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Check Against Delivery 

[Jeremy Masding] 
 

Thank you Chairman and Good Morning. 

 

I am joined this morning by my colleagues: 

• Eamonn Crowley, Chief Financial Officer;  

• Shane O’Sullivan, Group Director of Operations;  

• Stephen Groarke, Chief Risk Officer; and, 

• Greg O’Leary from the Asset Management Unit. 

 

We welcome this opportunity to talk to the Committee about the proposed sale of Non-
Performing Loans or NPLs.   

 

This is an important matter for both the future of the Bank and the financial services 
industry in Ireland; in particular, in respect of the ongoing relationship with institutional 
investors and the minimum standards required for a fully functioning secured lending 
market.   

 

In fact, the issue gets to the heart of whether Ireland sees its banks as institutions managed 
for sustainable value creation through delivering the right customer outcomes, and 
providing the lifeblood of commerce and economic activity. 

 

We should be clear at the outset that the fiduciary responsibility of this Team is to the 
owners of the business.  We are here to maximise the return for all Irish taxpayers and other 
shareholders located across the world by creating a sustainable Retail and SME Bank that 
benefits existing and future customers in a safe and stable way. 
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We see the engagement with this Committee as an opportunity to contribute to the NPL 
debate and to provide accurate information on this matter. 

 

I’d like to share these opening remarks with Shane who will briefly outline the progress we 
have achieved in the area of mortgage arrears management. 

 

Let me start with a couple of key points. 

 

At the beginning of 2012, the Troika and the Irish Government mandated that Irish Banks 
would use long-term forbearance as the primary tool in managing the high level of 
mortgage arrears across the economy.  This was sensible for two reasons.  Firstly, because 
the consequences of widespread repossessions were considered unacceptable and, 
secondly, because the capital cost to the banks of long-term forbearance was considered 
the least worst alternative for Irish taxpayers; recognising, of course, that this approach was 
subsidised by all taxpayers as, for example, many Long-Term Treatments do not pay the full 
level of interest or capital on the underlying loan.   

 

Indeed, it is important to remind everyone here that the Irish banks were capitalised by the 
taxpayer on the basis of a long-term forbearance approach.  They were not capitalised to 
support a blanket debt forgiveness approach.    

 

The Bank, as Shane will show, executed this strategy of ‘Arrears Management’ in a very 
professional and effective manner:   

 

• We established a best-in-class infrastructure with up to 300 people working to 
manage the arrears challenge.  

 

• We reached out to the home owners of almost 35,000 properties who were in 
arrears; Shane will give a detailed analysis of the management of these accounts 
shortly.  
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• We engaged proactively with any account holders whose repayments were missed 
or who feared they may be in difficulty in the future to stem the flow of new arrears 
cases.  

 

• We ensured, as a result of these activities, that mortgages linked to 13,800 
properties have either been returned from Non-Performing to Performing status or 
paid off in full over the past few years as customers responded to the help we gave 
them.   

 

• Finally, we have home loans linked to about 10,000 properties which are currently 
“Treated” and operating in line with the agreed restructuring arrangements.    

 

These are the facts of ‘Arrears Management’. 

 

However, the Single Supervisory Mechanism is clear that all European Banks should manage 
down their NPL stocks in a credible and ambitious manner.  In parallel, the European 
Banking Authority have narrowed the definition of an NPL – in simple terms, the only way 
an asset can be deemed as ‘Performing’ is if it is cured by returning to the terms of the 
original contract or if it is removed from the balance sheet of the bank. 

 

The rationale?  Well, most commentators agree that NPL Management is important.  It 
reduces the drag on banks’ balance sheets, reduces the risk of negative consequences at the 
time of the next economic downturn and increases the ability of banks to contribute to the 
growth of the real economy.  It makes banks safer and more stable. 

 

At the end of 2017, the ratio of NPLs on our balance sheet was 26%.  Given the State owns 
75% of Permanent TSB, it is very much in the State’s interest that the Bank manages its NPLs 
down to a tolerable level.  

Of course, the regulator did not dictate specifically how individual banks should reduce 
NPLs.  We have never claimed that it did.  The regulator sets out the following:  

• the target; 
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• the definitions; 

• the various tools which may be used; and,  

• most importantly, the timescale 

 

As we stand today, that regulatory guidance makes a loan sale an inevitable choice by the 
Bank – even if it’s not a specific direction by the regulator.   It is simply not possible to meet 
the regulator’s target and timescale within the capital envelope, without a loan sale. 

 

Of course, a loan sale won’t achieve everything on its own.  We are open to existing and 
new ideas, and we have pioneered some important innovations.  The only approach which 
we rule out is blanket debt forgiveness.  The Committee will understand the “moral hazard” 
point about that, apart from issues about fairness between customers. 

 

In addition, we should be under no illusion that the use of extra provisions – for example, to 
derecognise a loan from NPL status - is not always in the best interests of all Irish taxpayers 
and other shareholders.  Provisions are, essentially, ‘trapped capital’ that would be better 
used in supporting the growth of the business and the economy.   The role of Management 
is to optimise the use of provisions in line with the Bank’s asset quality.  The Bank will only 
use or increase its provision stack if that is the best use of capital when compared against 
alternative approaches.  Management’s governing objective is to repay the money invested 
by Irish taxpayers and other shareholders. 

 

Finally, we must not forget that mortgages are secured loans.  The assets have a lower risk 
profile and a lower price.  The basis of a secured loan is that if it is not repaid then the 
lender has recourse to the asset or reduces their underlying risk in another manner – such 
as through loan sales.  If that doesn’t happen, then the risks to new business pricing, 
financial stability and access to the capital markets are exacerbated.   

 

That said, in dealing with the NPL reduction challenge, Permanent TSB has embraced 
different approaches including debt write off once a property has been surrendered for sale. 
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• We have pioneered a debt write off scheme for Buy to Let investors with Non-
Performing Loans whereby we have agreed to write-off debt linked to an investment 
property in cases where the account holders surrender the property to the Bank for 
sale.  Circa 1,300 properties were surrendered to the Bank under this scheme since 
September of last year. 

 

• We have facilitated substantial debt write-off in cases of voluntary surrender 
involving a Home Loan. 

 

• We are strong supporters of Mortgage To Rent.  We believe that up to 1,000 
mortgage accounts might be able to avail of this scheme and we are working with 
two parties including David Hall’s iCare Group in respect of such accounts. 

 

The result is that, last year, we reduced our NPL stock by some €600 million – over 10%.  
And since 2013, we have reduced the value of Non-Performing Loans by approximately €4 
billion or 42% of the total value of NPLs that were on our balance sheet just four years 
earlier.   

 

However, the ratio of Non-Performing Loans (as defined by the EBA) to Total Loans has 
remained stubbornly high.  There are number of factors at play.   

 

Firstly, a reduction in the size of our overall loan book over the same period...a decline that 
was accelerated by the sale of approximately €6 billion of Performing Loans which was 
required under the Bank’s agreed Restructuring Plan.   

 

Secondly, the characteristics of the Untreated portion of the book – Shane will comment on 
this in a moment.   
 

And, thirdly, the binding constraint of European NPL definition - and its impact on Treated 
loans. 
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So, to make progress on reducing this high ratio, we believe that one of the initiatives to 
pursue is a loan sale. 

 

We’re not the first bank to do such a sale and we certainly won’t be the last. 

 

And, while our plans have provoked commentary, the fact is that the sale of NPLs to third 
parties, in what is known as the secondary market is a characteristic of a functioning 
mortgage market and can facilitate greater flexibility in dealing with customers in arrears. 

 

Since our announcement much of the commentary has focussed on customer protection 
when their loans are sold.  But the Governor of the Central Bank of Ireland has confirmed in 
recent weeks that, where a loan is sold, the protections “travel with the loan” and that 
“borrowers are protected in accordance with the consumer protection framework”. 

 

And, of course, thousands of such loans have already been sold by a variety of banks in 
Ireland.  As the Governor has also pointed out, the evidence to date does not support the 
narrative that these secondary buyers are managing these loans any more aggressively than 
the original banks were. 

 

In summary, if PTSB is to prosper and grow to support the ongoing economic development 
of the country then the NPL ratio must now be reduced dramatically and quickly.  If that is 
not agreed, then all Irish taxpayers should recognise the consequences therein.  

 

So now I’d like to ask Shane to walk you through how we have managed mortgage 
customers in arrears to date. 
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[Shane O’Sullivan] 
 
Thank you, Jeremy.  
 
So, with the help of a couple of slides I want to address the progress and work we have 
already undertaken to manage Mortgage Arrears and NPLs. 
 
There has been some commentary in recent weeks to suggest that we have been slow in 
addressing this issue, perhaps explained by the confusion between arrears management, 
the absolute value of NPLs and the ratio of those NPLs to the balance sheet. 
 
 The first slide explains that clearly. 
 

 
 
As Jeremy said, in conjunction with the Troika mandated 2012 objective of arrears 
management, in absolute terms we’ve reduced the value of NPLs by 42%...down from €9.1 
billion in 2013 to €5.3 billion at end 2017. 
 
 
That’s nearly €4 billion less NPLs than we had over a 4-year period.   
 
 
And remember other banks had NAMA as an exit for their most difficult NPLs...Permanent 
TSB didn’t. 
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But despite that good progress, the slide also shows that the ratio of NPLs on our balance 
sheet has remained stubbornly high; 26% at end 2017, which is just 1% lower than was the 
case in 2013.  A contributory factor is that our overall loan book has fallen from €33.5 billion 
to €20.6 billion in the period. 
 
 
And, of course, a large part of that reduction was as a result of the sale of loans in Ireland, 
and particularly in the UK, which was required by the EU as part of the Group’s approved 
Restructuring Plan, following the State Aid that Permanent TSB received in its rescue by the 
State. 
 
 
And, finally, we have the EBA, SSM and capital context given by Jeremy in his opening 
remarks.  
 
 
The next slide focuses on Arrears Management and speaks to the progress we have made 
on this crucial issue over the past few years. 
 

 
Permanent TSB has reduced early arrears (that is loans in arrears for less than 90 days) from 
4.8% of its loan book in 2013 to 2.9% last year....that’s lower than the latest available 
industry average which is at 3.1% 
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And for late arrears (loans in arrears over 90 days), we have reduced the percentage of such 
loans from 15.1% in 2013 to 7.6% at the end of 2017...again lower than the latest available 
industry average of 8.2%. 
 
 
That’s a 54% reduction in the percentage of late arrears in Home Loans and a 56% reduction 
in respect of BTL loans. 
 
 
So significant progress, all told. 
 
 
The next  slide – and I appreciate it is busy - looks at the journey that we’ve taken with 
managing arrears in the Home Loan book. 
 

 
Key figures here are across the bottom of the slide.... 
 

• Loans attached to 13,800 properties have been brought from Non-Performing to 
Performing status through Cures.  That’s almost 14,000 homes where the arrears 
issue has been resolved.  The homeowners have worked with us – often in very 
difficult situations – the issue is resolved and the NPL ratio benefits.  A huge success 
for the families involved and, of course, for the Bank. 
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• A further 10,200 properties are now Treated.  However, as it currently stands they 

will remain in the NPL ratio unless they cure -which will take longer than is 
acceptable to the regulator - or they are exited from the Bank’s balance sheet.  
Again, in the case of sales of Treated loans, I should remind the Committee that the 
protections of a Treated asset travel to the purchaser. 
 

 
• And a further 10,400 properties remain Untreated and Non-Performing.  

 
 

• Now if you look up from that bottom row of figures...you get a sense of the process 
managed by the team in the AMU division. 

 
 

• You are starting with a pool of mortgages linked to almost 35,000 properties. 
 
 

• Reading from left to right...and concentrating, for now, on the boxes at the top of 
the slide... 
 

 
• Loans linked to 32,000 properties have been assessed case by case ... a massive 

undertaking. 
 
 

• Offers for restructuring the loan have been made in respect of circa 29,000 
properties...those offers have been accepted in respect of 25,000 properties and 
declined – by the account holders – in respect of 3,700 properties. 

 
 

• Of those 25,000 properties where the offers were accepted...just over 10,000 are 
now cured and performing again...just over 10,000 are currently treated and, 
unfortunately, 4,900 accepted the proposals but did not meet the new terms. 
 

 
• Interestingly accounts linked to 3,700 properties did NOT accept our offer but in 

2,000 of those cases, the account holders were able to cure the account and return it 
to Performing.....in the remaining 1,700 cases, the account holders refused the offers 
we made and did nothing to deal with their situations in a material way. 

 
 

• A similar pattern is evident in respect of accounts where the account holders were 
declined a Treatment...that’s the 3,000 box there in the middle of the slide.  Again 
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1,700 of these accounts sorted themselves out and either repaid the loan in full or 
are now performing.  In the case of 1,100, there was simply no sustainable 
treatment that could be agreed and they are deemed non-performing. 

 
 

• Finally, the last line in the chart tracks what happened in the case of loans linked to 
some 2,700 properties where the account holders didn’t engage in a material 
way....and you see on the right-hand side that these are still classified as non-
engagers and untreated non-performing loans. 

 
 
A lot of detail here I accept, but I hope it serves to show the efforts we have made to 
minimise this issue. 
 
 
 
So, this slide sums up some of the key points... 
 

 
Again, the figures here look at the situation on a property basis .... 
 
 

• In the case of 13,800 of those properties, the loan(s) are  
now cured and are performing or have been repaid in full. 
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• A further 10,200 are treated. 
 
• And 10,400 properties are untreated and non-performing. 

 

 
 
And that 10,400 is made up of ... 
 

• 4,900 properties where the account holders did not meet the terms of the 
treatment. 

• 1,700 where the account holders refused treatments. 
• 1,100 where there was no sustainable treatment that we could identify  
• And 2,700 where the account holders have simply not engaged. 

 
 
This slide also gives a pen picture of the average untreated Home Loan NPL... 
 

• 30,000 euro and 3 years in arrears 
 

• And in 23% of these cases, the customer has paid nothing in respect of their 
mortgage loan(s) in 2017. 

 
 
And that brings us to this inflection point. 
 
 
Yes, our Arrears Management Strategy has paid dividends over the past 5 years.   
 
 
Thankfully – for account holders and for the Bank – thousands of accounts have been cured. 
 
 
Thousands more have been Treated but will remain in NPL status until cured or removed 
from the Bank’s balance sheet.  We should remind the Committee that the overarching role 
of Management in these cases, and all other segments, is to review all options in order to 
achieve the best outcome for all Irish taxpayers whilst ensuring that customer protections 
are maintained. 
 
 
And thousands of others remain simply non-performing in a conventional sense and we 
have to deal with them – again in a manner which ensures that their existing protections are 
maintained. 
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And that brings us to this proposed loan sale – a necessary step given the Bank’s capital 
position (we were not capitalised in 2011 for scale write-off), regulatory context and the 
urgent priority which has been set for all regulated banks in the Eurozone to reduce their 
NPLs significantly within a tight timescale. 
 
 
And with that we are happy to take your questions.  
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