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POMOC PANSTWA - IRLANDIA
Pomoc panstwa C 25/10 (ex N 212/10) — Restrukturyzacja Educational Building Society
Zaproszenie do zglaszania uwag zgodnie z art. 108 ust. 2 TFUE

(Tekst majacy znaczenie dla EOG)
(2010/C 300/07)

Pismem z dnia 11 pazdziernika 2010 r., zamieszczonym w autentycznej wersji jezykowej na stronach
nastepujacych po niniejszym streszczeniu, Komisja powiadomila wladze Irlandii o swojej decyzji w sprawie
wszczecia postepowania okreSlonego w art. 108 ust. 2 Traktatu o funkcjonowaniu Unii Europejskiej
dotyczacego wyzej wspomnianego $rodka pomocy.

Zainteresowane strony mogg zglasza¢ uwagi na temat $rodka pomocy, w odniesieniu do ktérego Komisja
wszczyna postgpowanie, w terminie jednego miesigca od daty publikacji niniejszego streszczenia
i nastgpujagcego po nim pisma. Uwagi nalezy kierowal do Kancelarii ds. Pomocy Pafistwa w Dyrekgji
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Generalnej ds. Konkurencji Komisji Europejskiej na nastgpujacy adres lub numer faksu:

European Commission
Directorate-General for Competition
State aid Greffe

1049 Bruxelles/Brussel
BELGIQUE/BELGIE

Faks +32 22961242

Otrzymane uwagi zostang przekazane wladzom irlandzkim. Zainteresowane strony zglaszajace uwagi moga
wystapi¢ z odpowiednio uzasadnionym pisemnym wnioskiem o objecie ich tozsamosci klauzulg poufnosci.

STRESZCZENIE

I. PROCEDURA

W dniu 2 czerwca 2010 r. Komisja wyrazila tymczasowa
zgode na dokapitalizowanie oszczednosciowej kasy miesz-
kaniowej Educational Building Society (zwanej dalej ,EBS”)
stanowigce pomoc nadzwyczajng, pod warunkiem przed-
fozenia przez wladze Irlandii do dnia 30 czerwca 2010 r.
planu restrukturyzacji EBS (). Wladze irlandzkie przedsta-
wily plan restrukturyzacji EBS przed terminem, w dniu
31 maja 2010 r.

II. FAKTY

EBS jest najwigksza oszczednoSciowa kasa mieszkaniowa
w Irlandii i 6smga pod wzgledem wielkosci instytucjg finan-
sowa prowadzaca dziatalno$¢ w Irlandii. EBS prowadzi dzia-
falno$¢ jedynie w Irlandii, oferujac swoim czlonkom trady-
cyjne produkty z zakresu bankowosci detalicznej (programy
oszczedno$ciowe, kredyty hipoteczne) stosownie do celéw
wlasciwych oszczednosciowej kasie mieszkaniowej. Zgodnie
ze sprawozdaniem rocznym za 2009 r. faczna kwota bilan-
sowa EBS na dzien 31 grudnia 2009 r. wyniosta
21,5 min EUR. W 2008 r. EBS odnotowala strate
w wysoko$ci 38 mln EUR, za§ w 2009 r. — strate
w  wysokosci 78,8 mln EUR, spowodowang przede
wszystkim utratg wartoSci pozyczek na nieruchomosci
komercyjne w wysokosci 197,4 min EUR.

EBS skorzystalo z kilku $rodkéw  pomocy: z
dokapitalizowania, $rodkéw na rzecz ratowania aktywow
oraz gwarangji dla swoich instrumentéw dluznych. Dokapi-
talizowanie, ktorego wynikiem byla nacjonalizacja EBS,

Zob. decyzja Komisji w sprawie N 160/10, Capital support measures in

relation to EBS (Dz.U. C 217 z 11.8.2010, s. 2).
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opiewa na kwote 875 mln EUR; kwota ta bedzie wyplacana
w ratach. Srodek na rzecz ratowania aktywow wigze sie
z wykupieniem przez krajowa agencje¢ ds. zarzadzania akty-
wami w Irlandii (National Asset Management Agency, NAMA)
przede wszystkim pozyczek na rozwdj  gruntéw
i nieruchomosci w kwocie okoto 900 mln EUR. Ponadto
wickszo$¢ zobowigzani EBS znajduje pokrycie w ramach
réznych programéw gwarancyjnych w Irlandii (?).

Zgodnie z planem restrukturyzacji, ktéry obejmuje okres od
2010 r. do 2014 r., EBS zakonczyla — poczawszy od
kwietnia 2009 r. — udzielanie pozyczek na zakup gruntéw
i na rozwdj, a takze udzielanie pozyczek komercyjnych,
skupiajac si¢ na dzialalnosci zwiazanej z detalicznymi
kredytami hipotecznymi oraz detalicznymi programami
oszczednosciowymi. EBS  pozyskala znaczacy udziat
w rynku kredytéw hipotecznych (okolo [10-20] (*) %
w poréwnaniu z [5-10] % przed kryzysem), ktéry zostanie
utrzymany, mimo ze wielko$¢ rynku (warto$¢ nowych
kredytéw brutto) zdecydowanie si¢ zmniejszyta: z 23 mld
EUR w 2008 r. do okolo 8 mld EUR w 2009 r. Obcigzenia

(%) Zob. decyzja Komisji w sprawie NN 48/08, Guarantee Scheme for

Banks in Ireland (Dz.U. C 312 z 6.12.2008, s. 2), decyzja Komisji
w sprawie N 349/09, Eligible Liabilities Guarantee Scheme (Dz.U. C 72
z 20.3.2010, s. 6). Program zostal nastepnie przedtuzony na
nowych warunkach w dniu 31 maja 2010 r, na mocy decyzji
Komisji w sprawie N 198/10, Prolongation of the Eligible Liabilities
Guarantee Scheme, (Dz.U. C 191 z 15.7.2010, s. 1) oraz w dniu
29 czerwca 2010 r. na mocy decyzji Komisji w sprawie
N 254/10, Second prolongation of the Eligible Liabilities Guarantee
Scheme, (Dz.U. ] C 238 z 3.9.2010, s. 2). Program gwarancji na
zobowigzania kréotkoterminowe pokrywane przez ELG zostal prze-
dluzony w dniu 21 wrzesnia 2010 r. na mocy decyzji Komisji
w sprawie N 347/10, Short term guarantees under the ELG scheme
from September to December 2010, jeszcze nieopublikowane;j.

(*) Zawiera tajemnic¢ handlowa, w miar¢ mozliwosci cyfry zastapiono

zakresem liczbowym w [nawiasach].
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zwigzane z utraty wartoSci osiagna najwyzsza warto$¢
w 2010 r., a nastgpnie zdecydowanie spadng. Jezeli chodzi
o finanse, EBS zmierza do zgromadzenia wigkszej iloSci
depozytéw  (zaréwno  depozytéw  detalicznych, jak
i firmowych) i w dalszym ciggu bedzie zamykaé finanso-
wanie hurtowe, zasadniczo zastepujac finansowanie krétko-
terminowe  finansowaniem  dlugoterminowym.  EBS
zmniejszy ponadto swoj wskaznik kosztéw do przychoddw.

EBS zacznie ponownie odnotowywac zyski w 2012 r. oraz
w 2013 r. — zakladajgc odpowiednio scenariusz podsta-
wowy oraz scenariusz skrajny. Wspdlczynnik kapitalu
podstawowego warstwy 1 pozostanie na poziomie powyzej
8 % okreslonym przez organ regulacyjny w przypadku obu
scenariuszy. Udzialy wlasnosciowe czlonkéw EBS zostaly
uchylone. Obecnie pafistwo prébuje sprzedaé bank, [...].
Biorac pod uwage, ze bank jest niewielki, nie posiada samo-
dzielnych jednostek zaleznych oraz nie prowadzi dzialal-
nosci mozliwej do wydzielenia, nie zaplanowano zadnych
transakcji zbytu. Ponadto bilans banku nie spowoduje
zmniejszenia jego obecnosci na rynku w okresie restruktu-
ryzacji. Wladze irlandzkie utrzymuja, Ze stata obecno$é EBS
jest istotna dla zachowania stabilnoéci finansowej, a takze
poprawy zaopatrzenia w detaliczne kredyty hipoteczne,
poniewaz wigkszo$¢ instytucji finansowych obecnych
w Irlandii wycofuje si¢ i znaczgco ogranicza swoja dzialal-
no$¢ w obszarze kredytéw hipotecznych. Wladze Irlandii
wskazuja na fakt, ze tendencja ta utrzyma sig
w perspektywie krétko- i Srednioterminowe;j.

[II. OCENA

Udzielajac  zgody na dokapitalizowanie EBS kwota
875 min EUR, Komisja wskazala na obowiazek przed-
fozenia szczegdlowego planu restrukturyzacji, w ktérym
uwzglednione zostang wszystkie $rodki pomocy przyznane
EBS. W dniu 31 maja 2010 r. Komisja otrzymala plan
restrukturyzacji, oparty na zalozeniu, ze EBS pozostanie
podmiotem samodzielnym. Nastepnie wiadze irlandzkie
wskazaly na fakt, ze aktywnie dzialaja na rzecz sprzedazy
EBS osobie trzeciej. Kazda transakcja sprzedazy moglaby
wplyna¢ na plan restrukturyzacji i spowodowaé koniecz-
no$¢ przedlozenia kolejnego planu restrukturyzacji po
dokonaniu sprzedazy. Komisja przeprowadzi biezaca
oceng zgodnosci $rodka w niniejszej decyzji wstepnej
w oparciu o biezacy plan restrukturyzacji, jednak decyzja
ostateczna bedzie musiala opiera¢ si¢ na sytuacji EBS
w momencie przyjecia decyzji ostatecznej.

Jezeli chodzi o zdolno$¢ planu restrukturyzacji do przywré-
cenia dlugoterminowej rentownosci EBS, Komisja rozwaza,
czy niektére zalozenia przyjete w planie s3 umotywowane
i w zwigzku z tym wzywa wladze irlandzkie do przedsta-
wienia dalszych informacji celem uzasadnienia.

Ponadto Komisja ma watpliwosci, czy pomoc stanowi
niezbedne minimum, jako ze wspélezynniki kapitalowe
EBS w dalszym ciagu utrzymuja si¢ znacznie powyzej
minimum okre$lonego przez finansowy organ regulacyjny
w scenariuszu podstawowym.

Komisja ma réwniez watpliwosci, czy podjeto wystarczajace
srodki w celu wyréwnania zaktdcajacych skutkéw pomocy,
biorgc pod uwage wysoka kwote pomocy, jaka otrzymato
EBS - zaréwno wyrazona w wartosciach bezwzglednych
(w tym element pomocy w postaci gwarangji), jak i za

pomoca aktywéw wazonych ryzykiem. Komisja podaje
ponadto w watpliwos¢, czy brak podazy na rynku kredytéw
hipotecznych w Irlandii faktycznie utrzyma si¢ przez kilka
lat, jak utrzymuja wiladze irlandzkie. Komisja wzywa strony
trzecie do przedstawienia uwag odnosnie do tego stano-
wiska.

TEKST PISMA

,The Commission wishes to inform the Irish authorities that,
having examined the information supplied by your authorities
on the measure referred to above, it has decided to initiate the
procedure laid down in Article 108(2) of the Treaty on the
Functioning of the European Union (hereinafter “TFEU”) with
regard to the restructuring plan submitted by the Irish
authorities on 31 May 2010, since the Commission has
doubts as to the compatibility of that restructuring plan and
the associated aid measures with the internal market in the light
of the Commission’s Communication on the return to viability
and the assessment of restructuring measures in the financial
sector in the current financial crisis under the State aid rules (%)
(hereinafter “the Restructuring Communication”).

1. PROCEDURE

(1) By decision of 2 June 2010 (%), the Commission
temporarily authorised a recapitalisation of Educational
Building Society (hereinafter “EBS”) as emergency aid
subject to the condition that Irish authorities would
submit an in-depth restructuring plan for EBS before
30 June 2010.

(2) On 31 May 2010, the Irish authorities submitted a
restructuring plan for EBS.

(3) The Commission requested further information regarding
the restructuring plan on 21 June and 9 July 2010. The
Irish authorities responded on 9, 13 and 14 July,
26 August and 2 September 2010.

(4) The Commission services met with the Irish authorities
and EBS on 31 August 2010.

2. DESCRIPTION OF THE MEASURE
2.1. The beneficiary

(5) EBS is Ireland’s largest building society and the eighth
largest financial institution operating in Ireland.
Building societies are mutual organisations which have
no shareholders but instead are owned by their
members, who are also their clients. Their objective is
to collect deposits and provide loans. Profits are used
to adapt interest rates to the advantage of the
members, or are accumulated as reserves.

(6) EBS offers traditional retail banking products to its
members (savings and mortgages) in line with its goal
as a building society. It also has a treasury department
[...] ). From 2005, it expanded its activities in
commercial property lending, building up a loan book
directly and indirectly related to that activity which
amounted to EUR 2,3 billion as at December 2009.

() O] C 195, 19.8.2009, p. 9.

(*) See Commission Decision in Case N 160/10, Capital support measures
in relation to EBS (O] C 217, 11.8.2010, p. 2).

(*) Confidential information.
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EBS is only active in Ireland, where it operates a branch
network of 14 branch offices, 42 tied branch agents, 43
branch agents (who also offer the products of EBS’
competitors) and a broker network through its subsidiary
Haven Mortgage Limited (Haven).

According to its 2009 Annual Report, EBS’ total balance
sheet amounts to EUR 21,5 billion on 31 December
2009. After a loss of EUR 38 million in 2008, it
recorded a loss of EUR 78,8 million in 2009, which
was mainly due to EUR 197,4 million of impairments,
in particular its commercial property loan book.

EBS’ entire loan book as on 31 December 2009
amounted to EUR 16,4 billion, of which the commercial
loan book makes up EUR 2,3 billion. [...] deposits
amounted to around EUR 11 billion. EBS’ loan book
consists of: residential lending (78 %), buy-to-let (11 %),
commercial lending (6 %), land and development (3 %)
and associated loans (2 %). EBS’ commercial loan book
can be further broken down into retail (49 %), hospitality
and leisure (10 %), other services (40 %) and other (1 %).

2.2. The events triggering the measures

The decision by the Irish Government to intervene in
favour of EBS was taken in the context of the global
financial crisis, which, combined with the specific
situation of the Irish economy, led to the deterioration
of EBS’ financial position, in particular as a consequence
of the sharp reduction in property values in Ireland
following years of rapid growth.

The decrease in property values in Ireland caused a
deterioration of the institution’s financial position
which has become more apparent after an in-depth
assessment of its loan book. In the light of the size
and activities of EBS, that deterioration is regarded by
the Irish authorities as creating a significant risk of
systemic disturbance to the financial system in Ireland.

EBS has a relatively limited exposure to commercial real
estate loans in absolute terms compared to other
financial institutions, due to the fact that it developed
its activity in that segment from 2005. However, it
extended loans at the top of the property bubble and
has had to take large impairments on this loan book
as a result. Impairments will continue to put pressure
on EBS' profitability in 2010 and 2011 as, on top of
the losses resulting from the transfer of commercial
property loans to NAMA, impairments on non-
commercial property loans will also increase due to the
deterioration of the quality of the mortgage loan book.
Expected losses before tax for 2010 and 2011 are
estimated at EUR [...] million and EUR [...] million
respectively.

In addition, EBS’ regulatory capital requirements have
been raised by the Financial Regulator as a result of a
Prudential Capital Assessment Review (PCAR) that was
carried out for the period 2009-2012. During this
process, the capital requirements for all Irish financial
institutions were assessed in a base and a stress case.
The requirement for passing the base case test was to
be capitalised to a level of 8% Core Tier 1, after

(14)

(16)

taking into account forecasted loan losses through to
2012. As a further prudential requirement, the capital
used to meet the base case target must be principally
in the form of equity, with 7 % equity as the target
level. The test for the stress case was designed to
ensure that credit institutions have a sufficient capital
buffer of at least 4 % Core Tier 1 capital to withstand
losses under an adverse scenario.

2.3. The aid measures received by EBS

EBS has benefited from several aid measures, more
specifically a recapitalisation, an asset relief measure
and guarantees on its debt instruments.

Recapitalisation

On 2 June 2010, the Commission approved the recap-
italisation of EBS for a total amount of up to EUR 875
million, split between two measures, a EUR 100 million
capital injection through the issuance of Special
Investment Shares (hereinafter “SIS”) and a further
capital injection of up to EUR 775 million through a
direct grant in the form of a promissory note. Both
instruments qualify as Core Tier 1 capital.

The rights attached to the SIS include the right of the
Irish authorities to appoint and remove the majority of
the directors, including the Chairman and CEO. In
addition, the SIS will give the Irish authorities privileged
voting powers, resulting in the control of EBS. The
ordinary share members of EBS have been wiped-out as
far as their economic ownership rights are concerned. If
EBS were to be converted from a building society into a
limited liability company, the SIS would be converted
into ordinary shares with the same rights attached as
the SIS. The members who would otherwise have
received an amount of shares to reflect their economic
ownership in the building society, will instead, under the
terms of the SIS, not receive any shares upon conversion.
As a result, EBS was therefore effectively nationalised by
the Irish authorities.

The SIS can be remunerated through the pay-out of a
dividend if EBS has sufficient adjusted distributable
reserves and does not breach its regulatory capital
requirements. The SIS can be redeemed by EBS only if
it can replace the SIS by other Core Tier 1 capital, it is
not in breach of its capital requirements, the Irish
authorities have given their consent and all State capital
provided to EBS has been repaid. The Irish authorities
have provided the commitment that they will seek the
prior agreement of the Commission if such a redemption
is contemplated.

As for the promissory note with a value up to EUR 775
million, the principal amount of the promissory note was
committed to EBS on the date of issuance and will cover
EBS’ capital requirements until 31 December 2010.
Although the full principal amount will be committed
to EBS immediately, the amount will be paid-out to
EBS in annual payments of a maximum of 10 % of the
principal over a 10-year period. On the asset side of the
balance sheet, the principal amount will decrease over



C 300/20

Dziennik Urz¢dowy Unii Europejskiej

6.11.2010

(19)

(21)

time, each time the State pays out part of the principal to
EBS. In order to ensure that the value of the promissory
note in the accounts of EBS (where it will be reported at
present value) is not lower than its current nominal value
(which would result in a reduction of Core Tier 1 capital),
the Irish authorities will pay every year a coupon on the
average (unpaid) principal amount during the preceding
year. The Irish authorities intend to accumulate the
coupon and pay it after the payment of the principal
amount. In consequence, the duration of the payments
made to EBS is increased by four years to fourteen years
in total.

The promissory note is not remunerated separately by
EBS, the Irish authorities will not obtain any further
rights in EBS and repayment of the note is not
possible under the term sheet.

The emergency recapitalisation of EBS as approved by the
Commission in its decision of 2 June 2010 triggered the
need for an in-depth restructuring plan.

Impaired asset relief

EBS will participate in the NAMA scheme established by
the National Asset Management Act 2009 in order to
cleanse and repair its balance sheet. The NAMA scheme
was approved by the Commission on 26 February
2010 (). EBS has a commercial loan portfolio of
approximately EUR 2,3 billion (gross of impairments). It
is anticipated that approximately EUR 900 million (gross
of impairments) of EBS’ commercial loan portfolio, repre-
senting a large proportion of its problem assets (mainly
property development loans), will be transferred to
NAMA. In April 2010, EBS transferred the first tranche
of loans to NAMA for an amount of EUR 143 million
against a haircut of 36 %. The haircut applied to the
second tranche of loans transferred to NAMA on
23 August 2010 was 46,4 % for a nominal value of
EUR 35,9 million. The two first tranches account for
22 % of the total EBS NAMA transfer and have an
average haircut of 38,1 %. EBS’ participation in NAMA
will facilitate the accelerated removal of high risk
property-related assets.

Guarantees

EBS is one of the financial institutions covered by the
Irish Guarantee Scheme for financial institutions (here-
inafter “the CIFS scheme”), which was adopted under
the Credit Institutions (Financial Support) Act 2008
and approved by the Commission on 13 October
2008 (°). The total State-guaranteed funding (including
deposits) for EBS as at the end of June 2010 under the
CIFS Scheme was approximately EUR [...] billion. EBS
also joined the Eligible Liabilities Guarantee Scheme
(hereinafter “ELG scheme”) (') on 3 February 2010.

(*) See Commission decision in Case N 725/09, Irish asset relief —
NAMA (0] C 94, 14.4.2010, p. 10).

(®) See Commission Decision in Case NN 48/08, Guarantee Scheme for
Banks in Ireland (O] C 312, 6.12.2008, p. 2).

(') See Commission Decision in Case N 349/09, Credit Institutions
Eligible Liability Guarantee Scheme (O] C 72, 20.3.2010, p. 6).

(23

(24

(25
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According to the information provided by the Irish
authorities, the issuance of debt (including deposits)
under that second scheme by EBS until the end of June
2010 has been approximately EUR [...] billion. EBS will
furthermore benefit from the continuation of the
guarantee on short-term liabilities (with a maturity
lower than three months) that was approved by the
Commission on 21 September 2010 (}) and which
replaces the ELG scheme as regards those liabilities. The
amount of liabilities covered by that latter guarantee
should amount to approximately EUR [...] billion (°).

2.4. The restructuring plan submitted on 31 May
2010

The EBS restructuring plan as submitted by the Irish
authorities contains a base and a stress scenario for the
period March 2010-2014 with the aim of demonstrating
EBS’ ability to achieve long-term viability. The
assumptions for both the base case and the stress case
in Ireland have been provided by the Financial Regulator
(for the period 2009-2012).

According to the EBS restructuring plan, EBS will focus
on its core business of retail lending and savings, while
winding-down its non-core activities, essentially its
commercial loan business. To that end, the following
measures will apply to EBS:

(i) exit its property development finance and wind-
down of commercial business;

(ii) increase its income through higher margins and
lower costs;

(i) increase its core capital;

(iv) improve its funding position;

(v) introduce changes to its risk management and
corporate governance;

(vi) be sold to a third party.

2.4.1. Main assumptions

According to the restructuring plan, in order to
determine the base and the stress cases EBS used the
assumptions concerning future impairments from the
PCAR exercise carried out by the Financial Regulator.
Those assumptions were combined with other financial
assumptions including lending, costs, the transfer of
loans to NAMA, funding, capital and the cost of the
government guarantee schemes.

(®) See Commission Decision in Case N 347/10, Short-term guarantees

under the ELG scheme from September to December 2010, not yet
published.

(°) No specific amount was communicated by the Irish authorities as to

the expected use by EBS specifically. [...].
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2.4.1.1. Base case

(26) Macroeconomic assumptions — The restructuring plan

includes assumptions regarding the development of

Table 1

GDP forecasts

GDP over the restructuring period. GDP growth is
projected to decline by 0,5 % in 2010 before rising to
2,5% in 2011 and staying relatively stable around that
level until 2014 (see Table 1).

(31) Run-off commercial loan book — EBS plans to exit from

development finance by transferring around EUR 837
million of land and development loans and associated
commercial term loans to NAMA. Those loans
represent roughly 50 % of EBS' total commercial loan
book of around EUR 1,7 billion.

(32) The commercial business containing those commercial

term loans not transferred to NAMA will be

2010 2011 2012 2013 2014
Real GDP growth (%) -0,5 2,5 2,3 2,6 2,6
Source: EBS restructuring plan.

(27) Retail mortgage lending and margins — In the base case wound-down. To that end, EBS has reorganised its
the plan assumes that gross residential lending of EBS, commercial business in order to facilitate the run-off of
based on assumptions regarding the development of the remaining commercial loan book. It is estimated in
GDP, unemployment and house prices, will increase the plan that the loan book will reduce from around
from EUR [1-2] billion in 2010 to EUR [2-3] billion EUR 968 million to EUR [...] million over the restruc-
in 2014. The total residential mortgage book will grow turing period. EBS furthermore ceased commercial
from EUR [15-17] billion in 2010 to EUR [16-18] lending from April 2008 onwards.
billion in 2014.

(28) According to the restructuring plan, EBS will increase its (33) Impairments — As regards the assumptions concerning
standard variable rate (hereinafter “SVR”) in steps in order future impairments, the plan assumes that the
to bring its margins in line with the market and the impairment charge for residential mortgage lending
European average. To that end, EBS will increase its (which includes home loans, buy-to-let and commercial
SVR by 120 bps in 2010 [...]. Over the restructuring buy-to-let) will peak in 2010 with EUR [...] million, will
period, the SVR will rise from 2,33 % in 2010 to [...] remain almost the same in 2011 before decreasing to
% in 2014, while the margins for new residential EUR [...] million in 2014. For commercial lending, the
mortgage business with a fixed rate will increase from impairment charge will peak in 2010 with EUR [...]
[...] % in 2010 to [...] % in 2012 and remain stable million, before decreasing to [...] in 2013 as the loan
afterwards. book is run off. The total impairment charge for 2010 is

calculated at EUR [...] million, which will decrease to

(29) EBS will furthermore carry out a cost reduction EUR [...] million in 2011 before declining to EUR [...]
programme which has already resulted in a reduction million in 2014 ('9). In percentage terms, EBS expects a
of its operating costs by EUR 15,7 million (14,5 %) in [...] bps provision charge on home loans for the period
2009 and which is expected to bring the total cost 2009-2014, a [...] bps charge on buy-to-let and a [...]
reduction to EUR [...]. Over the period of the plan, bps provision on commercial buy-to-let.

EBS foresees a gradual increase of operating costs from
EUR [...] million in 2010 to EUR [...] million in 2014.
(34) Transfer of loans to NAMA — EBS assumes in the plan

(30) As a result of these measures, net interest income will that around EUR 837 million of land and development
increase from EUR [...] million in 2010 to EUR [...] loans and associated loans will be transferred to NAMA
million in 2014 (an increase of EUR [...] million), at an average haircut of [30-50]. In exchange for the
while EBS’ income before the deduction of operating loans transferred to NAMA, EBS will receive 95%
expenses will increase from EUR [...] million in 2010 senior State guaranteed bonds and 5 % subordinated
(includes losses associated with transfer of assets to bonds. The plan assumes that the senior guaranteed
NAMA) to EUR [...] million in 2014 (an increase of bonds will incur a [...] loss. The subordinated bonds
EUR [...] million). On the other hand costs remain will be recorded at [...] of their nominal value.
relatively flat and only increase by EUR [...] million,
thus resulting in an increase of EBS’ income before
Impairments. (35) Funding — Over the period of the restructuring plan,

EBS intends to decrease its reliance on wholesale
funding by terming out its wholesale funding (i..
replacing short-term wholesale funding with longer-
term wholesale funding) and decreasing the share of
short-term funding in the mix (see Table 2). EBS
furthermore aims to increase the share of customer
funding in the funding mix.

('% In 2014, impairment provisions will be EUR [...] million for resi-
dential mortgages, and EUR [...] million for Commercial buy to let.
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Table 2
EBS funding mix 2010-2014 (% of total balance sheet)
EBS funding mix 2010-2014 (%)

2010 2011 2012 2013 2014
Retail [.] [..] [.] [.] [.]
Corporate and non-bank financial insti- [...] [...] [...] [...] [...]
tution
Total customer funding [40-50] % [...] [...] [...] [60-70] %
Long-term wholesale funding [...] [...] [...] [...] [...]
Short-term wholesale funding [...] [...] [...] [...] [...]
Total wholesale funding [50-60] % [...] [...] [...] [30-40] %

Total 100 % 100 % 100 % 100 % 100 %

(36) As regards the costs of funding, the plan assumes that (40) Capital — As regards EBS' capital structure, EBS has
the average margins EBS has to pay over total fixed received a capital injection from the Irish authorities,
deposits will decrease from [...] % in 2010 to [...] % which increased its Core capital ratio to [8-12] % at
in 2014 as financial markets improve. A largely similar December 2010. EBS will maintain a Core capital ratio
development is expected for corporate funding spreads above 8 % in a base case over the period of the plan (see
(decreasing from [...] % in 2010 to [...] % in 2014) Table 3). The restructuring plan also assumes that a buy-
and non-bank financial institution spreads (decreasing back of EUR [...] million of hybrid securities will be
from [...] % in 2010 to [...] % in 2014 after peaking carried out in 2010 at a discount to par, yielding a net
at [...] % in 2011). profit of EUR [...] million. Furthermore, there will be no

coupon payments after June 2010 on the remaining

(37) In the restructuring plan, EBS has set percentage targets hyb.rldl caP1ta.l 1fn struments. .Consequintly, EBS Coie
and lower limits for the share of each category of cap1ta0/ ! at120011(s) orecast to improve by approximately
funding in the funding mix. EBS’ medium- to long-term (-] % in ’

Customer funding target (retail and corporate customer ’ ]
accounts) is [...] % with a minimum of [...] %. Long- (41) Guarantee schemes — EBS' restructuring plan
term wholesale funding has a target of [...] % with a furthermore takes into account the cost associated with
minimum of [...] %. EBS’ target for short-term liabilities its participation in the ELG scheme. The plan assumes a
is 10 % with a maximum of [...]. Estimates provided in 50 bps fee per year for debt with a maturity of less than
the restructuring plan as laid down in Table 2 shows that one year and a [...] bps fee for debt with a maturity over
EBS meets these targets over the period of the plan. one year.

(38) As a result of the new funding policy, there is an (42) Cha[r\lges to rlSl.i management and corporate governance
X . . ) ; . — As part of its restructuring, EBS made changes to its
increased emphasis on retail funding which, combined sk for i b ine the roles of
with the assumptions on new lending, will lead to a risk management, for instance by separating the ro'es o

. , . o the Financial Director and the Chief Risk Officer and
reduction of EBS’ loan-to-deposit ratio from 175 % to L Chief Risk Offi EBS furth
around 137 % in 2014. As for short-term funding, EBS appointing a mew hiel Kis et urtnermore
will decrease its reliance on ECB funding from EUR 2,5 has §nhanced the review ar}d monitoring of its h,qu1d1t).7,
billion at the end of 2009 to around EUR [...] million in funding and solvedncy dpc;)smon. As regards EBS cre(.:hi
2014. EBS furthermore plans to issue approximately EUR exposures, EBS decided fto cease new - commercia

. . property lending in April 2008 and to establish a
[...] billion worth of longer-term covered bonds in [...], dedicated " . d windino-d h

d [...] respectivel edicated team for managing and winding-down the
[...] and [... p Y- commercial loan book. EBS furthermore enhanced its
compliance and risk functions, mainly by attributing

(39) As for terming out EBS wholesale funding, it plans to new resources.
issue Medium-term Notes (MTN) of [...]-year maturity in
20[...] ([...] bps above benchmark ('")) and [...]-year (43) Concerning corporate governance, EBS seeks to remain

maturity in 20[...] ([...] bps above benchmark). EBS
also plans to issue covered bonds of [...]-year maturity
in 20[..] ([...] bps above benchmark), of [...]-year
maturity in 20[...] ([...] bps above benchmark), and of
[...]-year maturity in 20[...] ([...] bps above benchmark).

(") 6-month Euribor.

compliant with the regulatory requirements of the
Financial Regulator and will adopt the amendments
that the Financial Regulator plans to propose in the
near future, which include limits on the number of direc-
torships for directors of credit institutions. Furthermore,
the Finance Director and Chairman of the Board were
replaced in 2009. EBS furthermore has implemented
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(44)

(45)

(48)

the recommendations by the Covered Institution Remu-
neration Oversight Committee regarding the remun-
eration of Board members and senior executives. Those
implementing measures include no bonuses to be paid
over 2008 and 2009, a reduction of the Chief Executive’s
base pay and revised organisational performance
objectives giving risk control a higher weighting when
determining pay rises.

Sale of EBS — The restructuring plan furthermore
foresees the sale of EBS to a private party. According
to the plan, the sale could contribute to EBS’ viability
as the potential buyer could meet any further capital
requirement of EBS in the future. The sale would
furthermore reduce the level of aid required from the
Irish authorities in order for EBS to meet its regulatory
capital requirement. A potential buyer would also seek to
grow the business in order to obtain a return on its
investment, for instance by bringing further expertise
and experience to the business. A strong parent could
make EBS more attractive in the corporate deposit
market. If a financial institution were to acquire EBS,
EBS might gain better access to funding on the market.

According to the plan, the internal measures EBS has
taken, which have been described in more detail in
points 26-43, ensure that it will be a more valuable
business and therefore more attractive to potential
buyers. Furthermore, certain external factors increase
EBS’ attractiveness like the transfer of assets to NAMA
and the independent assessment of EBS capital
requirement by the Financial Regulator.

(46)

Table 3

EBS started a competitive sales process in the form of a
tender procedure on 14 June 2010. EBS identified [15-
30] potentially interested parties ([5-15] financial insti-
tutions and [5-15] private equity firms) which were
contacted and supplied with an  information
memorandum. Four parties (one financial institution
and three private equity firms) indicated their interest
and signed confidentiality agreements upon which they
were granted access to a data room. EBS subsequently
received four indicative bids on 2 July 2010. The parties
were subsequently invited to the next step in the process
which involves a more detailed financial due diligence
and meetings with the EBS management and the Irish
authorities. On 20 August 2010, EBS received four
revised proposals from the prospective bidders, [...]. As
a result the remaining bidders are [...]. The next phase in
the process as indicated by the Irish authorities will be to
start negotiations with.

Financial projections in the base case

Based on the assumptions for the base case set out in
points 26-41, the EBS restructuring plan projects that
EBS’ net interest income will steadily increase from
EUR [...] million in 2010 to EUR [...] million in 2014
(see Table 3). EBS’ cost-income ratio will decrease sharply
from [...] % in 2010 to [...] %, which is caused mainly
by an increase in income over the restructuring period.
EBS will increase its net interest margin between 2010
and 2014 from [...] % to [...] %. Furthermore, EBS’ loan-
to-deposit ratio improves from [150-200] % in 2010 to
[100-150] % in 2014.

Restructuring plan base case profit and loss account items and ratios

EBS restructuring P&L items and ratios — base case

2010 2011 2012 2013 2014
P&L items (EUR million)
Net interest income [..] [...] [...] [...] [...]
Impairments [] [] [] [-] [.]
Profit (loss) before tax [...] [..] [...] [...] [...]
P&L ratios (%)
Costfincome ratio [...] [...] [...] [...] [...]
Net interest margin [..] [..] [..] [...] [...]
Loan to deposit ratio [150-200] % [...] [...] [..] [100-150] %

During the restructuring period, EBS’ balance sheet
will slowly grow from around EUR [20-23] billion
in 2010 to around EUR [21-24] billion in 2014
(see Table 4). EBS' risk-weighted assets (hereinafter
“RWA”) will also increase from around EUR [...]
billion to around EUR [...] billion. As for EBS

capital ratios, its Core capital ratio will remain
above the 8% requirement as set by the Financial
Regulator and [...], increase to [...] % in 2014.
EBS’ Tier 1 ratio and Total capital ratio both show a
similar evolution and will be [...] % and [...] %
in 2014.
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Table 4

Restructuring plan base case balance sheet ratios

EBS plan balance sheet ratios — base case

2010 2011 2012 2013 2014
Balance sheet (EUR billion)
Total assets [20-23] [...] [...] [...] [21-24]
Balance sheet ratios (%)
Core capital ratio [...] [...] [...] [...] [...]
Tier 1 ratio [...] [...] [...] [...] [...]
Total capital ratio [...] [...] [...] [...] [...]
2.41.2. Stress case will peak in 2010 with EUR [...] million, before
) ) decreasing to [...] in 2013 as the loan book is run off.
For the stress case, the same assumptions were used as in The total impairment charge for 2010 is calculated at
the base case, except for the impairment provisions. The EUR [...] million, which will decrease to EUR [...]
latter have been changed by using the PCAR stress case million in 2011 before going down to EUR [...]
adjusted to reflect EBS' best estimate of a realistic million in 2014.
underlying macroeconomic stress scenario.
Financial projections in the stress case
The restructuring plan therefore assumes in the stress
case that the impairment charge for residential (51) On the basis of the stress scenario, EBS is projected to
mortgage lending (that category includes home loans, record losses of [...] before recording profits of [...] (see
buy-to-let and commercial buy-to-let) will peak in Table 5). In percentage terms, EBS expects a [...] bps
2010 with EUR [...] million and remain almost the provision charge on home loans for the period 2009-
same in 2011 before decreasing to EUR [...] million in 2014, a [...] bps charge on buy-to-let and a [...] bps
2014. For commercial lending, the impairment charge provision on commercial buy-to-let.
Table 5

Restructuring plan stress case profit and loss items and ratios

EBS restructuring P&L items and ratios — stress case

2010 2011 2012 2013 2014
PSL items (EUR million)
Net interest income [...] [...] [...] [..] [...]
Impairments [.] [.] [.] [.] [.]
Profit (loss) before tax [..] [..] [.] [..] L]
PSL ratios (%)
Cost/income ratio [...] [...] [...] [...] [...]
Net interest margin [...] [...] [...] [...] [...]
Loan to deposit ratio [150-200] % [.] [...] [..] [100-150] %
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(52) The projections concerning the development of however  affected by  the  further  losses
EBS’ balance sheet in the stress case show that foreseen as a result of higher impairments, but
both total assets and RWA are the same in the remain above the regulatory requirement of 4 % (see
base and the stress cases. The capital ratios are Table 6).

(54

=

=

=

Table 6

Restructuring plan stress case balance sheet ratios

EBS plan balance sheet ratios — stress case

2010 2011 2012 2013 2014
Balance sheet (EUR billion)
Total assets [20-23] [...] [...] [...] [21-24]
RWA [..] [..] [.] [.] [.]
Balance sheet ratios (%)
Core capital ratio [...] [...] [...] [...] [...]
Tier 1 ratio [...] [...] [...] [...] [...]
Total capital ratio [...] [...] [...] [...] [...]
2.4.2. Alternative restructuring options existing loans is [...] % and that continued State capital is
. . . needed to fund annual operating losses. Assets are
The restructuring plan of EBS also contains an analysis of estimated to be realisable at their 2019 book value.
two other restructuring scenarios, namely the immediate Wholesale funding is assumed to be redeemed in
liquidation of EBS and an orderly wind-down of EBS. accordance with contracted maturities and retail
Immediate liquidation fupding is assumed to.reduce over a two-year peripd,
with the exception of fixed term deposits. The resulting
As regards the immediate liquidation, EBS has used the funding gap is met by direct State funding or the
following assumptions: 1. a sale price at a [...] % issuance by EBS of State-guaranteed bonds. The orderly
discount on the nominal value of the remaining retail wind-down scenario furthermore assumes that hybrid
mortgage book; 2. a discount of [30-50] % on all the securities are written-off on final liquidation.
assets transferring to NAMA; 3. cash balances with
central banks, derivatives and available-for-sale assets (57) The cost of an orderly wind-down in terms of recap-
are realisable in full at their December 2009 mark-to- italisation is estimated at between EUR [...] billion. On
market valuation; 4. subordinated liabilities and hybrid top of this recapitalisation, the Irish Government would
capital securities are written off and 5. the remaining have to fund a funding gap peaking at EUR [...] billion
deposits and senior debt instruments are repayable in full. in 2011. In addition to the funding gap, operational
. ) ) o losses would be incurred during the orderly wind-down
EBS has gstnnated t.h.at an 1mrp§d1ate llquldatloq \fvoulld which would also have to be funded by the Irish
cost the Irish authohr1t1e.s an ;flddmonal EUR [...] billion in authorities. An orderly wind-down would also trigger a
th.e .form of a capital injection on top of the .EU.R [:~-] call on the EUR [...] billion of liabilities covered by a
million already committed. An immediate liquidation guarantee under either the CIFS and ELG schemes. Just as
would furthermore trigger a call on the guarantees is the case with the immediate liquidation scenario, an
under both the CIFS and ELG §chemes. Currently EBS orderly wind-down would result in the exit of one of the
has EUR [...] bl.HlOH of 11ab111t1e§ .covered under both few financial institutions currently active in retail
schemes, of which EUR [..] billion under the CIFS mortgage lending in Ireland.
scheme and EUR [...] billion under the ELG scheme as
at the end o'f June 2010. The Irlsh Government Wf:)ulfi 3. POSITION OF THE IRISH AUTHORITIES
have to provide these amounts until the end of the liqui-
dation. An immediate liquidation would furthermore (58) The Irish authorities consider that EBS should be

result in selling assets at once, which would be likely
to indirectly negatively affect the prices of similar assets
held by other banks.

Orderly wind-down over a 10-year period

The orderly wind-down scenario assumes that no new
business is written and that the redemption rate on

preserved on the Irish market. They point out that,
rather than distorting competition in the Irish market,
EBS will provide necessary competition, for the
following reasons:

(i) the mortgage and savings markets have gone
through considerable change in the last two years;
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(59)

(60)

(61)

(ii) the size of the mortgage lending market post-crisis
has reduced by 80% over 3 years from
EUR 40 billion in 2006 to EUR 8 billion in 2009;

(ili) foreign-owned banks have largely reduced their
activities in the mortgage business in the Irish
market, with a market share reduced from 30 % in
2008 to 5% in 2009;

(iv) the vacuum created due to the exit by foreign insti-
tutions had to be filled by domestic players. AIB and
BOI collectively increased their share of new lending
from 35% in 2006 to 68 % in 2009 despite
reducing their lending activities, while PTSB
remained stable with a 10 % market share.

The Irish authorities thus consider that it is necessary that
EBS stay on the Irish mortgage market to compete with
the two market leaders, Bank of Ireland and Allied Irish
Banks, as most foreign competitors have retrenched or
exited the market. The Irish authorities point out that
institutions that ceased lending in 2009 are unlikely to
return to the market for some time given the need to
restore their balance sheets, especially taking into account
the following developments:

@ [...];

(i) Bank of Scotland Ireland (a subsidiary of Lloyds
Banking Group) has announced a full exit from the
market having already announced earlier this year
that the retail brand Halifax would close. It put its
branch network on the market for sale signalling
that this move is a permanent, not temporary exit
from the market. There have been no buyers to date;

(ifi) [...] KBC [...] based on figures released by the Irish
Banking Federation, it provided 3 % of all loans
issued in the Irish market in the first half of 2010.

(b) its activity is limited to one channel — mortgage
intermediaries (brokers). Brokers accounted for
approximately 36 % of lending in Q1 2010. It
does not have a retail branch presence in the
market, which limits its market reach. The retail
market (in which EBS, BOI and AIB operate)
accounts for 64 % of all the lending in the
market;

© L..].

Furthermore, [...] are PTSB and Irish Nationwide. [...].
According to PTSB's H1 2010 results it only advanced
EUR 136 million in the first six months of 2010, which
is 5% of all loans issued in the Irish market in that
period. Irish Nationwide has 1,5% market share of
retail mortgages [...].

4. ASSESSMENT
4.1. Existence of State aid

According to Article 107(1) TFEU, State aid is any aid
granted by a Member State or through State resources in
any form whatsoever which distorts, or threatens to

distort, competition by favouring certain undertakings, in
so far as it affects trade between Member States.

(62) The Commission notes that the restructuring plan does
not require any additional State support to be provided
to EBS. As for the recapitalisation that triggered the need
for an in-depth restructuring and which the Commission
considers the main measure under assessment, the
Commission observes that it has already concluded that
the measures constitutes State aid in favour of EBS. In its
decision of 2 June 2010, the Commission approved this
measure for six months or, if Ireland submitted a restruc-
turing plan before 30 June 2010, until the Commission
adopted a final decision on the restructuring plan.

(63) The Commission furthermore observes that the other aid
measures received, but which have not directly triggered
the need for an in-depth restructuring of EBS, have
already been assessed in prior Commission decisions,
namely in its decisions pertaining to EBS’ participation
in the CIFS (12 and ELG ("}) guarantee schemes and
NAMA (*4). The Commission has already concluded that
those measures constitute State aid in favour of EBS. The
Commission notes that Ireland has acknowledged that
those measures constitute State aid.

(64) The Commission also observes that EBS may use the
amended ELG scheme which has recently been
approved by the Commission (). In that decision the
Commission also concluded that the amended ELG
scheme constituted aid to the participating institutions.

4.2. Compatibility of the aid

(65) As regards compatibility of the measure with the internal
market, it must first be assessed whether the aid remedies
a serious disturbance in the economy of the Ireland.
Subsequently, it needs to be assessed whether the
measure at stake is compatible with the internal market.

(66

=

Article 107(3)(b) TFEU empowers the Commission to
declare aid compatible with the internal market if it is
intended “to remedy a serious disturbance in the
economy of a Member State”. The Commission
observes that market conditions have been difficult
worldwide since the last quarter of 2008. Ireland in
particular has been severely hit by the financial and
economic crisis. The economic downturn combined
with the fall in property prices and the exposure of the
Irish banks to land and property development loans have
lead to significant impairments for Irish banks. Irish

(*?) See Commission Decision in Case NN 48/08, Guarantee Scheme for

Banks in Ireland (O] C 312, 6.12.2008, p. 2).

(%) See Commission Decision in Case N 349/09, Eligible Liabilities
Guarantee Scheme (O] C 72, 20.3.2010, p. 6). The ELG scheme
was subsequently prolonged with changed conditions on
31.5.2010 by Commission Decision in Case N 198/10, Prolongation
of the Eligible Liabilities Guarantee Scheme (OJ C 191, 15.7.2010, p. 1)
and on 29.6.2010 by Commission Decision in Case N 254/10,
Second prolongation of the Eligible Liabilities Guarantee Scheme
(O] C 238, 3.9.2010, p. 2). The guarantee on short-term liabilities
was extended on 21.9.2010 by Commission Decision in Case
N 347[10, Short-term guarantees under the ELG scheme from
September to December 2010, not yet published.

() Commission Decision in Case N 725[09, Irish asset relief — NAMA
(O] C 94, 14.4.2010, p. 10).

(%) See footnote 7.
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banks have furthermore been faced with difficulties in
obtaining funding and capital from the markets due to
the uncertainty associated with the property market in
Ireland. In that context the Commission notes it has
recently become increasingly difficult for Irish banks to
attract funding due to the sovereign debt crisis and the
downgrading of the Irish Sovereign.

The Commission has acknowledged that the global
financial crisis can create a serious disturbance in the
economy of a Member State and that measures
supporting banks may be apt to remedy this disturbance.
That analysis has been confirmed in the Commission’s
Communication on the application of State aid rules to
measures taken in relation to financial institutions in the
context of the current global financial crisis (hereinafter
“Banking ~ Communication”) (*¢),  its ~ Commission
Communication on the recapitalisation of financial insti-
tutions in the current financial crisis: limitation of the aid
to the minimum necessary and safeguards against undue
distortions of competition (hereinafter “Recapitalisation
Communication”) (*7), its Communication from the
Commission on the Treatment of Impaired Assets in
the Community Banking Sector (hereinafter “TAC”) (1%)
and its Restructuring Communication. In respect of the
Irish economy that evaluation was confirmed in the
Commission’s various approvals of the measures
undertaken by the Irish authorities to combat the
financial ~crisis (%) in particular in the decision
temporarily authorising the recapitalisation of EBS (7).

Given the specific circumstances in Ireland combined
with the current situation on the financial markets, the
Commission considers that the measures may be
examined under Article 107(3)(b) TFEU. As the present
decision aims at assessing the restructuring plan for EBS
submitted by the Irish authorities and the associated aid,
the Commission finds it should be assessed on the basis
of the Restructuring Communication.

4.2.1. Compatibility of the aid measures under the

Restructuring Communication

The Commission observes that in its decision on the
emergency recapitalisation it directed the Irish authorities
to submit an in-depth restructuring plan that would take
into account all the aid received by EBS (i.e. the recap-
italisation, the guarantees and the impaired assets
measure) and that would fulfil the requirements for the
Restructuring Communalisation. The Commission notes
that the Irish authorities have submitted a plan which

(**) Communication on the application of State aid rules to measures
taken in relation to financial institutions in the context of the
current global financial crisis (O] C 270, 25.10.2008, p. 8).

(17

Commission Communication on the recapitalisation of financial

institutions in the current financial crisis: limitation of the aid to
the minimum necessary and safeguards against undue distortions of
competition (O] C 10, 15.1.2009, p. 2).

('%) Communication from the

Commission on the Treatment of

Impaired Assets in the Community Banking Sector (O] C 72,
26.3.2009, p. 1).

(") See amongst others the Commission Decisions as set out in
footnotes 2-5 above.

(29 See footnote 2.

(70

(71

(74

)

N

~—

~

=

analyses different scenarios: an immediate liquidation of
EBS, a wind-down over ten years and the continuation of
EBS on the market with a subsequent sale. The scenario
chosen by the Irish authorities involves the continuation
of EBS on the market followed by a sale. The
Commission invites third parties to provide comments
on that choice.

The restructuring plan submitted by the Irish authorities,
although it explores alternative options, is based on the
assumption of EBS remaining as a stand-alone entity.
Subsequently the Irish authorities have since indicated
that they are actively in the process of selling EBS to a
third party, something which might affect the restruc-
turing plan. The Commission will conduct the compati-
bility assessment in this opening decision on the basis of
the current restructuring plan. However, any final
decision will have to be based on the situation of EBS
at the time of adoption of that final decision. In
particular, if the Irish authorities conclude the sale of
EBS they will have to submit an updated restructuring
plan that takes into account the details of the sale of EBS,
with particular regard to the viability of the post-trans-
action EBS, any further aid contained in the sale and any
further distortion of competition caused by the sale.

(i) Restoration of long-term viability

In accordance with the Commission Decision of 2 June
2010 in Case N 160/10 regarding the recapitalisation of
EBS (?!), the Irish authorities submitted a restructuring
plan on 31 May 2010.

Overall, under the assumptions of the restructuring plan,
EBS generates profits from 2012 onwards, generates
sustainable return on equity in 2014 ([...] %) (*?), and
respects the financial capital ratios imposed by the Irish
financial regulator (Total Core Tier 1—8 %). Under the
stress case scenario, return to profitability is only
postponed by one year (2013). The Commission
observes that, amongst the assumptions made in the
plan to build forecasts of the income statement and the
balance sheet of EBS, several assumptions need to be
clarified and supported by more evidence before the
Commission can take a decision.

EBS ceased all new commercial lending in April 2008,
source of its financial problems, and will focus on its
core business: (i) mortgages; and (ii) customer deposits.

Macroeconomic forecasts. The macroeconomic forecasts
of EBS regarding GDP in the base case as set out in Table
1 are conservative by international standards. For
instance, with regard to GDP, EBS uses the Economic
and Social Research Institute (ESRI) forecasts for the
years 2010-2011 (published on 13 April 2010), and
IMF forecasts for the period 2012-2014 (published in
June 2009). The ESRI forecasts are comparable to the
forecasts published by the Commission in its European
Economic Forecasts Spring 2010 report, while the IMF
forecasts are more conservative than forecasts from other
sources (such as other Irish banks, brokers and the Irish
Government).

(2") See footnote 2.
(*?) Return on Equity based on: (a) profits 2014: EUR [...] million; (b)

equity/Total Reserve 2014: EUR [...] billion.
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(75) The Commission considers that the forecasts as regards regarding GDP, unemployment, house prices and

(77)

GDP used by EBS seem reasonable. However, the
Commission notes that the financial forecasting in the
restructuring plan is based primarily on the impairments
provided by the Financial Regulator in the context of the
PCAR. Those assumptions are used to calculate what
kind of developments in GDP, house prices, unem-
ployment would have to occur to cause the impairment.
It is therefore unclear to what extent assumptions

(76)

Table 7

inflation in fact are used to support the plan.
Furthermore, the Commission notes that the plan does
not provide information on the macroeconomic
assumptions under the stress case.

Market shares — mortgages. EBS has provided the
following information with regard to new gross lending
and lending stock (see Table 7).

Irish mortgage market — developments new lending

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
(f) @) @) ) @)
New lending
Gross new lending 34,1 | 38,9 | 338 | 23,0 8,1 [...] [...] [...] [...] [--]
(EUR billion)
EBS’ gross new lending | 3,4 4,0 3,1 2,6 1,4 [1-2] [...] [...] [...] [2-3]
(EUR billion)
EBS’ share of new gross [10,0% [10,0% | 9.2% | 11,5% | 17,1 % | [15-201 %| [...]1 | [..]1 | [..] |[15-20] %
lending
Stock lending
EBS’ share of balances 11,3% (10,8 %|10,2% | 10,3% | 10,6 % [...] [...] [...] [...] [...]
Source: EBS
The market share of EBS in new lending increased from mortgages will not increase as EBS projects. Second, if
11,5% in 2008 to 17,1 % in 2009. The Commission the mortgage market does recover, foreign banks may re-
observes that between 2008 and 2009 the nominal enter the market and reduce EBS’ market share and
amount of mortgages granted in Ireland decreased from margins. If EBS could not maintain those lending
EUR 23 billion to EUR 8,1 billion, and the total new targets on new mortgage lending in the medium-term,
lending granted by EBS decreased from EUR 2,6 billion that failure would lower its future profitability (although
to EUR 1,4 billion. The increase in market share of EBS it would still remain profitable, albeit with a lower return
reflects therefore the reduction in activity of the other on equity). The Commission therefore invites third parties
Irish banks and not an increase in lending by EBS. For to provide their comments on the future evolution of the
instance the aggregate market share of foreign-owned Irish mortgage market.
banks in th t ket d d f 30 % i
e oy gagezinar et decreased from o (79) Market share — customer deposits. EBS has provided the
2008 to 5% in 2009 (23). L shar ; \ .
following information concerning net inflows and
EBS assumes that its new lending will steadily increase savings balance in the retail and corporate deposit
from EUR [1-2] billion in 2009 to EUR [2-3] billion in market (see Table 8 below). EBS maintains that it will
2014. The Commission has doubts about that continue to attract net inflows of retails saving, which
hypothesis. Firstly, the economic outlook in Ireland contributes to improving its funding position and loan-
remains poor and it is possible that the demand for to-deposit ratio.
Table 8

Irish deposit market

2008 2009

Net inflows — retail deposits

EBS’ share of market net inflows 21,6 % 22,3 %

(*%) Bank of Scotland (Ireland), a subsidiary of Lloyds, has announced
that it will withdraw from Ireland, as has Fortis, while KBC and
ACC (Rabobank) have closed several branches [...].



6.11.2010

Dziennik Urzgdowy Unii Europejskiej C 300/29
2008 2009 2010 2011 2012 2013 2014
® @ ® ® ®

EBS’ net inflows (EUR billion) 0,7 0,6 [...] [...] [...] [...] [...]

Balance — retail deposits

EBS’ share of market savings 8,4 % 8,9 % [...] [...] [...] [...] [...]

balances

EBS savings balance (EUR 5,5 6,2 [...] [...] [...] [...] [...]

billion)

Balance — corporate deposits

EBS savings balance (EUR 4,6 3,6 [...] [...] [...] [...] [...]

billion)

Source: EBS

(80) The Commission observes that EBS’ share of annual net

—

inflows of retail deposits is significantly larger than its
historical market share. That current large share reflects
the strong increase in EBS’ activity in that area because of
the financial crisis. EBS maintains that its positive repu-
tation amongst retail customers means that it has
attracted and will continue to attract a disproportionate
amount of retail savings without offering the most
competitive rates. In the plan it is estimated that the
saving rate will remain high in Ireland in the next
years () and that EBS will be in the position to
maintain its share of the market.

Nevertheless, although EBS has considered that its market
share of net retail deposit inflows will decrease over the
restructuring period, from 22,3 % in 2009 to [...] % in
2014, the restructuring plan foresees that the market
share of EBS for net retail savings inflow will be largely
superior to its historical level. The Commission notes that
since the outbreak of the financial crisis, the demand for
retail deposits by banks is high as they focus on
improving their loan-to-deposit ratio, making it a very
competitive market. That competition could reduce EBS’
net savings inflows and influence both its lending
capacity and its loan-to-deposit ratio. The Commission
therefore cannot assess whether the net savings inflows
forecast by EBS are realistic given the current market
circumstances and would welcome further information
on the topic from the Irish authorities and invites third
parties to comment on the issue.

Table 9

(82) EBS also collects corporate deposits. [...]. From 2012

~

onwards however, EBS expects that the economic
situation will improve and that corporate companies
will increase their deposits. EBS’ corporate savings
balance in 2014 will not exceed its corporate saving
balance in 2008, when the outflows of corporate
savings had already started, which may be a reasonable
assumption. However, the Commission is not in a
position to fully assess the assumptions of EBS as more
information would be needed with regard to the
corporate deposit market (market size for net inflows
and balance — EBS’ market share for net inflows and
balance). The Commission therefore invites the Irish
authorities to provide the information.

Impairments — mortgage. The level of impairments in
retail mortgages, which by far the largest asset class held
by EBS, is a vital determinant of its profitability. EBS
foresees that the level of impairments compared to the
value of its mortgage book will peak in the period 2009-
2011 and decrease thereafter. However, provisions in the
later period 2012-2014 ([...] % in 2014) will still be
significantly higher than the provisions EBS made pre-
crisis (see Table 9 below), when it provisioned as low as
[...] %. EBS has thus taken into consideration the new
situation in the mortgage market for its risk assessment,
as the level of provisions on the mortgage book will be
substantially higher in 2012-2014 than pre-crisis. Such
an assumption is in line with assumptions from other
Irish banks, although dependent on the return to a
normal economic situation in the country.

Annual level of impairment on EBS mortgage book

2005 | 2006

2007

2008

2009 | 2010 | 2011 | 2012 | 2013 | 2014

Impairment provision/value of mortgage | [...] | [...]
book (%)

[.]

[...

Tl el edleal el

Source: EBS

(**) According to the Economic and Social Research Institute (ESRI —
http:/[www.esri.ie), the personal savings ratio has reached an annual
average of 10,6 % in 2009, vs. 2,3 % in 2007, and is expected to
remain at 11,25 % in 2011.


http://www.esri.ie
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(84) On the other hand, the Commission observes that Ireland

has gone through the most dramatic real estate crisis in
the European Union, with an associated deep recession.
The EBS restructuring plan foresees cumulative
impairments of [...] bps on home loans and [...] bps
on buy-to-let loans for the period 2009-2014 in the base
case and of [...] bps on home loans and [...] bps on
buy-to-let loans for the period 2009-2014 in the stress
case. However, given that EBS reported an impairment
charge of EUR 223,5 million for the first half of 2010,
whereas according to the restructuring plan the total
impairment charge for 2010 is estimated at EUR [...]
million, it is possible that the plan underestimates the
level of impairment for 2010 and possibly for the
following years. The Commission therefore invites the
Irish authorities and third parties to provide their
comments on whether the increased impairment
provisions made by EBS are sufficient, both for the
period 2010-2011 and 2012-2014.

Impairments — commercial loan book in run-off.
According to the EBS restructuring plan, from 2011
onwards the commercial portfolio in run-off will not
bear any impairment. The total level of impairment
taken by EBS from 2011 onwards only reflects the
impairment provision on the mortgage book.

At the end of 2009 EBS has a total commercial loan
book of a nominal value of EUR 1,7 billion, of which
EUR 837 million are planned to be transferred to NAMA
in 2010. EBS' restructuring plan foresees that the
commercial book will still have a nominal value of
EUR 546 million in 2014.

In the absence of a thorough analysis with regard to how
the commercial loan book will be run off and why the
commercial loan book in run-off should not suffer
impairments, the Commission currently doubts that
target is achievable. The Commission invites the Irish
authorities to provide the necessary information.
However, on the basis of a comparison with other Irish

banks the Commission’s initial estimation would
currently be that, if the small commercial loan book
were to bear impairments beyond 2010, the level of
those impairments would be unlikely to generate losses
of a magnitude that could substantially delay return to
profitability. The Commission invites third parties to
comment on the issue.

Risk management. The Commission observes that EBS
has started to enhance its risk management structure
and policies, learning from the crisis. For instance, a
Chief Risk Officer (CRO) was appointed in January
2009, while that function was under the responsibility
of the Finance Director previously. The CRO presents to
each board meeting an update on the work of the risk
committees on liquidity, funding, credit and operational
risks, compliance, and stress testing.

EBS recently modified its conditions to grant mortgages,
in order to reduce associated risks. For instance the Loan-
to-Value (LTV) was reduced to 90 % on houses and 80-
85 % on apartments. More generally, prior to the crisis
the activities of EBS in the areas of mortgages and
customer deposits did not have particularly high risk
profiles. The problems of EBS seem to derive from its
commercial activities to a very large extent. Considering
that EBS plans to fully withdraw from commercial
lending, the Commission has no indication that the risk
management system of EBS would be inappropriate at
this stage. The Commission invites third parties to
comment on this issue if they consider that the risk
management system of EBS seems inappropriate.

Cost/income ratio. The EBS restructuring plan foresees
that its costfincome ratio will be as low as [...] % in
2014 (see Table 10 below). Such a ratio is particularly
low when compared to other Irish banks. Even when
adding the fees paid to brokers and intermediaries, the
costfincome ratio EBS is low, at [...] % in 2014 (see
Table 10 below).

Table 10

EBS costfincome ratio (%)

2005 [ 2006 [ 2007 [ 2008 [ 2009 [ 2010 [ 2011 | 2012 | 2013 | 2014

Base (EBS restructuring plan) Calralealealealealealealeal
Base + fees paid to brokers Cailealealealealteateiloealea! o
Base + franchised branches are integrated S T P I Y I I POOY
in EBS

Source: EBS

(91) However, EBS simulated a scenario based on the

hypothesis that it would have an additional 82
branches (which are franchised at present). That alter-
native scenario resulted in a cost/income ratio of [...]
% in 2014, more in line with the cost/income ratio of
EBS pre-crisis, and higher by a few percentage points

than the level commonly regarded as reasonable in
comparison to other Irish banks. Under that alternative
scenario, EBS would still return to profitability in 2012.
Profits would however be reduced by approximately EUR
[...] million per year, and the reserves of EBS would thus
be reduced by a same amount per year.
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(92) Although the restructuring plan provides some details Commission therefore invites the Irish authorities to

(96)

on how EBS intends to decrease its costs and to
raise its interest income, the Commission has
doubts with regard to EBS' capacity to reach the
low costfincome ratio as foreseen in the plan, in
comparison to other Irish banks, but also in comparison
to the cost/income ratio of EBS pre-crisis. The

(93)

Table 11

provide their view on this issue.

Margins. EBS’ margins on lending will reach a low point
in [...] at [...] % (see Table 11 below). The restructuring
plan then foresees that margin will increase to [...] % by
2014.

EBS’ net interest margin on loans (%)

2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 [ 2012 | 2013 | 2014
Net interest margin | 1,61 | 1,33 [ 1,08 | 0,80 | 0,84 | 0,88 | 0,77 | 0,72 | [...] | [...] | [---] | [.-] [...]
Source: EBS
The Commission considers that assumption reasonable follow, a LTD ratio of [100-150] % would not be
and consistent with independent studies which indicate necessarily incompatible with a proper management of
that European banks will increase their margins to EBS, in particular if the bank could raise stable funding
guarantee their solvency after the financial crisis. The via the issuance of long-term debt instruments.
margin level is comparable to that targeted by other
géssh igaglésézar;i dltzgeér;z,nr\:shsgl%\gst}i:asrn g;gl)l,n alcet‘i’\felz ?nf (97) The restructuring plan of EBS foresees that the.funding
the mortgage market. The Commission invites third gap, which can be approx1m.ated by the dlfferer.lce
parties to comment on this issue if they consider that between loan t,’o‘?l? , (assets with long-tefm maturity)
the assumptions on EBS' margins are not reasonable. and long—_term llgbllltles, decreases subs.tahntlal_ly over the
restructuring period, from EUR [...] billion in 2010 to
EUR [...] billion in 2014.
Asset/liabilities’ maturities. The restructuring plan of EBS
foresees a reduction of tohe. Loan-To-Deposit (LTD) ratio (98) Overall, the Commission at this stage has doubts on the
grqm around [150-200] % in 2010 to arognd [190f150] funding [...] of EBS, in particular because it lacks
% in 2014 (see Table 2 :.1bove). That reduction p-r1nc1pally evidence supporting the assumptions that EBS will
stems from an Increase 1n t’he volume of deposit of EBS. sustain a market share in the collection of retail and
However, as indicated in  paragraphs 79-82, the corporate deposits which is substantially above its share
Commission does not have sufficient elements to assess of balances.
whether the forecasts of EBS regarding the collect of
retail and corporate deposits are reasonable.
(99) Funding costs — deposits. Regarding the costs associated
with the collection of deposits, the restructuring plan of
The Commission also notes that the target LTD ratio of EBS foresees that it will still have to pay a high interest
EBS will still leave it dependent on wholesale funding, rate on notice and fixed retail deposits, as well as on
which was part of the problems faced by Irish banks at corporate deposits (see Table 12 below). For EBS, in a
the height of the crisis. On the other hand, given the context where Irish banks compete aggressively to attract
simple low-risk commercial strategy that EBS intends to deposits, deposits will be expensive to attract.
Table 12

Customer deposit margins (%)

2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 2010 2011 | 2012 | 2013 2014
Retail
deposits
Notice caleatealealeatealealealwso- | toalealea! roso-
0,60)] 0,80)]
Demand | L. | Ldl L lealealealealeal oeo- | odlal.g!| rzoo-
0,80] 2,40]
Fixed Caleatealeatleatealealealwso-|alealea! roeo-
1,70)] 0,80)]
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2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014
Corporate
deposits
Corporate [(x90- | [...1 | [---1 | [--] [(1,10-
margins 2,20)] 1,30)]
Source: EBS
(100) Concerning both retail and corporate deposit margins (i) Own contribution/burden-sharing
(cost), the Commission considers at present that the
assumptions taken in EBS restructuring plan seem (105) The Restructuring Communication indicates that an
reasonable. The cost of gathering deposits decreases appropriate C(_)nt'ributiOQ by the'b'eneficiary is necessary
over the restructuring period (but remains high), which n ord.er to limit the .alld to minimum and to address
should be in line with a progressive recovery of the Irish d1stort%ons of competition and moral hazard. To Fhat
economic situation. The Commission invites third parties end, firstly, the restructuring costs should be limited
to comment on the issue lf they Consider that the While, Secondly, the ald amount Should be hmlted and
assumptions on EBS customer deposit margins are not a significant own contribution is necessary.
reasonable.
Limitation of restructuring costs
(101) Funding costs — wholesale funding. EBS plans to issue
MTN and covered bonds with maturities ranging from (106) As regards the limitation of the restructuring costs, the
two to five years. The hypothesis that the [...] covered Restructuring Communication indicates in point 23 that
bonds will be issued at [...] bps above the benchmark of the restructuring aid should be limited to cover the costs
six months Euribor appears thimistic. The Commission which are necessary for the restoration of Viability.
invites the Irish authorities and third parties to comment
on the issue. (107) In this regard, the Commission sees positively that EBS
will not engage in new activities, that it will continue to
(102) Liquidity. Regarding the liquidity position of EBS, it offer mortgages and will disengage from the commercial
provided a liquidity stress test. However, EBS still lending market (book in run_off). Therefore the aid
awaits feedback from the Financial Regulator. In this granted by the Irish government will not serve to
context, the Commission has doubts on the liquidity expand in new sectors of activities, or to continue
position of EBS. In the present context of high pressure activities in the commercial lending area which is the
from the market on the Irish sovereign and more source of EBS’ problems.
generally on debt of Irish banks, this point is of particular
importance for  the shf)rtjterm v1ab1'hty of EBS. The (108) According to the plan, the amount of aid granted to EBS
Commission therefore invites the Irish authorities to o . e
. . ) should ensure that it is in compliance with its regulatory
provide that information. ) . ; . o
capital requirements, and effectively achieves the objective
f ting the fail f EBS.
(103) Haircut on NAMA loans. EBS’ forecasts are based on the Ot preventinig the fatire ©
assumption that the transfer of loans to NAMA will take
place at a haircut of [30-50] %. The haircut applied to (109) The Irish Financial Regulator and the Irish Central Bank
the first tranche of loans transferred to NAMA was 36 %, conducted an exercise to determine the forward-looking
for a nominal value of EUR 143 million, while the prudential capital requirement of EBS, the Prudential
haircut applied to the second tranche of loans transferred Capital Assessment Review (PCAR). The PCAR assesses
to NAMA was 46,4 % for a nominal value of EUR the capital requirements arising over a three-year (2010-
35,9 million. Overall, EBS plans to transfer loans for a 2012) time horizon. The results of the PCAR were
nominal value of EUR 837 million to NAMA. The two publicly announced by the Irish Minister for Finance on
first tranches account for 22 % of the total EBS NAMA 30 March 2010 and conclude that EBS needs:
transfer, and have an average haircut of 38,1 %, which is
in line with the EBS forecast. (i) an additional EUR 875 million of Core Tier 1 capital
to meet the base case target of 8 % Core Tier 1; and
Conclusion
(104) In order to allow the Commission to take a final view on (i) contingen}t} capital of EUR 120 rrflillioon of Cor.e Tier 1
the viability of EBS the following aspects of the restruc- to meet the stress case target of 4% Core Tier 1.
turing plan need to be further justified: (i) the evolution
of mortgage lending in Ireland in the medium-term, (110) The EUR 875 million recapitalisation corresponds to the

more specifically the attitude of foreign-owned banks
on the retail mortgage- and deposit market; (i) the
level of impairment of mortgage loans; (iii) the liquidity
position of EBS; (iv) developments on the corporate
deposit market; (v) impairments on commercial loan
book in run-off; (vi) the cost-income ratio and (vii) cost
of wholesale funding in the medium-term.

capital requirements of EBS to respect a Core Tier 1 ratio
of 8% at 31 December 2010, as imposed by the Irish
Financial Regulator in the base case scenario. However,
according to the restructuring plan of EBS, its Core Tier 1
ratio in the base case scenario systematically exceeds the
8 % target over the restructuring period (see Table 4
above).
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(111) The promissory note foresees that the principal amount

112

(113

(114

(115

(116

)

)

)

)

=

will be fixed at the Final Reset Date (¥) so as to ensure
that EBS is in compliance with its regulatory capital
requirements. That clause in particular allows the Irish
Government to reduce the principal amount of the
promissory note in consequence of a change in the
haircut applied to loans transferred to NAMA (%), or as
a result of any other event reducing the capital needs of
EBS. However, the restructuring plan does not indicate
that the Irish Government will activate that option to
reduce the aid to the minimum necessary.

After a first assessment of the restructuring plan, the
Commission has insufficient information to confirm
that the recapitalisation aid is limited to the minimum
necessary.

The Commission understands that on top of the capital
requirement following from the PCAR, the Financial
Regulator has concluded that contingent capital of EUR
120 million may be required in the future. Although the
capital is not required by end-year, further clarification is
needed. The restructuring plan of EBS indicates that in
the stress case its Core Tier 1 ratio does not go below
[...] over the restructuring period, thus indicating that
contingent capital would not be required in any case.

Limitation of aid — Own contribution

The Restructuring Communication indicates in point 23
that the restructuring aid should be limited to cover the
costs which are necessary for the restoration of viability.

Remuneration. As was noted by the Commission in the
rescue decision approving the emergency recapitalisation
of EBS, the State will receive no fixed remuneration on
the SIS or the promissory note. With regards to the SIS,
the State will only be remunerated if EBS is in a position
to pay out a dividend. That scenario however is unlikely
in the short- to medium-term given the overall situation
of EBS and the financial forecast submitted by the Irish
authorities. The State could also potentially be remu-
nerated by sale of its interest in EBS. However, Ireland
accepts that it is unlikely to recoup all of its EUR
875 million investment in EBS through the currently
proposed sale. [...]. As stated in the decision of 2 June
2010, that situation would have required more in-depth
restructuring, as laid down in the Recapitalisation
Communication.

Transfer of ownership and control. Prior to the
government recapitalisation, EBS was owned by its
members. In particular “share members” (persons who
have a deposit account in EBS) had the right to vote at
general meetings on all resolutions and a right to gains
on any surplus of assets realised in case of demutual-
isation (transformation of EBS into an ordinary bank),
winding-down or dissolution.

(%) Date when the National Asset Management Agency serves a
completion notice, or any prior date as the Minister may specify.

(%) The additional aid required is calculated on the basis of an
estimated aggregated discount on loans transferred to NAMA of
[30-50] %.

(117)

(118)

(119

-~

(120)

(121)

(122)

As a result of the recapitalisation of EBS, the government
has taken full control on EBS via the issuance of Special
Investment Shares, following which (i) the State has
majority voting rights on resolutions; and (i) the
members have lost rights to gains on surpluses of
assets to the benefit of the government. The Commission
notes positively that as a result of recapitalisation of EBS
by the Irish authorities, all its members have lost their
rights and have lost control over gains on surpluses of
assets following, for instance a sale of EBS. The members
thus bear the consequences of EBS’ huge losses.

Ban on coupons on hybrid capital instruments (point 26
of the Restructuring Communication). EBS will suspend
all dividend/coupon payments on its capital securities
until 2014. Its debt-holders will therefore contribute to
the costs of restructuring. EBS estimates that it will save
EUR [...] million on dividends/coupons over the period
2010-2014. The Commission notes positively that
decision of EBS, in line with the Commission’s policy
that payment of coupons on hybrid capital should be
suspended for banks in receipt of State aid. It is
however currently unclear whether all hybrid instruments
of EBS are covered. The Commission therefore invites the
Irish authorities to provide further information.

Liability Management Exercise. EBS conducted a Liability
Management Exercise with regard to hybrid instruments
(Permanent Interest Bearing Shares) in June 2010. The
exercise applied to securities for a nominal value of
EUR 250 million, and the securities were exchanged at
discounts of 56 % and 59 %, generating a net gain of
approximately EUR 90 million for EBS. The Commission
notes positively that EBS has obtained a significant own-
contribution from hybrid debt holders.

Divestment of stand-alone subsidiaries. EBS’ core business
focuses on providing mortgage and retail savings to its
members. Its commercial lending business was operated
together with its core business. EBS operates its business
as a homogeneous entity, and does not operate
autonomous subsidiaries.

Haven Mortgage Limited (Haven) is the only trading
subsidiary of EBS. It trades as a mortgage lender and
serves the Irish intermediary/broker market. However,
although it is a legal separate entity (regulated by the
Financial Regulator as a retail credit firm), Haven is
largely connected to EBS for its daily business. While
Haven ensures sales, relationships with brokers,
marketing, strategy and development, EBS ensures on
behalf of Haven IT infrastructure, arrears management,
loan servicing and finance. In addition, Haven is funded
by EBS and does not hold customer accounts.

Therefore, at this stage, the Commission observes that
EBS’ organisation does not seem to allow for a
divestment of a stand-alone subsidiary, the proceeds of
which could be used to finance the restructuring and thus
be regarded as an own contribution. In particular, a sale
of Haven would unlikely attract interest of investors as
such a sale would imply that an investor will buy a loan
portfolio that is not funded, and the investor will need
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(123)

(124

=

(125)

(126)

to pass an agreement with EBS for the provision of the
services currently operated by EBS on behalf of Haven.
Although such a service agreement could be passed on a
temporary basis, the transaction would not materially
differ from an acquisition of a loan portfolio, which
the Commission considers unlikely in Ireland in the
current market conditions and in the near future (see
below).

Divestment of loan portfolio. EBS will stop its activities
in the commercial lending area. Although EBS could
envisage selling its commercial book, in the current
market conditions the Irish authorities consider that the
market price that EBS could extract from a transaction
would likely result in a loss, and would consequently
increase the amount of aid that EBS could require. EBS
will thus wind-down that business in the medium-term,
and has already established a Special Asset Management
team to manage the recovery of commercial debt from
the run-off commercial portfolio. Considering the
difficult market situation in Ireland and the massive
amounts of commercial loans transferred to NAMA, the
Commission is also of the view that selling EBS
commercial loans would likely result in a loss, and
would endanger its return to viability.

Concerning mortgages and customer deposits, EBS has
not proposed any divestment. The Commission
considers however that such portfolio divestment would
not be appropriate. Any closureftransfer of customer
deposits could only take place via a complex and
therefore costly carve-out, and would entail equivalent
funding needs for EBS, which could negatively affect
the viability of EBS by degrading its funding profile.
Sales of a part of the mortgage portfolio of EBS would
likely result in a loss in current market conditions or in
the near future, triggering additional recapitalisation
needs, especially if the mortgage portfolio is not funded.

Therefore the Commission is of the view that divestment
of parts of the EBS portfolio would damage the capital
position of EBS and would therefore not help to finance
the restructuring.

On the basis of the foregoing elements and based on the
available information, the Commission tentatively
concludes that EBS has contributed to maximum extent
possible to the costs of its rescue. However, it invites

(127

(128

(129

(130

Table 13

)

)

)

=

third parties to comment on the foregoing elements and
this preliminary conclusion, which is therefore not
definitive.

Conclusion

In conclusion, the Commission has insufficient
information to conclude whether the aid will be limited
to the minimum necessary, in view of the discrepancy
between the objective of the recapitalisation (that EBS
should be able to respect its capital ratio requirements
(Core Tier 1 ratio of 8 %)) and the forecasts of the
restructuring plan which foresee that EBS will largely
exceed its capital ratio requirement (Core Tier 1 ratio
exceeds [...] over the period).

On the other hand, at this stage, the Commission is of
the view that the own contribution of EBS to the costs of
the recapitalisation seems adequate. In particular, the
Commission notes positively that, as a condition for
the recapitalisation of EBS, the Irish authorities have
taken full control and economic ownership of it.

(ili) Measures limiting the distortion of competition

As regards the measures limiting the distortion of
competition, the Restructuring Communication indicates
that the following elements should be taken into account
when determining appropriate measures: the amount of
aid, the degree of burden-sharing and the effects the
position the financial institution will have on the
market after the restructuring. On the basis of that
analysis, suitable compensatory measures should be put
into place.

As regards the amount of aid, besides the recapitalisation
measure, EBS is covered by two guarantee schemes, the
CIES Scheme covering EUR [...] billion of liabilities as of
30 June 2010 and the ELG Scheme covering EUR [...]
billion of liabilities as at 30 June 2010. In addition, EBS
participates in NAMA. The transfer of loans to NAMA is
estimated at EUR 837 million with a haircut on assets
transferred to date of [...] %. Based on a preliminary
analysis (see Table 13 below), the total amount of aid
is therefore likely to be very substantial. Furthermore, as
already noted by the Commission in its decision
temporarily approving the recapitalisation as emergency
aid, it is expected that Ireland will not recover its
investment in EBS. If the aid EBS received will not be
fully repaid, never mind remunerated, EBS would as a
result normally be subject to in-depth restructuring.

Preliminary overview of aid measures EBS

State aid Nature of the aid Date EUR
CIFS Guarantee [29 Sept 2008-28 Sept 2010] [...] billion (debt guaranteed as at
30 June 2010)
ELG Guarantee [Feb 2010-31 Dec 2010] — | [...] billion (debt guaranteed as at

covers
maturity
period

debt up to
issued  during

5-year
the

30 June 2010)
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State aid Nature of the aid Date EUR
Guarantee on short- | Guarantee [21 Sept-31 Dec 2010] — | [...] billion (estimation by the
term liabilities covers certain debt instruments | Commission) ()
with maturity < 3 months
NAMA Asset relief [2010-2011] 837 million (assets transferred) ()
Capital injection Recapitalisation 2 June 2010 875 million
(") See footnote 7.
(%) According to the second footnote to paragraph 20(a) of the Impaired Asset Communication, “The aid amount corresponds to the
difference between the transfer value of the assets (...) and the market price”. Since these figures are not known yet, the aid amount can
not be calculated yet.
(131) As regards the market, EBS was the seventh largest caused most of the losses and which has to be ended in

(132)

(133)

(134)

(135)

financial institution in Ireland by balance sheet size at
end-2008. It was active in the areas of land and devel-
opment lending, commercial property lending but mainly
in residential mortgage lending. EBS was always a
relatively minor player in land and development and
commercial lending, with never more that 5% of
market share. It was more important in the retail
mortgage market, where it accounted for 10,3 % of
outstanding mortgages in 2008. In addition, EBS held
8,4 % of Irish retail savings.

In its restructuring plan, EBS outlines the developments
in its markets since the onset of the crisis. It definitively
ceased land and development and commercial lending
(which respectively accounted for 2,3% and 5,6 % of
its end-2008 balance sheet) in 2008. It will close
around 20 % of its branch network.

As outlined in Table 7, gross new retail mortgage lending
has fallen from a peak of EUR 4 billion in 2006 to
EUR 1,4 billion in 2009 and will not re-attain its 2006
level before the end of the restructuring plan. Notwith-
standing that fall in lending, EBS has increased its market
share of new mortgage lending to 17,1 % and it is
foreseen that it will retain that market share throughout
the restructuring period. In addition, EBS foresees that it
will have a net inflow of retail deposits in the region of
EUR 0,5 billion per annum for the duration of the
restructuring plan, thus maintaining its increase market
share of new retail deposits. There is therefore no down-
sizing of EBS’ market presence, nor is there a reduction
in EBS balance sheet over the restructuring period
according to the plan.

The restructuring plan of EBS does not propose any
structural divestments. EBS has no foreign activities. It
does not seem to have any subsidiaries that can easily
be divested as stand-alone businesses. Furthermore, a
carve-out of a new business from EBS’ existing branch
network could be problematic as it is difficult to see how
two viable entities could be created from less than 100
branches focused on a monoline retail mortgage lending
business.

In summary, the proposed restructuring of EBS foresees a
reduction of its balance sheet that is far less substantial
than the Commission would normally seek from a bank
having received such an amount of aid and that has
received a recapitalisation not remunerated in accordance
with the requirements of the Recapitalisation Communi-
cation. EBS will discontinue commercial property lending
(investment and development) which is the activity that

(136)

(137)

(138)

order to restore viability. [...]. There are no divestments
or other measures that will allow new entrants access the
Irish markets through taking over some of EBS’ former
businesses. After an initial assessment, the proposed level
of balance sheet reduction seems therefore insufficient.

On the other hand, the Commission notes the arguments
of EBS and the Irish authorities justifying the limited
restructuring proposed. The Irish authorities claim that
there is currently a shortage of credit available to the
Irish economy which could further worsen if aided
financial institutions such as EBS are not sufficiently
strengthened to put them in a position to resume
lending normally. While they accept that overall
lending amounts will fall significantly compared to the
boom years, they consider that any further withdrawal of
credit could lead to a classic vicious cycle in the real
economy where consumers are unable to get necessary
credit and are forced to postpone their investments or
indeed refrain from buying property, thus leading to a
further worsening of the economic situation. Most
foreign-owned banks, which used to supply up to 30 %
of lending in the mortgage area, have effectively stopped
lending in recent years, and it is a reasonable assumption
that they will first focus on their home market and will
only resume lending in Ireland once the economy
improves.

With regard to EBS, which in future will be a monoline
retail mortgage lender, the Irish authorities have
submitted that the retail mortgage landscape has
changed dramatically since the downturn. Since the
beginning of the crisis, there has been a collapse in
new lending; gross mortgage lending has fallen from
around EUR 40 billion in 2006 to EUR 8,1 billion in
2009. The Irish authorities contend that gross lending
will be EUR 13,9 billion in 2014 (equivalent to 2002
levels).

As a corollary of these developments, the players that
remain on the market have seen their market shares
soar, despite falling lending volumes. For example, EBS
has almost doubled its market share in three years, from
10 % to 17,1 %, despite an almost two-thirds fall in its
lending volumes. Such increase in market shares was also
experienced by AIB and BOL It seems therefore that EBS’
increases in market share have not been due to expan-
sionary activity but more due to the significant reduction
in overall lending capacity on the Irish market and with-
drawal by certain players.
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(139) Ireland considers that foreign banks will not resume

supplying significant amounts of mortgages until
margins improve and the economic situation stabilises
or improves. The only foreign-owned bank actively
lending in the mortgage market is KBC, albeit to a
limited extent. That view is further supported by the
current limited interest of foreign banks in the Irish
market, illustrated by the withdrawal of BOSI and the
general reduction of activity of foreign banks in the
Irish mortgage market (reducing their market share
from 30 % in 2008 to 5% in 2009).

=

Until the economic situation improves to the extent that
foreign institutions resume lending, the Irish authorities
submit that “in the medium-term, the gap created by the
foreign banks needs to be filled by the domestic financial
institutions to ensure the flow of much needed credit
into the Irish economy”. Consequently, they suggest
that maintaining EBS’ activity in the market is
important in the medium-term and that the possibility
of foreign re-entry into the open Irish mortgage market
will limit any ability of EBS to distort competition.

N

EBS and Ireland also claim that the continued presence of
EBS on the market will improve competition. Given the
effective withdrawal of foreign lenders, the existence of
EBS helps maintain competition. Without EBS, AIB and
BOI would have had an 82 % market share of the Irish
retail mortgage market in 2009 (¥), which would
represent an effective duopoly on the Irish retail
mortgage market. Therefore they consider that main-
taining the activity of EBS will be beneficial to
competition.

Conclusion

(142) The Commission doubts that sufficient measures are

taken to offset the distortive effects of the aid,
considering the high amount of aid EBS received both
in absolute terms (including the aid element in guar-
antees) and in terms of risk-weighted assets. The
Commission furthermore doubts whether the lack of
supply on the mortgage lending market will really last
several years and whether it adequately justifies the

(¥”) Assuming that the lending made by EBS in 2009 would not have

been replaced by another lender.

limited restructuring undertaken by EBS. The
Commission thus invites third parties to comment on
these issues.

5. CONCLUSION

(143) On the basis of the forgoing, the Commission has doubts

on the viability of EBS, and also currently doubts whether
the aid is limited to the minimum and whether the
measures limiting the distortion of competition are
sufficient. The Commission therefore doubts at this
stage that the restructuring plan fulfils all the conditions
laid down in the Restructuring Communication.

DECISION

— In line with the foregoing considerations, the Commission

has decided to initiate the procedure laid down in Article
108(2) TFEU with regard to the restructuring plan submitted
by the Irish authorities on 31 May 2010 and the associated
aid measures, to verify whether the conditions of the
Restructuring Communication regarding viability, burden-
sharing and measures limiting the distortion of competition
are met.

The Commission requires the Irish authorities to provide, in
addition to all documents already received, information and

data needed for the assessment of the compatibility of the
aid.

In particular, the Commission would wish to receive
comments on the points on which it raised doubts from
the Irish authorities and third parties. The Irish authorities
are requested to forward a copy of this letter to the potential
recipient of the aid immediately.

The Commission informs the Irish authorities that it will
inform interested parties by publishing this letter and a
meaningful summary of it in the Official Journal of the
European Union. It will also inform interested parties in the
EFTA countries which are signatories to the EEA Agreement,
by publishing a notice in the EEA Supplement to the Official
Journal of the European Union, and will inform the EFTA
Surveillance Authority by sending a copy of this letter. All
such interested parties will be invited to submit their
comments within one month of the date of such publi-
cation.”



