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Editorial 
Credit unions are important social and economic 
institutions with characteristics distinctive from other 
providers of credit. Rooted in a strong community-
based ethos, the success of credit unions has 
extended their appeal beyond the traditional role of 
serving the financial needs of disadvantaged 
communities and individuals. 

Credit union regulation has been highly topical in 
recent years with legislative changes to longer term 
lending, a strategic review of the sector, proposals 
in the programme for government and the EU/IMF 
programme. This Spotlight focuses on the 
regulation of credit unions with particular reference 
to Ireland where the movement has a strong 
presence by international comparisons. It looks at 
credit unions in the context of the financial crisis, the 
regulatory framework in Ireland, other specific policy 
issues in an Irish context, in addition to providing an 
overview of the sector. 
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Introduction 

 
 

Credit unions are a vital part of the financial 
institutions set-up. The sector has a successful 
history in Ireland but it has faced a changing 
economic, financial, regulatory and social 
environment in recent years. The key challenge 
for credit unions at this point is perhaps 
responding to these changes while at the same 
time retaining its unique co-operative character. 
It has been suggested that a measure of a 
successful credit union movement is that as it 
matures it provides the products and services 
that broaden the appeal of credit unions to all 
income groups.1 

Given the large assets and loans associated 
with credit unions, the need for monitoring tools, 
such as solvency requirements, and the quality 
of the regulation are important. A key challenge 
for policy makers is that credit unions in Ireland 
today vary dramatically in size, membership, 
range of services and level of expertise. 

There is also an onus on the movement itself to 
ensure effective and proper functioning of credit 
unions. The need for good governance and 
proper skills sets of those involved with credit 
unions is important from the perspectives of the 
movement, regulator and members. 

The new Section 35 as set out in the Central 
Bank Reform Act, 2010 should allow greater 
flexibility to credit unions to extend loans over 
five years. This is qualified by increased 
provisioning requirements. Ideally, this 
amendment will benefit both credit unions and 
their members. 

In the absence of a statutory scheme for credit 
unions in Ireland the ILCU Savings Protection 
Scheme provides a useful source of 
stabilisation. There are concerns, however, 
about the adequacy of this cover both in terms 
of its application only to ILCU members and also 
the value of its fund. Again, the challenge for 
policy-makers would appear to be developing 
stabilisation arrangements, which have enough 
flexibility to recognise and differentiate between 
larger and smaller credit unions. Given 
developments in the sector, the need for a 
resolution mechanism is being explored. 

                                                 
1 McKiillop, D., Goth, P. and Hyndman, N. (2006) 
Credit Unions in Ireland: Structure, Performance & 
Governance. 

The banking and financial crisis has made the 
process of securing loans more difficult for many 
people. Credit unions can continue to play a vital 
role in providing their members with this service. 
Lending to SMEs is, however, a specialist and 
niche area, and lenders in this area require the 
necessary expertise. 

In financial terms, credit unions have 
experienced investment losses and an increase 
in bad debt losses in the recent past. Overall, 
irrespective of whatever legislative challenges 
arise, the credit union movement may benefit 
from further modernisation to become a more 
responsive sector that makes the most of its 
competitive advantages, such as the trust in 
which most people hold the movement.  

Despite the relative success of the credit union 
movement in Ireland to date, research suggests 
that it could be more evolved. Reform and 
modernisation of the sector will thus be hugely 
important for credit unions themselves and their 
millions of members throughout the country. 

The credit union sector is extremely prominent 
in Ireland with over 3 million credit union 
members throughout the country. ILCU-affiliated 
(see Text box 2) credit unions alone held total 
assets of €13.9 billion in 2010.2 Credit unions 
are a distinctive alternative to other providers of 
credit, such as banks, particularly in the context 
of the current financial climate. The global 
economic and financial crisis has, however, 
brought the wider issue of financial regulation 
into sharper focus. In Ireland, credit union 
regulation has been the subject of much debate 
amongst key stakeholders and the credit union 
sector is in the process of a strategic review. 

This Spotlight focuses on credit union 
regulation, with particular reference to Ireland. It 
provides an overview of credit unions and looks 
at the financial crisis and credit unions. The 
following policy issues are also discussed: 

• Regulatory framework in Ireland; 
• Lending and liquidity in credit unions; 
• Protecting credit union members; and 
• Future development of credit unions. 

All of these issues were discussed by the Joint 
Committee on Economic Regulatory Affairs of 
                                                 
2 See ILCU press release, 10th March 2011. 
http://www.creditunion.ie/communications/pressrelea
ses/2010/title,1335,en.php  
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the 30th Dáil during 2010.3 The L&RS provided 
assistance on these policy debates and is now 
following up on this important topic with this 
Spotlight. 

 

Defining credit unions 
Broadly speaking, a credit union is a volunteer-
run, member-owned organisation where people 
save and lend to each other at affordable rates 
of interest. They typically have a not-for-profit 
status and a strong community-based ethos. 

A common bond, based on factors like living or 
working within a particular area, determines who 
can join each credit union. All members have an 
equal input into the running of their credit union 
regardless of the level of savings they hold. 

Text box 1: Presence in Ireland 
Credit unions have a relatively long history in 
Ireland, dating back to 1958 when the country’s 
first was founded. The number of credit unions 
has increased substantially since then with 409 
registered credit unions operating at present.4 

Membership is estimated to exceed 3.2 million 
people. There is also a strong culture of credit 
unionism in other European countries and 
internationally including in the USA and Canada. 

Credit union legislation 
In Ireland, the principal legislation governing 
credit unions is the Credit Union Act, 1997 (as 
amended). The Act sets out the statutory 
framework within which they are regulated by 
the Registry of Credit Unions, in addition to 
outlining the characteristics of and restrictions 
on a credit union. Provisions of the Act also 
address the supervisory structure for credit 
unions, their management and the regulation 
applicable for the provision of services. 

Under the Act a credit union’s “core products 
and services are largely limited to consumer 
savings and loans”.5 The Act allows credit 

                                                 
3 Hereafter referred to as the ‘Joint Committee’. 
4 This figure is correct as at 1 April 2011. The full list 
of registered credit unions is available at 
http://registers.financialregulator.ie/DownloadsPage.a
spx  
5 Review Group on longer-term lending limits, 2007. 
http://www.finance.gov.ie/documents/publications/oth
er/creditunionreview.pdf  

unions to take deposits from, and make loans to, 
their members, which is the principle reason 
why credit unions were established. The 
commencement of new provisions of the Credit 
Union Act, 1997 in 2001 allowed credit unions to 
further develop the range of services which they 
offer to their members, i.e. ATM cards.6 

The Credit Union Act, 1997 was amended in 
2007 by the Markets in Financial Instruments 
and Miscellaneous Provisions Act, 2007.  This 
important amendment dealt with longer term 
lending limits. Finally, the Act was amended in 
2010 by the Central Bank Reform Act 2010 also 
in relation to longer term lending. There are also 
a number of Statutory Instruments applicable to 
credit unions.7 

 

Financial performance 
Although Irish credit unions do not appear to 
have been as badly affected by the financial 
crisis as other providers of credit thus far, they 
have not been immune to its effects either. 
While the financial position of the movement as 
a whole could previously be described in 
reasonably favourable terms, especially in the 
context of the current crisis, 2010 proved to be a 
much more difficult financial year overall.  

For example, the ILCU, which represents the 
majority but not all credit unions, had a deficit of 
€45.691m in 2010 compared to a surplus of 
€15.394m in 2009.8 There has also been a trend 
of smaller dividends being paid on average by 
credit unions. Last year, only 75% of ILCU-
affiliated credit unions paid a dividend to their 
members.9 Certain individual credit unions are 
also confronting more challenging financial 
situations regarding their liquidity and 
solvency.10 

                                                 
6 S.I. No. 378/2001 - Credit Union Act, 1997 
(Commencement) Order, 2001. 
7 The list of legislation relevant to credit unions is 
available at http://www.financialregulator.ie/industry-
sectors/credit-unions/Pages/legislation.aspx  
8 ILCU Annual Report 2010. 
http://www.creditunion.ie/media/creditunionie/content/
files/communicationsdocuments/2010_annaul_report
%20FINAL%20Low%20Res.pdf  
9 See ILCU press release, 10th March 2011. 
http://www.creditunion.ie/communications/pressrelea
ses/2010/title,1335,en.php  
10 The liquidity ratio measures whether a credit union 
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The main regulatory focus has been on the 
quality of loan books and the levels of provisions 
and reserves held by credit unions. ILCU-
affiliated credit unions had an average liquidity 
ratio of 33.77% and an average solvency ratio of 
116.8% at year end September 2010.11  In 
January 2011, CUDA stated its members have a 
liquidity ratio of 30% and a solvency ratio of 
118%.12 The ILCU has seen its loan arrears 
increase in the last two years to an average ratio 
of 15.24% at year end September 2010. 

Individual credit unions reach investment 
decisions based on advice on investments from 
professional financial advisers to their boards. 
For ILCU-affiliated credit unions, losses on 
investments were “substantially lower for year 
end 2009, with losses booked to year end 
accounts less than a third of the 2008 levels”.13 
The majority of credit union investments (70.2%) 
are in straightforward bank deposits, with 9.2% 
in bank bonds.14 The Registrar of Credit Unions 
notes that credit unions need to “be mindful of 
ensuring appropriate risk diversification of their 
investment portfolios”.15 In addition, liquidity and 
security of funds should be “upper most in the 
minds of boards of directors” at all times “when 
making investment decisions”. 

Policy responses 
In 2009, the Central Bank was requested to 
undertake a strategic review of the credit union 
sector in Ireland. The Central Bank is charged 
with managing the review, which Grant Thornton 

                                                                                
has enough liquid funds to meet member withdrawal 
demands. The minimum liquidity ratio is 20%. The 
solvency ratio measures the ability of a credit union 
to protect members’ savings in the event of 
liquidation of its assets and liabilities. 
11 ILCU Annual Report 2010. 
12 See Sunday Business Post article. 
http://www.thepost.ie/archives/2011/0102/regulated-
credit-unions-can-thrive-53665.html  
13 ILCU Annual Report 2010. In its 2009 Annual 
report, the ILCU acknowledged that investment 
performance was a concern for some credit unions in 
2008. Specifically, investment values fell by 3% down 
to €6.4 billion for the year to September 2008. 
14 ILCU Annual Report 2010. 
15 RCU Circular 1/2011: Credit Union Liquidity and 
Investments. http://www.financialregulator.ie/industry-
sectors/credit-
unions/Documents/Circular%20re%20Liquidity%20an
d%20Investments%20-
%203%20February%202011.pdf  
The Registrar has also issued a Guidance Note on 
Investments by Credit Unions. 

was appointed to carry out.16 The work is 
structured into two phases – firstly, an 
examination of the structure, operation, 
regulation and legislation of the credit union 
sector and secondly, a phase concentrating on 
the strategic direction of the sector.17 Phase one 
has been completed but no report has yet been 
made publicly available. 

The programme for the recovery of the banking 
system which forms part of the EU/IMF 
programme of financial support for Ireland 
includes measures on credit unions: 

“A significant strengthening of the 
regulation and stability of the credit union 
sector will be carried out by end-2011. 

• A special legislative regime to resolve 
distressed credit institutions will be 
introduced early in 2011. 

• Specific legislation to support 
immediate restructuring actions is in 
preparation.”18 

More specifically, as part of the EU/IMF 
programme19, measures on the sector include 
an “extensive diagnostic and stress test” of 
credit unions. In addition, a plan to “underpin the 
solvency and viability of the undercapitalised 
institutions” will be prepared by 31st May 2011. 
The Government is also scheduled to establish 
a Commission on Credit Unions by the same 
deadline. By end-2011, legislation will be 
submitted to Dáil Éireann “to assist the credit 
unions with a strengthened regulatory 
framework including effective governance and 
stabilisation requirements”. 

The current programme for government contains 
a commitment to review the sector: 

“We recognise the important role of Credit 

                                                 
16 See press release, 27th July 2010. 
http://www.financialregulator.ie/press-area/press-
releases/Pages/CentralBankandFinancialRegulatorB
eginsStrategicReviewofCreditUnionSector.aspx  
17 Registrar of Credit Unions appearance before the 
Joint Committee, 27th May 2010. 
http://debates.oireachtas.ie/DDebate.aspx?F=ERJ20
100527.xml&Ex=All  
18 Government Statement, Announcement of joint 
EU-IMF Programme for Ireland. 
http://www.merrionstreet.ie/wp-
content/uploads/2010/11/Government-Statement-on-
EU_IMF-programme.pdf  
19 Information in this paragraph is taken from 
http://www.finance.gov.ie/documents/publications/oth
er/2011/draftmoumay2011.pdf  
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Unions as a volunteer co-operative 
movement and the distinction between 
them and other types of financial 
institutions. In Government, we will 
establish a Commission to review the 
future of the credit union movement and 
make recommendations in relation to the 
most effective regulatory structure for 
Credit Unions, taking into account their 
not-for-profit mandate, their volunteer 
ethos and community focus, while paying 
due regard to the need to fully protect 
depositors savings and financial 
stability”.20 

 
Key stakeholders and roles 
The Department of Finance, the Minster for 
Finance and the Registrar of Credit Unions play 
key roles in the regulation of credit unions in the 
current regulatory framework. The Department 
of Enterprise, Trade and Employment (now 
renamed the Department of Enterprise, Jobs 
and Innovation) had responsibility for credit 
unions until 2003 at which point a single 
financial regulatory authority was established. 

The Department of Finance consults with 
representative bodies, advises the Minister on 
matters related to credit unions and liaises with 
the Registrar of Credit Unions on issues 
requiring a government policy response. The 
role of the Minister for Finance is to ensure the 
legal framework for credit unions is appropriate 
for their effective operation and supervision.21 

Credit unions were previously regulated by the 
Registrar of Friendly Societies under the aegis 
of the Minister for Enterprise, Trade and 
Employment. The Registry of Credit Unions 
(RCU) is now responsible for the registration, 
regulation and supervision of credit unions. 

The statutory position of Registrar of Credit 
Unions was established within the Financial 
Regulator following the restructuring which lead 
to the creation of the Central Bank and Financial 
Services Authority of Ireland (CBFSAI) in May 

                                                 
20 Programme for Government, 2011. 
http://www.taoiseach.gov.ie/eng/Publications/Publicat
ions_2011/Programme_for_Government_2011.pdf  
21 Department of Finance appearance before the 
Joint Committee, 2nd March 2010. 
http://debates.oireachtas.ie/DDebate.aspx?F=ERJ20
100302.xml&Node=H2#H2 

2003. The RCU can issue guidance to credit 
unions to ensure their compliance with their 
legal and regulatory obligations.22 These can 
take the form of requirements, circulars and 
guidance notes. Under the terms of the Credit 
Union Act, 1997 (as amended), the Registrar’s 
requirements are legally binding on the credit 
union to which they are addressed. 

In addition, the Credit Union Advisory 
Committee (CUAC) has a statutory role as 
defined in Section 180 of the 1997 Act. It 
contributes to the regulation of credit unions by 
advising the Minister for Finance on issues 
relating to credit unions. The establishment and 
membership of the current CUAC was 
announced in September 2010.23 

Text box 2: Representative bodies 
There are two representative bodies for credit 
unions in Ireland. The Irish League of Credit 
Unions (ILCU) is the main and older 
representative body, with 498 affiliated credit 
unions in the north and south of Ireland. The 
Credit Union Development Association (CUDA), 
which was founded in 2003, has 12 member 
credit unions.24 There is also a representative 
organisation for credit union management in 
Ireland, the Credit Union Managers Association 
(CUMA), which comprises over 230 professional 
credit union managers. 

Representative bodies also operate at European 
and international levels. The World Council of 
Credit Unions (WOCCU) is the global trade 
association and development agency for credit 
unions.25 The European Network of Credit 
Unions, comprised of six European 
associations26 and the WOCCU, aims to serve 
as a platform to exchange information and 
speak with one voice on European matters.27 

                                                 
22 These can be found at 
http://www.financialregulator.ie/industry-
sectors/credit-unions/Pages/guidance.aspx  
23 See Department of Finance press release, 3rd 
September 2010. 
http://www.finance.gov.ie/viewdoc.asp?DocID=6480  
24 McKiillop et al note that CUDA was established 
following the decision of a number of the larger credit 
unions to leave the ILCU and set up their own 
representative body following dissatisfaction with an 
unsuccessful IT project (the ISIS project). 
25 For further information see http://www.woccu.org/  
26 The six members are from Ireland, the UK, Romania, 
Estonia, Macedonia and Poland. 
27 See 
http://www.creditunionnetwork.eu/about_the_network  
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Governance issues 
The governance of credit unions is grounded in 
its membership-based structure. Members elect 
their board of directors, which is responsible for 
the control, direction and management of the 
credit union. The board in turn elects a 
chairman, vice-chairman, secretary and 
treasurer, and can appoint committees as 
necessary. Only members are eligible for 
election to the board and its committees. 

The Registrar of Credit Unions has highlighted 
the need for a statutory governance framework 
and competency based requirements for 
directors and managers. A number of courses 
throughout the country offer opportunities for 
those involved with credit unions to improve 
their skills set. The WOCCU is also committed 
to the development and promotion of principles 
of good governance for credit unions and has 
published many resources on this issue. 

Recent policy debate 
The Joint Committee on Economic Regulatory 
Affairs of the 30th Dáil examined the topic of 
credit union regulation in detail during 2010. 
Regulatory reform emerged as one of the key 
themes. Whilst there was reasonably 
widespread recognition of the need to reform the 
current regulatory framework, opinions were 
divided as to what exactly this should entail and 
there were concerns about a one-size-fits-all 
policy being applied to all providers of credit. 

Much of the Committee’s discussion revolved 
around whether the current model which places 
regulation and policy within the remit of the 
Central Bank/Department of Finance is the most 
appropriate structure or if a separate, 
independent regulator operating under the 
Department of Enterprise, Jobs and Innovation 
would be more appropriate. CUDA was 
supportive of regulation by a government 
agency responsible for the financial sector and 
responsibility remaining with the Department of 
Finance whilst the ILCU favoured the latter. 

In any discussion about regulatory reform for 
credit unions, it is important to bear in mind the 
size of assets within the movement. While these 
would be less than found in other forms of 
financial institutions total assets held, for 
example, by ILCU credit unions were €13.9 
billion in 2010. This fact in addition to the large 
customer base of credit unions, makes 
regulatory reform a hugely important 
undertaking. Ideally, any reform would not 
hinder the development and future success of 

the movement. At the same time, it would not be 
unreasonable for credit unions’ regulatory 
requirements to increase commensurate with 
the risk profile of their business models.28 

Other regulatory models 
The structure, business model and ethos of 
credit unions differ from the banking sector, 
presenting unique challenges in terms of their 
regulation. Current developments provide an 
opportunity to look at regulatory models. 

The model of supervision and regulation in 
Ireland is just one of a number applied across 
the globe. In other countries, the legislated 
supervisory body can range across various 
bodies (see Table 1). 
Table 1: Breakdown of legislated supervisory 
bodies for credit unions 

 Number of 
countries 

Percentage 
of countries

Registrar of 
Cooperatives 45 43.3% 

Financial sector 
regulator 17 16.3% 

Central Bank 13 12.5% 
National Credit Union / 
Cooperative 
Administration 

12 11.5% 

League / Federation 11 10.6% 

Ministry of Finance 9 8.7% 
Ministry of 
Cooperatives 7 6.7% 

Ministry of Agriculture 4 3.8% 
Source: WOCCU, 2005, Guide to International Credit 
Union legislation. 
http://www.woccu.org/functions/view_document.php?id=20
05_Legislation_Guide 

The ILCU and CUDA both favour a system of 
regulation distinct from that applied to banks. A 
number of countries, including the United 
States, have a regulator who is distinct from the 
banking sector. Table 1 shows that over half of 
the countries surveyed by the WOCCU either 
had a registrar of cooperatives or the financial 
sector regulator as the legislated supervisory 
body for credit unions. 

The WOCCU acknowledges that different 
models of credit union supervision have evolved 
around the world, each of which has its own 
strengths and weaknesses “depending on the 

                                                 
28 This point was made by Matthew Elderfield, Head 
of Financial Regulation, in an appearance before the 
Joint Committee in April 2010. 
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perspective of the supervising agency, the credit 
union and the depositor”.29 It nonetheless 
maintains that “the ministry or agency that 
regulates financial institutions should supervise 
credit unions through a specialized unit trained 
in their nature, risks and methodologies”.30 The 
WOCCU has strongly expressed the reasons for 
this approach: 

“WOCCU consistently finds that, in 
addition to stronger financial performance, 
credit unions supervised by the financial 
sector regulator enjoy greater public 
confidence and trust, which results in 
higher membership and savings growth”.31 

Table 2: Analysis of a single regulator structure 
Benefits of a single 

regulator 
Drawbacks of a single 

regulator 
Consolidated view Unclear objectives  
Economies of scale Change process 
Economies of scope Unrealised synergies 

Consistent objectives Too large to be effective 

Accountability Moral hazard 

Flexibility  
Source: CUNA Mutual Group, Europe (2010) Submission 
by CUNA Mutual Group, Europe to the Joint Committee. 

Under the new structure for the Central Bank 
Commission, introduced in 2010, the Registrar 
of Credit Unions reports to the Head of Financial 
Regulation of the Central Bank Commission.32 
The supervisory arrangements for credit unions, 
however, continue to be supervised by the 
Registrar of Credit Unions in a separate 
regulatory stream to that of other financial 
institutions.33 Under provisions of the Central 
Bank Reform Act 2010, details of the activities 
carried out by the Registrar during the preceding 
year must form part of the annual regulatory 
                                                 
29 WOCCU (2008) Credit Union Regulation and 
Supervisions, Technical Guide. 
http://www.woccu.org/functions/view_document.php?
id=RegSupTechGuide 
30 Ibid. 
31 Ibid. 
32 Under the previous structure, the Registrar of 
Credit Unions reported directly to the Chief Executive 
of the Financial Regulator. 
33 O’Brien, J. (2010) Credit Union Managers 
Association Spring Conference 2010. 
http://www.financialregulator.ie/press-
area/speeches/Documents/Address%20by%20Deput
y%20Registrar%20of%20Credit%20Unions%20to%2
0Credit%20Union%20Managers%20Association%20
Spring%20Conference%202010.pdf  

performance statement (i.e. the review of the 
Bank’s regulatory performance). 

 

Section 35 and lending 
Lending to members is a primary function of 
credit unions and good governance in this area 
is critical. Section 35 of the Credit Union Act, 
1997 is a very significant section which deals 
with the maturity profile of a credit union’s loan 
book. From the outset, it is important to note the 
distinctive business model of credit unions which 
is of relevance to discussions of Section 35. In 
particular the short-term funding aspect and the 
implications of this on longer-term lending are 
important: 

“The restrictions contained in section 35 of 
the Credit Union Act 1997, as amended, 
are an important asset and liability tool for 
credit unions. This is because the funding 
of credit unions is predominantly provided 
on a short-term basis in the form of on-
demand savings and, consequently, the 
limits on longer-term lending are 
necessary”.34 

Reform in 2006/2007 
The Section 35 lending limits were previously 
reviewed in 2006/2007 by the Review Group on 
longer-term lending limits under Section 35 of 
the Credit Union Act, 1997, which comprised 
representatives from the Department of Finance, 
the regulatory authority, CUDA and the ILCU.35 
This Group recommended an increase in the 
lending limits in specific circumstances. 
Individual credit unions whose Board statement 
has been approved by the Registrar will be 
authorised to lend up to increased Section 35 
lending limits, as follows: 

• A maximum of 40% (previously 20%) of 
a credit union’s loan book may be 
outstanding for periods exceeding 5 
years; and  

• A maximum of 15% (previously 10%) of 
a credit union’s loan book may be 

                                                 
34 Department of Finance appearance before the 
Joint Committee, 2nd March 2010. 
http://debates.oireachtas.ie/DDebate.aspx?F=ERJ20
100302.xml&Node=H2#H2  
35 The report is available at 
http://www.finance.gov.ie/documents/publications/oth
er/creditunionreview.pdf  

Lending and liquidity in credit 
unions 



 

 8

outstanding for periods exceeding 10 
years. 

In order to qualify, credit unions must satisfy the 
following ratios in relation to arrears and 
reserves: 

• Loan Arrears are no greater than 5%; 
• Statutory Reserves over Total Assets are 

6% or greater; and 
• Total Reserves over Total Assets are 8% 

or greater. 

Reforms in 2007 and 2010 
The Markets in Financial Instruments and 
Miscellaneous Provisions Act, 2007 contains a 
number of technical amendments to a range of 
Acts including the Credit Union Act, 1997, one of 
which implemented the recommendations of the 
2007 Review Group. Section 35 has also been 
amended by the Central Bank Reform Act 2010. 
The proposals were themselves amended as 
the Bill passed through the Houses of the 
Oireachtas.  

Following reflection on the views expressed by 
stakeholders, the former Minister for Finance 
introduced, at report stage of the Bill, a number 
of measures which amended the Section 35 
proposals as published in the Bill. Specifically, 
references to wider powers for the Central Bank 
were dropped, including those to impose 
requirements other than by making rules. The 
Act increases the lending limit for loans over five 
years from 20% to 30% with commensurate 
requirements aimed at safeguarding the 
financial position of credit unions. 

These requirements relate to liquidity, lending 
practices for rescheduled loans, provisioning for 
rescheduled loans, and systems, controls and 
reporting. All credit unions are now required to 
maintain a minimum liquidity ratio of 20%. 
Additional liquidity requirements apply for credit 
unions where lending over five years is above 
20% (see Table 3).  
Table 3: Additional liquidity requirements for 
lending over five years 

Lending over five years Minimum liquidity ratio 

> 20% and <25%  at least 25% 
≥ 25% and <29%  over 25% 
≥ 29%  at least 30% 

Source: Registry of Credit Unions (2010) Section 35 
Regulatory Requirements for Credit Unions. 

Credit unions are also required to have 
additional provisions for rescheduled loans that 

fall into arrears. The graduated provisioning 
requirement for rescheduled loans that fail to 
perform in accordance with the new terms is 
shown in Table 4. 
Table 4: Provisioning for rescheduled loans 

Combined weeks in 
arrears* 

Minimum provision 
required (%of net loan) 

0 - 26 weeks 20% 
27 - 39 weeks 40% 
40 - 52 weeks 60% 

53 weeks or more 100% 
Source: Registry of Credit Unions (2010) Section 35 
Regulatory Requirements for Credit Unions. 
Notes: * The RCU notes that this should be calculated 
using the principal amount in arrears. Interest arrears 
should not be included. 

Providing access to credit 
Credit unions in Ireland have a long history of 
fulfilling the vital role of providing their members 
with credit. ILCU-affiliated credit unions, for 
example, provided €2.5 billion in loans to their 
membership in the period June 2009 - June 
2010.36 One consequence of the financial crisis 
has been a tightening in the availability of credit 
more generally.  

In circumstances where people are experiencing 
difficulties in accessing credit, the key roles of 
credit unions in taking deposits and making 
loans is all the more significant. One 
commentator suggests three reasons why 
cooperatives, including credit unions, may be 
beneficial during a credit crunch: 

“In comparison to banks, savings and 
credit cooperatives or credit unions: (a) 
tend not to freeze credit (b) have lower 
increases in interest rates and (c) are 
generally more stable due to different 
capitalization and lending practices”.37 

Credit unions are restricted in making business 
loans available. Figures show that lending to 
SMEs by banks dropped again during the final 
quarter of 2009 and that 35% of Irish SME loans 

                                                 
36 ILCU Media Release, 14 February 2011. 
http://www.creditunion.ie/communications/pressrelea
ses/2010/title,1295,en.php  
37 Ferri (n.d.) cited in Birchall, J. and Hammond 
Ketilson, L. (2009) Resilience of the Cooperative 
Business Model in Times of Crisis. 
https://www.ilo.org/wcmsp5/groups/public/---
ed_emp/---
emp_ent/documents/publication/wcms_108416.pdf  
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were in arrears in December 2009.38 Given that 
lending to SMEs is a specialist and niche area, it 
is essential that those providing such loans have 
the necessary expertise.  

The Financial Regulator advised that in relation 
to commercial loans39, such loans should only 
be provided on the basis of a credible business 
plan subject to regular monitoring appropriate to 
the scale and complexity of the activity and the 
performance of commercial loans should be 
subject to regular monitoring, also appropriate to 
the same conditions. It also urges caution 
regarding expertise in this area: 

“If a credit union does not possess or have 
access to the skills to evaluate and 
monitor particular types of commercial 
lending then it should not engage in such 
lending”.40 

 
In 1989, the ILCU established its Savings 
Protection Scheme (SPS) with the aim of 
protecting members’ savings. The SPS operates 
on an all-island basis, covering nearly 500 credit 
unions across two jurisdictions. This scheme is 
non-statutory and independently controlled; a 
point which has divided opinions between the 
two trade associations. CUDA, who lobbied for 
inclusion in a statutory deposit guarantee 
scheme, has raised concerns about the 
transparency of the ILCU scheme and called for 
a central liquidity mechanism. 

The ILCU Saving Protection Scheme Fund 
currently stands at €74 million, made up of 
contributions from affiliated credit unions in 
Ireland and Northern Ireland. Only ILCU-
affiliated credit unions are eligible for cover by 

                                                 
38 Mazars (2010) Review of Lending to SMEs, 
October to December 2009 (Q4).  Final report April 
2010. 
http://www.finance.gov.ie/documents/publications/rep
orts/2010/mazarsq4review.pdf  
39 Commercial loans are defined as “those loans 
whose primary objective is to fund an activity whose 
purpose is to make a profit” in the Guidance Note on 
Credit and Credit Control for Credit Unions. 
40 Financial Regulator (2007) Guidance Note on 
Credit and Credit Control for Credit Unions. 
http://www.financialregulator.ie/industry-
sectors/credit-
unions/Documents/200710%20Guidance%20Note%
20on%20Credit%20and%20Credit%20Control.pdf  

the ILCU SPS. This issue was highlighted in the 
consultation paper on stabilisation support for 
credit unions (see subsection on Stabilisation 
arrangements and options). 

The Deposit Guarantee Scheme 
In September 2008, the government announced 
its intention to extend the Deposit Guarantee 
Scheme to credit unions. It also increased the 
statutory limit to 100% of each member’s 
savings up to a maximum of €100,000. This 
move is likely to have strengthened confidence 
amongst credit union savers in the safety of their 
deposits. Credit unions’ inclusion in the Deposit 
Guarantee Scheme is all the more significant 
given that the €100,000 limit per depositor would 
cover the majority of credit union accounts, and 
as such “represents significant progress on 
savings protection for credit unions”.41 

It was intended that the Deposit Guarantee 
Scheme would act as “a backstop42 to an 
approved SPS scheme for credit unions” when 
the former was introduced.43 The former Minister 
for Finance’s preferred option was to have a 
single approved stabilisation arrangement for all 
credit unions, in addition to having the Deposit 
Guarantee Scheme in place.44 45 

Stabilisation arrangements and options 
Credit unions may operate government or 
private programmes designed to protect the 
savings of members against loss, for example a 
stabilisation fund or deposit insurance program. 
According to WOCCU, only 36 out of 104 
countries surveyed, corresponding to 34%, had 
some type of share and deposit protection for 
credit unions or financial cooperatives.46 

                                                 
41 Department of Finance appearance before the 
Joint Committee, 2nd March 2010. 
http://debates.oireachtas.ie/DDebate.aspx?F=ERJ20
100302.xml&Node=H2#H2  
42 In its submission to the Joint Committee, CUMA 
defined backstop as “the act of providing last-resort 
support or security in a securities offering for the 
unsubscribed portion of shares”. 
43 See Department of Finance press release, 20th 
September 2008. 
http://www.finance.gov.ie/viewdoc.asp?DocID=5466  
44 Department of Finance appearance before the 
Joint Committee, 2nd March 2010. 
http://debates.oireachtas.ie/DDebate.aspx?F=ERJ20
100302.xml&Node=H2#H2  
45 Progression of stabilisation arrangements was one 
of the Department of Finance’s 2010 Output Targets. 
46 WOCCU (2005) Guide to International Credit 
Union legislation. 
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At present there is no single, independent 
savings protection scheme regulated by the 
Central Bank which is compulsory for all credit 
unions in Ireland. Credit unions may, however, 
participate in a savings protection scheme under 
Section 46 of the Credit Union Act, 1997. This 
section commenced, under Ministerial Order, 
with effect from 1st August 2001.  

In June 2010, the Central Bank launched a 
public consultation on options for stabilisation 
arrangements in the credit union sector.47  A 
consultation paper was published as part of this 
process, which has been described as “one of a 
series of measures intended to modernise the 
regulatory regime for credit unions”.48 It outlines 
six models, including the status quo, for how 
stabilisation arrangements could be structured in 
future.49 It divides these into three broad 
categories, namely (i) statutory models, (ii) 
voluntary models and (iii) options relating to the 
current SPS.50 The six models are: 

1. Statutory Stabilisation Model – Central 
Bank Control 

2. Statutory Stabilisation Model – Central 
Bank Appointed Executive 

3. Voluntary Stabilisation – Single SPS 
Model 

4. Voluntary Stabilisation – Multi SPS 
Model 

5. Maintain Current SPS – As Is 
6. Wind-up and Transfer of Current SPS 

The stated preferred option in the consultation 
paper is for the existence of an external 
stabilisation solvency support mechanism for the 
sector designed to provide short term, time 
limited support to a credit union. This should not, 
however, be in lieu of other actions, including 
winding-up or merger. In its view, stabilisation is 
therefore, a first condition for resolution. 

                                                 
47 http://www.financialregulator.ie/press-area/press-
releases%5CPages%5CProposalsforcreditunionstabi
lisationsupportschemepublishedbyCentralBank.aspx  
48 Ibid. 
49 The initial deadline for receipt of submissions was 
extended from 16th August 2010 to 24th September 
2010. 
50 Central Bank & Financial Services Authority of 
Ireland (CBFSAI) (2010) Consultation Paper CP 44 
Stabilisation Support for Credit Unions. 
http://www.financialregulator.ie/consultation-
papers/Documents/CP44%20Stabilisation%20Suppo
rt%20for%20Credit%20Unions/Stabilisation%20Supp
ort%20Consultation%20Paper.pdf 

In relation to international best practice the 
consultation paper notes: 

“While best practice internationally is that 
where a deposit guarantee scheme is in 
place for credit unions this is on a statutory 
basis, there is no standard international 
practice for statutory stabilisation schemes 
in the credit union sector. In certain states 
in Canada, the deposit guarantee fund 
also serves as a stabilisation fund. In 
Spain, which has recently faced financial 
viability issues amongst its savings bank 
(cajas) sector, the Fund for Orderly Bank 
Restructuring (FROB) was established to 
provide support for the orderly transfer of 
weakened / non-viable institutions by 
facilitating access to capital for institutions 
engaged in restructuring”. 

The paper raises a number of important issues 
regarding stabilisation arrangements. For 
example, it questions the purpose and relevance 
of the ILCU SPS in light of the inclusion of credit 
unions since 2008 in the Deposit Guarantee 
Scheme, and highlights concerns about the 
unregulated nature, value, liquidity, governance 
and accountability arrangements of the ILCU 
SPS. It also queries whether that model is 
optimal for reducing moral hazard. According to 
the paper, the fund may also postpone the 
resolution of problems at a credit union including 
through either a winding up or merger process. 

It also questions “the SPS’s ability to meet the 
potential difficulties that may arise in this new 
and challenging economic environment” whilst 
noting that there were 22 credit unions that each 
had total assets in excess of the SPS fund at 
31st December 2009.51 By the time of publication 
of the consultation paper in June 2010, the SPS 
had only been called on to provide very limited 
solvency support as noted in the paper.52  

To date, however, the SPS has provided 
support and stabilisation to a number of credit 

                                                 
51 CBFSAI (2010) Consultation Paper CP 44 
Stabilisation Support for Credit Unions. 
52 According to one source, the ILCU used €4 million 
from the SPS to provide loans to credit unions to 
acquire premises which is reported to have caused 
some surprise given the stated intention of the fund. 
See Sunday Business Post article, 1st August 2010. 
http://www.sbpost.ie/themarket/credit-unions-used-
4m-from-protection-fund-50806.html  
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unions.53 54 The ILCU’s 2010 Annual Report sets 
out details of guarantees it has provided: 

“The SPS fund gave guarantees 
amounting to €9.8m to four credit unions 
during the year ended 31 December 2010 
and a provision of €9.8m (2009: €2.275m) 
has been made in respect of these 
guarantees. In addition at 31 December 
2010, the SPS fund has constructive 
obligations to provide financial support to a 
further nine credit unions and a provision 
of €38.6m (2009: €nil) is held at 31 
December 2010, in respect of the 
expected cash outflow that is estimated 
will be required to settle these 
commitments. 

[…] 

The ILCU has also committed to provide 
liquidity facilities of €9.5m to three credit 
unions. As at 31 December 2010, none of 
these liquidity facilities have been drawn 
down.” 

Reforming stabilisation arrangements 
The Department of Finance has previously 
sought to amend section 46 of the 1997 Act and 
provide for arrangements in respect of 
stabilisation. The proposal made in May 2009, 
however, failed to reach consensus amongst 
representatives of the credit union movement. 

The Department of Finance has indicated that 
the Strategic Review of the sector will examine 
the current arrangements for savings protection, 
including specific recommendations in respect of 
how those stabilisation arrangements will 
operate.55 The terms of reference for phase 1 of 
the review includes external support 
mechanisms for the protection of members’ 
savings as one of the five areas that the review 
will cover. Last year, the Registrar of Credit 
Unions has suggested that “trends emanating 
from the sector are suggesting that even greater 
reform may be required than those envisaged in 

                                                 
53 ILCU Annual Report 2010. 
54 See Irish Examiner article, 26th February 2011. 
http://www.irishexaminer.com/ireland/bailout-of-13-
credit-unions-causes-losses-of-455m-146603.html 
And also Irish Times article, 2nd May 2011. 
http://www.irishtimes.com/newspaper/ireland/2011/05
02/1224295868193.html  
55 Department of Finance appearance before the 
Joint Committee, 2nd March 2010. 
http://debates.oireachtas.ie/DDebate.aspx?F=ERJ20
100302.xml&Node=H2#H2  

our recent consultation paper”.56 Discussions on 
the introduction of a statutory resolution regime 
are currently underway between the Central 
Bank and credit union representative bodies.57 

 
The way in which credit unions develop will have 
an impact on their potential future success. 
Future development of the sector is, however, 
not only dependent on legislation and regulation 
but also on the credit union movement 
developing a long term strategy. The ethos and 
culture of credit unions should be central to this. 

McCarthy et al analyses a number of issues 
deemed necessary for credit unions to address 
in order to ensure the future development and 
sustainability of the movement.58 Amongst these 
was the issue of demands for a broader range of 
services. In this context, McCarthy et al also 
highlights the need for unique positioning by 
credit unions. The two trade associations have 
called for enabling legislation for credit unions 
(which would essentially allow credit unions 
expand their relationship with members). 

Irrespective of the possibilities for future 
development and the relevance of credit unions 
in the current financial climate, potential or 
actual weaknesses within the sector cannot be 
ignored. The Registrar of Credit Unions 
highlighted the issue of financial strength of 
individual credit unions and amalgamations or 
mergers within the sector in his address at the 
Credit Union Regulatory Forum 2010.59  

                                                 
56 O’Brien, J. (2010) Address by James O’Brien, 
Registrar of Credit Unions, to the National 
Supervisors Forum, 6 November 2010. 
http://www.financialregulator.ie/press-
area/speeches/Pages/AddressbyJamesO%e2%80%
99Brien,.aspx  
57 See Central Bank press release, 29th April 2010. 
http://www.financialregulator.ie/press-area/press-
releases/Pages/ResponsetoILCUAnnouncementonR
esolutionRegime.aspx  
58 McCarthy O., Briscoe R. & Ward M. (2000) 
Redesigning the Credit Union for the New 
Millennium: A Case Study of Ireland. 
http://www.creditunionresearch.com/uploads/olivemc
carthy2.pdf  
59 In March 2011, it was reported that 25 credit 
unions are considering merging with others. See 
http://www.fxcentre.com/news.asp?2745348  
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A key element of the plan for credit unions 
envisaged under the EU/IMF programme of 
financial support for Ireland will be “to obtain the 
necessary powers to promote a higher degree of 
consolidation in the sector through mergers, 
where appropriate, with government financial 
support if warranted”.60 

The Registrar of Credit Unions also stressed the 
need for strong leadership in the context of the 
future development of the sector and the desire 
to identify credit unions which could be leaders 
in best practice to “drive the development of the 
sector”.61 He also referred to research 
conducted for the movement by Amárach 
Research in 2009 that pointed to a desire 
amongst members and non-members for credit 
unions to meet more of their financial needs. 
The role of the Strategic Review of Credit 
Unions in providing an opportunity for “an 
operational and regulatory framework to be 
designed which will allow the sector to develop 
its ability to offer a greater range of services to 
the members” was highlighted by the 
Registrar.62 

Any strategic review of the sector (as previously 
noted the Government now intends to establish 
a Commission to review the sector) provides an 
opportunity to create an environment that 
protects the strengths of credit unions while at 
the same time having enabling legislation and a 
regulatory system that allows credit unions to 
develop in a prudent manner.63  

The key challenge is to create a balance 
between retaining the traditional credit union 
ethos and providing a range of services that 
meet members’ needs.  

                                                 
60 EU/IMF Programme of Financial Support for 
Ireland, 28th April 2011. 
http://www.finance.gov.ie/documents/publications/oth
er/2011/draftmoumay2011.pdf  
61 O’Brien, J. (2010) Credit Union Regulatory Forum 
2010, Opening address by James O’Brien, Registrar 
of Credit Unions, at the Credit Union Regulatory 
Forum. http://www.financialregulator.ie/press-
area/speeches/Pages/CreditUnionRegulatoryForum2
010-
OpeningAddressbyJamesO%E2%80%99Brien,Regis
trarofCreditUnions,totheCreditUnionRegulatoryForum
%E2%80%9305Octob.aspx  
62 Ibid. 
63 This point was made by the Registrar of Credit 
Unions, Mr James O’Brien during his appearance 
before the Joint Committee in May 2010 when 
discussing the Strategic Review of Credit Unions. 

The possibility of amending Section 48 of the 
Credit Union Act, 1997 regarding the provision 
of services could be explored in this context.64 
This, however, makes the need for necessary 
expertise all the more significant. 

                                                 
64 This point was made by the former Registrar of 
Credit Unions, Mr Brendan Logue during his 
appearance before the Joint Committee in March 
2010. 


