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Budget 2014 delivers €2.5bn adjustment, as
expected

DAVY VIEW

Budget 2014 implemented €2.5bn of cuts as expected, split
between €0.9m of tax rises and €1.6bn of spending cuts. The
deficit is expected to be 4.8% of GDP in 2013 and 2.9% in 2015.
Debt is expected to fall from 124% of GDP in 2013 to 120% in
2014. The clear winner from the budget was the tourism
industry, which maintained its 9% VAT rate at a cost of €350m
per annum. Tax rises were concentrated on the ‘old reliables’:
excise duties and deposit interest tax. On spending, the health
sector is expected to make a large €666m saving in 2014, but
with an over-run of up to €200m expected in 2013, doubts will
persist on whether the desired savings can be achieved.

Tax rises €0.9bn, expenditure cuts €1.6bn

Budget 2014 delivered a €2.5bn (1.5% of GDP) adjustment, as expected. Tax rises were
€0.9bn (€200m less than planned in April) and expenditure cuts €1.6bn (€400m lower).
The government expects to run a deficit worth 4.8% of nominal GDP in 2014, falling to
2.9% in 2015. This should be sufficient to reduce the debt-to-GDP ratio from 124% in
2013 to 120% in 2014, coupled with a €11bn reduction in cash balances.

Extra tax measures to fund 9% tourism VAT rate

The tax rises were concentrated on the ‘old reliables’, such as DIRT (€105m) and excise
duties (€160m), together with a new raid on private pension pots (€135m) and a new
bank levy (€150m). The stamp duty rate on pension funds will be raised to 0.75% from
0.6%. The deposit interest tax rate will increase to 41%. The clear winner in the Budget
was the tourism industry, which retained its 9% VAT rate at a cost of €350m in the full
year, or €290m in 2014, effectively receiving the entire €200m cut in planned revenue
adjustments in 2014. There were no changes to income tax rates, the universal social
charge (USC) or the corporation tax rate.

Spending cuts eased to €1.6bn; concerns on health spending
overshoot persist

Over and above the €1.6bn spending adjustment, government departments are expected
to make €300m of additional cuts to stay within expenditure ceilings. On the spending
side, the cuts were concentrated in the Departments of Health (€666m) and Social
Protection (€290m). However, with Health expected to be close to €200m over budget at
the end of 2013 - for a second year running — doubts will persist on whether it can
achieve the desired savings in 2014. The cuts in social spending were broadly based, but
the headline levels of unemployment benefit were left unchanged, albeit with job-
seekers” allowances for the under-25s reduced to €144 per week.
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Irish Economy

Tax measures stronger than
expected, comprising 50% of the
adjustment.

Deficit to fall to 2.9% of GDP in
2015. Debt to fall from 124% in
2013 to 120% in 2014 as state
erodes cash balances.

October 15 2013

Spending cuts of €2.5bn, as expected

Budget 2014 delivered a €2.5bn (1.5% of GDP) adjustment as expected. Tax rises were
€0.9bn (€200m less than planned in April) and expenditure cuts €1.6bn (€400m lower).
The government expects to run a deficit worth 4.8% of nominal GDP in 2014, falling to
2.9% in 2015. This should be sufficient to reduce the debt-to-GDP ratio from 124% in

2013 to 120% in 2014, coupled with a €10bn reduction in cash balances.

The tax rises were concentrated on the ‘old reliables’, such as DIRT (€105m) and excise
duties (€160m), together with a new raid on private pension pots (€135m) and a new
bank levy (€150m). The clear winner in the Budget was the tourism industry, which
retained its 9% VAT rate at a cost of €350m in the full year, or €290m in 2014,
effectively receiving the entire €200m cut in planned revenue adjustment in 2014.

On the spending side, the cuts were concentrated in the Departments of Health
(€666m) and Social Protection (€290m). However, with the Department of Health
expected to be close to €200m over budget at the end of 2013 — for a second year
running — doubts will persist on whether it can achieve the desired savings in 2014. Over
and above the €1.6bn spending adjustment, government departments are expected to
make €300m of additional adjustments to stay within expenditure ceilings.

Table 1: Budget 2014 fiscal consolidation measures (€bn)

2013 2014
Fiscal consolidation measures 3.5 2.5
Spending cuts 1.9 1.6
- Current 1.4 1.4
- Capital 0.5 0.1
Tax increases 1.4 0.9

Source: Department of Finance, Budget 2014

The government'’s projections for the deficit and debt are based on 0.2% GDP growth
in 2013 and 2.0% in 2014. These forecasts are below Davy projections for 1% growth
in 2013 and 2.5% in 2014. Hence, our forecast is for a government deficit of 4.4% in
2014.

Table 2: Budget 2014 deficit, debt and macroeconomic projections

2013 2014 2015
Fiscal aggregates
General Government Balance (% GDP) 7.3 4.8 2.9
Of which:
Primary balance -2.7 0.0% 2.0%
Interest vosts 4.6% 4.8% 4.9%
General government debt, % GDP 124.1% 120.0% 118.4%
Macroeconomic assumptions
Nominal GDP 165.9 170.6 176.9
Nominal GDP growth 1.2 2.9 3.7
Real GDP growth 0.2 2.0 2.3

Source: Department of Finance, Budget 2014
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Tax measures focused on the ‘old
reliables’ such as DIRT and excise
duties, together with a new raid
on pension funds and a €150m
bank levy.

Figure 1: Distribution of tax-raising measures
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€300m of extra tax measures to fund 9%
tourism VAT rate

Tax revenue measures were larger than expected, at €1.2bn, in order to maintain the
9% tourism services VAT rate at a cost of €290m in 2014. Overall, the tax adjustment
was €900m, €200m lower than planned in the April Stability Update and well flagged
ahead of the Budget's announcements.

Of the €1.2bn of tax rises, €500m reflected a carry-over from 2013 — the full-year
impact of the property tax and the new ceiling on pension reliefs. Amongst the other
main measures was a hike in excise duties on alcohol and tobacco (€160m), a new levy
on banks (€150m) and an increase in the levy on pension funds (€135m). The stamp
duty rate on pension fund assets is being increased from 0.6% to 0.75%. A hike in the
deposit interest retention tax (DIRT) rate to 41% is expected to yield another €105m. As
such, the Budget relied strongly on hitting the ‘old reliables’.

Table 3: Budget 2014 tax measures (€m)

2014 yield FY impact

Tax relief on medical Tax relief for medical insurance 94 127
inS1u5r?>/:Ce Excise on alcohol and tobacco 160 160
Financial institutions levy 150 150
Pension fund levy 135 135
Deposit interest retention tax 105 140

Other 54
Excive duties Carry-over from Budget 2013 500 500

% Total 1200

Source: Department of Finance, Budget 2014

m Financial Institutions Levy

Source: Department of Finance, Budget 2014:

The Budget also included several
measures to help jobs growth.

The Minister for Finance announced several initiatives to help jobs growth and
investment. The 9% VAT rate for tourism services will be retained, while air travel tax is
being reduced to zero. Tourism was the clear winner in Budget 2014 but there were
also several initiatives aimed at construction. A new home renovation tax incentive will
encourage spending on repair and maintenance on principal private residences by
offering relief on works costing €5,000-35,000. This is expected to cost €62m from
2015. The relief from capital gains for properties will be extended to purchases up to
the end of 2014.

The Minister also closed the loophole allowing Irish registered companies to be

‘stateless’ in terms of their place of tax residency. The Department of Finance did not
indicate if it expected this to have any impact on corporation tax revenues in 2014.
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Spending cuts eased to just €1.6bn; concerns

on overshoot in health spending persist

Budget 2014 implemented a €1.6bn adjustment in spending. This is smaller than the
2.0bn adjustment foreseen in the April Stability Update. As in previous years, the onus is
was revised down substantially. on the Departments of Health (€666m) and Social Protection (€290m) to deliver the bulk
of the adjustment. In last year's Budget, an additional €700m of health cuts was
required to keep the Health Service Executive (HSE) within budget. Reports suggests that
another over-run is likely in 2013.

Figure 2: Planned expenditure savings Table 4: Planned expenditure cuts in 2014 (€m)

The spending adjustment in 2014

Department
Health 666
Other Social protection Social protection 290
2% 21%
Education 44
Agriculture
2% Transport 75
Justice Justice 56.5
0
4% Other 314
Total departmental cuts 1.4
Edu;ua/:'on Carry-over from 2013 0.1
48% .
Total current expenditure cuts 1.5
Capital expenditure cuts 0.1
mSocial Protection  mHealth ®Education ®Justice @ Agriculture  mOther
Total expenditure cuts 1.6

Source: Department of Finance, Budget 2014

Source: Department of Finance, Budget 2014

Given the Department of Health's record to date, a degree of scepticism must surround
the aggressive cuts planned for 2014. Savings are expected to come from substitution of
generic drugs (€50m), pay (€268m), a review to remove ineligible or redundant medical
cards (€113m) and private bed charges (€30m).

In Social Protection, the cuts were broadly-based. Spending on the household benefits
package is being reduced by €49m and jobseekers allowance for under-25s by €32m,
with fraud and control measures expected to yield €30m. A reduction in illness benefit
from three to six days is expected to yield €22m and maternity and adoptive benefit
€30m. However, there were no changes in headline levels of unemployment benefit.

The Budget raises fresh concerns on the ability of the government to deliver the
requisite savings. For the second year running, planned expenditure in the Department
of Health has been raised (by €187m), with an over-run close to €200m expected in
2013. So the concern is that the Department of Health may struggle to reach the
planned cuts of €666m set out for 2014. The government has also been slow to achieve
savings in the Department of Social Protection. The IMF's recommendations that
universal social benefits should be better targeted towards the most vulnerable groups
have not been adopted. In the IMF’s February 2012 review of Ireland’s programme, the
government was scheduled to complete a review of child and working age benefits, but
there has been little progress towards means-testing or taxing universal social benefits.
Inevitably this lack of progress in addressing structural expenditure problems has
necessitated the adoption of alternative measures like additional public sector wage cuts
and taxation.

Over-runs in the Department of
Health raise concerns about the
government’s ability to hit targets
in 2014.
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Investment ratings

A summary of existing and previous ratings for each company under coverage, together with an indication of which of these companies Davy has provided
investment banking services to, is available at www.davy.ie/ratings.
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might fall outside the general ranges stated below due to near-term events, market conditions, stock volatility or — in some cases — company-specific issues.
Research reports and ratings should not be relied upon as individual investment advice. As always, an investor's decision to buy or sell a security must depend on
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Suspended: Rating is suspended until further notice.

Restricted: The rating has been removed in accordance with Davy policy and/or applicable law and regulations where Davy is engaged in an investment banking
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Distribution of ratings/investment banking relationships

Investment banking services/Past 12 months
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Restricted 2 1 2 6
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This document has been prepared and issued by Davy on the basis of publicly available information, internally developed data and other sources believed to be
reliable. While all reasonable care has been taken in the preparation of this document, we do not guarantee the accuracy or completeness of the information
contained herein. Any opinion expressed (including estimates and forecasts) may be subject to change without notice. We or any of our connected or affiliated
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While reasonable care has been taken in the preparation of the information contained in this document, no warranty or representation, express or implied, is or
will be provided by Davy or any of its shareholders, subsidiaries or affiliated entities or any person, firm or body corporate under its control or under common
control or by any of their respective directors, officers, employees, agents, advisers and representatives, all of whom expressly disclaim any and all liability for the
contents of, or omissions from, this document, the information or opinions on which it is based and/or whether it is a reasonable summary of the securities in this
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representatives.

Neither Davy nor any of its shareholders, subsidiaries, affiliated entities or any person, form or body corporate under its control or under common control or their
respective directors, officers, agents, employees, advisors, representatives or any associated entities (each an "Indemnified Party") will be responsible or liable for
any costs, losses or expenses incurred by investors in connection with the information contained in this document. The investor indemnifies and holds harmless
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We are satisfied that our internal policy on share ownership does not compromise the objectivity of analysts in issuing recommendations.
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