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EXECUTIVE SUMMARY

What's New?




High Level Goals of the Central Bank of Ireland




INTRODUCTION

This Strategic Plan has been prepared against the
background of new legislation, expected to be enacted
by quarter 3 2010, to create a single unitary organisation
— the Central Bank of Ireland — with responsibility for both
central banking and financial regulation. The new structure
will replace the current governance structure of the Central
Bank and Financial Services Authority of Ireland. The
Central Bank will be responsible for both the supervision
of individual firms and the stability of the financial system
generally. The purpose of the new organisation and the
proposed statutory objectives are:

As a member of the European System of Central
Banks (ESCB), the principal objective of the Bank
is to maintain price stability. In addition the Central
Bank Reform Bill, 2010 states that the Bank also has
the following objectives:

m  The stability of the financial system overall

m The proper and effective regulation of financial
institutions and markets, while ensuring that the
best interests of consumers of financial services
are protected

m  The efficient and effective operation of
payment and settlement systems

m The provision of analysis and comment to
support national economic policy development

m The discharge of such other functions and
powers as are conferred on it by law

The changes to the regulatory structure are being brought
about to help address deficiencies in the regulatory system
that became apparent during the financial crisis. There are
parallels with the new arrangements proposed at EU level
designed to ensure greater cohesion between overall
financial stability policy and the prudential supervision of
individual institutions. The reforms will be supported by a
significant expansion of regulatory capacity within the new
Central Bank. Substantial additional staff with the skills,
experience and market-based expertise needed to meet
the objectives of the new structures are being recruited.

This Strategic Plan is for the three year period 2010 to
2012. The resolution of the banking crisis is the major
task to be completed over the lifetime of this plan. This
will be achieved through implementation of a new model
of regulation and an enhanced assessment of financial
stability. There are 2 main parts to the document:

m Part A — describes the environmental context in
which this plan has been prepared and outlines the

significant challenges we face as an organisation

m  Part B - articulates our high level goals, the
associated actions we will take and deals with

implementation and organisational issues

The key to implementing our strategy is the dedicated
work and commitment of our staff who have already made
a significant contribution in addressing the challenges we
face. The involvement of the staff in helping refine and
enhancethe organisation's strategic approach overthe next
three years will be key to its success. | deeply appreciate
their contribution over the past years, which has been a
time of exceptional difficulty and challenge. I look forward
to working with them to overcome the challenges and to
help restore the financial system to full health.

Da(,v‘ ] O

Patrick Honohan

Governor




PART A — ENVIRONMENTAL CONTEXT

AND KEY CHALLENGES

The impact of the banking crisis on the economy
dominates the environment in which the Central
Bank now operates. The resolution of the
crisis — putting the banking system back on a solid
footing, and thereby helping to strengthen the
economy — is the major challenge and task to be
addressed over the lifetime of this strategic plan.

This  task
implementation of a new model of regulation,

requires the development and
an assertive risk-based model, underpinned by
a credible threat of enforcement. This needs to
be coupled with an enhanced assessment of
financial stability, with a broader and deeper
level of analysis. It also requires the careful ongoing
management of liquidity support to the main
domestic banks. The Central Bank is committed
to these objectives as part of its overall focus on
helping to ensure that the banking and financial
services sectors are put on a sound footing in order
to allow them to serve the broader needs of the
economy.

Thedepth ofthe currentbankingcrisisisinlarge part
attributable to home grown factors. Yet it occurred
againstabackground ofinternational developments
which facilitated the creation of vulnerabilities and
then sharply exposed them. International financial
market pressures contributed to the impact on
Ireland. Important initiatives are being taken at
the EU and international levels to help resolve the
crisis and to set new, more robust, standards. This
includes the establishment of significant new EU
bodies to strengthen the assessment and mitigation

of macro and micro prudential risks, one of the key

recommendations of the De Larosiére report. In its
international engagements the Central Bank
will be required to fully play its part in contributing
to the development and implementation of these
initiatives.

These new challenges are coupled with a
requirement for the organisation to ensure that
it continues to perform its other ongoing major
functions. First among these is the requirement
to contribute to price stability. In Ireland,
this is achieved through our membership of
the Eurosystem and through the Governor's
participation in the Governing Council of the ECB.
It is also of key importance that the Bank continues
to ensure that the financial services infrastructure
— in the fields of payments, securities and
cash — delivers the necessary efficiencies to the
economy.

While various measures have ensured that a solid
start has been made in reversing the broader
economic downturn in Ireland, major challenges
remain. The Central Bank's role in providing
authoritative advice to Government and to the
other major stakeholders in the economy is more
relevant and necessary than ever.

Much work has been achieved in the area of
consumer protection in recent years. This has
helped consumers through the provision of better
information and the introduction of the Consumer
Protection Code covering such issues as sales
processes, disclosure and fair treatment.




Resolving the Banking Crisis

The failures of the Irish banking system, allied with the
dramatic decline in economic output and increase in
unemployment, have had a severe effect on the economy
and the public finances, with the impact felt across all of
society.

The severe shortage of liquidity and the solvency problems
revealedinthecrisishadasignificantimpactontheoperations
of banks. The need for exceptional steps to contain the
crisis through direct financial sector interventions, as well
as monetary and fiscal policy responses was recognised in
all of the countries with weakened banks. Recapitalisations,
deposit guarantee extensions, the provision of credit and
liquidity, and programmes to deal with distressed assets
were all undertaken to support financial institutions, while
central banks cut interest rates to historically low levels and
introduced a range of non-conventional monetary policy
measures. In Ireland, following the introduction of an
extensive guarantee of bank liabilities by the Government
in September 2008, key measures have included:

B Measures to ensure adequate recapitalisation of the
banks, including through the provision of additional
resources by Government, involving the acquisition
by Government (through the National Pension
Reserve Fund) of equity stakes in the main banks

m  Establishment of the National Asset Management
Agency to buy property related loans from the banks
at a price related to market value

m Introduction of a Code of Conduct on Mortgage
Arrears and Business Lending to Small and Medium
Enterprises

m  Establishment of an Inquiry into the causes of the
financial crisis

The Central Bank has a key role to play in resolving the
bankingcrisis. The objective isto restructure and recapitalise
the banking system, so that the banks emerge as self reliant
entities without an excessive cost to the taxpayer and with
the ability and motivation to provide financial services to

the economy.

We will need to sharpen our assessment of financial
stability. This will involve a number of actions including
improving our analysis of developments in the financial
markets as a whole. We will continue to develop indicators
and analysis of financial system stress and increase the use
of stress testing to assess the impact of any deterioration in
the macro economy on the health of financial institutions.
To ensure that the risks identified in our Financial Stability
Reports are addressed, we need to develop more effective
macro prudential instruments. A complete review of the
stress testing methodologies will also be undertaken. A
new approach to communicating the key messages of our
financial stability work is envisaged.

A key task in assessing the banks' restructuring proposals
is to ensure that they meet our prudential and financial
stability objectives and that sustainable business models
are being proposed. We will also provide analysis and
assist in the EU approval process for the restructuring of
the banking sector. We have set new capital requirements
and it is our target that most banks will be in compliance
by the end of 2010. One of the key actions to be taken is
to gradually reduce the need for reliance of our domestic
banks on central banking liquidity provided through the
Eurosystem. This is particularly important as Eurosystem
monetary policy operations are likely to revert over time
to more normal levels as conditions generally stabilise.
It will also be vital to ensure that the collateral provided
for such operations continues to meet all the necessary
requirements.

We also need to manage the transition from the current
Government guarantee. All covered credit institutions have
been requested to review their contingency liquidity and
funding plans to ensure preparedness for the transition to
any new guarantee structure that may be put in place and
ultimately, to operate in the absence of any Government
guarantee. We will continue to focus on the need for
covered credit institutions to plan and manage their exit
from such support schemes in an orderly manner. We
believe that the achievement of a balanced funding profile
for all credit institutions is a vital component of a stable
banking system.







Developing a New
Regulatory Model

We need to overhaul our supervisory approach to take
account of the lessons learned from this financial crisis. We
need to address the obvious weaknesses that have caused
problems here and also keep pace with the reforms that
are being introduced elsewhere as lessons are being learnt
worldwide from the financial crisis.

No regulatory system can guarantee a 'zero failure'
outcome. However, a system based on concentrating
efforts and resources where the greatest risks lie, minimises
the risk of failure. It is our intention to implement a
framework of assertive risk-based regulation underpinned
by the credible threat of enforcement. Our emphasis will

be on:

m Risk mitigation and challenge

B Assessment of business risk, not just controls and

rules

m  Using the risk model to systematically assess firms
and set the supervisory agenda

A dedicated division with special investigative units is
being established to deal with enforcement matters. An
overall assessment of risks will form the basis of making
decisions on resourcing the supervisory function and the
required level of engagement with the financial service
provider or sector. It will be important to be balanced
and proportionate depending on the risk of the firm or
sector. This will help ensure that supervisory intensity
will be proportionate to the risks posed. For example,
systemically important institutions can expect a higher
level of supervisory engagement and scrutiny.

While many of the required changes in regulation are in
line with those occurring at European level, there is also
a need to make specific improvements to the domestic
regulatory framework in a number of areas. In this regard,
we are expecting new statutory powers to ensure that

those responsible for managing financial service providers

continue to be fit and proper to do so. Other challenges
include the setting and monitoring of standards of
corporate governance so as to ensure that good practice
is followed in relation to issues such as board composition,

remuneration, accountability and audit.

This will require the necessary resources to ensure that the
regulatory system here can deliver on its mandate, meet
these new challenges and keep pace with evolving best
practice internationally. A significant increase in front line
regulatory staff is required. This is key to ensuring that
the appropriate level of scrutiny is applied to the most
systemically important firms and those that are attracting
the higher levels of risk. There will also be greater emphasis
on examining the fitness and probity of those entering, or
moving within, the industry at a senior level. A greater
emphasis on risk analysis and policy development also

requires sufficient resourcing.

The new enforcement division will be resourced at a level
sufficient to apply a credible threat of action where that is
necessary and to have the relevant investigative expertise
available. The entire approach to enforcement, including
the current Administrative Sanctions Procedures, will be
reviewed at an early stage and we therefore plan to consult
on our enforcement strategy later this year.

European and International
Developments

As a member of the Eurosystem, we have a responsibility
to promote price stability within the euro area. This role is
undertaken through participation of the Governor in the
ECB Governing Council where decisions on interest rates
are taken. Therefore we need to assist the Governor's
participation in ESCB fora by providing quality analysis,
research and briefing.

The EU has embarked on a programme of reform that
relates to both the structures and legislative framework for

financial stability and supervision.




Significant new EU bodies are being established. The
European Systemic Risk Board will both assess and seek to
mitigate risks to financial stability properly and swiftly while
the European System of Financial Supervisors will help
develop new supervisory standards and further enhance

supervisory cooperation across the EU.

New Directives to strengthen financial supervision are
being introduced, primarily in the areas of capital, liquidity
and governance. International capital requirements for
banks are being reviewed and will be strengthened.
Legislation has been adopted or is under consideration in
areas such as:

m  Stricter capital requirements for banks and
investment firms

m Astrengthened EU framework for deposit protection

m  Enhanced regulation of credit rating agencies, hedge
funds and private equity houses

m Reform of remuneration practices in financial
institutions

An enhanced regulatory regime for the insurance sector
known as Solvency Il is in the process of being developed
and implemented. The funds industry will have the
UCITS IV Directive enacted, which will facilitate cross
border marketing of UCITS by simplifying administrative
procedures. EU legislation designed to protect individual
consumers is also planned or in the process of being
implemented, in the areas of deposit guarantee, consumer
credit and retail investment products.

Among the key challenges we face in regard to this are:

m To contribute to the development of policy in the

interests of the EU and Eurosystem

m To ensure that Ireland's interests are well represented
by making an effective contribution as technical
advisor to the Government in negotiating and
transposing the directives

m  Establishing supervisory systems to implement the

new requirements

m  Communicating the new requirements to industry

and other stakeholders

Domestic Economic Advice

The severe international recession has amplified an
already unprecedented contraction in the domestic
economy since 2007. The pace of decline in economic
activity has moderated significantly in the last year and the
outlook is for a resumption of modest growth during 2010,
although growth will not be sufficiently strong to allow
unemployment to fall significantly for some time. The risks
facing the Irish economy remain significant, arising from
the continuing interaction of negative growth, financial
sector stress, and the state of public finances.

While a solid start has been made in reversing the
economic downturn, the economy continues to face
major economic challenges over the next few years.
We will assist Government by providing timely advice
on how best to meet these challenges. Our role is to act
as an independent and authoritative commentator on
the economy and advisor to the Government on policy
initiatives. We do this by undertaking economic analysis
and research on strategic themes and will communicate
the results to as wide an audience as possible.

We need to ensure that our economic research programme
is targeted so that our advice to Government is relevant
and timely. For example, we will provide research and
advice on policies/mechanisms for enhanced availability
of credit on a prudent basis and how distressed loans
should be managed. Formulating economic advice to
the Government on policies that would enable banks to
expand lending to credit worthy borrowers, while at the
same time ensuring adequate capital and liquidity buffers
to protect the stability of the financial system, is a particular
challenge. A new data collection system to integrate data
on SME lending within the existing statistical framework
will be implemented, and the need to enhance statistics in
other areas, such as collecting off-balance sheet exposures

will be explored.




Our economic research priorities include macro
forecasting, inflation and competitiveness analysis, public
finances, labour market, housing, and trade and balance
of payments. For the future, particular attention will be
paid to the role of the financial sector in these and related
fields including a specific focus on particular issues, such
as lending to the SME sector. The challenge is to use our
strong economist resources within the Central Bank so that
they are leveraged so as to derive the maximum benefit
from interacting with other economists in universities, the
Economic and Social Research Institute and the public

service.

As the leading provider of financial statistics, we will
continue to develop this area and to collect additional
relevant data to enable the provision of informed analysis
and commentary. We will also collaborate with the CSO
and other bodies to ensure that data relevant to policy
formulationis provided andthatthe burden onrespondents
is minimised. We will also take steps to improve the range
and relevance of statistics published and the dissemination
of these data.

Payments and Currency

We provide a range of services to the banking sector
and the economy as a whole. In relation to payment and
securities settlement systems, our remit is to ensure that
they are safe, effective and efficient, and that access to
such systems is not restricted.

Comparedto many other EU countries, we continue to have
asignificant dependency on cash and cheques. Consumers
and businesses in some other EU countries have moved to
fast and efficient electronic payments systems, the benefits
of which include improved safety and security, increased
efficiency and speed of payment. The Single Euro Payments
Area (SEPA) initiative is introducing common electronic
payment instruments (credit transfers and direct debits)
that can be used to make euro-denominated payments.
The SEPA project applies throughout the euro area (and

also to all other EU and EEA member states). We will play

a strong role in the development of a National Payments
Strategy which will deliver these benefits in Ireland.

The Eurosystem has introduced the TARGET 2 real-time,
gross settlement (RTGS) system for settlement of large-
value payments in euro, both domestically and cross-
border and a system for securities settlement (TARGET2
Securities, or T2S) is currently being developed.

We aim to improve the currency service we provide. The
implementation of the Banknote Recycling Framework,
which obliges professional cash handlers to authenticate
banknotes before they are re-issued, will enhance the
security and integrity of the currency and the quality of
banknotes in circulation. We will assess the role we play in
the cash cycle and continue to liaise with the retail banks
to ensure the system is efficient while at the same time
meets the needs of the retail sector and the public. The
continued production of banknotes in the Currency Centre
will be re-evaluated as the Eurosystem moves towards the
introduction of a second series of banknotes. We will also
review our strategy in relation to coin manufacture and

issue.
Other challenges for us to address include:

m  Provision of business continuity services for the
banking sector to deal with potential crises

m Implementation of enhancements to the settlement
process, particularly relating to securities and
collateral management

Building on Consumer
Protection

The economic downturn has led to increased
unemployment and lower salaries for many people,
resulting in consumers facing difficulties with regard to
their financial circumstances. These difficulties can include
issues such as mortgage arrears, house repossessions,

poor investment performance and lack of access to suitable




loans. The withdrawal/down-sizing of some retail banks
will also have an impact on competition and consumer
choice.

Strong consumer protection measures are a continuing
requirement and it is essential that we build on the good
work already in place. Our ultimate objective is to have a
financial services industry where consumers' interests are
fully protected and our challenge is to make continued
progress towards that goal. In practice this means that
financial consumers are recommended products that are
appropriate to their needs and that they receive a high
standard of ongoing and follow-up service.

A key objective in the coming period will be to review the
Consumer Protection Code. This will be an opportunity
to take stock of the Code and see where it needs to
be strengthened. We will also review our Minimum
Competency Requirements so that consumers can be
confident that the people providing them advice are
qualified and competent. In the meantime, the programme
of thematic reviews, where we assess the consumer
protection practices in firms in a particular area and publish

the results will continue.

One of the most pressing areas of consumer protection
concern is that of mortgage arrears. The Mortgage Arrears
Code was recently amended to give home owners more
time — now twelve months — to work out a solution to an
arrears problem before legal action can be taken by their
mortgage provider. A thematic review will be undertaken
to examine how mortgage providers are complying with
the Code. We will also contribute to the recently formed
Government working group to help develop other

solutions to alleviate the arrears problem.

In addition financial service providers will have to
move much more quickly to clear backlogs in handling
overcharging cases. Firm deadlines will be set in this
regard for communicating with customers and providing
compensation. Enforcement action will follow if our
timelines are not met.

The need to ensure that their customers are treated fairly
must be top of the agenda for regulated firms.







PART B — HIGH LEVEL GOALS

This chapter sets out our high level goals and the actions we will be taking to achieve them.







HIGH LEVEL GOAL 1

Contribute to Eurosystem effectiveness and price stability

We are responsible for maintaining price stability in Ireland through the implementation of ECB decisions on monetary
policy. As a member of the ECB Governing Council, the Governor has direct input into monetary policy decisions and other
major policy areas. While the Governor has sole decision making power in relation to ECB monetary policy formulation,
the effectiveness with which he can perform his duties in this respect may be enhanced by the quality of monetary policy
briefing, statistical information, and analysis and research provided. We are continually striving to improve our contribution
in this area.

To ensure that our analysis adapts to changing circumstances, we will monitor relevant market trends, indicators and
instruments, and collect survey information as appropriate. The implementation of monetary policy will continue through
participation in the various open market operations of the Eurosystem. We will also seek to influence ECB decisions on
monetary policy operational issues through our active participation in various ECB committees.

There is a trend towards specialisation among national central banks within the Eurosystem. Within our limited resources,
we will continue to identify and pursue opportunities to make a significant contribution to the work of the Eurosystem.
Accordingly, we will prioritise these areas where we can make the most significant contributions and develop further
expertise in them.

The strategies and actions we will take to achieve this goal are:




HIGH LEVEL GOAL 2

Contribute to financial stability

We have an explicit mandate, in both domestic legislation and under the Maastricht treaty, to contribute to financial stability
both in Ireland and across the euro area. An important element of our work will be to provide analysis regarding the financial
environment, with particular focus on the risks and vulnerabilities. We will continue to develop indicators and analysis of
financial system stress and publish the results within our Financial Stability Reports.

We will broaden and deepen our assessments of financial stability through risk identification, mitigation and appropriate
enforcement, where necessary. Our immediate priority is to assist the Government in the process of restructuring and

recapitalisation of the banking system so they emerge as self reliant entities. In this regard our role is to:

m Broaden and deepen assessments of financial stability including stress-testing methodologies

m Provide input and analysis to the European Central Bank, European Commission and the soon to be established

European Systemic Risk Board
m  Monitor and analyse liquidity positions of the financial system

m  Complete development of the framework for systemic impact assessment, so that it can be used effectively in the

context of crisis management

New internal structures have been established to provide a more cohesive approach to financial stability within the
organisation. The Financial Stability Committee is now chaired by the Governor and includes senior staff from across the
regulatory and central banking departments. The Committee also meets on a more frequent basis than in the past. We are
also expanding our expertise in analysing developments in different sectors and markets from a financial stability perspective
with the recruitment of more specialised staff. New applications for authorisation will also be subject to intensive assessment

from a financial stability perspective to ensure that they will not expose the financial system to a risk of serious instability.

Both internal and published Financial Stability Reports and assessments will also incorporate specific recommendations
to effectively mitigate the risks that are identified. We will monitor developments in the methodology of financial stability
analysis internationally as well as undertaking a strategic program of research domestically. In particular, a major expansion in
our ability to monitor and analyse macro-financial developments at the EU level is planned in order to support the Governor
in his work as a member of the new European Systemic Risk Board.

Following the financial turmoil in the past year, new responsibilities have evolved in the area of liquidity monitoring and
analysis which will continue along with our monitoring of reserve requirements. We will enhance our collection of market
intelligence.

We will enhance the crisis-management capability of the organisation to meet any unexpected and unplanned changes in
the financial markets. We must be prepared for any future financial failures, which arise in spite of our best efforts. We will
assist the Minister in the work necessary to establish a resolution regime that is flexible enough to handle the failure of a
financial institution. We need to be in a position to respond quickly and efficiently and have a system for predicting where

the next potential crisis may come from. In this context, we are also involved in cross border stability groups.




The strategies and actions we will take to achieve this goal are:

—

iy




HIGH LEVEL GOAL 3

Ensure proper and effective regulation of financial institutions and markets

Our approach to prudential supervision is designed to promote the safety and soundness of individual financial institutions and
the protection of customer assets, through compliance with capital, solvency and other requirements.

Compliance is monitored by assessing how financial service providers manage the risks they take on. Our primary objective is to
ensure that mitigation actions are taken to reduce the risks to acceptable levels. Compliance monitoring also involves ensuring
that regulatory returns are submitted and assessed, through on-site review meetings and inspections and having issues resolved
on atimely basis. An integral part of our engagement with firms is to have a dialogue which is open and challenging. Where non
compliance is detected, we will take appropriate action to ensure that not only is the consumer detriment resolved but also to
act as an incentive for proactive compliance in the future. We will enforce the fitness and probity regime ensuring that entrants
to the key approved positions at board and senior management level are taken up by people of competence and integrity.

As noted above, we plan to develop arisk assessment model. We will consult publicly on the development of this model which
will establish the framework for the allocation of resources and the operation of on-site and risk based supervisory work.

Our strategic approach to supervision is to set parameters within which the risks inherent in the purchase or sale of a financial
service are minimised. Those financial service providers that pose the greatest risk to either the stability of the financial system or
deal directly with customers are subject to higher levels of scrutiny. The inherent impact of certain types of financial institutions
is so high that they require more intensive supervision, for example systemically important banks. We will adjust our approach
in a proportionate manner to the level of risk. As we have limited resources, the risk-based approach means that we apply our
limited resources to those financial institutions with the highest impact and risk profile. It also means that we cannot commit
to provide routine risk assessments for the smallest firms when we develop our risk model. Neither is it feasible to develop a
“no failure" regime, as the cost of this would be prohibitive. Our preferred approach is to proactively anticipate and mitigate
emerging risks and problems. However, in some cases it will be necessary to respond where a financial failure occurs.

This more intensive approach to supervision requires increased staff resources and analytical skills and a more frequent level
of engagement with regulated financial service providers. Over the period of the plan we will build a new risk model which will

include the following features:

m  Determines how to effectively monitor market developments in order to identify potential risks

m Has a mechanism for identifying, monitoring, and mitigating risks to the financial system regardless of the source of the

risk or the institutions in which it is created

m |dentification of risk-based criteria, such as an institution's potential to create systemic problems or harm consumers, for
determining the appropriate level of oversight for financial activities and institutions

m s calibrated to the risks posed by the firm and sector, thereby leading to the increased resources being allocated to the
supervision of those firms and sectors which pose the greatest risk

m Includes an assessment of the institutions' business model and internal controls;

m  Considers what distinctions are necessary between retail and wholesale products, and how such distinctions should

affect how they are supervised




m  Ensures that similar institutions and risks are subject to consistent regulation, oversight, and transparency

m Has an emphasis on risk mitigation in addition to risk assessment

We will continue to carry out our responsibilities under the Government guarantee scheme. This includes monitoring the
covered institutions compliance with their obligations under the scheme and reporting on compliance by the institutions with
the scheme to stakeholders in particular the Minister for Finance. As part of the implementation of the Government guarantee
for domestic credit institutions, we have already implemented a new model of supervision. This involves regular on-site
presence; frequent attendance at Compliance, Risk Management, Internal Audit committee meeting of the institution; periodic
attendance at Board meetings; more frequent reporting and an increased focus on solvency, liquidity and governance. This has
led to a better understanding of the risks of the institution. We obtain more immediate information and have the opportunity
to influence behaviour at an earlier stage. We are able to assess the strengths and weaknesses of management and board
performance which has led to the strengthening of internal governance.

We will provide technical assistance to the Government and EU on a range of EU directives planned over the coming years
which will strengthen the financial services legal framework, and once implemented, it will be our task to ensure compliance.
These include the Solvency Il directive for insurance companies and UCITS IV and Alternative Investment Fund Managers
directives for the funds industry. These measures combined with many proposed directives on banking supervision are just the
start of a significant agenda of international regulatory reform.

The legal framework for securities markets regulation is based on a number of EU directives, namely: Prospectus, Market
Abuse, Transparency and Markets in Financial Instruments. Major projects are underway to develop the systems and obtain the
necessary staff so that we can perform these functions effectively. A joint project with the Irish Stock Exchange to unwind the
delegation of prospectus scrutiny tasks is to be undertaken. This is in line with EU requirements, whereby the conduct of this
Prospectus scrutiny role must be returned by the Irish Stock Exchange to us by 31 December 2011. A joint steering committee,
comprised of senior management representatives from both the Central Bank and Irish Stock Exchange, will oversee the process.
Both organisations are wholly committed to working on a collaborative basis to ensure the prospectus approval process will
continue to operate on a business as usual basis both during and after the completion of this project. A consultative stakeholder
group will ensure that relevant market participants are involved in this strategically important project. The successful conclusion
of the project will result in a seamless transition of the prospectus scrutiny function to the Central Bank. The primary objectives
of the prospectus function will be to ensure that the prospectus scrutiny and approval process is part of a strong and expert
regulatory framework and also to maintain the highly regarded international reputation of prospectus scrutiny in Ireland.

We will continue to work closely with the auditing and accounting professions. This includes providing assistance in the
development of auditing and accounting requirements/guidance in the area of financial regulation. In addition to the statutory
obligation on external auditors to report directly to us in certain specified circumstances, we have initiated an exercise whereby
they will provide assurances in relation to certain regulatory reports made by financial institutions to us.

We will continue to work closely with credit unions to build and maintain levels of reserves, liquidity and provisions across
the sector to provide a buffer against potential future challenges. The current legislative and regulatory framework requires
modernisation to support the governance, financial soundness and future development of credit unions. At the request of the
Minister for Finance we are undertaking a strategic review of the credit union sector involving an examination of the structure,
operation, regulation and legislation of the sector. Its objective is to bring forward specific proposals to strengthen the prudential

soundness of credit unions and advise and inform an assessment of the future strategic direction of the sector.




The strategies and actions we will take to achieve this goal are:







HIGH LEVEL GOAL 4

Ensure that the best interests of consumers of financial services are protected

Business conduct regulation has a quite different focus from safety and soundness oversight. Its emphasis is on transparency,
disclosure and suitability. In cases where transparency requirements alone are insufficient, consumers are protected by

rules that require fair treatment and high standards of business conduct by financial service providers.
Our objective is to have a financial services industry where consumers' interests are protected. This means that:

m  Consumers should be provided with clear, relevant and accurate information, including on cost, during the sales
process

m  Consumers should be recommended a product/service appropriate to their needs and suitable for them

m  Consumers should receive a high standard of follow-up services, e.g., making a claim, making a complaint, switching
product, dealing with errors, policy renewals, follow-up advice on investments/pensions, etc

The main tool through which we achieve consumer protection is by setting, monitoring and enforcing conduct of business
rules. We undertake consumer focussed inspections and where issues are discovered, have them remedied. Building
awareness of the standards expected is also an important part of our work. A major element of the enforcement regime is
making the consequences of non-compliance clear by publishing information on administrative sanctions and regulatory

actions to foster a compliance culture in financial service providers.

The Consumer Protection Code and Minimum Competency Requirements now require a full review to ensure that both the
principles and rules that are in place, are adapted as necessary to take account of our experience in monitoring compliance.
EU directives are also planned to improve the consumer protection framework. We will also continue our programme of
thematic reviews which are a useful tool to instil consumer standards.

The most pressing area of consumer protection concern is that of mortgage arrears. We recently amended our Code in this
areato give home owners more time — now twelve months —to work out a solution to an arrears problem before legal action
can be taken by their mortgage provider. We will be conducting a thematic review to examine how mortgage providers are
complying with this and other aspects of the Code. We are contributing to the recently formed Government working group
to help develop other solutions to alleviate the arrears problem.

There is a legal requirement to have a Deposit Protection Scheme in place so that if a bank fails, customers can be paid the

net balance in their accounts within 20 days. This is a significant challenge not only for banks and credit unions but also for
the Central Bank.




The strategies and actions we will take to achieve this goal are:
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HIGH LEVEL GOAL 5

Provide independent economic advice and high quality financial statistics

We undertake data collection, statistical analysis, economic analysis and research designed to inform economic policy
making across a wide range of areas. The results of our extensive analysis are conveyed to government, the financial sector,
academia and the general public through a number of different channels. Our advice is primarily macroeconomic in nature.
It will have an increased focus on financial sector issues and strategic policy areas such as fiscal policy, pay developments
and competitiveness. We will continue to produce macroeconomic projections for the Quarterly Bulletins and the Annual

Report.

We will also continue to present technical research results in our Technical Paper series and in special articles in the main
publications. We will also interact with work in the financial stability area, developing a new approach to stress testing, work

on housing and credit and provide general research support.

While we have always had formal high-level meetings with policy makers as a channel for communication and exchanging
views, we intend to expand this role and to seek advice and views of other informed commentators. In particular, we will

develop our interaction with academia and other research bodies.

We will continue to provide informed commentary and analysis based on the significant and increasing volume of financial
statistics collected. These statistics are essential in influencing the decision making process of other policy makers, financial
market participants and the public both at domestic and international level. We will also contribute to the development of
the European System of Central Banks (ESCB) statistical framework, particularly in relation to new requirements for the
European Systemic Risk Board. Where necessary we will develop statistical databases and other dissemination methods to

enhance the availability of information required for policy makers and analysts.

A compendium of Irish Economic
Statistics is published every year
with the Annual Report




The strategies and actions we will take to achieve this goal are:
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HIGH LEVEL GOAL 6

Ensure efficient financial services infrastructure to the economy: payments and currency

The Central Bank has an important role in the oversight of payments systems and in the development of payments systems
policy, both in the domestic and European context. Oversight of payment systems is aimed principally at ensuring that
payment and securities settlement systems are safe, effective and efficient and that access to such systems is not restricted.
This is a core requirement for maintaining financial stability and for meeting the business needs of the economy. This
oversight activity is focussed on the domestic retail electronic and paper-based clearing systems while we also share in
the oversight responsibility for European and international payments systems. This activity is described in detail in the
separately published Oversight Report (2010).

TARGET2 (Trans-European Automated Real-time Gross Settlement Express Transfer System), which was introduced in
2008, is the single pan-European system used by each of the national payment systems to ensure a uniform wholesale
payment infrastructure, thus promoting efficiency and integration in European financial markets. The next major initiative
is TARGET2 Securities (T2S) which will harmonise the settlement of securities trades. T2S will act as a catalyst to integrate
European post-trading financial services, and will foster competition by providing harmonised access to settlement services
within the European financial market. In order to address the significant increase in the range and complexity of collateral
arising from the financial crisis, we will participate in Euro area wide project to develop a single collateral management
system (Correspondent Central Banking Model — CCBM2).

The Single European Payments Area (SEPA) will create a single harmonised, open, European "domestic" payments market.
We will play a strong role in the development of a National Payments Strategy in order to promote the take-up of alternatives
to paper-based instruments and cash, in line with best international practice.

Our core functions in relation to currency are to manufacture, issue, store and process bank notes and coins, thereby
contributing to the availability, integrity, security and quality of the euro. We are responsible for the provision of banknotes
and coins to very strict quality standards established for the Eurosystem. Currency production and issue operations are SO
quality accredited. The aim is to ensure that there is an adequate supply of high quality banknotes and coin and to adhere
to ESCB security procedures. During 2010, the Eurosystem Banknote Recycling Framework will be implemented which will
require professional cash handlers to authenticate banknotes before they are re-issued into circulation. We will monitor the
improvement in the quality of banknotes as a result of this initiative. An overall assessment of the effectiveness of the cash
cycle and our role in it will also be undertaken. Demand for coin has always been volatile and we will monitor trends in this

regard to ensure our coin production and issue strategy is efficient and meets the needs of the public, the retail sector and
the banks.




The strategies and actions we will take to achieve this goal are:
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HIGH LEVEL GOAL 7

Maximise our operational efficiency and cost effectiveness

A key goal is to ensure that our organisation has the capability, adaptability and results-focus necessary to deliver on the six
business goals identified and that operational efficiency and effectiveness is achieved.

We will continue to ensure that our structures are aligned to support the implementation of our strategic plan. During
2010, we will implement an organisational development programme and resource a dedicated Project Management office
to assist in the successful delivery of a wide range of projects to be completed over the coming years. Our organisation
structure is attached in Appendix 1.

This plan has been developed against the background of pressures on the Eurosystem and on public institutions to deliver
greater value for money in their use of public funds. Accordingly, we will aim to operate in a cost effective manner using

enhanced planning and budgeting processes and controls.

It will be necessary to significantly increase manpower resources over the next three years, particularly in the regulatory
areas. In addition to recruiting additional staff with new skills, experience and market-based expertise, we will also develop
existing staff through focused training, secondments, and internal transfers to other functions within the organisation. We
plan to undertake benchmarking exercises with other regulatory bodies to ensure our levels of supervisory resources and
fee comparisons are appropriate and cost effective.

Creating and maintaining a comprehensive performance management programme that aligns individual objectives with
the goals of the organisation will also contribute to the successful implementation of this Plan. We also recognise that good

work/life balance options act as an incentive to attract and retain staff.

We are developing and implementing an organisation wide information management strategy involving the delivery of
Enterprise Content Management (ECM) projects and the use of Business Intelligence (Bl) tools for all critical data. An
essential part of successful implementation of ECM and Bl is re-engineering the information collection and analysis
processes. In addition, the recommendations in the Mazars' report on the review of certain regulatory processes will also
be implemented as required. An enhanced capability in business process re-engineering will be developed throughout the
organisation, to provide advice and assistance to front line departments on the design of new and improved processes and

systems.

We are committed to high standards of public accountability, while at the same time asserting our statutory independence.
To be successful, we require the co-operation of a variety of stakeholders. These relationships will be managed proactively
and we are committed in future to adopting a consultative approach to policy formulation and to explain the rationale for
significant policy decisions. Within the constraints of the law, it is essential that there is a free flow of information between

the organisation and our stakeholders which will be aimed at restoring public confidence in the organisation.




The strategies and actions we will take to achieve this goal are:







APPENDIX 1 — ORGANISATION CHART

( N\ [ 4l N\ [ N\ [ N\ [ N\ [ N\ [ N\ [ ( N\ [ N\
suolun
Hpaid
SUOERLEL JUBLI N SoNsels
Kioye|n3ay el
sy uoisiaadng uolsiadng SRR
& oy eoueinsul | | euoreusejul 3 uoPNpPoIy
G 9[ES9IOYM A SUEIETRE] Led Aouaaind
Il Aoljod \m_m D1|0d mozc:wo S 592In059Y swashs
Juswadioju] SopoD Supunoddy | | uoisiaadng LoisadnG FIUOW o mﬂ\._oE\AWn_ upny uewinH uonewou| -
I “._%r_hﬂwwﬂ_n_ mucﬁmgo m%uﬂ_,u,wi pueansy| Aujqers e 0J1U0 A Aouauns
) D) IETS le19y [eIuBUI syEW | D sishfeuy
JUsWadI0jU] JUBWISIAU| e o JelIe}2J29S [eloueLl4 ssaulsng S9IIAIBS
Aoljod : : BJoUD i
: uoisiAladn _ 5 aresodio
[e1uapNIg uolesLoyINy .mw_cmm_ s MMMMM_@ ¥ D
spun4 3 .
d[esa|o
suonnsy| [ES9]0YM JlWwou0dg
[erueUld uoisiniadng
syueg [le30y

\ J . J . J . J U J . J U J . J . J . J . J

uoije|nSay [edueulq jo peaH

jedouan 1033941







.7+ Banc Ceannais na hEireann
,"A; ﬂA E/Qx;‘ \1
$e G5 Central Bank of Ireland

Eurosystem

Central Bank of Ireland
PO Box 559,

Dame Street,

Dublin 2.

Tel: 224 6000
Fax: 671 6561

Email: enquiries@centralbank.ie

Web: www.centralbank.ie






