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Sir, 

The Commission wishes to inform Ireland that, having examined the information supplied by 
your authorities, it has decided to approve the measure referred to above for the Irish Life and 
Permanent Group Holdings ("IL&P" or "the Group").  

 

1 PROCEDURE 

1) On 6 July 2011, the Irish authorities notified a recapitalisation measure of up to EUR 3.8 
billion  for IL&P.  

2 DESCRIPTION OF THE MEASURE 

2.1 The beneficiary  

2) IL&P Group is the parent company of Ireland's third-largest remaining bank1, Permanent 
Trustee Savings Bank (PTSB) and its leading life assurance and investment management 
companies, under the brand Irish Life. IL&P also owns a 30% stake in a general insurance 
business called Allianz Irish Life Holding. Apart from Ireland, IL&P Group is also 
present in the UK but ceased new activities there in 2008. IL&P is publicly quoted on the 
Irish stock exchange. 

                                                 
1  Anglo-Irish Bank had a larger balance sheet but is currently in run-off. 



PTSB 

3) In its primary market of Ireland, PTSB is a retail-focussed operation, primarily offering 
residential mortgages, retail deposits and personal current accounts. It has 93 branches 
spread throughout Ireland. It has a small business lending book and it did not participate 
in development finance.  In terms of market share in Ireland, PTSB has approximately 
19% (2008 figure) of the outstanding retail mortgage stock, 9.5% of retail deposits and 
around 15% of personal current accounts (2009 figures). In absolute terms at the end of 
2010, PTSB had residential mortgages of EUR 33.9 billion, commercial lending of EUR 
2.4 billion and a consumer finance loan book of EUR 1.4 billion. It also had retail deposits 
of around EUR 9.9 billion. 

4) In terms of evolution of market share, PTSB's share of new mortgage lending has fallen 
from 22% in 2006 to [….]* in the first quarter of 2010. As Irish mortgage lending has 
fallen dramatically from its peak in 2006, from EUR 40 billion to EUR 4 billion in 2010, 
actual new lending by PTSB fell from EUR 8.8 billion to around EUR 400 million in the 
same period. Its share of retail deposits in the last nine years ranged from 10.9% in 2001, 
to 7.2% in 2007, to […] currently. For current accounts, PTSB was the main challenger to 
the main incumbents in Ireland, Allied Irish Banks ("AIB") and Bank of Ireland ("BOI"), 
increasing the number of accounts it held from 202,000 in 2003 to 527,000 in 2009, or 
14% market share. PTSB ceased commercial mortgage lending in 2008. 

5) The Group was also active in the UK banking market through its subsidiary Capital Home 
Loans. It was active in the buy-to-let mortgage market, where lending has declined around 
80% from peak levels in 2006/2007. It has a loan book of GBP 6.6 billion, representing a 
4% share of the existing inventory of buy-to-let mortgages. The Group's UK business has 
been closed to new business since 2008.  

6) In terms of its funding structure PTSB has a very significant funding gap. As was the case 
for most Irish banks, its lending rapidly outpaced its deposit growth, leading to a heavy 
reliance on wholesale funding. PTSB has an elevated loan-to-deposit ratio (LDR), 
standing at 271% in 2007 and 249% in 2010. That LDR was based on retail deposits of 
EUR 9.9 billion and corporate deposits of EUR 5.8 billion. Given the financial situation of 
Ireland, IL&P like other Irish banks has suffered a significant outflow of corporate 
deposits in recent years, although on the other hand retail deposits have increased. It also 
has a high dependency on European Central Bank ("ECB") funding. At 31 December 
2010, the group had EUR 13.8 billion of collateralised deposits from the European Central 
Bank. The overall funding mix of PTSB in 2010 was 25% retail deposits, 9% corporate 
deposits, 26% long-term wholesale funding and 39% short-term wholesale funding which 
includes ECB funding. 

7) As part of the consolidation of the Irish banking sector, PTSB took over the deposit book 
and corresponding assets of the Irish Nationwide Building Society (INBS) on 24 February 
2011. Since INBS was put into run-off mode due to its financial difficulties, that process 
was ordered by the Irish authorities on the grounds of financial stability. PTSB was 
deemed the most suitable candidate to take over the deposits. As a result, PTSB gained an 
additional EUR 3.6 billion in deposits and around 160,000 new customers. Taking into 
account the effect of that transfer, retail deposits stood at EUR 12.9 billion and corporate 
deposits at EUR 3.1 billion on 16 June 2011. 

 

                                                 
* Confidential information 



Irish Life 

Life Assurance 

8) Irish Life is the biggest player on the Irish market for pension and investment products. It 
had 30% of the Irish life and pension market on 2009, up from 26% in 2005. It wrote EUR 
1.0 billion of new premiums (retail life) in 2010, down from EUR 2.1 billion in 2007. 
Irish Life is particularly strong in the corporate pensions market, where it held a 43% 
market share. The branch network of PTSB is an important distribution channel for those 
products. The business model is relatively low-risk, given that most of the investment 
products provided are unit-linked with negligible customer guarantees.  

Institutional Fund Management  

9) Irish Life Investment Managers (ILIM) had 31% share of the total value of assets 
managed by domestic Irish investment managers2 in 2009, an increase from less than 20% 
in 2001. Funds managed on behalf of the Group (i.e. from the Life Assurance business) 
represent almost half of the assets under management (AUM) of ILIM. AUM fell sharply 
in 2008 due to market declines and withdrawals but have since recovered somewhat.  

2.2  The events triggering the measure  

10) IL&P, like the other Irish banks, was very exposed to the Irish market and in particular to 
the property market.  From 2002 to 2008, IL&P's exposure to the property market grew 
rapidly fuelled by PTSB's easy access to wholesale funding.  that exposure left the Group 
in a very vulnerable position when the global financial crisis hit and the Irish real estate 
bubble burst. The subsequent deterioration in economic variables such rising 
unemployment and falling incomes has also affected the Group. 

11) The subsequent material deterioration in the financial position of IL&P led it to participate 
in the liquidity support measures put in place by the Irish State in order to safeguard the 
stability of the financial system in the State. In spite of all those measures, the Group's 
operations are still particularly weakened by the current state of the Irish economy and the 
difficulties of Ireland as a sovereign issuer in particular with regards to access to funding.   

12) With regard to the various activities of the Group, its major difficulties have been 
concentrated in its PTSB and UK banking business. Indeed, the profits generated by the 
Irish Life business have been sufficient to support the capital position of the banking 
business up to now3. 

13) With regard to the Irish Life business, the life assurance and pensions activity has suffered 
a reduction in new business as Irish consumers face reduced incomes resulting in 
increased redemptions and lower customer retention. After several years of strong profits, 
that activity registered a pre-tax loss of EUR 15 million in 2009. However, given its low 
risk unit-linked business model, its capital position has remained robust and it is expected 
to recover along with the economy. Indeed its profit  in 2010 was EUR 163 million. ILIM 
continued to perform strongly throughout the crisis, remaining profitable, although AUM 
fell, mainly due to falls in investment values.  

                                                 
2  That market share excludes the considerable market share within institutional pensions which is managed by 

international asset managers based overseas. 

3  Unlike all the other Irish domestic banks, IL&P has very limited exposure to the Irish commercial real estate 
market.  



The difficulties of PTSB 

14)  Unlike other banks operating in Ireland, PTSB has not needed Government capital 
support to date, nor has it resorted to resolving its impaired loans by selling them to the 
National Assets Management Agency (NAMA), a State agency designed to take the 
troubled assets off banks' balance sheets. Since PTSB was not involved in speculative 
lending for land and development, the lending category where other Irish banks have 
suffered very significant losses, any losses suffered were able to be covered by intra-
Group resources. However, it has been a heavy user of Government guarantees because of 
its difficulties in raising funding.  

15) As described above, all Irish banks and ultimately the Irish Sovereign are affected by the 
financial crisis. However, PTSB has specific weaknesses which exacerbate its situation. 
The problems affecting PTSB fall into two main categories; 

A: exposure to the Irish and UK residential property market, combined with loss-making 
tracker mortgages and lower credit standards 

B: a significant funding gap way above industry norms and consequent heavy dependence 
on wholesale funding. 

Exposure to the Irish and UK residential property market 

16) The residential mortgage market in Ireland experienced unprecedented growth through the 
last decade. From EUR 34 billion in 2001, the amount of residential mortgages 
outstanding grew to EUR 148 billion at the peak of December 2008. During that period, 
the market was characterised by vigorous competition from incumbents and new foreign 
entrants. In an effort to maintain market share in its core business activity of Irish 
residential mortgage lending (70% of its total lending), PTSB felt it needed to respond to 
the new market reality and launched aggressively priced mortgage products (although in 
fact it lost market share during this period, down from 25% of outstanding mortgages in 
2001 to 19% in 2009.  PTSB had EUR 26.3 billion of Irish mortgages outstanding at 31 
December 2010. 

17)  Bank of Scotland Ireland (BOSI) was the first bank to introduce tracker mortgages in 
2001, followed by Ulster Bank (owned by RBS) in 2003. The pricing of tracker mortgages 
is set at a fixed margin over ECB base rates, meaning that the lender has no ability to 
change the rates it charges where its funding costs are no longer in line with ECB rates. 
However, the presumption was that the stable relationship between market rates and ECB 
base rates would continue to hold. 

18) Tracker mortgages proved very popular in Ireland (and the UK) as they tended to be 
cheaper and the banks issuing them grabbed market share. In 2005 PTSB decided to offer 
them as well in order to maintain its market share. As a result of that strategy, 
approximately 60% and […]% of the Irish and UK residential mortgage books 
respectively are tracker mortgages. 

19) The intensification of competition also extended to lower credit standards. In 2005 several 
competitors decided to introduce 100% loan-to-value (LTV) mortgages to the general 
public for the first time. Previously, those 100% LTV mortgages had only been available 
for certain high income or secure classes of borrowers, with the maximum LTV for most 
borrowers typically between 90% and 92%. In order not to lose market share, PTSB also 
introduced a 100% LTV mortgage in 2005. As for the UK market, it was active in the 
buy-to-let market, a market segment that is considered riskier than normal residential 
mortgage lending. 



20) Therefore, at the peak of the Irish mortgage lending boom in 2008, PTSB had two 
particularly risky exposures. Firstly, the majority of its mortgages were low-margin 
tracker loans where it had no flexibility in setting the interest rates. It was therefore in an 
exposed position at the onset of the financial crisis in 2008, which caused dislocation in 
wholesale funding markets upon which IL&P depended. The gap between market funding 
costs for IL&P and ECB base rates was broken (as it was for many banks at the time). 
However, funding costs for IL&P have remained elevated since then. As a result, IL&P 
has a large back book of tracker mortgages which are loss-making since the interest rates 
charged to customers (which IL&P cannot change) are low compared to IL&P's own 
funding costs. Secondly it was very exposed to any falls in the value of house prices since 
any fall would mean that its collateral was worth less than its loan. Irish house prices, 
which had started falling before 2008, have already fallen 40% from their peak values. 
Many homeowners are in negative equity, which in a situation where unemployment is 
rising and incomes are being squeezed, means that IL&P faces the possibility of 
significant losses on its mortgage book. 

Significant funding gap  

21) The rapid rate of lending growth in Ireland far exceeded the capacity of the Irish retail 
market to fund that growth. That gap was more pronounced for PTSB, which saw its share 
of the retail deposit market fall from 10.9% in 2001 to 7.2% in 2007 (although it has since 
recovered). In addition, the Group's activities in the UK were […] financed by intra-bank 
funding. As a result, PTSB turned to wholesale funding to fund its continued growth in 
lending. PTSB had securitisation, commercial paper, extendible note and medium-term 
note and corporate deposit programmes. In 2007, it had short-term funding of EUR 10.7 
billion, corporate deposits of EUR 6.9 billion and term debt of EUR 11.6 billion on a 
balance sheet of EUR 44.7 billion. 

22) As a result, PTSB's LTD ratio peaked at 272% in 2008. As the financial crisis intensified, 
PTSB faced challenges in raising and retaining liquidity. Wholesale and inter-bank 
markets had practically seized up. That situation affected all Irish banks, and led to 
Ireland's decision to introduce a blanket guarantee of almost all the liabilities of Irish 
banks in September 2008. Furthermore PTSB also became reliant on ECB funding. 

23) Immediately after the introduction of the guarantee, the funding situation of Irish banks 
stabilised somewhat. However, deposit flight resumed, and PTSB experienced significant 
outflows of corporate deposits, particularly from UK corporates. PTSB was also 
dependent on the guarantee to raise term debt, and raised much liquidity in that way. 
However, given the fiscal difficulties of the Irish sovereign, Irish banks have been since 
mid-2010 unable to raise finance even with the guarantee, and have become increasingly 
dependent on the ECB for liquidity. 

24) Consequently, PTSB is a heavy user of both ECB funding and government guaranteed 
funding. As regards ECB funding, it had EUR […] billion of Eurosystem borrowing as of 
June 2011. As of March 2011, […] of its liabilities (of which EUR […] billion were retail 
deposits) were government guaranteed. Therefore, over 80% of PTSB's funding is 
dependent on either government guarantees or central bank funding. That level of support 
clearly indicates the precarious nature of PTSB's funding structure and the difficulties it 
faces in returning to normal market operations. 

PCAR/PLAR identified capital requirement 

25) As a result of intensifying funding difficulties for the Irish sovereign and the banking 
sector, on 28 November 2010 the Irish Government announced that a Programme for 
Support (hereinafter "the Programme") had been agreed with the Commission and the 



International Monetary Fund (IMF), in liaison with the ECB.  The part of the Programme 
dealing with the banking sector required four Irish domestic institutions to undertake a 
second extensive and comprehensive forward-looking prudential capital assessment 
(PCAR) as well as a prudential liquidity assessment (PLAR).  A major goal of the review 
was to restore market confidence in Irish banks so that once the necessary restructuring 
measures were taken the banks should be able to return to the markets for funding. 

26) The PCAR exercise was undertaken to determine the recapitalisation requirements of the 
participating credit institutions if they were to meet regulatory capital needs in both a base 
case and a stress case scenario for the period 2011 to 2013. The base case and the stress 
case capital targets were respectively 10.50% and 6.0% Core Tier 1 capital ratio.  For the 
exercise, the Irish Central Bank relied on an extensive loan loss analysis of the banks' loan 
book performed by external experts. Two buffers were imposed by the Central Bank on 
top of the capital needs determined through the exercise, a regulatory capital buffer in the 
form of equity and one in the form of contingent capital, expected to cover any 
unexpected losses beyond those determined by the stress test exercise.   

27) The PLAR exercise was aimed at determining the capital needs that will arise for the same 
four banks as they embark on a deleveraging path in order to meet a range of target 
funding ratios. The main target funding ratio is a 122.5% LTD ratio to be reached by the 
banks by 2013 and which is a requirement under the Programme. For the PLAR exercise, 
the Irish Central Bank also relied on input from external advisers.   

28) The results of the combined PCAR/ PLAR (including the regulatory buffers) were 
announced on 31 March 2011 through the publication of the Financial Measures 
Programme Report (the FMPR).  For the Irish banking system as a whole, the outcome 
was a capital increase of EUR 24.0 billion, of which EUR 3.0 billion will be injected in 
the form of contingent capital, the remainder being in the form of common equity.  Out of 
the EUR 24.0 billion, a capital need of EUR 4.0 billion was identified for IL&P (broken 
down between EUR 3.6 billion in common equity and EUR 0.4 billion in contingent 
capital).  The EUR 3.6 billion includes a regulatory capital buffer, in the form of equity, 
imposed by the Central Bank, of EUR 0.3 billion.      

29) Under the original terms of the Programme, the participating credit institutions have to 
prepare recapitalisation plans to comply with the additional capital requirements specified 
by the PCAR/PLAR and the required amount of capital has to be in place by 31 July 2011.   

Announcement of capital raising measures 

30) In order to meet the requirement to raise EUR 4 billion in capital, IL&P will raise EUR 
200 million purely from internal resources. In addition, IL&P has taken or is taking steps 
to raise additional capital. The capital raised will be used to reduce the capital injected by 
the State. To allow for the successful completion of those capital raising measures, the 
original deadline for the recapitalisation requirement of 31 July 2011 has been shifted to 
later in the year4 but only for an amount of EUR 1.1 billion which is the expected capital 
accretion to result from such measures (see below 40)). 

Asset Disposals 

31) IL&P announced on 31 March 2011 that it will attempt to meet an element of the 
PCAR/PLAR capital requirement through asset sales, including the possible disposal of 
the Irish Life Group.  On 9 June 2011, the High Court granted a direction order to the Irish 

                                                 
4  The final date is yet to be announced. 



Finance Minister ("the Minister") pursuant to the provisions of the Credit Institutions 
Stabilisation Act 20105 (“the Stabilisation Act”). It directs IL&P to make preparations for 
the possible disposal of the business and assets of the Irish Life Group by either (i) a 
possible initial public offering of some or all of the Irish Life Group and/or (ii) a possible 
private disposal of some or all of the Irish Life Group. However, this process will not be 
completed before the 31 July 2011 deadline. 

The Liability Management Exercise (LME) 

32) In addition to the capital expected to be generated through asset disposals, IL&P 
announced on 31 March 2011 that it would undertake a LME to contribute some of the 
PCAR/PLAR capital requirement.6 The LME is a debt repurchase transaction whereby 
IL&P seeks to buy back some or all of its subordinated debt at a discount to its nominal 
value with the difference between the price paid in the LME and the nominal value of 
subordinated notes being realised as a capital gain for IL&P.  

33) On 17 May 2011, IL&P completed the repurchase of EUR 0.3 billion of its subordinated 
debt at a profit of EUR 0.3 billion.  On 2 June 2011, IL&P issued a cash tender offer for 
EUR 800 million of its subordinated debt at a discount of 80% to its par value. That 
transaction would generate a profit of EUR 700 million, on the basis of 100% acceptance 
of the tender offer. That tender was to be settled in 2 tranches, EUR 0.58 billion in the first 
tranche and EUR 0.22 billion in the second tranche. By 1 July 2011, IL&P had received 
acceptances from 87% of bondholders in the first tranche, while the results of the second 
will be announced on 24 August 2011.  

34) The outcome of all those capital raising measures is expected to be known by the fourth 
quarter of  2011. 

2.3  The Recapitalisation Measures 

35)  Notwithstanding IL&P's efforts to raise capital, the amount of capital required is way 
beyond the financial capacity of the Group. That shortfall must be met by the Irish State. 

36) An Extraordinary General Meeting (“EGM”) of IL&P is scheduled to take place on 20 
July 2011. The recapitalisation measures are subject to shareholder approval at the EGM. 
If the recapitalisation measures are approved at the EGM, it is envisaged that, subject to 
State aid approval, they will be implemented on or after 20 July and in any case on or 
before 31 July 2011.  

37) If the recapitalisation measures are not approved at the EGM, the Minister may invoke the 
provisions of the Stabilisation Act and seek a direction order from the High Court to inject 
EUR 2.3 billion equity capital into IL&P and EUR 400 million contingent capital into 
IL&P without the requirement of shareholder approval. If such an order were granted, the 
recapitalisation measures would be implemented on or before 31 July 2011. 

                                                 
5  The Credit Institutions Stabilisation Act 2010 puts in place a special resolution regime aimed at providing 

the State with the proper powers and legislative tools necessary to complete the recapitalisation and 
restructuring measures spelled out in the part of Programme dealing with the banking sector. 

6  On 31 May 2011, the Minister stated in relation to the liability management exercises of each of IL&P, BoI, 
AIB and EBS that "the Government will take whatever steps are necessary under the Credit Institutions 
(Stabilisation) Act 2010 or otherwise to ensure that burden sharing is achieved. Any further action, after 
investors have had an opportunity to take part in these LMEs, will result in severe measures being taken in 
respect of the subordinated liabilities". 



38) The State's capital injections are structured so that a Principal State Investment of EUR 
2.7 billion will be injected by 31 July 2011. There will be a further EUR 1.1 billion 
Standby State Investment that will be only used to the extent that the assets disposals and 
LMEs do not raise that amount (the Principal State Investment and the Standby State 
Investment together, "the Recapitalisations Measures"). Finally IL&P will generate the 
remaining EUR 200 million necessary to meet the EUR 4 billion PCAR/PLAR 
requirement in full through internal resources.   

39) Under the Principal State Investment, IL&P will receive EUR 2.3 billion Core Tier 1 
capital and EUR 400 million of contingent capital to meet regulatory requirements 
identified under the PCAR/PLAR by 31 July 2011 as a result of the following measures: 

a) A placing by IL&P to the Minister of approximately 36.2 billion of new ordinary 
shares in IL&P at a subscription price of EUR 0.063 per share for EUR 2.3 billion in 
cash ("the Placing”); and, 

b) The issue by IL&P to the Minister of EUR 400 million of contingent convertible 
Capital notes (“the Contingent Capital Notes”). 

40) The Standby State Investment consists in an additional amount of Core Tier 1 capital of 
up to EUR 1.1 billion which may be raised by IL&P through a capital contribution 
provided by the State to IL&P or a subscription of ordinary shares by the Minister in 
IL&P at a price of EUR 0.063 per ordinary share, or by a combination of both, depending 
upon the outcome of the capital raising measures described in 31) to 34) above.  

Principal State Investment 

a) The Placing 

41) The Placing consists in the purchase by the Minister of approximately 36.2 billion of new 
ordinary shares in IL&P at a price of EUR 0.063 per ordinary share for an amount of  
EUR 2.3 billion.  The issue price of EUR 0.063 represents a discount of 10% to the 
middle market share price of an IL&P ordinary share on the Irish Stock Exchange on 23 
June 2011.  Ordinary shares issued pursuant to the Placing will have the same rights as all 
existing Ordinary Shares.  Following completion of the Placing, the State's shareholding 
in IL&P will be in excess of 99%. 

42) IL&P will pay the Minister a fee of 1.75% of the funds placed under the Placing, ie. EUR 
40.25 million. In addition, IL&P will pay the Minister and the NTMA corporate finance 
fees of […] plus all the direct legal costs (estimated at […]) and the expenses of the 
Minister’s advisers.7   

b) The Contingent Capital Notes 

43) The contingent capital contribution will be in the form of contingent capital notes.  The 
Contingent Capital Notes will be subordinated tier 2 debt instruments with a five year and 
one day maturity, and a cumulative value of EUR 0.4 billion. They will convert 
immediately and mandatorily in their entirety into ordinary shares in the event that a 
capital deficiency8 or a non-viability event  occurs9.  The Contingent Capital Investment 

                                                 
7  Under the terms of the Placing, IL&P will develop and implement a liability management plan for the 

purposes of meeting the Central Bank’s Core Tier 1 capital targets and will develop with the Central Bank 
and implement a medium-term funding plan aimed at reducing dependence on short-term funding to be 
regularly reviewed by the Central Bank 

8  A capital deficiency event will occur where IL&P’s adjusted Core Tier 1 capital ratio falls below 8.25% or, 
following the implementation of the fourth amendment to the Capital Requirements Directive (yet to be 
adopted. For the original Capital Requirements Directive see OJ L177/201, 30.06.2006) in Ireland, IL&P’s 
common equity tier 1 ratio falls below 8.25% or if the Central Bank, in its sole discretion, notifies IL&P that 
it has determined that the IL&P Group’s financial and solvency condition is deteriorating in such a way that 
a fall below the ratios described above is likely to occur in the short-term. However, no conversion will 



will be financed by the Exchequer, the National Pension Reserve Fund or some 
combination of the two. 

44) Following a conversion event, the Contingent Capital Notes will be immediately 
converted into a fixed number of ordinary shares determined by dividing the principal 
amount of each Contingent Capital Note by the conversion price of EUR 0.031 per 
ordinary share.  

45) The Contingent Capital Notes carry a fixed mandatory interest rate of 10% of the issue 
price per annum, payable annually.  The Minister may, where he remains the holder of 
100% of the contingent capital notes, in order to facilitate the sale of the Contingent 
Capital Notes to third-party investors, increase the interest rate to a new level determined 
by an independent remarketing agent nominated by the Minister, not exceeding 18% per 
annum. In addition, IL&P shall provide, at the request of the Minister, sufficient 
disclosure to allow for the Contingent Capital Notes to be listed and to be sold to third-
party investors. IL&P will have the option prior to any such sale of the contingent capital 
notes being completed and settled to source third-party investors at a potentially lower 
interest rate, but only if it has sourced sufficient investors to purchase an amount equal to 
the principal amount paid by the Minister for the contingent capital notes on overall better 
terms. The Minister shall have discretion as to whether to sell to such investors.  

46) The Contingent Capital Notes will rank junior to unsubordinated obligations of IL&P and 
pari passu with all other dated subordinated obligations of IL&P which qualify as Tier 2 
Capital for regulatory purposes (if any). 

47) IL&P will pay the Minister a fee of 1.5% of the amount of the Contingent Capital Notes 
ie. EUR 6 million. 

Standby State Investment 

48) In the event or to the extent that the Capital Raising Measures described in 33) above (or 
any other measures) do not together generate EUR 1.1 billion of Core Tier 1 Capital by a 
final investment date yet to be specified by the Irish Central Bank, the Minister may at his 
option provide an additional EUR 1.1 billion to IL&P. The Standby State Investment may 
be provided by way of capital contribution to IL&P, by subscription for ordinary shares in 
IL&P at a price of EUR 0.063 per ordinary share, or by a combination of both.   

49) Any placing under the Standby State Investment will also be charged at a fee of 1.75% of 
the funds placed, which would equate to a possible maximum fee of  EUR 19.25 million. 

50) Under the terms of the recapitalisation measures, IL&P will be subject to a number of 
behavioural conditions. Those behavioural conditions will be in relation to dividends, 
corporate governance, remuneration/fees and references to the recapitalisation measures 

                                                                                                                                                         
occur following one of the events above if, notwithstanding IL&P's capital ratio being below 8.25%, the 
Central Bank, at the request of IL&P, has agreed, in its absolute discretion, that a conversion will not occur 
because it is satisfied that actions, circumstances or events have had, or imminently will have during the 
following 90 days, the effect of restoring IL&P’s capital ratio to a level above 8.25% that the Central Bank 
then deems to be adequate.  

9  A non-viability event shall be deemed to occur at the earliest of the following events: (i) If the Irish Central 
Bank in its sole discretion determines that a conversion of the Contingent Capital Notes (together with the 
conversion or write-off of holders’ claims in respect of any Tier 1 Securities or Tier 2 Securities of IL&P 
that, pursuant to their terms or by operation of laws, are capable of being converted into equity or written off 
at that time) is required in order to prevent IL&P from […] failing to meet its minimum capital adequacy 
requirements; or  (ii) if customary measures to improve IL&P’s capital adequacy are at the time inadequate 
or unfeasible, IL&P has received an irrevocable commitment of extraordinary support from the public sector 
(beyond customary transactions and arrangements in the ordinary course) that has, or imminently will have, 
the effect of improving IL&P’s capital adequacy and, without which, […] failed to meet its minimum capital 
adequacy requirements. 



for promotional purposes. IL&P will also remain subject to the behavioural conditions 
listed under the terms of the ELG Scheme.  

3 POSITION OF THE IRISH AUTHORITIES  

51) The Irish authorities are of the view that the measure in favour of IL&P is State aid in the 
meaning of Article 107(1) TFEU. Ireland makes the following commitments and 
comments in respect of the recapitalisation measures in favour of IL&P. 

52) Appropriate and well-targeted. The Irish authorities submit that IL&P is systemically 
important for the maintenance of stability of the financial system in Ireland. IL&P is one 
of the largest financial institutions in the State.  

53) Further, Ireland stresses that the purpose of the recapitalisation measures is to ensure 
compliance by IL&P with the regulatory capital requirements set by the Central Bank 
under the PCAR/PLAR.  The Placing will involve the injection of equity capital into 
IL&P, which is the most efficient and straight forward method to shore up a bank’s 
capital.  The purpose of the Contingent Capital Contribution is to provide an additional 
capital buffer to protect against the emergence of unexpected large losses after the PCAR 
2011 period, i.e. after 2013.  The Contingent Capital Notes will only convert into ordinary 
shares in the event that a capital deficiency or a non-viability event occurs. The Standby 
Investment will only be used to the extent that the LMEs and sale of Irish Life do not 
result in a capital accretion of at least EUR 1.1 billion and will only amount to the 
difference between EUR 1.1 billion and the amount of capital accretion achieved by such 
capital raising measures.  

54) For those reasons, Ireland submits that the recapitalisation measures are appropriate and 
well-targeted to their objectives. 

55) Necessary and limited to the minimum amount. The recapitalisation measures are limited 
in size to what is necessary to ensure compliance by IL&P with the Central Bank’s new 
target capital ratios under the PCAR/PLAR of a minimum capital target of 10.5% Core 
Tier 1 in the base scenario and 6% Core Tier 1 in the stress scenario, in addition to 
allowing for additional protective buffers both in equity and contingent capital forms.   

56) Further, Ireland points out that any capital generated by IL&P under the LME and the 
asset disposal measures being undertaken will reduce the level of capital to be invested by 
the State under the recapitalisation measures.  The subscription price for the Placing will 
be EUR 0.063 per ordinary share, which represents a discount of circa 10% to the middle 
market share price of an IL&P ordinary share on the Irish Stock Exchange on 23 June 
2011. Ireland states that it will result in the Minister’s ordinary shareholding in IL&P  
reaching 99.24%, which will ensure a very significant level of dilution of existing 
shareholders. 

57) As for the remuneration, Ireland submits that the Contingent Capital Notes carry a fixed 
mandatory interest rate of 10% of the issue price per annum, payable annually. Ireland 
also presents that IL&P will pay fees of EUR 40.25 million for the Placing and up to 
potentially EUR 19.25 million for the Standby State Investment (i.e. 1.75% of the funds 
placed)as well as a fee of 1.5% of the amount of the Contingent Capital Notes (i.e. EUR 6 
million). IL&P will also pay the Minister and the NTMA corporate finance fees of  […] 
plus all direct legal costs (estimated at […]) and the expenses of the Minister’s advisers. .  
The Governor of the Central Bank issued a letter regarding the necessity of the 
recapitalisation measures to safeguard the financial stability of IL&P on 14 July 2011.  

58) Ireland concludes that the recapitalisation measures are limited in amount and form to 
achieve their objectives. 



59) Proportionate. Ireland submits that the behavioural constraints imposed by the terms and 
conditions of the recapitalisation measures contain an extensive range of safeguards 
against possible abuses and distortions of competition.  

60) Under the terms of the placing agreement IL&P is required to submit and implement a 
restructuring plan, not to pay dividends, to appoint up to three new independent non-
executive directors, not to create any new share incentive schemes, not to pay any bonuses 
and not to make references to the recapitalisation for promotional purposes. IL&P also 
participates in the Eligible Liabilities Guarantee scheme ("ELG" scheme)10    and is 
subject to additional requirements relating to its funding and commercial policies, 
amongst others.  

61) Ireland commits that a restructuring plan, which will take into account the recapitalisation 
measures assessed in this Decision, will be submitted to the Commission by 31 July 
201111. 

4 ASSESSMENT  

4.1 Existence of State aid  

62) The Commission first has to assess whether the measure constitutes State aid within the 
meaning of Article 107(1) TFEU. According to that provision, 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.  

63) The Commission observes that State resources are involved here as the measure is 
financed by the State. While the final amount of capital provided by Ireland will depend 
on the outcome of the LME and proceeds of the sale of Irish Life process, it could be up to 
EUR 3.8 billion.  

64) The Commission also has to assess whether the measure confers a selective advantage on 
the beneficiary of the aid. The Commission considers the measure to be selective as it 
solely benefits IL&P. 

65) The measure confers an advantage on IL&P as it allows the entity to absorb future 
expected losses, as well as potential "under stress" losses, on all its loan assets as well as 
the losses that will stem from the bank's deleveraging process.  As such the measure will 
allow IL&P […] to engage in a deleveraging process that is likely to be costly.   

66) The proposed recapitalisation would not have been provided by a market economy 
investor expecting a reasonable return on his investment. The ordinary shares that the 
State will receive through the Placing do not carry any fixed remuneration and the Irish 
authorities did not provide evidence that the State […].  

67) The Commission finds that the measure is also able to affect trade between Member States 
and to distort competition as IL&P is competing on, amongst others, the Irish retail 

                                                 
10  See Commission Decision in Case N349/2009, Credit Institutions Eligible Liability Guarantee Scheme, OJ C 

72, 20.3.2010, p. 6, subsequently prolonged until 30.6.2010 through the Commission's Decision in Case 
N198/2010, Prolongation of the Eligible Liabilities Guarantee Scheme, OJ C 191, 15.7.2010, p. 1 and again 
extended until 31.12.2010 through the Commission Decision in Case N254/2010, Second Prolongation of 
the Eligible Liabilities Guarantee Scheme, OJ C 238, 03.09.2010, p. 2. 

11  The submission of a revised restructuring plan is an obligation under the terms of the Banking Sector 
Programme of the Irish Programme for support.  



savings markets, the Irish mortgage lending markets and the Irish commercial lending 
markets. In the Irish market, some of IL&P's competitors are subsidiaries of foreign 
banks. 

Conclusion 

68) Due to the above considerations, the Commission considers that the measure fulfils all 
conditions laid down in Article 107(1) TFEU and, therefore, the measure qualifies as State 
aid to IL&P.  

 
4.2 Compatibility of the aid  

69) As regards compatibility of the aid provided to IL&P with the internal market, the 
Commission first needs to determine whether the aid can be assessed under Article 
107(3)(b) TFEU, i.e. whether the aid remedies a serious disturbance in the economy of 
Ireland. Subsequently, once the applicable legal basis has been determined, the 
Commission has to assess whether the measure at issue is compatible with the internal 
market. 

4.2.1 Legal basis for the compatibility assessment  

70) Article 107(3)(b) TFEU provides for the possibility that aid falling within the scope of 
Article 107(1) TFEU can be regarded as compatible with the internal market where it aims 
at remedying "a serious disturbance in the economy of a Member State".  

71) Given the present circumstances in the financial markets, the Commission considers that 
the measure may be examined under Article 107(3)(b) TFEU.  

72) Market conditions deteriorated all over the world 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 led to significant impairments for Irish 
banks. Irish 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, the future economic development and the pressure on the sovereign. The 
worsening of the situation has been such that Ireland requested on 28 November 2010 
support from the Commission and the IMF in liaison with the ECB.  

73) For those reasons the Commission accepts that the potential EUR 3.8 billion 
recapitalisation in favour of IL&P is necessary to avoid a serious disturbance in the 
economy of Ireland. 

4.2.2 Compatibility assessment  

74) In line with point 15 of the Banking Communication12, in order for an aid or aid scheme to 
be compatible under Article 107(3)(b) TFEU it must comply with the general criteria for 
compatibility13: 

a. Appropriateness: The aid has to be well-targeted in order to be able to effectively 
achieve the objective of remedying a serious disturbance in the economy. It would 
not be the case if the measure were not appropriate to remedy the disturbance.  

                                                 
12  The application of State aid rules to measures taken in relation to financial institutions in the context of the 

current global financial crisis, OJ C 270, 25.10.2008, p.8, as amended by the Communication from the 
Commission on the application, from 1 January 2011, of State aid rules to support measures in favour of 
banks in the context of the financial crisis, OJ C 329, 7.12.2010, p.7 (the "2011 Communication"). 

13  See paragraph 41 of Commission decision in Case NN 51/2008 Guarantee scheme for banks in Denmark, 
OJ C 273, 28.10.2008, p.2. 

http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:52008XC1025(01):EN:NOT
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:52008XC1025(01):EN:NOT


b. Necessity: The aid measure must, in its amount and form, be necessary to achieve 
the objective. That implies that it must be of the minimum amount necessary to 
reach the objective, and take the form most appropriate to remedy the disturbance.  

c. Proportionality: The positive effects of the measure must be properly balanced 
against the distortions of competition, in order for the distortions to be limited to 
the minimum necessary to reach the measure's objectives.  

75) The Recapitalisation Communication14 further elaborates on the three principles of the 
Banking Communication and states that recapitalisations can contribute to the restoration 
of financial stability. In particular the Recapitalisation Communication states that 
recapitalisations may be an appropriate response to the problems of financial institutions 
[…].15 

4.2.2.1 Compatibility with the Banking and Recapitalisation Communications 

a. Appropriateness of the measures 

76) The recapitalisation measures  for IL&P directly results from the PCAR/PLAR.  That 
process details and implements the capital requirements imposed by the Irish financial 
regulator in line with the terms of the Programme.  It will allow IL&P to comply with its 
new regulatory capital requirements and provide additional capital buffers in both an 
expected and a stress economic scenario.  The injection of equity capital is the single most 
efficient and straight forward measure to shore up one bank's capital and the injection of 
contingent capital notes will also ensure that the additional capital will only be injected if 
a capital deficiency or a non viability event occurs.  

77) Stress test exercises similar to the PCAR are also being performed at the European level in 
the form of the European Banking Authority ("EBA") stress tests which a number of 
European banks also have to perform and which may also result in increases in common 
equity capital.  While the Irish PCAR exercise is distinct from the EBA stress test, it 
incorporates much of the methodology and parameters used by the EBA.  The Irish 
exercise therefore is appropriate to keep Ireland in line with industry-wide standards. 

78) IL&P is one of the largest financial institutions in Ireland, with a nationwide presence and 
a large market share of current account holders, depositors and investors. A strong 
capitalisation of the bank is therefore necessary for it to be able to absorb expected and to 
some extent unexpected losses, engage in the necessary deleveraging process and 
convince private investors of its long-term viability to restart the flow of private funding 
towards the Irish banking system.  The amount of the recapitalisation proposed is the 
result of the PCAR/PLAR exercise which aimed at fulfilling those objectives.  For those 
reasons, the measure is appropriate. 

b. Necessity – limitation of the aid to the minimum 

79) According to the Banking Communication, the aid measure must, in its amount and form, 
be necessary to achieve the objective. The capital injection must therefore be of the 
minimum amount necessary to reach the objective. In that context, the amount of the 
measure directly stems from the PCAR/PLAR exercise and that as such it will ensure that 
IL&P will fulfil the requirements of the financial regulator in line with the terms agreed 

                                                 
14  Communication from the Commission – The recapitalisation of financial institutions in the current financial 

crisis: limitation of aid to the minimum necessary and safeguards against undue distortions of competition,   
OJ C 10, 15.1.2009, p. 2 (the "Recapitalisation Communication"), as amended by the 2011 Communication. 

15  Recapitalisation Communication, paragraph (6). 



by Ireland in the context of the Programme. It is true that the capital will be provided ex 
ante for the deleveraging plan to cover the losses that will be realised in the period until 
31 December 2013, so that IL&P might temporarily have capital in excess of its 
immediate requirements. However, the amount of capital needed has been established in 
the context of the Programme in order to allow IL&P to absorb expected and unexpected 
losses and achieve the deleveraging target of 122.5% LTD ratio as required under the 
Programme. The proposed amount of recapitalisation is then limited to the minimum 
necessary to meet such requirements. 

80) Further, the final amount of the recapitalisation will be the net amount of necessary equity 
capital once the sale of the Irish Life business and all LMEs have been completed, since 
those transactions will limit the amount of State aid needed. The LMEs concern all 
remaining outstanding subordinated debt liabilities of IL&P.  The maximum capital 
contribution will accordingly have been extracted from subordinated debt holders, while 
the company has also contributed to the cost of its own rescue through the sale of part of 
its activity. It is also appropriate that the Standby State Investment is not injected until the 
results of the LMEs and the Irish Life sale are known, which ensures that the State does 
not need to inject capital now that is likely to be raised from other means in the near 
future.  The Standby State Investment will be injected either in the form of a placing on 
the same terms or in the form of a capital contribution or in a combination of the two 
forms.  The injection of that additional recapitalisation in the form of a capital 
contribution will make the extraction and redistribution to the State of any excess of 
capital an easier process and would therefore ensure that the aid is strictly limited to the 
minimum necessary16.    

81) The purchase price per ordinary share is equal to EUR 0.063, thus achieving a high level 
of dilution of existing private shareholders. It represents a 10% discount to the share price 
of 23 June 2011. However, it represents an 85% discount to the share price of 29 March 
2011, which was the last day that IL&P shares were traded prior to the release of the 
PCAR/PLAR results, which was the time that it became clear that the State would have to 
inject capital into IL&P17. The level of dilution obtained with such price per share is very 
significant as current shareholders will be diluted by a minimum of 99.00%.  

82) Further, the terms of the Contingent Capital Notes provide that they will only be 
converted into ordinary shares if the Core Tier 1 capital ratio of the Bank falls below 
8.25% which is below the current minimum regulatory capital requirement of 10.50% 
common equity18.  Therefore, the conversion into equity will only occur if IL&P is in 
clear financial distress. If the Contingent Capital Notes have not been converted by their 
fifth anniversary they will mature and be repaid to the State, ensuring therefore that the 
aid they represent is also repaid.  Further, the terms of the Contingent Capital Notes also 
allow for a mandatory re-pricing and an increase in the interest rate19 they carry, to 
facilitate their sale at no or limited loss (and therefore the repayment of the aid) to a third 
party prior to their maturity date. Finally IL&P will pay fees of EUR 40.25 million for the 
placing and up to potentially EUR 19.25 for the Standby State investment. 

                                                 
16  On the other hand an additional placing would further increase the dilution of the existing shareholders.   

17  IL&P shares were suspended from trading on 30 March 2011, as rumours about the PCAR/PLAR results 
were circulating. Indeed its share price fell 45% on 29 March 2011. 

18  Among other triggers see footnotes  19 and 20 for full description of triggers.  

19  Up to a cap of 18.00%  per annum.  



83) In conclusion, the measure is necessary in both its amount and form to achieve the 
objectives of limiting the disturbance in the Irish banking system and economy as a 
whole. 

Remuneration of the aid 

84) The aid granted by the Irish authorities to IL&P is in the form of the Placing of ordinary 
shares, a Contingent Capital Contribution and a Standby State Investment.[…].    

85) Under the terms of the remuneration of the contingent capital instruments, the State will 
receive a mandatory remuneration of 10.0% per annum.  However, the market for 
contingent capital instruments is in its infancy.  The contingent capital instruments which 
have been issued to date have very few if any comparable features.    

86) Consequently, the Commission recognises that the remuneration of the proposed 
recapitalisation measure is low. Paragraphs 15 and 44 of the Recapitalisation 
Communication explain that lower remuneration in duly justified cases can be accepted in 
the short-term for distressed banks on the condition that the lower remuneration will be 
reflected in the restructuring plan.   IL&P is […] indicated in the Restructuring 
Communication. The recapitalisation measures is a crucial element in the complete 
overhaul of the entire Irish banking system. IL&P is one of the largest financial 
institutions in Ireland, with a nationwide presence and a large market share of current 
account holders, depositors and investors. IL&P will have to go through an equally far-
reaching and in-depth restructuring process. That restructuring process will be presented 
in the restructuring plan that IL&P is required to submit by 31 July 2011 under the terms 
of the Programme. Consequently it is justified that a very low remuneration is paid for the 
measure. That approach is in line also with the Commission's previous decisional 
practice20. 

87) Concerning the fees, the level of 1.75% is also in line with the Commission's previous 
rescue recapitalisation decisions of distressed Irish banks in particular when such 
recapitalisation measures lead to the State taking control of the institution21.  

c. Proportionality – measures limiting negative spill-over effects 

88) In spite of the relatively narrow margin of manoeuvre of the Irish authorities ([…] 
situation of most of the other Irish credit institutions and of the sovereign itself), the 
transaction has several features that limit the negative spill-over effects:  

89) Dilution: the State Principal Investment only will dilute existing shareholders to less than 
1.00%.  That level of dilution is very material and the burden-sharing with ordinary 
shareholders is close to maximum. 

90) Burden-Sharing with Subordinated Bondholders and Own Contribution through proposed 
Sale of Irish Life:  The LME process will have ensured that the maximum burden-sharing 
has also been obtained from subordinated bondholders as IL&P will have performed 
LMEs on all its outstanding subordinated debt. Through the LME process, subordinated 
bondholders will have substantially contributed to raising capital for the bank. The 
proposed sale of Irish Life, which to date has remained relatively unaffected by the 
problems affecting the rest of the group, is also a major contribution to limiting the 
negative spill-over effects of the aid.  

                                                 
20  The same approach was taken in point 64 of Commission decision in Case N 356/2009, Recapitalisation of 

Anglo Irish bank, OJ C 235, 30.9.2009. 

21  The Commission approved the level of remuneration of the second rescue recapitalisation of AIB for which 
the fees paid were 1.50% for ordinary shares and 1.80% for non-voting shares (points 83 to 88).  Following 
such recapitalisation, the State shareholding of AIB stood at 92.80%, Allied Irish Bank's second rescue 
recapitalisation, OJ C76, 10.03.2011.    



91) Restructuring Plan:  IL&P will provide an updated restructuring plan at the latest by 31 
July 2011 which will reflect the massive State aid injected in the bank, and the lack of 
appropriate remuneration for that aid.  

92) Behavioural measures:  IL&P had already proposed a number of behavioural measures as 
a result of its participation in the Irish guarantee schemes to help tackle potential 
competition distortion effects.  Further measures, outlined in point 50) have been imposed 
as a result of the State recapitalisation. In light of the state of the Irish economy and 
banking system and of the systemic importance of IL&P, the Commission is of the view 
that those measures are sufficient to address the distortion of competition caused by the 
aid during the rescue period. That view is however without prejudice to additional 
measures to address distortion of competition that may be attached to the restructuring 
plan of the bank.  

93) The above elements are thus found to be sufficient to consider the measure as 
proportionate. 

Conclusion 

94) The Commission thus concludes that the measure is: (i) appropriate; (ii) necessary; (iii) 
that the fact that the capital injection is unlikely to be adequately remunerated by  IL&P is 
justified under the circumstances; (iv) IL&P is under the obligation to submit a revised 
restructuring plan; and (v) there are sufficient measures limiting the negative spill-over 
effects for other competitors. The Commission can therefore approve the measure as 
rescue aid. 

4.2.2.2 Viability review and restructuring plan  

95)  The Communication from the Commission on the application, after 1 January 2011, of 
State aid rules to support measures in favour of banks in the context of the financial 
crisis22states in paragraph 14 that as of 1 January 2011 a restructuring plan will be 
required from every beneficiary of a new recapitalisation.  The part of the Programme 
dealing with the banking sector stipulates that the Irish authorities will submit a revised 
restructuring plan for IL&P before the end of July 2011.   

 

CONCLUSION 

• The recapitalisation measures comprising a (i) a Placing of EUR 2.3 billion in ordinary 
shares, (ii) a Contingent Capital Contribution of EUR 400 million and (iii) Standby State 
Investment of EUR 1.1 billion, constitute State aid pursuant to Article 107(1) TFEU.  

• The rescue aid in favour of IL&P fulfils the requirements of Article 107(3)(b) TFEU and 
is found to be temporarily compatible with the internal market for reasons of financial 
stability.  The rescue aid in favour of IL&P is accordingly approved for six months or, if 
Ireland submits a restructuring plan by 31 July 2011, until the Commission has adopted a 
final decision on that restructuring plan.  

• Ireland  has committed to submit an in-depth restructuring plan by 31 July 2011, which 
takes into account the aid provided to IL&P and the substantial size of the aid – in terms 
of % of RWA – granted to the bank. 

If this letter contains confidential information which should not be disclosed to third parties, 
please inform the Commission within fifteen working days of the date of receipt. If the 

                                                 
22 OJ C329, 7.12.2010, p.7 



Commission does not receive a reasoned request by that deadline, you will be deemed to 
agree to the disclosure to third parties and to the publication of the full text of the letter in the 
authentic language on the Internet site: 
http://ec.europa.eu/eu_law/state_aids/state_aids_texts_en.htm 
 
Your request should be sent by registered letter or fax to: 

 
European Commission 
Directorate-General for Competition 
State Aid Greffe 
Rue Joseph II 70 

 B-1049 Brussels 
Fax No: (+32)-2-296.12.42 

 
 Yours faithfully, 
 For the Commission 
 
 
 
 
 Joaquín ALMUNIA 
 Vice-President 
 
 
 
 
 

http://ec.europa.eu/eu_law/state_aids/state_aids_texts_en.htm
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