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The Government has committed to providing additional capital of €31 billion to three 
financial institutions in 2010; approximately €25.3 billion to Anglo Irish Bank in the 
form of Promissory Notes, €5.4 billion to Irish Nationwide Building Society (a €5.3 
billion Promissory Note and a €100 million Special Investment Share) and €350 
million1 to Educational Building Society (a €250 million Promissory Note and a €100 
million SIS).  
 
The full amount of these Promissory Notes and SIS is being shown on the General 
Government deficit in 2010, thus resulting in a headline deficit figure of 32% of GDP.  
However, the underlying deficit, excluding these banking related payments is forecast 
to be 11.9% of GDP, broadly in line with the Budget 2010 forecast of 11.6% of GDP 
taking account of the lower level of nominal growth.  As the requirement for these 
payments did not arise until during the course of this year, none of these estimates 
appeared in the forecasts made in Budget 2010 in December 2009.  The full amounts 
of these Promissory Notes also add to the level of General Government Debt in 2010.   
 
For capital adequacy purposes the Promissory Notes must be valued at par in the 
institutions’ accounts.  Accordingly, interest must accrue on any amount due until it is 
paid. The interest rate charged is based on the long term Government bond yield 
appropriate to when the amounts will be paid. The Promissory Notes will be paid in 
equal instalments over the next 10-15 years.   
 
Beginning in 2011, the Exchequer will undertake cash borrowings of some €3.1 
billion each year until such time as the full principal sums and interest payments have 
been paid in full. These cash borrowings will add to the Exchequer Borrowing 
Requirement in each of the years.  The incremental interest costs on cash borrowings 
of €3.1 billion in 2011 are currently estimated at approximately €200 million per 
annum – see Table. 
 
Under ESA95 (Eurostat) Government accounting rules, the interest payable on the 
Promissory Notes must be accrued into the year in which the liability arises, even if 
no cash payment takes place.  However, the rules also provide that no interest is to be 
recorded during an ‘interest holiday’, i.e. a period during which a zero rate of interest 
is charged. 
 
It is currently estimated that the interest accruing into 2010 in respect of these 
Promissory Notes is around €560 million.  However, the terms of the promissory 
notes will provide that no interest will be chargeable in 2011 and 2012. The Irish 
authorities have confirmed with Eurostat that, as a result, no interest will be recorded 
on the promissory notes in those years, on either a cash or accrual basis. This means 
that the General Government Balance for 2011 and 2012 will be unaffected by 
interest payments relating to the promissory notes.   
 

                                                 
1 Pending the outcome of the bidding process for EBS, there may be a requirement for a further 
Promissory Note of €525m to be issued before the end of 2010.  The accounting treatment of this will 
be clarified when the full details of the bidding process are known. 



A higher rate of interest will be chargeable for the remainder of the period beginning 
in 2013 onwards, so that the cumulative amount of interest paid over the period of the 
Promissory Notes will remain at an average rate sufficient to allow the promissory 
notes to be recorded in the institutions’ balance sheets at face value, notwithstanding 
the zero rate of interest charged in 2011 and 2012.   
 
The impact of the interest on the Promissory Notes on the General Government 
Balance is approximately €1¾ billion in both 2013 and 2014, and reducing in 
subsequent years.  This equates to about 1% of GDP.  However, it should be noted 
that this does not affect in any year the actual borrowing being carried out by the 
NTMA in order to pay the capital amounts due to the relevant financial institutions.   
 
 
Table: Impact of Promissory Notes and Special Investment Shares on Public Finances 
  Promissory Note  

Payments  
(cash borrowings) 

 

Incremental Annual  
Debt Interest  

Costs on  Payments 
** 

(cash borrowings)  

Cumulative  
Debt Interest Costs on  

Payments  
(cash borrowings) 

Promissory  
Note  

Interest 
Charge 

2010 €0.2bn*   €0.6bn 
2011 €3.1bn €0.2bn  0 
2012 €3.1bn €0.15bn €0.35bn 0 
2013 €3.1bn €0.15bn €0.50bn €1.8bn 
2014 €3.1bn €0.15bn €0.65bn €1.6bn 
2015 €3.1bn €0.15bn €0.80bn €1.5bn 
2016 €3.1bn €0.15bn €0.95bn €1.4bn 
2017 €3.1bn €0.15bn €1.10bn €1.3bn 
2018 €3.1bn €0.15bn €1.25bn €1.2bn 
2019 €3.1bn €0.15bn €1.40bn €1.0bn 
2020 €3.1bn €0.15bn €1.55bn €0.9bn 
2021 €3.1bn €0.15bn €1.70bn €0.7bn 
2022 €3.1bn €0.15bn €1.85bn €0.5bn 
2023 €3.1bn €0.15bn €2.0bn €0.3bn 
2024 €1.9bn €0.1bn €2.1bn €0.2bn 
2025 €0.9bn €0.05bn €2.15bn €0.1bn 
*Special Investment Shares of €100m in INBS and EBS 
** The interest costs on cash borrowings of €3.1 billion in 2011 are currently estimated at 
approximately €200 million. This is based on a technical assumption of an interest rate of 6.5% in 
2011. For the following years, a technical assumption of an interest rate of 4.7% has been assumed in 
the calculations. This is based on the weighted average cost of funds raised by the NTMA in the bond 
market in 2010 which is 4.7%, the same as the average funding cost achieved in 2009. 
 
The figures in the table above are current working estimates of the impact of the 
Promissory Notes and Special Investment Shares on the public finances out to the 
middle of the next decade. The figures are subject to change. 
 


