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Home News

The legislation establishing the National Asset
Management Agency (Nama) has passed all stages of
the Dail and Seanad and will now go to the President.
Nama was designed initially by economist Peter
Bacon and later in further greater detail by officials
from the National Treasury Management Agency
(NTMA), the Department of Finance and the Attorney
Generals office.
The aim of Nama is to take all loans — good and
bad — out of domestic banks that had been provided
for property development and land speculation with
a view to development. The purpose is to remove
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uncertainty by taking entire development loan
portfolios — the most toxic class of assets within the
banks — off their books.

The strategy is that the cost of covering the bad
loans will be covered by repayments on the good
loans and by selling off the properties and other
assets backed by the bad borrowings.

In addition to the development loans being
acquired, Nama will take over associated loans,
which are largely borrowings backed by commercial
investment properties such as office blocks, shopping
centres and rented buildings, that were provided as

security for the development loans.

Of the six financial institutions protected under
the State bank guarantee, only one bank, Irish
Life & Permanent’s lender Permanent TSB, is not
participating in Nama. Largely a home loans and
residential mortgage lender, the bank avoided
development lending.

The Government has estimated that it will purchase
loans with a face value of €77 billion from the five
other lenders at a cost of €54 billion, representing
an average discount of 30 per cent. However, the
discount applied to loans will vary from institution to

institution and will not be decided until the loans of
1,500 to 2,000 borrowers are transferred by mid-2010.
Individual development loans below €5 million, with
the exception of loans at EBS, will remain with the
institutions.

The Government’s other aim with Nama is to inject
fresh liquidity into the banks so they can provide new
loans to consumers and business people who are
struggling due to the shortage of credit as a result of
the bad debts plaguing the financial institutions.

@ Thehailouts @) The Nama plan: financial breakdown

To be transferred to Nama

The shock from the US subprime crisis, which hit
a peak with the collapse of Wall Street’s Lehman

Brothers in September 2008, caused a worldwide Anglo Irish Bank — ]
financial crisis. On September 30th, facing a Total loan book: €72bn

dangerous shortage of cash within the Irish banking

system, the Government guaranteed all depositsand e,

most of the debts across the six domestic financial

institutions. The heavy exposure of the collapsing Allied Irish Banks

property market put the capital reserves of the
institutions under severe pressure and so far the
Government has this year injected €11 billion into the
three biggest banks to absorb rising losses on loans.

Anglo Irish Bank, Allied Irish Banks (AIB) and ; .
Bank of Ireland are expected to need further capital Bank of Ireland
injections as they incur losses transferring the loans Total loan book: €131bn —— i
to Nama as the Government is buying them at a
discount. The capital requirements for each institution
will vary but will depend on the discount applied to
each institution’s loans and how much each bank
needs to replenish its capital reserves.

The Government has allowed the banks the chance
to raise the capital privately from investors first. The
banks will also be able to use profits over the coming
months against losses.

However, Minister for Finance Brian Lenihan has
said the State will take larger stakes in the banks
if necessary and this may lead to the State taking
majority stakes in the banks.
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€0.5bn land & development loans

Educational Building Society €0.3bn associnted louns

Total loan book: €17bn

Anglo Irish Bank

To be transferred to Nama: €28.4

Estimated discount on loans: 33%

State investment to date: €4bn

State’s likely future investment: €3.5-6bn Total face value of bank loans
Allied Irish Banks to be transferred to Nama
To be transferred to Nama: €24.1bn

Estimated discount on loans: 24%

State investment to date: €3.5bn

Likely future capital requirements €1.5-€2.5bn
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State investment to date: €3.5bn Mark |

Likely future capital requirements €1.5-2bn arket value

Irish Nationwide

To be transferred to Nama: €8.3bn While the original value of the properties supporting the Nama-bound
Estimated discount on loans: 37% loans was €88 billion, Nama estimates the current market value to be

State investment to date: nil €47 billion. This represents an average 47% drop in value.

State’s likely future investment: €1bn
Educational Building Society +
To be transferred to Nama: €0.8bn
Estimated discount on loan: 35%

Premium paid by the State to cover “long-term economic value” of
properties that would not be sold currently.

State investment to date: nil
State’s likely future investment: €300m
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What Nama

€16.3bn land & development loans
€12.1bn associated loans

€17bn land & development loans
€7.1bn associated loans

€10bn land & development loans

€5.5bn associated loans

€5.6bn land & development loans
€2.7bn associated loans
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€28bn

Associated loans
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Location L&D loansesn  Assoc loans ebn Totaleon % of Total
Ireland 33.13 18.35 51.48 66.8%
Northern Ireland 3.29 1.51 4.80 6.2%
Great Britain 10.34 5.59 15.93 20.7%
USA 1.39 0.66 2.05 2.7%
Germany 0.05 1.01 1.06 1.4%
Portugal 0.46 0.14 0.60 0.7%
France 0.39 0.13 0.52 0.7%
Czech Republic 0.11 0.07 0.18 0.2%
Italy 0.04 0.09 0.13 0.2%
Spain 0.05 0.07 0.12 0.2%
Other 0.13 0.11 0.24 0.3%
Total 49.38 27.73 771 100%

€23bn haircut (average 30% discount)

Funding Nama: How banks will be paid for loans

Atype of IOU.

Debt raised by the Government. Banks can sell bonds to raise cash.
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Nama subordinated debt. Another type of state I0U witheld from banks.
Will only be paid if loans are recovered.

Apr2010 May 2010 Jun-Jul 2010
€60bn €70bn €77bn
€42bn €49bn €54bn

(+450) 750
€22m

(+450) 1200
€22m

(+300-800) 1500-2000
€8.75-23m
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Government-appointed non-executive directors; jobs advertised

Dec2009 Jan 2010 Feb 2010 Mar 2010
Cumulative loans €16bn €24bn €38bn €50bn
What Nama will pay €11.2bn €16.8bn €26.6bn €35bn
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Number of borrowers 10 (+25) 35 (+65) 100 (+200) 300
Average borrowings €1.6bn €320m €215m €60m
@) Owners of Nama: the SPV € Namastructure
The Government has created a so-called special purpose vehicle (SPV), a separate The board
company whichwillbe
51 per cent owned by private investors and :
49 per cent owned by the State. The The executive

State is the minority shareholder but
will hold a veto over the company.

The Nama SPV, a separate legal

51%

entity, will own the
€77 billion face value loans. The
ownership structure of Nama

Private

has been organised as such to

keep the €54 billion in debt off

the State’s balance sheet so that the
figure doesn’t

count towards Government debt. The
structure has been approved

by the EU statistics agency Eurostat.
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5 staff
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@) How Nama expects to

make a €5.5bn profit

The Government estimates that Nama will receive
€12 billion in interest payments from good developers
owing €62 billion of the €77 billion loans, yet the
State will have to pay €16 billion in interest payments
owing on the Nama bonds and subordinated debt —
both types of Government I0Us — that will be issued
to buy the loans at the outset.

Officials expect Nama to recover €4 billion from
selling properties and other assets backing the
€15 billion in bad loans.

However, the €77 billion face value of the loans
includes €9 billion in interest “rolled up”—in other
words, interest postponed until the developments are
in place. The Government says that interest will also
be covered in repayments of the €62 billion in good
loans.

The Government says it will pay a variable
(fluctuating) interest rate of about 1.5 per cent, while
performing borrowers, who account for 40 per cent of
the loans, will pay an average rate of 2 per cent over
the standard Euribor rate, the rate at which banks
borrow money from one another. This is currently
0.715 per cent.

Fees and expenses paid by Nama are estimated to
top €2.64 billion over the 11-year life of the agency.
The Government expects the agency to make a profit
of €5.5 billion by 2020.

@ What the developers

can expect
Good developer

If a property developer is servicing their loan —in
other words, if they are paying the interest in full on
the development loan — then their relationship with
their lender will remain the same.

Likewise, if the developer is repaying loans on
commercial investment properties which, for
example, were provided as collateral for development
loans, then nothing changes.

Nama will just replace the bank as the owner of the
loan and will receive both the interest and capital sum
as itis repaid over time. According to the draft Nama
business plan, the Government expects good loans to
yield €12 billion in interest payments and €62 billion
in loan repayments over the estimated 11-year life of
Nama from 2010 until 2020.

Nama plans to deal with the management of the
top 150 borrowers directly. The top 100 developers
account for €38 billion of the €77 billion loan
portfolio.

Bad developer

A developer may not be paying interest on their loan.
This is common for most development loans as they
do not generate any income until properties are
completed and either sold or rented.

However, Nama may take the view that a
developer’s projects are not going to be completed
for some time in the current environment and decide
to move against the individual if there is no prospect
of either interest or capital sums being repaid off the
loan amount.

If the developer is co-operative, Nama can work
with them and, if not, it can appoint a statutory
receiver to take control of the property. From there, it
can sell it on or hold the property until a greater level
of activity returns to the market or develop it over
time and sell it on at a later date. The Government has
given Nama powers to borrow a further €5 billion to
develop properties.

If Nama decides to move against a delinquent
developer, in addition to taking control of the land
and properties backing the development loans, it
can also seize control of any other assets supporting
the loans — for example, it could take control of
commercial investment properties, residential
properties, bank shares, interests in other business
and assets such as art, racehorses and any other
personal assets provided as collateral for the
development loans.

0f the loans being acquired by Nama, the
Government believes that €15 billion are bad or will
go bad, representing a default rate of 20 per cent on
the overall €77 billion face value loan book.



