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Taxation Measures for Introduction in 2014

Measure

Yield/Cost
2014

Yield/Cost
Full Year

Income Tax

One-Parent Family Tax Credit is to be replaced with a
new Single Person Child Carer Tax Credit from 1 January
2014. The new credit will be to the same value but will be
available only to the principal carer of the child.

+€18m

+€25m

Other Income Tax

From 16 October 2013, Tax Relief for Medical
Insurance premiums will be restricted to the first €1,000
per adult insured and the first €500 per child insured.

Home Renovation Incentive (HRI)
A scheme of tax relief for home renovation work is being
introduced for a period of two years.

Start Your Own Business (SYOB)

An exemption from Income Tax up to a maximum of
€40,000 per annum will be provided for a period of two
years, to individuals who set up a qualifying, un-
incorporated business, having been unemployed for a
period of at least 15 months prior to establishing the
business.

Top Slicing Relief will no longer be available from 1
January 2014 in respect of all ex-gratia lump sum
payments.

Employment and Investment Incentive
Removal of the Employment and Investment Incentive
from the High Earners’ Restriction for three years

Capital allowances and losses on plant and machinery
used in manufacturing trades which are claimed by
passive investors will be included as a specified relief for
the purposes of the high earners’ restriction.

Tax Relief on Loans to Acquire an Interest in a
Partnership

This relief will be withdrawn on a phased basis over 4
years. Relief will not be allowed for new loans taken out
from 15 October 2013. Existing claimants will retain the
relief, on a reducing rate basis until 1 January 2017.

+€94m

Nil

-€1m

Nil

-€1m

+€1m

+€127m

-€62m

-€1m

+€22m

-€1m

+€4m
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RELIEFS AND EXEMPTIONS

Film Relief

Extend the definition of ‘eligible individual’ to include non
EU talent, in conjunction with the introduction of a
withholding tax. Subject to EU State Aid approval and a
commencement order.

-€15m

Capital Allowances and Tax Incentive Schemes

Living City Initiative

Extend to include residential properties constructed prior
to 1915 and extend to other cities — Cork, Galway,
Kilkenny and Dublin.

This Initiative is subject to EU State Aid approval and a
commencement order.

-€20m

CAPITAL GAINS TAX

Property purchase incentive

The inventive relief from CGT (in respect of the first 7
years of ownership) for properties purchased between 7
December 2011 and 31 December 2013 introduced in
Budget and Finance Act 2012 is being extended by one
year to include properties bought to the end of 2014.
Where property purchased in this period is held for seven
years the gains accrued in that period will not attract
CGT.

CGT entrepreneurial relief

A new CGT incentive is being introduced to encourage
entrepreneurs (in particular “serial” entrepreneurs) to
invest and re-invest in assets used in new productive
trading activities.

The measure will apply where an individual, who has paid
capital gains tax on the disposal of assets, makes
investments in a new business in the period 1 January
2014 to 31 December 2018 and subsequently disposes of
this investment no earlier than three years after the date
of investment. The CGT payable on the disposal of this
new investment will be reduced by the lower of (i) the
CGT paid by the individual on a previous disposal of
assets in the period from 1 January 2010 and (ii) 50% of
the CGT due on the disposal of the new investment.
Commencement of this measure is subject to receipt of
EU State Aid approval.

(-€20m by
2018)
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CGT Retirement Relief -€1m -€1m
CGT retirement relief is being further extended to

disposals of leased land in circumstances where, among

other conditions, the land is leased over the long-term (a

minimum lease of 5 years) and the subsequent disposal

is to a person other than a child of the individual disposing

of the farmland. The purpose of the measure is to

encourage older farmers who have no children to whom

to transfer their farm to lease out their farmland over the

long term to younger farmers.

Excise Duties

Tobacco Products Tax +€15m +€15m
The Excise Duty on a packet of 20 cigarettes is being

increased by 10 cents (including VAT) with a pro-rata

increase on the other tobacco products, with effect from

midnight on 15 October 2013.

Alcohol Products Tax +€145m +€145m
The excise duty of a pint of beer or cider, and a standard

measure of spirits is being increased by 10 cent (including

VAT); the duty on a 75cl bottle of wine is being increased

by 50 cent (including VAT), with effect from midnight on

15 October 2013

Shadow Economy +€20m +€20m
A continued focus on the shadow economy in the mineral

oil and alcohol products sectors will lead to additional

yield and provide a significant boost to the legitimate

trade

Air Travel Tax -€28m -€36m
The Air Travel Tax is being reduced to zero with effect

from 1 April 2014.

CORPORATION TAX

R&D TAX CREDIT

The Research and Development (‘R&D’) Tax Credit

regime has been reviewed in 2013. A detailed report has

been prepared by the Department and can be viewed on

the Budget Website. On foot of this review, a number of

changes are being introduced:

Base Year -€2m -€2m

Finance Act 2012 provided that the first €100,000 of
qgualifying R&D expenditure would benefit from the tax
credit without reference to the 2003 base year and
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Finance Act 2013 increased this amount to €200,000.
The amount of expenditure so allowed is now being
increased to €300,000.

Outsourcing

The amount of expenditure on R&D outsourced to third
parties which is allowed to qualify for the credit is limited
to 10% of the total amount of expenditure on R&D
qualifying for the credit in a given year. This limit is being
increased from 10% to 15%.

Key Employee

Since 2012, a company with an entitlement to the R&D
Tax Credit can surrender a portion of the credit to
employees who meet the definition of a ‘key employee’.
Subject to certain conditions, the employee can use the
benefit of the tax credit to reduce their own income tax
liability.

Amendments are being made to this element of the
scheme to remove some barriers to uptake.

-€3m

-€3m

VAT

Retention of the 9% reduced VAT rate

The 9% reduced VAT rate, which was introduced in 2011
as part of the Government Jobs Initiative for tourism
related services, is due to revert to 13.5% on 31
December 2013. The 9% VAT rate is being retained.

Increase in VAT Cash Accounting Threshold

The annual VAT cash receipts basis threshold for small to
medium businesses is being increased from €1.25 million
to €2 million with effect from 1 May 2014. This change will
assist such businesses in the critical area of cash-flow
and reduce administration.

Increase in the Farmer’s Flat-Rate Addition from 4.8%
to 5%

The farmer’s flat-rate addition will be increased from 4.8%
to 5% with effect from 1 January 2014. The flat-rate
scheme compensates unregistered farmers for VAT
incurred on their farming inputs.

-€290m

-€15m

-€8m

-€350m

Nil

-€10m
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Stamp Duty

Exemption for transfers of shares listed on Enterprise
Securities Market of Irish Stock Exchange

The Enterprise Securities Market (ESM) is the Irish Stock
Exchange’s market for growth companies. It has been
specifically designed to meet the funding needs of
companies at earlier stages in their development.
Transfers of such shares will be exempt from Stamp Duty
on share transfers (1% on other shares). This section is
subject to a commencement order.

-€5m

Stamp Duty

Levy on Financial Institutions

The Government has decided that a specific contribution
to the Exchequer is to be obtained from the financial
sector for the period 2014 to 2016. The contribution will
be related to the amount of tax paid on deposit interest by
the institution in the calendar year 2011. Full details will
be contained in the Finance Bill.

Pension Fund Levy

The 0.6% stamp duty levy on pension fund assets is to
increase to 0.75% for the year 2014. The levy will be
reduced to 0.15% for 2015.

+€150m

€135m

+€150m

€135m

TAX ON SAVINGS

Deposit Interest Retention Tax and Exit Taxes on Life
Assurance Policies and Investment Funds

The rate of retention tax that applies to deposit interest,
together with the rates of exit tax that apply to life
assurance policies and investment funds, is being
increased and will now be 41% whether payments are
made annually or more frequently (previously 33%) or are
made less frequently than annually (previously 36%). The
increased rates will apply to payments, including deemed
payments, made on or after 1 January 2014.

+€105m

+€140m
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ANNEX A

The Effect of Budget 2014 Measures On
Different Categories of Income Earners

Contents

() Examples showing that there have been no Changes for Different Categories of
Married/Civil Partners and Single Income Earners

Examples 1 to 6 show that there will be no changes in Income Tax, Universal Social
Charge and PRSI for various categories of income earners. Family Income
Supplement payments are included in the calculations, where relevant. The
examples are based on specimen incomes with the basic tax credits including the
home carer tax credit, where relevant. The examples do not take account of
additional tax reliefs such as Mortgage Interest Relief. Variations can arise due to
rounding.

(i) Average Effective Tax Rates

Tables showing average effective tax rates for the years 2001 to 2014 for various
household types are included.

(iii) Distribution of Income Earners

A table showing the distribution of income earners on a Post Budget 2013 and Pre-
Budget 2014 basis.

(iv)  lllustrative Cases
A number of illustrative cases are included which demonstrate the total tax liability

and net pay for 2013 and 2014. In addition, some of cases also show changes to tax
relief in respect of medical insurance premiums announced in this Budget.
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(i) Examples showing that there have been no changes for different categories of single and married/civil
partner income earners

EXAMPLE 1
Single person, no children, private sector employee taxed under PAYE
Full rate PRSI contributor

Gross Income Tax PRSI Unlvgrhsafjlrlgseomal Net Income Total Change Ch%nge
Income | Existing | Proposed | Existing | Proposed | Existing | Proposed | Existing | Proposed | Per Per asNthof
Year Week Income
€ € € € € € € € € € €
10,000 0 0 0 0 0 0 10,000 10,000 0 0 0.0%
15,000 0 0 0 0 399 399 14,601 14,601 0 0 0.0%
25,000 1,700 1,700 1,000 1,000 1,069 1,069 21,231 21,231 0 0 0.0%
35,000 4,162 4,162 1,400 1,400 1,769 1,769 27,669 27,669 0 0 0.0%
45,000 8,262 8,262 1,800 1,800 2,469 2,469 32,469 32,469 0 0 0.0%
55,000 | 12,362 12,362 2,200 2,200 3,169 3,169 37,269 37,269 0 0 0.0%
75,000 | 20,562 20,562 3,000 3,000 4,569 4,569 46,869 46,869 0 0 0.0%
100,000 | 30,812 30,812 4,000 4,000 6,319 6,319 58,869 58,869 0 0 0.0%
125,000 | 41,062 41,062 5,000 5,000 8,069 8,069 70,869 70,869 0 0 0.0%
150,000 | 51,312 51,312 6,000 6,000 9,819 9,819 82,869 82,869 0 0 0.0%
175,000 | 61,562 61,562 7,000 7,000 11,569 11,569 94,869 94,869 0 0 0.0%
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EXAMPLE 2

Married couple/civil partner, one income, no children, private sector employee taxed under PAYE
Full rate PRSI contributor

Universal Social

Income Tax PRSI Net Income Total Change | Change

Gross Charge as % of
Income | Existing | Proposed | Existing | Proposed | Existing | Proposed | Existing | Proposed | Per Per Net

Year Week Income

€ € € € € € € € € € €

10,000 0 0 0 0 0 0 10,000 10,000 0 0 0.0%
15,000 0 0 0 0 399 399 14,601 14,601 0 0 0.0%
25,000 50 50 1,000 1,000 1,069 1,069 22,881 22,881 0 0 0.0%
35,000 2,050 2,050 1,400 1,400 1,769 1,769 29,781 29,781 0 0 0.0%
45,000 4,722 4,722 1,800 1,800 2,469 2,469 36,009 36,009 0 0 0.0%
55,000 8,822 8,822 2,200 2,200 3,169 3,169 40,809 40,809 0 0 0.0%
75,000 | 17,022 17,022 3,000 3,000 4,569 4,569 50,409 50,409 0 0 0.0%
100,000 | 27,272 27,272 4,000 4,000 6,319 6,319 62,409 62,409 0 0 0.0%
125,000 | 37,522 37,522 5,000 5,000 8,069 8,069 74,409 74,409 0 0 0.0%
150,000 | 47,772 47,772 6,000 6,000 9,819 9,819 86,409 86,409 0 0 0.0%
175,000 | 58,022 58,022 7,000 7,000 11,569 11,569 98,409 98,409 0 0 0.0%




EXAMPLE 3
Married couple/civil partner, one income, two children, private sector employee taxed under PAYE
Full rate PRSI contributor

Gross Income Tax PRSI Universal Social Family Income Net Income Total Change | Chang
Income Charge Supplement eas %
Existing | Proposed | Existing Proposed | Existing | Proposed Existing Proposed Proposed Existing | Per Per of Net

Year Week Income

€ € € € € € € € € € € € €

10,000 0 0 0 0 0 0 12,792 12,792 22,792 22,792 0 0 0.0%
15,000 0 0 0 0 399 399 10,036 10,036 24,637 24,637 0 0 0.0%
25,000 0 0 1,000 1,000 1,069 1,069 5,044 5,044 27,975 27,975 0 0 0.0%
35,000 1,240 1,240 1,400 1,400 1,769 1,769 1,040 1,040 31,631 31,631 0 0 0.0%
45,000 3,912 3,912 1,800 1,800 2,469 2,469 0 0 36,819 36,819 0 0 0.0%
55,000 8,012 8,012 2,200 2,200 3,169 3,169 0 0 41,619 41,619 0 0 0.0%
75,000 | 16,212 | 16,212 3,000 3,000 4,569 4,569 0 0 51,219 51,219 0 0 0.0%
100,000 | 26,462 | 26,462 4,000 4,000 6,319 6,319 0 0 63,219 63,219 0 0 0.0%
125,000 | 36,712 | 36,712 5,000 5,000 8,069 8,069 0 0 75,219 75,219 0 0 0.0%
150,000 | 46,962 | 46,962 6,000 6,000 9,819 9,819 0 0 87,219 87,219 0 0 0.0%
175,000 | 57,212 | 57,212 7,000 7,000 11,569 11,569 0 0 99,219 99,219 0 0 0.0%
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EXAMPLE 4
Single person, no children, taxed under Schedule D

Universal Social

Gross Income Tax PRSI Charge Net Income Total Change Ch%nge
Income | Existing | Proposed | Existing | Proposed | Existing | Proposed | Existing | Proposed | Per Per asN/gtof
Year Week Income
€ € € € € € € € € € €
10,000 350 350 500 500 0 0 9,150 9,150 0 0 0.0%
15,000 1,350 1,350 600 600 399 399 12,651 12,651 0 0 0.0%
25,000 3,350 3,350 1000 1,000 1,069 1,069 19,581 19,581 0 0 0.0%
35,000 5,812 5,812 1400 1,400 1,769 1,769 26,019 26,019 0 0 0.0%
45,000 9,912 9,912 1800 1,800 2,469 2,469 30,819 30,819 0 0 0.0%
55,000 | 14,012 14,012 2200 2,200 3,169 3,169 35,619 35,619 0 0 0.0%
75,000 | 22,212 22,212 3000 3,000 4,569 4,569 45,219 45,219 0 0 0.0%
100,000 | 32,462 32,462 4000 4,000 6,319 6,319 57,219 57,219 0 0 0.0%
125,000 | 42,712 42,712 5000 5,000 8,819 8,819 68,469 68,469 0 0 0.0%
150,000 | 52,962 52,962 6000 6,000 11,319 11,319 79,719 79,719 0 0 0.0%
175,000 | 63,212 63,212 7000 7,000 13,819 13,819 90,969 90,969 0 0 0.0%




EXAMPLE 5
Married couple/civil partner, one income, no children, taxed under Schedule D

or'g

Gross Income Tax PRSI Umvgrhs;rlgseoual Net Income Total Change Ch%nge
Income | Existing | Proposed | Existing | Proposed | Existing | Proposed | Existing | Proposed | Per Per asN/gtof
Year Week Income
€ € € € € € € € € € €
10,000 0 0 500 500 0 0 9,500 9,500 0 0 0.0%
15,000 0 0 600 600 399 399 14,001 14,001 0 0 0.0%
25,000 1,700 1,700 1,000 1,000 1,069 1,069 21,231 21,231 0 0 0.0%
35,000 3,700 3,700 1,400 1,400 1,769 1,769 28,131 28,131 0 0 0.0%
45,000 6,372 6,372 1,800 1,800 2,469 2,469 34,359 34,359 0 0 0.0%
55,000 | 10,472 10,472 2,200 2,200 3,169 3,169 39,159 39,159 0 0 0.0%
75,000 | 18,672 18,672 3,000 3,000 4,569 4,569 48,759 48,759 0 0 0.0%
100,000 | 28,922 28,922 4,000 4,000 6,319 6,319 60,759 60,759 0 0 0.0%
125,000 | 39,172 39,172 5,000 5,000 8,819 8,819 72,009 72,009 0 0 0.0%
150,000 | 49,422 49,422 6,000 6,000 11,319 11,319 83,259 83,259 0 0 0.0%
175,000 | 59,672 59,672 7,000 7,000 13,819 13,819 94,509 94,509 0 0 0.0%




EXAMPLE 6
Married couple/civil partner, one income, two children, taxed under Schedule D
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Gross Income Tax PRSI Umvgrhs;rlgseoual Net Income Total Change Ch%nge
Income | Existing | Proposed | Existing | Proposed | Existing | Proposed | Existing | Proposed | Per Per aSNﬁtOf
Year Week Income
€ € € € € € € € € € €
10,000 0 0 500 500 0 0 9,500 9,500 0 0 0.0%
15,000 0 0 600 600 399 399 14,001 14,001 0 0 0.0%
25,000 890 890 1,000 1,000 1,069 1,069 22,041 22,041 0 0 0.0%
35,000 2,890 2,890 1,400 1,400 1,769 1,769 28,941 28,941 0 0 0.0%
45,000 5,562 5,562 1,800 1,800 2,469 2,469 35,169 35,169 0 0 0.0%
55,000 9,662 9,662 2,200 2,200 3,169 3,169 39,969 39,969 0 0 0.0%
75,000 | 17,862 17,862 3,000 3,000 4,569 4,569 49,569 49,569 0 0 0.0%
100,000 | 28,112 28,112 4,000 4,000 6,319 6,319 61,569 61,569 0 0 0.0%
125,000 | 38,362 38,362 5,000 5,000 8,819 8,819 72,819 72,819 0 0 0.0%
150,000 | 48,612 48,612 6,000 6,000 11,319 11,319 84,069 84,069 0 0 0.0%
175,000 | 58,862 58,862 7,000 7,000 13,819 13,819 95,319 95,319 0 0 0.0%




cr'd

AVERAGE EFFECTIVE TAX RATES ON ANNUAL EARNINGS IN % TERMS*
SELF EMPLOYED

SELF

SINGLE
EMPLOYED
Gross 2009
Income €| 2001 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | (s)/2010 2011 2012 | 2013 | 2014
129 | 129 | 129 | 125 | 12.1 | 11.3 | 10.8 | 10.8 15.7 15.7
15,000 13.7% % % % % % % % % 10.8% 15.7% % 15.7% %
17.4 | 17.4 | 174 | 151 | 149 | 142 | 139 | 14.9 19.3 19.3
20,000 18.0% % % % % % % % % 15.9% 19.3% % 19.3% %
189 | 189 | 189 | 187 | 185 | 18.0 | 15.7 | 16.7 21.7 21.7
25,000 19.4% % % % % % % % % 17.7% 21.7% % 21.7% %
214 | 214 | 214 | 202 | 196 | 19.1 | 18.9 | 19.9 23.2 23.2
30,000 23.7% % % % % % % % % 22.9% 23.2% % 23.2% %
278 | 278 | 278 | 269 | 253 | 23.8 | 22.8 | 233 29.0 29.0
40,000 29.5% % % % % % % % % 26.3% 29.0% % 29.0% %
342 | 342 | 342 | 336 | 326 | 31.2 | 306 | 31.2 36.6 36.6
60,000 35.4% % % % % % % % % 34.2% 36.6% % 36.6% %
39.3 | 39.3 | 39.3 | 39.0 | 383 | 371 | 36.7 | 375 42.8 42.8
100,000 40.0% % % % % % % % % 41.3% 42.8% % | 42.8% %
40.6 | 40.6 | 40.6 | 40.3 | 39.8 | 38.7 | 384 | 39.4 44.8 44.8
120,000 41.2% % % % % % % % % 43.2% 44.8% % | 44.8% %
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SELF

MARRIED/CIVIL PARTNER ONE INCOME TWO CHILDREN

EMPLOYED
Gross 2009
Income € 2001 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | (s)/2010 2011 2012 2013 2014
15,000 3.0% 3.0% | 3.0% | 3.0% | 3.0% | 3.0% | 3.0% | 3.0% | 3.0% 3.0% 6.7% 6.7% 6.7% 6.7%
20,000 7.2% 6.0% | 6.0% | 6.0% | 3.4% | 3.0% | 3.0% | 3.0% | 4.0% 5.0% 7.6% 7.6% 7.6% 7.6%
11.8
25,000 10.8% 9.8% | 9.8% | 98% | 9.3% | 89% | 7.8% | 4.8% | 5.8% 6.8% 11.8% % 11.8% | 11.8%
12.3 12.3 12.3 11.9 11.6 10.7 10.8 15.0
30,000 13.2% % % % % % % 9.8% % 13.8% 15.0% % 15.0% | 15.0%
17.1 17.1 17.1 16.1 14.9 14.3 13.6 14.6 19.0
40,000 17.9% % % % % % % % % 17.6% 19.0% % 19.0% | 19.0%
27.1 27.1 27.1 26.4 25.3 23.8 22.9 23.5 29.4
60,000 27.6% % % % % % % % % 26.5% 29.4% % 29.4% | 29.4%
35.1 35.1 35.1 34.6 34.0 32.7 32.1 32.9 38.4
100,000 35.3% % % % % % % % % 36.7% 38.4% % 38.4% | 38.4%
37.0 37.0 37.0 36.7 36.1 35.0 345 35.5 41.2
120,000 37.3% % % % % % % % % 39.4% 41.2% % 41.2% | 41.2%

Average Effective Tax Rates 2001-2010: Total of Income Tax, Levies (Income and Health) and PRSI as a proportion of gross

income.

Average Effective Tax Rates 2011-2014: Total of Income Tax, PRSI and Universal Social Charge as a proportion of gross

income.

Calculations only account for the personal income tax credit and home carer credit, where

relevant.
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(iii) ESTIMATED DISTRIBUTION OF INCOME EARNERS ON THE INCOME TAX FILE FOR 2013 AND 2014

Exempt (standard
rate liability fully

Paying tax at the
standard rate *
(including those

Higher rate liability

covered by credits whose liability at the NOT fully c_)ffset by Total
or age exemption . ) credits
limits) higher rate is fully
offset by credits)
2013 875,000 920,100 371,300 2.166.400
40.39% 42.47% 17.14%
2014 on a
pre- 856,000 941,800 392,500
2,190,300
budget
basis 39.08% 43.00% 17.92%

*Includes those benefiting from the system of margina relief taxation.

Notes:

Distribution for 2013 and 2014 are estimates from the Revenue tax-forecasting model using actual data for the year 2011, adjusted as

necessary for income and employment trends in the interim.
Figures are provisional and likely to be revised.
A jointly assessed married couple/civil partnership is treated as one tax unit.




(iv) ILLUSTRATIVE CASES

These cases deal with basic personal tax credits, the employee tax credit, the home carer
credit, the age credit, the age exemption limits, the standard rate bands, PRSI and the
Universal Social Charge (USC). Social welfare payments under the Family Income
Supplement scheme (FIS), the State Pension and Child Benefit are also included, where
relevant. Additional tax reliefs such as Mortgage Interest Relief and Rent Relief are not taken
into account. Some of the cases also include tax relief in respect of medical insurance
premiums. Some figures are rounded to the nearest euro.

Example 1

Eric is single and in third level education which his parents are funding. He works 20 hours a
week as a factory worker on the minimum wage rate of €8.65 per hour. Eric lives at home
with his parents. Eric will see no change in his annual net income due to this Budget.

2013 2014
€ €
Gross Salary 8,996 8,996
Income Tax liability 0 0
PRSI liability 0 0
Universal Social Charge 0 0
Total tax liability 0 0
Net Income 8,996 8,996
Annual change 0
Change as a % of net income 0%
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Example 2
Kevin is single and is employed in the catering sector earning the Minimum Wage of €17,542
per annum. Kevin will see no change in his annual net income due to this Budget.

2013 2014
€ €
Gross Salary 17,542 17,542
Income Tax liability 208 208
PRSI liability 0 0
Universal Social Charge 547 547
Total tax liability 755 755
Net Income 16,787 16,787
Annual change 0
Change as a % of net income 0%
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Example 3

Brenda is a single parent with one daughter, Marianne aged 2 years. Brenda is the primary
carer for Marianne. Brenda is employed full time as a project manager earning €48,000 per
annum. Brenda will see no change in her annual net income due to this Budget.

2013 2014
€ €
Gross Salary 48,000 48,000
Income Tax liability 7,002 7,002
PRSI liability 1,920 1,920
Universal Social Charge 2,679 2,679
Total tax liability 11,601 11,601
Child Benefit 1,560 1,560
Net Income 37,959 37,959
Annual change 0
Change as a % of net income 0%
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Example 4

Joe and Monika are married with three children, Martina, Piotr and Karolina who are aged 6,
8 and 14 years. Joe works in the home. Monika is a legal secretary earning €25,000 per
annum. The family will see no change in their annual net income due to this Budget.

2013 2014
€ €

Gross Salary 25,000 25,000
Income Tax liability 0 0
PRSI liability 1,000 1,000
Universal Social Charge 1,069 1,069
Total tax liability 2,069 2,069
Child Benefit 4,680 4,680
Family Income Supplement (FIS) 8,216 8,216
Net income 35,827 35,827
Annual loss 0
Change as a % of net income 0%
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Example 5

Alan and llona are married with two children, Amy and Clare who are aged 9 and 11 years.
llona works in the home. Alan is employed as an accountant earning €60,000 per annum.
He pays a pension contribution of 6% of his gross income. They have medical insurance
cover costing €2,864 in 2013 and 2014 before tax relief at source is discounted. The family
will see no change in their annual net income due to this Budget.

2013 2014
€ €

Gross Salary 60,000 60,000
Pension Contribution 3,600 3,600
Income Tax liability 8,586 8,586
PRSI liability 2,400 2,400
Universal Social Charge 3,519 3,519
Total tax liability 14,505 14,505
Child Benefit 3,120 3,120
Medical Insurance Premium (after tax 2,291 2,291
relief at source)
Net Income 42,724 42,724
Annual loss 0
Change as a % of net income 0%
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Example 6

Donal and Maria are married with two children, Niall and Anita who are aged 3 and 5 years.
Donal works in the home. Maria is self-employed with income of €150,000 per annum.
Maria pays a pension contribution of 6% of her gross income. They have medical insurance
cover costing €6,913 in 2013 and 2014 before tax relief at source is discounted. The family
will see a loss of 1.0% or €783 in their annual net income as a result of this year’s Budget.

2013 2014
€ €

Gross Income 150,000 150,000
Pension Contribution 9,000 9,000
Income Tax liability 44,922 44,922
PRSI liability 6,000 6,000
Universal Social Charge 11,319 11,319
Total tax liability 62,241 62,241
Child Benefit 3,120 3,120
Medical Insurance Premium (after tax 5,530 6,313
relief at source)
Net Income 76,349 75,566
Annual loss -783
Change as a % of net income -1.0%
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Example 7

Paul and Barbara are a retired couple. Paul is aged 74 and Barbara is aged 72. Paul has a
Contributory State Pension (€22,703) and an occupational pension of €40,000 per annum.
The couple will see no change in their annual net income due to this Budget.

2013 2014
€ €

State Pension 22,703 22,703
Occupational pension 40,000 40,000
Gross Income 62,703 62,703
Income Tax liability 10,681 10,681
PRSI liability n/a n/a
Universal Social Charge 1,399 1,399
Total tax liability 12,080 12,080
Net Income 50,623 50,623
Annual Loss 0
Change as a % of net income 0%
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Annex B

Reduction in the Standard Fund Threshold

The Taxes Consolidation Act (Chapter 2C of Part 30) imposes a limit or ceiling on the total
capital value of pension benefits that an individual can draw in their lifetime from tax-relieved
pension products, where those benefits come into payment for the first time on or after 7
December 2005. There are significant additional tax liabilities where the limit is exceeded.

Background

This limit is called the “standard fund threshold” (SFT) and was set at €5 million when
introduced with effect from 7 December 2005. Individuals, the capital value of whose
uncrystallised pension rights on 7 December 2005 (pension rights that the individual had not
become entitled to receive at that date) exceeded €5 million could protect those rights at that
value by applying for a higher limit or threshold (a “personal fund threshold” — PFT). The
legislation provides for the indexation of both the SFT and PFT at the discretion of the
Minister for Finance and the thresholds were increased by way of an earnings index in 2007
and 2008, increasing the SFT to just over €5.4 million at that time.

Budget 2011 Changes

The SFT was subsequently reduced on 7 December 2010 to its current level of €2.3 million.
Where the capital value of pension rights taken by an individual since 7 December 2005 (i.e.
crystallised rights) together with the capital value of any uncrystallised pension rights on 7
December 2010 exceeded the reduced SFT of €2.3 million the aggregate of those rights
could be protected at that value by way of a PFT, subject to an overall PFT limit of just over
€5.4m (i.e. the level of the previous SFT).

The system works as follows. On each occasion that an individual becomes entitled to
receive a benefit under a pension arrangement for the first time (called a “benefit
crystallisation event” (BCE)) they use up part of their SFT or PFT. At each BCE a capital
value is attributed to the benefits that crystallise and the value is then tested against the SFT
or the PFT, as appropriate, by the pension scheme administrator. When the capital value of
a BCE, either on its own or when aggregated with prior BCEs, exceeds an individual's
appropriate fund threshold a “chargeable excess” arises and a tax charge at 41% is
immediately applied on the amount of the excess. In addition, when the remainder of the
excess is subsequently drawn down as a pension (or, for example, by way of a distribution
from an ARF or vested PRSA), it is subject to tax at the individual's marginal rate. The
effective income tax rate on an excess of pension funding over the SFT or PFT can be as
high as 65%, excluding any liability to USC and PRSI.

Implementation of changes announced in Budget 2013

To give effect to the change announced in December 2012, the SFT is being further reduced
as on and from 1 January 2014 from €2.3 million to a new lower amount of €2 million. Other
changes to the SFT regime are also being introduced from that date to improve the equity of
the regime as between Defined Benefit (DB) pension arrangements and Defined
Contribution (DC) arrangements and between those who take pension benefits at younger
ages and those who take them at older ages. The following arrangements will apply:
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Individuals with pension rights in excess of the new lower SFT on 1 January 2014
will be able to protect the capital value of those rights by claiming a PFT subject
to a maximum PFT of €2.3m (i.e. the level of the previous SFT)

As before, the PFT must be calculated on the basis of the aggregate of the
capital value of pension benefits, if any, which the individual has already become
entitled to receive since 7 December 2005 (i.e. crystallised rights) and the capital
value of any uncrystallised pension rights the individual has on 1 January 2014.
Where this aggregate amount exceeds the new SFT of €2 million, that higher
amount will be the PFT, subject to the maximum PFT limit of €2.3m.

The current standard valuation or capitalisation factor of 20 must be used to
determine the value of DB pension rights for the purposes of calculating an
individual's PFT at 1 January 2014.

A PFT will have to be claimed by way of a PFT notification to the Revenue
Commissioners in accordance with the legislation which will include certain
proposed amendments to this aspect of the SFT procedures and these
amendments will be reflected in the forthcoming Finance Bill.

Individuals who already have a PFT under the previous arrangements outlined
above will retain that PFT and don’'t need to do anything arising from the new
arrangements.

All DB pension rights accrued after 1 January 2014 will be valued at the point of
draw down for BCE purposes for measurement against the SFT or PFT using an
age-related valuation factor which will vary according to the age of the individual
at the point of draw down of those rights. The factors and the ages at which they
will apply are set out hereunder”.

All DB pension rights accrued up to 1 January 2014 and crystallised after that
date will be valued at the point of drawdown for BCE purposes for measurement
against the SFT or PFT at the current standard valuation factor of 20.

Where a DB pension is drawn down (i.e. crystallised) after 1 January 2014, part
of which was accrued up to that date and part after that date, the calculation of
the capital value at the BCE will be split accordingly with the portion accrued up
to 1 January capitalised using the current standard capitalisation factor of 20 and

! These factors are based very broadly on the assumptions underpinning the conversion of pension funds into
pension annuities recommended by the Society of Actuaries for use in assisting in the preparation of annual
Statements of Reasonable Projection (SORP) for members of DC occupational pension schemes and PRSA
holders which illustrate the retirement benefits they may receive in retirement. The basis for the SORP factors is
a pension increasing with CPI at 2% pa which also provides for a 50% survivor's pension together with other
assumptions specified in the Society of Actuaries guidance (Actuarial Standard of Practice Pen — 12).
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the portion accrued after that date capitalised using the appropriate age-related
valuation factor.

o For DC type pension arrangements, the capital value of the pension rights on 1
January 2014 remain, as before, the value of the assets in the arrangement that
represent the member’s accumulated rights on that date i.e. the value of the fund.

Full details of these changes will be reflected in the forthcoming Finance Bill.

Proposed factors varying with age to value DB pension benefits for BCE purposes:

Age Factor Age Factor

50 (and below) 37 61 29
51 36 62 28
52 36 63 27
53 35 64 27
54 34 65 26
55 33 66 25
56 33 67 24
57 32 68 24
58 31 69 23
59 30 70+ 22
60 30
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ANNEX C
€500m TAX PACKAGE BUILDING BUSINESS & CREATING JOBS
25 MEASURES FOR JOBS AND GROWTH

Jobs and Growth remain the top priority. New businesses tend to be the greatest
contributors to job creation. For new business success it is necessary to incentivise
entrepreneurship, innovation and investment. Existing small businesses also require
support to grow and create jobs. Access to credit and finance for SMEs is vital for
economic growth and is central to Ireland’s continuing recovery.

Entrepreneurship is a powerful driver of economic growth and job creation. It
creates new companies and jobs, opens up new markets, and nurtures new skills
and capabilities.

Innovation accounts for about two thirds of the sources of economic growth and
innovative firms tend to be the greatest contributors to job creation.

Investment is essential for the survival and growth of Small and Medium
Enterprises.

Credit and Finance Ensuring enterprises and in particular SMEs have access to an
appropriate flow of finance from a diverse range of sources is a major policy issue.

Opportunity Small and new business needs the opportunity to grow and flourish.
To that end it is important to create a level playing field for legitimate business by
tackling unfair competition from the shadow economy.

A package of 25 measures has been developed which focuses on the business
drivers outlined above in order to realise the maximum benefit from the minimum
Cost.

The 25 measures with their intended targets are outlined below:

Promoting Entrepreneurship

1. Capital Gains Tax Relief for re-investment of previous asset disposals in
productive assets

The measure applies where an individual makes an investment in assets for use in a
new productive trading activity in the period 1 January 2014 to 31 December 2018
and subsequently disposes of this investment no earlier than three years after the
date of investment. The CGT payable on the disposal of this new investment will be
reduced by the lower of the CGT paid by the individual on a previous disposal in the
period from 1 January 2010 and 50% of the CGT due on the disposal of the new
investment.

Target: To encourage individuals to re-invest the proceeds of a previous asset
disposal into new productive trading or a new company and therefore to encourage
new business and to keep capital focussed on business and the creation and
maintenance of employment.
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2. Start Your Own Business (SYOB)

This measure is being introduced to encourage individuals who are long-term
unemployed to start their own unincorporated business. A two year exemption from
income tax up to a maximum of €40,000 per annum is being provided for individuals
who have been unemployed for at least 15 months prior to starting their own
business.

Target: To encourage individuals to move from unemployment to self-employment.

Stimulating Investment

3. Enhancement of Employment and Investment Incentive

The initial 30% relief available for investments under the Employment and
Investment Incentive is being removed from the high earners restriction for a period
of 3 years. This restriction limits the amount of tax reliefs that can be claimed by high
income individuals. The EIll provides that a maximum of €150,000 can be invested
by an individual per annum. Therefore, by lifting the restriction on the initial 30%
relief, these investors should be encouraged to invest more funds in the EIll and
improve the availability of funds to SMEs.

Target: To increase investment in Irish SMEs that are focused on job creation and
expansion.

4. Enterprise Securities Market — Transfers exempt from Stamp Duty

This proposal involves removal of the Stamp Duty charge (currently 1%) on shares
listed on the Enterprise Securities Market (ESM) of the Irish Stock Exchange (ISE).
The ESM is the ISE’'s market for growth companies. It has been specifically
designed to meet the funding needs of companies at earlier stages in their
development.

Target: It is intended to encourage more investors to back SMEs, thereby
increasing the supply of equity available to them for growth and job creation. It may
also encourage entrepreneurs and growing businesses to use the ESM to aid growth
and job creation.

5. Inclusion of Real Estate Investment Trusts (REITS) in the Immigrant
Investor Programme

Following the successful launch of the REIT product in Ireland it has been agreed

with the Department of Justice to propose the inclusion of REITs as an investment

option in the Immigrant Investor Programme.

Target: To encourage investment in REITS.

Financing Growth

6. Trade Finance

The Trade Finance Initiative would involve a tailored measure to support the growth
of the export sector in Ireland thereby increasing investment, economic activity and
employment. Discussions are taking place with the EIB to consider the feasibility of
support being granted by the bank to underpin additional trade by Irish companies.
Target: To assist Irish exporters and businesses to increase exports and grow.
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7. Credit Review Office — Increase Threshold

Increase in the threshold for applications that can be reviewed by the Credit Review
Office from €500,000 to €3m. The increase in the number of reviewers sanctioned in
Budget 2013 will ensure that the increased workload arising from this measure will
be handled in a timely and comprehensive manner.

Target: To meet new lending demands from borrowers currently banked with non-
trading banks and banks which are strategically exiting the Irish SME lending market.

8. SME Communications Strateqy

Communication strategy to increase awareness of State supports amongst SMESs.
This strategy will also ensure that there is a greater awareness amongst businesses
of the soon to be re-launched credit guarantee scheme.

Target: To inform SMEs who are eligible for State supports but may not be aware of
it or how to go about obtaining it.

9. Building Business Capacity

A programme, consisting of 2 days dedicated off site training together with expert
mentoring support, to enhance SMEs business and financial capacity in relation to
understanding and utilising a broader range of financial products, as well as
equipping them with the necessary tools to make a strong business case when
applying for credit. The programme will be launched on a pilot basis with 1,000
SMEs taking part next year.

Target: To assist micro and small business to grow.

Encouraging Innovation

10.Research and Development Tax Credit - Qutsourcing

The limits on the amount of expenditure on R&D outsourced to third parties which
can qualify for the R&D Tax Credit is being increased from 10% to 15%.

Target: This should help to assist small companies in performing R&D, as they are
more likely to need to outsource because they may have insufficient resources in-
house for certain functions. It should also support the outsourcing of discrete R&D
tasks to smaller businesses.

11.Research and Development Tax Credit — Base Year

It is intended ultimately that the base year will be phased out entirely over time and
as resources allow. In the interim, the amount of expenditure eligible for the R&D
Tax Credit on a full volume basis (without reference to the 2003 base year) is being
increased from €200,000 to €300,000.

Target: This measure will reduce the impact of the base year on companies who
had significant R&D expenditure in 2003 and it will assist smaller companies to
access the credit without reference to the base year. The phasing out of the base
year, when complete, should improve the overall international competitiveness of the
regime.

12.Research and Development Tax Credit — Key Employee
The key employee provision is in place in order to assist companies to attract key
talent, by allowing the company to transfer the tax-free benefit of the R&D tax credit
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to employees who meet certain conditions. Some minor changes will be made to
this element of the tax credit to remove some barriers to take-up that were identified
in the review of the R&D Tax Credit which took place this year.

Target: This measure is to help R&D performing companies to attract key talent.

Cash Flow

13.VAT —Increase cash basis to €2m

The annual VAT cash receipts basis threshold for small to medium businesses is
being increased from €1.25m to €2m with effect from 1 May 2014

Target: To assist small to medium businesses in the critical area of cash-flow and to
reduce administration.

Protecting Compliant Business by Tackling the Shadow
Economy

14.VAT Anti-Fraud Measures

(i) Disallowance of input VAT — Business which have not paid for supplies (in full or
part) within a six month period will be required to repay the VAT claimed on those
supplies. (i) Quick reaction mechanism — Allows Revenue to apply an emergency
and temporary reverse-charge measure to certain goods or services to address
sudden and massive VAT fraud. (iii) Requirement to keep specific records —
Provision is being made to allow Revenue issue a notice requiring businesses to
procure specific information in circumstances where Revenue has reasonable
grounds for believing that the records specified might assist in identifying VAT fraud.

Target: To protect compliant business from unfair competition by tackling the
shadow economy. To assist small business in the area of cash flow by encouraging
prompt payments.

15.Excise and Energy Tax Anti-Fraud Measures

Tobacco

This gives Revenue the power to search baggage and other receptacles for illicit
tobacco products. Revenue can require a person suspected of illegal selling of
tobacco products to stop, and to permit and facilitate a search of any baggage or
other thing the person has with them, and which is reasonably believed to contain
tobacco products concerned in the offence.

Alcohol
Alcohol products that are held on unlicensed premises may be made liable to
forfeiture under excise law and to seizure by Revenue.

Mineral Oil Tax Law

(i) Supplier liability to mineral oil tax in the case of a supplier who knowingly
supplies Marked Gas Oil to persons who have no legitimate use for it. (ii)
Revocation and renewal of mineral oil traders’ licences in the case of suppliers
who knowingly supply Marked Gas Oil to persons who have no legitimate use for
it.
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Target: To protect compliant business from unfair competition by tackling the
shadow economy.

16.The Appeal System for Tax Matters

Reform the role, functions and structure of the Office of the Appeal Commissioners,
who hear appeals against assessments, decisions and determinations of the
Revenue Commissioners on a variety of taxes, and of the tax appeals system.
Target: To ensure an enhanced and cost effective appeal mechanism for tax cases,
providing transparency and increased certainty for the taxpayers.

Tourism and Hospitality Sector

17.VAT — Retention of 9% VAT rate

The reduced rate of 9% VAT for tourism related services and goods has been a
boost to the tourism sector but is due to expire at the end of this year. The 9% VAT
rate is being retained.

Target: To support and encourage growth in small businesses in the tourism sector.

18.Reduction of Air Travel Tax to 0%

The rate of the Air Travel Tax will be reduced to 0% from 1 April 2014. The Air
Travel Tax was introduced in March 2011 and since then a general rate of €3 has
applied.

Target: To encourage the development of new routes leading to increased capacity
and traffic flows. This increase in routes and therefore in passengers should lead to
the creation of additional jobs.

Construction and Building Sector

19.Extension of the Living City Initiative

The Initiative is being extended to include residential properties constructed up to
and including 1914 and certain areas of the cities of Cork, Galway, Kilkenny and
Dublin.

Target: To have a beneficial effect on the construction sector by stimulating the
regeneration of retail and commercial districts and encouraging families to move
back into the centre of Irish cities to live in historic buildings.

20.Home Renovation Incentive

Tax relief of 13.5% will be available for qualifying expenditure on home renovation
and improvement work. The relief will be granted by way of a tax credit split over two
years following the year in which the works are carried out. The minimum
expenditure must be €5,000 and relief will be provided up to a maximum of €30,000.
The relief will be linked to the Principal Private Residence of an individual and the
contractor must be tax compliant.

Target: To give a boost to tax compliant businesses in the construction sector.

21.Extension of CGT Relief for Property

Budget and Finance Act 2012 introduced a CGT incentive for property purchased in
the period up to 7 December 2013. This purchase period is now being extended to
31 December 2014. Properties purchased in this extended period and which are
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held for a minimum of 7 years will not attract CGT on any gains if disposed of at that
point. Proportionate relief will apply where disposals are made after 7 years.
Target: To encourage activity in the property sector.

Farming/Agriculture and Food Sector

22.VAT —Increase in Farmers flat rate addition from 4.8% to 5%

The farmers flat-rate addition is being increased from 4.8% to 5% with effect from 1
January 2014. The flat-rate scheme compensates unregistered farmers for VAT
incurred on their farming inputs and is reviewed annually in accordance with the EU
VAT Directive.

Target: To assist the farming sector. The increase to 5% in 2014 continues to
achieve full compensation for farmers.

23.Capital Gains Tax Retirement Relief

CGT retirement relief is being further extended to disposals of leased farmland in
circumstances where, among other conditions, the land is leased over the long-term
(a minimum lease of 5 years) and the subsequent disposal of the farmland is to a
person other than a child of the individual disposing of the land.

Target: The purpose of the measure is to encourage older farmers who have no
children to transfer their farm to, lease out their farmland over the long term to
younger farmers.

24.Review of Farmers Taxation

The Departments of Finance and the Department of Agriculture, Forestry and the
Marine will conduct an independent review of farmer taxation in 2014 to ensure that
tax reliefs are focused on those areas where they are needed most and also to
ensure tax payer value for money

Target: To target farming tax reliefs at the areas where they will have the most
benefit.

Film Industry

25.Improve the new Film Relief to include non-EU talent

The definition of ‘eligible individual’ is being extended to include non-EU talent, in
conjunction with the introduction of a withholding tax.

Target: To attract major film productions and high-end television shows to these
shores by improving Ireland’s attractiveness to international movie stars. These
types of productions are job rich and can often give a knock-on boost to the tourism
sector.
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Economic Developments and Outlook 2013-2016

Table 1: Key Macroeconomic Forecasts 2012-2016

| 2012 2013 2014 2015 2016
% change, unless otherwise stated
Real GDP 0.2 0.2 2.0 2.3 2.8
Inflation (HICP) 2.0 0.7 1.2 2.0 2.0
Employment -0.7 1.6 15 1.3 1.3
Unemployment (% of labour force) 14.7 135 12.4 11.8 114

Nominal GDP (rounded to nearest €25m) 163,950 165,875 170,600 176,950 184,675

Source: CSO: 2012; Department of Finance 2013-16

Summary

Following weakness in the second half of last year, which continued into the opening
months of this year, there is now mounting evidence that a modest recovery is taking hold
in the Irish economy. Quarterly national accounts data show an increase in activity in the
second quarter, while subsequent high-frequency data — both hard and soft — are
suggestive of an economy gaining additional momentum in the period since then.

Importantly, there are increasing signs of a stabilisation in domestic demand, with data
pointing to a gradual recovery in both consumer and investment spending. The strength of
employment growth in recent quarters is also indicative of a modest recovery in domestic
demand. On the external front, the recent data-flow has been reasonably encouraging
and this improvement in external demand should support the exporting sector in the
second half of the year. However, product-specific developments in the pharma-chem
sector are clearly having an adverse impact on the overall export performance.

For 2013 as a whole, GDP is now expected to expand by 0.2 per cent, with a small
negative contribution from net exports offset by a positive contribution from domestic
demand (including stock-building); this forecast takes account of the relatively weak
outturn in the early part of the year and the assumption of a recovery in the period since
then.

Current prospects are for an acceleration in the pace of economic growth in Ireland next
year, with GDP forecast to increase by 2.0 per cent. The contribution from domestic
demand is expected to strengthen, which is encouraging. On the assumption of a pick-up
in trading partner growth, exports are set to increase once again, although the potential for
further reductions in pharma-chem output presents a notable risk to this projection.

Recent macroeconomic developments

External demand

Exports of goods and services declined in the first half of this year as relatively weak
external demand and product-specific developments impacted negatively. In terms of the
latter, merchandise exports were down by 5.5 per cent on an annual basis in the first half
of the year largely because of reduced pharmaceutical and chemical exports, owing to the
‘patent cliff’ effect. On the other hand, services exports have performed reasonably well
growing by 2.4 per cent, with exports of IT services performing particularly strongly.

The overall picture in our main export markets appears to be one in which activity
bottomed-out in the first quarter, and where a gradual recovery is underway. Second
guarter data in key regions surprised on the upside, while subsequent high-frequency data
have for the most part been reasonably encouraging. Against this backdrop, Irish exports
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are expected to record modest annual growth in the second half of this year. This,
however, is unlikely to be sufficient to make up the lost ground stemming from the first
quarter outturn, with the result that exports are expected to contribute negatively to
aggregate demand this year, decreasing by 0.6 per cent.

Domestic demand

Turning to domestic demand, there is growing evidence that a modest recovery is now
under way. The quarterly profile for personal consumption expenditure has been
somewhat erratic over the course of this year, in part due to a structural change in the
vehicle registration system which has had the effect of smoothing the purchase of vehicles
over the course of the year. Initial estimates for consumer spending for the first quarter
were subsequently revised upwards, and the possibility of further revisions cannot be
excluded, particularly in an environment in which high-frequency data (core retail sales)
point to a relatively strong pace of expansion in the third quarter. The latest data show a
year-on-year increase in core retail sales (excluding car purchases) of 1.1 per cent in
August and a year-on-year increase in headline sales of 2.6 per cent. For the year as a
whole, a modest reduction of the order 0.2 per cent in consumer spending is now in
prospect.

Investment in the first half of the year fell by about 10 per cent, although this was in large
part due to negative base effects associated with purchases of new aircraft, which have a
large weight in overall investment. On an adjusted basis, investment both in construction
and non-aircraft machinery and equipment has seen a return to growth (albeit from very
low levels). The recovery in investment spending is likely to have continued in the period
since then, so that investment spending is projected to increase by 4.9 per cent this year.

In Ireland, the import content of both exports and domestic demand is relatively high, and
early-year weakness in both of these components was reflected in declining imports. While
imports of goods and services have subsequently picked-up, a modest decline is assumed
for the year as a whole given the sharp fall in the first quarter.

Putting all of this together, GDP is projected to increase by around 0.2 per cent this year.
GNP growth, which is largely unaffected by the patent cliff issue in the pharma-chem

sector, is likely to be stronger at around 1 per cent this year.

Macroeconomic projections for 2014

External demand

Turning to the outlook for next year where, on the basis of the latest IMF World Economic
Output projections, the external environment should be broadly supportive of an
improvement in our export performance. For instance, weighted by their share in Irish
exports, GDP growth in our main export markets is expected to increase by around 1.7 per
cent next year (compared with around 0.6 per cent this year). The competitiveness
improvements that have materialised over the past few years are also expected to impact
positively, as evident from inter alia announcements on inward investment during this year.
While the impact of the patent cliff may continue to weigh on goods exports, the pace of
decline should be less severe than in 2013. An increase in exports of 1.9 per cent in 2014
iSs now projected, with net exports expected to contribute positively to GDP growth again.
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Table 2: External Assumptions

% Change 2012 2013 2014 2015 2016
External GDP Growth

World 3.2 2.9 3.6 4.0 4.1

United States 2.8 1.6 2.6 3.4 3.5

Euro Area -0.6 -0.4 1.0 1.4 15

United Kingdom 0.2 1.4 1.9 2.0 2.0

Technical Assumptions

Euro-Sterling Exchange Rate 0.81 0.85 0.84 0.84 0.84
Euro-Dollar Exchange Rate 1.29 1.32 1.34 1.34 1.34
Brent Crude (US $ per barrel) 112 109 104 98 94

Source: IMF World Economic Outlook, October 2013 except for oil prices (futures prices) and exchange rates
which are presented as ten-day moving averages as of late-September unchanged thereafter.

Domestic demand

Domestic demand is also expected to contribute positively to GDP growth in 2014.
Personal consumer spending is expected to strengthen in response to the improvement in
the labour market situation — rising employment should support household disposable
incomes while falling unemployment should boost confidence and lead to a modest
decline in the savings rate. The stabilisation of domestic activity should also support a
continuing improvement in investment spending, both in construction and machinery and
equipment.

Imports are projected to increase by 1.5 per cent next year, in line with the increase in final
demand. In overall terms, therefore, GDP is projected to increase by 2.0 per cent next
year; GNP growth is anticipated to be slightly lower at 1.7 per cent.

Medium-term growth prospects 2015 and 2016

Beyond next year, the baseline scenario is one of a gradual strengthening of domestic
demand over the medium term. A continuation of employment growth is expected to
support further modest increases in personal spending, although high levels of household
indebtedness and the need to repair household balance sheets mean that the savings rate
will remain relatively high (although declining) over the medium term. Government
consumption is set to contract in line with policy objectives of a reduction in public service
numbers. Investment is set to increase at a modest rate as house-building picks up from
current low levels (supported by demographic factors) and machinery and equipment
investment gradually reverts to more normal levels.

Over the medium term, Ireland’s export performance is expected to improve in line with
the assumption of more favourable external conditions and further improvements in our
price and cost competitiveness. The drag from the patent cliff on pharma-chem exports is
also expected to diminish over the forecast horizon, as the global patent expiry process
nears an end and new products come on stream.
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Table 3: Macroeconomic prospects and external balance, 2012 — 2016

2012 2012 2013 2014 2015 2016
€m year-on-year percentage change
Real GNP 132,984 1.8 1.0 1.7 1.7 2.1
Real GDP 162,855 0.2 0.2 2.0 2.3 2.8
Nominal GDP 163,938 0.8 1.2 2.9 3.7 4.4
current
Components of GDP 2012 €m year-on-year percentage change
Personal consumption 82,634 -0.3 -0.2 1.8 1.2 1.1
Government consumption 25,096 -3.7 -0.9 -1.9 -1.5 0.2
Investment 17,434 -1.0 4.9 6.8 5.9 51
Stock changes (% of GDP) 376 0.2 0.4 0.2 0.2 0.2
Exports 176,735 1.6 -0.6 1.9 2.7 4.2
Imports 136,990 0.0 -0.4 15 2.1 3.5
Contributions to real GDP growth annual percentage point contribution
Domestic demand -0.8 0.3 1.4 1.1 1.2
Stock changes -0.4 0.2 -0.2 0.0 0.0
Net exports 1.6 -0.2 0.8 1.2 1.6
€ millions
Nominal GDP (rounded to nearest
€25m) 163,950 165,875 170,600 176,950 184,675
External balance per cent of GDP
Current account (% of GDP) 4.4 4.4 4.0 3.8 3.7

Source: 2012 - CSO; 2013 to 2016 - Department of Finance
Rounding may affect totals

The labour market 2013-2016

After a number of very difficult years, a recovery in the labour market is now clearly taking
hold. For instance, data from the quarterly national household survey (QNHS) show that
annual employment growth averaged 1.5 per cent in the first half of the vyear.
Encouragingly, this reflected an increase in both full-time and part-time employment and
was broad-based across the majority of sectors in the economy.

Available indicators point to continued employment growth in the period since the second
guarter, so that employment growth of 1.6 per cent is now projected for this year as a
whole. Given the assumed path for domestic demand — which is more jobs-rich than
externally-driven growth — employment growth of 1.5 per cent is now projected for next
year, with further increases in employment projected over the forecast horizon.
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The fall in productivity this year

Labour productivity, defined as output per worker?, is one of the most important variables
in economic analysis, as it is a key driver of living standards over the longer term. While
volatile on an annual basis, productivity growth in Ireland has averaged around 2% per
cent per annum since the early 1990s.

This year, however, labour productivity is projected to decline by 1% per cent. One of the
reasons behind this unusual phenomenon would appear to be the changing composition of
economic activity. Output is currently falling in the pharmaceutical sector due to the patent
cliff issue. The pharma-chem sector accounts for about a quarter of exports and about 12
per cent of gross value added (GVA), but the labour share of this sector is small relative to
its profit share. No adverse impacts from the fall in output on employment in the sector
have been recorded to date. When sectoral output decreases without a corresponding
impact on employment, productivity is depressed. As this sector is very large relative to
Ireland’s overall GDP, aggregate economy-wide productivity is thereby being reduced.

While other factors may be at work, this compositional shift in activity would appear to be
one of the factors underlying this apparent productivity puzzle. It should also be
highlighted that this is a temporary phenomenon and a more normal productivity pattern is
expected next year and over the medium-term as output growth accelerates.

Unemployment has continued to fall over the course of this year, with a survey-based rate
of 13.7 per cent in the second quarter. Live Register data point to a further decline
subsequently — in September, the standardised unemployment rate was 13.3 per cent, its
lowest in three and a half years. For the year as a whole, the unemployment rate is
forecast to average 13.5 per cent. With continued employment growth in prospect, a
further decline in the unemployment rate to an average of around 12.4 per cent is
envisaged for next year. However, historical experience demonstrates that an increase in
labour supply — through the migration and participation rate channels — tends to
accompany employment improvements in Ireland. As a result, even with employment
growth over the forecast horizon, the unemployment rate is unlikely to fall very rapidly. The
baseline scenario therefore is one in which the unemployment rate reaches around 11%
per cent by the mid-part of this decade; however, there is some upside potential to the
labour market outlook stemming from the measures introduced as part of the Action Plan
for Jobs 2013 and the Pathways to Work initiatives, which may have a larger-than-
assumed impact on employment levels (and consequently on unemployment) over the
short- and medium-term.

Table 4. Labour market developments

2012 2012 2013 2014 2015 2016

('000s) % change (unless otherwise stated)
Employment 1,837 -0.7 1.6 15 1.3 1.3
Unemployment rate (QNHS basis) 317 14.7 135 124 11.8 114
Labour productivity (GDP per person
employed) 0.9 -1.3 0.5 0.9 15
Compensation of employees* 0.1 15 35 3.1 3.6
Compensation per employee -1.8 0.6 1.9 1.7 2.4

Source: 2012 - CSO and Department of Finance calculations; 2013-16 - Department of Finance projections.
* This refers to whole economy non-agricultural wages.

1 Or more accurately GDP per hour worked.
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Price developments

Inflationary pressures remain contained, given spare capacity in the economy and
associated weak pricing power. In the first three quarters of this year, the harmonised
index of consumer prices (HICP) increased by just 0.6 per cent relative to the same period
of last year. Goods prices fell by 0.6 per cent, in part due to declining energy prices;
exchange rate developments also played a role in depressing goods price inflation. On the
other hand, the price of consumer services increased by 1.9 per cent in the year-to-date.
For the year as a whole, HICP inflation is now projected to average 0.7 per cent this year.

Looking ahead to next year, a modest acceleration in the pace of consumer price inflation
is in prospect. Taking into account the budgetary measures as well as other drivers of
inflation, the HICP is projected to increase by 1.2 per cent next year.

Table 5: Price developments

GDP deflator

Private consumption deflator
Harmonised index of consumer prices
(HICP)

Export price deflator (goods and
services)
Import price deflator (goods and
services)

2012
0.6

0.6

2.0

4.2

3.9

Annual % Change*

2013 2014 2015 2016
0.9 0.8 1.4 15
1.0 1.3 1.8 1.8
0.7 1.2 2.0 2.0
0.5 0.6 1.2 1.4
0.4 1.1 1.3 1.4

Source: 2012 - CSO and Department of Finance calculations; 2013-16 - Department of Finance projections.
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Fiscal Outlook 2013-2016
Table 6: Key Fiscal Forecasts 2013-2016

% of GDP 2013 2014 2015 2016
Underlying General Government Balance -7.3 -4.8 -2.9 -2.4
General Government Debt 124.1 120.0 118.4 114.6
Exchequer Borrowing Requirement (€ billion) 11.3 9.6 6.0 2.9

Source: Department of Finance

Fiscal Outlook 2013

Ireland remains on track to meet its obligations under the Excessive Deficit Procedure with
a forecast underlying general government deficit of 7.3% of GDP which represents a slight
improvement to the underlying deficit of 7.4% of GDP which was estimated in April's
Stability Programme Update. Tax revenues remain broadly in line with projections and are
expected to finish the year in the region of €38bn. Expenditure is also expected to perform
in line with expectations as set out in the April 2013 Revised Estimates Volume. In
addition to the solid performance of taxes and expenditures, there have also been a
number of one-off developments impacting both positively and negatively which will be
discussed in more detail below.

Looking at the performance of tax revenues in the period to end-September, taxes remain
in line with the 2013 profiles despite some variations at individual tax head level.

Figure 1. End-September Cumulative Tax Revenue Outturn vs Profile
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Source: Department of Finance

As has been evident all year, excise duties continue to be below profile and a shortfall of
€200m is expected for the year, with declines in receipts from alcohol and tobacco the
main contributors. The shortfall in value-added tax (VAT) can be largely explained by a
sector-specific issue unrelated to personal consumption expenditure. Encouragingly, VAT
in September, reflective of trading during July and August, was up €80m on expectations.
This is consistent with the uptick in retail sales over the summer and the impact of the
change in the car registration system. Nevertheless, this positive momentum in the
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domestic economy will be more than offset by the sector-specific VAT issue and a shortfall
on the 2013 Budget day target of €200m is expected.

Turning to income tax, the largest tax head, performance in the year to date has been
healthy. The position at end-September is a small shortfall of €80m. This is substantially
attributable to lower-than-expected DIRT receipts as a result of the low interest rate
environment. Encouragingly, PAYE and other income tax receipts are actually ahead of
target to end-September, reflective of the better-than-expected performance of the labour
market. However, with one more DIRT payment scheduled for October, it is likely that
there will be some further moderate slippage in the income tax heading.

Against these downsides, there has also been an over-performance relative to expectation
in some key tax heads, with corporation tax performing particularly well, up €240m against
profile at end-September. On the basis of information to hand, it is likely that this over-
performance will be maintained for the full year. Stamp duties represent the other big
contributor to the surplus, with volumes increasing across the board, from property
transactions to share disposals. In particular, the over-performance of the pension levy in
2013 relative to expectations is welcome and comes as a result of an appreciation of the
capital value of pension funds. Taking stamp duties as a whole, the estimated end-year
outturn relative to Budget is now a surplus of €130m.

Taking account of the end-September position, the Department of Finance is now of the
view that tax revenues will finish the year as a whole some €125m or 0.3% below the 2013
Budget day targets.

Aside from tax revenues and expenditure, a number of one-off developments are shaping
the end-year outlook. In terms of non-voted expenditure, probably the most significant
figure is the €1,100m payment under the eligible liabilities guarantee (ELG) scheme and
IBRC Derivative guarantee required as a consequence of the liquidation of IBRC. Also
related to the promissory note transaction, there was a technical general government
accrued interest adjustment of c. €200m. Furthermore, the EU Budget contribution will be
€.€300m higher than the amount included in Budget 2013 due to a combination of higher
EU spending and upwards revisions to Ireland’s estimated gross national income (GNI) for
previous years on which our EU Budget contribution is calculated.

Benefitting the Exchequer position in 2013 were some significant financial sector
transactions. The sale of the Bank of Ireland contingent capital instruments in January saw
the Exchequer receive €1,057 million, while all told the sale of Irish Life to Great Canadian
Western brought in €1,340 million. However, it should be noted that the vast majority of
the receipts generated from the sales are classified as a ‘financial transaction’, and as
such they do not improve the general government balance, the basis on which our deficit
targets are set.

Turning to the spending side, the Revised Estimates for Public Services 2013 (REV) set
out the allocations for Departmental expenditure in 2013. In gross spending terms?, this
2013 allocation, at €54.6 billion, is 2.2% down on the latest 2012 gross expenditure outturn
figure of €55.8 billion. On the basis of the detailed monthly gross and net profiles that
were published with the REV, the overall gross Departmental voted expenditure at end-
September was €39.7 billion, or €730 million (-1.8%) below profile. Of this €730 million,

2 Overall expenditure by Departments, whether funded directly by the Exchequer or through Departmental
receipts (“appropriations-in-aid”)
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€426 million is on the day-to-day, current expenditure side, with €304 on capital. While a
large element of this reflects timing issues which will be resolved before the end-year there
are likely to be some moderate end years savings in aggregate terms.

In relation to net voted expenditure, the end-September position was €879 million below
profile. In addition to the gross expenditure position set out above, higher than anticipated
receipts from PRSI contributions and National Training Fund were recorded. It is expected
that this will persist for the remainder of the year and impact favourably on the end year
position.

Overall, the end year position for Departmental expenditure is expected to be in line or
below profile.

National debt servicing costs in 2013, on a cash basis, are now expected to be around
€500 million lower than estimated at the time of the SPU in April. This reduction primarily
reflects a more favourable interest rate environment generally and the fact that in light of
its relatively healthy cash position, the NTMA does not intend to engage in any further
market activity this year.

In terms of one off factors impacting on 2013, after a clarification by Eurostat on the timing
of recording of the disposal of non-produced assets, the sale of the fourth generation
mobile internet licences which took place in 2012, and the impact of granting the licence to
run the national lottery to Premier Lotteries Ireland in October 2013, are now recorded in
2013 and 2014 respectively. This has a net impact of improving the general government
deficit by c. €325m in 2013 and by €405m in 2014.

Finally, a lowering of the denominator from 2013 onwards also makes achievement of the
future fiscal targets more difficult. In the SPU, a nominal GDP figure of €167.9bn was
forecast for 2013. Taking onboard a weaker than expected first half of 2013, the revised
estimate for the end-year outturn is €165.9bn. This increases the headline deficit by about
0.1 percentage points of GDP.

Taking all of these factors into account, the general government balance for 2013 is
forecast at —7.3% of GDP, representing a modest improvement to the SPU forecast, and is
crucially, again, within the EDP ceiling of 7.5%.

Impact of consolidation on the fiscal position in 2014

Implementing any budgetary adjustment package imposes short-term costs on the
economy as taking money out of the economy by reducing government expenditure and/
or raising taxes has a dampening effect on overall activity and employment, all other
things being equal. However, international experience, as well as the recent Irish
experience, has offered some guidance as to how to minimise such negative impacts.

The adjustment package being implemented by Budget 2014 has been developed with the
explicit goal of minimising, to the greatest extent possible, the impact of the necessary
adjustments on the economy. Tax and expenditure consolidation measures of €2.5 billion
are complemented with additional resources and savings of some €600 million, giving a
total adjustment package of €3.1 billion. In addition a significant portion of the tax
measures are focused in a way that their impact on employment, and thus demand should
have limited, if any, negative impact on economic activity. Table 7 sets out that the
estimated loss in tax revenue arising from the introduction of new budgetary measures of
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€1.85 billion in 2014 is about €400 million. This is commonly referred to as “negative
buoyancy”. The €400 million loss in tax revenue has been factored into the overall
budgetary arithmetic set out in Table 9.

Table 7: The Impact of Budget 2014 on the Fiscal Position in 2014

€m €m
Total Budget Package (Net New Measures)®: 1,850
Net New Tax Measures: 350
Stamps 285
Income Tax (including DIRT) 216
Excise Duty (including VRT) 103
Other 35
Capital Gains Tax -1
Corporation Tax -5
VAT (including from Excise Increases) -283
New Expenditure Measures: 1,500
Current 1,400
Capital 100
Impact of New Consolidation Measures on Budget 2014 Tax -400
Forecast
WHITE BUDGET
PAPER 2014
Current Revenue €m €m
Tax Revenue 40,090 40,040
Non-Tax Revenue 1,870 1,980
Current Revenue 41,960 42,020
Current Expenditure
Net Voted 39,695 38,385
Non-Voted 10,770 10,755
Net Current Expenditure 50,465 49,140
CURRENT BUDGET BALANCE -8,505 -7,120
Capital Receipts 1,690 1,690
Capital Expenditure
Net Voted 3,005 3,000
Non-Voted 1,160 1,160
Net Capital Expenditure 4,165 4,160
CAPITAL BUDGET BALANCE -2,475 -2,470
EXCHEQUER BALANCE -10,980 -9,590
UNDERLYING GENERAL GOVERNMENT BALANCE -9,842 -8,165
% of GDP -5.8 -4.8
Sources: Department of Finance & Department of Public Expenditure and Reform.

Notes:

- Rounding can affect totals.

- The current and capital expenditure savings are consistent with the aggregate figures as per the Expenditure
Report 2014.

® A further €0.53 billion in revenues arising from measures introduced previously (the “carry-over”) are
estimated to benefit 2014. In addition, expenditure measures introduced previously will contribute a further
€0.1 billion to consolidation. €0.6 billion of the budgetary adjustment comes from additional resources and
savings elsewhere. Adding all of these to the €1.85 billion in new policy measures outlined above gives a total
adjustment package of €3.1 billion in 2014.
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Fiscal outlook 2014

In addition to positioning the State to exit the EU/IMF Programme successfully, Budget
2014 represents the penultimate step in bringing Ireland’s deficit below the 3% of GDP
target. Over the last number of years, Ireland has continued with steadfast implementation
of necessary fiscal consolidation and structural reforms. 2014 represents a return to
normality whereby Ireland will be funding itself from the markets and will not be reliant on
external funding arrangements. The importance of Ireland’s successful exit from the
programme cannot be overstated. It is in this context that this Budget package has been
constructed, both to reassure markets and support to the greatest extent possible, the
emerging economic recovery and the continued creation of jobs.

The April Stability Programme Update made a technical assumption about fiscal policy
resulting in a general government deficit in 2014 of 4.3% of GDP. Based on the
assessment of the economy at that stage the anticipated technical deficit forecast afforded
considerable headroom in terms of meeting the agreed Excessive Deficit target of 5.1% for
2014. However, on foot of a number of adverse developments, principally a weaker than
expected economic outlook, this is no longer the case. In terms of forecast nominal GDP,
the SPU forecast of €174bn has now been reduced to €171bn. Setting aside the negative
impact on the revenue growth associated with this, the denominator effect alone adds over
0.1 percentage points of GDP to the deficit reduction requirement.

An underlying general government deficit of 4.8% of GDP is forecast for 2014.
Achievement of this target is predicated on a consolidation package of €2.5 billion
complemented with €0.6 billion of additional resources and savings.

Tax revenue is expected to grow by 5.8% in 2014, based on nominal GDP growth of 2.9%
and the impact of both new and carryover revenue measures. Table 8 sets out the year-
on-year growth rate for 2014 of the individual tax heads based on the estimated end-2013
outturn. Looking at the individual tax heads, of particular note is the significant increase in
income tax of just over 8%. This is driven by a combination of a recovering labour market,
with modest growth in wages and continuing expansion of employment, and the impact of
budgetary measures. Offsetting this, the maintenance of the VAT rate at 9% in the tourism
and hospitality sector is expected to cost the Exchequer about €290m in 2014 and €350m
in a full year, the figures which underpinned previous budgetary arithmetic.

Table 8: Exchequer Tax Revenues 2013-2014

Estimated Budget Forecast
Qutturn Forecast Y-on-Y
2013 2014 Change
€m €m %
Customs 250 255 +1.4
Excise Duty* 4,720 4,815 +2.0
Capital Gains Tax (CGT) 390 400 +3.2
Capital Acquisitions Tax (CAT) 405 380 -5.9
Stamp Duty 1,310 1,475 +12.6
Income Tax 15,730 17,045 +8.3
Corporation Tax 4,355 4,380 +0.6
VAT 10,365 10,740 +3.6
Local Taxes 300 550 +83.3
Total 37,825 40,040 +5.8

Source: Department of Finance.
Figures are rounded to the nearest €5 million. Year-on-year changes reflect actual figures.
*Excise duties include carbon tax and revenues from the recent increases in motor tax rates

C.15



The gross voted current expenditure of Government Departments is now forecast at under
€50 billion in 2014, a reduction of 3% on the 2013 provision set out in the Revised
Estimates for Public Expenditure 2013, but still some €9.6 billion more than will be
collected in tax revenues next year. In light of the need to continue to reduce expenditure
to bring it more in line with available resources, reductions will be implemented right
across the board and in virtually all Ministerial Vote Groups.

Changes will also be made to the voted capital expenditure envelope for 2014. Gross
voted spending is estimated at just over €3.3 billion in 2014, which includes the previously
announced stimulus package of €110 million and a further provision for investment
spending of €200 million funded from the proceeds of the sale of the National Lottery
licence. All told there is provision for some 2.4% of GNP to be spent on capital projects
next year.

Central fund services (non-voted current expenditure) in 2014 are broadly unchanged at a
headline level compared to 2013. However, while the impact of the payout under the ELG
scheme associated with the IBRC liquidation will not be repeated next year, debt servicing
costs will increase in 2014. This increase reflects the higher stock of national debt
outstanding as well as the full year costs of the borrowing undertaken in 2013, including
EU/IMF Programme draw-downs as well as the €25 billion in Government bonds issued to
replace the IBRC Promissory Notes.

In terms of non-tax revenues, there is a substantial fall of 22% expected relative to 2013.
There are a number of reasons for this, most prominently the fall of nearly €400m in fees
received from the ELG scheme. This was to be expected following the successful closing
of the scheme for new liabilities in March of this year. In terms of dividends, lower surplus
income from the Central Bank and commercial semi-state bodies account for a further fall
of c.€200m. Overall, about €2bn is expected to be collected from non-tax revenues.

Capital receipts are also projected to decline in 2014. The State’s sale of Bank of Ireland
contingent capital notes and Irish Life in 2013 boosted capital receipts by €2.3bn. A
repetition of this level of one-off receipts is not envisaged.

Encouragingly, 2014 marks the first time since 2007 that an underlying general
government primary surplus is forecast, albeit a modest one. This means that, excluding
debt service costs, revenues are sufficient to meet expenditures. This is a key metric in
assessing the underlying sustainability of Ireland’s public finances and is a necessary first
step towards lowering our debt levels.

Fiscal Outlook 2015-2016

The fiscal outlook in 2015 remains broadly unchanged from that which was set out in the
SPU in April of this year. The Government remains committed to bringing the deficit below
the 3% of GDP deficit target as set out in the Excessive Deficit Procedure. Further
consolidation will be necessary to achieve this target in Budget 2015 but given the
magnitude of previous budgetary adjustments, the required consolidation will not be as
large. However this reduced fiscal effort is contingent on a continuation of growth, which is
subject to a number of risks which are outlined elsewhere.

Ireland is on track to bring the headline deficit below 3% of GDP by 2015; in other words,
to correct the excessive deficit. Once the excessive deficit is corrected, it will be
necessary to make rapid progress towards achieving our medium term budgetary
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objective (MTO), which is for a balanced budget once allowance is made for the impact of
the economic cycle on the public finances. It is important to highlight that in Ireland, where
the potential growth rate of the economy remains relatively good, improvements in the
structural budgetary position can be achieved without necessarily involving additional
taxation increases or expenditure reductions. For instance, maintaining expenditure
growth below the nominal growth rate of the economy — as provided for in the so-called
‘expenditure benchmark’ (a tool which complements the assessment of progress towards
the MTO) — would, in the absence of additional consolidation, result in an improvement in
the structural fiscal position.
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Table 9: Fiscal Forecasts 2013-2016

€ million 2013 2014 2015 2016
CURRENT BUDGET

Expenditure

Gross Voted Current 51,145 49,605 48,250 48,600
Non-Voted Current (Central Fund) 10,995 10,755 11,390 11,810
Gross Current 62,140 60,360 59,640 60,410
less Receipts and Balances (including PRSI) 10,945 11,220 11,580 11,875
Net Current 51,195 49,140 48,060 48,535
Receipts

Tax Revenue 37,825 40,040 42,285 43,985
Non-Tax Revenue 2,555 1,980 1,930 1,820
Net Current Revenue 40,380 42,020 44,215 45,805
CURRENT BUDGET BALANCE -10,815 -7,120 -3,845 -2,730
CAPITAL BUDGET

Expenditure

Gross Voted Capital 3,430 3,335 3,250 3,255
Non-Voted Capital 1,500 1,160 855 840
Gross Capital 4,930 4,495 4,105 4,095
less Capital Receipts 335 335 335 340
Net Capital 4,595 4,160 3,770 3,755
Capital Resources 4,120 1,690 1,590 3,575
CAPITAL BUDGET BALANCE -475 -2,470 -2,180 -180
EXCHEQUER BALANCE -11,300 -9,595 -6,020 -2,915
UNDERLYING GENERAL GOVERNMENT

BALANCE -12,140 -8,165 -5,205 -4,385
% of GDP -7.3% -4.8% -2.9% -2.4%
UNDERLYING GENERAL GOVERNMENT

PRIMARY BALANCE -4,495 25 3,550 4,845
% of GDP -2.7% 0.0% 2.0% 2.6%
Nominal GDP (rounded to nearest €25m) 165,875 170,600 176,950 184,675

Source: Department of Finance, Department of Public Expenditure & Reform & NTMA

Notes:
- Figures rounded to the nearest €5m.
- Rounding may affect totals.

- The non-voted capital expenditure projections in table 9 do not include any 1% of GNP Exchequer

contribution to the NPRF in any year.

- The underlying balance: the net lending of general government adjusted for the effect of certain expenditures
into the financial sector, which may be excluded for the purposes of assessing adherence to EDP targets. For
further detail see tables Al and A2.2 in the Additional Fiscal and Statistics Tables section.
- For an explanation of the “walk” from Exchequer Balance to General Government Balance, see table Al in

the Additional Fiscal Statistics and Tables section.
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Debt Analysis
and
Funding Position

Debt level and developments

The general government debt to GDP ratio has increased substantially in recent years.
This has been due in part to: support for the financial sector, a series of primary deficits
and a contraction in GDP which pushes up the ratio. Ireland’s general government debt for
2012 is estimated to have been €192 billion or 117% of GDP. General government debt is
expected to peak at approximately €205.9 billion or 124% of GDP this year. The main
components of the projected debt for 2013 are shown in Figure 2.

Figure 2: Breakdown of projected general government debt at end-2013

Programme
Assistance
€68 bn

Government
bonds €115 bn

Other
€5 bn

State savings
€18 bn

Source: Department of Finance and NTMA

The evolution of general government debt for Ireland over the period 2012 to 2016 is
shown in Table 10. General government debt is expected to peak at 124% of GDP this
year.

Table 10: General government debt 2012-2016

€ billion 2012 2013 2014 2015 2016
General government debt 192.5 205.9 204.7 209.4 211.6
Debt-to-GDP Ratio 117.4% 124.1% 120.0% 118.4% 114.6%

Source: Department of Finance & CSO

At 124% of GDP, the forecast debt ratio for this year is slightly higher than the 123%
estimated in April's Stability Programme Update. The debt ratio is mechanically sensitive
to its denominator and as the nominal debt level for 2013 has decreased by over €1 billion
since the April projection, the higher debt ratio is therefore wholly attributable to a
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downward revision to the forecast GDP for this year. General government debt is expected
to fall to 120% of GDP in 2014 and to continue to decline to just under 115% of GDP by
2016. In the context of debt sustainability, Ireland is expected to record a small primary
surplus in 2014; the first such primary surplus since 2007.

The increase in the stock of debt since 2007 has been accompanied by an inevitable
increase in the cost of servicing the debt. In 2012 general government interest expenditure
as a percentage of general government revenues amounted to 10.9%, compared to just
2.8% in 2007. By 2016, based on current assumptions regarding the evolution of
revenues, debt levels and interest rates on government borrowing, the equivalent of
around 14.3% of general government revenues will be required for debt servicing. While
this is high, it is still lower than in the 1980s. Crucially adhering to the path of prudent
budgetary management will allow debt levels to decline, freeing up expenditure for other
uses.

Gross debt and net debt

General government debt, as defined under the Excessive Deficit Procedure (EDP)
regulation, is a gross measure and consists of certain liabilities that require payment by
the debtor to the creditor at a date or dates in the future. A net general government debt
figure (obtained by deducting the corresponding financial assets to those liabilities used in
the calculation of general government debt) is reported in Table 11.

Table 11: General government debt and net general government debt 2012
and 2013, % of GDP

End-year 2012 2013
% of GDP

General government debt (gross) 117.4 124.1

EDP debt instrument assets 24.7 254

Net debt position 92.7 98.7

Source: Department of Finance, NTMA, CSO

Market Return

Following Ireland’s successful re-engagement with the international debt markets in 2012,
the National Treasury Management Agency (NTMA) issued a further €7.5 billion in
medium and long-term Government bonds in 2013.

In January the NTMA issued €2.5 billion of the existing 5-year benchmark bond maturing
in 2017. The funds were raised at a yield of 3.316% with overseas investors taking 87% of
the bonds on offer. Along with funding activity in 2012, the “funding cliff” represented by
what had, at one point, been an €11.9 billion bond repayment due in mid-January 2014
was eliminated.

In March, the NTMA sold €5 billion of a new 10-year benchmark bond, at a yield of 4.15%.
This was the first new 10-year issuance since January 2010, prior to Ireland’s entry into
the EU/IMF Programme and again there was strong investor demand in the issue with
over 400 investors submitting bids.
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The success of these deals demonstrates that Ireland has rebuilt a diversified investor
base across many key geographic areas and, importantly, with a broad range of investor

types.

Having re-entered the Treasury Bill market in July 2012 the NTMA continued with a
regular schedule of Treasury Bill auctions in 2013. The most recent, in September, saw
the annualised yield demanded by investors for the three month maturity at 0.18%. By
contrast, in July 2012, it was 1.8%.

In addition to these market transactions, the NTMA issued eight new Floating Rate
Treasury Bonds to the Central Bank of Ireland in February 2013 to replace the Promissory
Notes previously held by IBRC. A total amount of €25 billion was issued. The bonds have
maturities ranging from 25 to 40 years and pay interest every six months (June and
December) based on the six month Euribor interest rate plus an interest margin which
averages 2.63% across the eight issues.

Cash Balances

At end-September 2013, €25.6 billion was available to the Exchequer in cash and other
short-term cash management balances, including deposits.

In view of this relatively healthy funding position, the NTMA announced, on 1 October, that
it was suspending its monthly Treasury Bill auctions for the final quarter of 2013. The
NTMA has also deferred consideration of any further medium or long-term bond issuance
until early 2014.

Taking account of the remaining EU/IMF Programme disbursements, the State is now well
positioned to have approximately €21% billion on hand in Exchequer cash and other short-
term cash management balances at end-2013. This is deemed sufficient to meet all known
Exchequer requirements up to the early part of 2015 and is consistent with the stated aim
of having 12-15 months of advance Exchequer funding to hand when the EU/IMF
Programme reaches its conclusion.

Credit Rating

In September 2013, Moody’s revised its outlook on Ireland’s sovereign credit rating to
stable from negative but left the rating unchanged. While welcoming the revision to the
outlook, the NTMA expressed its disappointment that Moody’s did not upgrade the rating
from its current sub-investment grade rating to investment grade.

The revision to the outlook by Moody’s follows a similar revision by Fitch in late 2012 and
a revision to positive outlook, in July 2013, by Standard & Poor's (S&P). This positive
move reflects the continued progress Ireland is making in restoring sustainability on the
fiscal side and the improved access to capital markets.

Importantly, Ireland maintains an investment grade rating with both Fitch and S&P as well
as with the two other main rating agencies — DBRS and R&l.

Funding Requirements

The February 2013 IBRC Promissory Note transaction and the agreed extension of EFSF
and EFSM loan maturities provide a strong underpinning to Ireland’s return to the capital
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markets by reducing the amount that will have to be borrowed over the next decade by
around €40 billion. This is a positive development.

Despite the progress made in restoring sustainability to the State’s public finances, there
remains a sizeable gap between day-to-day revenues and expenditure. The 2014 EBR is
estimated at €9.6 billion.

Together with maturing debt which must be repaid, the funding requirement for 2014 is
estimated at around €16% billion.

This will be financed in part through new borrowing but also through a reduction in the
cash balances which have been built up by the NTMA. This “stock-flow” adjustment will aid
in a reduction in the General Government debt-to-GDP ratio in 2014.

While the EBR is projected to decline over the forecast horizon, to €2.9 billion by 2016,
there are significant bond maturities, particularly in 2016, which must be adequately and
prudently funded.

In addition the process of repaying the loans borrowed under the EU/IMF Programme will
begin in mid-2015, starting with the amortisation of the loans from the IMF.

Following the agreed extension of EFSF and EFSM loan maturities, the first EFSF loan
maturity will be in 2029. Although the revised maturity dates of individual EFSM loans will
only be determined as they approach their original maturity dates, it is hot expected that
Ireland will have to refinance any of its EFSM loans before 2027.
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Statement of Risks and Sensitivity Analysis

Summary

Risks to the short- and medium-term outlook stem from a number of sources. The
emerging recovery is fragile in key trading partners and there is a risk that assumptions for
key international variables could prove to be optimistic. Domestically, the high level of
household indebtedness poses a risk to the private consumption profile should de-
leveraging accelerate. Upside risks include any increase in economy-wide investment from
its current very low levels, as well the potential for any unanticipated increase in global
demand resulting in improved export prospects for Ireland.

Background

The macroeconomic and fiscal outlook presented earlier in this document is the
Department of Finance’s baseline scenario for the period 2013-2016. Near-term economic
forecasts are, by construction, conditional forecasts; they rely upon assumptions regarding
key inputs (demand in our main trading partners, likely movements in commodity prices,
exchange rates, interest rates, etc.). In addition, forecasts involve making assumptions
regarding the likely future behaviour of domestic households and firms (for instance, how
will households allocate their disposable income between consumption and savings).

An obvious question that arises is the impact on the projection of relaxing any of the
underlying assumptions that underpin the baseline scenario. For instance, what would be
the impact on the economy if there were changes to the international growth outlook or if
households were to alter their consumption versus saving decisions?

Model simulations presented in the sensitivity analysis below attempt to quantify the
impact on the Irish economy and the public finances of relaxing some of the assumptions
that underpin the current baseline scenario. Before turning to this, the main risks — both
downside and upside — to the outlook are discussed in the next section.

Risks to the forecasts

Economic Risks

Risks to the central forecast emanate from both external and internal sources, and appear
to be tilted to the downside. Externally, it is clear that the recovery in our main export
markets is fragile and subject to downside risk. Weaker-than-assumed external growth
would have negative implications for our exporting performance.

Domestically, Ireland’'s household indebtedness remains high, and any unexpected
increase in interest rates and/or an acceleration in the pace of debt reduction could impact
negatively on domestic demand. In addition, product-specific developments are affecting
exports of the pharma-chem sector and any acceleration of this process has the potential
to put downward pressure on trading activity.

There are also sources of upside potential. For example, a stronger-than-assumed global
recovery would have a beneficial impact on output in Ireland. Economy-wide investment —
currently at around 12 per cent of GDP — remains very low both in historical and cross-
country terms, and a return to more normal levels of investment could add considerably to
baseline GDP projections. Finally, greater certainty regarding future prospects could
reduce the need for households to maintain precautionary savings at elevated levels,
potentially leading to stronger domestic demand than is currently assumed.
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Fiscal Risks

Fiscal risks can arise from specific events or the broader economic environment and may
affect the fiscal outlook. The decision whether to include likely fiscal risks in future
forecasts is complicated by issues around the likelihood, timing or magnitude of potential
events.

Receipts from individual tax-heads exhibit different degrees of volatility in relation to the
level of economic activity. Property taxes are relatively stable and easier to predict while
income and transaction taxes tend to reflect the level of economic activity. Although now of
relatively low importance in Ireland, capital gains tax is particularly volatile and is affected
by fluctuations in asset markets and the degree of flexibility that economic agents have in
managing tax liabilities.

Tax forecasting is also dependent on the relationships between the economy, tax bases
and tax revenues in prior years. These relationships can evolve over time and relying on
accepted conventions when predicting future revenues can badly affect accuracy. The
hollowing-out of the tax base during the boom years left Ireland critically exposed when
transaction-based tax receipts, particularly relating to housing and property, collapsed in
the wake of the financial crisis. The speed and the severity of the decline in receipts made
the accurate forecasting of tax receipts extremely difficult to achieve, hampering the
response of policy-makers to the crisis.

Furthermore, losses made by firms during a downturn can be used to offset taxes incurred
during the recovery making the timing of corporation tax receipts difficult to predict.

A risk to the public finances comes from the timing of the Budget this year. If tax revenues
in the month of November — the key month of the year in terms of revenue collection — do
not perform in line with expectations, this could have consequences for the achievement of
the EDP target. As of September 2012, some 71% of full-year revenues were received,
with this figure increasing to 92% by end-November.

A key element in further improving fiscal forecasting ability will be the outcome of the
recently published consultation on amending the pay and file dates®. This will apply to self-
assessed income tax (14% of the 2012 income tax yield was collected in November of that
year), capital gains tax (48% of the yield was received in December 2012) and capital
acquisitions tax (an aggregate of 61% was received in the two months of October and
November).

A contingent risk to the Exchequer is the potential true-up to NAMA should the value of
IBRC assets be less than the value of debt owing to NAMA. This valuation process is
approaching its final stages and is due for completion in the coming months. While this
would represent a cash demand on the Exchequer, the European Commission have
indicated that such payments made to NAMA are unlikely to be included when assessing
Ireland’s compliance with its EDP obligations.

Sensitivity analysis
The ESRI's recently-updated HERMES 2013 model allows for the estimation of the impact
of particular shocks on the economy and public finances. Results of three different

4 http://taxpolicy.gov.ie/wp-content/uploads/2013/10/Department-of-Finance-Pay-and-File-Consultation-
Document-October-2013.pdf
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scenarios are presented below®. It should be noted that the results of each simulation are
broadly symmetric — for instance the positive impact in Ireland of an improvement in world
growth is broadly similar to the negative impact in Ireland of a deterioration in world

activity.

Table 12: Impact on main aggregates
2014 2015 2016
1% Increase in World Output
GDP % change compared with base 0.8 0.9 1.0
Total Revenue % change compared with base 0.2 0.4 0.7
Total Expenditure % change compared with base -0.1 -01 0.0
Deficit-GDP Ratio pp change compared with base -0.1 -02 -0.2
Debt-GDP Ratio pp change compared with base -09 -13 -16
Primary Balance — GDP Ratio | pp change compared with base 0.1 -01 -0.2
1 Percentage Point Increase in Savings Rate
GDP % change compared with base -03 -03 -0.3
Total Revenue % change compared with base -03 -04 -04
Total Expenditure % change compared with base 0.0 0.0 0.0
Deficit-GDP Ratio pp change compared with base 0.1 0.1 0.2
Debt-GDP Ratio pp change compared with base 0.4 0.5 0.7
Primary Balance — GDP Ratio | pp change compared with base 0.1 0.1 0.1
1 Percentage Point Increase in Interest Rate

GDP % change compared with base -03 -1.1 -1.6
Total Revenue % change compared with base -05 -13 -16
Total Expenditure % change compared with base 0.2 0.8 0.9
Deficit-GDP Ratio pp change compared with base 0.3 0.8 0.9
Debt-GDP Ratio pp change compared with base 1.3 2.8 4.4
Primary Balance — GDP Ratio | pp change compared with base 0.3 0.5 0.5

Source: Economic and Social Research Institute. World output shock articulated as permanent increase in UK,
US, EU and OECD GDP.

The sensitivity of Irish GDP to global demand remains high, given the openness of the
economy. Model simulations show that a 1 percentage point increase in world output
would boost output in Ireland by a broadly equivalent amount by 2016. Simulations also
show that a 1 percentage point increase in the household savings rate would reduce
activity in Ireland by around ¥ percentage point via the consumption channel. Of particular
note is the potential impact on the economy from interest rate changes. Simulations
confirm that the impact on the economy and public finances of a shift in interest rates
would be large; this is unsurprising given the high level of public and private debt.

Range of forecasts

Table 13 compares the Department of Finance’s macroeconomic forecasts for this year
and next with those of other agencies, both domestic and international. Of the
contemporaneous forecasts there seems to be a reasonable degree of consensus
regarding the outlook for the Irish economy for this year. Omitting the Commission
forecasts, which were produced prior to the publication of the second quarter National
Accounts, the range of forecasts extends from a no-growth scenario to modest growth in

® Results are based on the HERMES 2013 model (Adele Bergin, Thomas Conefrey, John FitzGerald, Ide
Kearney & Nusa Znuderl "The HERMES-13 macroeconomic model of the Irish economy," Papers WP460,
Economic and Social Research Institute (ESRI, 2013).
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the order of ¥ per cent. In terms of the outlook for 2014, the range of GDP forecasts
extends from 1% per cent to 2% per cent.

Table 13: Range of forecasts

Annual % change

2013 GDP GNP HICP Employment
Department of Finance Oct ‘13 0.2 1.0 0.7 1.6
Central Bank of Ireland Oct ‘13 0.5 0.1 0.6 1.1
IMF Oct ‘13 0.6 0.3 1.0 0.6
Consensus* Oct ‘13 0.0 2.3 0.7 N/A
ESRI Oct ‘13 0.5 2.0 0.7 1.9
European Commission May ‘13 1.1  NA 13 0.1
OECD Sept ‘13 00 NA 09 N/A

Annual % change

2014 GDP GNP HICP Employment
Department of Finance Oct ‘13 2.0 1.7 1.2 1.5
Central Bank of Ireland Oct ‘13 2.0 12 0.7 1.2
IMF Oct ‘13 1.8 1.3 1.2 0.9
Consensus* Oct ‘13 1.7 1.6 1.2 N/A
ESRI Oct ‘13 2.6 2.7 15 1.3
European Commission May ‘13 2.2 N/A 1.3 0.9
OECD Sept ‘13 1.9 N/A 1.2 N/A

Source: Institutions cited.

*The median macroeconomic forecast from a number of agencies, both international and domestic.
Notes

*Annual average except for the Reuters Consensus which is an end-year figure (year-on-year % change
unless otherwise stated).
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Budgetary Reform

The majority of the significant changes to the budgetary system which were necessary to
reform and strengthen the economic governance structure have been implemented
already. Part Ill of the Expenditure Report 2014 details Ireland’s public expenditure
framework, giving an international comparative perspective. With regard to budgetary
reform, particular discussion must be made of the so-called ‘two-pack’, which came into
force on 30 May of this year, includes a number of measures that have impacted our
budgetary process®. The ‘two pack’ introduces additional budgetary coordination in the
euro area including a common budgetary timeline:

e The draft budget for central government and the main parameters of the draft
budgets for all the other sub-sectors of the general government must be published
by the 15" of October each year; and

e The corresponding legislation to adopt or implement the Budget will have to be
completed before the end of the year. This means completing the Finance Bill
process, and publishing the Revised Estimates Volume; and

e The draft budget and stability programme must be based on independent
macroeconomic forecasts which are defined as forecasts produced or endorsed
by an independent body.

What we normally publish on Budget day in December corresponds to the definition of
“draft Budget” under this Regulation, so accordingly Budget day has moved. This
regulation also requires euro area Member States to submit to the Commission and the
Eurogroup and make public a draft budgetary plan (DBP) no later than 15 October each
year. It also requires ex-ante reporting to the Commission and Eurogroup on national debt
issuance plans. In principle these are not to be disseminated publicly given the potential
sensitivity of information. The DBP presents the draft budgets of Euro Area Member
States in a common format to enable effective assessment by the Commission, which
shall adopt an opinion on it by the end of November. The regulation also provides that the
Commission may request a revised draft budgetary plan within two weeks in exceptional
circumstances where it identifies particularly serious non-compliance with the budgetary
obligations laid down in the Stability and Growth Pact.

Member States subject to a macroeconomic adjustment programme are exempt from the
requirement to present a Draft Budgetary Plan and debt issuance report. Notwithstanding,
these Member States remain subject to the common budgetary timeline. As such, Ireland
must publish its draft budget on or before 15" October, but does not have to submit the
Draft Budgetary Plan this year.

With regard to the independent macroeconomic forecasts, further details on the
endorsement process are contained in the IFAC Endorsement section.

Background to the latest budgetary reforms

The European Semester was implemented in 2011 and provides that EU Member States
must submit their Stability or Convergence Programmes (SCPs) and National Reform
Programmes (NRPs) by the end of April every year. This means that the examination of
these programmes and the related EU-level discussions on fiscal policy, macroeconomic

® REGULATION (EU) No 473/2013 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL of 21 May
2013 on common provisions for monitoring and assessing draft budgetary plans and ensuring the correction of
excessive deficits of the Member States in the euro area
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L:2013:140:0011:0023:EN:PDF
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imbalances, financial sector issues, and growth-enhancing structural reforms will now
always take place before governments draw up their draft budgets. The aim of this
‘'upstream' policy coordination is to make the implementation of policy guidance more
effective and help embed the EU dimension in national policy-making so that the policies
adopted by Member States reflect jointly agreed priorities. The full implementation of the
Semester enables the recommendations made at EU level to inform the national budgets
adopted by member states.

What is the ‘six-pack’

The European Semester was further enhanced by the adoption in November 2011 of the
so-called ‘six pack’, a body of six legislative acts that translated the initial EU reform
proposals into binding rules.

The ‘six-pack’ has three broad goals:

o Tightening the rules of the Stability and Growth Pact (SGP), the governance
regime for EU Member States to date, primarily by giving real ‘teeth’ to the
sanctions for breaching the rules of the SGP and by making the 60% debt limit
operational”;

e Introducing new surveillance of macroeconomic developments across the EU to
ensure that macroeconomic imbalances, such as housing bubbles, are detected
and corrected;

e Setting standards to ensure the correct and independent compilation of statistics
as these data are crucial to sound budgetary policy-making and monitoring of
budgets.

The ‘two-pack’

Following the strengthening of the SGP, a further package of budgetary regulations, the
so-called ‘two-pack’ entered into force in May 2013.

The ‘two-pack’ is a further step in the reform of the economic governance regime but is
applicable to euro area Member States only. The ‘two-pack’ focuses on improving
budgetary coordination of euro area Member States and enhancing economic surveillance
of those Member States in financial difficulty.

The ‘two-pack’ regulations build on and complement the ‘six-pack’ reforms to the SGP and
the European Semester for economic policy coordination. Regulation 2 of the ‘two pack’
also stipulates that Member States will remain subject to post programme surveillance
until at least 75% of assistance received is repaid.

" If General Government Debt exceeds 60% of GDP and is not sufficiently diminishing, sanctions could be
imposed regardless of whether the Member State exceeds the 3% Government deficit rule. This is a major
innovation of the six-pack as prior to its enactment, it was only the 3% deficit rule which could result in
sanctions.
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ADDITIONAL FISCAL STATISTICS AND TABLES

Table Al: Explanation of net differences between Exchequer Borrowing
Requirement and General Government Balance

€ millions 2012 2013 2014 2015 2016
outturn projected
(a) Exchequer balance -14,891  -11,300 -9,595 -6,020 -2,915
(b) Exclude equity and loan transactions 2274 -1550 320 0 -2015
(c) Adjust for interest accrual -404 -350 65 105 -20
(d) Adjust for tax accruals -232 110 195 140 150
(e) Adjust for other accruals -706 370 235 -25 -115
(f) Impact of NPRF 334 575 380 400 420
(9) Transactions between government bodies 229 -205 -105 -150 -85
g‘;)ol;]lgct):ggdggggggrrowing of non-commercial State 21 205 255 245 140
(i) Net Surplus of the Social Insurance Fund 13 0 0 0 0
() Net (Borrowing)/Surplus of Local Government -90 0 0 0 0
(k) General government balance (=a to k) -13,511  -12,150 -8,255 -5,305 -4,435
(I) Financial sector measures affecting the balance 10 90 100 50
(m) Underlying balance -13,511  -12,140 -8,165 -5,205 -4,385
(n) Underlying balance as % of GDP -8.2% -7.3% -4.8% -2.9% -2.4%
(o) Nominal GDP 163,938 165,875 170,600 176,950 184,675

Source: Department of Finance, Department of Public Expenditure, CSO and NTMA estimates

Notes:

-Rounding may affect totals

-The general government balance measures the fiscal performance of all arms of Government, i.e. central
government, Local Authorities, Vocational Education Committees and non-commercial State sponsored bodies, as
well as funds such as the SIF and the NPRF which are managed by Government agents. It thus provides an accurate
assessment of the fiscal performance of a more complete ‘government’ sector.

-The general government balance does not reflect the position of commercial State sponsored bodies as these
agencies are classified as being outside the general government sector. It is calculated in accordance with ESA95, a
consistent standard developed by the EU to facilitate budgetary comparisons between EU Member States in
accordance with their obligations under the Maastricht Treaty.

a. The Exchequer Balance is the traditional domestic budgetary aggregate which measures the net surplus or deficit
position of the Exchequer account. It is the difference between total receipts into and total expenditure out of the
Exchequer account of the Central Fund.

b. Equity and loan transactions are excluded from the balance on the basis that they affect the composition but not
the level of assets and liabilities.

c. Interest expenditure by general government is calculated on an accruals basis and includes interest rate swaps.

d. & e. Adjustments required in respect of certain transactions recorded on an accruals basis including tax accruals,
Departmental balances, EU transfers and the impact of the capital carryover.

f. This is the net lending/borrowing of the NPRF. This fund is within the general government sector and transactions
within the sector do not have an impact on the general government balance.

g. Transfers between units within the general government sector do not affect the general government balance.

h, i & j. These adjustments add the net lending/borrowing of other government bodies and local government to arrive
at a full concept of general government.

I. This reflects potential deficit worsening expenditure of payments into the financial sector. For the purposes of
assessing adherence to EDP general government balance targets, this expenditure is therefore excluded.
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Table A.2.1: General Government Balance (GGB) Estimates 2012-2016

ESA 2012 2012 2013 2014 2015 2016
€m per cent of GDP
outturn | outturn projected

Net lending (EDP B.9) by sub-sector
1. General government (=6-7) S.13 -13,511 -8.2 -7.3 -4.8 -3.0 -2.4

p.m.: Underlying balance -8.2 -7.3 -4.8 -2.9 2.4
2. Central government S.1311 -13,434 -8.2 -7.3 -4.8 -3.0 -2.4
4. Local government S.1313 -90 -0.1 0.0 0.0 0.0 0.0
5. Social security funds S.1314 13 0.0 0.0 0.0 0.0 0.0
General government (S.13)
6. Total Revenue TR 56,524 345 35.3 35.7 35.8 35.3
7. Total Expenditure TE 70,035 42.7 42.6 40.5 38.8 37.7
8. Net lending/borrowing (=6-7) B.9 -13,511 -8.2 -7.3 -4.8 -3.0 -2.4
9. Interest expenditure D.41 6,135 3.7 4.6 4.8 4.9 5.0
10. Primary balance (=1 +9) -7,375 -4.5 -2.7 0.0 1.9 2.6
rlnléaoszségﬁ and other temporary 0 0.0 04 0.2 01 00
Selected components of revenue
(- s ia60120) 39453 | 241 250 257 260 259
ilnf;‘OTrfsxeS on production and D.2 17,997 11.0 11.1 11.3 11.5 11.3
12b Taxes on income & wealth D.5 20,691 12.6 13.3 13.8 14.3 14.3
12c Capital taxes D.91 765 0.5 0.6 0.6 0.3 0.2
13. Social contributions D.61 9,651 5.9 6.0 6.0 6.0 5.9
14. Property Income D.4 2,249 1.4 1.6 1.3 1.3 1.2
15. Other 5,171 3.2 2.7 2.6 2.5 2.3
O ae1g TR 56524 | 345 353 357 358 353

p.m.: Tax burden 49,520 30.2 31.2 32.0 32.2 32.0
Selected components of expenditure
17a Compensation of employees D.1 18,769 114 11.3 10.8 10.2 9.8
17b Intermediate consumption P.2 8,428 5.1 5.0 4.8 4.7 4.6
18. Social payments (= 18a+18b) 29,018 17.7 171 16.3 151 145
;3;‘5“Seodc'\f};ﬁgﬁg‘:{s‘p‘ggb@%rs D.63 4321 2.6 2.6 25 2.3 2.2
&isnlzj' Social ransfers otherthanin - p g5 54697 | 151 145 138 128  12.3
19=9 Interest expenditure D.41 6,135 3.7 4.6 4.8 4.9 5.0
20. Subsidies D.3 1,540 0.9 0.8 0.8 0.7 0.7
21. Gross fixed capital formation P.51 3,057 1.9 1.8 1.5 1.4 1.4
22. Capital transfers D.9 1,249 0.8 1.2 0.7 0.6 0.6
23. Other 1,838 1.1 0.8 0.9 1.1 1.1
(2:“;7&3?1'555823‘1‘3’52) TE 70,035 | 427 42.6 40.5 38.8 37.7
(ngmhggovemme”t consumption 55 59435 | 180 187 178 167 150
GDP at current market prices B.1*g €m 163,938 165,875 170,600 176,950 184,675

Sources: Department of Finance, Department of Public Expenditure and Reform, CSO & NTMA
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Notes to Table A.2.1:

- Rounding may affect totals.

- Table A.2.1 sets out the general government deficit for the years 2012 to 2016 in terms of selected components of
general government receipts and expenditures.

- Item 1: Net lending by general government is identical with the general government balance.

- Item 9 & 19: Interest expenditure by general government is calculated on an accruals basis and includes interest
rate swaps.

- ltem 12a: Taxes on production and imports include VAT; customs, excise and stamp duty; local authority rates; the
non-household part of motor tax; the stamps collected by the Risk Equalisation Fund; and the banking levy
introduced in Budget 2014.

- Item 12b: Current taxes on income and wealth comprise income tax; capital gains tax; corporation tax; the
household part of motor tax and of television licences; and the local property tax.

- Item 12c: Capital taxes comprise capital acquisitions tax and the pension funds levy.

- Item 13: Social contributions consist mainly of contributions to the Social Insurance Fund. Imputed social
contributions are also included.

- Item 14: Property income is made up of investment or dividend income.

-Iltem 15: Other receipts include miscellaneous receipts such as Departmental receipts (appropriations in aid), rents
and receipts from abroad, receipts by non-commercial State sponsored bodies and miscellaneous capital receipts.

- Item 17a: Compensation of Employees includes wages and salaries as well as an estimate of the amount that
would have to be contributed if public sector pensions were actually funded schemes.

- Item 17b: Intermediate consumption is current spending on goods and services by government units.

- Item 19: Social transfer payments include pensions; child benefit; payments for medical goods; transfers to the rest
of the world; and other unrequited payments to households. Social transfers in kind include such items as free travel
on public transport and fuel allowances.

- ltem 22: Gross fixed capital formation is acquisitions less disposals by government of capital formation such as
construction and machinery.

- Item 23: Other expenditure includes transfer payments to non-government bodies and capital grants. It also
includes acquisitions less disposals of non-produced assets such as royalties, mobile phone licences and the licence
to operate the National Lottery.

Memo items:

Tax burden: the sum of total taxes (D.2, D.5 and D.91), social contributions (D.61) and EU taxes.

The underlying balance: the net lending of general government adjusted for the effect of certain expenditures into the
financial sector.

Methodological Changes in the table since April 2013 SPU

In 2012 the CSO reclassified Irish universities out of the non-profit institutions serving households (NPISH) into the
corporations sector. Fee paying secondary schools also moved from the NPISH sector to the corporations sector.
See Appendix A of National Income & Expenditures 2012 (NIE).
http://www.cso.ie/en/media/csoie/releasespublications/documents/economy/2012/nie_2012.pdf

The reclassification was applied in June 2013 and led to a number of classification changes in the accounts with no
direct impact on the net borrowing/lending of government. These changes are discussed in table A.2.3 in the context
of changes since the SPU in April 2013.
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Table A.2.2: General Government Receipts and Expenditures (nominal)

Description ESA code 2012 2013 2014 2015 2016
€ millions

Revenue
Taxes on production and
imports D.2 17,997 18,485 19,200 20,270 20,945
Current taxes on income, wealth D.5 20,691 22,000 23,570 25,215 26,395
Capital taxes D.91 765 935 1045 545 410
Social contributions D.61 9,651 9,920 10,310 10,550 10,830
Property Income D4 2,249 2,655 2,265 2,315 2,240
Other 5171 4,530 4,500 4,510 4,320
Total revenue TR 56,524 58,525 60,895 63,405 65,145

Expenditure
Compensation of employees D.1 18,769 18,695 18,435 18,075 18,095
Intermediate consumption p.2 8,428 8,305 8,130 8,365 8,560
Social payments D.6 29,018 28,395 27,870 26,640 26,830
Interest expenditure EDP_D.41 6,135 7,645 8,190 8,755 9,230
Subsidies D.3 1,540 1,320 1,305 1,275 1,270
Gross fixed capital formation P.51 3,057 2,985 2,640 2,555 2,570
Capital transfers D.9 1,249 2,050 1,110 1,135 1,085
Other 1,838 1,280 1,470 1,910 1,940
Total Expenditure TE 70,035 70,675 69,150 68,710 69,580
General government balance B.9=TR-TE | -13,511 -12,150 -8,255 -5,305 -4,435
Financial Sector measures
affecting the balance 0 10 90 100 50
Underlying balance -13,511 -12,140 -8,165 -5,205 -4,385
GDP at current market prices 163,938 165,875 170,600 176,950 184,675
Underlying GGB as % of GDP -8.2% -7.3% -4.8% -2.9% -2.4%

Sources: Department of Finance, Department of Public Expenditure and Reform, CSO & NTMA.

Notes:
- Rounding may affect totals.

- Table A2.2 is a reproduction of Table A2.1 showing the main aggregates of government revenue and expenditure at

nominal values.

- Financial sector measures affecting balance: This reflects potential deficit worsening expenditure into the financial
sector and the credit union sector which may be excluded for the purposes of assessing adherence to EDP targets.
- The underlying balance: the net lending of general government adjusted for the effect of certain expenditures into

the financial sector.
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Table A2.2.3: Comparison of vintages of receipts and expenditures

SPU Budget
Document 2013 2014 difference notes
2013 2013
Revenue
Taxes on production and imports D.2 18,875 18,485 -390 1
Current taxes on income, wealth D.5 22,180 22,000 -180 2
Capital taxes D.91 850 935 85 3
Social contributions D.61 9,785 9,920 135 4
Property Income D.4 2,775 2,655 -120
Other 4,280 4,530 250 5
Total revenue TR 58,745 58,525 -220
Expenditure
Compensation of employees D.1 18,725 18,695 -30
Intermediate consumption p.2 8,555 8,305 -250
Social payments D.631, D62 28,200 28,395 190 6
Interest expenditure EDP_D.41 8,240 7,645 -595 7
Subsidies D.3 455 1,320 865 8
Gross fixed capital formation P.51 3,180 2,985 -195
Capital transfers D.9 2,382 2,050 -332 9
Other 1,583 1,280 -303 10
Total expenditure TE 71,320 70,675 -645
General government balance B.9=TR-TE -12,745 -12,150 595
Underlying balance -12,645 -12,140 505
Source: Department of Finance estimates
Notes

Table A2.2.3 compares the 2013 revenue and expenditure figures of general government given in the current Budget
2014 document with their equivalents at the time of the earlier Stability Programme Update 2013 publication in April
2013.

The tables are also updated in the light of new 2012 receipts and expenditure data produced by the CSO to ensure a
smooth transition from outturn to forecast year.

The main items contributing to these changes explained in the notes:

1. VAT & excise receipts almost €400m lower than forecast in SPU; Stamp duties are €130m higher.

2. Income tax receipts €250m lower than SPU estimate; LPT €50m higher than SPU estimate.

3. Pension levy increased €53m.

4. Increased contributions to Social Insurance Fund.

5. Bank guarantee fees €150m; Local authority higher imputed income as a result of latest census results €100m.

6. Local authority imputed social transfers related to higher rents as in note 5.; free fees for university students
reclassified €250m; and other reclassifications D.7 current transfers payable and D.6 social payments between, see
10(v) below add -€250m.

7. This reduction in interest payments reflects a more favourable interest rate environment generally and that the
NTMA does not intend to engage in further market activity this year.

8. €700m of the change in subsidies relates to the reclassification of payment to universities; the remainder is due to
improved data on payments relating to transport

9. -€300m capital transfers reclassified to subsidies under the reclassification of universities.

10. (i) -€350m university block grant reclassified to subsidies

(ii) -€250m adj. for free fees to universities transposed to social payments

(iii) Net -€300m as a result of recording the disposal of the mobile phone licence in 2013 and the national lottery in
2014,

(iv) €300m further EU contribution payable in 2013.

(v) €250m other reclassified transactions between D.7 current transfers payable and D.6 social payments.
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Table A.3: Projected General Government Interest Expenditure 2013-2016

€ million 2013 2014 2015 2016
National Debt Cash Interest 7,160 8,155 8,750 9,075
% tax revenue 19 20 21 21
% of GDP 4.3 4.8 4.9 4.9
National Debt Interest Accruals 150 -50 -90 35
Consolidation and Grossing Adjustments 65 25 20 55
Accrued Promissory Note Interest 225 10 10 10
Other 45 50 65 55
Total Interest on ESA95 basis 7,645 8,190 8,755 9,230
% total General Government revenue 13 13 14 14
% of GDP 4.6 4.8 4.9 5.0
Sources: Department of Finance & NTMA

Notes:

- Rounding may affect totals

Table A.4: Projected movement in general government debt 2013-2016

€ billion 2013 2014 2015 2016
Opening General Government Debt 1925 205.9 204.7 209.4
EBR 11.3 9.6 6.0 2.9
Change in Exchequer Deposits 3.1 -10.7 -0.6 -0.1
Net Lending of Local Government & NCSSBs -0.4 -0.1 -0.5 -0.2
Change in collateral held -0.5 -0.0 -0.3 -0.2
Other 0.0 0.0 0.1 -0.4
Closing General Government Debt 205.9 204.7 209.7 211.6
General Government Debt-to-GDP Ratio 124.1% 120.0% 118.4% 114.6%

Sources: Department of Finance & NTMA
Notes:
- Rounding may affect totals
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Table A.5: General government debt developments

(% of GDP) 2012 2013 2014 2015 2016
Gross debt 117.4 124.1 120.0 118.4 114.6
Change in gross debt (=1 + 2 + 3) 13.3 6.7 -4.2 -1.6 -3.8
Contributions to change in gross debt ratio:
1. General Government Deficit 8.2 7.3 4.8 3.0 2.4
2. Stock-flow adjustment 5.9 0.8 -5.6 -0.3 -1.2
3. Nominal GDP contribution to A in debt ratio -0.8 -1.4 -3.4 -4.3 -5.0
Composition of GGB:
4. General Government Balance -8.2 -7.3 -4.8 -3.0 24
5. Interest expenditure -3.7 -4.6 -4.8 -4.9 -5.0
6. Primary balance (=4-5) -4.5 -2.7 0.0 2.0 2.6
Composition of stock-flow adjustment:
7. Change in liquid assets 3.8 1.9 -6.3 -0.4 0.0
8. Interest adjustments -0.3 -0.2 0.0 0.1 0.0
9. Equity transactions 1.4 -0.9 0.2 0.0 -1.1
10. Accrual adjustments -0.6 0.3 0.3 0.1 0.0
11. Impact of NPRF 0.2 0.3 0.2 0.2 0.2
12. Collateral held 0.8 -0.3 0.0 -0.1 -0.1
13. Net discounts 0.4 0.0 0.1 0.1 0.1
12. Other 0.3 -0.3 -0.1 -0.3 -0.4
Memorandum item:
Implied average interest rate (%) | 3.6 4.0 4.0 4.3 4.4
Source: Department of Finance
Notes:

- The implied average interest rate is calculated by dividing general government interest expenditure in year t by the
stock of general government debt outstanding at the end of year t - 1.

- Item 9: Equity transactions in 2012 include the acquisition of share capital in Irish Life; contributions to the ESM and
loans granted to the Insurance Compensation fund. Equity transactions in 2013 include the sale of Irish Life and
contingent capital notes, offset somewhat by further equity injection into the ESM and further loans granted to the
Insurance Compensation Fund.

Table A.6: Requirements and path for the general government balance

% of GDP 2011 2012 2013 2014 2015
EDP ceiling for general government balance -10.6 -8.6 -7.5 -5.1 -2.9
Underlying general government balance* -8.9 -8.2 -7.3 -4.8 -2.9

Source: Department of Finance.
* excluding support for the banking sector.
Tax burden: the sum of total taxes (D.2, D.5 and D.91), social contributions (D.61) and EU taxes.

Table A.7: Contingent liabilities

2012
% of GDP
Public guarantees 70.0
of which linked to the financial sector

Eligible Liabilities Guarantee 44.4
Exceptional Liquidity Assistance 7.0
National Asset Management Agency 17.8
other 0.8

Source: Department of Finance, CSO
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IFAC Endorsement — Letter and Associated Material

Economic governance in the euro area has been reformed significantly in recent
years. The so-called ‘two-pack’, which came into force on 30 May of this year,
provides for draft budgets to be based on economic forecasts which are either
produced or endorsed by independent bodies at national level®.

In Ireland the endorsement route has been selected, and the Irish Fiscal Advisory
Council (IFAC) has been assigned the task of endorsement in the Fiscal
Responsibility Act 2012 and 2013. Only the forecasts for the current and following
years are subject to the endorsement process.

In order to operationalise the endorsement process, a Memorandum of
Understanding (MoU) between the Department of Finance and the Council was
drawn up and is available on both websites® Sections 4.1.b(ii) and 4.1.b(iii) of the
MoU set out that Departmental staff share their provisional economic forecasts
with IFAC staff and Council Members in advance of Budget day.

A set of macroeconomic variables was supplied to the Council on 24 September
2013 and formal presentations by Departmental staff to the IFAC were provided to
the secretariat of the Council on 25 September; and to the full Council on 30
September, as provided for in the MoU. These forecasts made the technical
assumption of a €3.1bn fiscal adjustment in 2014, as this was the latest articulation
of government fiscal strategy at the time.

A letter of endorsement from the Chair of IFAC, issued to the Secretary-General of
the Department on 4 October 2014, is included in Budget documentation. It states:

“The Irish Fiscal Advisory Council endorses as within the range of
appropriate projections the set of macroeconomic projections
prepared by the Department of Finance for Budget 2014 for the
years 2013 and 2014 provided to the Council on 30 September
2013”

Section 4.1.b(iii) of the MoU provides for endorsement of the “provisional final”
economic forecasts, based on the aggregate measures foreseen in the Budget; it
also provides for the possibility to modify the economic forecast after the
completion of the endorsement process once the precise specification of the
budgetary measures is made available.

In this context, the final macroeconomic forecasts that underpin Budget 2014 are
slightly different from that endorsed by the IFAC. The quantum of permanent
consolidation assumed in the IFAC-endorsed numbers was €3.1 bn. The Budget
2014 forecasts also assume €3.1bn in 2014 consolidation, but composed of €2.5bn
in permanent measures and €0.6bn in temporary and one-off measures. It is
assumed that the temporary and one-off measures, due to their composition, have
no detrimental impact on the economy. Therefore, the final macro forecasts
assume GDP growth of 2.0 per cent in 2014, compared with 1.8 per cent in the

8 REGULATION (EU) No 473/2013 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL of 21 May
2013 on common provisions for monitoring and assessing draft budgetary plans and ensuring the correction of
excessive deficits of the Member States in the euro area
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L:2013:140:0011:0023:EN:PDF

9 http://vww.finance.gov.ie/documents/publications/mou/mouaug2013fiscalcouncil. pdf
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IFAC-endorsed numbers. It is assumed that the lower impact on household income
results in slightly higher personal consumption. The first-round impact is reduced
somewhat by increased imports.
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IFAC-endorsed macroeconomic forecasts

Table B1: Background assumptions

2012 2013 2014
Short-term interest rate (annual average) 0.8 0.2 0.5
Long-term interest rate (annual average) 3.6 4.3 4.1
USD/€ exchange rate (annual average) 1.29 1.32 1.34
Growth of relevant foreign markets 1.3 1.9 4.8
Oil prices (Brent, €/barrel) 86.67 82.23 77.73

Source: European Commission, Spring forecasts, May 2013 except for oil prices (futures prices) and
exchange rates which are presented as ten-day moving averages as of 30-September unchanged thereafter.

Table B2: Macroeconomic developments

Real GDP
Nominal GDP

Components of real GDP
Private final consumption
expenditure

Government final
consumption expenditure

Gross fixed capital formation
Changes in inventories and
net acquisition of valuables
(% of GDP)

Exports of goods and
services

Imports of goods and
services

2012

level

162,855
163,938

82,634

25,096
17,434

376
176,735

136,990

Contributions to real GDP growth

Final domestic demand
Changes in inventories and
net acquisition of valuables
External balance of goods
and services

125,164
376

39,573

2012

0.2
0.8

-3.7
-1.0

0.2
1.6

0.0

-0.8
-0.4

1.6

2013

rate of change

0.2
1.2

-0.9
4.9

0.4

-0.4

0.3

0.2

-0.2

2014

1.8
2.7

1.1

-1.9
6.8

0.3

1.9

14

1.0

-0.2

0.9

Source: 2012 - CSO and Department of Finance calculations; 2013-14 - Department of Finance projections.
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Table B3: Price developments

GDP deflator

Private consumption deflator
HICP

Export price deflator (goods and
services)

Import price deflator (goods and
services)

2012 2013 2014
rate of change

0.6 0.9 0.9

0.6 1.0 14

2.0 0.7 1.5

4.2 0.5 0.6

3.9 0.4 1.1

Source: 2012 - CSO and Department of Finance calculations; 2013-14 - Department of Finance projections.

Table B4: Labour market developments

2012 2012 2013 2014
level rate of change
Employment, persons 1,837,000 -0.7 1.6 1.4
Unemployment rate (%) 317,000 14.7 135 12.6
Labour productivity, 0.9 13 0.4
persons
Compensation of 01 15 3.0
employees
Compensation per 08 01 15
employee

Source: 2012 - CSO and Department of Finance calculations; 2013-14 - Department of Finance projections.

Table B5: Sectoral balances

Current account

2012 2013 2014
% GDP
4.4 4.4 4.1

Source: 2012 - CSO and Department of Finance calculations; 2013-14 - Department of Finance projections.
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04 October 2013

Dear Secretary General Moran,

The Ministers and Secretaries (Amendment) Act 2013 amends the Fiscal Responsibility Act (2012) to
include a macroeconomic forecast endorsement function for the Irish Fiscal Advisory Council as
follows:

The Fiscal Responsibility Act 2012 is amended in section 8 by substituting the following for
subsection (4): “(4) The Fiscal Council shall— (a) endorse, as it considers appropriate, the
macroeconomic forecasts prepared by the Department of Finance on which the Budget and
stability programme will be based, . ..” [Ministers and Secretaries (Amendment) Act 2013, p. 5.]

The Memorandum of Understanding between the Department of Finance and the Council that sets
out the agreed modalities of the endorsement function in relation to the Budget states:

“An endorsement would be provided via a formal letter from the Chair of the Council to the
Secretary General of the Department of Finance, and simultaneously in electronic format. This
letter would be sent after the meeting referred to in 4.1.b.(iii) and no later than five working days
in advance of Budget day. This letter would be made public by the Council and the Department of
Finance on Budget day, once the Minister for Finance begins speaking, and will be included in the
Budget book.

The letter from the Chair of the Council would not typically contain any commentary on the
macroeconomic forecasts. Any Council views regarding the forecasts or parts thereof (including
any possible late modifications referred to in 4 1.b.(iii)) would be contained in the Council’s
subsequent Fiscal Assessment Report.” [Memorandum of Understanding, 2013, p. 5.]

The Irish Fiscal Advisory Council endorses as within the range of appropriate projections the set of
macroeconomic projections prepared by the Department of Finance for Budget 2014 for the years
2013 and 2014 provided to the Council on 30 September 2013.

A detailed discussion of the endorsement process and an assessment of the macroeconomic
projections will be provided in the Council’s forthcoming Fiscal Assessment Report, which is
scheduled for publication in November.

Yours Sincerely

ALt thl
7

John McHale
Chair, Irish Fiscal Advisory Council

Combhairle/Council: John McHale (Chair) - Sebastian Barnes - Alan Barrett - Donal Donovan - Réisin O’Sullivan.
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