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Plan for this Talk

* Widespread references to something called
“Ireland’s bank debt”.

e But less clarity about what it is and what could
be done about it.
* | will briefly discuss

— The €63 billion in outlays and commitments on
bank recap.

— The assets and debts this has lead to.
— The potential role of European institutions.




The Cost of Bank Recapitalisation

€bn . AIBIEBS

Government preference Shares (2009) 3.5
— NPRF

Capital contributions (with Promissory 0.9
Notes as consideration) /Special
Investment Shares (2010) — Exchequer

Ordinary Share Capital (2009) —

Exchequer

Ordinary Share Capital (2010) — NPRF 3.7
Total pre-PCAR 2011 (A) 8.1
PCAR 2011.

Capital from Exchequer™" 3.9
NPRF Capital 8.8
Total PCAR (B) 12.7

Total Cost of Recap for State (A) + (B) [20.7

Cbn

32"

35
12
1.2
4.7

Bol

Cbn

2.7

2.7
2.1

IL&P

€bn

€bn

30.7

IBRC
(Anglo/INBS)

Total

€bn
7.0

31.6

40

3.7
46.3

6.9
10.0

16.5
62.8




The Components of the €63 Billion

* £€30.7 billion in promissory notes, with most of
the payments still to come.

e £€20.7 billion from the NPRF has been invested

in acquiring ownership stakes in AIB and Bank
of Ireland.

 £€11.4 billion of additional exchequer funds
have been spent on IBRC, AIB and ILP.

* Promissory notes are clearly earmarked as
“bank debt” but not the other components.




What Can Be Done
to Reduce Burden?

| will divide my comments into two parts:

1. What can be done to obtain a return from
the €32.1 billion provided to “living banks”

AIB, Bank of Ireland and Irish Life and
Permanent?

2. What can be done about the debts
associated with the IBRC dead banks?




AlIB and Bank of Ireland

The government invested €25.4 billion in acquiring
AlIB and part of Bank of Ireland

Held by NPRF and recently valued at valued at €9.36
billion (most of which is AIB).

Book value of equity in AIB at end-2011 was €14.6
billion.

Given weak operating profits and ongoing loan loss
write-downs and potential need for future
recapitalisation, the NPRF valuation looks highly
optimistic.




Irish Life and Permanent

Book value equity of €3.5 billion.

€22.8 billion of its €33.7 billion in mortgage
loans are trackers.

Serious funding problem: €14 billion in central
bank funding vs. €14.4 billion in customer
deposits.

A special “tracker vehicle” carve-out with ECB
funding required for a return to viability?

Limited market value.




ESM Involvement in AIB\BoI\ILP?

A European bank resolution scheme is part of van

’ o

Rompuy’s “genuine EMU”.
Funded by deposit insurance. Backstopped by ESM.

Could intervene to recapitalise and then sell off
troubled banks, including creditor-writedowns.

This is quite different from acquiring already-
recapped banks.

If ESM was allowed to acquire stakes, unlikely it
would pay more than a “fair value” that would be far
below the €25 billion outlay.




Advantages\Disadvantages of Sales

* Disadvantages
— A fire-sale of assets at low market values?
— Loss of strategic control?

 Advantages

— Funds acquired can be used to pay off debt or for
productive capital programmes.

— Reduces uncertainty about state balance sheet by
removing further recap requirements.

— If trackers are removed, AIB/ILP could begin
lending again.




The IBRC Balance Sheet: End 2011

Promissory Notes 29.9 Deposits 0.6
Loans 20.0 Debt Securities 5.4
Other 5.6 Subordinated Debt 0.5
Other Liabilities 3.6
Eurosystem borrowings 2.1

ELA Debts to Central Bank 40.1
Equity 3.2

Total 55.5 Total 55.5



IBRC Mainly Owes ELA

Remaining quantity of unguaranteed senior bonds is
small. IBRC’s main debt is €40 billion in Exceptional
Liquidity Assistance (ELA) owed to Central Bank of
Ireland.

IBRC’s loans and other assets enough to pay off all
debt and €10 billion of the ELA.

Promissory notes required to pay off the remaining
€30 billion.

ELA approved by ECB . Any change requires ECB
Governing Council approval.




Promissory Note Schedule

Total Interest Repayments Total Capital Reduction Total Amount
Outstanding
31/3/2011 0.6 3.1 2.5 28.1
31/3/2012 - 3.1 3.1 25.0
31/3/2013 0.5 3.1 2.6 22.4
31/3/2014 1.8 3.1 1.2 21.2
31/3/2015 1.7 3.1 1.3 19.9
31/3/2016 1.7 3.1 14 18.5
31/3/2017 1.5 3.1 1.5 17.0
31/3/2018 1.4 3.1 1.6 15.4
31/3/2019 13 3.1 1.7 13.7
31/3/2020 1.2 3.1 1.9 11.8
31/3/2021 1.1 3.1 2.0 9.8
31/3/2022 0.9 3.1 2.2 7.6
31/3/2023 0.7 3.1 23 5.3
31/3/2024 0.6 2.1 1.5 3.8
31/3/2025 0.4 0.9 0.5 33
31/3/2026 0.4 0.9 0.5 2.8
31/3/2027 0.3 0.9 0.6 2.2
31/3/2028 0.3 0.9 0.6 1.6
31/3/2029 0.2 0.9 0.7 0.9
31/3/2030 0.1 0.9 0.8 0.1
31/3/2031 0.0 0.1 0.0 0.0
TOTALS 16.8 47.9 30.6




Where Does the Money Go?
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A Write-Off of ELA?

* ECB Governing Council views an open-ended
deferral of ELA as illegal, breaking the
“monetary financing” prohibition.

* Government required to provide
commitments that CBI would be repaid,
separate from the promissory note
agreement.

* So a unilateral write-off would be illegal under
European law.




Restructuring Promissory Notes

1. Leave IBRC to use its existing resources to pay off
bondholders, ECB, other creditors and as much ELA
as it can, including the interest payments.

2. Restructure promissory notes to begin slowly
repaying remaining ELA debts when the country
recovers from crisis according to some quantitative

criteria.
Requires approval by ECB Governing Council.




An ESM Loan to Replace ELA?

* Along-term loan from ESM could be used to provide
funds to IBRC to pay off its ELA.

 Not my favourite proposal

— Interest rate higher than effective cost to the state of
current ELA arrangement.

— Turns ELA debt into official debt requiring EZ-wide political
approval. May be seen as second bailout for Ireland.

— Official debt with seniority. May rule out flexibility
available in extreme scenarios (default, Euro break-up.)

e But still better than the current arrangement.




Conclusions

Ireland was placed under severe EU pressure to take
on large amounts of bank-related debt.

Widespread agreement now in Europe that “Irish
model” for bank debt doesn’t work.

So strong moral and practical case for EU assistance.

But “retro-fitting” is complex and raises different
practical questions than current discussions about
EU-wide deposit insurance and bank resolution.

Government needs to keep Ireland’s case on the
agenda.




