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Overview

= [rish economic development 1987-2010
= The IFSC today

— Current Composition

— Trends

— Future Opportunities

= The key milestones and factors in the development of
the IFSC

= \What have we learned?
= Some observations on Oxera.
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Irish Economic Development 1987-2010

= 2008 - 2010 have been very tough

— Credit Crisis

— Domestic Property Bubble

— Decline in competitiveness

— Banking Collapse
= 2009

— GDP fell by 7.1%

— Unemployment rose to 14.4%

— Exchequer Deficit expanded to 12.5%
= But ...
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International confidence is returning
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The Government is tackling the public finances

Adjustmentsin public financesto date

July2008¢ April 2009 €8 bn
Budget2010 €4 bn
Adjustmentsplanned

Budget2011 e3bn
Budget2012 e3bn
Budget2013 €1l.5bn

Budget2014 el bn
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Business costs and consumer prices are falling

Inflation - Harm onised Index of Consumer Prices
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Wage costs are falling

Unit labour cost
forecast % change 2008-2011

Portugal
Netherlands
United Kingdom
Greece
EU-27
Euro area
Germany
Spain
France
Poland

-8.0 -6.0 -4.0 -2.0 0.0 2.0 4.0 6.0 8.0 10.0
-_— = —=———J
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Because....

= [reland fundamentally changed the structure of its
economy over the | ast 25 ye

— EXxport orientated

— Flexible labour markets

— High Productivity

— Political and Social Stabllity
— Open economic policies
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In the mid 1980’s Ireland Economy looked like this...

Unemployment

Workforce

Net Emigration
Fiscal deficit
National Debt
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1.1m

23,000 p/a
9% of GNP
118% of GNP
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Dublin’s Dockland’s looked a lot like the rest of the

econom

*Heavily dependant on manufacturing and
agriculture

«Suffered from under development

«Significant industrial unrest

sEconomic policy was caught in a vicious circle

Wage inflation
Increasing Tax Loss of
rates Competitiveness

Falling Tax
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In the late 1980s things started to change

= Business, Workers, and Government reached a series of
agreements where workers agreed to lower wage
Increases, government agreed to reduce tax, and
business started to create more jobs.

= By 2000 Ireland had become one of the most
competitive countries in the world, and a great place to
do business.

= Our competitiveness peaked in 2000 when we were
ranked the 5" most competitive country in the world.
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By 2007 this had transformed the economy

1087 2007

Unemployment 17% 4.6%
Workforce 1.1m 2.1m

Net migration -23,000 p/a  +67,000
Fiscal balance  -9% of GNP  +.2% of GNP
National Debt 118% of GNP 25% of GNP
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One of the key reasons for this transformation was our
success in attracting foreign direct investment

= Qver 1000 foreign owned companies, from more than 30
countries, employ 130,000 people in Ireland.

= Every sector is represented, ICT, Pharmaceuticals, Medical
Devices, Food & Drink, Entertainment and Media, and
Financial Services.

— Google — EMEA Headquarters — 1600 people

— Intel — Manufacturing and R&D — 5700 people

— Citi — Global Transaction Services — 2000 people
|l n the | ast 14 days...

— Linkedin decided to establish their International HQ in
Dublin

— Ebay created 150 new jobs
— Disney pick Irish university for a new research project
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Why does this matter....

= ... because i n the case of I
we have a successful financial services industry, is that
we are a good place to do business

= This has implications for the recommendations that
Oxera made in the report for Estonia, and | will talk about
that later.
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The IFSC Today
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= Extremely important to the Irish Economy, about 7.5% of
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Composition

= Leading role in certain niche sectors

-41% of the world’ s hedge f
administered in Ireland

— 25% of all the aircraft in the world are financed/leased
from Dublin

— Leading position in re-insurance and cross border life
Insurance. Global firms such as Zurich and Aviva
have chosen Ireland as their European hub in the last
year.

= But t hhese “niche” sectors a
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Asset Management

Fund Management Professional management of various Pioneer Portfolio Modeling
investment vehicles to meet specified Abbey Capital Fund Launch & Promotion
investment goals for the benefit of the Portfolio Management & Investment Decisions
investors. BOI Fund Registration

Trade Execution & Reporting

Fund Admin & Servicing Activities that are carried out in support of | State Street Settlements & Valuations
the actual process of running a collective | gny Mellon Custody
investment scheme Client Servicing
CITCO Reporting
Citibank Fund Accounting
Performance Management
Audit
e —_—-—---—-—— —
connections knowledge influence Irish Business and Employers Confederation



Banking and Related Activities

Structured Transfers risk from issuers through securitization of financial assets a1 Bank of Product Development
Finance and | provides new sources of finance. Distributes risk to investors by 1 Unicredit Bank Pricing
Securitisation| aggregating debt instruments in a pool and then issuing new securitie! § WestLB Deal Structure
backed by the pool 1 BNP Paribas Promotion & Sales
1 Aareal Bank Admin & Servicing
1 ING Risk & Compliance
i Guggenheim Partners | Asset Selection & Pooling
1 Dexia Setup & Structuring of SPV
Treasury Liquidity management (ALM), hedging of financial risks, management| ING ID Funding
holdings in and trading of government and corporate bonds, other fixe Rabobank Source/place funds
income securities, currencies, financial futures, options and other i Scotiabank Evaluation
derivatives, high value payments and cash management 1 Unicredit Bank Trade Execution
Admin & Reporting
Leasing Provision of financial solutions; enables a lessee to receive the right tc § CIT Group Marketing and Origination
total ownership of an asset based on conditions for a specified period| GE Capital Solutions | Funding & Invoice Review
return for payment. Leases are typically a Finance Leases which inclu AWAS Management of Credit Issues
option to purchase or an Operating Lease which is relatively short terr RabobankDe Lage
with no option to purchase. Landen
il HP International Bank
Corporate Corporate Banking refers to end to end provision of banking services,| | Bank of Research & Sales
Banking, working capital loans, transaction banking, foreign exchange and inter BNP Paribas Pricing & Execution of Trade
Corporate rate hedging etc. to the corporate sector, including public sector and | Citibank Risk Management
Finance and |financial services companies. 1 Merrill Lynch Client Servicing
Investment | Corporate Finance refers to the overall management of the finances o KBC Bank Low Value
Banking companies and may include tailored financing solutions, investment | q HSBC Data Checking

o e

management, M&A advisory.
Investment Banking refers to the creation of capital for other companie
These operations can underwrite new debt and equity issues, provide
advisory services and facilitate sale of securities.

Transaction Processing

_—
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Insurance

Non Life Insurance | Write crossborder insurance offering protection and facilitating 1 St Andrews Group Low Activity Level
individuals .and businesses to take r.isks. Thgre are a range of acti T Assurant Group Marketing & Sales
performed in the crc_)seborder sector in from niche insurance . Medium Activity Level
products to international market business. l CACI Non Life

q ENI Insurance In.vestmetn.t Management
High Activity Level

1 Euro Insurances Policy Admin
Risk and Compliance
Claims Management

Life Assurance Much of the life business written here is lump sum single premium | Axa MPS Low Activity Level

investments rather than protection or mortality business. q Life Marketing & Sales
Products include mass market products such as retaitlumkied bonds T Hansard Medium Activity Level
and variable annuities, high net products such as portfolio bonds ¢ ) ) Investment Management
protection business. f Eurizon Life High Activity Level
1 Legal and General Policy Admin
f Standard Life Risk and Compliance
Claims Management
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Relnsurance Reinsurance is a means by which an insurance company can protec Everest Re Medium Activity Level
itself with other insurance companies against the risk of losses. T Mitsui Sumitomo Assessment & Underwriting
Life and Non Life Cros®rder Relnsurance is written from . Specialists Reinsurance Limited Marketing
include property catast_rophe reinsurers, life Irelnsurfers and " T Natixis Reinsurance High Activity Level
retrocessionaires, credit reinsurers. Somt_e also perform actuarial & Partner R Claims Management
modellingfunctions and Head office functions. f ariner Re
. Investment Management
i Allied World . .
Policy Admin
Captive Insurance | Using a captive insurer is a risk management technique by which a | | Barclays Low Activity Level
business forms its own insurance company subsidiary to finance i T Carrefour Risk Assessment
retained losses in a formal structure. ; o
1 Porsche International High Activity Level

SPV Captive Setup
Captive certification
Risk & Compliance
Reporting
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Current Trends

= Major Banking operations; Citi, BoA/ML, JP Morgan etc
are well diversified and have survived reasonably well.

= Smaller operations less well DepFa, West LB etc.

= Fund Administration suffered significantly as a result of
fall in asset value but are now recovering.

= Generally, employment has h
some sectors

= Continued growth in Insurance
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Some Opportunities

= UCITS IV

= AIFMD

= |nsurance

= |slamic Finance

= Green Finance

= Research, Development, and Innovation
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UCITS IV

= |ntroduction of management company passport presents
risks and opportunities.

= Measures were introduced In the recent Finance Bill to
make It easier to re-domicile funds in Ireland

= The IFIA have held a range of marketing seminars in
London, New York, the Gulf, and China

= MOUSs have been signed between Irish Financial
Regulator and Dubai and China
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= fppportunities also exist for Ireland to become the
European hub for the international funds industry
following recent European legislative changes. | will be
bringing forward changes in the Finance Bill which will
strengthen Ireland's competitive edge Iin this important
s e c t Brian.Lenihan, Minister for Finance, Budget
Speech 2010
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AIFMD

= 41% worl d’ s hedge fund asse
Ireland

= Regulation is seen as offering potential opportunities for
Ireland as a centre with expertise in this area and a good
track-record

= Some quite serious concerns about the recent Spanish
text which was withdrawn at ECOFIN

= Concerns related to the scope of the Directive,
Inconsistency with the UCITS regime and a range of
technical issues.
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Islamic Finance

= |slamic finance is considered to be the fastest growing
sector of finance in the world, growing at roughly 10%
per annum.

= |n 2007 the global Islamic financial market was
estimated to be worth about $700bn.

= Approxi mately one quarter o
Muslim, yet according to recent evidence less than 1% of
global financial assets are S h a rconiplant.

|t has been forecast Dby St a
iIndustry could potentially have assets totaling $4 trillion
under control.
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= |reland is already a significant location for Islamic funds

with an estimated 20% of the Islamic funds market
outside the Middle East located in Ireland.

The Financial Regulator can and does authorise Sh ar |’
compliant investment funds under collective investment
scheme legislation.

The Revenue Commissioners issued an e-brief in

October, 2009 that clarifies the tax treatmentofSh ar 1 ’
compliant funds, leasing and insurance services in

Ireland.

= The technical changes provided in Finance Bill 2010 will

give equality of treatment to Islamic financial products as
compared to conventional financial products.
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Insurance

= |mpact of US policy on tax havens has forced many
firms, particularly re-insurers, to move their HQs from off-
shore locations.

= Dublin would expect to attract some of these as an on-
shore, OECD compliant, well regulated jurisdiction with
expertise in this area.

= Equally, firms such as Zurich and Aviva have selected
Dublin as the centre ofargélynu
driven by capital/solvency considerations.

= Some evidence that the innovation/R&D proposition is
gaining traction, AON.
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Green Finance

= Cross-sectoral project to explore whether Dublin could attract
environmentally driven financial services activities.

— Project Finance
— Carbon Trading
— Environmental Risk Management

= Project team, financed jointly by Industry and the IDA/EI are
currently conducting feasibility studies

= Key finding, so far, is that there is already a considerable
amount happening in the area.

— Eco Securities (carbon offset), recently bought by JP
Morgan for $204m

— Niche business in insuring windfarms
— Most of the banks have financed projects
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= Government has placed a lot of emphasis on developing

an l nhnovati on 1 sl and?”

= Has also been applied to financial services particularly in
the banking area where Citi and BoA/ML have made
significant investments

= [ts application beyond technology driven projects is
difficult to determine
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So how did Ireland develop an international financial
services industry?
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Key Milestones

2006
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Milestones don’t really explain what happened

= The IFSC was first proposed by an Irish stockbroker and
financier called Dermot Desmond

= He suggested that Dbecause o0
Ireland should try to attract traders and front-office jobs
from London.

= The Government initially dismissed the idea as crazy!

= |n 1987 a new Government was elected and Desmond
made the same proposal to the new Taoiseach (Prime

Minster)
= The new government adopted the proposal and

|l ntroduced a special tax re
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= Under the new | aw any “appr
would only pay tax at 10% on their profits, if they agreed
to locate their offices in a designated area in Dublin.

= Akey objective of the scheme was to clean up and
regenerate parts of Dublin.

= |n the following year 18 banks applied for approval.

= |l reland’ s domesti ¢ banks we
dedicated subsidiaries .

= |n 1989 Ireland transposed the first UCITS Directive
which allowed funds that were domiciled in Ireland to be
marketed throughout the EU.
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= 1997 — introduction of section 110 of the Tax
Consolidation Act created an easier form of reporting for
some financial companies.

= By 2000 there were more than 300 companies in the
IFSC employing 10,000 people

= |n 2003 the Government started phasing out the special
tax regime, today all companies pay 12.5% tax on
trading income, and 25% on non-trading income.

= Firms are also free to establish anywhere in Ireland
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Economic Dividend... in numbers

2009 -

Employment 35,000+ 1.8% of workforce
Corporate Tax €1.2bn + 20% of total c/t
Revenue tax

Total tax €2bn+ 6% of total

contribution

Value of Exports  €15.43bn (2008) 22% of total
service exports,
and 10% of all
exports

A reasonably small number of people create a lot of our wealth
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Economic Dividend....

Dubl i n went (from...
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What have we learned...

= Government and Business must work together

— Prime Minister established a committee of senior
public servants and industry leaders

—“Clearing House Group” <cor
develop the industry,
 Voluntary

No legal powers
Minimum formality
Meets 8 times per year

Series of working groups looking at different
sectors
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— Cooperation is required at every level

* A special panel of industry representatives provides
advice to the Financial Regulator

 Industry associations work with state agencies to
organise marketing events and seminars

 Industry leaders regularly meet with potential new
Investors and provide help to new companies

* Dedicated groups of accountants prepare annual
submission on the reform of tax law

* Government consults with industry and asks our
opinion
= BUT-we don’t al ways get what w
Interest always comes first.
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What have we learned

= People and skills are the most important factors

— Ireland is not a low cost economy and jobs in finance
are well paid

— Average yearly earnings in 2008 for finance workers
were €52,884

— Labour costs are far less important than skills and
productivity
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Average Annual Earnings 2009, Eurostat
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Labour Productivity as a % of EU 27 Average, Eurostat
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Long track record of investment in education

% with tertiarity education
(age 25 -34)
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But also dedicated Financial Services Initiatives

= UCD’" s GI| obal Finance Academ
— University based research with strong links to industry
— Co-funded by Government and Industry
— www.ucd.ie/gfa/

= Finuas Network
— Training for people employment (upskilling)
— Industry lead and joint funded
— www.finuas.ie
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http://www.ucd.ie/gfa/
http://www.finuas.ie/

What we learned

= Regulation has to be right
— 3 Elements
* Legal System

Courts, Quality of Lawyers, Legal Certainty and
Predictability etc

« Business Regulation

Company Law, Employment Law, Competition Law
etc

* Financial Regulation
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Financial Regulation

= Basic financial regulations are the same throughout the
EU as a result of the Financial Services Action Plan

= Early regulations allowed a lot of Member State
discretion and derogations

= New approach from the EU will limit the scope for
“regul atory arbitrage’

— A practice or business will either be permitted in the
EU or it will not

= One of the key choices is whether to transpose early,
and obtain a “first mover a
European trends emerge.
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But the quality of regulation and supervision is very
Important

= A good financial regulator should be;
— Consistent in its approach
— Have clear requirements that are easily understood
— Help firms to understand their obligations
— Enforce rules fairly
— Understand the businesses that they are regulating

— Be approachable and willing to discuss new ideas
with industry

— Have sufficient resources and use them efficiently
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Forget about Death... tax is the only certainty.

= With tax policy there are three main issues
— Corporate Tax
— The tax system
— Personal tax

= At 12. 5 %, | rel and’”s corporate
transparent and internationally respected by other tax
authorities.

— Extensive system of double taxation treaties and
Information Exchange Agreements

— OECD Whitelist
— No banking secrecy laws
— Transfer pricing legislation was recently introduced
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= The administration of the tax system is just as important

— Annual process between industry and government to
identify areas where the system can be improved with
technical changes.

— Irish Revenue will discuss questions of interpretation
and application of the tax code with professional
advisors

— Generally very open and approachable
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= Personal Taxation

— Financial Services rely very heavily on specialist skills

— Senior Executives have a choice about where they want to
live

— High personal tax rates are a disincentive to relocate,
particularly to new or emerging centres.

= 2010 — we have introduced a new scheme for foreign workers
which means that they;

— Pay tax in the normal way on the first €100,000 of
earnings, but

— Only pay tax on 50% of the balance
— Terms and Conditions apply
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What have we learned

= Marketing matters!
— IDA has a network of 14 offices around the world
— Enterprise Ireland has 31 offices

— Industry Associations organise events in key markets
to promote Ireland

— Extensive media campaigns in key markets, for
example this one...
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= Every developed country now markets itself as a location
for foreign investment and in particular financial services.
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— We have found that the best campaigns involve either
a specific theme or use testimonials and
endorsements from existing businesses.

 See www.ida.ie

—Take a | ook at Malta at vyo

www.maltaenterprise.com/videos_presentations.aspx
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The Diaspora

= One of the key reasons for
only 4m people living in Ireland, there are 70m worldwide

who claim Irish heritage. These people are a powerful

resource.
— How many people have left Estonia in the last 5

years?
— Where have they gone?
— How do you keep in touch with them?
— How do you support them?

= |n 15 years time when they have been promoted to CEO
of XYZ Bank will they want to invest in their home

country?
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The intrapeneur

= Most large corporations will only make a small
commitment at the beginning.

= Often they will use their own management to start up
operations before training up a local team.

= The question is what does that local team do next?

— Most of our major employers are run by Irish people
who decided they wanted to turn small operations into
big ones!

—They fought *“ wi t @l BtateStteetmp &
and Bank of America to bring new projects to Ireland.

— Local management have to be hungry and ambitious
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So what are the key lessons

= Government has to work with business
= People and skills are the most important factors
= Regulation should be strong but allow business to grow

= Tax policy should encourage investment but also respect
International standards

= Sell, sell, sell
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Challenges

= |nternational Credibility — GFCI 7, Dublin down to 31
= Regulation

= Taxation

= Skills

= [ncreased competition
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The Oxera Report —some observations

= The report is fundamentally correct in its
recommendations;

— Focus on Scandanavia/ClS, because of history,
language, culture etc.

— Technology and Finance convergence is a growing
area particularly around payments and process
automation.

— Back-office and administrative tasks are the most cost
sensitive and suited to a low cost economy — but work
IS required around productivity.
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= Attracting financial services companies should be part of

a broader strategy to grow exports and attract
Investment.

= Estonia has to be a good place to do business before it
can be a good place to do financial services.

= A broad strategy is required that involves
— Policy option 4
— Policy option 1, and

— you might end up with the niche activities envisaged
by policy option 2.

connections knowledge influence Irish Business and Employers Confederation



= When you have built a successful financial centre,
pl ease don’t do any of the

— Have a massive construction/real estate boom

— Cut taxes too low

— Increase salaries too high

— Waste money on political projects

—All ow Estonians to borrow
= Or you might end up like Ireland!
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Thank You
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