks that they have taken on.

The measure is being taken as a response to the severe dislocation in
the international credit markets, which has impacted worldwide.

Since the onset of the current period of turmoil in 2007, the
Government has stressed its commitment to the stability of the Irish
financial system. The Minister has highlighted in recent weeks that
money placed with an Irish credit institution would not be placed at
risk.

Legislation
The President signed the Credit Institutions (Financial Services) Bill to give

effect to the Government decision last Thursday after it was debated in the
Dail and amended in this House.
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Extent of financial exposure of taxpavers

¢ It is important to stress that the risk of any potential financial exposure
is significantly mitigated by a very substantial buffer made up of the
equity and near-equity (high yielding subordinated debt). There is,
therefore, a significant buffer before there is any question of credit
impairments impacting on the Exchequer on foot of the guarantee.

¢ The asset quality in our financial institutions is good with a strong
concentration in residential mortgages with a relatively low loan-to-
value ratio (LTV) on average. While Ireland along with all developed
economies has experienced a sharp decline in its property market
there is very significant capacity within the institutions to absorb any
losses.

Protections in place for Irish Taxpavers:

¢ Firstly, I would stress that this guarantee was not given lightly. It was
informed by the strong advice of the Central Bank and Financial
Regulator that on account of unprecedented disruption in international
financial markets the system-wide State guarantee was required to
- ensure that Irish financial institutions has access to the normal
liquidity and funding to effectively operate their day-to-day
business
- provide confidence to depositors and wholesale lenders that they
should continue to transact their business as usual with the
institutions concerned.

¢ The interests of taxpayers will be very firmly safeguarded from any
risk of loss form the very substantial warranty that the State is now
providing.

¢ The scheme which is to be brought forward to implement the Act will
set out the specific terms and conditions, including fees, in relation to
a guarantee provided.
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* On foot of a Seanad amendment brought forward by the Minister for
Finance, the draft scheme must be approved by a resolution of the
Houses under section 6(5) of the Act.

¢ The intensified scrutiny and oversight of financial institutions which
has been put in place since the onset of the current turmoil will be
maintained and strengthened further to ensure that high regulatory
standards are achieved in Ireland and that the quality of corporate
governance in these institutions is a bulwark against any risk of loss
for the State.

* As far as the question of ‘moral hazard’ is concemned, it will be a
priority for the Government to ensure that the highest regulatory
standards and standards of corporate governance apply in all of the
institutions concerned including in relation to lending practices to
safeguard the interests of taxpayers against any risk of financial ioss

Possibility of a return to Taxpavers from this intervention

¢ This guarantee will not be a free lunch. Legislation which is to be
brought forward to underpin this guarantee will provide for specific
terms and conditions, including fees, in relation to a guarantee
provided.

¢ In taking this action the Government is acting first and foremost in the
interest of the stability of the Irish economy and the long term interest

of the taxpayer.

» A secure and stable financial sector is essential for the Irish economy
and it is in the best interests of the Irish people.

¢ The protection of taxpayers’ interests is the primary focus of this
measure.

» Ifthe guarantee is not called upon, the Exchequer will benefit to the
extent of the charges received from the institutions.

Benefits to the Government for the guarantee:
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e The first and most important point to be made is that the measure
helps secure the stability of the Irish banking system. As is clear from
the impact of the international credit crunch on the Irish economy, the
financial system overall plays a central role in the economy and in the
day-to-day lives of ordinary people.

¢ So the Government's objective for the guarantee is to stabilise the
Irish financial system as much as possible against the backdrop of the
very uncertain and volatile international environment at present so
that individuals and businesses can transact their normal financial
business in a normal way.

» The Government's announcement makes clear that the guarantee will
be provided at a charge to the institutions concerned and will be
subject to specific terms and conditions so that the taxpayers’ interest
can be safeguarded.

¢ The Minister of Finance will be drawing on the advice of the Central
Bank and NTMA to put a fee mechanism in place to pay for the
guarantee taking into account such factors as the possibility of
increased funding costs for the Exchequer, the economic value for the
institutions and need to support the investor confidence in the Irish
financial system overall.

¢ In current highly abnormal market conditions it is not considered
useful to speculate on what might be described as commercial rates
for the guarantee. It is important to be clear that it is only the State
that could provide such a warranty; no market mechanism would of
course provide it.

e The State in its approach to costing the guarantee will wish to take all
relevant factors into account including to ensure that in the medium-
term the Irish economy supports a strong and viable banking system,
the benefit and value it creates for the financial sector and above all
else that the Exchequer suffers no financial loss from having provided
It.
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T, BL, AG, DMc, WB, DD, KC, JF, PN, TG, JH

[ Drumm

FR

JF

BL

CEO Anglo

will need funds up to 2 billion tomorrow

Board of Directors must be concerned

Anglo lost 2 billion today — 2 more tomorrow

Strong advice from CB — move now — locks like cannot wait until Friday.

view is something has to be done now

sooner a guarantee is provided the better

guarantee of State has the best chance of stabilising the sitnation
terms for guarantee would have to be worked out

management issues in Anglo to be addressed

preferable to avoid nationalisation

clear view of authority very serious situation

guarantee for 6 months until notice of withdrawal — ideally should be
for 1 year or more

to be paid for by banks — would prompt fee — 2 big ones pay more
Anglo needs management changes.

Anglo is now a bank with no cash and with fiduciary obligations
but Anglo representing

NR[?] — Treasury xxx get XXXx Xxx

CB: ifspend 2 billion could just be wasted

guarantee might be seen as a xxxx

need a clean out to have market credibility.

go direct to nationalisation route
will be seen internationally to have failed.

State guarantee for temporary period

PN

DD

DD

need xxxxx explicitly to make it

advising guarantee — authority are saying nationalisation is not the

right option

guarantee first

sericusly contemplate bond swap issue?
yes

NPRF?

more contingency plans, not a decision yet
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BL - is CB assuming that any money out to Anglo tomorrow is secure
TG - yes — big haircut
T - guarantee — to be paid for by the banks with different prices

[DMcC want very clear statement of pros and cons of each]
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EUROPEAN CENTRAL BANK T Ia1e] (’/‘ ¢ T
Y CENT FOCT loa [oq Yot &

EUROSYSTEM o

Jean-Claude TRICHET

’resident

5 November 2008

Mr Brian Lenihan T.D.
Minister for Finance
Department of Finance
Office of the Minister
Upper Merrion Street
Dublin 2

Ireland

Consultation on amendments to the Deposit Guarantee Scheme
Dear Minister,

I hereby confirm receipt, on 30 October 2008, of your letter requesting an opinion of the European Central

Bank on the above-mentioned draft legislative provisions.

This Opinion will be forwarded to you in due course. I should be grateful if you would communicate any

changes made to the legislative provisions during the consultation period.

Yours sincerely,

08/055?/%
el 3 eausan

V/ / ﬂfSoZzaﬁﬂ?/
W 2 Jlrase-

P /j{( anlon / R

DOF01B02 Kaiserstrasse 29, 60311 Frank furt am Main, Germany * Tel.
135 DOF03220-001



it e T

25 (il 10

Thompson, John

From: Thompson, John

Sent: 18 November 2008 15:14

To: McKeon, Mary; Carrigan, Aidan
Cc: Finn, Brian; Fox, Brendan
Subject: Meeting with FR Wed 11am
Mary/Aidan

Some thoughts on ground we might cover.

John Thompson

Meeting with FR Wed 19" Nov 08
Points we might cover.

What measures are used/cd. be used to show how close to illiquidity, or insolvency the banks are? How
often is data available?

O?xat sudden events cd. precipitate a crisis? What early warning might be possible? How much is known
about "events of default” on bank bonds/debt? Has the standard changed in recent times?

What measures of risk level are there? Can we see risk reducing? What figures are available? How often?
How is risk measurement adjusted to changing situation?

How can we interpret published figures, balance sheets etc. in terms of liquidity & solvency? How is risk
adjustment done?

Contingent liabilities/Off balance sheet items etc. What figures are there? How Is risk measured ?

Lending — how can we measure the continued availability of finance to business & private customers? New
loans, plus any significant changes re. existing loans?

Profitability — what measures are available? (Prime way to increase shareholders funds).
caw much do we know about banks proprietary trading? How much exposure, what risk?

How much do we kmow about banks loans to other banks etc. — especially non-covered banks? Therefore,
can we measure “‘domino” risk.

Is anything available on other indebtedness (i.e. to non-covered banks) of largest debtors?
Modus operandi: We will need contact details of the leaders of the FR teams dealing with the covered

banks. Need to specify what info we need from what they already collect. Also, what new info should we ask
Jfor?
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%Menill Lynch
" Global Markets & investment Bankiné Group 1# -

Merrill Lynch Financial Centre, 2 King Edward Street, London EC1A 1HQ

Facsimite Transmission

Date: 26 September 2008

To: Kevin Cardiff

Fax Ne: +333 1 678 5622

From: Henrietta Baldock {
Tel No: +44 207 995 4886 |
Fax No: +44 207 995 2157

No of Pages 5

o Follow:

Dear Mr Cardiff,

if Please see following document, We will give you a call to discuss.

Confidentialiny Nore.
The Information containsd in this facsimile transmission 15 privileged and confidential ard tntended onby for the wse of the addressce named

above, I the reader of tiis message Is naf the infended reciplent, your ore hereby notified that any retention, dissymination, distrifution ar
copying of this facsimila is strictly prohibited. If yont have recetved this facsimile i error, please inmediately notify ts by telephong and
return the origingl transmissio to us of the address above via postal service. We will relmburse the reasonable costs you ingur in nofifving

us ard returning thy tansmission to us, Thank you.

I —

g 399d
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National Treasury Management Agency
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Presentation? 26/09/2008 11:04:04 ()

Strategic Options

Guarantee for 6 Primary Ragulated

Secured Lending Scheme Good Bank, Bad Bank Protective Custody of ANG 7 INWE Irish Banks Liguteation

B Converis non ECB-eligible B Deals with the most prohternatic B Deals decisively with the most B  Besl/most decisive / most B Does net have an immediate
collateral inte fuidity assels causing headline risk problematic institutions impactful from market cost to the Exchequer, bul likely

B Deatls with immediale liquidity ® Wil help restore confidence and B Demanstrates implicit perspective fo be longer term implicalions
probtemn / buys flime help banks carry on business commitment to irish banks as a B Deposit guaraniee will stem

B Leaves Irlsh Nalionwide / Angla ™ Promaotes orderly unvind whole oulflows and may result in
tish temporarily as going minimises asset deffation 8 Interim step before formal inflows
concems guarantee if needed @  Protects serior and

W Bensfits the whole financial B Protects senior { subordinaled subnrdinated credilers
system creditars

B “Pasiliva” for Ireiand Inc. from B Depesit guaraniee will stem
outsiders’ point of view oulflows and may result in

infows

B Doesnotdeal with problem that B No critical mass remaining at B Government ends up funding B Wil market find it credible given Significant read across to olher
monoline / lovdy rated business {rish Nationwdde / Anglo trish combined halance sheei scale (ESHIbn+}? banks
are unlikely fo wrork B Most complex option for #  irshlax payerexposed heyond B Can reland afford it? B  Mark assels down at other

B (rish Govemmernt couMd f will Govemmenl — will require more shareholders’ equity #@ Ratings impaci? banks fo liquidation levels
E:xeg?oelrr::.huf ﬁﬂfﬁ:ﬂm ?e Capltal 7 lquidity hi W Folenfialnegalive impacton W Wil pass he testwilnother M Capital and liquidity impact
balanca shasts (€84bn - apha +qu ity hits shgre price of Bank of irsfand / FZU t.:ourlmies given breadear ®  Investor perception of reland

) (€80bn++) Alied Irish Banks 7 ILP implications? Inc. and finandial skabllity more
€120bn?). Even with zero .
usage by other Irish banks B How fong will it fast? genesally
&  Pereeption that authorities not
in cantrol of developments
Copmmercial vs. penal (ale B  Shoulditbe availablefoaltirish  ®  frish Nationwide / Angip irish lo B rish Mattornvide / Anglo Insh ta B  COpfian discounled due to
funding banks? be taken inta stale cantrot be taken inkoe state control impacl an state / olber financial
Overcollaleralisation possible Can be structured to place B WAl require guarantee for senior @ All cards played immediately insfilutions :
Appropriate tenure govemment capilal injeciion { subprdingted debt halders B Couity market percaption?
Considerations Shareholder contral maintained ahead af existing Equity B Pul business into sun-oft

as well as management = if this is the chosen palh, most
struclure likely fo be a second slage

solution

Will require guarartee far senior
¢ subordinaled debt holders
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Strategic Options

Presentation2 26¢09/2008 110404 (3}

Szcured Landing Scheme

Gocd Bank, Bad Bank

Protective Custody of INWE §F ANG

Guarantee for 6 Primary Regulated

lrish Banks Liquidation

Quantification

=>» Tolal €40bn

Relatively straightforward
(subject o checking existing
powers)

NTMA to be granted relevant
powers in cument bill

Property structured, should rnot
encpunter a slate aid issue
{commercial terms and as non-
selective as possible)

Anglo has €3.3bn of 1oans on the walchlist
A 10% fall in commercial property value would resutt in an additiona! provision of €7bn
€23bn liquidity deficit by the end of the year
Additional €17bn of liquidity expecied 1o be lost once information betcomes public

B \ery diftcult lo idenlify and
addrass all legal issues in
immediate timeframe

B Newlegislation required

M 1legisialionin hand
@ Preferred share approach could
he accommedated in limeframe

B Girarantee based on eilher

(&) rescue aid basis, applying for
approval for reslruciuring aid within &
months; andfor

(b} Art 87 (3}(b} te remedy serious
disturbance 1o the econamy

W lLegislative power Yo be drafted
into current bill to provide
further guarantees if necessary

B Clear slatement by Minisler of
inlent to provide further aid as
necessary should nol atiracl
additional stale aid problems

MBS has €11.7bn of boans

Wiitedowns of 30% - 60% resuits in an impaiment of €3.6bn - €7bn
Liguidity of €3bn to eri-2008 out of total creditors of €16bn

t oging €50m - €100m of deposiés per day

Legisiation in hand B NA

Preferred share approach could
be acoommodated in limeframe

Rescue aid rules applicable to
the intervention with Anglo /
INBS

General guarantee to banking
system would be based on Anl
87¢3){n)— serious disturbance
to Ihe economy {systemic sk}

Shoutd investigate whether on
basis of Art B7{3)(b), guaraniee
limited to the 6 banks wauid e
altowable

Danger that the Commission
would not accept this basis for
the general guaraniee
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Strategic Options

Presentation2 26/ 0972008 11:04:04 (4)

Secured Lending Scheme

Good Bank, Bad Bank

Protective Custody of INWE /

ANG

Guarantee for 6 Primary
Regulated Irish Banks

Ligquidation

impact on
Primary

Regulated
Banks

Impact on
Non-Primary
Regulated
Banks

Systemic
European
Ihipact

Tisning

M ILP - Potentially €4bn limit on collateral avaitable under ECB facifity, insufficient to fund forlhcoming funding needs so ILP likaly to be part of the salulion

B AIB / Bol — Depasit base fine, could use ECB facllity to fund ILP

& AIB/ Bol could be encouraged to buy out ILP 7 EBS with State funding

B\ £8S theorelically viable as an independent institution, though concerns remain regarding funding given size and scale

Reslrict collateral to
commercial real estate and
to primary regulated banks
to deter foreign-owned
institutions

No effect

B NA

B No effact

immediate liquidity issues need o be addressed

Maximum 2 week window, more likely 7 — 9 days

Mo reasen to expect significant liguidity improvement in the market

TARP issues in US still to wark through

Gther institutions scope for
pussible complaints but ro
legal grounds

Long-term reputational
issues for Ir2lang

No effact

Other institutions scope for
possible complaints but no
legal grounds

Long-term reputational
issues for lreland

Most contentious

30 September quarter end money market redemptions will prevent any meaningful change in market conditians

B No effect
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Presentmtion 1640972008 11:04:0¢ (5)

Strategic Options

I Observations

Analysis is based on the information from and conversations with:
s PwC regarding Anglo
s Goldman Sachs regarding Irish Nationwide
w Limited verbal information from the Ministry of Finance and I[FSRA
We have not spoken to the management at any of the Irish Banks
Scope has been evolving
s Initially focused on Angle and INBS, but now encompasses ILP, EBS and the effects on Bol and AIB given recent developments
Must calibrate long-term impact on Ireland as a financial centre and implications for sovereign rating

Every action should be assessed with respect to impact on share prices of AIB / Bol

s Note rating agencies’s concern that declining share price represents lack of confidence in the bank as a counterparty which can contribute
to a downgrade

= Impact on ability to raise capital

Need to consider deposit guarantee in any event
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Market Backdrop For Financial Institutions

Severe Stresses In The Financial Markets Remain Amidst Volatility

l Aggregate Spread Performance By Asset Class

8  Over the last few weeks we have seen a dramatic worsening of market
conditions. Uncertainty regarding the faith of financial institutions have Jead
to a total paralysis of the capitai markets with only overnight funding

currently available

s USCP volumes circa 90% now only placed overnight

g8 Massive flight to quality with the 2 yr Thill currently yielding 2%
nearing the Iows reached at the Hme of the Bear Sterns collapse

s Banks deposited £6bn in low yielding facility with BoE an Thursday
26t Sepbember {vs historical maximum of £1bn) rather than [end to

each other
Assot Class - 'Prc;d'dcbt-'fybp'e JanfJun 07 §éptfdt{ﬁ7 " Nav/Decd? Curremt
e awpy T 714bps  5/-10bps  Flal/5  Fal/+30 bpsr
_____ i S > . Sl at!
! US CP Ouistanding 52.2 frillion $1.8 trilfion $1.8 {rillion 31.77 lillion »
:ABCP AtPt -21+8bps 20¢30bps 20140 bps 40450 bps
oo USABCP Outstanding __ s1.2ilien__ 98526n _____3800bn $78%bn _+
Senior Unsecured  SYAACDS 8/12bps . 35/40bps  4sbps  1007150bps
T 5yACDS 16/25bps _ €0/70bps  70/80bps  150/200bps
Covered Bonds 16y P.(odgage Backed 7 bps ) ivbps  20/3Dbps €0bps
_ 10y Public Sector -2bps 3bps 5/8bps  30/35bps
Securitisation AMA 10412 bps 35 bps 75 bps 1304150 bps
BBB 45 bps 250bps 300 bps 400 bps
Sterling Tier 1 {AA) 70 bps 140/170bps  210/230bps 500 550 bps
Bank Capital Euro Tier 1 {AA} 80 bps 150/ 180bps  220/250bps 500/ 60D bps
e ... USSTC1(AA)  80bps  150/180bps  220/250bps  500760D bpS
Insurance Capital ~_ Subordinated (WAA)  SObps  130/150kps 225bps  250/300 bps
ITRAXX Sy Senior Index 8/10bps 30bps 50785 bps 135bps
L __Crossover Index 200 bps 300/310bps 370 bps 580 bps
X Equtyindex Jpoints  2dponts  28points  35ypoints
Coveynment Bonds 2 year Treasury Yigld 4.617% 4.157% 3.781% 2.043%

I Current Cycle Much More Severe Than Previous

Asset Swap Spread

(i bps)

G50
]
500 -
560 4
500 -
450 A
400 4
350 4
300

250 +

200 4

100 45

50

0911, Enroni | Ford,
i oL Worldcom Cq
" o ‘GM

Tl
TR ['

NAIC |

Siib-
Frime

i}
Jan-00  Feb07 Mar-D2 Apr03  MayD4 Jun5  Jul6  Sep-07 Sept-08
= Tier 1 == Upper Tier2 = Lower Tier 2 = [nsurance Dated Sub = Insurance Juntor Sub
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Market Backdrop For Financial Institutions
Severe Stresses In The Financial Markets Remain Amidst Volatility

r 10-Year US Treasury CDS I VIX Volatility Index l 1ITRAXX Cross-Over
254 CDS 40 - CBOE VIX 700 - CDS
Spread 4 = +200% Index = +85% Spread 4 = +302bps
201 (Bps) 35 4 as= 8007 (gpy
500

131 30 4 400
10 '1 25 ﬂ 300
5. 200

201 100
0 ! LA ! * ! T T N v M ' 15 LJ L] L] k) LJ T T T L . T 0 L o T T L] LY
Jun-08 Jul-08 Aug-08  Sep-08 Jun-08 Jut-08 Aug-08  Sep08 . Jan-06 Jun-06 Dec-03 May-07 Nov-07 Apr-08 Sep-08

r US Interbank Rates I UK Interbank Rates rEUR Interbank Rates
_ Current 3mLibor Spread 756w Current 3mLibor Spread . 35 1 vietd (32 Current 3miibor Spread R
781 viewd (%) vs Base: 177bps : 2 7.0 Vield (% _ vsBase: 127bps A 50 weHa 04 vs Base: 87bps FE
R e . {_53; e P I
as{ AT N7

40 ¥

o wmm

e 3.5 4 )
\ "
A} Al v
15 404 . - ~ 30 v r ;
. : — T y g . Jut-07 - -
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Market Backdrop For Financial Institutions
Acceleration of Bank Failures & Impact on Capital Markets

I List of Key Bank Failures I Bank Failures Substantially Impact Credit
Markets |

»  Washington Mutual (Put into receivership on 26™ September, 2008)
w  519bn of expected losses an portfolio - ratings downgrade to non-investment

grade - deposit withdrawals and liquidity crisis 800~ ML Tier 4 Index:
s Bank of East Asia (Hong Kong Cenfral Bank support on 25% September 2008) Asset Swap Sp}ead
m  Runon the bank following rumours of insolvency 750 1 (in bps)
m  AIG {Federal Reserve intervention on 17% September 2008) 700 -
s Concemns over subprime / CDS exposures & liquidity pressure - $85bn liquidity
shortfafl 850 4
s HBOS (acquired by LIoyds TSB on 16% September 2008)
= Corncerns regarding ability to funding - funding gap estiraated at c £200bn 600 1
s Lehman Brothers (Filed for Chapter 11 on 15% September 2008) 550 4
u  Concerns regarding insolvency Jed to liquidity crisis - e Y PR At 2 Pr ors
m  Fannie Mae & Freddie Mac (Federal Reserve Intervention on 3™ September 2008) 5001 B
w  Mounting defaults on portfolic lead to concerns regarding insofvency - US 450 4
stepped in explicit manner to ensure both entittes continue to fund
u  Roskilde {Danish Bank resumed control on 259 August 2008 400 +
s No longer met solvency requirements. Bought by Danish Central Bank after no 250 3
external buyers found
a  Indy Mac (Filed for chapter 11 on 11% July, 2008} 300 -
w  Depositors withdrew at elevated levels post profits warning. Subsequently
seized by US regulators after viewed to fail 250 1
m  Bear Stearns (acquired by [PM Morgan on 16" March, 2008) 200 4
»  Concerns regarding exposure to subprime and level of capitalisation triggered a BT :
rapid and non-reversible liquidity crisis 150 4 e
m  Northern Rock {(Nationalised by UK Government on 15% February 2008) 100 4
* = Capital markets dislocation lead to impossibility to meet funding gap
w  Sachsen LB (acquired by LBBW on 25% August, 2007) 50 -
s Received emergency funding following the inability of Sachsen LB’s ABCP to
fund in the CP markets o j j ! " S " " T T T

Apr- May- Jun- Jul- Sep- Oct- Nov- Jan- Feb- Mar- May- Jun- Jul- Sep-

n  Countrywide Financial (Aoquisition by Bank of America 16 August, 2007) 07 07 07 07 07 07 o7 U8 ©O8 08 08 0B 8 o8

= Drew on 511.5B from 40 global banks and liquidity providers following inability
to fund in wholesale markets. Subsequently acquired by Bank of America
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Disclaimers

Merrill Lynch prohibits (a) employees from, directly or indirectly, offering a favorable research rating or specific price target,
or offering to change such rating or price target, as consideration or inducement for the receipt cf business or for
compensatiorn, and (b) Research Analysts from being compensated for involvement in investment banking transactions except
to the extent that such participation is intended to benefit investor clients. :

This proposal is confidential, for your private use only, and may not be shared with others (other than your advisors) without
Merrill Lynch's written permission, except that you (and each of your employees, representatives or other agents} may
disclose to any and all persons, without limitation of any kind, the tax treatment and tax structure of the proposal and all
materials of any kind (including opinions or other tax analyses) that are provided to you relating to such tax treatment and tax
structure. For purposes of the preceding sentence, tax refers to U.S. federal and state tax. This proposal is for discussion
purposes only. Merrill Lynch is not an expert on, and does not render opinions regarding, legal, accounting, regulatory or tax
matters. You should consult with your advisors concerning these matters before undertaking the proposed transaction.

8
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Ofig an Aire Airgeadais

Refno: 7 October 2008-10-06

Memorandum for the Government
Government Decision to approve a Scheme for the provision of a
Guarantee to certain banks designated by Order to safeguard the
Irish banking system

Decision sought:

The approval of the Govemment is sought for:

— the list of credit institutions to which the Government’s guarantee of all
depositors and some creditors as announced on 30 September applies

— an Order to specify that these credit institutions are covered by the
Government’s guarantee

— a Scheme, the purpose of which is to outline mechanisms to protect the State
from the impact of financial stability, protect the Exchequer guarantee by
cutlining the details of the terms and conditions of the guarantee.

— any amendments to the Scheme arising from the consultation currently
underway on the Scheme with the European Central Bank and the European
Commission

— brefing and discussing the Scheme to the opposition spokespeople on Finance

— laying the Order and Scheme before the Houses of the Qireachtas, for their
approval by resolution.

This decision is necessary to apply
A summary of the Scheme is attached at Tab A
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Government Decision to safeguard the Irish Banking System

Key Points:

The Guarantee arrangements:

The Statement issued by the Government today states that
following the advice of the Central Bank and Financial Regulator,
the Government has decided to guarantee the retail, wholesale,
dated term debt, secured borrowings and interbank deposits of the
six domestic credit institutions (AlB, Bol, Anglo-Irish, Irish Life
and Permanent, Irnish Nationwide, EBS).

In taking this action the Government is acting first and foremost in
the interest of the stability of the Irish economy and the long term
interest of the taxpayer. A secure and stable financial sector is
essential for the Irish economy and it is in the best tnterests of the
Irish people.

Normal practice is that the guarantee would extend to wholly
owned subsidiaries within the Insh bank's group, but this is subject
to confirmation of status of the relevant entity to the Government
by the bank and FR

It is important to note that this guarantee is intended to secure the
funding of these institutions. Equity tnvestors and those holding
Junior debt will take first charge on the risk of any losses in these
institutions over time under the guarantee provided by the State 1s
not intended to insulate them from the risks that they have taken
on,

Since the onset of the current period of turmoil in 2007, the
Government has stressed its commitment to the stability of the
Irish financial system. The Minister has highlighted in recent
weeks that money placed with an Irish credit institutton would not
be placed at risk.

The measure s being taken as a response to the severe dislocation
in the international credit markets, which has impacted both in the
US and the EU.

1
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Extent of financial exposure of taxpavers
e It is important to stress that the risk of any potential financial
exposure is significantly mitigated by a very substantial buffer
made up of the equity and near-equity (high yielding subordinated
debt). There is, therefore, a significant buffer before there is any
question of credit impairments impacting on the Exchequer on foot
of the guarantee.

o The guarantee provided by the State relates to the liability side of
the institutions’ balance sheets - some €400bn or so in deposits -
retail, corporate and wholesale - and their senior and dated
subordinated debt. These liabilities are supported by €500bn in
assets.

¢ Owing to the importance from the point of view of market
sensitivity of putting definitive figures into the public domain, the
Minister for Finance has asked the CBFSAI to confirm detailed
figures.

e The asset quality in our financial institutions is good with a strong
concentration in residential mortgages with a relatively low loan-
to-value ratio (LTV) on average. While Ireland along with all
developed economies has experienced a sharp decline in its
property market there is very significant capacity within the
institutions to absorb any losses.

2
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Protections in place for Irish Taxpavers:
 Firstly, [ would stress that this guarantee was not given lightly. It
was informed by the strong advice of the Central Bank and
Financial Regulator that on account of unprecedented disruption in
international financial markets the system-wide State guarantee
was required to
- ensure that Irish financial institutions has access to the normal
liquidity and funding to effectively operate their day-to-day
business
- provide confidence to depositors and wholesale lenders that
they should continue to transact their business as usual with
the institutions concerned.

* The interests of taxpayers will be very firmly safeguarded from any
risk of loss form the very substantial warranty that the State is now
providing.

» Legislation which is to be brought forward to underpin this
guarantee will

- provide for specific terms and conditions, including fees, in
relation to a guarantee provided

- provide a very useful mechanism, alongside existing
regulatory powers, to ensure that the Irish financial
institutions are managed and operated in a manner which it
fully consistent with their long-term sustainability

o The intensified scrutiny and oversight of financial institutions
which has been put in place since the onset of the current turmoil
will be maintained and strengthened further to ensure that high
regulatory standards are achieved in Ireland and that the quality of
corporate governance in these institutions is a bulwark against any
risk of loss for the State.

* As far as the question of ‘moral hazard’ is concerned, it will be a
priority for the Government to ensure that the highest regulatory
standards and standards of corporate governance apply in all of the
institutions concerned including in relation to lending practices to
safeguard the interests of taxpayers against any risk of financial
loss

3
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Possibility of a return to Taxpayers from this intervention
» This guarantee will not be a free ride. Legislation which is to be
brought forward to underpin this guarantee will provide for specific
terms and conditions, including fees, in relation to a guarantee
provided

» In taking this action the Government is acting first and foremost in
the interest of the stability of the Irish economy and the long term
interest of the taxpayer.

¢ A secure and stable financial sector is essential for the Irish
economy and it is in the best interests of the Irish people.

» The protection of taxpayers’ interests is the primary focus of this
measure.

Option of taking an equity stake in the banks assisted
o This intervention is about enabling Irish banks to meet their
liquidity needs in the current very difficult intemational financial
circumstances to allow them to work through these difficulties and
realise the value in their loan books.

¢ This guarantee will be paid for and the taxpayer who ultimately
underwrites this support will be paid for the support provided.

e The commercial terms will ensure that the taxpayer gets value for
money.

» We are not subsidising the banks as they are receiving the
guarantee on commercial terms.

¢ The purpose of this measure is to provide security to all depositors
and ensure confidence in the Irish Banking System. This
confidence is essential in order that our citizens can access the
liquidity that is crucial for the effective operation of our economy

4
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Benefits to the Government for the guarantee:

o The first and most important point to be made is that the measure
helps secure the stability of the Irish banking system. As is clear
from the impact of the international credit crunch on the Irish
economy, the financial system overall plays a central role in the
economy and in the day-to-day lives of ordinary people.

¢ So the Government's objective for the guarantee is to stabilise the
Irish financial system as much as possible against the backdrop of
the very uncertain and volatile international environment at present
so that individuals and businesses can transact their normal
financial business in a normal way.

¢ The Government's announcement makes clear that the guarantee
will be provided at a charge to the institutions concerned and will
be subject to specific terms and conditions so that the taxpayers’
interest can be safeguarded.

e The Minister of Finance will be drawing on the advice of the
Central Bank and NTMA to put a fee mechanism in place to
remunerate the guarantee taking into account such factors as the
possibility of increased funding costs for the Exchequer, the
economic value for the institutions and need to support the investor
confidence in the Irish financial system overall.

e In current highly abnormal market conditions I don't think it is
useful to speculate on what might be described as commercial rate
for the guarantee. It is important to be clear that it is only the State
that could provide such a warranty; no market mechanism would of
course provide it.

o The State in its approach to costing the guarantee will wish to take
all relevant factors into account including to ensure that in the
medium-term the Irish economy supports a strong and viable
banking system, the benefit and value it creates for the financial
sector and above all else that the Exchequer suffers no financial
loss from having provided it.

Department of Finance
30 September, 2008
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Supplementary Speaking Points

Aggressive marketing by some Irish banks / inflows of deposits

Important to point out that in the debate on the guarantee legislation in
the Irish parliament the Minister said that he “....will have no tolerance
for any financial institution which seeks to exploit competitive advantage
from this guarantee”

Instances of abuse that have come light to light have been referred to the
Irish Financial Regulator

[The Financial Regulator is taking immediate actions to stamp these
practices out

Urgent consideration is being given by the Minister to steps to cap the
Government’s liability under the guarantee which might otherwise
increase owing to excessive inflow]

Are Credit Unions covered?

Credit Union deposits of up to €100,000 are already guaranteed.

What are the difficulties that have occurred?

e (lobal problems in relation to how credit institutions are funded
have lead to a lack of liquidity across the global financial
environment.

e Because of the global credit crunch, Irish institutions have had
difficulty raising the funds they need to lend to customers.

¢ In a normal environment, as its own borrowings on the wholesale
money markets (where banks lend to each other) fall due for
repayment they would either be continued (rolled over) or new
loans taken to replace them. But with the credit crunch new funds
are no longer avatlable.

Where is the money coming from? Commercial terms — what is the

rate?
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e The Exchequer will be remunerated by the financial sector for
giving the guarantee to ensure that no financial liability is
permanently borne by the taxpayer.

» The commercial terms will be market rates.

How will it be transacted?
The Central Bank will secure funding/liquidity to those banks that seek it
and fulfil the commercial terms required.

Why now, why not last week or next week?

o The continued uncertainty in the financial markets has come to a
head over the weekend as evidenced by difficulties for a number of
banks throughout the global economy, including in Germany,
Belgium, Holland, the UK and the US.

¢ This measure has been heavily influenced by the further
uncertainty created by the failure of the US Congress to agree a
package.

o This is a measure which is within our remit. It is important that we
do whatever we can to secure our financial interests.

Will this be enough to secure the Irish banks? How do you know?
¢ This is a pre-emptive measure to secure confidence in the Irish
banking system. It will give certainty to customers and the market
about the ability of Irish Financial Institutions to honour their
financial commitments.

What happens if this isn’t enough?

e The Government, in conjunction with the Central Bank and the
Financial Regulator has made this decision as it is viewed as the
most appropriate measure at this time.

e The Government, in conjunction with the Central Bank and the
Financial Regulator, has taken steps to plan for alternative
scenarios and will act as necessary to ensure the stability of the
Irish financial environment.

Will they help people and businesses to get loans?

» Access to liquidity will only improve when the difficulties in the
Financial sector are resolved. This decision should remove any
uncertainty on the part of counterparties and customers of Irish
institutions.

7
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e Qreater confidence in our financial system will increase the
liquidity of the Irish financial system, thus improving the prospects
for people and businesses in accessing loans.

Are there any consequences for those banks that have given bad
loans? Aren’t you just bailing out bad banks and bad management?
o The difficulties faced by all global financial institutions are related
to lack of liquidity throughout the entire global financial markets.
e The Government is acting first and foremost in the interests of the
Irish economy and taxpayer.
* A secure and stable financial sector is essential for the Irish
economy and 1t is in the best interests of the Irish people.

DOF01B01 156 D80F01784-008




SECRET
Oifig an Aire Airgeadais

Ref No. Date: 30 September, 2008

Memorandum for the Government
Government Decision to Safeguard Irish Banking System

Decision sought:

The approval of the Government is sought for:-

a. Approval of a Bill to give legislative effect to the Government’s
announcement to guarantee all deposits and certain creditors of the six
domestic Irish banks subject to circulation of the draft Bill to Government in

advance of publication and presentation to the Oireachtas

b. Approval for further legislative measures to support the maintenance of
financial stability for inclusion in this Bill as follows:-

- The establishment of a mechanism to enable the NTMA to issue
Government gilts which can be lent on a secured basis to Irish financial
institutions to facilitate their access to ECB and market funding.

- Disapplication of the requirement for approval by the Competition
Authority of mergers and acquisitions involving domestic financial
institutions which fall under domestic competition law.

- Such other matters as the Minister for Finance considers appropriate

Attachments:

TAB A

Draft Heads to give effect to:

1. general guarantee (Head 36)
il. the proposed funding mechanism (Head 36) and
1ii. the disapplication of approval by the Competition Authority (Head 37)
TAB B

A copy of the Government’s press release
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TAB B

Government Decision to Safeguard Irish Banking System

The Government has decided to put in place with immediate effect a guarantee
arrangement to safeguard all deposits (retail, commercial, institutional and interbank),
covered bonds, senior debt and dated subordinated debt (lower tier II), with the
following banks: Allied Irish Bank, Bank of Ireland, Anglo Irish Bank, Irish Life and
Permanent, Irish Nationwide Building Society and the Educational Building Society
and such specific subsidiaries as may be approved by Government following
consultation with the Central Bank and the Financial Regulator. It has done so
following advice from the Governor of the Central Bank and the Financial Regulator
about the impact of the recent international market turmoil on the Irish Banking
system. The guarantee is being provided at a charge to the institutions concerned and
will be subject to specific terms and conditions so that the taxpayers’ interest can be
protected. The guarantee will cover all existing aforementioned facilities with these
institutions and any new such facilities issued from midnight on 29 September 2008,

and will expire at midnight on 28 September 2010.

The decision has been taken by Government to remove any uncertainty on the part of
counterparties and customers of the six credit institutions. The Government’s
objective in taking this decisive action is to maintain financial stability for the benefit

of depositors and businesses and is in the best interests of the Irish economy.

The Financial Regulator has advised that all the financial institutions in Ireland will

continue to be subject to normal ongoing regulatory requirements.
This very important initiative by the Government is designed to safeguard the Irish
financial system and to remedy a serious disturbance in the economy caused by the

recent turmoil in the international financial markets.

Ends
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® 1. Mr Beausang
2. Runai Aire

Subject: Note for the information of the Minister for Government meeting
Financial market developments

Key Points
- The ECB, Bank of England and Federal Reserve have signalled a greater focus

on inflationary concerns and the likelihood of interest rate increases.

- Significant change in sentiment in financial markets has stalled the nascent
recovery in the share prices of financials as markets factor in anticipated
increasees in interest rates and further sub-prime losses.

- Estimates of the ultimate losses from US sub-prime crises are now starting to
o exceed $1 Trillion and are expected to extend well into 2009.

- Losses disclosed to date total circa $380 Billion; markets believe there are
major losses still to be absorbed and financial stocks remain in deep disfavour.

- Irish financials have seen a 25% approx. fall in their share prices since mid
March (Bear Steamns) and are viewed as significantly exposed to further decline
in property values (residential and commercial).

- Bank of Ireland successfullyissued a €1.2 Billion bond, but at a significant
premium (112 basis points) to normal market rates.

A more detailed note, based on discussion at the meeting of the domestic Standing

Group of 19 June is attached.

o Michael Manley
23 June, 2008
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Note for the information of the Minister for Government meeting
Financial market developments

Background
There has been a significant change in sentiment in financial markets since early June,

driven by statements from the ECB, Bank of England and Federal Reserve that
increasingly identify inflation as a policy concern to which the Central Banks will if
necessary respond with interest rate increases. Additionally market expectations are
that further losses on sub-prime loans will be more than double the $380 billion
already disclosed leading to pressures on bank earnings and the likelihood of banks
needing to raise capital to restore their balance sheets.

Financial Sector

Market volatility has significantly increased as markets seek to anticipate how these
factors will impact, resulting in large changes in share prices on a daily basis, but with
a persistent downward trend overall.

Ireland

Irish bank shares have fallen significantly in the last month (AIB —22%; Bol - 25%;
Anglo —27%; IL&P —24%). The recent issue of a research note to investors by Keefe,
Bruyette Woods Ltd (KBW) stating Bank of Ireland and Anglo Irish Bank have lower
tier 1 capital, a measure of financial strength, than most European banks lead to a 6%
fall in Bol share value on Wednesday 18 June. The bank suffered heavily in the sell-
off of financial stocks and by the close of business, its shares were down 6 per cent as
it shed 42 cent to £€6.56.

Irish banks are considered highly exposed to property (residential and commercial)
with Bol cited as having 70% of its lending tied to ‘bricks and mortar’. It is unlikely
there will be any significant recovery in share prices until property values start to
recover; equally, any further falls in property prices are likely to put additional stress
on the share prices of Irish financials.

A number of banks remain on negative ratings watch by Ratings Agencies indicating
they may be may be downgraded. A key issue in any downgrading would be the
extent of ratings change; a significant downgrading would increase the costs of
funding for an institiution, put share prices under further pressure and may lead to
certain larger depositors fransferring funds out of the instituion.

International

Financial shares internationally have declined significantly with US and UK
Financial share price indices down by 16% and 20% respectively (mid-May to mid-
June) and significant individual falls by major banks , e.g. Royal Bank of Scotland
(UK) and UBS (Swiss) both down 25% (Confirm). These banks are generally being
impacted by the sub-prime crisis and changed expectations in relation to international
growth,
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Lonegan, Ciara e

From: Lonergan, Ciara

Sent: 24 Aprit 2008 17:43

To: Manley, Michael, Nolan, Kevin
Subject: State Guarantee Act 1954
Michael/Kevin

You asked me to examine the potential for amending the State Guarantee Act 1954 to aflow the Minister to provide a
guarantee to an financial institution or the CBFSAI should it be required.

The SGA 54 provides for the Minister to guarantee the bomrowings of specified bodies. The bodies that the Minister
can provide a guarantee to are listed in a Schedule to the Act. Section 9 gives the Minister the power to amend by
order this Schedule by changing the maximum amount of the guarantee specified in the Schedule, by deleting a body
from the Schedule, or by adding a body and its maximum guarantee to the Schedule.

There are a number of issues that arise if we wish to amend the SGA 54:

+ The purpose of the SGA 54 is lo provide for "guarantee by the Minister for Finance in respect of moneys borrowed
by certain bodies”. It specifies the maximum amount of any guarantee to specific bodies and it does not provide
the circumstances under which the Minister would undertake such a guarantee. If we want to use this
structure for a guarantee of a financial institution, following the McCreevy judgement, the principles and polices
under which an Order that added this institution to the Schedule (thus making it eligible for a guarantee) was
made would need to be stated in the Act However, the principles and polices required for the lype of guarantee
the Minister might undertake to provide in order to manage financial stability would not necessarily be appropriate

for other guarantees provided for in the Act as it currentiy stands.

» In additions the Act provides for the guarantee of borrowings, while the Minister might wish to guarantee the
deposits of an institution in addition to its borrowings.

The requirement to set out the maximum. amount that be guaranteed could possibly restrict the types of
guarantees that would be provided by requiring that a limit be set out in advance of the guarantee being entered

E ) ' into.
Given these concems it may be easier and dlearer to simply draft legislation to provide for the Minister to give
guarantees which relate to financial stability management, outlining the possible circumstances in which such a
guarantee could be considered, the criteria {(non-exhaustive) that would apply to such a decision by the Minister, and
the purpase that such a guarantee would be expected to fulfil. This could be inserted into existing legislation such as

the Central Bank Act 1942, or it could be a stand alone piece of legislation.

Ciara
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International Econgmic Consultanis Indecon

Strictly Personal and Confidential
Addressee Only

Mr. Kevin Cardiff,

Second Secretary, STRICTLY CONFIDENTIAL
Department of Finance,

Government Buildings, i '
Upper Merrion Street,

Dublin 2.

20" October, 2008
RE: Risk Management and Exit Strategy Re Government Guarantee
Dear Kevin,

I know that having just prepared the terms of the Scheme underpinning the Govemment
Guarantee it is hard to have to now focus on starting the effective risk management for the
Guarantee and the exit strategy. However, as I know you are aware, the day we give a time
limited guarantee is the day we need to plan for exiting,

To that end I have been thinking fundamentally about what are the key elements of this risk
management strategy. (These are in addition to the ongoing regulatory process issues of
effective monitoring, assessment, quantification and control of conduct). In this context I
think it is worthwhile to consider what strategies may or may not be needed and in this
context it is useful to consider three different possible strategies, namely:

¢ Actions to increase the capitalisation of the Irish institutions
* Actions to reduce capital requirements by increasing availability of liquidity
* Actions to reduce capital requirements by reduced lending in certain institutions,

I attach my thoughts on the specifics of each of these which I have sent to John Hurley and
Jim Farrell but I thought you should see these on a confidential basis. (I have also sent these
on a personal basis to David Doyle).

It is important to stress that these actions may to some extent be alternatives and for example
the need for any additional capital will depend on the level of lending, the level of liquidity
and how the loan books perform. Some of these actions might also not be needed if the
world’s markets returned to one whereby corporate and inter bank funding was readily
avatlable to the Irish banks but my judgement is that this is unlikely and cannot be basis for
prudent planning.

I hope this is of help.
Kind personal regards,

Yours sincerely,

Al

Alan W. Gray
Managing Partner

indecan deelanid:, indecan broose, & Pzl Hace, Doilin 2. irclond,
phone: = 353 1 &77 7144 Fax: + 333 1677 74°7  email: manbox -mdecon e web: www. nacoon,e

directors: P aulankey (Chairmani AW Gray daragicrg), D.S.King, PMullen JMoGuire.
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STRICTLY CONFIDENTIAL

POSSIBLE OPTIONS RE RISK MANAGEMENT AND EXIT STRATEGY RE GOVERNMENT GUARANTEE

1.1

1.4
1.5

1.6

Options

Facilitale or incentivise sale of specific
institutions to either international or Irish
institutions who have greater levels of
capilal or better access to retail or inter
bank funding

Restrictions on Dividends

Sale of Selecled Paris of Bank Businesses
including Consideration of Sale of
International Operations

Rights 1ssue by Insh Banks

Partial State capital injection from NPRF or

other sources in exchange for preference
equity shares

Nationalisation and State Capital Injection

1. INCREASES CAPITAL IN IRISH INSTITUTIONS

Comments

Smaller institutions in particular should be actively encouraged to consider
this option although it is accepted that this is a very difficult time to foster
such transactions but this merits ongoing priority.

Appropriate for certain institutions but will impact on share values. The
benefits of the Guarantee in terms of potentially lower funding costs ¢could
increase profits greater than would have been the case. This with dividend
resirictions will result in some increase in capital in the banks.

Should be actively encouraged in certain institutions.

Should be pursued in discussion with banks but likely to be very difficuilt.

May or may not ultimately be needed but this needs careful consideration.
May be worth thinking of merits or otherwise of a joint state-privaig sector
preference share injection. Detailed planning needed.

Believe this is least beneficial option but may uitimately be required as a
last resort.

2.1

2.2

23

24

2.5

26

Opfions
Changes in ECB Eligibility Criteria

Packaging of Assets to Meet ECB
Eligibility Criteria

Improve Perceptions of Future Loan
Deficits

Facilitating Banks to Convert Lending to
Commercial Developers into Residential
Mortgages which are ECB eligible

Wider EU Action to Increase Availability
of Liquidity

Increase in the Levels of Deposils of
€100,000 or less in Irish institutions

2. REDUCE CAPITAL REQUIREMENTS BY INCREASING AVAILABILITY OF LIQUIDITY

Commenis

Liquidity problem is now a global issue and ECB responses merit renewed
altention.

This will take time and require ratings which may be difficult. Not all
assets will be eligible but this should be pursued.

This could potentially be achieved by increasing provisions but this has
risks although some increases in provisions will be needed. Better
information available to the market may also be desirable. However,
mistake to think this on its own will solve the problem.

This would increase liquidity and also has merits in reducing risk.
Innovative ways of facilitating this should be considered.

Merits increased attention at EU level.

This should be actively pursued by Banks and facilitared by regulations as
the funding guarantee will remain on deposits below €100,000 and so
these funds are less mobile.

31

32
33

34

Opfions

Restrictions on Future Lending

Active Management to Reduce Loan Book

Incentivise Selected Large Commercial
Borrowers of Banks to Repay Loans at
Discounted Levels

Sale of Parts of Loan Book to Other
Institutions

3. REDUCE CAPITAL REQUIREMENTS BY REDUCING LEVELS OF LENDING

Comments

If increased capital or increased liguidity is not secured such restrictions
may be necessary but this will impact on wider economy.

This is essential and should be carefully monitored.

Some commercial borrowers may have credit lines internationally or may
have options to sell assets to repay loans but may not have any incentive to
do so. It might be appropriate for certain banks to offer discounts for early
repayment of loans including reductions on the principal amounts.

This may not be {easible in certain cases but requires active management.

DOF01B01
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Dear Mr Cardiff,

I am writing to you regarding the terms of the Irish Government declaration to guarantee
all deposits with the six Irish banks, about which there has been contact between our

officials.

It is my understanding that the government guarantee will cover all deposits: retail,
commercial, institutional and interbank, as well as covered bonds, senior debt and dated
subordinated debt (lower tier II) with six specified banks: Allied Irish Bank, Bank of
Ireland, Anglo Irish Bank, Irish Lifc and Permanent, Irish Nationwide Building Society
and the Educational Building Society and some of these banks' subsidiaries located
abroad. I understand that the guarantee, provided against a remuneration, will cover all
existing aforementioned facilities with these institutions and any new such facilitics
issued from midnight on 29 September 2008, and will expire at midnight on 28
September 2010. This measure is motivated by the need to remove any uncertainty on the
part of counterparties and customers of the six credit institutions in order to maintain
financial stability, to safeguard the Irish financial system and to remedy a serious
distarbance in the economy caused by the recent turmoil in the intemational financial

markets.

In view of the current situation in financial markets, I share your concerns about ensuring

| B

EUROPEAN COMMISSION

Competition DG

Markels and cases Il1; Financial services and Heaith-related markels
Acting Director

Brussels, 30/09/208
DG COMP/D/NP/D/8469

Mr Kevin Cardiff
Kevin.cardiffi@finace.gov.ie

financial stability and the need to take adequate action.

In our ongoing discussions, we have been attentive to the need to limit repercussions for
other financial institutions and Member States. First, this relates to the possible effects of
the designation of six beneficiary banks, for which Ireland is the consolidated supervisor.
t seems that the subsidiaries of foreign banks operating in Ireland under the Irish banking
 flicence are not covered; and neither are branches of foreign banks operating under the
licence of another EU Member State. | take niote of the argument that Ireland has no
supervisory oversight over the branches of foreign banks operating in Ireland and thus
could not control for any possible abuse of the credit covered by the guarantee. The
situation may be different for subsidiaries of foreign banks holding an Irish banking

licence.

Cammigsion eurcpéenne, B-1049 Bruxelles / Europese Commissie, B-1049 Brussel - Belgium. Telephone: (32-2) 299 11 11,

Office: J-70.
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c In order to assist in assessing this issue, T would be grateful if you could provide my
services up-to-date information on the flows of funds to and from the relevant categories
of banks, and in particular on unusual levels of such flows, if any, since the
announcement of the guarantee measure,

Second, the guarantee seems to be unlimited in scope as it guarantees not only all existing
deposits but also all future credit to these six banks, Moreover it is meant to operate for
two years apparently without a review clause. We would invite you to provide my
services with information regarding the necessity and proportionality of guaranteeing all
future business of the beneficiary banks for two years, including how undue competition
distortion in the intemal market can be avoided.

I look forward to our cooperation on this case.

Yours sincerely,

{
T oo

Irmfried Schwimann
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Lonergan, Ciara

From: Beausang, William

Sent: 26 September 2008 14:48

To: Doyle, David

Cc: Cardiff, Kevin; Manley, Michael
Subject: FW: URGENT Query from SG

————— Original Message-----

From: Brendan McDonagh [mailto:BMcDonagh@ntma.ie]
Sent: 26 September 2008 14:22

To: Beausang, William

Cc: Oliver Whelan; Cardiff, Kevin; Michael J Somers
Subject: Re: URGENT Query from SG

William

This is very difficult to answer as the potential real exposure to the Exchequer of
wriiteoffs is not yet independently quantified.

The rating agencies will be taken aback at the scale of the state involvement in any

ean up operation and the speed of it occurring. Clearly the length of the workout
11l be an important factor in their assesment of Ireland's credit rating also. We
expect to be put immediately on negative watch and probably soon after be downgraded,
how many notches from AAA we just don't know.

Combining the takeon of banks Balance sheets of Anglo and Inbs of 110bn and
guaranteeing the others of over 420 bn with a deteriorating budget deficit will lead
at least in our estimation, an increase in the cost of funding of perhaps at least 1
percent in funding costs. If the state is funding a 50bn national debt and a 110
nationalised bank then a 1 percent increase in funding costs would cost cost a 1.6 bn

extra pa

For your information Greece with a single A rating is trading at 76 pa over germany
and Ireland is at 44 in 10 year area. We expect to pay a lot more than Greece due to
the scale relative to our GNP as the market will be unforgiving about our problems.

The credit rating agencies have pointed out the housing issue and its impact on the
banks as a key concern which would negatively impact cur credit ratings.

I hope this answers the query.

yards
Nt

Brendan

————— Original Message-----

From: Beausang, William <William.Beausang@finance.gov.ies

To: Brendan McDonagh

CC: Oliver Whelan; Cardiff, Kevin <Kevin.Cardiffefinance.gov.ies
Sent: Fri Sep 26 13:26:19 2008

Subject: URGENT Query from SG

Brendan

i h E hlS Nor Eli ng aIld lle l S raised the f l l l‘ ]!.g 1 Su Q W=
We “le' t wi t h.e SG C 0] ow S
" - e f r us to follo

He said he want an analysis from the NTMA to crystallise the issues that might be
expected to arise for our sovereign rating in the event that the State provides a
guarantee for all the deposits / credits of the domestic banking system or would h
Eo provide substantial funding (e.g. ML analysis suggests this could run up t e
€100bn?) for institutions taken into the protection regime and for the bang' 5 S
more generally (e.g. ILP / EBS on assumption that AIB and BOI can meet thelingwiyatem
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needs) .

There appears to be two views on when the system wide guarantee option might arise:-

G L As a last resort following-on to a public intervention (with liquidity
support) and 'soft' guarantee (i.e. Minister confirms intention to provide guarantee
il required) which did nolL resolve the situation and the other big banks banks were
under very significant stress. In this case you could clearly make the case for a
"serious economic disturbance" and forbearance under State aid rules

2. As part of a resolution package with funding being provided for all banks in
need of it (from the CBFSAI / NTMA 'war-chest') you would provide a system-wide
guarantee. This is likely to be more problematic from a State aid perspective as the

case for either "serious economic disturbance" and rescue aid would be a good deal
less clear-cut. :

A funding issue of the scale indicated above could presumably arise under any of the
scenarios we are looking at.

It would be useful, therefore, to have your views taking into account the different
scenarios that might arise (as outlined above) and any others that may occur to you.

thanks

Attention:
This e-mail is privileged and confidential. If you are not the intended recipient

please delete the message and notify the sender.
Any views or opinions presented are solely those of the author.

This email was scanned by MailMarshal and has been certified virus free with the
pattern file currently in use. This however cannot guarantee that it does not contain

malicious content.

Tabhair aire:
T an r-phost seo faoi phribhlid agus faoi rn.

Mura tusa an duine a bh beartaithe leis an teachtaireacht seo a fhil, scrios le do
. 01l agus cuir an secltir ar an eolas. Is leis an dar amhin aon dearca n tuairim a
*Tirtear.

Scanadh an r-phost seo le MailMarshal agus deimhnodh go raibh s saor voras leis an
bpatrnchomhad at in sid faoi lthair. N fidir a rth leis seo fach nach bhfuil bhar
mailseach ann.

Fhhkkhkhkhhkhkdkhhhkhkhhhhdhhhkhhkhhkhhkhkdhk kb hkdhdFhkxhkdrhkdkdkhkkkhkkkhk ok kkkxx

This message, including any attachments, is intended for the addressee only. It may be
confidential or legally privileged.
If you have received this message in error, you should not disclose, copy Or use any

part of it - please delete it from your computer and contact headofcontrol@ntma.ie
Fohdkhkdkhkhkhkhkkhkdkhkhhhhhddhhdhdhdhhh bk kA khkkhkhkkhrkh kb kb rkkdk ok k kdk &k & & &
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Sunday 28" September

Memorandum from Merrill Lynch

1) Introduction

The Department of Finance and NTMA have been working with the Financial
Regulator and the Central Bank of Ireland to establish the current liquidity and
financial position of the Irish banking sector. They have appointed PwC accountants
to investigate the liquidity position and asset quality of the loan books of Irish
Nationwide Building Society (“Irish Nationwide”), Anglo Irish Bank (“Anglo”) and
Irish Life & Permanent. They engaged Merrill Lynch on 24 September to advise on
the liquidity and strategic options available to the Government and Arthur Cox to
advise on legal aspects. This is the initial report of Merrill Lynch based on
information as at 6pm on Sunday 28" September.

The analysis has been undertaken in a short period of time and is based only on
information from and conversations with the three institutions. The implications for
the broader financial sector have also been considered as well as the impact on Ireland
as a financial centre and as a sovereign issuer.

The markets on a global basis are witnessing unprecedented levels of volatility. In the
past two weeks many major financial institutions have either filed for bankruptcy
(Lehman, Wamu, Roskilde) or have had to be rescued by either the state (Fannie,
Freddie, AIG) or acquired by a rival (HBOS, Alliance & Leicester). Libor levels have,
in the past week, risen to highs since 1992 with banks choosing to hoard cash or
deposit it with central banks. The Bank of England last Thursday was holding £6bn of
bank deposits against a long term average of around £1bn. Much of the Commercial
Paper market (circa 90%) is currently rolling overnight. The Irish financial sector is
experiencing extreme difficulties with wholesale market access all but non existent.
Even post the quarter end (30 September 2008) we feel this is unlikely to improve in
the context of a worsening macro economic environment and a general backdrop of
deteriorating asset quality.

While Irish banks have not had the same exposure as other banks to structured credit
and US mortgage/real estate risks, their loan assets are concentrated in residential and
commercial property where asset values have been falling and are expected to
continue to fall as the international economy contracts. The liquidity issues facing
Irish banks are compounded by investor concerns with regard to the high
concentration of commercial property risk in their respective asset portfolios.

The three institutions where these liquidity issues have been most pronounced have
been Irish Nationwide, Anglo Irish Bank and Irish Life & Permanent. AIB, Bank of
Ireland and EBS, while experiencing reduced access to liquidity continue to have
access to wholesale funding (for example with the ECB) and do not have such acute
near-term liquidity issues based on the information provided to the Financial
Regulator. EBS as a smaller institution is likely to be more vulnerable as time goes on.

1
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It is important to stress that at present, liquidity concerns aside; all of the Irish banks
are profitable and well capitalised. However, liquidity for some could run out in days
rather than weeks. Anglo Irish has recently approached the Central Bank with a
proposal to create a new funding facility that the Central Bank would accept
commercial mortgage assets in return for cash. Anglo are rapidly approaching the
point where they have exhausted all possible sources of liquidity available via the
market or their ECB eligible collateral is close to being fully utilised..

This memo sets out the strategic options available to the Government. There is no
right or wrong answer and the situation is very fluid with financial institutions
experiencing difficulty and being supported by governments on a daily basis.
Preserving flexibility is key and the solution may be different for each institution.
The important issue is for the Government to preserve the stability of the Irish
financial system overall and to safeguard the interests of individual bank customers to
avoid widespread panic. That said, there is a limit on the financial resources available
to the Government and there may be a need to preserve firepower as events unfold.
The implications of each option in terms of whether it constitutes State Aid also needs
to be carefully considered.

It is clear that certain lowly rated monoline banking models around the world, where
there is concentration on a single asset class (such as commercial property) are likely
to be unviable as wholesale markets stay closed to them. This has inevitably had an
impact on our conclusions and we believe it is important to act quickly to deal with
these institutions to avoid a systemic issue.

2) Summary description of the reviewed institutions
Further information is contained in Appendix A
Irish Nationwide Building Society

INBS is primarily a retail deposit funded, commercial property lender with a
relatively small residential mortgage book of just over €2 billon. The asset quality of
the commercial loan book is regarded as being generally good. Based on their own
management projections, INBS have liquidity sufficient to meet their needs for
around one to two months depending on the level of withdrawals. However there are
concerns over the influence of the Chief Executive. In the extreme stress case analysis
the total writeoffs including loss of interest income would just deplete most of INBS
reserves of €1.8 billon.

Anglo Irish Bank

Anglo are a commercial property lender with loan assets of Eur 72bn. Only 3% of the
loan book is currently regarded as impaired by Anglo management however falling
property prices are likely to impact their book particularly where they have lent on
speculative development. If one was to apply the INBS stress case scenario the
writeoffs would by deplete ordinary shareholders and other lower category
subordinated debt of €7.5 billon. The main issue for Anglo is a pressing need for
liquidity as a result of a sustained outflow of corporate deposits and overnight funding
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being unavailable to banks of their credit rating. Based on current market conditions,
management is projecting a funding deficit of €0.1bn on Tuesday 30™ September
growing to €4.9bn by 24™ October. Anglo have formally requested a short term
liquidity advance of €1.7bn from the Central Bank on Friday 26 September for the
end of the month.

Irish Life and Permanent

IL&P is a bancassurer with a leading life insurance company and a retail bank focused
on providing residential mortgages. The asset quality is good but IL&P rely heavily
on wholesale funding and are approaching the limit of their eligible collateral at the
ECB. Under a “worst case” scenario, where interbank cannot be rolled and corporate
deposits are withdrawn upon maturity whilst retail deposits remain flat, Irish Life &
Permanent would have a negative net cash position of €2.1bn by 9" October 2008.

3) Strategic options

The strategic objective is to address the immediate liquidity issues of the three
institutions and allow the situation to unfold. Given current instability in financial
markets this could happen quite quickly and there could be a need to implement a
combination of the options below. All solutions require financial resources from the
Government and could add pressure to the sovereign credit rating and the borrowing
costs of the Irish Government.

Whilst we set out the various strategic options within this memo, we have also fully
considered, and ultimately discounted, one additional outcome - allowing an Irish
bank to fail and go into liquidation without any government intervention. Whilst this
option would initially have no financial impact to the government, the resulting shock
to the wider Irish banking system could, in our view, be very damaging. The ensuing
‘firesale’ of assets could precipitate dramatic asset deflation and hence force other
Irish banks to take significant write downs on their own asset portfolios thus depleting
their capital positions. The significant volatility in the equity and capital markets that
would likely follow would mean access to any form of new capital for Irish banks
would be severely restricted for a protracted period. Therefore, in order to minimise
the impact of any bank failure on the rest of the broadly sound domestic financial
institutions, we strongly advocate a more controlled interventionist approach.

(a) Immediate Liquidity Provision

The short-term liquidity issues for the banks need to be immediately addressed, most
notably at Anglo which may have a net deficit as early as Tuesday 30 September. The
wholesale markets are closed and the three banks have limited access to the ECB
facility as self originated commercial property assets are not accepted as collateral and
Irish Life & Permanent is reaching the limit of its available eligible collateral. If the
ECB were to change this stance and accept a broader type of collateral then arguably
there would be no need for the Central Bank to offer any additional liquidity.

If that is not the case, the Central Bank should be prepared to provide auxiliary
overnight liquidity facilities at a penal interest rate to the banks that request it.
There is then the question of whether this becomes known to the market. We believe
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it could be sensible to let it be known that the Central Bank has been asked to provide
additional liquidity to certain financial institutions so that debt and equity investors do
not criticise the Government if/when further State intervention needs to take place, in
particular if equity is acquired in the institutions for zero value. Taking the worst case
scenarios of each bank we estimate there could be an immediate funding requirement
of €5bn.

(b) State protective custody

The additional liquidity provided would allow Anglo and Irish Nationwide to offset
any continuing deposit outflows with liquid assets. However, even if markets stabilise
both institutions are likely to find it hard to fund themselves independently and the
penal interest rate if they use the Special Liquidity Scheme (outlined below) will
deteriorate their earnings. For that reason and to avoid systemic risk, the Government
should make preparations for State intervention in either or both institutions, once it
becomes evident to the market that they need to intervene. This could occur over a
very short period of time i.e. within days, but at the point at which it occurs it will not
be a surprise to debt or equity investors as knowledge of the institution’s financial
position will be obvious and they should expect such intervention in the absence of a
private sector solution. At Anglo the majority of equity and debt investors are Irish,
UK and US institutional holders, but there are significant retail interests including a
major shareholding by Sean Quinn.

Irish Nationwide and Anglo either together or separately could be taken into State
custody using either (i) common equity and/or (ii) a preferred plus warrants
investment akin to the one used in the Freddie Mac and Fannie Mae situation.

A State guarantee would be given to all depositors and senior creditors as well as
dated subordinated debt holders (given the crossover between these two holders)
which would again send a strong implicit message to the investor community that this
level of protection would be afforded to all other Irish banks. The business would be
run off with no new loans extended and it would be logical to use this entity for the
base for the “Bad bank™ in Option (d) below. Equity holders and undated junior
subordinated debt holders would receive nothing providing a capital cushion of €1.4
billion in the case of Irish Nationwide and €7.5 bn in the case of Anglo. It is
important that all other creditors are reimbursed to avoid a contagion effect with the
other Irish banks that continue to raise capital in the senior and subordinated debt
markets.

The investment by State can be in the form of preferred instrument and/or common
equity. In either case the Government will own and control the bank and its decision
making. The advantage of the preferred investment is that it establishes a clear
priority ranking for the government's investment over shareholders, the existing
preferred investors, and undated subordinated debt holders. The preferred effectively
leaves the shares outstanding, would still require the government to hold public
shareholder meetings as well as file regular statements. This may be considered
impractical. If the Government were to take over the equity in its entirety there would
be no need to report on an ongoing basis and hold any AGMs.
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A common equity investment effectively either dilutes or completely removes the
existing shareholders and places the government's investment pari passu with the
existing common shareholders and below any preferred investment; therefore, it
provides the potential for any upside at the expense of the existing common holders
who either are heavily diluted or completely removed. This equity investment does
not necessarily need to be the funding instrument. As the common ownership does
make the State a direct shareholder (and likely the majority or sole shareholder) in the
bank and thus responsible for the corporate governance, it can have the bank issue a
subordinated instrument that effectively has clear priority ranking to any existing
preferred investors and undated subordinated debt instruments. This will provide the
government with downside protection as well as current yield. This form of common
equity investment is effectively taking over the company and providing funding in
consideration. The Fannie and Freddie investments by the US Government is similar
in nature and combined the two instruments (see description in appendix C) with a
preferred investment coupled with warrants in order to maximise the benefits of the
two instruments. It is likely situation specific in terms of what the appropriate form of
the investment should be. The State should have flexibility to pursue either or both.

(¢) Secured Lending Scheme (“SLS”)

In conjunction with the State protective custody option, it is also recommended that
the Government introduce a secured lending scheme which would accept both
commercial property and non ECB eligible tradable securities as collateral to be either
exchanged for government bonds or cash. This would be based on the following

terms:

Available: All Irish Building Societies and Banks listed on the Irish Stock
Exchange.  Available only once ECB eligible collateral is
exhausted by an individual financial institution.

Tenure: Liquidity provided for any term up to 9 months

Assets eligible:  Irish, UK Commercial loans secured with a first legal charge and
certain securities tradable on a recognised exchange

Advance Rate:  No more than 60% of outstanding loan balance for commercial
loans / no more than 75% of the lesser of last observable trade /
currently marked price of the tradable securities

Size: €20bn
Cost: Minimum cost will be Euribor +[150]bps
Disclosure: System announced but no publication of individual usage to market

Advantages

m  Converts non ECB-eligible collateral into immediate liquidity
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m  The existence of a public announcement of an additional liquidity facility
benefits whole financial system and is positive for Ireland

m  May assist Irish Life & Permanent’s, EBS, AIB, BOI [or INBS] short-term
liquidity issues post any action on protective custody of Anglo [and INBS].

Disadvantages

m  Of itself does not deal with longer-term funding issues associated with lowly
rated monoline businesses whose model is unlikely to be sustainable long-term

m Irish Government could end up funding over €100bn albeit at a highly attractive
rate for an unknown period

m  Money supply from the Irish Central Bank must be co-ordinated with ECB
operations for injecting liquidity

The SLS scheme is recommended because it would offer immediate liquidity and
stabilise the sector. The option to subsequently own or separate assets out of the banks
into State ownership or to stronger banks will be preserved, and can be done with full
market support.

The announcement of the creation of this SLS facility should be made public to the
market in order to maximise the impact it could have of promoting confidence that all
Irish financial institutions have access to an additional liquidity facility provided by
the State for its own institutions. All banks should be coerced to publicly support the
SLS facility as a strong indicator of State support for the Irish banking system and no
one institution should confirm or deny its use of SLS. However, SLS will only be
considered positive for the market if the individual financial institution usage is not
made public. Any institution seen or rumoured to be relying on this SLS liquidity
facility will likely suffer a dramatic loss of confidence by the wholesale market and
result in significant outflows of deposits and will be unable to refinance its short term
debt if it is perceived as a substitute or as sign of an inability to obtain longer term
funding.

It is an interim solution until either the market settles or a suitor in some cases is
found to acquire or stablilise the individual institution. In any event the identity of any
individual institution using SLS could become known in a small country and the
move into Emergency Lending Access (ELA) could happen sooner than expected.

The Central Bank of Ireland’s Emergency Lending Access already performs the role
of providing liquidity of last resort in a way that would become known to the market
due to the fortnightly reporting requirement of the Central Bank. A Bank in ELA in
reality is close to the end of its existence because the market will not longer regard it
as suitable credit risk to provide funding to.

The SLS would require new legislation which is currently being drafted and should be
available before the end of the week. In the meantime the Central Bank is working on
auxiliary measures which would allow the primary regulated Irish banks to post
security backed by commercial property assets in return for cash or securities at a
penal interest rate. This could be announced if needed to stablise concerns about the
remaining Irish banks immediate liquidity.
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(d) Good banks / Bad banks

If the financial situation worsens there is the possibility of allowing other banks to
contribute their bad commercial property loans to the State Banks(s) to allow a State-
controlled orderly unwind of property holdings and limit asset deflation. This would
also help restore investor confidence in the now ‘cleansed’ banks and enable them to
continue in business.

The structuring of this option would be the most complex and time consuming.
Considerations such as third party management required, upside/downside for tax
payers, purchase price of the assets and the impact that would have on marks for other
bank portfolios would have to be carefully thought through. This system was used in
Scandinavia in the early 1990’s but only as the second phase of the state rescue of the
banks. It is also difficult to predict how long the work out of the assets would take but
recent Bank of Ireland published projections show a three to five year period is
required to recover 80% — 90% of book value.

(e) Consolidation of financial institutions

Irish Life & Permanent has a good business franchise with a leading life insurance
company and a residential mortgage book similar to Bank of Ireland and AIB, which
is not experiencing significant arrears. It may be that they can come through the crisis
unscathed. However if this looks unlikely, at the same time as providing short-term
liquidity facilities, the other large banks can be approached to be ready to acquire and
integrate the Irish Life & Permanent business in a private sector transaction. Similarly
EBS could be easily acquired and absorbed by an entity with a larger balance sheet.
Depending on the acquirer, the competition issues may need to be addressed by the
State as they were on the Lloyds TSB / HBOS transaction in the UK.

) Guarantee for six Primary Regulated Banks

The alternative to a SLS facility is to offer a complete State guarantee to all depositors
and senior creditors of the six primary regulated financial institutions. This should
stem outflows and encourage inflows of deposits. However, the scale of such a
guarantee could be over €500bn. This would almost certainly negatively impact the
State's sovereign credit rating and raise issues as to its credibility. The wider market
will be aware that Ireland could not afford to cover the full amount if required. It
might also be poorly perceived by other European states if they come under pressure
to do the same as liquidity flows migrate. A coordinated response across Europe could
make this option more viable. Comments in such regard have already been made by
the several European governments.

4. Conclusion

The extension of a discreet emergency facility is important to stabilise Anglo [and
INBS] and avoid immediate contagion risk. The market environment is highly
uncertain with international developments adding to the pressure on Irish financial
institutions. Even if the situation stabilises, the immediate outlook for monoline,
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single asset class, lenders is increasingly uncertain. In this context, it is important for
the Government to be prepared to act quickly and decisively as required to step in and
prevent a systemic problem.
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Impact on other Financial Institutions, get them to also issue press releases
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20.

21,

22,

23.

24.

25.

INBS staff — who knows what?

Cooperation of current INBS Senior Management

Contact ECB

Contact European Commission

Central Bank support of other Financial Institutions — cash/assurance
Role of Central Bank/IFRSA

DOF role

NTMA role

DOF01B02
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XFI| Protection Bill

« Head 5
— Appointment of Assessor
— Minister required 1o appoint assessor within X
manths o determine compensation (if any}
payable in respect of
membershipfextinguished rights
— Assesser to be independent

— Assessor o be paid such remuneration etc as
the Minister shall determine

XFi Protection Bitt

+ Head 6

-~ Determination of compensation as if

+ Sociely cannol continue as 2 going concern [to be
wound up}

= No assistance/guarantee by the Slate

— Furher criteria for determination of fair and
reasonable compensation

— Process for consultation with Minister/those
affected

— Process for advising of outcome

XFI Protection Bill

= Head 7
+ Scheme of compensation
— Caleulation of amount payable
— Process of payment
- Principlesfpolicies of scheme {Assumptions to
be made, rules of procedure)
= Scheme to be laid before Houses of
Oireachtas for approval; permanent unless
motion annulling passed within 21 days

XFI Protection Bill

+ Head 9
— Misc

« Power for the minister to incur expenses

XFI Protection Bill

* Head 8
~ Power for Minister o mage Guaranteefican
{incl. to do so an commercial termsffee)

- Provision for recovery, charging to Central
Fund, reporling o Oireachias

XFI| Protection Bill

~ Schedule
— Powers of Assessor

— To requite giving of evidence and produclion of
documents

— Coaducl of proceedings

— Proceedings in private

— Offence of faiting to appear

- Offence of refusing lo answer

- Protection of those appeacing before Assessor

DOF01B02
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Xfi Protection Bill

12 September, 2008

XFi Protection Biil

- Head 1

— Minister given functions under the Bitl (after
cansolalion wilh Governor) where the Minister is of
the opinion that

» There 5 or would be a serious threal to the siability of the
Society d ihese funclions ara not enercised and

+ The exercise of those luncrions is necessary, in the pubfic
inletest, for maintaining Ananciat stability in the Stale

- CBFSAl's functions in refation to the Society
continued

XFl Protection Bill

+ Protection of depositors and lenders by taking X into
public ownership,

- Maintgin Xfi as a going concem

+ State as owner to have to have sli the powers, nghts and
abligations of ownership

+ Relevant prnxdential nutes and requirements applied by
the: Financial Regulator to continue o apply

» Ensure tha! Stale's capacity to mange isn't
irappropriately constrained by procedural rules

* Provisian of fair compensation {if any)
« Minister enabled to provide guaranieefioan
+ Misc - expenses

XF! Protection Bill

+ Head 2

— Existing shareholdings to become deposits

— Existing membership rights to be extinguished

— Minister to become soie membter

— Righls {of lenders or borrower} to acquire
shareholding extinguished

— Pracedural aspects of BS Act ‘89 (as amended)
disapplied.

~ Existing Sociely rules disapplied

~ Ensure sufficient power of BS Act ‘89 (as amended)
are maintained b ensure ordinary business can be
carried on post ransfer

— Provide power to amend, repeal rufes of Lhe

XEI Protection Bill

+ Head 3
-- Power to removelappomnt
- Oireclors
- Chairman
+ CEQ
- Employees

- NMominees o comply wilh Ministerial request
+ Head 38

— Directors to hotd office for such durauon and on such
terms as minister may determine.

DOF01B02
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XFi Protection Bill

* Head 4
- Extinguishment of rights to acquire shares {by
virtue of being an employee, direclor, etc.) at
a future date
— Extinguishment of rights to dividend arising
out of any sharehoiding

1
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eaft Preliminary Analysis RN S S DR SR

Strategic Options

I Observations

Merrill Lynch has been engaged with the NMRA and the Department of Finance for 48 hours

Analys:s is based on the information from and conversations with:

» [wC regarding Anglo

» Goldman Sachs regarding Irish Nationwide

= Limited verbal information from the Ministry of Finance and IFSRA
®m  We have not spoken to the management at any of the Irish Banks
m  Scope has been evolving

= [nitally focused on Anglo and INBS, but now encompasses ILP, EBS and the effects on Bol and AIB given recent developments

w  Must calibrate long-term impact on Ireland as a financial centre and implications for sovereign rating
®  Every action should be assessed with respect to impact on share prices of AIB / Bol

» Note rating agencies’s concern that declining share price represents lack of confidence in the bank as a counterparty which can contribute
tc a downgrade

» [mpact on ability to raise capital
m  Need to consider deposit guaran:ee in any event

w The follewing considerations are therefore preliminary and subject to further consideration
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Strategic Options

Considerations

Secured Lending Scheme / ELA

Good Bank, Bad Bank

Protective Custody of ANG / INWE

Guarantee for 6 Primary Regulated

Irish Banks

Liquidation

Converts non ECB-eligible
collateral into liquidity

Deals with immediate liquidity
problem / buys time

Leaves Irish Nationwide / Anglo
Irish temporarily as geing
concerms

Benefits the whole financial
system

“Pasitive” for Ireland Inc. from
outsiders’ point of view

Does not deal with problem that
monoline / lowly rated business
are unlikely to work

Irish Government could / wili
likely end up funding the entire
Anglo Irish / Irish Nationwide
balance sheets (€84bn ~
€120bn?). Even with zero
usage by other Irish banks

Commercial vs. penal rate
funding

Over-collateralisation possible
Appropriate tenure
Shareholider controi maintained
as well as management
structure

ELA or AIB / Bo!l ECB access
could also be used

Deals with the most problematic
assets causing headline risk

Will help restore confidence and
help banks carry on business

Promotes orderly unwind /
minimises asset deflation

No critical mass remaining at

Irish Nationwide / Anglo Irish

Most complex option for

Government — will require more

time

®  Capital/ liquidity hits
(€80bn++)

Should it be available to all Irish
banks?

Can be structured to place
government capital injection
ahead of existing Equity

If this is the chosen path, most
likely to be a second stage
solution

Will require guarantee for senior
/ subordinated debt holders

Deals decisively with the most
problematic institutions
Demonstrates implicit
commitment to Irish banks as a
whole

Interim step before formal
guarantee if needed

Protects senior / subordinated
creditors

Deposit guarantee will stem
outflows and may result in
inflows

Government ends up funding
combined balance sheet

Irish tax payer exposed beyond
shareholders' equity

Potential negative impact on
share price of Bank of Ireland /
Allied Irish Banks / ILP

Irish Nationwide / Anglo Irish to

be taken into state control

Will require guarantee for senior
/ subordinated debt holders

Put business into run-off

187

Best / most decisive / most
impactful from market
perspective

Deposit guarantee will stem
outflows and may result in
inflows

Protects senior and
subordinated creditors

Will market find it credible given
scale (€500bn+)?

Can Ireland afford it?

Ratings impact?

Will it pass the test with other
EU countries given broader
implications?

How long will it last?

Irish Nationwide / Anglo Irish to
be taken into state control

All cards played immediately
Equity market perception?

Does not have an immediate
cost to the Exchequer, but likely
to be longer term implications

Significant read across 10 other
banks

Mark assets down at other
banks to liquidation levels
Capital and liquidity impact
Investor perception of Ireland
Inc. and financial stability more
generally

Perception that authoerities not
in control of developments

Option discounted due to
impact on state / other financial
institutions

—DOFE03334-003
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Strategic Options

Guarantee for 6 Primary Regulated

Secured Lending Scheme / ELA Good Bank, Bad Bank Protective Custody of INWE / ANG Irish Banks Liguidation
B Anglo has €3.3bn of loans on the watchlist W [NBS has €11.7bn of loans
M A 10% fall in commercial property value would result in an additional provision of €7bn B Writedowns of 30% - 60% results in an impairment of €3.6bn - €7bn
Quantification M €23bn liquidity deficit by the end of the year B Liguidity of €3bn to end-2008 out of total creditors of €16bn
W Additional €17bn of liquidity expected to be lost once information becomes public B Losing €50m - €100m of deposits per day
MW <> Total €40bn
B Relatively straightforward B Very difficult to identify and W Legislation in hand B Legislation in hand B NA
(subject to checking existing addres; all L.egafl ISR I B Preferred share approach could M Preferred share approach could
powers) mediata Umaama be accommodated in timeframe be accommodated in timeframe
L t ; [ i . : ‘
NN 9 e grameq flevan; % New laglsialion:required W Guarantee based on either W Rescue aid rules applicable to
powers in current bill the int : it ;
B i i s (a) rescue aid basis, applying for :3"" ervention with Anglo /
RN IS, S‘ ouie no approval for restructuring aid within 6 INBS
encounter a state aid issue . .
: ) months; and/or W General guarantee to banking
(commercia' terms and as non- ‘
seleclive as possible) (b) Art 87 {3)(b) to remedy serious system wou!d»be barsecl on Ar
disturbance to the economy 87(3)(b) — serious disturbance
L to the economy (systemic risk)
B | egislative power to be drafted
into current bill to provide B Should investigate whether on
further guarantees if necessary basis of Art 87(3)(b}, guarantee
limited to the 6 banks would be

B Clear statement by Minister of
intent to provide further aid as
necessary should not attract Danger that the Commission
additional state aid problems would not accept this basis for

the general guarantee

allowable

188




Strategic Options
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“oalt Preliminary Anatysis  ERR DU D

Secured Lending Scheme Good Bank, Bad Bank

Protective Custody of INWE / Guarantee for 6 Primary
ANG Regulated Irish Banks

Liquidation

Impact on

Primary W AIB / Bol - Deposit base fine, could use ECB facility to fund ILP

Regulated ® AIB / Bol could be encouraged to buy out ILP / EBS with State funding
Banks

B Restrict collateral to m N/A

lrnpac_t on commercial real estate and
Non-Primary to primary regulated banks
Regulated to deter foreign-owned
Banks institutions
Systemic ®  No effect W No effect

European

Impact

W EBS theoretically viable as an independent institution, though concerns remain regarding funding given size and scale

®  Other institutions scope for B Other institutions scope for

possible complaints but no possible complaints but no
legal grounds legal grounds

B [ong-term reputational ®  |ong-term reputational
issues for Ireland issues for Ireland

®  No effect B Most contentious

B |mmediate liquidity issues need to be addressed
® Maximum 2 week window, more likely 7 — 9 days
Timing B No reason to expect significant liquidity improvement in the market
B TARP issues in US still to work through
® 30 September guarter end money market redemptions will prevent any meaningful change in market conditions

189

NIA

W |LP - Potentially €4bn limit on coliateral available under ECB facility, insufficient to fund forthcoming funding needs so ILP likely to be part of the solution

DOF03334-005
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i Protiminary Analysis R e N N R G RO 0

Market Backdrop For Financial Institutions
Severe Stresses In The Financial Markets Remain Amidst Volatility

I Aggregate Spread Performance By Asset Class I Current Cycle Much More Severe Than Previous
) ) Asset Swap Spread
®  Over the last few weeks we have seen a dramatic worsening of market (in bps)
conditions. Uncertainty regarding the faith of financial institutions have lead 650 -
to a total paralysis of the capital markets with only overnight funding
currently available 600 A
m  USCZ volumes circa 90% now only placed overnight 6
= Massive flight to quality with the 2 yr Tbill currently yielding 2%
nearing the lows reached at the time of the Bear Sterns collapse 500 -
»  Banks deposited £6bn in low yielding facility with BoE on Thursday 456
26th September (vs historical maximum of £1bn) rather than lend to
Asset Class Product Type Jan/Jun 07  Sept/Qct07 Nov/Dec 07 Current
__________________________________________________________ e 350 A
op A1PT ] -7 /-4 bps -5/-10bps  Flat/-5 ~ Flat/+30 t_)ps_ir
JS CP Qutstanding $2.2 trillion $1.8 trillion $1.8 trillion $1.77 trillion 300
i A1P1 _ -2/+6bps  20/30bps  20/40bps  40/50bps !
T JS ABCP Quitstanding $1.2 trillion $892bn $800bn $761bn 1
s e e P2 L NG UL UM )1 A i Lo 250 -
Senior Unsecured Sy AA CDS o 8/12bps  35/40bps 45bps 100/ 150bps
sy A CDS 15 / 25 bps 80/ 70 bps 70/80bps 150/ 200 bps
Cévarad Bonds 10y Mortgage Backed ~~  7bps . 17bps 20/30bps 60Dbps
10y Public Sector -2 bps 3 bps ~ 5/6 bps 30/ 35 bps
- VY- 10/12 bps 35 bps 75 bps 130/ 150 bps 150
Securitisation
BBB ) 45 bps 250 bps 300 bps 400 bps
Sterling Tier 1 (AA) 70 bps 140/170bps  210/230bps 500 550 bps 100 48
Bank Capilal Euro Tier 1 (AA) o 80 bps 150/180bps  220/250bps  500/600 bps 3
7 USS Tier 1 (AA) 80 bps 150/180bps  220/250bps 500/ 600 bps 50 e i
Insurance Capital  Subordinated (A/AA) 90 bps 130/150bps 225 bps 250 / 300 bps Sl gl G
TRAXX Ej_y_s_e_nior Index 8/10bps 30 bps 50755 bps 135 bps 0 o T e s et e : M
' Crossover Index 200 bps 300/ 310 bps 370 bps 580 bps ' ' ) ' ' ‘ L ' ‘
etk SN - 41 (o NIt bk B OPP e SR Jan-00 Feb-01 Mar-02 Apr-03 May-04 Jun-05 Jul-06 Sep-07 108
VIX . Equity index ] 14 points 24 points 28 points 35 points o 8 2 HEee L A s o Sept-08
Government Bonds 2 year Treasury Yield 4617% 4.157% 3.7681% 2.043%

= Tier 1 = Upper Tier 2 = Lower Tier 2 == Insurance Dated Sub = Insurance Junicr Sub
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S Prefiminary Anatysis R N
Market Backdrop For Financial Institutions
Severe Stresses In The Financial Markets Remain Amidst Volatility

I 10-Year US Treasury CDS I VIX Volatility Index I 1ITRAXX Cross-Over
254 CDS 40 4 CBOE VIX 700 4 CDS
Sprend 4 =+200% Index A = +65% 800 ] Spread 4 = +302bps /
20 1 (Bzs) 35 - ’ 1 (Bps)
1 500 -
15 4 30 400 4
101 25 4 300 4
3 200 -
ot ah 100 -
0 Bk ¥ ¥ ' ! ' % ' T ' ¥ 15 T T T T T T ) T T T 0 T T T T T
Jun-08 Jul-08 Aug-08  Sep-08 Jun-08 Jul-08 Aug-08  Sep-08

Jan-06 Jun-06 Dec-06 May-07 Nov-07 Apr-08 Sep-08

l US Interbank Rates I UK Interbank Rates I EUR Interbank Rates
<5 - Current 3mLibor Spread 7.6 Yield (%) Current 3mLibor Spread - 5.5 1 Yield (%) Current 3mlibor Spread ey
Yieid (%) vs Base: 177bps N 70 ] K vs Base: 127bps {o vs Base: 87bps vt
| | 7 . ~ SN T
: 45 _ e \ ¥ "
4.0 f 4 P o .0 l... :

! 3.5 4

15 ’ 4.0 : : ' 3.0 . ” ,
o ' ' ) Jul-07 Nov-07 Apr-08 Sep-08 Jul-07 Nov-07 Apr-08 Sep-08
Jul-07 Nov-07 Apr-08 Sep-08 P P

= UK Base Rate = UK 3m Libor = UK Overnight Rate
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o preliminary Anatysis R S

Market Backdrop For Financial Institutions
Acceleration of Bank Failures & Impact on Capital Markets

I List of Key Bank Failures l Bank Failures Substantially Impact Credit
Markets

®  Washington Mutual (Put into receivership on 26" September, 2008)
s $19bn of expected losses on portfolio - ratings downgrade to non-investment

grade - deposit withdrawals and liquidity crisis 800 i .
= Bank of East Asia (Hong Kong Central Bank support on 25% September 2008) “ fgszfte.;:f;gd;;;ead
»  Run on the bank following rumours of insolvency 750 - (in bps)

»  AIG (Federal Reserve intervention on 17" September 2008)
= Concerns over subprime / CDS exposures & liquidity pressure - $85bn liquidity
shortfa’l 650 4
= HBOS (acquired by Lloyds TSB on 16" September 2008)
= Concerns regarding ability to funding - funding gap estimated at ¢ £200bn
m  Lehman Brothers (Filed for Chapter 11 on 15" September 2008) 550 -
= Concerns regarding insolvency led to liquidity crisis -

700 4

600 A

»  Fannie Mae & Freddie Mac (Federal Reserve Intervention on 8" September 2008) o001

= Mounting defaults on portfolio lead to concerns regarding insolvency -~ US 450 4
stepped in explicit manner to ensure both entities continue to fund

s Roskilde (Danish Bank resumed control on 25" August 2008 400 4

»  No longer met solvency requirements. Bought by Danish Central Bank after no
external buyers found
= Indy Mac (Filed for chapter 11 on 11'" July, 2008) 300 4
»  Depositors withdrew at elevated levels post profits warning. Subsequently
seized by US regulators after viewed to fail
m  Bear Stearns {acquired by JPM Morgan on 16" March, 2008) 200 4
=  Concerns regarding exposure to subprime and level of capitalisation triggered a EsmEmmy
rapid and non-reversible liquidity crisis 150 4 -
»  Northern Rock (Nationalised by UK Government on 15" February 2008)
»  Capital markets dislocation lead to impossibility to meet funding gap
m  Sachsen LB (acquired by LBBW on 25" August, 2007) 50 4
= Received emergency funding following the inability of Sachsen LB's ABCP to
fund in the CP markets
m  Countrywide Financial (Acquisition by Bank of America 16" August, 2007)
»  Drew on $11.5B from 40 global banks and liquidity providers following inability
to fund in wholesale markets. Subsequently acquired by Bank of America

350 A

0 T T T r . T T T T T r T T
Apr- May- Jun- Jul- Sep- Oct- Nov- Jan- Feb- Mar- May- Jun- Jul- Sep-
07 07 07 07 07 07 07 08 08 08 08 08 08 08
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sraft Preliminary Anatysis R

Disclaimers

Merril. Lynch prohibits (a) employees from, directly or indirectly, offering a favorable research rating or specific price target,
or offering to change such rating or price target, as consideration or inducement for the receipt of business or for
compensation, and (b) Research Analysts from being compensated for involvement in investment banking transactions except
to the extent that such participation is intended to benefit investor clients.

This proposal is confidential, for your private use only, and may not be shared with others (other than your advisors) without
Merrill Lynch's written permission, except that you (and each of your employees, representatives or other agents) may
disclose to any and all persons, without limitation of any kind, the tax treatment and tax structure of the proposal and all
materials of any kind (including opinions or other tax analyses) that are provided to you relating to such tax treatment and tax
structure. For purposes of the preceding sentence, tax refers to U.S. federal and state tax. This proposal is for discussion
purposes only. Merrill Lynch is not an expert on, and does not render opinions regarding, legal, accounting, regulatory or tax
matters. You should consult with your advisors concerning these matters before undertaking the proposed transaction.
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Options:
INBS, INBS INBS INBS
EBS, and | broken up | taken by | taken by
ILP EBS, ILP Anglo EBS
brought | and INBS State State
together | retail go guarantee | guaraniee
State together on INBS | on INBS
guarantee | INBS - book, + book,
on INBS | commercial | Liquidity | Liquidity
book, + property Support Support
Ligquidity | nationalised | for whole | for whole
Support Financing

required for | ILP Anglo
Anglo INBS Liquidity | Liquidity
Liguidity | commercial | Support Support
Support

Anglo Bol, EBS | ILP
Bol and | Liguidity and AIB | Liquidity
AlIB as Support as now Support
now

Bol and Bol, EBS

AIB as now and AIB

as now

I No

| mergers,
national-
isations
or take-
overs

INBS
Liquidiry
support

Anglo
Liquidity
Support

ILP
Liquidity
Support
Bol, EBS

and AIB
as now

Other possibilities:
AIB and Bank could be brought together
EBS in appropriate combination with others could seek external taker
ILP could seek external taker

Badbankr

approach

INBS
Assets put
aside,
Liguidiry
Support if
needed

Anglo
Assets pul
aside,
Liquidity
Support if
needed

ILP
Liquidiry
Support
Bol, EBS

and AIB
as now

@

Combined
Asset Swap
and Badbank
approach

INBS

Swap
IrGovtbonds
for INBS
assets at book
value, but
require INBS
ro swap out
assets that do
not perform —
but with a
maximum

pace for
doing so.

Anglo
Same as for

INBS

ILP
Liquidity
Support
Bol, EBS
and AIB as

now
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30 September 2008

Attendance: T, BL, AG, DMcC, KC, DD, JM, E McCague, xxxx Burrows Sheehy,

Gleeson

Burrows

= Rapidly deteriorating situation everywhere ~ fully caught up in it

* Situation threatens the stability of our organisations

* Rumour in NYSE that Dublin won’t go tomorrow

* Contagion from weaker to strong

* 2 institutions in terminal decline

* Why has INBS not been dealt with? Afraid people will assume INBS &
Anglo tied in to the healthier outfits.

* Reminded action: 2 elements (a) guarantee for surviving (b) troubled patients
to be taken out

= (Can’t guarantee that any guarantee will work

* Eventually impartial guarantee should register as good among Centrals Banks
around the world — language must be unmistakeable

* Higher difficulty with funding — slight resistance to overnight funding today

(heard from Eamonn Hackett, Treasury).

Sheehy

* On positive side, retail guarantee has been very successful — no effect on
wholesale depositors.

* Trend has been increasing — more and more difficult “no quote for Dublin™.

* People we’ve been dealing with for decades pulling back — | month we will be
funding bank overnight. Bad if can’t even get that, disaster — bankruptcy.

* Market is saying that Anglo is bust.

* Guarantee in xxxx will not help equity markets, but may help liquidity a bit.

= Want price to be in cash.
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Hurley

Guarantee required tomorrow

Needs to be priced

Anglo now asking for 4 bn tomorrow

Will give them 1 % in the morning

Might be necessary tonight to call in the banks

Will have to be told that the use of the guarantee requires them to close down
their businesses

If further funds required AIB & Bank should contribute

If rates for Anglo are significant, give them ELA from Central Bank.

PN &JR

=

PN

Guarantee absolutely xxxx

Price of guarantee 0.25 and 0.5 of a point

Min asked FR did they agree with AIB/Bofl that 2 need to be nationalised
first, FR (PN) did not agree.

State guarantee best way to underpin deposits
Want clarity of what is to be done in light of international events

Go off and do it — Chaimman & CEQO

Will put in significant conditions

(Governor

PN

DOF01B02

If provide funding, need conditions — need to reduce risks of State

Everybody who has had a look at the banks is saying there is value in them
OVEr time

Accepts this is a ‘throw of the dice’
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00.41 on 30 September 2009

AIB & Bofl backin .........

Use MLF[?] for AIB — 1 % billion best can do 4. 6 best do

Another idea — non eligible assets

10bn ABS & AAA - bring to NTMA — give gilts for it — say 8bn assuming a

haircut — have to get it back next Monday.

in
Tomorrow is ¥ year end
So already managing for tomorrow
Can’t get cash xxxx Wed in xxxx
Very nervous about how own deposits will hold up
Could produce 4-5bn by Wed if get tender
Will not use MLF[?]
Capacity to consider
Very strong preference not to xxxx
Prefer to get it back close of business on Friday

Could not xxxx
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Meeting of 26 September 2008

Merrill Lynch presented a number of options — see document of 26 September 2003

Attendance:

ML X3 = Prasath. Baldock, Andreas Orcelli 5
Bob O’Hara
Con Horan
K Cardift
D Doyle
Minister

ML points
« Worst credit crisis ever
¢ Need break a bad cycle
e French Government has indicated it will guarantee deposits

e e However, number of situations where blanket guarantee may not add up having regard
to numbers
¢ Liquidity 1s moving very very quickly
e Ireland is not an isolated case — other Governments also seeking ML advice, for
example
» Management teams tend to try to play out to the end, because Government intervention
tends to change the team, the advisers etc — their incentive therefore is to be over
optimistic
e But it can create difficulties to go in without being asked in.
Presented a central scenario as follows
(a) provide liquidity on ‘penal’ terms — must not be easy money
(b) intervention
Difficulties — scale of intervention required.
N’
Dangers with blanket guarantee — credibility and prolonging of weak institutions
Question of who should be protected in interventions — at least depositors in serious debt —
possibly dated subordinate debt.
Big question 1s how to navigate between intervening early to protect deposits and minimise
costs and giving time to markets and management to realise there is a problem and adjust to
that reality (can happen in days). But corporate deposits can exit very quickly in the
meantime.
On a blanket guarantee for all banks — ML felt could be a mistake and hit national rating and
allow poorer banks to continue.
Liguidation — ML said this was the worst thing that could be done - accelerating trouble for
all other institutions. '
DOF01B02
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More generally, institutions should be encouraged to sell assets and get equity.

Next week is likely to be a very bad ene in markets: Fortis, B&B, Dexia all having
difficulties — EU will have to look at some more generalised action.

Minister asked that the options be articulated clearly over weekend so as to be ready (0
present to Government.

The Minister left and there was a discussion on allocation of work. To recommence at
NTMA Sunday morning.
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Government Decision to safeguard the Irish Banking System

Speaking points for the Taoiseach, 30 September, 2008

What are the Guarantee arrangements announced by the
Government?

e The Statement issued by the Government today states that
following the advice of the Central Bank and Financial Regulator,
the Government has decided to guarantee the retail, wholesale,
dated term debt, secured borrowings and interbank deposits of the
six domestic credit institutions (AIB, Bol, Anglo-Irish, Irish Life
and Permanent, Irish Nationwide, EBS).

e In taking this action the Government is acting first and foremost in
the interest of the stability of the Irish economy and the long term
interest of the taxpayer.

e A secure and stable financial sector 1s essential for the Irish
economy and it 18 in the best interests of the Irish people.

¢ Normal practice is that the guarantee would extend to wholly
owned subsidiaries within the Irish bank's group, but this is subject

to confirmation of status of the relevant entity to the Government
by the bank and FR

e [t1s important to note that this guarantee is intended to secure the
funding of these institutions. Equity investors and those holding
jumor debt will take first charge on the risk of any losses in these
institutions over time under the guarantee provided by the State is

not intended to insulate them from the risks that they have taken
on.

¢ Since the onset of the current period of turmotl in 2007, the
Government has stressed tts commitment to the stability of the
Irish financial system.

e The Mimster has highlighted in recent weeks that money placed
with an Irish credit institution would not be placed at risk.

)i
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» The measure is being taken as a response to the severe dislocation
in the international credit markets, which has impacted both in the
US and the EU.

What is the extent of financial exposure of taxpayers?

e [tis important to stress that the risk of any potential financial
exposure is significantly mitigated by a very substantial buffer
made up of the equity and near-equity (high yielding subordinated
debt). There is, therefore, a significant buffer before there is any

question of credit impairments impacting on the Exchequer on foot
of the guarantee.

+ The guarantee provided by the State relates to the liability side of
the institutions' balance sheets - some €400bn or so in deposits -
retail, corporate and wholesale - and their senior and dated
subordinated debt. These liabilities are supported by €500bn in
assets.

* Owing to the importance from the point of view of market
sensifivity of putting definitive figures into the public domain, the
Minister for Finance has asked the CBFSAI to confirm detailed
figures.

* The asset quality in our financial institutions is good with a strong
concentration in residential mortgages with a relatively low loan-
to-value ratio (LTV) on average. While Ireland along with all
developed economies has expenienced a sharp decline 1n its
property market there is very significant capacity within the
institutions to absorb any losses.

What are the protections put in place to protect Irish Taxpayers?
o Firstly, I would stress that this guarantee was not given lightly, It
was informed by the strong advice of the Central Bank and
Financial Regulator that on account of unprecedented disruption tn

¥
DOF01B02 201 DOF03381-002




international financial markets the system-wide State guarantee
was required to
- ensure that Irish financial institutions has access to the normal
liquidity and funding to effectively operate their day-to-day
business
- provide confidence to depositors and wholesale lenders that
they should continue to transact their business as usual with
the mstitutions concerned.

e The interests of taxpayers will be very firmly safeguarded from any
nisk of loss form the very substantial warranty that the State is now
providing.

» Legislation which is to be brought forward to underpin this
guarantee will

- provide for specific terms and conditions, including fees, in
relation to a guarantee provided

- provide a very useful mechanism, alongside existing
regulatory powers, to ensure that the Insh financial
institutions are managed and operated in a manner which it
fully consistent with their long-term sustainability

* The intensified scrutiny and overight of financial institutions which
has been put in place since the onset of the current turmoil will be
maintained and strengthened further to ensure that high regulatory
standards are achieved in Ireland and that the quality of corporate
govemance in these institutions is a bulwark against any risk of
loss for the State.

o As far as the question of ‘moral hazard’ is concemed, it will be a
priority for the Govemment to ensure that the highest regulatory
standards and standards of corporate governance apply in all of the
institutions concemed including in relation to lending practices to
safeguard the interests of taxpayers against any risk of financial
loss

Will there be a return to Taxpavers from this intervention?

» This guarantee will not be a free ride. Legislation which is to be
brought forward to underpin this guarantee will provide for specific
terms and conditions, including fees, in relation to a guarantee
provided

3
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e In taking this action the Government 1s acting {irst and foremost in

the mterest of the stability of the Irish economy and the long term
interest of the taxpayer.

» A secure and stable financial sector is essential for the Irish
economy and it is in the best interests of the Irish people.

e The protection of taxpayers’ interests is the primary focus of this
measure.

Has consideration been given to taking an equity option in banks

assisted?

» This intervention is about enabling Irish banks to meet their
ligmidity needs in the current very difficult international financial
circumstances to allow them to work through these difficulties and
realise the value in their loan books.

e This guarantee will be paid for and the taxpayer who ultimately
underwrites this support will be paid for the support provided.

* The commercial terms will ensure that the taxpayer gets value for
money.

» We are not subsidising the banks as they are receiving the
guarantee on commercial terms.

¢ The purpose of this measure is to provide security to all depositors
and ensure confidence in the Irish Banking System. This
confidence is essential in order that our citizens can access the
liqudity that i1s crucial for the effective operation of our economy

What will the Government get for the suarantee?

o The first and most important point to be made 1s that the measure
helps secure the stability of the Irish banking system. As is clear
from the impact of the international credit crunch on the Inish
economy, the financial system overall plays a central role in the
economy and in the day-to-day lives of ordinary people.

» So the Government's objective for the guarantee is to stabilise the
Insh fiancial system as much as possible against the backdrop of

4
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the very uncertain and volatile international environment at prescnt
so that individuals and businesses can transact their normal
financial business in a normal way.

« The Government's announcement makes clear that the guarantee
will be provided at a charge to the institutions concerned and wili
be subject to specific terms and conditions so that the taxpayers'
interest can be safeguarded.

« The Minister of Finance will be drawing on the advice of the
Central Bank and NTMA to put a fee mechanism in place to
remunerate the guarantee taking into account such factors as the
possibility of increased funding costs for the Exchequer, the
economic value for the institutions and need to support the investor
confidence in the Insh financial system overall.

* In current highly abnormal market conditions 1 don't think it 18
useful to speculate on what what might be described as commercial
rate for the guarantee . It is important to be clear that it 1s only the
State that could provide such a warranty; no market mechanism
would of course provide it.

o The State in its approach to costing the guarantee will wish to take
all relevant factors into account including to ensure that in the
medium-term the Irish economy supports a strong and viable
banking system, the benefit and value it creates for the financial
sector and above all else that the Exchequer suffers no financial
loss from having provided it.

5
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Supplementary Speaking Points

Are Credit Unions covered?

Credit Union deposiis of up to €100,000 are already guaranteed.

What are the difficuities that have eccurred?

* Global problems in relation to how credit institutions are funded
have lead to a lack of liquidity across the global financial
environment.

o Because of the global credit crunch, Inish institutions have had
difficulty raising the funds they need to lend to customers.

¢ In a normal environment, as its own borrowings on the wholesale
money markets (where banks lend to each other) fall due for
repayment they would either be continued (rolled over) or new
loans taken to replace them. But with the credit crunch new funds
are no longer available.

Where is the money coming from? Commercial terms — what is the
rate?
¢ The Exchequer will be remunerated by the financial sector for
giving the guarantee to ensure that no financial liability is
permanently borme by the taxpayer.
e The commercial terms will be market rates.

How will it be transacted?
The Central Bank will secure funding/liquidity to those banks that seek it
and fulfil the commercial terms required.

Why now, why not last week or next week?

» The continued uncertainty in the financial markets has come to a
head over the weekend as evidenced by difficulties for a number of
banks throughout the global economy, including in Germany,
Belgium, Holland, the UK and the US.

» This measure has been heavily influenced by the further

uncertainty created by the failure of the US Congress to agree a
package.

o This is a measure which is within our remit. It is important that we
do whatever we can to secure our financial interests.

§)
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Will this be enougb to secure the Irish banks? How do you know?

» This 1s a pre-emptive measure to secure confidence in the Irish
banking system. It will give certainty {o customers and the market
about the ability of Irish Financial Institutions to honour their
financial commitments.

What happens if this isn’t enough?

e The Govemment, in conjunction with the Central Bank and the
Financial Regulator has made this decision as it is viewed as the
most appropriate measure at this time.

¢ The Government, in conjunction with the Central Bank and the
Financial Regulator, has taken steps to plan for altemative
scenarios and will act as necessary to ensure the stability of the
Insh financial environment.

Will they help people and businesses to get loans?

o Access to liquidity will only improve when the difficulties in the
Financial sector are resolved. This decision should remove any
uncertainty on the part of counterparties and customers of Irish
nstitutions.

o (reater confidence in our financial system will increase the
liquidity of the Irish financial system, thus improving the prospects
for people and businesses in accessing loans.

Avre there any consequences for those banks that have given bad
loans? Aren’t you just bailing out bad banks and bad management?
o The difficulties faced by all global financial institutions is related
to lack of hiquidity throughout the entire global financial markets.
» tion the Government is acting first and foremost in the interests of
the Insh economy and taxpayer.
» A secure and stable financial sector 1s essential for the Irish
economy and 1t 1S in the best interests of the Insh people.

.
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Update note for the Minister in relation o financial institutions for
Government mecting 29 Qctober, 2008.

Summary/Speaking Points

1. The bank guarantee has achieved its objective of stabilising the liquidity
position of the Irish financial institutions. Share prices ol the Irish banks
have continued to fall very sharply.

2. The Minisier believes that banks should first look to their own business
plans to secure their capital base, review dividend policy and measures
(joint ventures, private placements) to raise capital. A critical part of their
business planning is a realistic assessment of their [oan book exposure and
to determine the scale of any write downs. Ultimately they may need
additional share capital. The Statc may have a role so it is prudent to
engage in appropriatc contingency planning to have a State supported
capitalisation process prepared.

3. It mnay that amalgamations of some institutions could be required, with
State support, in sne instances,

4. Mr Maurice O°Connell is reviewing the role of the NPRF for the future,s
mcluding in relation to the cxtent to which the Minister might give policy
directions, and whether it is appropriate to continue to invest cach ycar.
The Fund could ultiinately be the investor in the banks,

5. The Minister’s key concem is to ensure that Irish banks arc sound and
viable while also being in a position to meet the banking nceds of both
individuals and businesses and at the sane time retain the confidence of
the money markets. Currently there is a loss of confidence alfecting
dewnand for loans. But there is also evidence that banks are imposing much
tighter lending criteria. They need to get the balance right.

Impact of the Guarantee Scheme
The Guarantee announced on 30 Septemmber achieved its aim in stabilising the
liquidity position of the covered institutions, but it has not given rise to any large net

new sources of funding and the liquidity position of the banks is now at or about its
late June position.

The share prices of the domestic banks are now circa 90% off their peak of 20 months
ago, a mnarkedly greater fall than in the case of a number of banks internationally, e.g.
Banco Santander -53%, BNP Paribas -37% and HSBC -26%. Sharc prices have
continued to fall sharply over the four weeks since the guarantee announcement of 30
September, and are typically down 40% in that four week period. {Table attached as
appendix 1). In addition, Credit Delault Swaps (CDS) rates for Irish banks reinain
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very high, suggesting that the markets are still very unsure about the long term future
ofthe banks, in their current shape.

Market sentiment remains finnly negative on the Irish financials, with many investors
holding the view that their profitability will fall dramatically as they absorb impaired
leans and as the downturn bites further, This will directly impact earnings, but will
also feed through to balance sheets as the expected scale of losses eats into capital
reserves. Investors see relatively little prospect of dividends in the coming years and
the prospect of equity stakes being diluted as fresh capital is raised. The real risk is
that share price falls will trigger further concerns about Irish banks and that, despite
the guarantee, liquidity issues will come back. The persistent lack of confidence in
the Irish financial sector is a very significant issue.

Order Naming Covered Institutions

The order designating the first group of banks and building societies to participate in
the Credit Institutions (Financial Support) Scheme 2008 was made on Friday 24
October, 2008, The covered institutions (subsidiaries and parents) have each executed
a Guarantee Acceptance Deed as specified by the Minister, whereby they have
undertaken to comply with the tenns of the Guarantee Scheme and have given an
irrevocable indemnity to the Minister,

Five subsidiary banks had sought to be included under the Guarantee scheine and the
intention that they would be included was announced by press release on 9 October,
2008, At this stage, Halifax Bank of Scotland (HBOS) has annouanced it will not now
join the scheme and two others (First Active and Ulster Bank) have indicated they
may not join the scheme. Contacts are being maintained, but it is unelear how the
HBOS decision will in{luence the others.

A significant munber of institutions not covered by the guarantee have sought such
coverage (¢.g. cenain IFSC finns, certain credit unions, centain lending companies).
We are not recomunending extension to these types of finns as there are trillions of
Euro at stake which are beyend the capacity of the Irish State to guarantee. In any
event these institutions <o not pose a direct systemic threat 1o Irish banking,

Next Steps

The Minister considers that while the Guarantee Scheme has reseolved immediate
liquiclity issues, it 18 important that the banks take immediate action to plan and work
to meet their capital needs. In this regard, the development of restructuring plans is a
condition of their participation in the guarantee scheme and this will be a priority
focus of the infonnation and monitoring processes under the Scheme.

The Minister would ideally like the banks to address their own capital neceds.
However the Minister believes it 1s necessary to consider, on a contingency basis,
steps that would be necessary to allow a State capital provision in the event the banks
are unable to secure adequate capital from the market. The steps to be considered

include how State capital could be provided either dircetly through the NPRF or
otherwise.
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In this regard the Govermnent might like to note that the Minister has requested Mr.
Maurice O’ Connell (former Governor of the Central Bank) to prepare a report on the
appropriate role of the NPRF in the future. This will include consideration of the
extent to which the Minister for Finance can give directions to the NPRF based on
policy considerations and the extent to which contributions should continue to be

made annually in cash terms or whether contributions might be given in kind {eg
shares})

Summary

The Guarantee has achieved its objective of stabilising the liquidity position of the
Irish financial institutions, The share prices of the Irish banks have continued to fali.
This reflects investor belief that the likcly write downs on impaired loans will
eliminate profitability and threaten reserves to an extent that capitalisation will have
to be addressed. The Minister believes that banks should first look to markets for any
required capital. It is prudent to for the State to engage in appropriate contingency
planning to have a State supported capitalisation process prepared.
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Appendix 1

Share price changes for quoted Irish {inanciat institutions over the twenty

months to Qctober 2008 (i.e. fall sincc peak of linancial share prices generally)

BOI AlB IPM ANGL ANGL
Prica BOl%A | Price | AIB%A Price IPM %A Price %A
Today 1.47 - 330 - 212 - 1.28 -
2w 2.35 -37.4 3.20 +3.1 4.00 -47.0 2.12 -39.6
30/08/2008 3.85 -62.8 5.90 -44 1 4.85 -56.3 3.84 -66.7
29109/2008 3.27 -55.0 5.00 -34.0 357 -40.6 2.30 -44.3
Im 501 -70.7 7.40 -55.4 4.60 -53.9 5.36 -78.1
20m
{peak} 18.65 -92.1 23.50 -86.0 22.80 -90.7 16.12 -92.1
DOF01B01 210

DOF02813-004



Lonergan, Ciara

From: Baldock, Henrietta (IBK EMEA) [henrietta baldock@ml.com]

Sent: 29 September 2008 18:43 3
To: Cardiff, Kevin

Subject: RE: in meet with taoiseach - need note on pros and cons of guarantee a sap
Attachments: ML Memo 28 9 08 v8 . doc

= ]

ML Memo 28 9 08

v8.doc ‘
This 1s the entire note.

Regards

Henrietta

————— Original Message-----

"rom: Cardiff, Kevin [mailto:Kevin.Cardiff@finance.gov.ie]

Sent: 29 September 2008 18:37

To: Baldock, Henrietta (IBK EMEA)

Subject: in meet with taoiseach - need note on pros and cons of guarantee a sap

BEIEEE TSttt sshanshanhdaanthiARRbRRERRARARRRSRRAAAAR AR AR S RS
Attention: '
This e-mail message is privileged and confidential. If you are not the
intended recipient please delete the message and notify the sender.
Any views or opinions presented are solely those of the author.

This email was scanned by MailMarshal and has been certified

virus free with the pattern file currently in use. This however cannot
guarantee

that it does not contalin malicious content.

eSS S eSS RS EEREEES TR RS

This message w/attachments (message) may be privileged, confidential or proprietary,
and if you are not an intended recipient, please notify the sender, do not use or

_ /Sshare it and delete it. Unless specifically indicated, this message is not an offer to
sell or a solicitation of any investment products or other financial product or
service, an official confirmation of any transaction, or an official statement of
Merrill Lynch. Subject to applicable law, Merrill Lynch may monitor, review and retain
e-communications (EC) traveling through its networks/systems. The laws of the country
of each sender/recipient may impact the handling of EC, and EC may be archived,
supervised and produced in countries other than the country in which you are located.
This message cannot be guaranteed to be secure or error-free. This message 1s subject
to terms available at the following link: http://www.ml.com/e-communications terms/.
By messaging with Merrill Lynch you consent to the foregoing. N
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Sunday 28" September

Memorandum from Merrill Lynch

1) Introduction

The Department of Finance and NTMA have been working with the Financial
Regulator and the Central Bank of [reland to establish the current liquidity and
financial position of the Irish banking sector. They have appointed PwC accountants
to investigate the liquidity position and asset quality of the loan books of lrish
Nationwide Building Society (“Irish Nationwide™), Anglo Irish Bank (“Anglo™) and
Irish Life & Permanent. They engaged Merrill Lynch on 24 September to advise on
the liquidity and strategic options available to the Government and Arthur Cox to
advise on legal aspects. This is the nitial report of Mermrill Lynch based on
nformation as at 6pm on Sunday 28" September

The analysis has been undertaken in a short period of time and is based only on
information from and conversations with the three institutions. The implications for
the broader financial sector have also been considered as well as the impact on Ireland
as a financial centre and as a sovereign issuer

The markets on a global basis are witnessing unprecedented levels of volatility. [n the
past two weeks many major financial institutions have either filed for bankruptey
{Lehman, Wamu, Roskilde) or have had to be rescued by either the state (Fannie,
Freddie, AIG) or acquired by a rival (HBOS, Alliance & Leicester). Libor levels have,
in the past week, risen to highs not seen since 1992 with banks choosing to hoard cash
or deposit it with central banks. The Bank of Ergland last Thursday was holding £6bn
of bank deposits against a long term average of around £lbn. Much of the
Commercial Paper market (circa 90%) is currently rolling overnight. The Irish
financial sector 1s experiencing extreme difficulties with wholesale market access all
but non existent. Even post the quarter end (30 September 2008) we feel this is
unlikely to improve in the contex! of a worsening macro economic environment and a
general backdrop of deteriorating asset quality

While Irish banks have not had the same exposure as other banks to structured credit
and US mongage/real estate risks, their loan assets are concentrated in residential and
commercial property where asset values have been falling and are expected to
continue to fall as the international economy contracts The liquidity issues facing
frish banks are compounded by investor concerns with regard to the high
concentration of commercial property risk in their respective asset portfolios

The three institutions where these liquidity issues have been most pronounced have
been lrish Nationwide, Anglo [rish Bank and Irish Life & Permanent. AIB, Bank of
Ireland and EBS, while experiencing reduced access to liquidity continue to have
access to wholesale funding (for example with the ECB) and do not have such acute
near-term liquidity issues based on the information provided to the Financial
Regulator, EBS as a smaller institution is likely to be more vuinerable as time goes on.
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It is important to stress that at present, liquidity concerns aside; all of the Irish banks
are profitable and well capitalised. However, liquidity for some could run out in days
rather than weeks. Anglo I[rish has recently approached the Central Bank with a
proposal to create a new funding facility that the Central Bank would accept
commercial mortgage assets in return for cash. Anglo are rapidly approaching the
point where they have exhausted all possible sources of hquidity available via the
market or their ECB eligible collateral is close to being fully utilised..

This memo sets out the strategic options available to the Government. There is no
right or wrong answer and the situation is very fluid with financial institutions
experiencing difficulty and being supported by governments on a daily basis.
Preserving fiexibility is key and the solution may be different for each institution
The important issue is for the Government to preserve the stability of the Irish
financial system overall and to safeguard the interests of individual bank custemers (o
avoid widespread panic. That said, there is a limit on the financial resources available
to the Government and there may be a need to preserve firepower as events unfold.
The implications of each option in terms of whether it constitutes State Aid also needs
to be carefully considered.

It is clear that certain lowly rated monoline banking models around the world, where
there is concentration on a single asset class (such as commercial property) arc likely
to be unviable as wholesale markets stay closed to them. This has inevitably had an
impact on our conclusions and we believe it is important to act quickly to deal with
these institutions to avoid a systemic issue.

2) Summary description of the reviewed institutions
Further information is contained in Appendix A
Irish Nationwide Building Society

INBS is primarily a retail deposit funded, commercial property lender with a
relatively small residential mortgage book of just over €2 billon. The assct quality of
the commercial loan book is regarded as being generally good. However there are
concerns cver the influence of the Chief Executive. Based on their own management
projections, INBS have liquidity sufficient to meet their needs for around one to two
months depending on the level of withdrawals. [n the extreme stress case analysis the
total writeoffs including loss of interest income would just deplete most of INBS
reserves of €1.8 billon,

Anglo Irish Bank

Anglo is a commercial property lender with loan assets of Eur 72bn. Only 3% of the
loan book is currently regarded as impaired by Anglo management however falling
property prices are likely to impact their book particularly where they have lent on
speculative development. If one was to apply the INBS stress case scenario the
writeoffs would deplete ordinary shareholders and other lower category subordinated
debt by €7.5 billon. The main issue for Anglo is a pressing need for liquidity as a
result of a sustained outflow of corporate deposits and overnight funding being
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unevailable to banks of their credit raung. Based on current market conditions,
management 1§ projcctm%’ a funding deficit of €0.1bn on Tuesday 30" September
zrowing to €4.9bn by 24" October. On Friday 26 September Anglo have formally

recuested a short term liquidity advance of €1.7bn from the Central Bank for the end
of :he month.

{rish Life and Permanent

{L &P is a bancassurer with a leading life insurance company and a retail bank focused
on aroviding residential mortgages. The asset quality is good but IL&P rely heavily
on wholesale funding and are approaching the limit of their eligible collateral at the
ECB. Under a “worst case” scenario, where interbank cannot be rolled and corporate
deposits are withdrawn upon maturity whilst retail deposits remain flat, Irish Life &
Permanent would have a negative net cash position of €2, 1bn by 9™ October 2008,

3) Strategic options

Tz straegic objective Is to address the immediate liquidity issues of the three
institutions and allow the situation to unfold. Given current instability in financial
merkets this could happen quite quickly and there could be a need to implement a
combination of the options below. All solutions require financial resources from the
Covernment and could add pressure to the sovereign credil rating and the borrowing
¢asts of the Irish Government

whilst we set out the various strategic options within this memo, we have also fully
considered, and ultimately discounted, one additional outcome - allowing an Irish
tenk o fail and go into hiquidation withou any government intervention. Whilst this
cption would initally have no financial impact to the government, the resulting shock
to the wider Irish banking system could, in our view, be very damaging The ensuing
‘firesale’ of assets could precipitate dramatic asset deflation and hence force other
irish banks to take significant write downs on their own asset portfolios thus depleting
their capital positions. The significant volatility 1o the equity and capital markets that
~ould likely follow would mean access to any form of new capital for Irish banks
would be severely restricted for a protracted period. Therefore, in order to minimise
he impact of any bank failure on the rest of the broadly sound domestic financial
institutions, we strongly advocate a more controlled interventionist approach.

(a) Immediate Liquidity Provision

The short-term liquidity issues for the banks need to be immediately addressed, most
notably at Anglo which may have a net deficit as early as Tuesday 30 September. The
wholesale markets are closed and the three banks have limited access to the ECB
facility as self originated commercial property assets are not accepted as collateral and
Irish Life & Permanent is reaching the limit of its available eligible collateral. If the
“CB were to change this stance and accept a broader type of collateral then arguably
‘here would be no need for the Central Bank to offer any additional liquidity.

If that 1s not the case, the Central Bank should be prepared to provide auxiliary
overnight liquidity facilities at a penal interest rate to the banks that request it. There
is then the question of whether this becomes known to the market. We believe it
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could be sensible to let it be known that the Central Bank has been asked to provide
additional liquidity to certain financial institutions so that debt and equity investors do
not criticise the Government if/when further State intervention needs to take place, in
particular if equity is acquired in the institutions for zero value. Taking the worst case
scenarios of each bank we estimate there could be an immediate funding requirement
of €5bn.

(b) State protective custody

The additional liquidity provided would allow Anglo and Irish Nationwide to offset
any continuing deposit outflows with liquid assets. However, even if markets stabilise
both institutions are likely to find it hard to fund themselves independently and the
penal interest rate if they use the Special Liquidity Scheme (outlined below) will
deteriorate their earnings. For that reason and to avoid systemic risk, the Government
should make preparations for State intervention in either or both mstitutions, once it
becomes evident to the market that they need to intervene, This could occur over a
very short period of time 1.e. within days, but at the point at which it occurs it will not
be a surprise to debt or equity investors as knowledge of the institution’s financial
position will be obvious and they should expect such intervention in the absence of a
private sector solution. Al Anglo the majority of equity and debt investors are lrish,
UK and US institutional holders, but there are significant retail niterests including a
major shareholding by Sean Quinn.

Irish Nationwide and Anglo either together or separately could be taken nto State
custody using either (i) common equity and/or (ii) a preferred plus warrants
investment akin to the one used in the Freddie Mac and Fannie Mae situation.

A State guarantee would be given to all depositors and senior creditors as well as
dated subordinated debt holders (given the crossover between these two holders)
which would again send a strong implicit message to the investor commumity that this
level of protection would be afforded to all other Irish banks. The business wot
run off with no new loans extended and it would be logical o use this entity for the

base for the “Bad bank™ in Option (d) below. Equity holders and undated junior
subordinated debt holders would receive nothing providing a capital cushion of €14
billion in the case of Irish Nationwide and €7.5 bn in the case of Anglo !t 1s
important that all other creditors are reimbursed to avoid a contagion effect with the
other Irish banks that continue to raise capital in the senior and suberdimated debt
markets.

be

The investment by State can be in the form of preferred instrument and/or common
equity. [n either case the Government will own and control the bank and its decision
making. The advantage of the preferred investment 1s that it establishes a clear
priority ranking for the government's investment over shareholders, the existing
preferred investors, and undated subordinated debt holders. The preferred effectively
leaves the shares outstanding, would still require the government to hold public
shareholder meetings as well as file regular statements. This may be considered
impractical. If the Government were to take over the equity in its entirety there would
be no need to report on an ongoing basis and hold any AGMs
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Lonergan, Ciara

From: Halpin Brian [Brian.Halpin@centralbank.ie]
Sent: 29 September 2008 20:57

To: Beausang, William

Subject: FW: Update on 4 banks

WILLIAM. Forgive format but this is our best information this evening. Brian

>
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————— Original Message-----
From: Maher Michael
Sent: 29 September 2008 15:40
To: Grimes Tony; Halpin Brian; O'Hara Robert
Subject: FW: Update on 4 banks

Update on IL&P and Anglo

IL&P

Currently 0.5 billion short due to net outflows of 1.1 billion Plan to
lower reserve requirement by 300m and draw 200m/300m on MLF Lost all
interbank ( 586m ) Lost 0.225 billion on corporate deposits (1.5
billion of 1.7 billion rolled) Lost 0.26 billion from maturing CP/CD
Down 100 million on O/n TAF

Anglo

Currently 1.6 billion short. Plan to lower reserve requirement by 600m
and borrow 0.9 billion on MLF Lost 1.1 billion of corporates Interbank
repo down 1.1 billion

0.2 on maturing CP

0.2 lower on o/n TAF

————— Original Message-----
From: Maher Michael
Sent: 29 September 2008 11:53
To: Grimes Tony; Halpin Brian; O'Hara Robert
Subject: Update on 4 banks

AIB

No activity in Interbank this morning

They had squared most of today's positions on Friday Highlighted large
w/e deposit with ECB 28.1 billion and MLF of 6.8 billion as further
evidence of crisis Glitner bank nationalised this morning Happy to see
5 week ECB operation. Difficult to know what rate(s) they should bid

BoI

Interbank market closed this morning as no one knows who could be next
to fail

0.5 billion of CP and central bank deposits maturing today Still have
13/14 billion deposits rolling. These are o/n and call accounts Happy
to see 5 week ECB operation. Difficult to know what rate(s) they
should bid

Anglo

Short on day due to interbank (0.5) and corporate deposit (3.5
billion) rolling,1.2 billion of euros maturing in o/n TAF and 0.2 of
CP maturing Were long (0.8 billion) on reserve requirement over
weekend which can be used against short position Got 1 billion of
euros this morning in o/n TAF Expect to lose 0.1 billion retail
Worried about Wachovia as it clears their $ trades Happy to see 5 week
ECB operation. Trying to access available collateral.Difficult to know
what rate(s) they should bid

IL&P
Short 2 billion at opening
Were long (0.7 billion) on reserve requirement over weekend which can
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be used against short position Have 500m of euro matruing in O/N TAF

and got 400m in today's o/n Corporate deposits rolling of 1.7 billion
Interbank rolling of 0.5 CP maturing of 0.2 Expect to bid for 5 week

money with a number of bids between 4.6% and 4.90% (Market currently
at 5%)

VVVVVY Yy
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This e-mail is from the Central Bank and Financial Services Authority of Ireland. The
e-mail and any attachments transmitted with it are confidential and privileged and
intended solely for the use of the individual or organization to whom they are
addressed.

Any unauthorised dissemination, distribution or copying, direct or indirect, of this
e-mail and any attachments is strictly prohibited. If you have received this e-mail

in error, please notify the sender and delete the material from your system.
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z

Tagann an riomhphost seo & Bhanc Ceannais agus Udards Seirbhisi Airgeadais na
hEireann. T& an riomhphost, agus aon iatdn a ghabhann leis, faoi rGn agus faoi
phribhléid agus ceaptha d’ aontoisc le haghaidh usdide an té né na heagraiochta chun a
ndireofar iad.

T4 dianchosc ar chraobhscacileadh, ar dhaileadh nd ar chbéipedil neamhtGdaraithe ar
bith, direach né indireach, an riomhphoist seo né aon iatan a ghabhann leis. M& t& an
riomhphost seo faighte agat tri dhearmad, cuir an seoltdir ar an eolas agus scrios an

t-&dbhar & do chéras le do thoil.
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ECO/EDR(2008)5

Fiscal policy should adapt to lower revenue growth

| 39,
pubhc spending in the OECD, owing to the mpld expansmn in revenues (Chapter 4). The general
government account has been close to balance or in sutplus since 1995 and public debt has become very
low (Figure 1.11). The level of public savings (current revenue minus current expenditure) was one of the

highest in the OECD and this has left ample room to fund longer-term capital investment Around 4% of

(9]
Zz
=
-y
= o
@,
=)
=
L7
B
-]
=
=)
-
=)
1]
ES
5
g
a
2
a
-t
g
L1
w
=
[=9
2
-
[v]
=
=
=
=
Lo
©
o
@
"o
@
W
"l
—_
©
E
—_
(-4
&
=]
=
Z.
=
'U
G
b=}
=
N
=1
B
m

pension reserve fund in order 1o partly pre-fund future pension IIablhtlES,

[ 30" U

consider these issues, as well as others such as the financing of local government and a carbon tax.

Al Spending growth is planned to slow in the commg years but will continue to be fairly rapid in
2008, Imp]emcntatlon of the NDP and infrastructure investment has been given priority and fiscal plans
remain prudent overall. However, it is important to avoid locking in generous long-term sacial expenditure |
and public sector wage commitments at this point of the revenue cycle.

Figure 1.11. Fiscal performance has weakened
General government sector

JPN USA FRA GBR SWE WL ESP NI

1. QECD estimates; current revenue less currenl expendilure. Ireland in per cent of GNI, Oufiook prajections for
Ireland updated to include Yater information on the fiscal position.
c Source: OECD {2007}, Econornic Qutfook 82 database and OECD cakulations.
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publzc services rather than being absorbed in wages and prices. The second Public Sector Benchmarking
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The fiscal position was strong i in the years up to 2006, desplte one of the largest increases in .:L'-""

‘Revenue growlh howevcr. s]owcd sharply in 2007 and Ih(, fi sca] ba]ance feil 10 around 0.6% of / ¥

ehmmated where these cannot be shown to be effective. A Tax Commission has been cstabiished to '

With revenuc growth hkcly to be consirained over, the next few years, the public sector will need} .

it is important that additional expcnchrure leads to increased volume and quality of ‘
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THEME: C3

Appropriateness and effectiveness of the
Department of Finance actions during crisis

LINE OF INQUIRY: C3c

Effectiveness of reviews of banks’ loan books
and capital adequacy
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Section 2 - Executive Summary

Draft: Strictly Confidential - Price Sensitive Information

The assessment of loan loss provisions is difficult especially as previous economic
downturns are not necessarily a guide to the present. IFRS impairment provisioning is
prescriptive resulting in recognition lags and an expectation gap.

* There are a number of factors which make it difficult for banks to
reliably assess the level of loan loss provisions required at present
as set out below.

* Ireland and the UK have experienced benign credit conditions for
the past 10 years which means there is no recent data on the
impact of economic deterioration on loan impairment. Arguably,
historic data from previous downturns is not relevant because it
relates to a time when the scale and structure of the Irish economy
were completely different, for example, Ireland had its own
currency and interest rate and environment in the early 1990’s but
is now euro zone member.

» The level of deterioration has been triggered in part by a level of
global financial turmoil that has never been experienced before
and was unanticipated. Governments are working hard to stabilise
the position and restore economic growth as quickly as possible.
However, there are many variables to be considered resulting in a
wide range of potential outcomes.

* IFRS provisioning is based on “incurred impairment”. Incurred
impairment is based on identified specific impairment factors (for
example, loans overdue by 90 days) and statistically defined
incurred but not reported (identified) impairment. There is an
inherent lag between economic factors that indicate that loan
losses will occur (for example, decline in property values, interest
rate changes, unemployment etc.) and specific impairment factors
which will crystallise the booking of a specific impairment
provision.

Project Atlas Il Volume 1 « Overview Working Draft: Contents not for release

IFRS requires that internal models are adjusted where the past is
no longer a reliable guide to the present in respect of the levels of
impairment. However, it is very difficult to do this as both the
timing and extent to which actual impairment can be correlated to a
change in the external economic indicators cannot be calculated
reliably. This lag process also gives rise to an expectation gap as
to the timing of booking of impairment provisions, particularly, as
regards some market commentators and the media.

The areas where impairment provisions and expected losses are
beginning to manifest themselves are in development land banks,
residential development and to a lesser extent commercial real
estate development. The impact on other sectors will be slower
and more linked to general economic trends, that is, impairment
provisions will tend to be recognised through 2009 and 2010 and
later years if the economic downturn continues.




Section 2 - Executive Summary

Draft: Strictly Confidential - Price Sensitive Information

There are different business models and approaches and credit management criteria
adopted by the 6 Institutions which means there are different attitudes to interest roll up,
refinancing and security (1 of 2)

Area

Interest roll up

Refinancing unencumbered
assets

Promoter capital

Use of own resources

Grading of borrowers

Comment

Most of the Banks provide interest roll up facilities, in particular, when providing development facilities. The extent to
which interest roll up is permitted in any case is determined by policy limits, including the strength of the individual
client, other cash flows and security and underlying asset values. The Bank’s indicated that interest roll up is
continually assessed by relevant lending and risk management. In some cases interest roll up may be extended where
deemed appropriate, for example, as underlying asset values increase or to reflect the strength of a borrower or as
part of a restructuring. This would be consistent with our sample reviews of the larger loans, particularly longer term
Irish development land plays in some banks (Anglo and INBS in particular). In other cases IRU is ended after a
specified time period (AIB), although there may be exceptions, and steps are taken to have cash repayment. Interest
roll up and capitalisation is permitted under IFRS.

Some banks had a policy of advancing further funds against unencumbered assets to provide borrowers with funds to
meet shortfalls in cash interest or capital repayments and thereby maintain compliance with facility terms.

During our review we noted a higher level of promoter equity invested in projects in some banks (AIB) when compared
to others, for example, Anglo. This gives greater degree of comfort in such cases because there should be a larger
cushion before provisioning arises.

In a number of cases we observed that shortfalls in cash interest or capital repayments are being made up out of the
borrower’s other resources. In the event there is a prolonged economic downturn or inability to realise assets such
borrowers could end up in a default position in the next few years. This could drive another round of impairment
provisioning.

The different banks use different grading systems. As a result grades are not necessarily directly comparable between
the Banks. However, we noted cases were grades for the same borrower appear to differ between Banks. It should
be noted that there may be genuine reasons for such differences in some cases.
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Section 2 - Executive Summary Draft: Strictly Confidential - Price Sensitive Information

There are different business models and approaches and credit management criteria
adopted by the 6 Institutions which means there are different attitudes to interest roll up,
refinancing and security (2 of 2)

Area Comment

Impairments We noted cases were there were impairment provisions against a borrower in one institution but not in others. This
could be attributed to a harsher view being taken in some cases.

Collateral differences The Banks take different approaches to loan security with cross collateralisation and recourse to personal guarantees
being favoured by Anglo as against ‘ring fenced’ security packages being used by other lenders. It should be noted
that a variety of approaches to security are taken by all lenders with all taking what they consider to be appropriate
security at the time loans are issued. We noted no evidence of any of them having problems enforcing security in
recent years, however, this can be attributed to a more benign economic environment.
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Section 2.1 - Capital and Stress Scenarios

Draft: Strictly Confidential - Price Sensitive Information

The latest available capital information for the Banks shows current core Tier 1 ratios
ranging from 5.9% (Anglo) to 8.6% (INBS) as at 30 September 2008 before any stress
testing or scenario analysis

Capital and RWA

AB BOI Anglo INBS ILP EBS
€in millions Sep-08  Sep-08 Sep-08 Sep-08 Sep-08 Sep-08
Tier 1 Capital 10,642 10,142 7,202 1,364 1,955 818
Non core 2,092 2,833 2,139 - - -
Core Tier 1 8,550 7,309 5,063 1,364 1,955 818
Tier 2 Capital 4,108 4,088 3,123 471 - 255
Total Capital 14,750 14,230 10,325 1,835 1,955 1,073
Risk Weighted Assets 141,883 116,179 85,853 15812 19,426 9,791
Tier 1 Ratio 75% 8.7% 8.4% 8.6%  10.1% 8.4%
Core Tier 1 Ratio 6.0% 6.3% 5.9% 8.6%  10.1% 8.4%
Total Capital Ratio 10.4%  12.2%  12.0%  11.6%  10.1%  11.0%

Source: Management information
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e The table opposite sets out the Banks’ estimated capital ratios
and risk weighted assets at the 30 September 2008.

e Core Tier 1 ratios vary from 5.9% (Anglo) to 8.6% (INBS).




Section 2.1 - Capital and Stress Scenarios Draft: Strictly Confidential - Price Sensitive Information

PwC scenario analysis is based on a number of assumptions and, other than INBS, has
not been reviewed by management in the Institutions. This scenario analysis is not our
assessment of likely losses but is to illustrate sensitivity to increased levels of losses.

Scenario Analysis * On the following pages, in addition to management’s assessment of worse case
scenarios we have included estimates of loan losses based on PwC Scenario 1

Impairment bps ) ) e ;
set out in the table opposite. Note that this is not our assessment of the likely

Loan Category Scenl Scen?z2 . . . o N
Residential Morgages 5 5 losses but is fpr illustrative purposes only to show the sensitivity of the Institutions
RIPS 120 120 to losses of this quantum.
Commercial / Corporate _ o 150 125« Except for INBS, the Banks have not seen these loan loss impairment charges.
Developmentland without planning permission 1,000 1,500 INBS management believe the PwC scenarios to be unrealistic.
Development land with planning permission 600 1,000
Consumer lending unsecured (incl credit cards) 300 300 » There were a number of assumptions made in allocating the balances to the
Consumer lending secured 150 100 categories opposite. These assumptions and the calculations have not been
reviewed by management in the Banks (other than INBS who completed the
Source: Pw C scenario calculations themselves) and may therefore include misclassifications which
This change has only a €7.5 million would therefore impact, potentially significantly, the estimated impairment
impact in the scenarios below. charges. In addition, the charge is on the gross balance as information was not

available in all cases to allocate impairment provisions to each category of loan.

Losses and bps - PwC Scenarios «  The table opposite sets out:

Institution’s Loss ~ PwC Scenario  PwC Scenario — The loss for each institution based on their most severe stress scenario.
Scenario (2009) 1 2 These stresses were completed on different bases and at different times and
€ in millions Loss _ bps Loss bps  Loss bps are not therefore directly comparable; and
'SIOBI i:ggg igcz) gégg izg g:gg; igj — A summary of the application of PwC’s Scenarios 1 and 2 to the Institutions’
Anglo 1,450 200 2255 303 2080 401 forecast loans to customers.
ILP 52 13 316 76 320 77 + AIB and Anglo have more significant development exposures and are therefore
EBS 19 13 105 62 125 74 more severely impacted by the PwC development land loss scenarios.
NBS 138 2 387 %46 NA_NA The move from PwC Scenario 1 to Scenario 2 is driven by impairment increases
Source: Pw C Analysis of €907 million on development land without planning permission and €1,592
million in relation to development land. This is offset by reductions of €446 million
The impact on RIPs of a 20 bps change in the sensitivity is circa €92.2 million. from commercial / corporate and €7.5 million on unsecured consumer lending.
For Commercial / Corporate the impact of a 25 bps change in the sensitivity is
€453.5 million. Note that this does not include INBS. * The impairment charges in bps are greater than historic peaks.

The information above should be read in conjunction with the paragraph

Project Atlas Il Volume 1 « Overview Working Draft: Contents not for release 82 on prospective financial information in the scope and process section.




Section 2.1 - Capital and Stress Scenarios

Draft: Strictly Confidential - Price Sensitive Information

Assumptions in relation to future capital scenarios are based on different approaches to
estimating RWAs and capital, the impact of AIB’s approach is harsher than the Bol and
Anglo own “worst case” scenarios. The difference cannot be estimated accurately.

Assumption

Loan Growth

Risk Weighted Assets

Guarantee cost

Capital raising/ retention

Accounting losses greater than
expected losses

AlIB

€1.2 billion of net additional loans
assumed in FY10

RWA to grow by €22.8 billion from 31
December 2008 to 2011 due to a one
grade ratings downgrade of entire
IRB book; two grades for property
loans. This applies to 61% of book.

Estimate of cost included

No capital raising assumed in period
to 2010

Expected losses in excess of
accounting impairment provisions on
IRB book are deducted from
regulatory capital. Any excess
accounting impairment can be added
back but is not estimable, however, it
should be positive for AIB.

Project Atlas Il Volume 1 « Overview Working Draft: Contents not for release

Bol

No loan growth assumed in period
2009 to 2011

RWA to grow by €3.6 billion from 31
March 2009 to 2011. This is less
than AIB which is in partially
attributable to a larger mortgage
book and a smaller land and
development loan book.

Estimate of cost included

€600 million of non core Tier 1
capital callable in 2011 is assumed to
be replaced

Expected losses in excess of
accounting impairment provisions on
IRB book are deducted from
regulatory capital. Any excess
accounting impairment can be added
back but is not estimable, however, it
should be positive for Bol.

Anglo

No loan growth assumed in period
2008 to 2010

RWA assumed to stay constant from
2008 to 2009 and 2010 subject to
deductions for loan losses

Estimate of cost not included. Every
€25 million of cost has a 3bps impact
on core Tier 1 capital.

No capital raising assumed in period
to 2010

Anglo adopts the standardised
approach to the entire book.




Section 2.1 - Capital and Stress Scenarios Draft: Strictly Confidential - Price Sensitive Information

Assumptions used in calculating capital scenarios omit factors which could materially
impact the calculation of capital ratios. PwC have adjusted Anglo’s opening position for
increased impairment provisions arising from the completion of the year end accounts.

Assumption Comment

Expected losses Expected losses have not been adjusted to reflect the deterioration implied by the increased impairment losses built
into the PwC scenarios as we are not in a position to calculate these effects. No benefit has been given to AIB or Bol
for expected losses in excess of accounting impairments which have been taken off AIB or Bol’s worst case capital
position. Where accounting impairment exceeds expected losses there is a potential add back to capital. As we have
not been able to calculate the impact of the PwC scenarios on expected losses we cannot estimate the impact of any
potential add back which is also subject to regulatory approval.

Impairment losses and RWA It has been assumed loan impairment losses will have a one for one impact on RWA. This will not be the case, in
particular, for IRB assessed loans.

Anglo opening position The base capital position for Anglo was calculated prior to the finalisation of the 30 September 2008 financial
statements which are still open. There has been a subsequent reduction of circa €600 million in core Tier 1 capital
due to increases in impairment provisions since the date the capital scenarios were prepared.

Taxation We have deducted the estimated impact of tax when adjusting capital for additional impairment provisions coming from
PwC'’s Scenario 1. In relation to the Banks’ own estimates only INBS have taken credit for the benefit of the tax
allowable element of impairment charges.

Capital management options We have not taken into account possible management actions to improve capital ratios in any of the Banks, for
example, possible sale of M&T by AIB.
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Section 2.1 - Capital and Stress Scenarios Draft: Strictly Confidential - Price Sensitive Information

Core capital falls from 5.9% in FY08 to 5.6% in FY10 in AIB’s worst case scenario and
falls to 4.2% in 2010 under the PwC scenario; this improves to 4.9% core Tier 1 (Tier 1:
6.4%) when AIB’s RWA are “normalised” to the Bol/Anglo RWA basis

AIB Profitability and "Worst case" Impairment » AIB prepared 2 stress scenarios for profitability and impairment charges. The worst
case is set out opposite. This stress scenario forecasts retained earnings before tax

€ millions 2008 2009 2010 and impairments of €2.1 billion for both FY09 and FY10 or consistent with FY08.

:?f;aa'::;ii? mings before Impairments iég; ;gig igig e The increase in impairment charges is assu_med to take place_z primarily in FY09. The

Retained earnings 1,070 20 820 guantum of the charge was a management judgement. The impairment charge

Impairment charge in bps - e 93 increases from €11 billion (8Q bps) in FYO08, to €2.0 billion (152 bps) in FY09 before

: : falling to €1.2 billion (93 bps) in FY10.

Capital Ratios

Core Tier 1 5.9% 5.5% 56% | e« AIB have circa 61% of their book on IRB with the remaining 39% Standardised for

Tier 1 7.4% 7.0% 7.0% capital purposes. AlB’s 2 scenarios were based only on the IRB portfolio.

Source: Vanagement PFi * The worst case stress test assumed that all IRB loans went down by 1 grade over the

period to FY11 with all property loans moving down 3 grades. These downgrades

PwC Scenario Analysis - lllustrative Only were used to calculate expected losses. Capital was reduced where the expected

€ millions 2008 2009 2010 losses exceeded the accounting impairment relating to the IRB loans.

Retained earnings before impairments 2,127 2,060 2,060 * Whilst the stress of the IRB portfolio did not impact 39% of the loan book,

PwC Impairment 1057 3203 3203 management felt that the quantum of the charge in their scenarios was appropriate

Retained earnings * 1070 (1.143) (1.143) and that no further stress was therefore necessary.

Impairment charge in bps 80 233 233« Core Tier 1 capital in the stress scenario is forecast to reduce from 5.9% in FY08 to

Difference from management "w orst" case - (1163) (1,963 5.5% in FY09 and recover to 5.6% in FY10.

Capital Ratios - Regulator's Request » The PwC loan loss scenario 1 would reduce retained earnings (pre tax) by a further

Core Tier 1 5.9% 4.9% 4.2% €1.2 billion in FY09 and €2.0 billion in FY10 and increase impairment charges from

e d LS SA 2800 80 bps (FY08) to 233 bps (FY09 and FY10).

Capital Ratios - Bol/Anglo Basis

Core Tier 1 6.1% 5.4% a9% [ « AIB's RWA are forecast to increase more strongly than Bol or Anglo with an increase

Tier 1 7.6% 7.0% 6.4% of €22.8 billion from 2008 to 2010 due to the aggressive IRB grade reduction noted

* Note that the impact of the additional levels of losses on tax has not been adjusted above. To “normalise” thI.S we have estimated AIB's Capltal ranps on a similar basis

in the AIB worst case scenario to Bol and Anglo by keeping RWA steady at the 2008 level subject to loan loss
deductions. This improves AIB’s capital ratios by circa 60 bps with a Core Tier 1

Source: Management PFl and Pw C lllustrative scenario analysis ratio of 4.9% estimated on this basis for 2010. (See lower box opposite.)

The information above should be read in conjunction with the paragraph
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Section 2.1 - Capital and Stress Scenarios Draft: Strictly Confidential - Price Sensitive Information

Bol has estimated a stressed loan loss scenario which indicates losses of 100 bps for
FY10 and FY11. Core Tier 1 increases from 6.3% in FY09 to 6.6% in FY11 in Bol’s
worst case scenario and falls to 5.5% in 2010 under the PwC scenario (Tier 1: 7.3%).

« BOI management are forecasting profit before tax and impairments of €1.7

BOI Profi ili "W " i o X . . . . . .
Ol Profitability and "Worst case” Impairment billion for FY10 which is consistent with FY09 with an increase to €1.8 billion

€ millions 2009 2010 2011 forecast for FY11.

Profit before taxand impairments 1,674 1,692 1,767 . ,

Impairment 845 1458 1440 * In August 2008 a loan loss scenario was prepared for each of the Bank’s

Profit before tax 829 234 327 business units. The results of this loan loss scenario indicated a loss of 60
bps for the book in FY10. In the pre-close statement, the Bank indicated

Impairment charge in bps 58 100 100 losses for FY10 between 60-90 bps.

Capital Ratios

. ¢ The loan loss scenario was revisited in October 2008, factoring in the
Core Tier 1 6.3% 6.4% 6.6% . - e
— g 5o g significant market downturn. The bottom-up output was tested for ability to
absorb the following stress factors:

S : Ma t PFI .
ouree: Hanagemen — House prices 30% below market peak for property development/

mortgage books;

PwC Scenario Analysis - lllustrative Onl
Y Y — Additional 18 month carrying period for development/landbank books;

€ millions 2009 2010 2011 . .

Profit before tax and impairments 1,674 1,692 1,767 — 35% to 65% discounts for landbank as appropriate;

Impairment 845 2,359 2,359 — Unemployment 8%/9% range for Ireland/UK; and

Profit before tax 829 (067) (592) — Current interest rate levels.

:;:fz::::?;?g;;z; worst case 5_8 (ﬁj) (159) . This results in_an e§timated impairment charge of €1.5 biI_Iion and €1.4 billion
(circa 100 basis points each) for FY10 and FY11, respectively (FY09: 58

Capitall Ratios - Regulator's Request bpS)

Core Tier 1 6.3% 5.8% 5.5%

Tier 1 8.7% 8.2% 7.3% e Core Tier 1 Capital is forecast to increase from 6.3% (FY09) to 6.6% in FY11.

* Note that the impact of the additional levels of losses on tax has not been
in the Bol w orst case scenario

e The PwC loan loss scenario 1 reduces profit before tax by a further €0.9
billion in FY09 and FY10 and increases the impairment charge from 58 bps in
FY09 to 163 bps for each of FY10 and FY11.

Source: Management PFl and Pw C lllustrative scenario analysis
¢ We have adjusted capital for the impact of additional impairments and also
deducted €600 million in FY11 on the assumption that capital maturing in that
year will not be replaced. This reduces the core Tier 1 ratio to 5.5% inFY11.

The information above should be read in conjunction with the paragraph
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Section 2.1 - Capital and Stress Scenarios

Draft: Strictly Confidential - Price Sensitive Information

Anglo’s Core Tier 1 capital increases from 6.6% in FY08 to 7.0% in FY10 in its worst
case scenario and falls to 5.2% in 2010 under the PwC scenario (Tier 1: 7.8%)

Anglo Profitability and "Worst case" Impairment

€ millions 2008 2009 2010

Profit before taxand impairments 1,485 1,639 1,737
Impairment 500 1,450 1,450 ®
Profit before tax 985 189 287
Impairment charge bps 70 200 200

Capital Ratios

Core Tier 1 6.6% 6.8% 7.0%

Tier 1 9.1% 9.3% 9.5%

Source: Management PFI

PwC Scenario Analysis - lllustrative Only

€ millions 2008 2009 2010

Profit before taxand impairments 1,485 1,639 1,737
Impairment 500 2,255 2,255

Profit before tax 985 (616) (518) .
Impairment charge bps 70 303 303
Difference from management "w orst" case - (805) (805)

Capital Ratios - Regulator's Request
Core Tier 1 5.9% 5.5% 5.2%
Tier 1 8.4% 8.1% 7.8%

* Note that the impact of the additional levels of losses on tax has not been adjusted
in the Anglo worst case scenario

Source: Management PFl and Pw C lllustrative scenario analysis
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Anglo management have run models under 4 sets of assumptions (Base,
Scenarios 1, 2 and 3) covering the forecast period to 2011. Scenario 3 is set out
opposite. Anglo consider this Scenario to be unrealistic.

The scenarios were based on the expected 2008 result which at that stage had not
been finalised and is subject to audit. The current 2008 expected result contains
higher impairment and IBNR provisions than in the Base case. We have not
adjusted for these in Anglo’s model, however, see below re PwC scenario
analysis. The forecast underlying trading numbers were prepared on a high level
basis. The management exercise focussed primarily on the impact on the Bank’s
capital position of increased impairment and funding cost scenarios.

In relation to the forecast trading (pre-impairment) position the Base Case profit for
2009 was forecast at 96% of the 2008 estimated outturn. Scenario 3 assumes
additional Treasury mark to market losses of €100 million and €50 million in 2009
and 2010, respectively.

Any cost of the Government guarantee is not reflected in the numbers (every €25
million has a 3 bps impact on Tier 1 Equity).

PwC'’s loan loss Scenario 1 reduces profit before tax by a further €0.8 billion in
FY09 and FY10 and increases the impairment charge from 70 bps in FY08 to 303
bps for FY09 and FY10.

The FY08 Base case was calculated prior to the finalisation of the FY08 financial
statements. There has been a subsequent reduction of circa €600 million in core
Tier 1 capital mainly due to increased impairment provisions since the date the
Anglo capital scenarios were prepared. We have adjusted for this reduction in
capital in the illustrative PwC scenario analysis.

The information above should be read in conjunction with the paragraph

87 on prospective financial information in the scope and process section.




Section 2.1 - Capital and Stress Scenarios Draft: Strictly Confidential - Price Sensitive Information

INBS have run PwC'’s scenario on their own model. This shows a reduction in Core /
Tier 1 capital from 8.3% to 7.1% from FY08 to FY10 due to higher impairment provisions
partially offset by the effect of a reduction in RWA of circa 15%.

INBS Profitability and "Worst case" Impairment * INBS management have run models for 3 scenarios (Base, Stress and Extreme
Stress) covering the 5 year forecast period to 2013, with Years 4 and 5 returning

€ millions 2008 2009 2010 :

: - — to more normal levels of stress. The table opposite sets out the extreme stress
Retained earnings before impairments 216 151 152 .
Impairment 104 138 129 scenario.
Retained earnings 112 13 23 + Retained earnings before impairments reduce from €216 million to €151 million
Impairment bps 86 121 121 from FY08 to FY09 and remains broadly at this level in FY10.
CApHAlTaros * The impairment charge increases from €104 million (86 bps) in FY08 to €138
Core and Tier 1 8.3% 9.2% 9.9% million (121 bps) in FY09. Whilst there is some improvement in FY10 the charge

is €129 million (121 bps). This reduction is largely as a result of the forecasted
contraction in the loan book. RWA are budgeted to fall from €15.8 billion at 30

Source: Management PFI

PwWC Scenario Analysis - lllustrative Only September 2008 to €13.4 billion at 31 December 2010 or a fall of 16%.
€ millions 2008 2009 2010 * The scenarios are based off the estimated 2008 result and have assumptions in
Retained earnings before impairments 216 155 157 relation to funding costs/sources, loan book contraction, fee income (significant
PwC Impairment 168 496 445 levels), impairment charges and the guarantee cost.
Retained earnings * 49 (341) (289)
Imaitment bos 124 246 342 * INBS also ran a stress scenario through their own model using the PwC

P P Scenario 1 assumptions the results of which are detailed in the lower table
Difference from management "w orst" case (64) (355) (312) opposite. INBS believe that PwC'’s stress scenarios are unrealistic.
* Note that these calculations w ere carried out by management using the Pw C * PwC loan loss scenario 1 reduces retained earnings by a further €355 million
provided loss assumptions and €312 million in FY09 and FY10 respectively and increases the impairment
CagiEl REs = (RIS [Res|uesi charge from 124 bps in FY08 (INBS worst case is 86bps) to 346bps and 342bps
Core Tier 1 8.3% 7.6% 7.1% . .
Ter 1 8.39% 7 6% 7 1% in FY09 and FY10, respectively.

Source: Management PFl and Pw C lllustrative scenario analysis

The information above should be read in conjunction with the paragraph
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Section 2.1 - Capital and Stress Scenarios Draft: Strictly Confidential - Price Sensitive Information

Whilst the ILP stress analysis has not been updated since May 2008, ILP management
believe that their extreme case is broadly in line with the current economic outlook.
Under the PwC Scenario 1 Tier 1 and Solvency ratios fall to 7.2%.

* At the Financial Regulator’s request, on 29 May 2008, ILP management ran models

ILP Profitability and "Worst case” Impairment for two scenarios (Base and Extreme Stress) covering the 3 year forecast period to
€ millions 2008 2009 2010 2011. The extreme stress results are set out opposite.
Projected Profits 211 158 159«  The Base and Extreme Stress scenarios are based on macro economic
Impairment 32 92 87 assumptions provided by the Central Bank. The main assumptions in the Extreme
Profit before tax 179 66 72 .

Stress (Shock) are summarised as follows:
Impairment bps 9 23 21 ) )

— adownturn in world demand (4% fall in world trade);

Capita] Ratios — a sharp appreciation of the euro exchange rate (10% rise);
Tier 1 8.1% 8.2% 8.5%

— asharp fall in inward FDI;
— afurther downward correction in the housing market (housing output falls to

Source: Management PFI

PwC Scenario Analysis - lllustrative Only circa 30,000 units per annum);
€ millions 2008 2009 2010 — adeterioration in consumer confidence from worsening market conditions; and
Profit before taxand impairments 211 158 159 — A period of prolonged uncertainty in financial markets.
Impairment 32 316 316 . X i .
Profit before tax 179 (158 (57 ° Most of the shocks are front loaded in 2009 and 2010 and will unwind in 2011.
Impairment bps 7 76 76« We have compared the assumptions underlying the base and extreme stress
ot . ' . o (229 scenarios to the Central Bank Quarterly Bulletin No.4 2008 (October), which is
ifference from management "w orst" case - . . . . . .
9 forecasting similar assumptions for 2008 and 2009 to those included in the Extreme
Capital Ratios - Regulator's Request Stress scenario with a number of assumptions being slightly worse. In
Core Tier 1 81%  75%  72% management’s view the three factors that impact the model are house price
L S I 5 S 74 movements, interest rates and unemployment.

* Note that the impact of the additional levels of losses on tax has not been adjusted . PwC’s loan loss scenario 1 in FY09 and FY10 reduces PBT by a further €264

in the ILPw orst case scenario million and €245 million and increases the impairment charge from 7 bps in FY08 to

Source: Management PFl and Pw C llustrative scenario analysis 76 bps for FY09 and FY10. This reduces Core Tier 1 and Tier 1 ratios to 7.2% by
2010. It does, however, have access to Life company funds to correct this.

The information above should be read in conjunction with the paragraph
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Section 2.1 - Capital and Stress Scenarios Draft: Strictly Confidential - Price Sensitive Information

EBS conducted a stress test at 30 June 2008 incorporating the ESRI mid term review’s
assumptions of May 2008. The PwC Scenario 1 stress results in a reduction in Core/
Tier 1 capital to 8.9% by 2010.

EBS Profitability and "Worst case" Impairment » EBS stress tests both its standardised and also its Internal Risk Based
method of calculating its capital requirements. The stress test was last
€ millions 2008 2009 2010 conducted at 30 June 2008 incorporating the ESRI Mid Term Review’s
(published May 2008) projected economic conditions for the next 3
Impairment 19 105 105 years given a downturn scenario as a result of a credit crunch shock.
Impairment charge bps 13 62 62

» The stressed scenario assumes the following which management
indicate is a stressed but likely outcome in the current environment:

Capital Ratios
Tier 1 92% 9.0% 8.9% Scenario Assumptions
€ in millions FY08 FY09
Source: Management PFI GDP Change 0.7 (0.6)
House Price growth % (12.0) (6.0)
PwC Scenario Analysis - lllustrative Only Eg;?flowemate% 2: 22
Source: Management Informatiion
€ millions 2008 2009 2010 _ _ _ )
IRB Approach (including Pillar Il Risks)
Impairment 19 105 105 « The stress test applied in this case reduced the Regulatory minimum by
Difference from management "w orst” case - - - €95.6 million under Basel Il requirements to €801.1 million. Under the
standardised approach including Pillar Il risks, the same result (€801.1
Capital Ratios - Regulator's Request miIIion) was also achieved.
Core Tier 1 9.2% 9.0%  8.9%
Tier 1 9.2% 9.0%  8.9% » The table opposite sets out the provision for 2008 as being equal to
2007 (an estimate for 2008 is not available) and PwC Stress scenario 1.
* Note that the impact of the additional levels of losses on tax has not been Stress Scenarlo 1 Would |ncrease the |mpa|rment Charge from €19
in the EBS w orst case scenario million (13 bps) in 2007 to €105 million (62 bps) in both 2009 and 2010.

Source: Management PFl and Pw C lllustrative scenario analysis

The information above should be read in conjunction with the paragraph
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Section 2.2 - Loan Book Draft: Strictly Confidential - Price Sensitive Information

The acquisition of large “trophy” development sites has put some major developers/
property investors under significant cash flow pressure

Project Atlas Il Volume 1 « Overview Working Draft: Contents not for release
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Appendix D: Assumptions, Analyst Estimates and Trading Update
Recent Rating Agency Actions With Respect to Irish Banks

Rating Actions With Respect to Irish Banks Since 1 January 2008

Fitch Moody's S&P Kay Orivers
& {ndividual: B s BFSR 3 Sen or dongrtesmry A+ » Fitch: “The Negative Outiook reflec's some uncertainty over e witensily and duration of 1he econoeic sigwdown, «ich ooukd cawse W Bs prafiie:
= Senior long-tenr A5 & Sersor long-tesrt Aa2 Outlock: Megative anckor impaised {oars 1 worsen e than expectsd”
W Cuitook: Megative n Cutlnok: Slable & 30 Jun 2008 Sutiook 8 S&P “The cutlook revision 1o Stable from positive ceflects 3 more pessimisic assessrmen of 1he expecied progression of ABs oropery-hacked
& 4 Jul 2008 Curcok changed 1o Ratée from porvrmencial [PAC) loan povicio now that {he econommic sigwdan nas acodlerated
changed 10 Necaye from Positiva ¥ "The econamit outiook presents turther poterial downsice isks k) agse) quaty and eamings, and thete 1s no mmediate cap Ll support feriheom
Srane 05 Mov 2008 Ourlook from the guarartes scheme”
changed 1o Megalive from
Sabie
s ot B a BESR Cr Serior longenT A- o Motdy's TTre rap GElenonatcn i T ecLrcami Brwrormenl i1 Tre ans an in ine LUK ard e subsiankial reducion i1 propedy values ieaves the
& Senior long-temm A+ m Sanior lcngHarmt Al = Cwthook: Crech Watch bark vulnesable 1o increasing provisioning reeds. and hese faciors Fave figgesed tis ratng review”
u Chtlcok: Stable w Caitfodk; Urnder Peview 30 Jun 2008 Outhook » S&P: "The outtaok revision has been figoered by 178 2008 B*3HnG econoimre skwoown aird an increasirgly cnashenging operaang e LA
» 7O 2008 Felings changed (o Megative fram Monline business with concer ration i n oXIetial prope-y-Cacked iend ng, ang wihout & core depodl ranchise, Angio is mene exposed fhan s
niacas an Review tor Statle Figher rated pee-s [ & precpious detericration inthe eccnury A -aknd ourock reflects aur vew hat e is 3 trie-in-thtee Cnance of greater o
Donngrate 05 Mow 2006: Raling charge in the raling in the necd two years” -
downgraded fromto A- 1 “The lnwering of the leng termuatings on Andl> and (LAP by 52 notc'; refiects the bacsdrop of a detencraling 8Conorme SrarGhImen arc. more
irgem A and Hlacsd on specifically, the cear challenges facng hese banks' respecve bus ness models i their aurrent lonms. The Credityat= placemmen| retects Sumar
Watch I"-.Egan\-e uncertainty around jhe 50:\pe and a:;eed of the changes b et besiress andior financal profiles”
T T T T R il B e ESRe T T S ong e A thooay 8 T negative ouingk on the Baniks BFSR prmari reflects ne expactsd oeerordn i the performance of he propey and sonstrucr
" Serwor g Ad- w Serior 'ongtem Aa? Outlook: Negative sactorsir the UK and lreland jwh-ch repregent close 0 26, 0f the hank's "2 ding) and fhe gonsequert negdthve impact on the Sant's asser Juality
n Ouock: Fahie m Cutinok: Megative 30 Jun 2008 Cutiock which is expected t lead 1o higher (rowisioring se5Jirements and weaker crofitaliy”
& 19 8er 205, Cutook, changed m Sabie rom 8 S&P “The cutiock revision follows & review of he ralings on nsh bariks and reflacts weaker near-iesmearm ngs prospects for B0 arsing tom ihe
Bank of iretand zharnged o Hegative rom Fosifive detenioration in [he economic 2nd meket envircnmend in leeiand ard the UK wsch renders the bkesinood ol &% upirade n e near ferm remote’
Srable 5 Mo 2008 Dutlook ® “The ecorcmic outhok presents futher potential dewnside risks 1o assat quakly anc earnings, ard iheve is nC mmediate capital suppor ferfnomy
changed o Megative tram from the guaranies scherme”
Sable
o U T mviual B ® BFSF Co Senicr ongrtermL A " a” Moody's The crange in ihe oufioo: refiets: i} the barks mgh reliance on marker fune g, 1) Mioody's expectation of lowe: grofiaity i the
m Seriior long-terrmz MR » Senior longtenmt Aad Outioak: Cracdt YWaich relatvety Migh exposues o the buy-to-del sector in both irsland and ife L5¢ and - v) the deterioraling rarket ey ronment in Ireland”
s Qutiook Stabie 8 Cutiook: Negaiive ® 14 Mar 2008 Oubock 2 S&P “The ook revision raflects Stardard & Poor's wew tha: ongaing market 0sruson and a fgrer aost of funding pressure the undertyng
i W LifesPeraanent, | 07 Jul 2008 Oui'cok changed 1o Negative from finarcaal performance of IL&P's bankiag operalians”
changed 1o Megative from Srable » “The downgrade reflects LPs challenged business and inancal post o0 in its banking divison. arisng wom continued SN inwho esa'e
Sapile 230 Jur 2008 Rating furciing. 'With a prirmarily whokesale-lunded balarve sheet, aid a corrpetithee |fish mooage sector consaming repricing, 1LP kas been afected r
downgraged to A flom A than cther Irish baits, most of which have broader busiress croliles and more balanmed hunding bases in corparison®
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