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Introduction  
 
Madam Chair and members of the Committee, we are grateful to you for inviting 
us to briefly present and discuss our perspective as to whether there is scope for 
an enhanced role for Credit Unions in relation to lending to SMEs; whether we 
would welcome an extension of their role in this area; and what proposals we 
have as to how credit unions would engage with small businesses. 
 
Our Position  
 
According to the CSO Business Demography results from 2015 there are 
968,881 people employed by SMEs in Ireland, they are truly the backbone of the 
Irish economy. It was always intended that credit unions would play a role in 
supporting small business, especially those established on co-operative 
principles. Speaking to a group of Directors on the opening of Caherdavin Credit 
Union’s new office back in May 1982, one of the founders of the Credit Union 
movement in Ireland, Nora Herlihy, spoke of how credit unions must help young 
people start businesses rather than to fall into unemployment; 
 
She said “the young people must themselves choose what type of business they 
want to undertake together on a co-operative basis. They must study it in all its 
aspects …” 
 
Addressing the credit union directors directly she continued “… it will be your job 
to encourage and advise them and eventually to lend them the money to start up 
when they have completed their homework to your satisfaction.” 
 
Although Ireland has been transformed in the 35 years since these words were 
spoken, and the regulatory framework to which credit unions must comply has 
raised a number of challenges in lending to small business, CUDA still sees a 
vital role for credit unions in supporting, encouraging and advising those who 
seek to make a better life for themselves, their families and their communities by 
starting or developing a business. 
 
In recent years we have corresponded with various governmental departments 
on the topic of commercial lending by credit unions. The perception by some 
stakeholders is that credit unions are not appropriate lending institutions to 
provide funding to the commercial sector. A report compiled by the Commission 
on Credit Unions (March, 2012) recommended that credit unions with the correct 
business model could deliver lending to the business sector. Credit unions are 
financially strong and have excessive liquidity holdings. They also have in-depth 
knowledge of their communities, local businesses and their needs. Under the 
right conditions credit unions would welcome the opportunity to lend to small and 
medium sized enterprises.  
 
Section 6(2) of the Credit Union Act 1997 [as amended] sets out the legal objects 
of a credit union, these include ‘the creation of sources of credit for the mutual 
benefit of its members at a fair and reasonable rate of interest’. 
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SME lending represents a significant opportunity for credit unions to satisfy this 
object, and under the right conditions many credit unions have a significant 
appetite for alternative investment products. Perhaps the starting point, however, 
is to define SME lending in the context of credit union. For the relatively small 
number of credit unions that we are aware of providing such credit, it is targeted 
at enterprises employing less than 50 persons and with annual turnover and 
balance sheet total of up to €10 million. In this context, an enterprise includes a 
farmer or a sole trader who is borrowing for the purposes of their farm, trade or 
profession.  
 

 
The Current Market Position 
 
There are a number of factors which curtail or prevent SME lending by the wider 
credit union sector in this country. 
 
These can be listed as:  
 

1. SME lending deemed to risky at credit union level  
 

2. A perception that credit unions are not equipped or appropriate for 
commercial lending   
 

3. Regulatory barriers to expanding credit union services  
 

1. SME lending deemed to risky at credit union level  
 

Some credit unions have had negative experiences in the area of business 
lending, especially with start up enterprises which is, or at least should be, 
regarded as a specialised, high risk area.   
 
We are informed by experienced credit unions that some of the SME borrowing 
applications received are unrealistic and underlying risk levels are not 
recognised, making the application unrealistic and unsustainable in the long 
term. Unfortunately, this makes this type of lending impossibly risky for the 
appetite of credit unions. In many of these cases main stream commercial 
lenders will have already declined the application before it is presented to the 
credit union.      
 
In a similar vein, some applications display an absence of the primary focus of 
demonstrating that repayment capacity exists at present and is likely to exist 
throughout the period of the borrowings. The absence of this makes it difficult to 
quantify the level of risk attaching to existing or proposed borrowings and 
therefore forcing it outside the appetite of the credit union as it could put 
members funds at undue risk. 
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In accordance with the SME Lending Regulations, effective for Credit Unions in 
Jan 2017, credit unions assess SME loans fully and properly. They will ask for 
the information needed to assess an application, this will usually include  

 an up-to-date set of accounts for your business,  

 a business plan which should include background of the business, 
projected profit and loss, balance sheet and cash flow projections etc. (we 
can help you with this if you like)  

 latest Revenue Notice of Assessment,  

 up-to-date bank statements for at least the last 3 months,  

 proof that all taxes are paid up-to-date, and  

 if security is required to support the loan application, details of what will be 
involved.  

 
The credit union will also conduct a credit check with the Irish Credit Bureau and 
the new Central Credit Register [when effective]. Both the SME and the credit 
union could benefit from the insights of organisations such as LEOs to help 
understand what constitutes a realistic business plan including cash flow 
projections and a proven business models, the number of new jobs and social 
impact.  
 
Credit Union Specific Regulations 
For credit unions that wish to evolve their business model, to provide a deep 
range of high quality products and services, we believe lending to SMEs is a vital 
component. However, the regulations impacting credit unions have a 
disproportionate impact on credit unions due to the prudential restrictions 
imposed on them that far exceeds those placed on other competing financial 
service providers for this business. Credit Unions are restricted to lending 
category limits as well as loan term limits which do not apply to other lenders. 
 
We do also believe, however, that to provide SME loans directly, it should only 
be considered by a credit union that has appropriately skilled resources, with 
appropriate risk assessment procedures.   
 
2. The perception that credit unions are not equipped or appropriate for 

commercial lending   
 

There would appear to be a perception at Government level that credit unions 
are not equipped for commercial lending. Various legislative provisions were 
enacted during 2012 which fuelled the perception that all credit unions were not 
suitable to lend to the SME sector. An Impact Assessment conducted prior to the 
Microenterprise Loan Fund Act 2012 reported that credit union lending to 
business start ups is only sanctioned on an exceptional basis and that such 
lending was not generally appropriate for the credit union sector overall – there is 
no evidence to suggest this has changed.  
Credit unions were originally excluded from benefiting from the state guarantee 
scheme under the Credit Guarantee Act 2012 when providing business lending, 
which, following successful campaigning by CUDA has now been changed. This 
is an area that CUDA is currently exploring. In view of the new strengthening 
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functions implemented by credit unions in accordance with CUCORA ’12, 
including risk management, compliance and internal audit functions development 
in this credit area and should be reviewed by credit unions.  

 
Inappropriate and unwarranted sensationalised headlines do little to encourage 
awareness of credit unions as providers of credit to SMEs. Perhaps credit unions 
should be assisted in changing this misperception, while also being encouraged 
as part of their strategic planning, to enhance any gaps that may exist in their 
competencies, to consider SME lending as a viable revenue stream for the credit 
union and the provision of another valuable service within their Community.  
 
For our part, CUDA is very willing to arrange appropriate training events to assist 
credit unions who would like to grow their knowledge in this area. 
 
 
3. Removing barriers to expanding credit union services 

 
To succeed in the future, some credit unions with their professional staff, will 
choose to move to the next stage of development and offer a wider range of 
services, including SME lending. Some credit unions are already capability of 
foreseeing risks and challenges in this area and capable of taking the corrective 
steps to avoid such an occurrence. Many more can step up to this opportunity. 
We are proposing a similar approach to what we have achieved in tandem with 
credit unions to develop a mortgage framework. The Solution Centre is planning 
to develop a SME framework of policies, borrower documentation, and the 
various other requirements to ensure credit unions conduct this business in a 
compliant manner. This will be complimented with a range of training supports to 
enable credit unions, with the financial and operational abilities to do SME 
business for themselves. 
 
Another excellent example of what can be achieved through collaboration is the 
excellent ‘cultivate’ initiative - an initiative commenced by four Galway Credit 
Unions that provides short to medium term loan opportunities built specifically 
around the growing needs of their farming members. 
 
Such a comprehensive and structured approach will help mitigate any concerns 
about subjective behaviour and should provide confidence to SMEs and 
regulators alike. 
 
Develop or refer  
 
A recurring theme from our member credit unions is the need to develop new 
areas of investment and revenue stream. Some have a greater risk appetite for 
business lending than others, based on the expertise and experience of 
commercial underwriting skills within their credit union. However, SME lending is 
not, and will not be, the core business of a credit union and for the vast majority it 
would take time to develop resources to perform underwriting and the necessary 
asset liability management functions and follow the proposed framework.  
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As this is not a feasible proposition for all credit unions, we would urge your 
support for the removal of the anomaly whereby credit unions are prohibited from 
introducing business to each other but can introduce business to other financial 
institutions. 
 
 
Reducing the risks  

 
Another way forward, in the short term, for many credit unions, especially where 
the relevant expertise is not present, is that such ‘lending’ forms part of their 
investment portfolio and the capital is provided through a Government agency, 
such as the Local Enterprise Office, that has the capability of providing the 
expertise and should also have the authority to provide a capital guarantee to the 
credit union.  This minimises the risk for credit unions - who at all times are the 
custodian of its members’ money – and would allow for capital injection to the 
SME sector by boosting the grant balances currently available to LEOs.  As 
credit unions have well established loan and payment systems and supports in 
place at present, many credit unions suggested that they are in a position to offer 
administrative support for managing such loans including the issuing of the loan, 
receiving loan repayment, credit control and managing account transactions.  
 
Conclusion  
 
Credit Unions are in the heart of every local community; they know their 
members and the local companies that provide employment. They are ideally 
placed to extend lending practices to small and medium enterprises, and many 
wish to prudently broadening their loan offerings to support these members. 
 
There are changes that can be made to assist this, a review of the lending 
category and term limits, the introduction of tiered regulation, and permission to 
introduce SME loans to another credit union 
 

Once again, thank you for the opportunity to put forward our perspective and we 

look forward to answering any questions you may have. 
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