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Re:

IMortgage & Public Credit Bonds (PfandbrieJ)l

In relation to the above mentioned Bill, we asked the relevant Government Departments and
Offices to forward their views on the draft Heads of Bill and draft Memorandum for the
Govemment by 18 December, 2000. To date, we still have not received the views ofthe
Department of Enterprise, Trade & Employment.

Regulation of Mortgage and Public Credit Institutions and Securities;
"Miscellaneous Provisions" amending various statutes relating to, inter aliq,
the Central Bank, the Stock Exchange etc.;
Provisions which implement the recommendations of the Review Group on Auditing,
certain of the recommendations of the Public Accounts Sub-Committee on DIRT and
some of the recommendations of the McDowelI Group.

(i)
(ii)

(i ii)

Currently, we are examining the views received, and amending the draft provisions as

required.

This note is to inform you ofthe current position, and to request permission to detach the
provisions relating to the mortgage and public credit bonds so that they may be drafted in the
form ofa separate Bill. This will not alter the provisions, as seen by the other relevant
Departments, in any way. Industry (particularly organisations in the IFSC) and the Central
Bank oflreland have shown considerable interest in the issuance ofthese bonds in this
jurisdiction, and we have information which indicates large revenue generation on foot of
issuance of the bonds. In addition, we have been informed that there are negative implications
for the IFSC with the continued absence ofa mortgage bond market. Therefore, as the draft
provisions are at a very advanced stage ofpreparation, I think it would be expedient to
progress with these provisions in the form ofa stand-alone Bill.

Ifyou agree to the drafting of a separate Bill for these provisions I have attached a draft letter,
for your signature, requesting that the T6naiste and Minister for Enterprise, Trade &
Employment forward her Department's views on those proposals as a matter ofurgency.

Brenda McVeigh
24 January, 2001

4---'7r

@l

The Bill, although consisting ofeight separate pa(s, effectively has three "stand-alone"
sections:-
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An Roinn Airgeadais
Department of Finance Office of the Minister

1U
-(

January,2001

Ms Mary Harney, T.D.,
Trinaiste and Minister for Enterprise, Trade & Employment,
Department of Enterprise, Trade & Employment,
Kildare Street,
Dublin 2

Our Ref: F3ll22l99

Dear Mary,

I refer to the issue ofthe "Financial Services & Central Bank Bilt".

My Department circulated draft Heads of a Bill together with a draft Memorandum for the
Govemment on the matter, in November 2000, to various Departments and to the Office of
the Attomey General, requesting views. Because ofthe scale ofthe Bill, it is understandable
that your Department's views have not been finalised.

I would like to proceed, as a matter of urgency, with Part II of the Bill, which relates to the
regulation of mortgage and public credit institutions and securities, (the "Pfandbrief'
proposal), and I propose to seek Cabinet agreement to this as a separate Bil[.

I would be grateful if, in advance offinalising views on the rest of the Bill, I could have your
views on these "Pfandbriefl' proposals.

Yours sincerely,

Srdid Mhuirfean Uacht,

Eaile Atha Cliath 2,

Upper Mer[ on street,

Dublin 2,

lreland.

Telephone: 353-1-676 7571

Facsimiler 353'1-676 1951

LoCalJ: 1890 66 10 l0

VPN] 8109

http:/A^ww. rlgov. ief inan(e

Charlie McC+eevfiT.D.,
Minister for Finance
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An Roinn Airgeadais
Department of Finance Press Office

Sraid Mhuirfean Uacht,

Baile Atha Cliath 2,

trre

Upper Merrion Street,

Dublin 2,

lreland.

Telephone: (01) 676 7571

Facsimile: (01) 676 2285

GTN: 7109

URL: http://w1 /w-idgov.ie

ent of a NewAddress bv the Mini for Finance. Charlie McCreel,rr T.D.. on the announcem

I am delighted to be able to join my colleague, the Tiinaiste, herc today to announce the

Govemment's decision to set up a new structure for financial services regulation. Financial
services are going through a period ofrapid change and development. Now more tlan ever,
we need an effective system of regulation which has the confidence ofthe public and which is

able constantly to deal with a wide range of challenging new issues.

As a country we need a financial services sector which delivers an intemationally competitive
service. As individuals, we need a regulatory system which ensures that the financial sector
operates to the highest standards in its dealing with the public. As members of t}re euro are4
we also have intemational obligations in relation to monetary policy and we need to be able to

fu lfi I those appropriately.

In planning for the introduction ofa new financial services regulatory structure, we have

benefited greatly from the work of the McDowell Group. I want to take this opportunity to
thank all the members of that group and in particular the Chairman, Mr. Michael McDowell
for an excellent report. They reviewed all the issues arising in relation to this complex area

and by bringing together expertise in relation to law, banking regulation, public policy and
corporate govemance, they were able to put together a range ofproposals which have formed
an authoritative reference point for subsequent policy formation.
All the proposals of the McDowell Group for the integration of financial services regulation
and consumer protection are being implemented in the proposal which the Govemment has

agreed. Having reviewed the proposals contained in the McDowell Report lor linking of
monetarl,policy and financial services regulation., wirat we have done, in addition, is to
devise a new stnrcture within which that single regulatory authority can opemte effectively.

The T6naiste and I are satisfied that the effective coordinatiol ofthe two functional areas and
the efficient use ofresources would be best achieved by linking a monetary authority
responsible for ESCB-related functions and a single regulatory authoriry- for financial services
within a new structure ofthe'Central Bank of Ireland and Financial Services Authoritv'.

(r

C:\windows\TEMRSRAannouncem€nt 24102/A1,11 51 39

[3q

Structure for Financial Services Reeulation 20 February. 2001

I want to emphasise some aspects of the proposal: qol'
Firstly, we are integrating prudential regulation a:rd consumer protection regulation. This will
ensure effective communication of information between those responsible for consumer
protection and those responsible for licensing and prudential regulation. It *'ill also ensure
that lhe new Financial Services Regulatory Authority will be able to make use of the expertise

DOF05700-001
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ofthe prudential regulator to develop the monitoring and supen'ision activity currently
carried out by the Director of Consumer Affairs.

Secondly, we will establish within the overall new structure of the Central Bank of Ireland
and Financial Services Authority, a Monetary Authority. This will deal with implementing all
monetary policy and related firnctions of the new structure.

We are establishing a financial services ombudsman on a statutory basis to deal with
customer complaints, this ombudsman will provide a single office for complaints about all
financial services providers.

Also, we are setting up consultative panels, including a panel dedicated to consumer interests.
This should provide an effective forum for issues to be raised and analysed. It would be my
hope that this would help to bring the discussion ofregulatory issues into the public domain
and facilitate informed public debate on issues to do with the financial sector.

The overall focus of all these changes is to develop a renewed focus on consumer issues,

while facilitating the development of a competitive, modern financial system. We have all
witnessed the gro*th of the IFSC. We have seen the development of new forms of banking:-
automated, telephone and intemet banking and the emergence of firms which provide both
banking and insurance services. We have seen key European banks come into Ireland and
offering effective competition to the large domestic banks. We have seen those domestic
banks continue to develop their investments abroad. There has also been significant
consolidation among the smaller banks here.

The financial services sector is a vibrant industry. One which lies at the heart ofour economy,
providing a huge range of services to business, personal and Govemment customers.

This is a time oftremendous change for the consumer and the industry to deal with. The pace

ofchange will, if anything, be intensified in the period ahead.

Those developments alone would make it necessary to review our regulatory arangements to
ensure that they keep up with developments. Also, it is fair to say that both the industry itself
and the Govemment wants to see the highest standards followed by the financial sector. The
interests ofthe customers are important and must be taken into account. A thriving, vibrant
and well regulated sector is good for the customer, the industry and the economy. We need to
ensure that there are no obstacles to an effective regulatory system which ensures that the
pricing of financial products is transparent and competitive. It must also ensure that the
institutions themselves deal with their customers at all times on the basis of standards of
decency, probity and faimess that we all have a right to expect.

Ofcourse, we already have a good prudential regulatory regime - one which has ensured
financial stability and encouraged new entrants into the market. Ensuring that firms are
financially secure - that customer's money is safe - has always been, and will continue to be, a
key objective of the regulatory system.

I will ask an official of my Department Mr. David Doyle, to outline the new strueture for you
in more detail.

2C.\* indows\f EMRSRAannouncemenr 20l02i\l , 11 51:39
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, The result is the new structure as set out on the screen.

, On the right hand side (in green) is the new authority for financial services
regulation.

, On the left (in yellow) is the new authority for monetary functions.

, ln the middle (in blue) is the overall board which ensures coordination
between the two and provides central services.

- Over to the side on the right are the new ancillary structures, the
ombudsman, the consultative panels and the appeals tribunal which are
designed to reinforce existing regulatory practice and promote the interests
of customers.

, The various lines between the different bodies seek to capture the
relationships within the overall structure.

'. This approach delivers an unequivocal commitment to a single authority
responsible for financial services requlation.

C€.tar Sint d kdard a1d Elranc€l Stvi.es Ailhrrit aoal|

a- co!,6ino.iefrrtl

lrish Uonetaiy Auihority

Boa.d of t6n Ff€noa
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aoaft, si'l Ersefl oa
' i,trrsier fd tlnance

Irirh Financial sdices
Regulato.y Authority
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o The Minister appoints the Board

. The IFSRA Board appoints its CEO with the approval

of the Minister for Finance

. The IFSRA Board will also appoint-

- Customer Protection Director

-Registrar of Credit Unions

CCS ulato

i

o tS

ee o

anc al Se

ts

Au

So

Iw

, With that structure in mind, I want to return again to the lrish Financial
Services Regu latory Authority.

, The Minister will appoint a Board of ten members. lt will have an
independent Chairperson. The CEO and the Customer Services Director will
be on the Board. The remaining members will be representative of the main
social partners, consumers and people with appropriate legal accountancy
and other expertise.

, lt will decide its own budgetary and staffing requirements.

, The Minister will approve its budget.

, lt will be operationalty independent in relation to its prudential and consumer
protection functions.

, Six members of the Board, including lhe Chairman and CEO will be on the
Board of the Central Bank of lreland and Financial Services Authority.

, The board of the IFSRA will appoint its own CEO and statutory officers.

DOF05700-012
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. Separate annual report

. Board accountable directly to Minister for Finance for
prudential regulation and customer protection.

o Chairman, CEO, Customer Affairs Director will
appear before Oireachtas Committee, if requested.

, The IFSRA will issue its own annual report. The CBIFSA will also produce a

combined annual report for the overall structure.

, The Board of the IFSRA will be directly accountable to the Minister

, The Chairman, CEO and the Customer Protection Director will all appear as
required before an appropriate Oreachtas Committee in relation to the
discharge of their statutory functions.

lrish tinancial Services Regulatory Authority

Accountability

DOF05700-013
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. Existing Position: Separate private sector schentes

for insurance and credit institutions.

. Proposal: Statutory scheme establishing single

ombudsman for all financial services providers

regulated by IFSRA

mbudsmanServicesFinancial

, An important innovation is the provision of a range of new bodies to
reinforce and re-focus regulation.

, Firstly, it is proposed to establish a Financial Services Ombudsman.

, This will be a statutory scheme covering all areas of financial services
provision regulated by the IFSRA.

, lt will be linked to the IFSRA so that the Ombudsman can benefit from the
experience and authority of the IFSRA in dealing with the industry.

, However, the Ombudsman will be fully autonomous in investigating
complaints.

, .The Ombudsman will publish an Annual Report and be appropriately
accountable to the Oireachtas.

DOF05700-014
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Joint Committee

of Consuttative Panels

Consultat ive Panels

, There will be a formal system for the industry and consumers to express
their views about the industry to the Regulator.

, The industry and consumers will each have a separate panel where they
can discuss issues and formulate ideas.

, A joint committee will then present a shared view to the IFSRA.

, lt will remain open to each panel to present its view directly.

Consumer Panellndustry Panel

DOF05700-015
   DOF01B06 11



The IFSRA will have the power to impose

sanctions on a financial services provider. lf
the financial services provider does not accept

the determination, an appeal will be

determined by an independent Tribunal.

, The lvlcDowell Report identified a need to set up an appeals system for
financial institutions. This is part of an overall proposal to review all existing
provision for sanction and penalties.

, lt is now proposed to set up this appeals system against decisions of the
regulator. The penalties arrangements will be reviewed and details
published later.

, This will provide additional powers for the regulator, who, at present is
largely limited to threatening to revoke licences.

, lt will provide an independent forum for resolving any disputes concerning
penalties.

Appeals kibunal

DOF05700-016
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Briefing Note 

Re:  Selection of graphs relevant to the Banking Crisis, prepared by FTI 

Consulting  

 

Government Net Debt and Government Gross Debt 

General Government Debt (GGD) is a measure of the total gross consolidated debt of the State 

compiled by the Central Statistics Office (CSO) and is the measure used for comparative purposes 

across the European Union. The National Debt is the net debt incurred by the Exchequer after taking 

account of cash balances and other financial assets. Gross National Debt is the principal component 

of GGD. GGD also includes the debt of central and local government bodies. GGD is reported on a 

gross basis and does not net off outstanding cash balances and other related assets – unlike the 

National Debt. The CSO estimates that GGD at end December 2014 stood at €203.3 billion or 109.7% 

of annualised Gross Domestic Product (GDP).                 

The CSO produces a measure of General Government Net Debt by subtracting from the General 

Government Gross Debt figure the value of the financial assets corresponding to the categories of 

financial liabilities which comprise General Government Gross Debt. The CSO estimates that at end 

December 2014 General Government Net Debt stood at €166.7 billion or 89.9% of annualised GDP. 

 

‘Real GDP' 

Unlike nominal GDP, real GDP can account for changes in the price level, and provide a more 

accurate figure. 

For example, in 2004, nominal GDP is $200 billion. However, due to an increase in the level of prices 

from 2000 (the base year) to 2004, real GDP is actually $170 billion. The lower real GDP reflects the 

price changes while nominal does not. 

 

'Current Account' 

The difference between a nation’s savings and its investment. The current account is an important 

indicator about an economy's health. It is defined as the sum of the balance of trade (goods and 

services exports less imports), net income from abroad and net current transfers. A positive current 

account balance indicates that the nation is a net lender to the rest of the world, while a negative 

current account balance indicates that it is a net borrower from the rest of the world. A current 

account surplus increases a nation’s net foreign assets by the amount of the surplus, and a current 

account deficit decreases it by that amount. The current account and the capital account are the two 

main components of a nation’s balance of payments. 

 

PUB00327-001
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'Output Gap' 

The measure compares the actual GDP (output) of an economy and the potential GDP (efficient 

output). When the economy is running an output gap, either positive or negative, it is thought to be 

running at an inefficient rate as the economy is either overworking or underworking its resources. 

Economic theory suggests that positive output gap will lead to inflation as production and labor 

costs rise.  

 

‘Structural Balance’ 

The budget balance can be decomposed into a cyclical and a non-cyclical, or structural, component. 

The decomposition is aimed at separating cyclical influences on the budget balances resulting from 

the divergence between actual and potential output (the output gap), from those which are non-

cyclical. Changes in the latter can be seen as a cause rather than an effect of output fluctuations and 

may be interpreted as indicative of discretionary policy adjustments.  

It should be noted, however, that changes in resource revenues -- as a result of oil price changes, for 

example -- and in interest payments -- as a result of past debt accumulation or changes in interest 

rates -- are neither cyclical nor purely discretionary. Yet these changes are reflected in the evolution 

of the structural component of the budget balance.   

PUB00327-002
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Figure 3: Unemployment Rate (1992 – 2013) 

 Source: IMF data, Advisory Team analysis. 

Figure 4: Current Account Balance as Percentage of GDP (1992 – 2013) 

 Source: IMF data, Advisory Team analysis. 

0

2

4

6

8

10

12

14

16

18

Unemployment Rate 

Advanced economies Euro area Ireland

-8

-6

-4

-2

0

2

4

6

P
e

rc
e

n
ta

ge
 o

f 
G

D
P

 

Current Account Balance as Percentage of GDP 

Advanced economies European Union Ireland

INQ00050-005
   INQ01B20 15



Page 5 of 28 

Figure 5: Government Net Debt as Percentage of GDP (1992 – 2013) 

 Source: IMF data, Advisory Team analysis. 

Figure 6: Government Gross Debt as Percentage of GDP (1992 – 2010) 

 Source: IMF Data, Advisory Team analysis. 
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Figure 7: Percentage Change in Real Government Expenditure and Real GDP (1992 – 2013) 

 Source: IMF Data, Advisory Team analysis. 

Figure 8: Government Structural Balance as Percentage of GDP (1999 – 2013) 

 Source: IMF Data, Advisory Team analysis. 

 Note: Data available only from 1999 onwards. 
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Figure 9: Output Gap as Percentage of GDP (1992 – 2013) 

 Source: IMF Data, Advisory Team analysis. 

-10

-8

-6

-4

-2

0

2

4

6

8

10

12
1

9
9

2

1
9

9
3

1
9

9
4

1
9

9
5

1
9

9
6

1
9

9
7

1
9

9
8

1
9

9
9

2
0

0
0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

2
0

1
3

P
e

rc
e

n
ta

ge
 o

f 
G

D
P

 

Output Gap as Percentage of GDP 

Advanced economies Euro area Ireland

INQ00050-008
   INQ01B20 18



Page 8 of 28 

Banking Data 

Figure 10: Growth Rate of Credit Advanced to Households by Covered Banks (2004 – 2013) 

Source: Central Bank Data, Advisory Team analysis. 

Note: Data not available prior to 2004.  

Figure 11: Growth Rate of Credit Advanced to Non-Financial Corporations by Covered Banks 

(2004 – 2013) 

Source: Central Bank data, Advisory Team analysis. 
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Fiscal/Budgetary Policy 

Figure 16: Cyclical Taxes as Percentage of Total Tax Revenue (1992 – 2013) 

Source: Department of Finance data, Advisory Team analysis. 

Note: Cyclical taxes are defined as Corporation Tax, Capital Gains Tax and Stamp Duty. 

Figure 17: Nominal Total Tax Revenue (Index 2007 = 100) (1992 – 2013) 

Source: Department of Finance data, Advisory Team analysis. 
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Figure 22: Stamp Duty as a Percentage of Total Revenue (1992 – 2013) 

Source: Department of Finance data, Advisory Team analysis. 

Figure 23: Customs Duty as a Percentage of Total Revenue (1992 – 2013) 

Source: Department of Finance data, Advisory Team analysis. 
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Figure 24: Capital Gains Tax as a Percentage of Total Revenue (1992 – 2013) 

Source: Department of Finance data, Advisory Team analysis. 

Figure 25: Capital Acquisitions Tax as a Percentage of Total Revenue (1992 – 2013) 

Source: Department of Finance data, Advisory Team analysis.. 
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Figure 26: Budget Packages 

Source: Wright Report for Department of Finance. 
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Construction/Property 

Figure 27: Total Credit Extended for Construction Projects (1992 – 2010) 

 Source: Central Bank data, Advisory Team analysis. 

 Note: Data series discontinued in 2010. 

Figure 28: Percentage of Commercial Credit Extended for Construction Projects (1992 – 

2010) 

Source: Central Bank data, Advisory Team analysis. 
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Figure 29: Percentage of Workforce Employed in Construction (1998 – 2013) 

Source: Central Statistics Office (CSO) data, Advisory Team analysis. 

Figure 30: CSO Property Price Index (2005 – 2014) 

Source: CSO data, Advisory Team analysis. 

Note: Data only available from 2005 
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lO June 1998

Ms Mary Hamey TD
Tanaiste and Minister for Enterprise,

Trade and Employment

Dear Mary

Thank you for your letter of 13 May regarding the working group on the provision of

financial services in Ireland and the impact of this on consumers. While the issues being

addressed are related to the area of credit institutiors, many of the principles involved will, of

course, be of relevance to the wider financial community.

Obviously, I share your view on the necessity to maintain intemational confidence in the

regulation of the lrish furancial sector. Inde€d I have stated on several occasions recently that

the Irish regulatory system is on a par with any in the world and conforms fully with EU law

and best intemational practice in so far as prudential regulation is concemed. I am not aware

of any intemational misgivings on this score. I am not sure if you also have in mind issues of

consumer protection, other than those embodied in the prudential considerations addressed

under the Bank's regulatory regime, but I will come back to this issue later.

On the broader question of the prudential regulation of the sector and the issue of a single

regulator, I am, of course, aware of the situation in the UK in this regard. Indeed, I personally

favour the concept of a single regulator, bui i have no reason to beliei'e that this function is

not appropriate to the Central Bank in the Irish case. At present the Central Bank regulates a

very broad spectrum of financial entities. Indeed with the proposed transfer to the Bank of
responsibility for insurance intermediaries, the only major areas outside its control will be the

insurance companies and the credit unions. As regards credit unions they are, of course,

excluded from the provisions of EU banking [aw, at least for the time being.
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Accordingly, I suggest that following the transfer of responsibility for Insurance

Intermediaries to the Central Bank, the question of the remainder of the insurance sector be

addressed. I take it from your letter that you have no objection in principle to this task being

transferred from your Dep artrnent.

At that stage, we can consider whether there is a case for the establishment ofa totally new

institution to take over the regulation of the financial sector or whether the Central Bank,

which would de facto be a single regulator, should be employed for this purpose. A

possibility would be to entrust this task to a subsidiary of the Central Bank formed for this

purpose. As you know, Section 23 of the Central Bank Act 1997 allows for this.

As regards the question of consumer protection to which I adverted earlier, the Working

Group to which you referred in your letter is, as you know, examidng, inter ali4 the interface

between consumer protection and prudential regulatioq with a view to the identification of

potential areas of conflict. Work on this is proceeding.

However, even were a single regulator to be appointed , as you suggest, it is difficult to see

how such a regulator could satisfactorily combine the prudential regulation of the financial

sector and the responsibility for elements of consumer protection other than those embodied

in the concept of prudential conEol. Certainly, if you are aware of examples from other

jurisdictions in which both functions have been combined, I would be glad to hear of them.

In this regard I should add that the Central Bar* has responsibility for the Deposit Protection

Scheme, and, with the enactnent of the Investor Compensation Bill will be the responsible

authority for investor compensation.

In any event, as I said above, this matter can be addressed when the question of the transfer of

the insurance sector in toto to the regulatory conhol ofthe Central Bank has been decided on,

and in the light olthe circumstances then obtaining.

Yours sincerely

C,narirt MeCreevYT$'
{ .; .;-; lic lv{cCrecrry TD
I r:. : , -_ i.- l:il:nce

I have copied this reply to the Taoiseach.
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\ t nebruary zoot

Ms Mary Hamey T.D.
Tinaiste and Minister for Enterprise,
Trade & Employment
Kildare Street
Dublin 2

Dear Mary

Futher to our meeting on Wednesday evening, I aftach a revised draft incorporating our
agreed version of the substantive paragraph of the proposed Govemment decision on the
establishment ofa single regulatory authority for all the main areas offinancial services
within a new structure.

As we discussed, I have written to the Taoiseach informing him that we will be bringing a
joint Memorandum directly to that meeting. A copy qf my letter is attached.

It would also be useful ifour press of{icers were to meet to discuss arrangements for the
public announcement and to consider what arrangements for ajoint press conference might
be appropriate.

Yours sincerely

CHARLIE McCREEVY T.D'

Charlie McCreevy T. D
Minister for Finance

I suggest that our officials finalise the text ofthejoint Memorandum and Press Release over
the coming days, with a view to presentation to the Govemment meeting of 20 February.

DOF07905-001
   DOF01B13 28



'@^rl?ft,ri*:# Kildare St

Dublin 2

lreland

Tdnaiste and Office of the l.linister

Roinn Fiontar
TriidAla aSus

Fostaiochta

Tel 353 I 63t 2t2t
Fax 353 I 676 O43t
Web www. irlgov. ie/e n temp

$csa+ I
MF

T)ou1 tt-
Our Ref: 99142O/TAN

1 June 1999 R il.,-

Mr Charlie McCreevy TD
Minister for Finance
Upper Merrion Street
Dublin 2

Dear Charlie,

Thank you for your recent letter in relation to the establishment of a Single
Regulatory Authority for the Financial Services Sector and how we should proceed
with a view to bringing the Report to Government.

I will be in touch with you again in the matter as soon as possible.

Yours sincerel

MARY HARNEY T.D.
TANAISTE AND MINISTER FOR
EIITERPRISE, TRADE AND EMPLOYMENT
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Tinaiscc and Officc of the l'linister

Roinn Fiontar

Tridila agrrs

Fostaiochta

Kildare St

Dublin 2

lreland

ilr1

Tel 353 l661 1444

Fax 351 I 676 0431

Web www-irlgov.ielentemp

{

Our Ref: 981668/TAN

It Lune tggg

Mr Charlie McCreevy TD
Minister for Finance
Upper Merrion Street
Dublin 2

Dear Charlie.

Thank you for your recent letter in response to mine regarding the working group
on the provision of financial services in lreland and the impact of this on
consumers.

lhave noted the contents of your response with interest.

Yours sincerely,

MARY HARNEY T.D.
TANAISTE AND MINISTER FOR
ENTERPRISE, TRADE AND EMPLOYMENT
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llnancial scrvices sector lncl i1s rcsr,lation

J--r'^*

I refer to your letter of 30 March regarding the establishment of a working group to

investigate the law and practice governing the provision of financial services in

Ireiand anci the inrpact riris has on eonsuflcrs. We are activei], panicipating in the

work ofthe group. I accept that meeting the rigorous deadlines will entail iimiting the

briefofthe group to issues relating to the regulation of Credit Institutions.

'fhe purpose of this le11er is to rnisc the broader qucstior.r of the regulation of tlrc.

financial services sector. I know that this is a concenl vor-r share. I arn prompted to

raise this issue by a nurlber of developments including tlte cxpectati()lt that uhen the

exisling group reporls we will be asked what we alc rloing atrout lhc legulation o1'

ljnrrr',1'itrl in<titullltrs.

'1'herc is the immcdiatc inrperative o1'raising the conlidtnce that the pLrblic l-ras in the

&B

W

gl--v
p4
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We have both received thc subrnissiolr from the Consumers Association of Ireland for

the establisllnent olau ovcrall regulator - (the Financial Consumer Autliority)

Cluss,lvers between folnerly disorete subsectors o1'the financial services industry are

increasing rvith the devclopnrent o1' hybrid financial ltroducls and inoreasing

concenlration in the ownership of financial institutions. There is a real danger that

. r:rl instiiu,.ions could seek to be regulated by the lcr,sr : igorous legulator

In r srrall country Jikc lrcland. thcrc is a case liont botl: un cll'cctivencss and

elficiency perspective for building a critical mass of skills relating to financial

rcgulation in a single location. lixisting skills relating to ensuring fit and proper

luranagernent of financial institutions, adequate solvencv ralios, reserv'es, capital

adequacy, etc., are scattered through a number ol regulators with different skill

clevelopmenl programmcs.

]'he British Government has takcn the decision to establisl.r tl.rc Fir.rancial Services

Authoritl' to assume the regulatorl, lunctions at present carried out bv a number of

separate financial regulators. In taking the decision, the British u,ere ir.rfluenced by the

need to rlaintain the good nanrc o1'1he City o1 London. ljot us. maintaining-and being

:'r'r. 1o rlaintrii.r-confi dcnc.r in thc ri'rtulltion o1' thi' lri::h fin:rrcirl sfctor ct'r

conlribute to our compctitivc ath,antagc. As 1'ou knorr. the Ilritish took thc macro-

policl, decision to establish a singlc rcgulator r.'r,ith the dctails to be u,orked out later
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The above leads me to suggest that there is a strong casc lirl rrs to tal(c a decision, in

principle, to establish a new tinancial services authority with thc details being worked

out by a group of ofiicials-probabll, at tl.rc same timc its inrplcrr.rcntation 1.r'occecls. The

process would have to be leacl by the Department of lrinance. N4r, Deparblent rvould

cor.rtribute from thc vieu poilts ol insulance Lrntlcr'1akinr.ls antl Crcclit I lnions.

I would be glad to have your reaction to the above. I have sent a copy of this letter to

the Taoiseach.

Ilarl'Hnnte.y'7.D.
Ttirtniste ond Mittistu.for Enterprise, Trtdc tnd llnplo.l'tnanl
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tMr Charlie McCreevy
Minister for Finance
Government Buildings
Upper Merrion Street
Dublin 2

27 ilAY mm

26May 20O3

Ref: F9/26l01

Re: Aide Memoire for Government Meeting on 27 May 2003

Dear Charlie

I refer to your Aide Memoire for consideration by the Government at its meeting
tomorrow, 27 May 2003, relating to legislation regarding IFSRA.

I note from the Aide Memoire that the proposal to remove the role of the Minister
for Finance in relation to banking mergers involving lrish institutions under the
Central Bank Act, 1989 is not to be included in the Bill. This means that mergers
involving large banks will continue be subject to regulatory clearance by both the
Competition Authority and the Minister for Finance.

However, while under the Competition Act, 2002 the Competition Authority is
confined to pure competition criteria in deciding whether to clear or prohibit a
banking merger, the criteria under which a Minister for Finance makes a decision
under the Cent:'al Bank Act, 1 989 is less clear.

Your Aide Memoire refers to "a broader public interest assessment" and I have
some reservations about this. lf the Mlinister for Finance is to retain a regulatory
roie in regarci to banking mergers ihen I beiieve that this roie shouid be ciarified
and that the relevant public interest criteria should be listed in the legislation.

ln this regard you will be aware that under the Competition Act, 2002 I retained a
public policy role in relation to media mergers. However, my decisions in regard
to such mergers must be made on the basis of the specific criteria listed at
Section 23 of the Act. These criteria essentially relate to plurality, diversity of
views, cross-media issues etc.

lrKildare Str€et, Dublin 2,lreland
T€l: l5l I 6l I 2l 72 Fax: 351 I 53 I 28 I 5 www.ent€mp.ie

Lo-Call telephone servac€ (if callint from ou6ide (01) area) - 1890 220222

tq

&{,6^5
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My concern is that in the case of banking mergers, it would be possible for a
future Minister for Finance to prohibit a merger on competition grounds even if it
had been cleared by the Authority, or on the basis of other, perhaps
inappropriate, criteria. Accordingly, I would ask you to reappraise this matter and
if you decide to retain the Ministeis regulatory role, then lwould suggest that you
insure that the appropriate relevant public policy criteria are specified in the
legislation.

Best regards,

RY HARN TD
T6naiste and Minister for Enterprise, Trade & Employment

1."-_---^
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.Iuly 1998

Mr. Charlie McCreew
Minister for Finance
Government Buildings
Dublin 2

frr yuun ak-kI

6._...-.-

I

Dear Charlie. A'J /,*{-r-.1,'<.-z--/
Thank you for your letter of l0 June 1998 in response to my letter of l3 May I998

I take it from your letter and from earlier comments made by you that you are in favour ofa
single regulator but that you question whether it is necessary to establish a new body to undertake

this function.

As we seem to be agreed that a single financial regulator is appropriate but that there are

differences as to the precise remit and structure ofthe regulator. I rvorrld lik-e to propose that a

working group be established to look into this question. I would suggest that the group be chaired

by an independent third party (someone like Prof Dermot McAleese would be appropriate) and

would involve participation by your Department, my Department and the Central Bank, with the

possible participation or input by other parties such as the Registrar of Friendly Societies and the

Director of Consumer Affairs. The issues that would fallto be examined by the group would be-

1. the role ofthe single regulator (e.g., prudential supervision, conduct ofbusiness, the

maintenance of orderly markets, the protection of clients)

2. the activities to be covered by the single regulator (e.g., activities currently supervised by the

Bank plus other regulated activities such as insurance companies, credit unions, pension

industry, mortgage intermediaries, credit intermediaries, friendly societies)

3. whether the role ofthe single regulator should be undertaken by the Central Bank, a

subsidiary ofthe Bank or by a new body incorporating the existing supervisory functions of
the Central Bank.

I do not believe that it is necessary to await the passage of current legislation allocating regulatory

responsibility for insurance intermediaries to the Central Bank to undertake some ofthe

preparatory work on the establishment ofa single regulator.

02

Lo-Call telephone service (if calling from outside (O l) area) - I 890 220222
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An Roinn Airgeadais
Department of Finance Off ice of the Minister

516id Mhuirfean Uacht,

Ba e Atha Cliath 2,

trre

Upper Mernon Street

Dublin 2,

lreland.

Telephoner (01) 676 7571

Facsimile: (01) 676 1951

GTN: 7109

URL: http://www.irlgov.ie

February, 2000

Dear Mary

I have been reflecting on the Report of the Implementation Advisory Group on the

establishment of a Single Regulatory Authority (SRA) for the Financial Services

Sector.

In my opinion, we can support the general thrust of the Report and the bulk of its

recommendations. However, the issue concerning the establishment ofan SRA within,

or outside the ambit oe the Central Bank is something that requires further

consideration. While accepting that the 'greenfield' option recommended in the Report

has certain merits, I have to say that I am not convinced that these outweigh the

considerable risks associated with it. I am very conscious that the Central Bank is a

critical part ofthe financial architecture oflreland and I am concerned that the benefits

of its high reputation, both domestically and internationally, as prudential regulator

might be lost in a green field operation. Transferring such a key function to an

untested institution could call into question, especially in an increasingly competitive

world, the attraction of Ireland as a location for financial services providers.

Furthermore, the role of the Central Bank as 'lender of last resort' cannot be

forgotten. I don't think we should be prepared to take the risks associated with the

greenfreld option.

d
3
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Ms Mary Harney TD
Tanaiste & Minister for Enterprise
Trade & Employment
Kildare Street
Dublin 2
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The views ofthe Board ofthe Central Bank itselfare important: they feel that the main

risks associated with a 'greenfield' operation include loss of regulatory expertise;

difficulty in establishing an international reputation because a new authority would lack

a proven record; industrial relations problems; loss of synergies between the Central

Bank's regulatory and non-regulatory functions; high start-up and ongoing costs.

,1 have considered the various models for an SRA referred to in the Report. Weighing

up the pros and cons of each, I have reached the opinion that the suggestion advanced

in page 42 of the Report by the representative of the Taoiseach's Department

represents the most constructive way forward. Accordingly, I have had the attached

draft of a proposed joint Memorandum to Government prepared. The key point in this

is that the Report of the Implementation Advisory Group Report would be generally

accepted with the important exception that an SRA would be established as a distinct

pillar of a reconstituted Central Bank. While the main Board would have responsibility

for approving highJevel policy for the SRA and for normal corporate govemance, the

SRA would have a separate Board with a CEO appointed by that Board. Moreover,

legislation would provide that the SRA will have full accountability to the Mnister for

Finance and the Oireachtas as well as operational autonomy.

I have today issued a similar letter to the Taoiseach

Yours sincerely,

Charlie McCreevy TD

Minister for Finance

It is my intention that the Memorandum should be submitted to Govemment for

consideration at next Tuesday's meeting. Accordingly, I would be obliged for your'

views on it as a matter of urgency.
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An Roinn Airgeadais
Department of Fina nce Office of the Minister

May, 1999

5r6id Mhuirfean Uacht,

Baile Atha Cliath 2,

Upper Mellion Street,

Dublin 2,

lreland.

Telephone: 353-1-575 7571

Fa6imile: 353-1-575 1951

Locall: 1890 66 10 10

6TN: 7109

http://www.irlgov.ie4inan.e

Ms Mary Harney TD,

Tinaiste & Minister for Enterprise

Trade & Employment,

Kildare Street,

Dublin 2.

Dear Mary,

The Report requires careful examination before it could be presented to Govemment

with accompanying proposals as to how best the agreed objective of establishing a

Single Regulatory Authority could be achieved

1.'"
2/\

Now that we have received the Report ofthe Implementation Advisory Group on the

establishment ol a Single Regulatory Authority for the Financial Services Sector, the

question arises as to how we should proceed with a view to bringing the Report to

Government.

As the Group was commissioned to report to both of us, it would seem appropriate

that we should jointly submit it to Government along with a comprehensive

Memorandum outlining our agreed perspective on the recommendations and on a

proposal for Government decision.

\
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In particular, before approaching Government with any such proposals, I am most

anxious to obtain the views ofthe Board ofthe Central Bank on the Report, given the

major role that the Central Bank plays in our financial architecture. I have asked the

Board of the Bank for its considered response to the Report and I expect to receive

this early next week.

Having considered the views ofthe Board, I intend to send you a draft of a proposed

joint Memorandum for Government setting out an analysis and approach to the issue.

If we are able to reach agreement on this, it can then be sent to the Department ofthe

Taoiseach, the Attorney General, and any other relevant Departments for observations

within a one week deadline. Pending submission of this Memorandum to Government,

my Department has made arrangements for printing of the Report.

We could arrange to discuss the draft Memorandum when you have had an

opportunity to reflect on the contents.

I have sent a copy ofthis letter to the Taoiseach

Yours sincerely,

Charlie McCreevy TD

Minister for Finance
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Draft letter to the Tinaiste for the Minister's signature on the Report of the

Implementation Advisory Group on the establishment of a Single Regulatory Authority

for the Financial Services Sector.

ah/., ,7t ,u
Michael Perkins
Banking Section
28 May, 1999
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)<t May, tsss

Ms Mary Harney TD.

Tdnaiste & Minister fbr Enterprise

Trade & Employment,

Kildare Street.

Dublin 2.

Dear Mary,

Now that we have received the Report of the Implementation Advisory Group on the

establishment ol a Single Regulatory Authority lor the Financial Services Sector, the

question arises as to how we should proceed with a view to bringing the Report to

Government.

As the Group was cornrnissioned to report to both of us, it would seem appropriate

that we should jointly submit it to Government along with a comprehensive

Memorandum outlining our agreed perspective on the recommendations and on a

proposal lor Government decision.

The Report requires careful examination before it could be presented to Government

with accompanying proposals as to how best the agreed objective of establishing a

Single Regulatory Authority could be achieved.
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In particular, before approaching Government with any such proposals, I am most

anxious to obtain the views of the Board olthe Central Bank on the Report, given the

major role that the Central Bank plays in our financial architecture. I have asked the

Board of the Bank for its considered response to the Report and I expect to receive

this early next week.

Having considered the views ofthe Board, I intend to send you a draft of a proposed

joint Memorandum for Government setting out an analysis and approach to the issue.

If we are able to reach agreement on this, it can then be sent to the Department ofthe

Taoiseach, the Attorney General, and any other relevant Departments for observations

within a one week deadline. Pending submission of this Memorandum to Government,

my Department has made arrangements for printing olthe Report.

We could arrange to discuss the draft Memorandum when you have had an

opportunity to reflect on the contents.

I have sent a copy ofthis letter to the Taoiseach

Yours sincerely,

Charlie McCreev.r''l'D

Minister for Finance
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28 May, 1999

Mr. Bertie Ahern TD.

Taoiseach

Dear Taoiseach.

Please find enclosed a copy ofa letter that I have sent today to the Tirnaiste & Minister

for Enterprise, Trade & Employment regarding the Report of the Implementation

Advisory Group on the establishment of a Single Regulatory Authority for the

Financial Services Sector.

Yours sincerely,

Charlie McCreevy Tl)

Minister for Finance

€
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)<(, May, tses

Ms Mary Harney TD,

T6naiste & Minister lor Enterprise

Trade & Employment,

Kldare Street.

Dublin 2

Dear Mary,

As the Group was commissioned to report to both of us, it would seem appropriate

that we should jointly submit it to Government along with a comprehensive

Memorandum outlining our agreed perspective on the recommendations and on a

proposal for Government decision.

The Report requires careful examination before it could be presented to Government

with accompanying proposals as to how best the agreed objective of establishing a

Single Regulatory Authority could be achieved.

r'

Now that we have received the Report ofthe Implementation Advisory Group on the

establishment of a Single Regulatory Authority lor the Financial Services Sector, the

question arises as to how we should proceed with a view to bringing the Report to

Government.
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In particular, before approaching Government with any such proposals, I am most

anxious to obtain the views olthe Board ofthe Central Bank on the Report, given the

major role that the Central Bank plays in our financial architecture. I have asked the

Board of the Bank for its considered response to the Report and I expect to receive

this early next week.

Having considered the views olthe Board, I intend to send you a draft of a proposed

joint Memorandum for Government setting out an analysis and approach to the issue.

If we are able to reach agreement on this, it can then be sent to the Department ofthe

Taoiseach, the Attorney General, and any other relevant Departments for observations

within a one week deadline. Pending submission of this Memorandum to Government,

my Department has made arrangements for printing ofthe Report.

We could arrange to discuss the draft Memorandum when you have had an

opportunity to reflect on the contents.

I have sent a copy olthis letter to the Taoiseach.

Yours sincerely,

ei"i/itll-l I iii,-.i;E *ili,,';'

Charlie McCreevy TD

Minister for Finance
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OIFIG AN TÁNAISTE AGUS OIFIG AN AIRE AIRGEADAIS 

 
Ref:   590/03/01/0002/1      Bealtaine 1999 
 

Draft Memorandum for the Government 
 

Establishment of a Single Regulator for the Financial Services Sector 
 

Decision Sought 
 
1. The Tánaiste and Minister for Enterprise, Trade and Employment, in association with the 

Minister for Finance, requests the Government to approve:- 
 

 (a) the publication of the attached Report of the Implementation Advisory Group on a 
Single Regulatory Authority for Financial Services. 

 
 (b) in principle, the recommendations contained in that report 

 
 (c) the drafting of the Heads of a Bill to provide for the establishment of a Single  
   Regulatory Authority for financial services and related matters within a target date 
   of one year of the approval of the Report. 
 
 (d) the establishment of a Technical Group, chaired by the Department of Finance and 

representative of the Department of Enterprise, Trade and Employment , the Office of 
the Attorney General and the Central Bank to facilitate the implementation of the 
recommendations contained in the Report, including the preparation of the necessary 
legislation. 

 
 (e) the attached press release. 

 
Background 
 
2. At its meeting of 20 October 1998, the Government agreed in principle to the establishment of 

a single regulatory authority (SRA) for the financial services sector at the earliest date possible 
and to the immediate establishment of an Implementation Group to progress the necessary work 
(Government Decision S180/20/10/0167).  The composition and terms of the Group are set out 
at Annex I to this Memorandum. 

 
3. Originally, the Group was requested to report jointly to the Tánaiste and the Minister for 

Finance by end-February, 1999.  However, this deadline was extended to end-April on foot of 
a request from the Chairman of the Group in February 1999.  The Group had formed the opinion 
that, arising from its complex and wide-ranging remit as well as the extensive consultations 
which it had been undertaking with interested parties, it would not be in a position to meet the 
end-February deadline originally imposed. 

 
 

4. The Group has now submitted its Report, a copy of which is attached to this Memorandum. 
 
 
 
Principal Recommendations of the Report 
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5. The Group has recommended that the SRA should be an entirely new independent organisation 

with maximum accountability to the Minister for Finance and to the Oireachtas.  The Minister 
for Finance should be responsible for the SRA. 

 
6. Statutory positions of Consumer Protection Director and Registrar of Credit Unions should be 

established within the SRA. 
 
7. The SRA should have a public interest Board, the non-executive members of which should be 

selected for their experience of legal, financial, consumer, etc. issues 
 
8. The Board should comprise ten members, six/seven of whom including the Chairman, should 

be appointed by the Minister for Finance with the consent of the Minister for Enterprise, Trade 
and Employment.  The remaining # members should be the Chief Executive Officer, the 
Consumer Protection Director, the Secretary General of the Department of Finance (all three 
ex-officio) and 

 
9. The Chief Executive Officer of the SRA should be appointed by the Board of the SRA, for a 

fixed term, with the consent of the Minister for Finance, following an open competition 
conducted by an appropriate independent body. The CEO should be responsible, under the 
SRA’s Board, for the implementation of functions in relation to prudential regulation and 
consumer protection. 

 
10. The SRA should be funded by industry following its initial development period.  The staff 

required by the Authority should, to the maximum extent possible, be drawn from the amongst 
the staff currently involved in financial regulation in the Central Bank, the Department of 
Enterprise, Trade and Employment, the Office of the Director of Consumer Affairs and the 
Registry of Friendly Societies. 

 
11. A high-level Standing Committee should be established by statute which would be chaired by 

the Department of Finance and include representation from the Central Bank and the SRA, the 
purpose of which would be to ensure the maximum degree of co-operation and information 
disclosure between the SRA and the Central Bank. 

 
12. The SRA should have power, within certain limitations,  to impose sanctions on a financial 

services provider for breach of the relevant regulatory code. 
 
13. Two separate panels, representative of consumer and industry interests, should be established 

as fora for discussions on the performance of the SRA in carrying out its regulatory functions, 
as well as providing opportunities for consumer and industry interests to suggest appropriate  
initiatives. 

 
14. A single statutory ombudsman scheme for all financial services provided by regulated entities, 

to operate independently of the SRA, should be established. 
 
Action Required 
 
15. The Tánaiste and the Minister for Finance have consulted on the appropriate steps necessary to 

achieve the implementation of the Group’s recommendations and are agreed that work on the 
drafting of Heads of a Bill to realise this objective should commence immediately.   They have 
also recommended the establishment of a Technical Group, comprising representatives of the 
Departments of Finance and  Enterprise, Trade and Employment, the Attorney General’s Office 
and the Central Bank to oversee this process.  In view of the proposed overall responsibility of 

DOF06664-002
   DOF01B06 48



the Minister for Finance  for the SRA, the Tánaiste and the Minister for Finance have agreed 
that the Technical Group should be chaired by the Department of Finance. 

 
 
 

Impact on Women 
 

16. The proposals will have no particular impact on women. 
 
 

Financial Implications 
 

17. Additional  Exchequer funding for the SRA will be required in its transition stage. Thereafter, 
the Authority will be funded will be funded from regulatory and supervision fees levied on 
the industry.  It is estimated that exchequer resources of up to £# million per annum will be 
required in the initial # years of the Authority. 

 
 
Consultation with other Departments 
 

19 The Departments of the Taoiseach,  Social, Community and Family Affairs, Public 
Enterprise, Justice, Equality and Law Reform and the Office of the Attorney General have 
been consulted and ........... 

 
20   
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 PRESS RELEASE 
 

    May 1999 
 

GOVERNMENT TAKES STEPS TO ESTABLISH SINGLE REGULATORY AUTHORITY 
FOR FINANCIAL SERVICES’ SECTOR. 

 
 
At its meeting today, the Government accepted the report of the Implementation Advisory Group for a 

Single Regulatory Authority (SRA) for the financial services sector.  The Group, which was 

established in November 1998, was chaired by Mr Michael McDowell, S.C.  The report will now be 

published as soon as possible.  

 

The SRA will be responsible for all prudential supervision,  including decisions concerning licensing 

and authorisation of all financial services.  Amongst the principal recommendations contained in the 

Report and accepted by the Government are: 

• The SRA will be an entirely new independent organisation with maximum accountability to the 
Minister for Finance and to the Oireachtas.  The Minister for Finance will be the Minister 
responsible.  Staffing for the new Authority will be drawn, to the maximum extent possible, 
from the existing financial regulating bodies in the Central Bank, the Department of Enterprise, 
Trade and Employment, the Office of Consumer Affairs and the Registry of Friendly Societies. 

 
• Statutory positions of Consumer Protection Director and Registrar of Credit Unions will be 

established within the SRA. 
 
• The SRA will have a public interest Board, the non-executive members of which will be 

selected for their experience of legal, financial, consumer, etc. issues.  The Chief Executive 
Officer of the SRA will be appointed by the Board. 

 
• The SRA will be funded by industry following its initial period of development.  The staff 

required by the Authority will, to the maximum extent possible, be drawn from the amongst the 
staff currently involved in financial regulation in the Central Bank, the Department of 
Enterprise, Trade and Employment, the Office of the Director of Consumer Affairs and the 
Registry of Friendly Societies. 

 
• The SRA will have power, within certain limitations, to impose sanctions on a financial services 

provider for breach of any relevant regulatory code. 
 
• Two separate panels, representative of consumer and industry interests, will be established as 

fora for discussions on the performance of the SRA in carrying out its regulatory functions, as 
well as providing opportunities for consumer and industry interests to suggest appropriate  
initiatives. 

 
• A single statutory ombudsman scheme for all financial services provided by regulated entities, 

to operate independently of the SRA, will be established. 
 
Work will now commence on drafting the legislation necessary for the establishment of the new 

Authority which is expected to commence operations within 12 months. 
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Both the Tánaiste, Ms Mary Harney and the Minister for Finance, Mr Charlie McCreevy, expressed 

their satisfaction with the outcome of the Implementation Advisory Group and thanked Chairman Mr 

Michael McDowell as well as the other members of the Group, for completing a particularly complex 

task within a short period of time.  Both Ministers noted that the Government’s proposal to establish 

the SRA was welcomed almost unanimously by the bodies and institutions that  will be subject to its 

regulation.  The creation of the SRA would, they said, ensure the highest levels of quality assurance 

and prudential supervision which will copperfasten the success of the financial services industy in 

Ireland well into the 21st Century. 

 
Ends. 
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L)
OFFICE OF THE TANAISTE AND NIINIST

j
,0 /*t

ER EOR ENTERPRISE, TRADE AT\D )t

and OFFICII OF THE I\'IINISTER FOR FINANCE

Ret F9/8/99 20 February 200 i

Nlemorandum for the Government

Decision Soueht
1. The T6naiste and Minister for Enterprise, Trade and Employment and the Minister for
Finance request the Govemment to approve:

(i) The establishment of an Irish Financial Services Regulatory Authoritl GFSRA)
responsible for prudential supervision of all financial institutions and related
consumer-protection matters and the establishment of an Irish Monetary Authority
(IMA) responsible for monetary and currency matters and mdnagement of reserves
rvithin the new structure of the'Central Bank oflreland and Financial Services
Authorify (CBIFSA)' so as to ensure effective co-ordination of the separate functions
of the IFSRA and IMA and carry out and co-ordinate additional functions. [A model of
the proposed structure is attached.]

(ii) The assignment ofrelevant functions ofthe Central Bank, the Department of
Enterprise, Trade & Employment, the Registrar of Friendly Societies and the Director
of Consumer Affairs to the IFSRA and the Department of Finance as appropriate

(iii). The IFSRA to have its orvn ChiefExecutive and a separate Board that ivill be
accountable to the Minister for Finance and the Oireachtas and be independent in
exercising its regulatory, supervisory and consumer protection functions, subject to
co-ordination by the CBIFSA in relation to its functions as set out in legislation.

(iv) The IN{A to have the Goi,emor of the CBIFSA as Executive Chairman and a
separate Board accountable to the Minister lor Finance and the Oireachtas to the extent
consistent rvith its responsibilities to act autonomously on behalf of the ECB,ASCB in
relation to nlonetary funct ions.

(v) The CBIFSA to have a Board drawn from the boards of the IFSRA and the IIIA,
chaired by a Govemor *,ho lill also be Executive Chairman of the IMA. The CBIFSA
will make such arrangements in relation to the regulation of the payments system and
financial stability as the Minister for Finance ivith the agreement of the Govemment
shall determine, consistent ri'ith the independence of the IFSRA and the INI.A. as set
out in this Nfemorandum. It *ili also ensure co-ordination and free flow of information
betrveen IFSRA and INIA, promote the general development of the financial services
sector, contribute to the smooth conduct ofpolicies relating to the prudential
supervision of credit institutions and the stability of the financial system, co-ordinate
responses to requests for technical assistance and advice from other countries, facilitate
staff mobility and joint provision of sen'ices betrveen IFSRA, IlI.{ and CBIFSA.

40i.'W

ENIPI,OY}IENT

Establishment of an Irish Financial Services Regulatory Authorifv
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(vi) The corporate governance a.-angements and other key features set out in Aru.rex i
to operate bet*,een the Minister lor Finance, the IFSRA, the IN{A and the CBIFSA.

(vii) The establishment of a statutory post within the IFSRA of Customer Protection
Director to, inter alia, take over the functions of the Director of Consumer Aflairs in
relation to financial services as recommended in the McDowell Report and promote the
financial education of the public.

(viii) The establishment of a statutory post within the IFSRA of Registrar of Credit
Unions to take over the relevant functions currently exercised by the Registrar of
Friendly Societies.

(ix) The drafting of the Heads of a Bill by the Minister for Finance in consultation with
the T6naiste and Minister for Enterprise, Trade and Employment to provide for the

structure outlined above and the drafting, in parallel ofHeads of a Bill to provide the

necessary powers for the IFSRA to discharge additional functions arising fiom the
recommendations of the PAC Report on DIRT, the Report of the Review Group on
Auditing and to provide for the establishment of consultative.panels, a financial
services ombudsman and an appeals tribunal system in relation to penalties imposed by
the regulator.

(x) The appointment by the Minister for Finance, on a non-statutory basis, following
consultation with the T6naiste and Minister for Enterprise, Trade and Emploi.,rnent of
an Interim Board for the IFSRA which will, with the consent of the Minister for
Finance, appoint a ChiefExecutive Officer and rvill also appoint the Customer
Protection Director.

(xi) The establishment of a Group, chaired by the Department of Finance, to
co-ordinate the arrangements for the implementation of the measures outlined above,

membership to be agreed between the T6naiste and the Minister for Finance.

(xii) the attached draft press release to be issued and the two Ministers to hold ajoint
press conference at rvhich the amouncement of the Government's decision ivill be
made at 5pm today.

Back._qround

2. In October 1998, the Govemment decided in principle to establish a single regulatory
authority for the financial services sector. Aa expert group chaired by Mr. Michael
McDorvell SC subsequently reported in May 1999 setting out the role and functions of the
single regulatory authority, the range offinancial services providers to be covered by the
single regulatory authority and the funding ofthat authority.

3. There is agreement belween the hvo Ministers that these recommendations are
generally appropriate and the Tiinaiste and the Minister for Finance intend to proceed to
implement the relevant proposals. They rvill facilitate an improved consumer focus in the
regulation of financial services and the effective integration of insurance and banking
regulation, reflecting the development offinancial conglomerates providing sen,ices in
both areas. In accordance rvith the McDorvell recommendations, pension providers will
continue to be regulated by the Pensions Board.
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4. The Minister lor Finance has already circulated draft proposals to Departments in
relation to the establishment of a Financial Services Ombudsman, an appeals tribunal and

consultative panels and for the implementation of the recommendations of the Revielv
Group on Auditing. These proposals will now be revised in the light of this decision with
a view to progressing that legislation, in so far as is practical, in parallel with the

introduction of the new structure for regulation.

Linkage of Financial Services Regu lation and Monetary Supervision Functions

5. Having reviewed the proposals contained in the McDorvell Report for linking of
monetary policy and financial services (prudential & consumer protection) regulation, the

Tdnaiste and the Minister for Finance are satisfied that the effective coordination of the

trvo functional areas and the efficient use ofresources would be best achieved by linking a

monetary authority responsible for ESCB-related functions and a single regulatory
authority for financial services rvithin a new structure of the :Central Bank oflreland and

Financia I Services Authority'.

Consultation with ECB

Transfer ol Certain Policy Functions fiom Department of Entemrise. Trade &
Employment to Department of Finance
7. Responsibility for the legislative framework for regulation of financial services, except
pensions, would reside with the Department of Finance from the date of the establishment
ofthe Irish Financial Services Regulatory Authority. Meanrvhile, it is proposed that the
Department of Finance rvill chair a Group, to include representatives of the Department of
Enterprise, Trade and Employment, to make arrangements for the transfer, to oversee and

co-ordinate the preparation of legislation for the establishment ofthe IFSRA and to
co-ordinate rvith the non-statutory board olthe IFSRA in relation to practical

arrangements for the establishment of the IFSRA.

Interim Board ofthe IFSRA
8. Given that it will be a number of months before the legislation to establish the nerv
structure can be put in place, the Tinaiste and the Minister for Finance are agreed that an

Interim Board be established to start making advance arrangements. The intention is that
the Interim Board rvoLrld, on passage ofthe legislation, formally become the Statutory
Board.

Drafting Leeislation
9. The Trinaiste and Minister for Finance are anxious to see the legislation enacted at the
earliest possible date. They propose, subject to the agreement of the Attorney General, to
appoint legal advisers to prepare the draft heads of the legislation. They hope that this rvill
lacilitate the drafting of the legislation in its final form by the Parliamentary Counsel, in
due course.

6. Under the terms ofthe Statute ofthe European System ofCeDtral Banks, the

Govemment is required to consult with the ECB on the proposed changes. It is the

intention of the Minister for Finance to brief the ECB on this decision. The Minister will
also, in due course, initiate a lormal consultation process rvith'the ECB on the draft
legislation once that has been prepared. This is a formal requirement under the euro

arrangements.
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Staffins
10. It is not intended thal there should be a significant impact on employment. Existing
Central Bank stallwili be deployed within the new structure. The Minister for Finance
rvill consult the Tinaiste to determine a basis on rvhich Department of Enterprise, Trade
and Employment staff will be offered appropriate transfer or temporary assignment terms
which will be no less favourable than their cunent employment terms. The CEO and

Board ofthe IFSRA will need to review their staffing requirements, once appointed.

Industry/Exchequer Costs

11. The initial costs of the restructuring will be met liom the Central Bank surplus rvhich
would othenvise be transferred to the Exchequer. The ongoing costs will be met from
income on the issuance ofcunency, profits from management ofreserves and levies on
the industry as appropriate.
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NelY Structu re for Nloneta Polic and FinanciaI Services Re ulation: Cor orate
Governance

1. The IMA and the IFSRA rvill each be operationally independent and accountable to the
Minister for Finance and the Oireachtas, rvith the CBiFSA ensuring coordination and
facilitating cooperation on staffing and other matters. The IMA and IFSRA rvill each have
the sole right to set policy with regard to their respective distinct functions, while having
regard to the requirements for co-ordination through the board ol the CBIFSA. Each of
the entities may initiate policy papers related to the matters of linkage and co-ordination
for consideration by the Board of the CBIFSA.

2. Linkages and coordination betrveen the IMA and the IFSRA will be organised by the
CBIFSA so that the Board of the CBIFSA shall be responsible for:

Ensuring coordination and free flow of information between IFSRA and IMA
Promoting the general development of the financial services sector

Contributing to the smooth conduct ofpolicies relating to the prudential
supervision ofcredit institutions and the stability ofthe financial system

Co-ordinating responses to requests lor technical assistance and advice from
other countries

Facilitating staff mobility and joint provision of services

The approval and publishing of its annual report and accounts. The respective
Boards of the IMA and IFSRA respectively will each approve and publish

separate annual reports and accounts

Such other areas of policy as may be set for it by the Minister for Finance,
following Government approval.

Board Structures
3. There will be three boards, one for IFSRA, IMA and CBIFSA

4. All three boards will be appointed by the Minister for Finance. The Minister for
Finance will consult the Minister for Enterprise, Trade and Emplol,rnent prior to
appointing the IFSRA board.

5. The boards of the IFSRA and the IMA rvill have ten members each.

6. The Board of the CBI(FSA). shall be made up of six members from the boards of each
of the IFSRA and the IMA, including the Governor of the CBIFSA (as Chairman), the SG
olthe Department of Finance, the Director General of the IMA, the Chairman and the
CEo of the IFSRA.

In tern al Corporate Governance
7. With the approval of the Minister for Finance, the Board of the IFSRA will appoint its
own CEo lollowing an open and competitive process, including determining the terms and
conditions of his,/trer contract. The IFSRA board will also appoint nvo other statutory
positions of Customer Protection Director and Registrar ol Credit Unions.

Anne x 1
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8. On the basis ofadvice ftom its Chairman and ChiefExecutive, the Boards olthe
IFSRA, the IMA and the CBIFSA will decide their own administrative requirements,
including requirements rvith regard to numbers, and terms and conditions, of posts within
each organisation and their own budgets, subject in the case ofthe IFSRA to approval by
the Minister lor Finance after consultation with the board of the CBIFSA. The Board of
the CBIFSA will, as part of its functions, facilitate staff mobility belween IFSRA, IMA
and CBIFSA.

9. The Boards oleach of the CBIFSA, the IMA and IFSRA will appoint its orvn audit
subcommittee and will appoint the intemal auditor and, notwithstanding No. 1 I below,
may appoint an extemal auditor.

External Corporate Governance
10. The IFSRA, the IMA and the CBIFSA will be accountable directly to the Minister for
Finance and the Oireachtas for the exercise of their functions (in the case of the IMA, to
the degree consistent with its responsibilities to act autonomously on behalfofthe
ECB,ESCB in relation to monetary functions)

11. The Comptroller and Auditor General will be the designated'auditor for each of the
CBIFSA, the IMA and the IFSRA.
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Draft Press Release

Nerv Structure for Fin4qcial Sector Regulation

The Trinaiste and the Minister for Finance announced today that the Govemment has

agreed their proposals for a new structure for financial services regulation in Ireland.

Having reviewed the proposals contained in the McDowell Report for linking of monetary

policy and financial services (prudential & consumer protection) regulation, the Tdnaiste

and the Minister for Finance are satisfied that the effective coordination ofthose two

functional areas and the efficient use ofresources would be best achieved by linking a

monetary authority carrying out for ESCB-related functions and.a single regulatory

authority for financial services within a nerv structure, the 'Central Bank oflreland and

Financial Services Authority', which will be chaired by the Govemor.

The structure will inciude a new authority responsible for prudential regulation ofboth the

banking and insurance sectors and for consumer protection. The new authority rvill be

known as the Irish Financial Services Regulatory Authority (IFSRA). It rvill have its oun

Board, with an independent Chairperson. The Ministers intend to proceed immediately to

establish an Interim Board for this new authority on a non-statutory basis which ivill

appoint a Chief Executive and a Director of Customer Protection. On the establishment of

the IFSRA, the Director of Customer Protection will take over the functions of the

Director of Consumer Aifairs in relation to financial services as recommended bv the

McDowell Report.
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The new structure rvill include an Irish Monetary Authority (lMA) which will carry out

administrative functions required by the role ofthe Govemor rvithin the European System

of Central Banks and will manage the resewes. The Irish seat within the European System

olCentral Banks will continue to be held by the Governor as chair the board ofthe

CBIFSA.

Making the announcement, the T6naiste and Minister for Enterprise, Trade &

Employment, Mary Harney T.D., and the Minister for Finance Charlie McCreery T.D.,

said thal"the Governmenl is determined thal lhe detailed arrangeme,tts putforward in

the lcDowell Report for the regultttiott of fie rtttancial services sector will be

implemenled. Tlte structure approved by Government will ensure that regulatiott reflects

changes in llte ntarketplace and reflects concern tltat cottsumers should be sss red that

they are receivittg an internationally contpetitive, high quality, andfair, service from tlte

itrdustry. The new structure of the CBIFSA will provide the appropriate frantework for

this renewetl focus ott consunter issues and effectiie coordination ofprudential and

consumer-protection regulatiotr. It teill also provide an appropriate framework withitt

the structure of the CBIFSAfoT the coordinatiotr of the monetary and prudential and

consuner protection regr.ldtory functions. "
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,/-",*Minister

from Secretary General

Re: Single Regulatory Authority Implementation Advisory Group Report

The Group's recommendations can generally be accepted with the single exception ofthe issue

concerning the establishment olan SRA within, or outside the structure of, the Central Bank.

The Central Bank is currently responsible for the prudential supervision of almost all financial

service providers. Following the transfer to it later this year ofthe regulatory functions ofthe
Department of Enterprise, Trade & Employment in relation to insurance intermediaries, the

only sectors of industry which the Bank will not be responsible for will be the Credit Unions
and the insurance providers.

The Central Bank has developed an excellent reputation, both domestically and internationally,
as a regulator of financial services. While there are precedents abroad for separating out this
regulatory function, no convincing reasons have been put forward as to why the Bank's
existing regulatory functions should be transferred elsewhere or why those functions currently
residing with other regulators should not be transferred to the Bank. The Board ofthe Bank
has assured you that it stands ready to discharge whatever other functions or responsibilities
are assigned to it; the Bank has recognised the need for an extended consumer role, and it has

indicated a willingness to restructure fundamentally. ln my view, the case lor dismantling the
regulatory function ofthe Central Bank has not been made.

Significant risks are attached to the so-called'green field' option including potential losses ol
regulatory expertise, difficulty in establishing an international reputation commensurate with
the Bank's, possible industrial relations problems. ln addition, the relationship between the
regulatory and non-regulatory functions would be complicated resulting in a loss ofthe current
synergies which exist between the Bank's roles as lender of last resort and supervisor ol
payment systems and as regulator ofbanks. The only advantage ofthis approach is in terms of
p erceDtion of accountabilit y in extreme circumstances

ln the circumstances, I believe that the clear risks associated with such a strategy are not
warranted and that a sufficiently high level of accountability can be achieved through
well-designed restructuring of the Central Bank.

I have had the attached draft Memorandum for Government prepared, the central point of
which is that the SRA should be established along the lines recommended by the Group but
located within the ambit of a restructured Central Bank;the SRA would have full
autonomy in implementing high-level regulatory policy as approved by the main Central Bank
Board. This is in line with the reservation in the Report of the representative ol the
Department ofthe Taoiseach. A draft letter to the Tanaiste, enclosing the draft Memorandum
for her consideration prior to submission to Government, is also attached for your signature.

SCA
P.H. Mullarkey
June, 1999

Y2_
\ + \

-xA*e&d +b )qu 16 t \qq

I q

DOF07055-001
   DOF01B06 61



rz/ot/ r, *.,^ o..L{

June, 1999

Ms Mary Harney TD

Tanaiste & Minister for Enterprise

Trade & Employment

Kildare Street

Dublin 2

Dear Mary

I have been reflecting on the Report of the Implementation Advisory Group on the

establishment of a Single Regulatory Authority (SRA) for the Financial Services

Sector.

-il

In my opinion, we can support the general thrust of the Report and the bulk of its

recommendations. However, the issue conceming the establishment of an SRA within,

or outside the ambit o{ the Central Bank is something that requires further

consideration. While accepting that the'greenfield' option recommended in the Report

has certain merits, I have to say that I am not convinced that these outweigh the

considerable risks associated with it. I am very conscious that the Central Bank is a

critical part ofthe financial architecture oflreland and I am concemed that the benefits

of its high reputation, both domestically and intemationally, as regulator might be lost

in a green field operation. Transferring such a key function to an untested institution

could call into question, especially in an increasingly competitive world, the attraction

of Ireland as a location for financial services providers. Furthermore, the role ofthe

Central Bank as 'lender of last resort' cannot be forgotten. I don't think we should be

prepared to take the risks associated with the greenfield option.
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The views ofthe Board ofthe Central Bank itself are important: they feel that the main

risks associated with a 'greenfield' operation include loss of regulatory expertise;

difficulty in establishing an international reputation because a new authority would lack

a proven record; industrial relations problems; loss of synergies between the Central

Bank's regulatory and non-regulatory functions; high start-up and ongoing costs.

I have considered the various models for an SRA referred to in the Report. Weighing

up the pros and cons of each, I have reached the opinion that the suggestion advanced

in page 42 of the Report by the representative of the Taoiseach's Department

represents the most constructive way forward. Accordingly, I have had the attached

first draft ola proposed joint Memorandum to Govemment prepared. The key point in

this is that the Report of the Implementation Advisory Group Report would be

accepted in its entirety with the important exception that an SRA would be established

as a distinct pillar of a reconstituted Central Bank. While the main Board would have

responsibility for approving highJevel policy for the SRA and for normal corporate

governance, the SRA would have a separate Board with a CEO appointed by that

Board. Moreover, legislation would provide that the SRA will have full accountability

to the Minister and the Oireachtas and operational autonomy.

I{, having considered the draft Memorandum, you are in agreement I would propose

that it should be circulated to the Taoiseach's Department and the Attomey General's

Offce for urgent consideration with a view to bringing it to Cabinet at the first

possible opportunity. We might discuss this matter when you have read the draft

Memorandum.

Yours sincerely,

Charlie McCreery TI)

Minister for Finance

DOF07055-003
   DOF01B06 63



I

Ref:590/03/01/0002/l June 1999

The T6naiste and Minister for Enterprise, Trade and Employment and the
Minister for Finance request the Government to approve.-

(u) the publication of the attached Report of the Implementation Advisory
Group on a Single Regulatory Authority for Financial Services,

(b) the establishment of a Single Regulatory Authority as one of two distinct
pillars ofa reconstituted Central Bank,

(c) the Single Regulatory Authority to have a separate Board within the
Central Bank, on a basis that will ensure accountability ofthat Board and
operational autonomy while respecting the overall responsibilities of the
Central Bank Board.

(d) the drafting of the Heads of a Bilt to provide for the establishment ol a

Single Regulatory Authority for financial services and related matters,

(e) the appointment by the Minister for Finance, with the consent of the
Tanaiste and Minister for Enterprise, Trade, and Employment, ol an
lnterim Board for the SRA which will appoint a Chief Executive Ofiicer,
on the basis outlined in the report, and which will commence the
implementation ofthe recommendations contained in the Report,

(0 the establishment of a Group, chaired by the Department of Finance and
including representatives from the Department of Enterprise, Trade, and
Employment and the Central Bank to oversee the implementation of the
Report's recommendations,

(g) the issue of the attached press release (with diagrammatic representation
of the organisational structure agreed).

OFFICE OF THE TANAISTE AND MINISTER FOR ENTERPRISE. TRADE
AND EMPLOYMENT

and OFFICE OF THE MINISTER FOR FINANCE

Draft Memorandum for the Government

Establishment of a Single Regulator for the Financial Services Sector

Decision Sought
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2.

Ilackgrourul to the SRA

The current regime ofregulation ofthe financial services sector is hindered by the
multiplicity of regulatory bodies with differing regulatory powers and functions.
Crossovers between formerly discrete subsectors ofthe financial services industry
are increasing with the diversification of activities by institutions, especially

banks, mergers between former specialist entities, and development of hybrid
financial products. This constitutes a strong case for a single wide-ranging
regulatory regime. Without this, there is an incentive lor some financial
institutions to seek to be regulated by the least rigorous regulator. Controversies
in various sectors have reduced public confidence in the system of regulation of
the financial services sector. The adequacy ol the protection for individual
consumers (beyond the general safeguard from prudential supervision) has been

seriously questioned. In a small country like Ireland, there is a case from both an

effectiveness and efficiency perspective for building a critical mass of skills
relating to financial regulation in a single location.

At its meeting of 20 October 1998, the Government agreed in principle to the

establishment of a single regulatory authority (SRA) lor the financial services
sector at the earliest date possible and to the immediate establishment of an

Implementation Group to progress the necessary work (Government Decision
S180/20110/0167). The composition and terms of relerence ofthe Group are set

out at Annex II to this Memorandum. The Group has now submitted its Report,
a copy of which is attached to this Memorandum.

Principal Recommendations of the Report

(D The majority of the Group has recommended that the SRA should be
outside the Central Bank and that it should be an entirely new independent
organisation with maximum accountability to the Minister for Finance and to the
Oireachtas.

(iD The SRA should have a 'public interest' Board, the non-executive
members of which should be selected lor their experience of legal, financial,
consumer. etc. issues

(iii) The Board should comprise ten members, seven of whom including the
Chairman, should be appointed by the Minister for Finance. The remaining three
members should be the Chief Executive Officer, the Customer Protection
Director, and the Secretary General of the Department of Finance (all three
ex-officio).

(i") The Chief Executive Officer (CEO) of the SRA should be appointed by
the Board of the SRA, for a fixed term. with the consent of the Minister for
Finance, following an open competition conducted by an appropriate independent
body. The CEO should be responsible, under the SRA's Board, for the

3.

4.
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implementation of functions in relation to prudential regulation and consumer
protection.

(v) Statutory positions of Customer Protection Director and Registrar of
Credit Unions should be established within the SRA.

(vi) The SRA should be funded by industry following its initial development
period. The staff required by the Authority should, to the maximum extent
possible, be drawn from amongst the staff currently involved in financial
regulation in the Central Bank, the Department of Enterprise, Trade and

Employment, the Office of the Director of Consumer Affairs and the Registry of
Friendly Societies.

(vii) A high-level Standing Committee should be established by statute which
would be chaired by the Department of Finance and include representation from
the Central Bank and the SRA, the purpose of which would be to ensure the
maximum degree of co-operation and information disclosure between the SRA
and the Central Bank.

(viii) The SRA should have power, within certain limitations. to impose

sanctions on a financial services provider for breach ofrelevant regulatory codes.

(i") Two separate panels, representative of consumer and industry interests,
should be established as fora for discussions on the perlormance of the SRA in
carrying out its regulatory functions, as well as providing opportunities lor
consumer and industry interests to suggest appropriate initiatives.

(*) A single statutory ombudsman scheme for all financial services provided
by regulated entities, to operate independently ofthe SRA, should be established.

,SRA ,Structure tnd l-ocation

The Group considered various options for the structure and location ofthe SRA.
One major issue was whether the Central Bank would be reconstituted so as to
act as the SRA or whether a new regulatory body outside the Central Bank
should be created.

In the tight of various submissions received and, in particular, those lrom staff
representative bodies, the Group closely examined whether and how the SRA
might be located within, or closely associated with, the Central Bank. In this
context, the Group explored the option of dividing the Central Bank into two
autonomous agencies linked by a consultative joint board (i.e. the 'Twin Pillars'
model).

In view of strong doubts expressed by a number of members ofthe Group about
the authority and cohesion of a Central Bank thus divided, the Group decided
instead to concentrate on the choice between a model based on a new
organisation and a model based on the assignment of day+o-day regulatory

6.

5.

7.
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responsibility to a Commissioner for Regulation within the Central Bank (i.e. the
'In-House Division' model).

In recommending a single purpose and independent regulatory authority, the

Group was particularly mindful of the provisions of the Maastricht Treaty that
underpin the independence ofthe Governor ofthe Central Bank from political or
other external control or influence. They felt that the Minister/Government
should have the authority to remove the Board of the SRA and/or its Chief
Executive for stated reasons (e.g. failure to regulate the financial institutions
properly and/or failure to adequately protect consumer interests). The majority
felt, therefore, that if the Governor was ultimately responsible for the SRA, full
accountability could not apply because of his independence.

9. Aduanta*es ofthe "Greenfield Site " tooroach identified in the Reoort

In its deliberations, a majority of the Group concluded that there would be

significant benefits arising from the "Greenfield Site" approach, including the
following:

Accountability to the Minister lor Finance and to the Oireachtas would be at a
maximum and independent of any ECB/ESCB-related constraints;

It would provide for singularity of purpose in relation to regulation and
customer protection in financial services;

The Government can expect the SRA to be a positive support to what is a
major commercial industry for Ireland, and to provide their customers with
reliance and assurance,

It would provide a coherent, robust, and transparent approach to financial
regulation that would promote public and institutional confidence in the
financial services industry and in the regulatory process;

It would facilitate the exchange of confidential information amongst the
various regulatory functions of the SRA consistent with the requirements of
EU law;

The development of a separate corporate identity would help attract and
motivate high quality staffand help to develop staffloyalty,

All staffwould enter the new body on a basis of equality of opportunity which
would enhance their commitment to the new body.

8.

Group's Views of Models

The "Greenfiel Site" aoprooch tll_llte Group
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10. Disadvantages of the "Greenfield Site" identified by the Minister for
Finance

While acknowledging the advantages of the "Greenfield Site" approach identified

by the Implementation Advisory Group, the Minister for Finance considers that it
could be argued that this approach has a number of drawbacks not articulated by

the Group:-

The high reputation, both domestically and internationally, ofthe Central Bank

as regulator olthe mainstream banking system might be lost,

The Central Bank is a critical part of the financial architecture of lreland and

should not be lightly dismantled;

Regulation by an organisation, other than the Central Bank, could diminish the

attraction oflreland as a financial services centre.

The role of the Central Bank as the lender of last resort to the Irish banking

system could be complicated;

There would be a loss of the value of mobility of expertise and experience

between the regulatory and monetary sides.

There could be significant industrial relations difficulties associated with
"breaking up" the Central Bank.

The Minister would also point out that many ofthe advantages noted would attach
equally to a model based on the Central Bank structure.

11. Alternative SRA Model within th C tral Bank favoured by a minoritv on€

12.

the Group

While the Group, after lengthy and careful deliberation, recommended the
establishment of a completely new, independent, organisation outside the Central
Bank, the preferred approach ofa minority ofthe Group was to locate the SRA
within a restructured Central Bank.

In expressing a preference for the creation of a regulatory agency within the
overall framework of the Central Bank, the Department of Finance and Central
Bank members argued that adequate safeguards as to accountability and
transparency could be built into this model. Moreover, they felt it represented, to
them, the best approach to ensuring that all the positive factors associated with
the good record and intemational standing of the Central Bank in relation to the
financial services sector would automatically be associated with the SRA. They
support the appointment, within the Central Bank structure, of a Commissioner
for Regulation to supervise the whole regulatory function (i.e. 'In-House
Division' model).
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13. Advantaces of SRA ttithin the Central Bank identified in the Reportz

It addresses the need for change by providing operational autonomy for the
regulatory function, while preserving what is already working well;

It would extend the statutory remit of the eisting regulatory role of the
Central Bank to include consumers who are at present provided for
separately;

It provides a high level of accountability,

The relationship between the monetary authority and the regulator would not
be disturbed if the SRA were located within the Central Bank, it is important
that co-ordination between the two functions is maximised:

The track record ofthe Central Bank in regard to its regulatory functions is
extremely good and the confidence ofthe financial markets, both foreign and

domestic, it has earned and retained is high,

There is very considerable support among the entities currently regulated by
the Central Bank for it to become the new regulator; criticism of the Bank in
relation to the exercise ol its statutory functions, as prudential regulator, has

been non-existent in the context ofthe submissions received;

It would provide for continuity ofexpertise,

It would help to minimise industrial relations difficulties in the Central Bank,
which has about 150 staffinvolved in regulation.

Disadvtntages of having the SRA within the Central Bank identified by the
Minister for Finance:

14.

The Minister for Finance, while noting
acknowledge that it could be argued that
drawbacks.

these advantages,
this approach has

would also
a number of

In terms of accountability, the Governor, who is, de facto, Executive Chairman
of the Central Bank, if he were ultimately responsible for the SRA, would not
be fully accountable in all circumstances.

It may not be radical enough in terms of the need to respond to the concerns
expressed about the present arrangements for regulation;

Since the Central Bank is perceived by some as not being consumer friendly,
the new structure may not be seen as going far enough to give maximum
reassurance to consumers.
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cc
An Roinn Airgeadais
Department oJ Finance Off ice of the M inister

December, 1999

516rd Mhuirfean Uacht,

Baile Atha Cliath 2,

Upper Merrion Street,

Dublin 2,

lreland

Telephone: (01) 676 7571

Facsimiler (01) 676 1951

GTN: 7109

URL: http://w\ew idgov. ie

Ms Mary Harney TD

Tanaiste & Minister for Enterprise

Trade & Employment

Kildare Street

Dublin 2

Dear Mary

I have been reflecting on the Report of the Implementation Advisory Group on the

establishment of a Single Regulatory Authority (SRA) for the Financial Services

Sector.

ln my opinion, we can support the general thrust of the Report and the bulk of its

recommendations. However, the issue concerning the establishment of an SRA within,

or outside the ambit oq the Central Bank is something that requires further

consideration. While accepting that the 'greenfield' option recommended in the Report

has certain merits, I have to say that I am not convinced that these outweigh the

considerable risks associated with it. I am very conscious that the Central Bank is a

critical part of the financial architecture of Ireland and I am concemed that the benefits

of its high reputation, both domestically and internationally, as regulator might be lost

in a green field operation. Transferring such a key function to an untested institution

could call into question, especially in an increasingly competitive world, the attraction

of Ireland as a location for financial services providers. Furthermore, the role of the

Central Bank as 'lender of last resort' cannot be forgotten. I don't think we should be

prepared to take the risks associated with the greenfield option
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The views ofthe Board ofthe Central Bank itself are important: they feel that the main

risks associated with a 'greenfield' operation include loss of regulatory expertise;

difficulty in establishing an international reputation because a new authority would lack

a proven record; industrial relations problems; loss of synergies between the Central

Bank's regulatory and non-regulatory functions; high start-up and ongoing costs.

I have considered the various models for an SRA referred to in the Report. Weighing

up the pros and cons of each, I have reached the opinion that the suggestion advanced

in page 42 of the Report by the representative of the Taoiseach's Department

represents the most constructive way forward. Accordingly, I have had the attached

draft ofa proposed joint Memorandum to Government prepared. The key point in this

is that the Report ofthe Implementation Advisory Group Report would be accepted in

its entirety with the important exception that an SRA would be established as a distinct

pillar of a reconstituted Central Bank. While the main Board would have responsibility

for approving highJevel policy for the SRA and for normal corporate governance, the

SRA would have a separate Board with a CEO appointed by that Board. Moreover,

legislation would provide that the SRA will have fufl accountability to the Minister for

Finance and the Oireachtas as well as operational autonomy.

I have today issued similar letters to the Taoiseach and the Attorney General

Yours sincerely,

Charlie McCreery TD

Minister for Finance

It is my intention that the Memorandum should be submitted to Cabinet at the meeting

of Wednesday, 22 December, 1999. Accordingly, I would be obliged for your views

on it as a matter ofurgency.
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