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Introduction 

Contingent liabilities are potential obligations for the 
government which may occur depending on the outcome 
of a possible future event.1 Contingent liabilities can pose 
significant risk to the public finances. Comprehensive 
disclosure of contingent liabilities can help identify 
main sources of fiscal risk and thus facilitate sound fiscal 
management. Fiscal documents contain general information 
on contingent liabilities that are aligned with the European 
Union’s definitions and requirements. The information 
provided in this Note is based on the latest Finance Accounts 
publication (year: 2017).

The Note provides information and analysis on:

 »The definition of contingent liabilities and their fiscal 
risk,

 »The outline of contingent liabilities as recorded by the 
Department of Finance and their fiscal significance for 
the Exchequer,

 »The expansive list of contingent liabilities by the 
International Monetary Fund as a more appropriate 
measure of fiscal risk,

 »One contingent liability, callable capital in International 
Financial Institutions, in particular the European 
Stability Mechanism.

The contingent liabilities and the potential significant risk 
they pose to fiscal management of Ireland are discussed. 
It also sets out how disclosing and assessing the full range 
of contingent liabilities in fiscal reporting would improve 
transparency and visibility. Fiscal risks should be properly 
integrated into budgetary decision-making.

1 The terms contingent liabilities and guaranteed liabilities are 
used interchangeably.

Definition of Contingent Liability 

Contingent liability is a potential obligation on a benefactor 
whose future payment demanded by the recipient is 
dependent on a set of conditions that are not likely to 
occur and therefore the possibility of payment is remote.2 
Contingent liability can also be understood as expenditure 
that may be triggered by the realisation of an uncertain 
future event. It is significantly different from a conventional 
liability which has an expected payment schedule agreed 
beforehand between both parties. The ambiguous nature, 
their improbability of payment and the potential risk of 
creating moral hazards (i.e. when a party has an incentive 
to undertake a risky behaviour) make contingent liabilities 
difficult to disclose on financial accounts.

The fiscal risk of contingent liabilities can be substantial 
and can also be underestimated if best practices as those 
identified in the IMF’s Fiscal Transparency Code are not 
adhered to. The recent banking and financial crisis in 
Ireland illustrates how quickly contingent liabilities can be 
generated. This can result in a dramatic increase in the size 
and riskiness of contingent liabilities.

2 For further information on the definition of contingent 
liabilities, see International Financial Reporting Standard 
(2018), IMF Fiscal Transparency Code (2018a) and 
Department of Finance (2018a).

Key messages
•	 An awareness and assessment of contingent 

liabilities in fiscal documentation can help 
identify the main sources of significant risk to the 
public finances.

•	 A transparent disclosure of contingent liabilities 
can enable analytical analysis of the underlying 
drivers and risk of contingent liabilities to the 
economy and public finances.

•	 A transparent approach to contingent liabilities 
will not increase the quantum of public debt.

•	 While the scale of existing contingent liabilities as 
a percentage of GDP are small, failure to prepare 
for this risk could undermine the public finances 
in the future.

•	 The type and volume of contingent liabilities is 
spread over a number of documents which makes 
it difficult to get an accurate picture of the overall 
position.
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As part of the annual budget process, contingent liabilities 
are reported in the Economic and Fiscal Outlook and 
the Finance Accounts, published by the Department of 
Finance. There is a separate report (‘Fiscal Data: Contingent 
Liabilities Update’) aggregating data on contingent liabilities 
published by the Department of Finance in the context 
of the Enhanced Economic Governance package (‘the 
six-pack’). Contingent liabilities are also outlined in the 
appropriation accounts as published by the Comptroller and 
Auditor General.

Presentation in the Economic and Fiscal 
Outlook 

The annual Economic and Fiscal Outlook is published as 
part of the budget publications and contingent liabilities, 
or public guarantees, are briefly discussed in the subheading 
in Chapter 6 “Risks and Sensitivity Analysis”. The Outlook 
records public guarantees as 0.5% of GDP by year end 
2017 and consisted of only two items: Eligible Liabilities 
Guarantee and Other. Other includes liabilities from 
CIÉ, Insurance Acts, Housing Finance Agency and the 
Credit Guarantee Act. The relevant table in the Economic 
and Fiscal Outlook does not have actual financial values 
or any detailed subheading/items of public guarantees. 
Furthermore, contingent liabilities being presented as 
a percentage of GDP, instead of GNI or GNI*, is also 
problematic given the well documented difficulties with 
GDP as an appropriate measure of the size and performance 
of the Irish economy. Overall, the limited information that 
is provided makes it difficult to gauge the actual fiscal risk 
of contingent liabilities. This is a concern as international 
evidence shows that failure to prepare for contingent liability 
risks can lead to public debt issues and fiscal crises (Cebotari, 
2008).

In addition, the Economic and Fiscal Outlook outlines the 
liabilities of PPPs and public pensions. In the Outlook, the 
contractual capital value of all Irish PPPs as at December 
2017 is €0.5 billion on the government balance sheet, and 
€5 billion off-balance sheet. The Fiscal Data reports the 
outstanding debt associated with off-balance sheet Public 
Private Partnerships (PPPs) contracts at year end 2017 as 
0.8% of GDP.3 The financial values for Public Pensions 
liabilities are estimated to be to be €114.5 billion as at year 
end 2015,4 with the assumption that pension liabilities is 

3 For more information on PPPs, see Parliamentary Budget 
Office (PBO) Briefing paper 5, “An Overview of Public Private 
Partnerships in Ireland” 
4 The financial values for Public Pensions liabilities are 
updated every 5 years that is why the latest figures are from 
2015.

in line with pay parity. There is a separate report, “Fiscal 
Data: Contingent Liabilities Update”, published by the 
Department of Finance (2018) which gives a break down 
of Contingent Liabilities (as a percentage of GDP) in 
terms of government guarantees, off-balance sheet PPPs, 
non-performing loans, and liabilities stemming from the 
operation of public corporations.

Contingent liabilities or guaranteed liabilities are also 
presented in the Finance Accounts, where there is a 
breakdown of the actual liabilities and their financial value 
(see Table 1). Under specific legislation, the government 
has guaranteed the due payment of obligations in respect of 
these liabilities (capital raised by the individual entities and 
commitments made by government in accordance with the 
relevant statutes). Table 1 record five guaranteed liabilities 
with the largest guaranteed liability being the Housing 
Finance Agency.

5

The contingent liabilities in the Finance Accounts are 
available for the period of 2000 to 2017 (see Figure 2). 
This history shows a stable period of liabilities with a slow 
increase from €2.6 billion in 2000 to €5 billion to 2009. 
Then, there is the dramatic spike in contingent liabilities, 
increasing from €5 billion in 2009 to €161 billion in 2010, a 
rate of change of over three thousand percent. This is mainly 
due to three contingent liabilities arising from the banking 
and financial Crisis: Credit Institutions Eligible Liabilities 
Guarantee, Exceptional Liquidity Assistance, and National 
Asset Management Agency. From 2010 to 2017, there was a 
consistent decline to €4.5 billion in 2017.

5 This table shows that there is no longer any liability 
associated with NAMA.

Table 1 - Guaranteed Liabilities (2017)

Relevant Department €’000

Business, Enterprise and Innovation

Credit Guarantee 3,648
Finance

ACP-EEC Convention of Lomé 6,259
Credit Institutions Eligible Liabilities 
Guarantee 

276,000

Strategic Banking Corporation of Ireland 685,000
Housing Planning, Community and  
Local Government 

Housing Finance Agency 3,605,535

Total 4,577,442

Source: Department of Finance (2018b)5

https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2018/2018-03-16_an-overview-of-public-private-partnerships-in-ireland_en.pdf
https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2018/2018-03-16_an-overview-of-public-private-partnerships-in-ireland_en.pdf
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Analysis of Contingent Liabilities in the  
Finance Accounts 

There are five main contingent liabilities in the Finance 
Accounts. The guaranteed liabilities of the Housing Finance 
Agency are in the Finance Accounts since 2000 and 
have been relatively stable over this period. The Strategic 
Banking Corporation of Ireland was introduced in 2014 as 
part of a package to boost credit to businesses and stimulate 
economic development. Credit Institutions Eligible 
Liabilities Guarantee has existed since 2010, as part of the 
emergency response to the financial crisis. The ACP-EEC 
Convention of Lomé and Credit Guarantee are the final 
contingent liabilities.

Housing Finance Agency (HFA) is a state-owned company 
that provides loans to local authorities and voluntary 
housing associations to provide housing. The HFA is self-
financing and does not receive any Exchequer subvention 
however the liabilities are significant, €3.6 billion (79 % of 
total Contingent Liabilities) in 2017. There are a number of 
concerns with this contingent liability: the significant size of 
the total value of outstanding loans, the cyclical nature of the 
value of the underlying asset of the loans (i.e. housing units), 
and the financial and management capacity of the recipients 
of the loans. The liabilities could be mitigated by the state’s 
claim to the housing units in lieu of non-payment.

Strategic Banking Corporation of Ireland (SBCI) is a 
national promotional institution, started in 2014 and is 
owned by the Minister for Finance. The SBCI delivers 
financial supports to SMEs by through an on-lending 
model. The SBCI works with finance providers, known as 
on-lenders, to facilitate access to funding and the credit risk 
is with the finance provider. However, the SCBI, European 
Investment Fund and the finance providers share some 
credit risk through different risk-sharing guarantee schemes 
by means of a counter-guarantee facility. The contingent 
liability is the sum of the outstanding guarantees to SMEs 
and amounted to €685 million in 2017. The contingent 
liability has increased from its initial liability of €200 million 
in 2014. There is a risk in providing flexible credit and 
funding products to SMEs on a large scale given Ireland’s 
lack of recent experience operating a traditional state owned 
commercial bank operating in a small open economy.

The item Credit Institutions Eligible Liabilities Scheme 
is the State guarantee of certain eligible liabilities (including 
deposits), which have a maturity date of up to five years, 
incurred by participating institutions during the issuance 
period. The scheme was introduced by the Minister in 2009. 
The value of this contingent liability was €276 million in 
2017, a large reduction from €113 billion in 2010. No 
new liabilities were allowed to join the scheme since 2013. 
Despite the massive reduction in the value of this contingent 
liability, there are still a number of risks such as the moral 
hazard problem as credit institutions may expect such 
support in the future. This expectation could reduce the 
incentive to curtail excess risk taking.

Figure - 1 Guaranteed Liabilities (years 2000-2017)

Source: Department of Finance (2001 – 2018) 
Note: The Finance Account publication provides the most recent data for contingent liabilities in the subsequent year.   
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The item ACP-EEC Convention of Lomé represents 
Ireland’s share of EU guarantee of loans from the European 
Investment Bank (EIB) to Africa, Caribbean and Pacific 
(ACP) countries under the conventions of Lomé and 
Cotonou. In 2017, the guarantee amounted to €6.2 million 
which provides financial assistance to socio-economic 
development projects. The risk from this contingent liability 
is low as the EIB has the triple A credit rating and the 
financial value of the Irish guarantee is limited.

The Credit Guarantee is a scheme for lending to small and 
medium-sized enterprises (SMEs) that was introduced in 
2012. It is lending for SMEs with inadequate collateral, 
no track record of creditworthiness or operating in novel 
business markets. This lending is risker than conventional 
lending. The lending is not a substitute for lending from 
financial providers as the state can take up to 80% of loans 
with financial providers (DBEI, 2018). The value of total 
outstanding loans was €3.6 million in 2017, whereas it was 
only €27,000 in 2012. While the guarantee is very small, 
the significant risk of these loans and the rapid increase in 
the value of this contingent liability over the last 5 years is 
concerning.

Presentation in the Appropriation Accounts 

The Comptroller and Auditor General, as part of its 
constitutional mandate, produces appropriation accounts for 
each vote. Contingent liabilities are mentioned in 19 out of 
the 42 votes covered in the appropriation accounts. However 
the agencies and departments have different approaches 
to how they outline their contingent liabilities. The Office 
of Revenue Commissioners and Property Registration 
Authority have a financial value on the outcomes of all 
their legal cases at year end in their contingent liabilities, 
whereas the Department of Employment Affairs and Social 
Protection states the number of legal cases they are involved 
in. The Department of Justice and Equality, and Department 
of Education and Skills provided financial data and detailed 
explanatory information about their contingent liabilities, 
(law suits, tribunals or compensation schemes) which helps 
to evaluate the riskiness of each liability. The information 
from other agencies and departments is much more limited.

Towards an Expansive list of contingent 
liabilities 

In 2013, the IMF assessed Ireland’s fiscal transparency 
and stressed the need to record a comprehensive annual 
statement of fiscal risks including contingent liabilities. It 
was highlighted that the value of the information is reduced 
by its fragmentation. As part of this report, the IMF listed 
contingent liabilities facing Ireland in 2011/2012 (see below 
Table 2 below). In response the Department of Finance 
has produced a table of contingent liabilities as part of 
their annual budget package, however a more expansive list 
of contingent liabilities would include the total value of: 
deposits guaranteed by the State, insurance guaranteed 
by the State, potential liabilities arising from court cases 
and callable capital in International Financial Institutions 
(IFIs). These four contingent liabilities are unreported by 
the Department of Finance. The scale of these contingent 
liabilities and the fact that guarantees tend to be called in 
deteriorating macroeconomic and fiscal conditions, can pose 
a significant risk to fiscal management (IMF 2018b).

Table 2 - IMF’s Selected Contingent Liabilities 

Quantified Unquantified 
Eligible Liabilities Guarantees Insurance Compensation 

Scheme
Exceptional Liquidity  
Assistance

Title Insurance

National Asset Management 
Agency

Court Cases

Deposit Guarantee Scheme Revenue Guarantee for Toll 
Roads

Callable Capital in European 
Financial Stability Facility 

Indemnities, Warrants 

Callable Capital in European 
Stability Mechanism
Callable Capital in European 
Investment Bank
Contingent Obligations to 
other International  
Organisations
Other Guarantees
Credit Guarantee Scheme 

Source: IMF (2013) 
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Discussion of unreported Contingent 
Liabilities 

In each bank group, deposits in the European Union are 
guaranteed by the government up to the value of €100,000 
or equivalent amount in the local currency (European 
Banking Authority, 2018). Banks, building societies or credit 
unions pay a levy every year into a Deposit Guarantee 
Scheme and this fund is available to protect depositors. The 
difference between covered deposits and available financial 
means from the fund is the contingent liability for the state. 
For Ireland, the value of this contingent liability was €98 
billion in 2017, as available financial means from the fund is 
an insignificant figure relative to covered deposit, see Table 
3. The risk of this contingent liability is declining as the 
fund is being capitalised up to the value of at least 0.8% of 
covered deposits by 2024 and with the establishment of the 
Single Resolution Board which has resolution tools to resolve 
failing banks without taxpayers’ support (Single Resolution 
Board, 2018). However, the target of available financial 
means is still a small percentage of covered deposit and the 
value of €98 billion which may be needed to cover deposits 
represents a very significant contingent liability. 

Under the Insurance Compensation Scheme, each 
consumer of authorised non-life insurance companies is 
guaranteed by the government, in the event of a liquidation 
of the company and its inability to pay out insurance 
claims.6 Each authorised insurer in Ireland is obliged to pay 
a contribution to the Insurance Compensation Fund of 2% 
of the aggregate of the gross premiums paid to that insurer.7 
The difference between covered insurance policies, including 
from other EU Member States, and available financial means 
from the compensation funds is the contingent liability. The 
Insurance Compensation Scheme is open-ended and hard to 
quantify.

6 If payment were due, it would be pending the approval 
of the High Court. Furthermore, this scheme covers policies 
issued by non-life insurers authorised in Ireland or in other EU 
Member States as customers in Ireland can acquire policies from 
insurance companies in other EU Member States.
7 This includes insurers authorised in other EU Member 
States in respect of policies issued in respect of risks in this 
State.

The potential value of liabilities from outstanding court 
cases currently being undertaken against the state is 
understated, covered only in Appropriation Accounts by the 
Comptroller and Auditor General. However, this contingent 
liability is hard to quantify as a figure of expected payment 
could affect the government’s negotiating position in the 
resolution of legal cases. There are some practical difficulties 
in identifying the value of liabilities from outstanding 
court cases as stated in the above paragraph on contingent 
liabilities in appropriation accounts. There could be a time 
lag issue in the data from the appropriation accounts. 
However, Finance Accounts could aggregate and elaborate 
information currently provided in some of the appropriation 
accounts by the Comptroller and Auditor General, for 
example by recording the total number of court cases and 
by providing an explanation of any large expected court 
or tribunal case. A transparent contingent liability could 
include an aggregation of data on court cases in the Finance 
Accounts with clearly outlined caveats of the previously 
mentioned difficulties.

The value of contingent liabilities of court cases could 
include the quantum of tax currently being appealed to the 
Tax Appeals Commission (TAC). The TAC has over 3,568 
active appeals in April 2019 (Oireachtas 2019). For appeals 
received by TAC in 2016 and 2017 that are greater than €1 
million, the estimated “quantum in dispute” has a potential 
tax value of €878 million as of July 2018 (TAC 2018). 
Furthermore, a ruling on a particular case from TAC could 
have implications for a large number of taxpayers, thus the 
value of a change in the tax received by the state could be 
significant. This contingent liability is hard to quantify as it 
is difficult to predict the outcomes of cases and the associated 
tax change, and if there are any wider implications for the 
tax base from the rulings by TAC.

Callable capital in International Financial 
Institutions  

States subscribed capital to International Financial 
Institutions (IFIs), generally Multilateral Development 
Banks (MDBs), which enables these institutions to provide 
financing and leverage off international financial markets. 
This subscribed capital consists of paid in capital (actual 
monies) and callable capital (a commitment by the state 
that it will pay the amount when requested to do so). The 
callable capital has never been disbursed from the member 
states to MDBs (Nelson 2018), therefore callable capital is 
a contingent liability whose payment is unlikely. Ireland’s 
callable capital in 2017 was €12 billion, see Table 4 overleaf. 
The information on Ireland’s callable capital to different IFIs 
is from a number of different sources as there is no central 
document on Ireland’s callable capital.

Table 3 - Deposit Guarantee Scheme (2017) 

€ ‘000s 
Covered deposits 98,968,000
Available financial means 154,000

Source: European Banking Authority (2018) 
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There was an important development with the establishment 
of the European Stability Mechanism (ESM) in 2012. 
The ESM has a different function to other IFIs, focused 
on financial assistance to Euro Area countries in a crisis 
instead of funding economic development projects. The 
nearest international equivalent is the IMF however the 
IMF’s quotas are fully paid by the member states, therefore 
there is no obligatory callable capital to the IMF (European 
Parliament 2018a). The IMF has a set of credit arrangements 
called New Arrangements to Borrow (NAB) between the 
IMF and member countries, a form of callable capital, 
in order to lend additional resources to the IMF. The 
ESM use their subscribed capital as a tool to acquire high 
creditworthiness which enables them to borrow money 
from international financial markets to finance their loans. 
Ireland‘s commitment to the ESM is €9.8 billion.

Government debt in five Euro Area countries, whose debt 
exceeds 100% of their GDP respectively in 2018, equals a 
total value of €3,382 billion8 (Eurostat, 2018). The ESM 
has only €80 billion in paid capital and €624 billion in 
committed callable capital, with a current lending capacity 
of €410 billion (ESM, 2018b). If a number of Euro area 
countries request ESM financing at the same time, the 
ESM could need to call in countries’ commitments. The 
probability of callable capital to ESM being requested is 
supported by the fact that €604.7 billion was committed 
to five Euro Area countries9 during the period 2010 – 2018 
which is more than the ESM’s current lending capacity 
(European Parliament 2018b). This is an example of where a 
contingent liability could potentially cause a financial crisis.

8 Belgium (€470bn), Cyprus (€20bn), Greece (€323bn), Italy 
(€2,323bn), Portugal (€246bn) (Eurostat 2018).
9 Cyprus (€10bn), Greece (€331.7bn), Ireland (€85bn), 
Portugal (€78bn), Spain (€100bn). Funds for Spain was 
only for recapitalisation of financial institutions (European 
Parliament 2018b)

For the Department of Finance to identify the risk of 
this contingent liability materialising requires a strong 
monitoring capacity by the Department of the economy 
and fiscal management of the other 18 Eurozone member 
states. The monitoring of the likelihood of ESM facing such 
a sudden or dramatic funding crisis could be very resource 
intensive. While the European Commission is responsible 
for budgetary surveillance of Member States in the Euro 
Area, the Commission does not have any callable capital 
in the ESM. In the event of a crisis, the claim would be on 
the Exchequer of the Member State. Therefore, it would be 
desirable for the Department to be aware the management of 
public finances of other Eurozone Member States.

Conclusion - Contingent liabilities in fiscal 
reporting  

This Note had provided analysis of how contingent liabilities 
are presented by the Department of Finance and that there 
is a more expansive list of contingent liabilities as outlined 
by the IMF. Potential risks to public finance arising from 
these different contingent liabilities are not insignificant. 
Therefore, a transparent disclosure and assessment of 
contingent liabilities in fiscal reporting can help identify 
main sources of significant risk to the public finances and 
thus facilitate sound fiscal management.

A transparent approach to contingent liabilities can enable 
analytical analysis of this important public finance issue. For 
instance, the IMF’s report on Irish public finance, conducts 
a contingent liabilities shock to illustrate the risk to the 
exchequer. Fiscal reporting of contingent liabilities could 
consider using this methodology and sensitivity analysis 
around contingent financial liability shocks. Further research 
will help to illuminate the underlying drivers and risks 
of contingent liabilities to economy and public finances. 
However, for some contingent liabilities such as court 
cases, there might be a trade off between transparency and 
information detrimental to the government’s negotiating 
position.

Sources: Asian Development Bank (2018); Department of 
Finance (2018d); European Investment Bank (2018); European 
Stability Mechanism (2018a); International Monetary Fund 
(2019); Oireachtas (2018) 

International Financial Institutions € million 
Asian Development Bank (ADB) 433
Asian Infrastructure Investment Bank (AIIB) 93

European Investment Bank (EIB) 1,252
European Stability Mechanism (ESM) 9,871
International Monetary Fund (IMF) 1,185
World Bank Group 787

Table 4 - Ireland Callable Capital in International 
Financial Institutions (2017)
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