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EXECUTIVE SUMMARY
INTRODUCTION

1. This Written Decision has been prepared by the Inquiry in accordance with section
33AQ(8) of the Central Bank Act 1942 (as amended), which provides as follows:

“At the conclusion of an inquiry relating to the conduct of a person concerned
in the management of a regulated financial service provider, the Bank shall
notify the person of its decision. The decision must set out —

(a) its finding as to whether or not the person is participating or has
participated in the commission of the prescribed contravention to which
the inquiry relates, and

(b) the grounds on which the finding is based, and

(c) if the Bank finds that the person is participating or has participated in
the contravention, the sanctions (if any) imposed under this section in

respect of the participation”.

2. This Written Decision comprises this Executive Summary, the Inquiry’s Findings Report,
a copy of which is included at Part 1 of this document, and the Inquiry’s Sanctions Report,

which is included at Part 2 of this document.

3. This Executive Summary sets out certain background information on the Inquiry as well
as an overview of the Inquiry’s findings, the grounds on which the findings are based and
the sanctions imposed by the Inquiry. Full details of the Inquiry’s findings and the reasons
for same are included in the Findings Report at Part 1. Full details of the sanctions
imposed by the Inquiry and the reasons for same are included in the Inquiry’s Sanctions
Report at Part 2.

4. This Written Decision is an appealable decision for the purposes of Part VIIA of the
Central Bank Act 1942 (as amended by the Central Bank (Individual Accountability
Framework) Act 2023), meaning it may be appealed to the Irish Financial Services
Appeals Tribunal (IFSAT) in accordance with section 33AW of the Central Bank Act 1942,

as amended, within 28 days of a subject being notified of the decision.

BACKGROUND TO THE INQUIRY

5. In February 2010, the Central Bank commenced an investigation into Irish Nationwide

Building Society (INBS) and five persons concerned in the management of INBS



(Persons Concerned)'. The purpose of the investigation was to determine whether there
were reasonable grounds for suspecting that INBS, through its lending and corporate
governance practices, had committed one or more suspected prescribed contraventions
(SPCs) and that the Persons Concerned had participated in the commission of those
prescribed contraventions. The Central Bank concluded that reasonable grounds had
been established and it decided to hold an inquiry under Part llIC of the Central Bank Act

1942 (as amended) to determine the issue (the Inquiry).

On4 February 2015, the Central Bank appointed three inquiry members, Marian Shanley,
Ciara McGoldrick and Geoffrey McEnery (the Inquiry Members) to conduct the Inquiry.

The Central Bank entered into settlement agreements with INBS and three of the Persons
Concerned? between 2015 and 2021 and the Inquiry was permanently stayed in respect
of a further Person Concerned® on medical grounds in 2019. As a result, the Inquiry

ultimately only proceeded in respect of one Person Concerned, Mr John Stanley Purcell.

CASE SUMMARY

8.

The SPCs the subject of the Inquiry related to suspected failures by INBS to comply with
its own policies and procedures in respect of commercial lending and credit risk between
1 August 2004 and 30 September 2008 (Review Period). There were seven overarching
SPCs each of which was underpinned by two legislative provisions* and a condition
imposed on INBS’s authorisation®, which gave rise to a total of 21 individual SPCs. The
SPCs were founded upon allegations of specific instances of non-compliance by INBS

with its internal policies (SPC Allegations). There were 42 SPC Allegations.

The SPCs and SPC Allegations were advanced against INBS in the first instance and
then against Mr Purcell by virtue of his alleged participation in the SPCs and the SPC

Allegations.

CONDUCT OF THE INQUIRY

10. Notices of Inquiry were issued in July 2015. The Inquiry then held a number of Inquiry

Management Meetings, between December 2015 and November 2019, to address

procedural matters and to issue appropriate directions. The Inquiry decided that the

' Dr Michael Walsh, Mr Tom McMenamin, Mr Michael Fingleton, Mr Gary McCollum and Mr John Stanley Purcell.
2 Dr Michael Walsh, Mr Tom McMenamin and Mr Gary McCollum.

3 Mr Michael Fingleton.

4 Regulation 16(1) of the European Communities (Licencing and Supervision of Credit Institutions) Regulations
1992 (SI 395/1992) and section 76(1) of the Building Societies Act, 1989 (as amended).

5 Part 1 of the Financial Regulator Credit Institutions Regulatory Document entitled “Impairment Provisions for
Credit Exposures” dated 26 October 2005.



11.

complexity and extent of the allegations contained in the Notices of Inquiry made it
necessary for the Inquiry to proceed by way of oral hearings and that these hearings
should be split into four separate modules. There was a total of 105 days of Inquiry
hearings across the four modules, which were conducted between December 2017 and
July 2021. All witness evidence was heard in public, however loan file evidence and

certain procedural applications and submissions were heard in private.

The Inquiry was conducted on an electronic basis. The extensive documentation and
evidence provided to the Inquiry at the outset of and during the course of the Inquiry was
uploaded to Relativity, an online platform which was developed to facilitate a paperless

inquiry environment.

ISSUES TO BE DETERMINED

12.

13.

The Inquiry was required to determine whether Mr Purcell had participated in the
commission of the SPCs. In order to make a finding in respect of Mr Purcell’s participation
in the SPCs, the Inquiry first had to determine whether each SPC Allegation had been
proven against INBS and, if so, whether this amounted to commission by INBS of the
corresponding overarching SPC. If the Inquiry made findings against INBS in respect of
an SPC Allegation and the overarching SPC, it then had to determine whether Mr Purcell
had participated in the SPC Allegation and in the commission of the overarching SPC by
INBS.

In making its findings the Inquiry considered the large volume of documentation and
evidence provided to it, which amounted to approximately 115,000 documents and
approximately 687,000 pages. This documentation and evidence included: loan files
relating to a sample 98 loans across nine commercial lending customers of INBS;
contextual documentation such as relevant INBS policies, contemporaneous reports,
corporate governance documentation and relevant correspondence; witness statements
and written submissions of the Inquiry participants; and transcripts of the oral hearings of

the Inquiry.

INQUIRY FINDINGS

14.

The Inquiry set out its findings and the reasons for these findings, as well as certain
background information and supporting documentation, in its Findings Report. The

Findings Report, which runs to approximately 1,300 pages, was delivered to Mr Purcell



15.

16.

17.

and the Enforcement Directorate of the Central Bank (Enforcement) on 30 April 2024. A

copy of the Findings Report is included at Part 1 of this document.

Overview of Findings

The findings of the Inquiry are set out in full in the Findings Report. A table summarising
all of the SPCs, the SPC Allegations and the findings made by the Inquiry is included at
Appendix 5 of the Findings Report. The following is an overview of the findings made by

the Inquiry:

(a) The Inquiry found that of the 42 SPC Allegations, 27 SPC Allegations were
proven against INBS. Of these 27 SPC Allegations found to have been proven
against INBS, the Inquiry found that INBS had committed the corresponding
SPC in respect of 23 of these SPC Allegations and, ultimately, that INBS had

committed six of the seven overarching SPCs.

(b) Of the 23 SPC Allegations which were proven against INBS and the six
corresponding SPCs which INBS was found to have committed, the Inquiry
found that Mr Purcell had participated in 13 of these SPC Allegations and in the

commission by INBS of the corresponding six overarching SPCs.

(c) The Inquiry found that of the 42 SPC Allegations, 15 SPC Allegations were not
proven against INBS or no finding was made by the Inquiry in respect of the
SPC Allegation. It followed that no finding could be made against Mr Purcell in

respect of these SPC Allegations.

Participation Findings and Reasoning

The 13 SPC Allegations and the corresponding six overarching SPCs which Mr Purcell
was found to have participated in are summarised in the below table. The reasons for
these findings are also summarised in the below table. These findings and reasoning are

set out in full in the Findings Report.

In broad terms, the basis for the Inquiry’s findings of participation against Mr Purcell
centred on his role as a member of the Board of Directors (Board) of INBS and his
attendance at Board meetings. The Inquiry also had regard in certain findings to other
factors, such as Mr Purcell's attendance at Audit Committee meetings and his

involvement in correspondence with the Financial Regulator.



No.

SPC Allegation Mr Purcell was found to have

participated in

Corresponding overarching SPC Mr Purcell

was found to have participated in

Summary of reasons for participation

finding against Mr Purcell

SPC 1 Allegation 3: Failure to acquire required
information from borrowers to facilitate an

assessment of borrowers’ repayment capacity.

SPC 1: Failure to ensure that commercial loan
applications were processed in accordance with

INBS'’s internal policies.

The Inquiry accepted that Mr Purcell was not
directly involved with day to day commercial
lending. However, the Inquiry found that Mr
Purcell was involved as a member of the Board.
Mr Purcell, together with the other Board
members, was aware from contemporaneous
documents and from Financial Regulator
correspondence that commercial lenders were,
in some cases, not obtaining the required
information from borrowers in order to properly
assess their capacity to repay the loan being

provided.

SPC 2 Allegation 1: Funds advanced without
Credit Committee approval or recommendation
and not in compliance with urgent credit

decision approval procedures.

SPC 2 Allegation 2: Funds advanced without
Credit Committee approval or recommendation
and not in

and without Board approval

SPC 2: Failure to ensure that commercial loans
and variations to commercial loans were approved
in accordance with INBS’s internal policies and that
commercial mortgage offers complied with internal

policies.

Contemporaneous reports and Financial
Regulator correspondence identified a systemic
issue of unauthorised payments, mainly in the
Belfast branch of INBS. There was no evidence
that the Board responded to the issue in any

meaningful way.




compliance with urgent credit decision approval

procedures.

SPC 2 Allegation 3: Funds advanced without
Board approval and without compliance with
INBS’s urgent credit decision approval

procedures.

SPC 2 Allegation 5: Loans advanced prior to
Credit Committee meeting (at which the loans
were approved or recommended) and not in
compliance with urgent credit decision approval

procedures.

SPC 2 Allegation 6: Funds advanced prior to
Board approval and not in compliance with

urgent credit decision approval procedures.

SPC 2 Allegation 8: Loan amount advanced
per the Commercial Mortgage Offer was in
excess of the amount outlined in the

Commercial Loan Application and approved by

Mr Purcell's attendance at Audit Committee
meetings informed him of issues raised in
contemporaneous reports and Financial
Regulator correspondence and gave him full
insight into management responses. He had a
responsibility to ensure that the Board took
appropriate action and, as a Board member, he
shared in the Board’s responsibility for failing to

so act.

The Inquiry accepted that the primary
responsibility for dealing with these issues
rested with the senior executives and the
executive director with responsibility for lending,
and it did take into account Mr Purcell’'s role in
INBS. Nevertheless, it found that the persistent
identification of a serious credit risk issue over
the entire Review Period and beyond brought
the issue within Mr Purcells ambit of

responsibility as a Board member.

The issue of appropriate approval was raised in
contemporaneous reports and repeatedly by

the Financial Regulator.




the Board and additional funds were not

appropriately approved.

SPC 2 Allegation 9: Term of the loan extended

without appropriate approval.

Mr Purcell would have been aware or ought to
have been aware of the extent to which the
issue was raised, both as a Board member and
as an attendee at the Audit Committee meetings
at which these contemporaneous reports were
discussed. Further, as the contact person for
Financial Regulator correspondence within
INBS, Mr Purcell would have had an enhanced
awareness of the concerns of the Financial

Regulator.

Whilst the primary responsibility for ensuring
that commercial lending was conducted in an
appropriate manner rested with the executive
director who had responsibility for that area
within INBS, nevertheless the Inquiry found that
the persistent findings in contemporaneous
reports should have raised concerns with all
Board members including Mr Purcell. It also
found that in his repeated assurances to the
Financial Regulator that remedial action had
been taken (when that appears not to have
been case), Mr Purcell as a Board member

participated in the breaches.




9. | SPC 3 Allegation 2: Personal guarantees from | SPC 3: Failure to ensure that: As a Board member, Mr Purcell had a role in the
owner/controller of borrower private companies (i) security (including personal guarantees) for approval of commercial loans. Prior to 17
and/or joint and several guarantees where there commercial loans was obtained: December 2007, the Board was responsible for
was more than one director, were not obtained. (i) valuation reports on assets used as approving loans in excess of the specific

security for commercial loans were authority levels delegated by the Board to the
received before all or part of the loan was Credit Committee, as per the applicable Credit
advanced: Committee terms of reference.
(iii) maximum Loan to Value (LTV) limits were | The Inquiry found that Mr Purcell, by virtue of
adhered to; and his attendance at the Board meetings and his
(iv)where LTVs were greater than the | role as a Board member in approving these
maximum applicable LTV limits set out in | loans, participated in the authorisation of loans
INBS’s internal policies, these LTVs were | without a personal guarantee from corporate
approved as exceptions to policy in | borrowers.
accordance with INBS’s internal policies.

10. | SPC 5 Allegation 1: INBS’s Credit Committee | SPC 5: Failure to ensure that the INBS Credit | Financial Regulator correspondence put Mr
did not review and consider commercial loans in | Committee performed particular functions in | Purcell on notice that the Credit Committee was
large arrears and/or deemed non-performing. accordance with INBS’s internal policies not functioning appropriately. The

11.| SPC 5 Allegation 2: INBS’s Credit Committee correspondence should have raised immediate

did not review and consider loans submitted as
part of the Credit Review process (as no such

loans were submitted to it).

concerns and the Board should have taken
responsibility to ensure that the issues identified

were appropriately dealt with.




Ultimately responsibility rests with the Board to
ensure that the Financial Regulator is provided
with full and accurate information. The Board’s
responsibility in such a regulatory environment
was significant and required a more ‘hands-on”
approach than that displayed by the Board. The
Inquiry found that Mr Purcell's responsibility

arises from his membership of the Board.

12.

SPC 6 Allegation 3: The Board did not receive
a report on the results of annual credit risk
to have been

stress tests, which were

completed annually.

SPC 6: Failure to ensure that certain reports
relevant to commercial lending and credit risk
management were provided to INBS’s Board of
Directors during the period 21 December 2005 (the
effective date of the earliest relevant applicable
policy) to 30 September 2008

Mr on behalf of the Board,

corresponded with the Financial Regulator. This

Purcell,

correspondence contained a litany of broken
commitments regarding the preparation of

stress test reports.

The Board of INBS had a responsibility to
ensure that stress tests were completed and
presented to the Board as part of its overall

credit risk management responsibility.

The Inquiry found that as a member of the
Board, Mr Purcell did participate in the failure to
ensure that the Board received a report on the
results of annual credit risk stress tests that

were to have been completed annually.




13.

SPC 7 Allegation: INBS failed to ensure that
the establishment of profit share agreements

was the subject of any formal credit risk policy.

SPC 7: Failure to ensure that the establishment of
Profit Share Agreements were the subject of any

formal credit risk policy

Concerns expressed by the Financial Regulator
from 2004 onwards imposed an obligation on
the Board to ensure that commercial lending in
INBS was conducted in a prudent and
responsible way. In particular, the Board had a
responsibility to ensure that this kind of lending
was appropriately monitored and controlled. Mr

Purcell shared that responsibility.

The Board members, including Mr Purcell,
would have been or ought to have been aware
of the risks associated with profit share lending
and they were aware of contemporaneous
reports recommending that a profit share policy

be put in place.

The Board is responsible for risk management
and approving policies in connection therewith.
In failing to approve a profit share loan policy the
Board failed in its obligations in this regard. As
a member of that Board, Mr Purcell fully shares

in that responsibility.

10




18.

As noted above, in respect of certain SPC Allegations the Inquiry made no findings
against INBS and/or Mr Purcell. The basis for this included: (a) that there was no policy
requirement underlying the allegation; (b) that the documentation and evidence did not
support the allegation; and/or (c) that the allegation related to INBS only and was

therefore excluded by the Inquiry from its analysis in respect of Mr Purcell’s participation.

DECISION ON SANCTIONS

19.

20.

As adverse findings were made against Mr Purcell, the Inquiry convened a sanctions
hearing to determine what, if any, sanctions should be imposed on Mr Purcell. The
sanctions hearing was held in public on 21 October 2024. Enforcement, Mr Purcell and
the Legal Practitioner Team (LPT) (who provided legal assistance and advice to the
Inquiry) delivered written submissions on sanctions to the Inquiry in advance of the

hearing and also made oral submissions during the sanctions hearing.

The Inquiry has considered the written and oral submissions made by Enforcement, Mr
Purcell and the LPT, as well as the relevant statutory provisions and guidance documents
provided by the Central Bank in respect of sanctions, and it has prepared a Sanctions
Report setting out its decision on sanctions. The Inquiry’s Sanctions Report is included at
Part 2 of this Written Decision. In its Sanctions Report, the Inquiry has determined it is
appropriate to impose the following sanctions on Mr Purcell in respect of the

contraventions he was found to have participated in:
(@) A reprimand.
(b) Disqualification for a period of four years.
(c) A monetary penalty of €130,000.
(d) No order as to costs.

The reasons for the Inquiry’s decision to impose the above sanctions are set out in the

Sanctions Report at Part 2.

11
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CHAPTER 1

BACKGROUND INFORMATION ON THE INQUIRY

ESTABLISHMENT OF THE INQUIRY

1.1

1.2

1.3

1.4

Relevant legisiation

Part llIC of the Central Bank Act 1942 (as amended) (1942 Act) sets out the power of
the Central Bank to hold inquiries if it suspects on reasonable grounds that a regulated
financial service provider was committing or had committed a prescribed contravention
or that a person concerned in the management of a regulated financial service provider
was participating or had participated in the commission of a prescribed contravention
by the regulated financial service provider. The holding of an inquiry by the Central
Bank is the culmination of the Central Bank’s Administrative Sanctions Procedure
(ASP), and follows an investigation by the Enforcement Directorate of the Central Bank
(Enforcement). The purpose of an inquiry is to decide if a prescribed contravention is

being or has been committed and to determine the appropriate sanctions.
Investigation by Enforcement

In February 2010, the Financial Regulator' decided to commence an investigation to
determine, inter alia, whether the Irish Nationwide Building Society (INBS), through its
lending and corporate governance practices, had committed one or more suspected
prescribed contraventions (SPCs), which could be pursued through the ASP provided
for in Part HIC of the 1942 Act (the Investigation).

The main focus of the Investigation was to consider INBS’s compliance with its own
policies and procedures concerning commercial lending and credit risk between 1
August 2004 and 30 September 2008 (Review Period). To this end, the Investigation
sought to identify relevant policies and procedures that formed part of the

corresponding systems of control in place at INBS at that time.

On completion of its Investigation, Enforcement prepared a 3,500 page Investigation

Report. On consideration of the Investigation Report, the Central Bank? concluded that

' The Financial Regulator was established on 1 May 2003, and was empowered (pursuant to the Central Bank
and Financial Services Authority of Ireland Act 2004) to hold inquiries into suspected prescribed contraventions.
The Central Bank Reform Act 2010 merged the Central Bank and the Financial Regulator, and the powers of the
Financial Regulator, including the holding of inquiries, were vested in the Central Bank from October 2010.

2 A Central Bank decision maker was appointed to consider the Investigation Report and decide whether an
inquiry should be held.



there were reasonable grounds for suspecting that prescribed contraventions had
been committed by INBS and that five persons concerned in the management of INBS
(Persons Concerned) had participated in the commission of those prescribed
contraventions, and it decided to hold an inquiry under Part HIC of the 1942 Act to

determine the issue.
Referral to Regulatory Decisions Unit (RDU)

1.5 On 19 December 2014, Enforcement referred the Investigation to RDU for the
purposes of convening an inquiry under Part IHC of the 1942 Act. Enforcement
provided the Investigation Report to RDU setting out the grounds for suspecting that
prescribed contraventions had been commilted by INBS and that the Persons

Concerned had participated in this commission.
Appointment of Inquiry Members

1.6 Following the referral of the INBS case, RDU requested the Deputy Governor
(Financial Regulation) of the Central Bank, to appoint inquiry members {o carry out the
INBS Inquiry. On 4 February 2015, the Deputy Governor appointed Marian Shanley
(solicitor), Ciara McGoldrick (barrister) and Geoffrey McEnery (banker) as inquiry
members (Inquiry Members). Marian Shanley was appointed as the Inquiry

chairperson. The INBS Inquiry commenced once the Inquiry Members were appointed.

1.7 On 9 July 2015, the Inquiry Members wrote {o the legal representatives of INBS and
the Persons Concerned, informing them of the Central Bank’s decision to hold an
inquiry under Part llIC of the 1842 Act. This letter enclosed a Notice of Inquiry, which

outlined the SPCs against each respondent, as set out by Enforcement at referral.®
INQUIRY FRAMEWORK

1.8 The Inquiry Members were appointed to conduct an inquiry to determine whether or
not INBS had committed the SPCs and whether the Persons Concerned had
participated in the commission of the SPCs by INBS.

3 See one such letter from the Inquiry to Comyn Kelleher Tobin, dated 9 July 2015, enclosing Notice of Inquiry
{Doc ID: 0.7.1612.171051).



1.9

Relevant legislation, guidelines and procedures

The Inquiry Members were required to conduct the Inquiry in accordance with Part HIC
of the 1942 Act, which prescribes certain rules regarding the conduct and

determination of an inquiry.
The two relevant procedural documents, at the time, were:

(a) the Inquiry Guidelines prescribed pursuant to section 33BD of the 1942 Act
(Inquiry Guidelines)*, which set out the relevant procedures to be followed

when conducting an inquiry; and

(b) the Outline of the Administrative Sanctions Procedure®, which indicated the
procedure the Central Bank would generally follow for ASPs, including

inquiries.

While these documents offered an important framework for the Inquiry Members in the
conduct of the Inquiry, more detailed case specific procedures were required. In that
regard, the Inquiry Members adopted an Outline Procedure for the conduct of the INBS
Inquiry®, which was to be read in conjunction with the 1942 Act, the Inquiry Guidelines

and the Outline of the Administrative Sanctions Procedure.
Inquiry participants

in addition to the Inquiry Members, the following were the key participants in the Inquiry

and their respective roles:

DU

RDU provided administrative support to the Inquiry, acted as registrar to the Inquiry
and as the point of contact within the Central Bank in relation to all Inquiry matters.
RDU did not provide legal advice to the Inquiry Members but provided assistance on
procedural matters and arranged for the day to day running of the Inquiry, including
the management of hearings when required. RDU issued all correspondence on behalf

of the Inquiry Members in respect of the Inquiry.

42014 Inguiry Guidelines prescribed pursuant to section 33BD of the Central Bank Act 1942 {Doc ID: RDU_REL-
000000003). The Inquiry Guidelines recognise that it may be necessary to depart from them in certain instances

where compliance is not appropriate in the circumstances of the individual case.

5 2014 Outline of the Administrative Sanctions Procedure (Doc ID: RDU_REL-000000004). This document
provides a general overview of the Central Bank's ASP, but does not purport to represent a definitive legal
interpretation of Part |lIC of the 1942 Act.

6 Qutline Procedure for the Inquiry, dated 20 October 2015 (Doc ID: RDU_REL-000000005).



Legal Pracititioner Team

1.14 The Inquiry Members appointed a Legal Practitioner Team (LPT), as provided for by
section 33AY(3) of the 1942 Act, to provide legal assistance and advice to them, as

required, during the Inquiry process.
Enforcement

1.15 Enforcement did not act in a prosecutorial role before the Inquiry and did not present
evidence to the Inquiry. The role of Enforcement was to provide any assistance,
information or evidence requested by the Inquiry Members, pursuant to section 2.11

of the Inquiry Guidelines.

Inquiry subjects’

1.16 At the commencement of the INBS Inquiry, there were six Inquiry subjects: INBS and
five Persons Concerned. As set out in more detail at paragraphs 1.39 and 1.40 below,
the Central Bank entered into settlements with four of the Inquiry subjects and
permanently stayed the Inquiry against another Inquiry subject. As a result, the only

Person Concerned who is still subject to this Inquiry is Mr John Stanley Purcell.
Inquiry hearings

1.17 Following the issuance of the Notices of Inquiry, certain Persons Concerned raised a
number of preliminary matters of a procedural nature, which were dealt with by the
Inquiry Members at Inquiry Management Meetings (IMMs). A total of eleven IMMs
were held by the Inquiry Members to address procedural matters and fo issue
appropriate directions. Decisions taken at IMMs are referred to as appropriate in the

course of this Findings Report.

1.18 The Inquiry Members decided that the complexity and extent of the allegations
contained in the Notice of Inquiry made it necessary for the Inquiry to proceed by way
of oral hearings. The Inquiry Members decided that these hearings should be split into
four separate modules. There was a total of 105 days of Inquiry hearings across the

four modules, as follows:

7 An inquiry subject is entitled to attend inquiry hearings and to make written or oral submissions to the inquiry
members. Pursuant to section 2.14 of the Inquiry Guidelines, the inquiry subject may choose to be represented at
the inquiry by a legal practitioner or, with the leave of the inquiry members, by any other person.



(a) Module 1 concerned SPC 5 and it was conducted between 11 December 2017
and 29 June 2018.

(b) Module 2 concerned SPC 6 and it was conducted between 27 March 2019 and
12 April 2019.

(c) Module 3 concerned SPC 7 and it was conducted between 3 July 2019 and 20
September 2019.

(d) Module 4 concerned SPCs 1 to 4 and it was conducted between 30 October
2020 and 21 July 2021.

1.19 All witness evidence was heard in public, however loan file evidence and certain
procedural applications and submissions were heard in private. Due to Covid 19
restrictions in operation at the time, all of the module 4 hearings were conducted
remotely via WebEx video conference. Further details of the modular hearings,
including the relevant dates, witnesses and type of hearing, are set out in the Table of

Modular Hearings included at Appendix 1.

1.20  While not directly relevant to the Inquiry hearings, it is worth noting that following the
issuing of the Notice of Inquiry, litigation was instigated by certain Persons Concerned
against the Central Bank in respect of the Inquiry. This litigation included a
constitutional challenge, an injunction application and judicial review proceedings, as
well as a number of appeal proceedings. This ongoing litigation had a significant impact
on the ability of the Inquiry to proceed in a timely manner. The Inquiry hearings were
adjourned pending the outcome of the litigation, however the work of the Inquiry
continued. Enforcement had carriage of the proceedings on behalf of the Central Bank
and the Inquiry had no involvement in any of the litigation commenced by the Persons
Concerned. However, in order to be of assistance to the courts, from time to time the

Inquiry Members instructed a member of the LPT to attend court.®

8 Mr Purcell commenced two sets of legal proceedings in 2015. A constitutional challenge concerning the
jurisdiction of the Central Bank (Purcell v Central Bank of Ireland & Ors 2015/5823 P) and judicial review
proceedings concerning the decision of the Central Bank to hold an inquiry against him (Purcell v Central Bank
of Ireland & Ors 2015/510 JR). These proceedings were heard together in the High Court and judgment was
delivered by Hedigan J on 29 July 2016 (Purcell v Central Bank of lreland & Ors. [2016] IEHC 514). Mr
Fingleton also brought judicial review proceedings in 2015 against the decision of the Central Bank to hold an
inquiry in relation to him (Fingleton v Central Bank of Ireland 2015/508 JR). These proceedings were heard by
Noonan J in the High Court and judgment was delivered on 4 January 2016 (Fingleton v. The Central Bank of
freland [2016] IEHC 1). Mr Fingleton appealed the decision to the Court of Appeal and judgment was delivered
by the Court of Appeal on 24 April 2018 (Fingleton v Central Bank of Ireland [2018] IECA 105).



DOCUMENTATION AND SOURCES OF EVIDENCE

1.21

1.22

1.23

1.24

1.25

1.26

1.27

This Findings Report is the substantive response to the Investigation Report prepared

by Enforcement, and the allegations set out therein.

In preparing this Findings Report the Inquiry Members considered the documentation
and evidence provided to them at the outset of and during the course of the Inquiry.
When considered relevant to an SPC, this evidence is dealt with in the chapter dealing
with the specific SPC.

The documentation and evidence provided to the Inquiry was uploaded o Relativity,
an on-line platform which was developed to facilitate a paperless inquiry environment
and to provide the Inquiry participants with easy access to the documentation in

electronic form.®
The key documents and sources of evidence are as follows:
The Investigation Report

Once appointed, the Inquiry Members were provided with all documentation that had
been made available by Enforcement to RDU on referral, which included the
Investigation Report and the approximately 110,000 supporting documents relied on

by Enforcement in preparing the Investigation Report.

Enforcement provided a Supplemental Investigation Report and a Revised
Supplemental Investigation Report to the Inquiry (on 30 April 2015 and 19 June 2015
respectively) containing additional information relevant to the Investigation, together
with additional documentation. These supplemental reports were to be read in
conjunction with the original Investigation Report. All further references in this text to

the Investigation Report includes these supplemental reports.

The Investigation Report prepared by Enforcement set out 21 individual SPCs arising
during the Review Period. These were grouped under seven overarching SPCs,
referred to as SPC 1 to SPC 7 inclusive. An outline of the 21 SPCs as they appeared

in the Notice of Inquiry is included at Appendix 2 hereto. The SPCs are summarised

° The Relativity system was provided by Grant Thomnton, who were retained by Arthur Cox on behalf of the
Inquiry as the IT providers to the Inquiry.



1.28

1.29

1.30

below at paragraph 1.42 and are dealt with individually in the following chapters of this

Findings Report.'®

The Investigation Report also identified the INBS internal policies and procedures with
respect to commercial lending and credit risk management that it was suspected INBS
had not complied with during the Review Period. A table listing the documents
identified in the Investigation Report as INBS policy documents which formed the basis
of the allegations of non-compliance set out in respect of SPCs 1 to 7, is included at
Appendix 3 of this Findings Report. These policy documents are referred to throughout
this Findings Report and are dealt with as appropriate in the chapters dealing with the
individual SPCs.

Accompanying the Investigation Report were a number of tables setling out the
allegations that INBS had committed prescribed contraventions relevant to SPCs 1 to
4 in respect of specified commercial loans entered into by INBS during the Review
Period (Consolidated Tables). These tables also set out allegations in relation fo the
suspected participation by the Persons Concerned in certain of the breaches. The
allegations recorded in the Consolidated Tables concern 98 loan accounts across nine
commercial lending customers of INBS." These loans represented approximately 20%
of the commercial loan book by value as at 28 February 2010 (Loan Sample). The

L.oan Sample is analysed in full in Chapter 4 of this Findings Report.
Supporting documentation

The Inquiry was provided with various categories of evidence that were relied upon in
the Investigation Report, totalling approximately 110,000 documents. The Inquiry
Members sought a full explanation from Enforcement as to how the tranche of 110,000
documents was compiled and this is outlined in full in the decision of the Inquiry
Members following an IMM that occurred on 24 and 25 January 2017."? The Inquiry

Members directed that certain limited additional categories of documents should be

0 Where the individual SPCs are set out by the Inquiry Members in subsequent chapters of this Findings Report
the wording is as per the Notice of Inquiry, save that defined terms have been inserted and the individual Persons

Concerned have not been separately identified, as they were in the Notice of Inquiry.
" The nine commercial lending customers are:

respect of a single loan to this customer. In circumstances where both of these allegations were INBS Only
Allegations, the sole loan to

n the case of one of these customers, only two allegations were advanced in

as excluded in its entirety from the Loan Hearings. (See paragraph

3.29 for further detail on the Inquiry’s approach to the INBS Only Allegations).
12 Decision of Inquiry Members, dated 9 May 2017, page 41 et seq. (Doc ID: RDU_REL2-000000367).



1.31

1.32

produced. Insofar as these additional documents were available to Enforcement, they

were produced to the Inquiry by November 2017.

The main categories of evidence provided to the Inquiry are set out in Appendix 4.
When considered relevant to an SPC, this evidence is dealt with by the Inquiry

Members in the chapter dealing with that SPC.
Information generated during the Inquiry

In the course of preparing for the oral hearings of the Inquiry, the following documents

were generated for or on behalf of the Inquiry:

(a) Additional documents sought by the Inquiry arising from specific requests to

Enforcement during the Inquiry™.

(b) Witness statements and witness responses to schedules of issues furnished to

witnesses indicating areas that the Inquiry Members wished them to address.
(c) Written submissions delivered by Inquiry participants during the oral hearings.
(d) Transcripts of the evidence given during the oral hearings of the Inquiry.

(e) Legal advice provided by the LPT at the request of the Inquiry.

RULES OF EVIDENCE

1.33

1.34

1.35

The Inquiry Members were required to conduct the Inquiry with as little formality and
technicality, and with as much expedition, as a proper consideration of the matters
before it will allow. The Inquiry Members were also required to observe the rules of

procedural fairness, but were not bound by the rules of evidence.'

The Inquiry Members were empowered to summon witnesses to give evidence at

and/or produce specified documents to the Inquiry.®

The Inquiry Members decided that the Investigation Report did not constitute
evidence.'® They took the view that it would be inappropriate to use the content of the

Investigation Report as evidence to establish whether any SPC had been committed.

3 Note that during the course of the Inquiry, the Inquiry directed Enforcement to provide various categories of
documents to it, predominantly arising out of document access requests made by Persons Concerned.

4 Section 33AY of the 1942 Act.

5 Section 33BA of the 1942 Act.

16 Decision of Inquiry Members, dated 20 January 2017 (Doc ID: RDU_REL-000000086).



1.36 The Inquiry Members also decided to adopt an Evidence Protocol." The protocol
provided inter alia that the documents contained in the bundles of relevant
documentation to be provided to the Persons Concerned and Enforcement in advance
of each modular hearing shall be admitted as prima facie evidence of the truth of their
contents.'® The protocol also allowed further documents to be admitted by the Inquiry
Members and allowed the Persons Concerned and Enforcement to challenge the

contents of any document.
STANDARD OF PROOF

1.37 An inquiry is an administrative regulatory process. It is not a criminal prosecution and
is decided on the civil standard of proof, i.e. ‘the balance of probabilities’, rather than

the criminal standard of ‘beyond reasonable doubt’."®
SETTLEMENTS AND STAY

1.38 Under section 33AV of the 1942 Act, the Central Bank has discretion to enter into a
settlement agreement with a regulated entity or a person concerned at any time before
the conclusion of an inquiry. Any decision to enter into a settlement agreement is a
matter for Enforcement and is not a matter in respect of which inquiry members have

any involvement.
1.39 There were a number of settlements during the course of the Inquiry, as follows:

(a) On 15 July 2015 the Central Bank announced that INBS had entered into a
settlement agreement with the Central Bank pursuant to section 33AV of the
1942 Act. INBS admitted to breaches of each of the seven overarching SPCs
as outlined in the Notice of Inquiry and to breaching the two legislative
provisions and the condition on INBS’s authorisation (outlined below) giving
rise to the 21 individual SPCs.?°

7 See Evidence Protocol, dated 20 February 2017 (Doc ID: RDU_REL5-000000003) and the Inquiry Members’
underlying Decision on Proof of Documents, dated 20 February 2017 (Doc ID: RDU_REL-000000076).

18 To facilitate the organisation and presentation of documentation in the course of the Inquiry, documents
responsive to each SPC were organised via a Core Documents Chronology (CDC) which was prepared in
advance of each module, with each document accessible through a hyperlink. Each CDC constituted the hearing
bundle for the relevant module. The Persons Concerned and Enforcement were given the opportunity to suggest
additional documents to be included in the CDC.

19 Section 4.3 of the Inquiry Guidelines provides that the Inquiry Members shall make findings as to whether the
prescribed contravention(s) to which the Inquiry relates has been committed on the balance of probabilities.

20 https://iwww.centralbank.ie/docs/default-source/news-and-media/legal-notices/settlement-
agreements/irish-nationwide-building-society.pdf?sfvrsn=62bdd51d 8.




The Inquiry Members made a finding?' that the settlement agreement entered
into with INBS announced by the Central Bank on 15 July 2015 had no
probative value to this Inquiry and was of no relevance to the conduct of the
Inquiry, save that INBS would not be a participant before the Inquiry. The
Inquiry Members indicated that the fact that INBS would not be participating in
the Inquiry would not preclude the Inquiry from making findings as to whether
INBS had committed some or any of the SPCs. Once an SPC had been proved
against INBS, the Inquiry would then need to establish whether any of the

Persons Concerned participated in the commission by INBS of the SPC.

(b) Dr Michael Walsh entered into a settlement agreement with the Central Bank
on 22 January 2018 and agreed to a three-year disqualification from being
concerned in the management of a regulated financial service provider, a fine
of €20,000 and a reprimand.

(c) Mr Tom McMenamin entered into a settlement agreement with the Central
Bank on 6 December 2018 and agreed to an 18-year disqualification from being
concerned in the management of a regulated financial service provider, a fine
of €23,000 and a reprimand.

(d) Mr Gary McCollum entered into a settlement agreement with the Central Bank
on 10 June 2021 and agreed to a 15-year disqualification from being concerned
in the management of a regulated financial service provider, a fine of €200,000

and a reprimand.

1.40 On 20 December 2019, the Inquiry Members permanently stayed the lnquiry in its
totality against Mr Michael Fingleton in circumstances where they were satisfied that

Mr Fingleton was unable to effectively participate in the Inquiry due to ill-health.

1.41 As noted above, the only Person Concerned who is still subject to this Inquiry is Mr

Purcell.
CASE SUMMARY

1.42 The following is a summary of the seven overarching SPCs:

21 Decision of the Inquiry Members, 20 January 2017 (Doc ID: RDU_REL2-000000119).

10



1.43

(a)

(c)

(9)

SPC 1 relates to the suspected failure to ensure that Commercial Loan
Applications (CLAs) were processed in accordance with INBS’s internal

policies.

SPC 2 relates to the suspected failure to ensure that commercial loans and
variations to commercial loans were approved in accordance with INBS’s
internal policies and that Commercial Mortgage Offers (CMOs) complied with

internal policies.

SPC 3 relates to the suspected failure to ensure that:

(i) security (including personal guarantees) for commercial loans was
obtained;
(i) valuation reports on assets used as security for commercial loans were

received before all or part of the loan was advanced;
(iii) maximum Loan to Value (LTV) limits were adhered to; and

(iv) where LTVs were greater than the maximum applicable LTV limits set
outin INBS’s internal policies, these LTVs were approved as exceptions

to policy in accordance with INBS’s internal policies.

SPC 4 relates to the suspected failure to ensure that commercial lending was

effectively monitored in accordance with INBS’s internal policies.

SPC 5 relates to the suspected failure to ensure that the INBS Credit
Committee performed particular functions in accordance with INBS'’s internal

policies.

SPC 6 relates to the suspected failure to ensure that certain reports relevant to
commercial lending and credit risk management were provided o INBS's
Board of Directors (Board) during the pericd 21 December 2005 (the effective
date of the earliest relevant applicable policy) to 30 September 2008.

SPC 7 relates to the suspected failure to ensure that the establishment of Profit

Share Agreements were the subject of any formal credit risk policy.

Each of the seven overarching SPCs is underpinned by two legislative provisions and

a condition imposed on INBS’s authorisation, as set out below at paragraph 1.45,

which gives rise to a total of 21 individual SPCs. The SPCs are founded upon

11



1.44

allegations of specific instances of non-compliance by INBS with its internal policies
(SPC Allegations).? Full details of the SPCs and the SPC Allegations are set out in
the following chapters dealing with the individual SPCs and they are summarised in
the Table of SPCs, SPC Allegations and Findings included at Appendix 5.

The 21 individual SPCs and the SPC Allegations on which they are based are
advanced against INBS in the first instance and then against Mr Purcell, by virtue of
his alleged participation in the SPCs and the SPC Allegations. The Inquiry Members’
approach to their findings in respect of the 21 Individual SPCs is outlined at paragraph
1.50 below.

LEGAL AND REGULATORY FRAMEWORK OF THE SPCs

1.45

1.46

1.47

As a building society, INBS was subject to the following legislative provisions,

underpinning the individual SPCs:

(a) Regulation 16(1) of the European Communities (Licencing and Supervision of
Credit Institutions) Regulations 1992 (S 395/1992) (1992 Regulations).

(b) Section 76(1) of the Building Societies Act, 1989 (as amended) (1989 Act).

(c) Section 17 of the 1889 Act, in circumstances where Enforcement alleged that
it was a condition of INBS’s authorisation under that provision that INBS was
required to comply with Part 1 of the Financial Regulator Credit Institutions
Regulatory Document entitled “Impairment Provisions for Credit Exposures”
dated 26 October 2005 (2005 Regulatory Document).

Full details of the relevant legislative provisions and relevant condition on INBS’s

authorisation are set out in the document included at Appendix 6.

The legislative provisions are a “designated enactment’ or a “designated statutory
instrument” within the meaning of section 33AN of the 1942 Act under Schedule 2 of
the 1942 Act. A prescribed contravention is defined by section 33AN of the 1942 Act

as:

“...a contravention of —

22 Note that the allegation of non-compliance made in respect of SPC 7 concerns the absence of a formal internal
policy (in relation to the establishment of profit share agreements).
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(a) a provision of a designated enactment or designated statutory

instrument, or
(b) a code made, or a direction given, under such a provision, or

(c) any condition or requirement imposed under a provision of a designated

enactment, designated statutory instrument, code or direction, or

(d) any obligation imposed on any person by this Part or imposed by the

Regulatory Authority pursuant to a power exercised under this Part’.
RELEVANT POLICIES DURING REVIEW PERIOD

1.48 The Investigation Report identified what it considered to be the INBS internal policies
and procedures with respect to commercial lending and credit risk management that
Enforcement suspected INBS had not complied with during the Review Period. These
policies formed the basis for the SPC Allegations. A table listing the documenis
identified in the Investigation Report as INBS policy documents which formed the basis

of the SPC Allegations is included at Appendix 3 of this Findings Report.
FINDINGS METHODOLOGY
Approach to Findings

1.49 The issues o be determined by the Inquiry Members, in respect of the allegations of
participation by Mr Purcell, were: (i) whether the SPCs were committed by INBS; and
(i) if proven against INBS, whether Mr Purcell participated in the commission of the
SPCs.?

1.50 In order to make a finding in respect of Mr Purcell’'s participation in the SPCs, the
Inquiry Members first had to establish whether INBS had committed the 21 individual
SPCs. In order to do this, the Inquiry Members had {o consider the evidence before
them in relation to the SPC Allegations of non-compliance advanced against INBS and
make findings in respect of these. The Inquiry Members then had to consider, in light
of the findings made regarding the SPC Allegations, whether the corresponding SPCs
had been committed by INBS. If the Inquiry Members found that the SPC Allegations
had been proven against INBS and that INBS had committed the corresponding SPCs,

23 In respect of SPCs 1 to 4, the allegations of participation advanced against Mr Purcell comprise Loan Specific
Allegations and general participation allegations. These two types of allegations are explained in full in Chapter 3
of this Findings Report.
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1.51

1.52

1.53

1.54

1.55

1.56

they then had to determine whether Mr Purcell had participated in the SPC Allegations
and ultimately in the commission of the SPCs by INBS.

This Findings Report comprises 12 chapters, as follows:
Chapter 1: Background information on the Inquiry

This chapter contains background information in relation to the commencement of the
Inquiry; the issues to be determined by the Inquiry; and the methodology employed by

the Inquiry in making their findings.
Chapter 2: Background information on INBS and Mr Purcell

This chapter contains background information on the key functions in INBS and Mr
Purcell's role and responsibilities in INBS, which have general application to the issues

addressed in the subsequent chapters.
Chapter 3: Introduction to SPCs 1to 4

This chapter provides an introduction to SPCs 1 to 4. In particular, it provides an
overview of the two distinct sources of evidence relevant to SPCs 1 to 4 and explains
the different allegations advanced against INBS and Mr Purcell in respect of SPCs 1
to 4, which are referred {o as the Loan Specific Allegations and the non-loan specific
allegations. It also outlines the Inquiry’s approach to their findings and sets out

submissions and points of general application relevant to SPCs 1 to 4.
Chapter 4: Loan File Analysis

In order to make their findings in respect of SPCs 1 to 4, the Inquiry Members had to
consider a number of different sources of evidence. One source of evidence was the
L.oan Sample documentation. The Loan Sample documentation was considered by the
Inquiry during what were called the Loan Hearings. These hearings were conducted in
private during module 4 of the Inquiry hearings between 3 November 2020 and 11
June 2021. The decision to conduct the L.oan Hearings in private was based on the
confidentiality of the loan information contained in the loan files in relation to borrowers
of INBS.

In Chapter 4 of this Findings Report, the Inquiry Members analyse the Loan Sample

documentation and the evidence from the Loan Hearings, and make findings in respect

14



of the Loan Specific Allegations against INBS and Mr Purcell.?* A table setting out each
of the Loan Specific Allegations advanced against INBS and Mr Purcell and the finding

made by the Inquiry Members in relation to same, is included at Appendix 7.
Chapters 5to 8: SPCs 1to 4

1.57 The other sources of evidence relevant to SPCs 1 to 42° were considered by the Inquiry
in what was called the ‘Context Hearings’. These hearings were conducted in public

during module 4 of the Inquiry hearings between 11 June 2021 and 21 July 2021.

1.58 In Chapters 5 to 8 of this Findings Report, the Inquiry Members consider: (i) the Loan
File Analysis and findings made by the Inquiry Members in Chapter 4 in respect of the
L.oan Specific Allegations against INBS and Mr Purcell; and (ii) the other sources of
evidence from the Context Hearings. They then make their findings in relation to SPCs
1to4.

Chapters 9to 11: SPCs 5, 6 and 7

1.59 The sources of evidence relevant to SPCs 5, 6 and 72° were considered by the Inquiry
during the hearing of modules 1, 2 and 3, respectively, which were conducted between
11 December 2017 and 20 September 2019 and were predominantly heard in public,

with a small number of procedural applications and submissions heard in private.

1.60 In Chapters 8, 10 and 11 of this Findings Report the Inquiry Members consider the
evidence from modules 1, 2 and 3 of the Inquiry hearings, and make findings in relation
to INBS'’s alleged commission of SPCs 5, 6 and 7, and the alleged participation of Mr
Purcell in these SPCs.

24 SPCs 1 to 4 are based, in part, upon allegations of specific instances of non-compliance by INBS with its
internal policies identified in the Loan Sample documentation. These Loan Specific Allegations are set out in the
Consolidated Tables to the Investigation Report. These tables also set out a number of Loan Specific Allegations
against Mr Purcell alleging participation in INBS’s non-compliance. These Loan Specific Allegations are
explained in full in Chapter 3 of this Findings Report.

25 These other sources of evidence included: (i) relevant INBS policies; (i) Contemporaneous Reports; (iii)
corporate governance documentation; (iv) Financial Regulatory Correspondence; (v) other documentary
evidence; (vi) interview evidence and responses to Section 41A Notices; (vil) witnhess evidence; (viii) Mr Purcell's
replies to Examination and/or Investigation Letters; and (ix) Mr Purcell’s evidence to the Inquiry.

% The sources of evidence relevant to SPCs 5, 6, and 7 included: (i) relevant INBS policies; (ii)
Contemporaneous Reports; {iii) corporate governance documentation; {iv) Financial Regulatory Correspondence;
(v) other documentary evidence; (vi) interview evidence and responses to Section 41A Notices; (vii) withess
evidence; (viii) Mr Purcell's replies to Examination and/or Investigation Letters; and (ix) Mr Purcell’s evidence to
the Inquiry.
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1.61

1.62

1.63

Chapter 12: Financial Regulator Correspondence

Chapter 12 of this Findings Report sets out relevant correspondence between the
Central Bank/Financial Regulator and INBS, which the Inquiry Members had regard to

when making their findings in respect of the various SPCs.
Summary of Findings

A summary of the findings made by the Inquiry Members in relation to the allegations
of non-compliance and the individual SPCs against INBS, and Mr Purcell's
participation in same, are set out in the Table of SPCs, SPC Allegations and Findings

included at Appendix 5.
Appendices

There are 18 appendices to this Findings Report. The documents included in these
appendices provide additional information to the reader on certain aspects of the
Findings Report, and they are referred to as appropriate throughout. There are two
appendices in particular, the Glossary and the Dramatis Personae, which will assist
with the reading of this Findings Report. The Glossary is included at Appendix 8 and it
provides an explanation of terms and abbreviations used, and reports referred to,
throughout the Findings Report. The Dramatis Personae is included at Appendix 9 and
it provides a description of the key individuals referred to throughout the Findings

Report.
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CHAPTER 2
BACKGROUND INFORMATION ON INBS AND MR PURCELL

ORGANISATIONAL CHART

2.1 INBS’s organisational structure as at 31 August 2005 is depicted in the following

organisational chart.

Board of Directors

= _ Belfast & London Branch
Internal Auditor Gary McColum

K McMahon
& Staff 4 Staff

Finance Director

Stan Purcell Operational Department

Home Loans

s = Commercial Lending Darragh Daly
Financial Reporting Accounts T ME Men 25 Staff
Vincent Holohan Deirdre Egan 9 SHaff
6 Staff 8 Staff Legal Admin. & Solicitors
IT Mortgage Administration ]
D Compliance Martin Noonan
B Ita Rogers 31 Staff Property Mgt
15 Staff i T James Fahey
o Branches 5 Staff
Treasury BT LT & o=y Brian Fitzgibbon TR
David Murray BP"::'%E:;E 191 Staff Pebsonmelgr;{rrﬂining
ermat O'Malle
25 22 Staff : )
Marketing | =
Karen Meade Operations
Melody Van Der Berg
Janice Dack
Commercial Meryl Coade

Administration 8 Staff
Melody Van de Berg
1 Staff

2.2 As set out in more detail below, the above management structure of INBS was virtually
unchanged in the subsequent organisation chart, which was included on page 116 of
the Project Harmony Report, the KPMG vendor due diligence report dated 20 June
2007, and is reproduced below at paragraph 2.56.

KEY INBS FUNCTIONS IN COMMERCIAL LENDING AND CREDIT RISK MANAGEMENT

2.3 The following is an overview of the key INBS functions in commercial lending and credit
risk management. This information is set out in this background chapter as it is of
relevance to the SPCs alleged to have been committed by INBS, and has general
application throughout the subsequent chapters of this Findings Report dealing with
the individual SPCs.

' The KPMG due diligence report, known as the Project Harmony Report, was prepared by KPMG on the
instructions of the directors of INBS. It was for the benefit and information of prospective purchasers of INBS, and
covered the period up to 19 June 2007. See also paragraph 2.52 below.
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24

25

2.6

2.7

2.8

Role of the Board

The Board comprised of five directors throughout the Review Period, three non-
executive and two executive directors. Dr Walsh was chairman and a non-executive
director throughout the Review Period. Mr Terence Cooney was a non-executive
director throughout the Review Period. Mr Con Power was a non-executive director
until February 2006 when he was replaced by Mr David Brophy who continued in that
role until after the Review Period. Mr Purcell was an executive director and secretary
to INBS throughout the Review Period.

From 11 January 2017 onwards, Mr Purcell did not have legal representation and he
represented himself in the Inquiry. Mr Purcell attended the Inquiry hearings personally
and he provided submissions, withess statements and oral evidence that are referred

to as appropriate throughout this Findings Report.

Mr Purcell provided submissions to the Inquiry addressing his roles and responsibilities
within INBS and these are set out at paragraphs 2.46 to 2.49 below. In addition, his
specific roles and responsibilities are dealt with in this Findings Report in the context
of the particular SPCs in which Mr Purcell’s participation is alleged. As a Board
member he shared all of the Board’s roles and responsibilities outlined in this section
with the other Board members of INBS.

A significant role of the Board of INBS was in approving or rejecting CLAs. This derived
from the Credit Committee Terms of Reference from 2003 until 17 December 2007.
During this period the Board was the decision-maker in terms of all commercial lending
conducted by INBS above a certain minimum threshold.? From 17 December 2007, all
decision-making power was vested in the Credit Commitiee, although the Board was

notified of all loans approved.

Board responsibility for approving all commercial lending above a minimum threshold
was a very significant factor in INBS’s management and control of credit risk and
commercial lending. It arises in all of the SPCs under consideration and is dealt with

in the chapters dealing with each of the SPCs.

2 From October 2003 until 19 July 2006 the threshold was €500,000. See the 16 October 2003 Commercial
Credit Committee Terms of Reference (Doc ID: 0.7.120.5896). From 19 July 2006 to 17 December 2007, the
threshold was €1million. See the 19 July 2006 Commercial Credit Committee Terms of Reference (Doc ID:
0.7.120.260548-000001) and the December 2007 Credit Committee Terms of Reference (Doc ID:
0.7.120.26675).
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2.9 The role of the Board in general terms was outlined in the rules and regulations

governing the Board, as set out below.

2.10  Rule 23 of INBS’s Memorandum and Rules provided:

“(1) The Society shall be under the control and Management of the Board of

Directors consisting of elected and such appointed Directors (if any) as shall

for the time being be in office... (2) The Board may exercise all of those powers

of the Society as are not by the Statutes or by these Rules required to be

exercised by the Society in General Meeting”?

2.11 The Board Procedures, which formed part of a September 2001 Statement of Systems

and Controls required under section 76(5) of the 1989 Act, set out the role of the Board

as follows:

“(1) Management

e The Board may exercise all of the powers of the Society other than

those required by Statute / rules to be exercised in General Meeting.

® The Board has power to from time fo time:

A

To exercise the powers the Society has adopted pursuant to the

Statutes and set out in its memorandum;
To defermine the number of members who constitute the Board;

To make, vary or revoke regulations for the conduct of the

business of the Society;

To delegate its own powers, duties and authorities relating to

the business of the Society to a committee(s);

To authorise the use of all forms, instruments and other
documents necessary for the proper conduct of the Society’s

business;

To provide for the management and fransaction of the affairs of

3 INBS Memorandum and Rules, page 22 (Doc ID: AD-0.7.120.138896).
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the Society;

G. To remunerate out of the funds of the Society the reasonable

expenses and any professional or other fees of members of the

Board:
H. To pay annual remuneration to members of the Board;
l. Generally to all such acts and things as the Board may consider

necessary or desirable for the good conduct of the affairs of the
Society” *

Apart from this document, the Board did not have separate formal terms of reference.
INBS’s internal policies set out specific roles and responsibilities for Board members

in respect of commercial lending and credit risk lending.

2.12 Throughout the Review Period, the Board was responsible for approving commercial
lending policies and also credit risk management policies, as provided for in the INBS
Internal Capital Adequacy Assessment Process Submission, dated 29 June 2007
(INBS ICAAP Submission 2007).°

2.13 The 2005 Regulatory Document set out the requirements for credit risk management

policies and procedures. It stated:
“3.1 Board of Directors and Senior Management

As part of managing the business, the board of Directors (“the board’)

responsibilities include:

- understanding and determining the nature and level of risk in the credit

institution;
- setting the credit institution’s tolerance for risks;

- ensuring that there are appropriate processes, systems and reporting
lines in place fo monitor and manage these risks, this includes ensuring
that there are processes and systems to capture credit risk for all

aspects of the business conducted by an individual credit institution or

4 Board Procedures (Doc ID: AD-0.7.120.14859) (Extracted from INBS's Statement of Systems and Controls,
September 2001).
5 INBS ICAAP Submission 2007 (Doc ID: 0.7.120.508368).
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group;
- appointing a credit committee;

- adequately resourcing the credit function with suitably qualified

personnel;

- ensuring that the sophistication of the management processes is
appropriate in light of the credit institution’s risk profile and business

plan, and

- reviewing the adequacy of provisions for impairment losses and

amounts written off.

It is the responsibility of the board to ensure that the requirements of the
Financial Regulator with regard to impairment provisions are reflected in either

the credit institution’s credit policy or a separate impairment provisioning

policy”.®

2.14 The Board had a role in the management of credit risk and impairment provisioning,
as provided for in the 2005, 2006, and 2007 Impairment Provisioning Policies each of

which stated”:

“2. Credit risk management

The Society monitors and manages credit risk through:

Regular reports to the management and the Board on:
- Arrears and non-performing loans.

- Loans on moratoriums.

5 The 2005 Regulatory Document, page 6 and 7 (Doc ID: RDU_REL2-000000398).
7 2005 Impairment Provisioning Policy (Doc ID: 0.7.120.25083); 2006 Impairment Provisioning Policy (Doc ID:
0.7.120.449670); 2007 Impairment Provisioning Policy (Doc ID: 0.7.120.449577).
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- Exceptions to lending policies”.®

2.15 The 2006 Notes on the Implementation of Impairment Provisioning Policy set out the

responsibilities of the Board. It stated:
“2.1 Board of Directors
The Board’s responsibilities in respect of impairment provisioning are:

s Ensuring that there are appropriate processes, systems and reporting

lines in place to monitor and manage credit risks

® Appointing a credit committee

e Reviewing the adequacy of impairment loss provisions and amounts
written off

e Ensuring that the requirements of the Financial Regulator with regard

to impairment provisions are reflected in the Society’s credit risk policy

or impairment provisioning policy
The Board reviews the impairment provisioning policy on an annual basis”.®

2.16  The 2007 Notes on the Implementation of Impairment Provisioning Policy also set out

the responsibility of the Board. I stated:
“2.5 Senior Management / Board of Directors

The Society’s Board of Directors and Senior Management have responsibility
for having an effective system of credit risk management and impairment
provisioning. They implement the Society’s policies through the appointment
and supervision of suitable qualified and frained staff, as well as clear and
focused decision making which serves to make all elements of those policies

attainable”. 0

2.17 The documents referred to above indicate that throughout the Review Period, the
Board was responsible for approving commercial lending policies and credit risk

management policies.

8 2005 Impairment Provisioning Policy (Doc ID: 0.7.120.25083); 2006 Impairment Provisioning Policy (Doc I1D:
0.7.120.449670); 2007 Impairment Provisioning Policy (Doc 1D: 0.7.120.449577).

© 2006 Notes on the Implementation of Impairment Provisioning Policy, page 3 (Doc ID: 0.7.120.449946).
102007 Notes on the Implementation of Impairment Provisioning Policy, page 6 (Doc ID: 0.7.120.449696).
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2.18 In relation to the Board’s role in risk management, the INBS ICAAP Submission 2007

stated:

“Policy decisions in the following areas are expressly reserved for the Board. ...

Risk Management Policies”.
It also stated:

“The Board is responsible for ascertaining the Society’s risk appetite, and
approving risk policies and strategies for the management and monitoring of
risk. Responsibility and accountability for the management of risk on a day-tfo-

day basis, is delegated by the Board to senior management’.'?
It further stated that:

“The Board ensures that the Society’s overall appetite for risk is clear and
focused. The Board also ensures that current lending strategies and objectives

are in line with the Society’s risk profile”."?
Other responsibilities of the Board

2.19 In addition to the statutory and policy responsibilities outlined above, there were also

Board duties and responsibilities outlined in the following regulatory guidance:

(a) The Central Bank of lreland Licensing and Supervision Requirements,
extracted from the Quarterly Bulletin, Winter 1985, published by the Central

Bank (1995 Licencing and Supervision Requirements) stated:
“2 BOARD AND MANAGEMENT OF CREDIT INSTITUTIONS

2.1 ...it is necessary for all credit institutions to have in place such
committees of directors and management and other management
structures as are necessary to ensure that the business of the credit
institution is being managed, conducted and controlled in a prudent
manner and in accordance with sound administrative and accounting

principles”.

They further state:

" INBS ICAAP Submission 2007, page 6 (Doc I1D: 0.7.120.508368).
2 INBS ICAAP Submission 2007, page 33 (Doc ID: 0.7.120.508368).
3 INBS ICAAP Submission 2007, page 36 (Doc ID: 0.7.120.508368).
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“3. INTERNAL CONTROLS

3.1 ...every credit institution shall manage its business in accordance
with sound administrative and accounting principles and shall put in
place and maintain internal control and reporting arrangements and

procedures fo ensure that the business is so managed.
The Bank must be satisfied that:

a) Directors and senior management exercise adequate control

over the credit institutions;

b) Comprehensive risk management systems commensurate with
the scope, size and complexity of all the credit institutions
activities, including derivatives and associated risks, are in
place, incorporating continuous measuring, monitoring and
controlling of risk, accurate and reliable management
information systems, timely management reporting and

thorough audit and confrol procedures; and

c) Where the size or nature of the operations of the credit institution
warrant it, a properly staffed internal audit function exists which
has direct access to the board of directors or an appropriate sub-

committee of the board”."*

(b) The Basel Committee on Banking Supervision guidance document entitled
“Framework for Internal Control Systems in Banking Organisations”, dated
September 1998 (1998 Basel Guidance) stated:

“Principles for the Assessment of Internal Control Systems
Management oversight and the control culture
Principle 1:

The board of directors should have responsibility for approving and
periodically reviewing the overall business strategies and significant
policies of the bank; understanding the major risks run by the bank,

sefting acceptable levels for these risks and ensuring that senior

4 The 1995 Licencing and Supervision Requirements, page 9 and 10 (Doc ID: 0.7.120.182664-000002).
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management take the steps necessary to identify, measure, monitor
and control these risks; approving the organisational structure; and
ensuring that senior management is monitoring the effectiveness of the
internal control system. The board of directors is ultimately responsible
for ensuring that an adequate and effective system of internal controls

is established and maintained’."®

(c) The Basel Committee on Banking Supervision guidance document entitled
“Principles for the Management of Credit Risk”, dated September 2000 (2000
Basel Guidance) set out principles for establishing an appropriate credit risk

environment. The first principle stated:

“The board of directors should have responsibility for approving and
periodically (at least annually) reviewing the credit risk strategy and

significant credit risk policies of the bank”.'®
The 2000 Basel Guidance also stated:

“Each bank should develop a credit risk strategy or plan that establishes
the objectives guiding the bank’s credit-granting activities and adopt the

necessary policies and procedures for conducting such activities”."”
These policies and procedures should be approved and reviewed by the Board.

At paragraph 14, the document stated that the Board should ensure that senior
management is fully capable of managing the credit activities conducted by the
bank and that such activities are done within the risk strategy, policies and

tolerances approved by the Board.

(d) The Financial Reporting Council Combined Code on Corporate Governance,
dated July 2003, published by the UK Financial Reporting Council (2003
Combined Code) stated:

“The board should include a balance of executive and non-executive

directors (and in particular independent non-executive directors) such

> The 1998 Basel Guidance, page 5 (Doc ID: RDU_REL2-000000395).
6 The 2000 Basel Guidance, page 3 (Doc ID: AD-0.7.120.765896).
7 The 2000 Basel Guidance, page 5 (Doc ID: AD-0.7.120.765896).
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that no individual or small group of individuals can dominate the board’s

decision taking”.'®

The 2003 Code went on to outline the responsibilities of non-executive
directors. These included a provision that they should “Seek appropriate
clarification or amplification of information and, where necessary, fake and
follow appropriate professional advice. (Code principle A.5 and provision
A.5.2)".° It also stated that where non-executive directors have concerns about
the running of the company or a proposed action they should ensure that these
are addressed by the board “and, to the extent that they are nof resolved,

ensure that they are recorded in the board minutes (Code provision A.1.4)".%

(e) The Basel Committee on Banking Supervision guidance document entitled
“Enhancing Corporate Governance for Banking Organisations”, dated February
2006 (2006 Basel Guidance) stated infer alia:

Principle 2

The board of directors should approve and oversee the bank’s strategic
objectives and corporate values that are communicated throughout the

banking organisation.

Principle 3

The board of directors should set and enforce clear lines of

responsibility and accountability throughout the organisation.

Principle 4

The board should ensure that there is appropriate oversight by senior

management consistent with board policy” '

8 The 2003 Combined Code, page 6 (Doc ID: 0.7.120.755526).

¥ The 2003 Combined Code, page 22 (Doc I1D: 0.7.120.755526).

20 The 2003 Combined Code, page 22 (Doc ID: 0.7.120.755526).

21 The 2006 Basel Guidance, page 9 to 12 (Doc ID: RDU_REL2-000000394).
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) The Committee of European Banking Supervisors (CEBS) was an independent
body established to coordinate and advise on banking regulation and
supervision in the European Union. In 2006, CEBS issued “Guidelines on the

Application of the Supervisory Review Process under Pillar 2 (CP0O3 revised)”.

These guidelines stated that: “reporting lines and the allocation of
responsibilities and authority within an institution should be clear, precise, well
defined, transparent, coherent, and enforced” (1G2) and that the management
body should:

i. “...set the risk strategy, the risk policy, and accordingly the risk bearing

capacity of the institution” (1G3);

ii. “...systematically and regularly review the strategies and policies for

managing the risks of the institution” (1G6);
iii. “...develop and maintain strong internal controf systems” (1G7);

iv. “...ensure that internal control systems provide for adeguate

segregation of duties, in order to prevent conflicts of interest’ (1G8); and

V. “...monitor and periodically assess the effectiveness of the institution’s

internal governance structure” (1G10).%

2.20 While the Investigation Report indicated that the SPCs were not tested against the
various regulatory guidance documents outlined above?, the Inquiry is of the view that
the non-statutory responsibilities outlined in the regulatory guidance are an important
context for the regulatory environment in which INBS was operating. In particular, the
responsibilities of the Board in managing and controlling credit risk within INBS are of

relevance in considering the allegations in the SPCs.
Role of ‘senior management’ in credit risk management

2.21  Senior management is not defined in any INBS internal policy or in the 2005 Regulatory

Document. The INBS Corporate Governance Review, dated July 2005, stated:

22 CEBS Guidelines on the Application of the Supervisory Review Process under Pillar 2 (CP03 revised), dated
25 January 2006, page 11 to 15 (Doc ID: RDU_REL2-000000397).
23 Investigation Report Chapter 4 paragraph 4.45 (Doc ID: RDU_REL-000000028).
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“Senior Management consists of a core group of officers responsible for the
credit institution. This group includes such individuals as the chief financial

officer, division heads and the chief auditor.

The Society defines senior management as the executive Directors. The
individuals who are in charge of the various functions/departments are
managers or administrators. However, for the purposes of the report executive

Directors and managers will be regarded as Senior Management” #*

2.22 The April 2003 Credit Risk Policy?® and the UK Version of the April 2003 Credit Risk
Policy?® set out the responsibility of senior commercial lenders to ensure compliance
with credit policy or to make submissions to senior management with respect to non-
compliance with credit policies. The Impairment Provisioning Policies stated

throughout the Review Period that INBS monitored and managed credit risk through:

“Regular reports to the management and the Board on:

Arrears and non performing loans.
- Loans on moratoriums.
- Exceptions to lending policies.

»27

2.23 The 27 June 2007 Credit Risk Management Policy identified the role of senior

management in developing and establishing credit risk policies. It stated inter alia:
“2.2 Role of Senior Management and Credit Risk

The Society’s Senior Management have responsibility for developing and
establishing credit risk policies and credit administration procedures as part of
the Society’s overall system of credit risk management. They must prepare

policies on the following areas and ensure that they are approved by the Board:

. Credit origination, administration and loan documentation procedures;

24 INBS Corporate Governance Review July 2005, page 16 (Doc ID: 0.7.120.449079).

25 April 2003 Credit Risk Policy (Doc ID: 0.7.120.478217).

26 UK Version of the April 2003 Credit Risk Policy (Doc I1D: 0.7.120.622022).

27 2005 Impairment Provisioning Policy (Doc 1D: 0.7.120.25083); 2006 Impairment Provisioning Policy (Doc ID:
0.7.120.449670); 2007 Impairment Provisioning Policy (Doc ID: 0.7.120.449577).
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2.24

2.25

2.26

2.27

° Credit approval authority, hierarchy and limits;
® Risk identification, measurement, moniforing and control;
e Management of problem credits.

It is the responsibility of Senior Management to ensure effective
implementation of these policies. Senior management must also ensure that
any deviations/exceptions to policies are communicated to the Board, who

recommends corrective actions to be taken”.%®

The 2005 Regulatory Document set out certain responsibilities of senior management
in relation to: the management of credit risk; the establishment of appropriate policies;
reviewing the processes and procedures in place; providing appropriate disclosures to
the Financial Regulator; and providing the Board with regular reports on the adequacy

of impairment provisions and amounts written off.

The 1995 Licensing and Supervision Requirements, the 1998 Basel Guidance; the
2006 Basel Guidance and the 2003 Combined Code issued by the UK Financial
Reporting Council (and subsequent combined codes) all emphasised the importance

of senior management in overseeing credit risk.?
Credit Committee

The Credit Committee had a role as an internal control in the commercial lending

process.

The purpose of the Credit Committee was defined by the 16 October 2003 and the 19

July 2006 versions of the Credit Committee Terms of Reference, as follows:
“The Society has established a Credit Committee to:

a) Apply the Commercial Lending Credit Policy of the Society (as
approved by the Board from time to time) to new commercial loan

applications...

28 27 June 2007 Credit Risk Management Policy, page 8 and 9 (Doc ID: 0.7.120.431329).

2 The 1995 Licensing and Supervision Requirements, paragraphs 2.1 and 3.1, pages 8 to 10 (Doc |D:
0.7.120.131945); the 1998 Basel Guidance, Principle 2, page 3 (Doc ID: 0.7.120.755524); the 2006 Basel
Guidance, Principle 4 and paragraph 38, page 12 (Doc ID: 0.7.120.755520); the 2003 Combined Code, section
1, A5, page 9 and 10 (Doc ID: 0.7.120.755526), 2006 Combined Code, section 1, A.5, page 8 and 9 (Doc ID:
0.7.120.755528) and 2008 Combined Code, section 1, A.5, page 10 and 11 (Doc ID: 0.7.120.755521).
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b) Consider, approve and recommend (as appropriate) commercial loan

applications submitted to the Society”.>°

2.28 Thereference to “(as appropriate)” in the above paragraph related to the approval limit
conferred on the Credit Committee. Until 19 July 2008, this approval limit was
€500,000. From 19 July 2006 to 17 December 2007, the Credit Committee could
approve loans under €1 million. Loans above these limits could be rejected or
recommended to the Board for approval. Under the December 2007 Credit Committee
Terms of Reference, the Credit Committee had power to approve all commercial

loans.®"

2.29 Mr Purcell was not a member of the Credit Committee but as secretary of INBS, a
position he held throughout the Review Period, he had a communications role between
the Board and the Credit Committee. All relevant Credit Committee Terms of

Reference during the Review Period stated:

“Any issues raised by the Board of Directors that refer to the Credit Committee
should be communicated to the members of the Credit Committee by the

Secretary of the Society”.*?

2.30 Compliance with the Credit Committee Terms of Reference is the subject of specific
SPCs and is dealt with in the relevant SPC chapters.®

Audit Committee

2.31 The November 2004 Audit Committee Terms of Reference and subsequent iterations
in 2005 and 2006 stated that the committee “consists of non-executive directors who

are independent of management’ 3*

30 16 October 2003 Commercial Credit Committee Terms of Reference, page 2 (Doc 1D: 0.7.120.5896); 19 July
2006 Commercial Credit Committee Terms of Reference, page 2 (Doc ID: 0.7.120.260548-000001).

31 December 2007 Credit Committee Terms of Reference, page 2 (Doc ID: 0.7.120.26675).

32 16 October 2003 Commercial Credit Committee Terms of Reference, page 4 (Doc 1D: 0.7.120.5896); 19 July
2006 Commercial Credit Committee Terms of Reference, page 4 (Doc 1D: 0.7.120.260548-000001); December
2007 Credit Committee Terms of Reference, page 5 (Doc I1D: 0.7.120.26675).

33 SPC 2 (see Chapter 6); SPC 3 (see Chapter 7); SPC 5 (see Chapter 9). The role of the Credit Committee is
also discussed in Chapter 11, which deals with SPC 7.

34 November 2004 Audit Committee Terms of Reference, page 2 (Doc ID: 0.7.120.432044); March 2005 Audit
Committee Terms of Reference, page 1 (Doc ID: 0.7.120.510171); April 2006 Audit Committee Terms of
Reference, page 1 (Doc ID: 0.7.120.28782); August 2006 Audit Committee Terms of Reference, page 1 (Doc ID:
0.7.120.32287).
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2.32

2.33

2.34

The Audit Committee Terms of Reference also stated that Mr Purcell, as secretary of
INBS and the internal auditor, Mr Killian McMahon, regularly attend the Audit

Committee meeting.

The composition of the Audit Committee changed over the years but it is important to
note that whilst Mr Purcell attended meetings of the Audit Committee, as secretary o

INBS, he was never a member of it.

Each of the applicable Audit Committee Terms of Reference included the following
duties of the committee that are relevant to commercial lending and credit risk

management:
“Duties

6. The duties of the committee shall be:

a)

b) To specify the Society’s business objectives, from which the internal
audit plan can be prepared;

c)

d)

e) To discuss problems and reservations arising from the audit, any
matters the audifor may wish to discuss (in the absence of management
where necessary);

f) To review the external auditor’s management letter and management’s
response;

g) To review the Society’s statement on internal control systems prior to
endorsement by the board;

h)

i) To consider the major findings of internal investigations and
management’s response;

J) To review the internal auditors [sic] work plan and quarterly reports

including the follow-up of internal audit recommendations;
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2.35

2.36

2.37

k) To review the Society’s risk management profile; and
/) To consider other topics, as defined by the board” >

In 2004, the Audit Committee was to meet monthly but in March 2005 that was
changed to quarterly. The chairperson of the Audit Committee during the Review
Period was Mr Power who served from October 2003 until early 2006 when he was

replaced by Mr Cooney.
Provisions Committee

The Provisions Committee Terms of Reference set out the role of the Provisions

Committee, as follows:

“The committee is to ensure that the Society has adequately made provisions
against loans and advances, which are considered to be unrecoverable, and
also against risks which, although not specifically identified are know [sic] from

experience fo be present in any portfolio of loans and advances”.*®

Mr Fingleton, Mr Purcell and Mr McMenamin were members of the Provisions

Committee for the entire Review Period.

PROPOSED SALE OF INBS

2.38

2.39

INBS was registered and incorporated under the 1989 Act from 1 September 1989.%7

On 26 April 2004, INBS’s members voted in favour of conversion from a building
society to a company, in anticipation of a change in legislation. The INBS Annual
Report and Accounts 2004 stated:

“the Society continues to build up shareholder value for its members who will
be the ultimate beneficiaries when the Society demutualises under the

proposed legislation approved by the Government’®

35 November 2004 Audit Committee Terms of Reference, page 2 (Doc ID: 0.7.120.432044); March 2005 Audit
Committee Terms of Reference, page 2 (Doc ID: 0.7.120.510171); April 2006 Audit Committee Terms of
Reference, page 2 (Doc ID: 0.7.120.28782); and August 2006 Audit Committee Terms of Reference, page 2 (Doc
ID: 0.7.120.32287).

36 June 2004 Provisions Committee Terms of Reference (Doc ID: 0.7.120.18830) and 26 October 2006
Provisions Committee Terms of Reference (Doc ID: 0.7.120.8883).

57 INBS was criginally incorporated on 29 April 1969 under the Building Societies Act, 1874 (as amended).

38 INBS Annual Report & Accounts 2004, page 2 (Doc ID: 0.7.120.56890).
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2.40

2.41

242

2.43

2.44

This legislation, the Building Societies (Amendment) Act 2006, came into operation on
1 August 2006.

At its annual general meeting on 30 April 2007, INBS informed its members that KPMG
had been engaged to carry out a vendor’'s due diligence exercise on behalf of INBS

and that this report would form the basis of selling the business.

The Project Harmony Report, arising from KPMG’s vendor due diligence review, was
presented to the Board of INBS on 27 June 2007. It was referred to by Mr Purcell in

his submissions outlined at paragraphs 2.46 o 2.49 below.

The proposed sale of INBS did not take place and, following the financial market
turmoil of 2008 and the Government Guarantee introduced on 30 September 2008, it

was no longer seen as a sirategic goal of INBS.

Former Board members of INBS referred to the delay in the enabling legislation being
enacted as being a factor impacting on the operation of INBS. In particular, it was cited
as a reason for a difficulty in recruiting staff. This is dealt with as it arises in the

individual SPC chapters that follow.

MR PURCELL’S ROLE AND RESPONSIBILITIES IN INBS

2.45

2.46

Mr Purcell addressed the issue of his responsibilities within INBS in all of the
submissions made by him in respect of SPCs 1 to 4, 5, 6 and 7. The following were
the key submissions made by Mr Purcell. This information is set out in this background
chapter as it is of relevance to the SPCs Mr Purcell is alleged to have participated in,
and has general application throughout the subsequent chapters of this Findings
Report dealing with the individual SPCs.

SPC 1 to 4 submissions on Mr Purcell’s roles and responsibility

The Inquiry has examined the points addressed by Mr Purcell on this issue, which were
summarised by him in his submissions at the conclusion of the SPC 1 to 4 Loan

Hearings, as follows:

“As previously set out, | had responsibility for internal controls across a number
of areas of INBS. However, | was not responsible for ensuring the entire
business was managed in accordance with internal controls. I did not have

responsibility for internal controls in the lending area.
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The managing director and the lending area managers who reported to him

were responsible for ensuring that the commercial lending business was

managed in accordance with internal controls. The responsibility is evidenced

in writing as follows:

1. The organisation chart before and during the review period shows that

all the lending area managers and departments reported fo the

managing director.®®

2. The 2003 Credit Risk Policy which states:

A ‘Responsibility to ensure compliance with the credit policy lies
with the underwriter and ultimately a senior commercial lender.’
That’s page 3.

B. ‘Commercial lending verified that all loan offers conditions are
fully complied with.” That’s on page 8.

C. ‘All drawdowns must be authorised in writing by a senior
commercial iender.” That’s at page 12.

3. The Terms of Reference of the Credit Committee state:

A. The Credit Committee will ensure that credit applications comply
with the current credit policy of the Society.

B. The Credit Committee will review and consider any issues
raised by internal audit and/or other advisors/regulators, FPMG
and the Central Bank.

4. Responsibility for internal and external audit recommendations relating

to the lending area rested with the lending area staff and managers, all

of which reported to the managing director. This responsibility is

evidenced in writing in many documents and reported such as:

A

The reports listed on pages 2 to 4, number 1 to 7, of my SPC 5

witness statement dated 19" November 2017.

3% This organisation chart was opened by Mr Purcell during the SPC 5 module and was opened by him at

subsequent modules of the Inquiry.
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B. My SPC 5 Submission dated 16" August 2018.

C. My SPC 5 Supplemental submission dated 17" April 2020, and

the documents referred to in appendix 1 of the submission.

D. Paragraphs 3 and 4, pages 6 and 7, of my SPC 7 witness
statement dated 17 May 2018.

E. The section called ‘senior management’ of my opening
statement for SPC 7.

F. My SPC 7 submission dated 22 May 2020, on responsibility for
lending and Credit Risk Policies, pages 4 to 6”4

SPC 5§ submissions on Mr Purcell’s roles and responsibility

2.47 The SPC 5 module, which is dealt with in full in Chapter 9, concerned the alleged failure
of the Credit Committee to adhere to its terms of reference. In his opening statement
for the SPC 5 module, which commenced on 11 December 2017, Mr Purcell addressed

his roles and responsibilities as follows:

“My Roles and Responsibilities in the period 2004 to 2008 (The Review
Period) included:

1. Financial Reporting and Control and the Annual Audit
| was responsible for:

a. The control of the accounting system. This involved ensuring that alf

fransactions were promptly and correctly recorded, reconciled and
balanced daily to secure the funds of the Society and to produce reliable

figures for regular accounts and reports.

b. The production of monthly accounts and reports. The monthly accounts

were submitted fo board meetings and along with related reports were
the basis for the preparation of the regular returns to the Central
Bank/Financial Regulator. | also administering and prepared accounts

for the joint venture property subsidiaries.

40 Transcript SPCs 1-4 Remote Inquiry Hearing, dated 22 April 2021, page 84 et seq. (Doc ID: RDU_FT_SPC1-
4_D18-000000001).
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C. Annual Budget. | prepared the annual budget which was based on

expectation for funding, lending, margins and expenses.

d. Annual Accounts and Audit. The annual audit and the production and

printing of a full set of accounts fo inciude a detailed directors’ report
had to be completed within three months of the year end in order to be
sent or made available to members in advance of the annual general
meeting which by iaw had to be held before the end of April each year.
| spent considerable fime together with the financial reporting staff on
the annual accounts, annual audit and the annual report as well as
dealing with KPMG’s queries and requests for information and reports.
KPMG sent me, in advance of the commencement of the audit, a list of
information required to be made available to them at the start of the

audit.
Other work associated with the audit involved:

e. Meetings with the auditors. KPMG held a pre-audit meeting each year

with the board. KPMG prepared a written audit plan for discussion at
the meeting. At the conclusion of the audit in March KPMG met the
board to discuss the oufcome of the audit based on a written report
produced by KPMG.

f. KPMG’s annual Management Letter following the audit. The

management letter set out KPMG’s observations and recommendations
following their audit. The recommendations were categorised under

headings such as lending or treasury.

| and the Compliance Manager who reported to me followed up the
departments responsible for their responses and timeline fo deal with the
matters raised by KPMG.

2. Secretary of the Society and board meetings

a. | attended and took part in board meetings. | recorded the minutes and
circulated the agenda and board papers in advance and dealt with

issues arising at meetings as required.

b. | collated a “board pack” of information for board members for each

monthly board meeting. The pack contained a defailed agenda with
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backup explanatory and discussion papers on most agenda topics. The
pack contained a detailed set of monthly management accounts
containing numerous schedules giving information such as budgets and
variances from budgets, a schedule sefting out ratios, including
regqulatory ratios, and the Society’s current position/compliance with
various ratios. Information was also provided on expenses, deposits
and funding. The board pack included reports on treasury, arrears,
investments as well as other matters of relevance at a particular time. |
would on an ongoing basis, separate from board meetings, have dealt

with queries and malters raised by board members.
3. Funding and Liquidity Management

a. | was involved in the raising of wholesale funds, providing information
for funding programmes and travelling abroad for funding meetings. |
would have provided information for rating agencies and attended
regular meetings with the rating agencies. | also participated in the

policy and approach to retail funding.

b. | was responsible, fogether with the freasury manager, for ensuring that
freasury assets were low risk and that INBS maintained ample
accessible liquid funds. | also monitored the capital position of INBS

and we successfully raised extra capital in December 2005.
4. AGM and Shareholder issues

a. AGM’s and Shareholder Issues. The annual general meetings involved

considerable work and time as members and the board put forward
motions and resolutions for voting on at the AGM. | obtained legal
advice on the resolutions put forward as well as procedures at the AGM
and issues about the status of accounts as regards benefitting from a
sale and voting at the AGM. | was responsible for addressing questions
raised by individual account holders on an ongoing basis about
membership and demutualisation. The AGM held in 2006 involved more
work than other AGM'’s as a result of issues that arose following the

resignation of Con Power as a director in February 2006.

b. Notice of the AGM and planning the AGM. | was responsible for

producing, having printed and posting out to all members the notice of
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the AGM. | would have had to obtain legal advice about issues arising
from the election of directors and the conduct of the AGM. | would have
arranged the venue for the AGM and been in charge of the voting by
proxy on resolutions put to the meeting and voting on the election of
directors. | would have prepared information for the chairman to help
answer questions raised by members. | was responsible for planning
the organisation of the AGM as well as being in overall charge on the
day of the AGM.

5. Demutualisation and the Sale of INBS

a. Amendments to the Building Societies Acts. | deait with legal advisors

and the Department of the Environment in relation to issues and

information surrounding the Bill which became the BSA 2006.

b. I and people who reported to me dealt with queries from members about
their membership, members entitlements in the event of conversion, de-
duplication of accounts and the obtaining of legal advice about these

issues.

C. | was involved with meeting potential advisors for the sale and the

appointment of Goldman Sachs as advisors.

d. | dealt with potential purchasers and provided information requested by

them and provided information sought by Goldman Sachs.

e. | organised the production by KPMG of a Vendors Due Diligence Report

which was issued by KPMG to potential purchasers.
6. Main point of contact with the Financial Regulator

{ was the main point of contact with the Financial Reguiator and dealf with their

people in relation to:
Monthly, quarterly and annual refurns.

Monthly reports on property subsidiaries and maintaining Registers

required by the Building Societies Acts.

Ad hoc reports, queries and requests for information.
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Preparing information for regulatory reviews and dealing with matters

raised by the Regulators staff when they working on reviews.

Agreeing the content of the Notices of the AGM’s and resolutions put to
the AGM.

Notifying the FR of matters requiring notification under the Act or other

regulations.

Providing information on the annual accounts and meeting the FR fto

discuss the annual accounts.

Being generally the first point of contact and dealing with letters/emails

addressed fo me or people who reported to me.

Working with other directors and staff on the preparation of responses

to letters from the Financial Regulator.
7. Membership of committees and boards

a. My membership of the Assets and Liabilities Committee involved,
attending monthly meetings, preparing information and papers for
meetings, drafting and updating policies, preparing agendas, minutes

and dealing with liquidity and freasury policies.

b. | was secretary of the audit committee. This involved attending

meetings and taking and issuing the minutes of the meetings.
C. | was a member of the Provisions Committee.

d. | was a member of the board of Irish Nationwide (Isle of Man) and

attended its quarterly board meetings as a non-executive director.

e. | represented INBS at meetings of the Irish Bankers Federation.
f. | attended meetings of the Irish Credit Bureau representing INBS as a
shareholder.

g. | was Chairman of INBS’s ICAAP committee.
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8. Administration and special projects

(@)

(b)

(c)

(@)

(e)

("

| operated ongoing controls and approvals such as salary payments,
salary and performance reviews, inferviewing and recruiting people,
approval of IT purchases and other expenses, signing cheques and

dealing with cheque signatories and bank accounts.

In 2005 in light of the KPMG Commercial Lending Review, letter(s) from
the Regulator (December 2004) and KPMG Management letters |
started seeking to establish a Credit Risk Department reporting to the
Managing Director under a manager separate from the Head of
Commercial Lending. In late 2005 | had one person assigned to the
Credit Risk function. | set out a list of items to be addressed by the
Credit Risk function. In 2006 after discussion and agreement with the
MD (Michael Fingleton) and Darragh Daly | got agreement that Darragh
Daly would be Credit Risk Manager. | had two staff members re-
assigned to his department and HR recruited two qualified accountants
for Credit Risk. In 2005 | had a Basel 2 gap analysis report prepared by
KPMG UK. In 2007 | researched, assessed, and purchased with Board
approval software developed by SAS Analytics for credit grading and
Basel 2.

| was responsible for all taxation issues and the administration and

payment of salaries.

Managing the general insurance function and administering the pension

funds.

The sale of IFSC property which involved dealing with legal advisors

and the Financial Regulator.

Regulatory and other work in relation to opening a retail deposit taking
branch in the UK.

The Compliance manager and the financial reporting, financial control, I.T.,

retail savings and the treasury departments reported to me.
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KPMG management letter recommendations and the requirements of the

Financial Regulator

As stated above I, with and through the Compliance Manager, followed up and
reported on progress made in dealing with KPMG management letter
recommendations and also followed up on the requirements set out in the
Financial Regulators letters. Each department of INBS was responsible for

dealing with the recommendations and requirements that related to it.

The lending departments were responsible for their responses fo the
recommendations and requirements that related to them as well as for the
implementation of their responses. The lending departments were also
responsible for the designation of issues as implemented or closed. The
executive director responsible for the lending departments in this regard was

the Managing Director.

The responsibilities and reporting line of the lending departments are
substantiated by a number of detailed documents with appropriate signatures

of approval and circulation. ..

| say the veracity of these documents can be relied upon, unlike the

recollections of individuals which can be subject to bias and inaccuracy.

Credit Committee

| was not a member of the Credit Committee and | did not attend meetings of
the Credit Committee during the review period or at any other time. | did not
receive copies of the minutes of the Credit Committee before or during the
review period. | had no executive role in commercial lending or any of the

lending departments.

The Managing Director was a member of the Credit Committee during the
review period prior to December 2007. This is supported by the Vendors Due
Diligence Report (page 274) ref 0.7.120.55785, Credit Committee Terms of
Reference which lists Michael Fingleton as a member of the Credit Committee.
The directors of INBS furnished a factual accuracy letter to KPMG in relation to
the Vendors Due Diligence Report which stated “we are not aware of any
factual inaccuracies within the report”. Michael Fingleton’s membership of the

Credit Committee is also stated on page 110 of the KPMG Commercial Credit
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Review, October 2004. In a letter dated 11 October 2004, ref 0.7.120.812737,
page 2017, from KPMG to the Financial Regulator and the Directors of INBS it
is stated by KPMG that “The contents of our report have been reviewed in detail
by the executive directors and management of the Society who have confirmed

the factual accuracy of the report”

The Managing Director as a member of the Credit Committee and as a member
of the Board was the communications link between the Credit Committee and
the Board.

As Secretary | communicated any issues raised by the Board of Directors that
referred to the Credit Committee to the Credit Committee through the Head of
Function for the Commercial Lending area, Tom McMenamin. Immediately
after board meetings | gave Tom McMenamin the Commercial Loan
Applications (“CLA’S”) that were signed by me when considered by the Board.
Any board issues, comments, requests or requirements were written on the
CLA’s in the space reserved for Board Comments. | also wrote to Tom
McMenamin about certain matters decided by the Board which required action

by the Credit Committee...

| say the veracity of these documents can be relied upon, uniike the

recollections of individuals which can be subject to bias and inaccuracy.

Audit Committee

| was not a member of the Audit Committee. | had no input into or control of,
audit committee meeting agendas, the Internal Audit Workplan, extra work that
Internal Audit was asked to carry out or the priority accorded to auditing
different areas of the business. My role as Secretary of the Audit Committee
was to attend the meetings, record and issue the minutes of meetings and on
occasion follow up on an internal audit matter when asked to do so by the

Committeg” *!
SPC 6 submissions on Mr Purcell’s roles and responsibilities

2.48 The SPC 6 module, which is dealt with in full in Chapter 10, concerned the alleged

failure to submit identified reports to the Board. Mr Purcell again addressed his role

41 Opening Statement of John S Purcell for Hearing of SPC 5 which commenced on the 111" December 2017,
Appendix 2 page 14 of 26 (Doc ID: RDU_REL457-000000002).
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and responsibilities within INBS in his opening statement for the SPC 6 module which
commenced on 3 April 2019. In this statement Mr Purcell reiterated much of what he

had stated on this point in his SPC 5 submissions:

“‘My opening statement will address three areas:

First my roles and responsibilities during the review period.
Second, the instances of alleged non -compliance.
Third, the Internal auditors reporting arrangements.

| will commence with a brief description of my roles and responsibilities during

the review period.

My Roles and Responsibilities in the period 2004 to 2008 (The Review Period)
included:

1. Financial Reporting, Financial Control and the Annual Audit.
This involved responsibility for:

Control of the accounting system.

The production of monthly accounts and reports.

Annual budgets and the annual accounts and audit which included
meetings with the external auditors (KPMG) and co- ordinating

responses to KPMG’s management letters.
2. Secretary of the Society and Board meetings.

| attended and took part in board meetings and as secretary | recorded the

minutes, circulated an agenda and board papers in advance.
3. Funding and Liquidity Management.

| was involved in raising wholesale funds and ensuring that freasury assets

were low risk and that INBS maintained ample accessible liquid funds.
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4. AGM and Shareholder Issues.

I had primary responsibility for the Society’s AGM and also for addressing
questions raised by individual account holders on an ongoing basis about

membership and demutualisation.
5. Demutualisation and the Sale of INBS.

! dealt with legal advisors and the Department of the Environment in relation fo
issues and information surrounding the bill which became the Building
Societies Act 2006. | was involved with meeting potential advisors for the sale
and | dealt with potential purchasers and provided information requested by
them. | organised the production by KPMG of the Vendors Due Diligence report
in 2006 to 2007. The report was issued by KPMG to potential purchasers.

6. Main point of contact with the Financial Regulator.

| was the main point of contact with the Financial Regulator and dealt with their
people in relation fo regulatory reports, queries and providing information as
requested. | worked with the other directors and staff on the preparation of

responses to letters from the Financial Regulator.
7. Membership of committees and boards.

| was a member of the assets and liabilities committee. | was secretary of the
audit committee and a member of the provisions committee. | chaired the
ICAAP committee. | was a member of the board of Irish Nationwide (IOM) Ltd.

8. Administration and special projects.

| operated ongoing controls and approvals such as salary payments, approval
of IT purchases and ofher expenses. | sought the establishment of a credit risk
department reporting to the managing director. In 2005 | had a Basel 2 gap
analysis report prepared by KPMG UK.

Lastly, | was not a member of the credit committee or the audit committee. |
had no executive role in commercial lending or any of the lending

departments”.*?

42 Opening Statement of John S Purcell for Hearing of SPC 6 which commenced on 3 April 2019, Appendix 2
page 13 of 27 (Doc ID: RDU_REL467-000000002).
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SPC 7 submissions on Mr Purcell’s roles and responsibility

The SPC 7 module, which is dealt with in full in Chapter 11, concerned the alleged
failure to establish a credit risk policy to regulate fee sharing arrangements. In his
opening statement at the commencement of the SPC 7 module Mr Purcell referred to
his previous two submissions in which he addressed his roles and responsibilities
within INBS, which have been set out above. On the specific point of responsibility that
arose in this module, as outlined in the Investigation Report, in his SPC 7 withess
statement, dated 17 May 2019, he referenced the relevant Investigation Report

paragraphs and stated:

‘Par.12.98 and 12.99

| deny | was senior management for the lending area departments. | deny the

allegations that | was responsible for the matters mentioned in this paragraph.
Par.12.101

| did not have responsibility for following up on the implementation of
recommendations made in contemporaneous reports issued by the Internal
Audit Department. The Internal Auditor followed up on the internal audit
recommendations and presented a paper to audit committee meetings in this

regard.
Par. 12.104

As Secretary and an executive director, | did not have a responsibility in respect

of INBS’s credit risk and lending policies.
Par.12.105

| was not senior management as regards the iending area departments. | did
not have responsibility with respect to the implementation of the
recommendations in the Belfast internal audit reports 2004 and 2006 and the
KPMG management letter 2003 as regards lending. The expression “Board
Level” in the context of internal audit lending recommendations relating to the

lending area was a synonym for Michael Fingleton.
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12.106

! deny the allegation in this paragraph as | was not senior management in
relation to the Credit Risk and lending departments. | was not responsible for
developing and establishing credit risk policies and ensuring these policies

were approved by the board” .+
Organisation charts

2.50 Mr Purcell addressed executive responsibility in some detail in his submission dated
16 August 2018 in respect of the SPC 5 module.* In that submission he stated that:

“Regulation 16(3) of the 1992 Regulations and Article 22 of the CRD state:
(reference pages 41 and 53 of the investigation Report) “Every credit institution
shall have robust governance arrangements including a clear organisation

structure with well defined, transparent and consistent lines of responsibility”.

The 2006 CEBS Guidelines state that. “Reporting lines and allocation of
responsibility and authority within an institution shall be clear, precise, well

defined, transparent, coherent and enforced’.

2.51  Mr Purcell submitted that INBS’s organisation chart* conformed to the requirements
of these regulations and guidelines. That chart, which is dated 31 August 2005 and
was signed by Mr Purcell on 23 September 2005, is reproduced above at paragraph
21.

Mr Purcell’s responsibilities as outlined in the Project Harmony Report

2.52 The Project Harmony Report was prepared by KPMG on the instructions of the
directors of INBS. It was for the benefit and information of prospective purchasers of
INBS, and covered the period up to 19 June 2007.4¢

2.53 This comprehensive review “...captures all key findings of the Group, provides an over

view of the financial performance on a consolidated basis, controls, Group IT and tax

43 SPC 7 Witness Statement of John S Purcell, dated 17 May 2019 (Doc ID: RDU_REL341-000000026).

44 Submission dated 16 August 2018 by John S Purcell Re: SPCs 5(a), 5(b) and 5(c) (Doc ID: RDU_ENF_AUTH-
000000022).

45 Examples at Doc 1D: 0.7.120.423499 and on page 116 of the Project Harmony Report (Doc ID:
0.7.120.55785).

46 Project Harmony Report, KPMG Vendor due diligence report, dated 20 June 2007 (Doc ID: 0.7.120.55785).
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due diligence results” *" 1t listed “Sources of Information™?®, which included meetings
with senior management (including Mr Fingleton and Mr Purcell, as well as department
heads and the two heads of commercial lending, Mr McMenamin for the Republic of

ireland and Mr McCollum for Belfast and London).

2.54 The authors relied on the information provided by INBS management, and on page 2
of the report stated: “The contents of our report have been reviewed in detail by the
directors of the Society who have confirmed in writing the factual accuracy of this
report’.

2.55 This confirmation was in a factual accuracy letter, dated 20 June 2007, signed by Mr

Purcell, which stated:

e we are not aware of any factual inaccuracies within the report;

® opinions and representations which have been attributed to persons

referred to in the report are properly attributed to those persons;

e we are not aware of any material facts or information which have been
omitted from the report which may cause the view it gives of the

Group to be misleading”.*®

2.56 The organisation chart at page 116 of the Project Harmony Report shows the
respective responsibilities of the Board, the Managing Director, the finance director (Mr
Purcell) and senior management within INBS. The management structure is virtually

unchanged from the 2005 chart, set out above. This chart is reproduced below:

47 Project Harmony Report, KPMG Vendor due diligence report, dated 20 June 2007, page 4 (Doc ID:
0.7.120.55785).

48 Project Harmony Report, KPMG Vendor due diligence report, dated 20 June 2007, page 3 (Doc ID:
0.7.120.55785).

49 Letter from INBS to KPMG, dated 20 June 2007, page 132 of 292 (Doc 1D: AD-0.7.120.1140385).
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2.57 Project Harmony is referred to at intervals in this Findings Report, and the aspect that
is being highlighted here is its assessment of the roles and responsibilities of Mr Purcell

within the organisation.
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3.1

3.2

3.3

3.4

CHAPTER 3
INTRODUCTION TOSPCS1TO 4

The suspected prescribed contraventions outlined in SPC 1 to SPC 4 all relate to the
life of a loan from inception, approval, security, LTV, and monitoring, to, in some cases,
extensions of the term of the loan. All commercial loans in INBS were required to

comply with internal policies in how they were processed.

In particular, SPCs 1 to 4 identified failures in the commercial lending processes of
INBS as follows:

(a) failure to ensure that CLAs were processed in accordance with internal policies
(SPC 1);

(b) failure in respect of the approval process, namely the failure to ensure that
commercial loans and variations to loans were approved in accordance with

INBS internal policies and that CMOs complied with internal policies (SPC 2);

(c) the failure to secure commercial loans in accordance with policy, to ensure
valuations on assets were obtained, and to adhere to maximum LTV limits
(SPC 3); and

(d) the failure to ensure that commercial lending was monitored in accordance with
INBS’s internal policies (SPC 4).

As outlined in Chapter 1 of this Findings Report, the SPCs are founded upon SPC
Allegations. These are allegations of specific instances of breach of policy by INBS

and participation in these breaches by Persons Concerned.’

The SPC Allegations advanced in respect of SPCs 1 to 4 arose from two distinct
sources of evidence: (i) Loan Sample documentation; and (ii) contextual
documentation, both of which are explained in more detail below. As a result, the SPC

1 to 4 Allegations were advanced in two ways, as follows:

(a) The Investigation Report identified alleged breaches of policy in respect of
specified commercial loans in the Loan Sample. These are referred to as the
Loan Specific Allegations. The Loan Specific Allegations were advanced

against INBS in the first instance and certain Loan Specific Allegations were

" See Chapter 1, paragraph 1.43, for further explanation of the distinction between the SPCs and the SPC
Allegations.
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3.5

also advanced directly against Mr Purcell. The Loan Specific Allegations
advanced against INBS and directly against Mr Purcell are dealt with in Chapter

4 of this Findings Report (the Loan File Analysis).

(b) The Investigation Report also identified alleged breaches of policy by reference
to certain contextual or non-loan specific documentation. These non-loan
specific allegations were advanced against INBS in the first instance and were
also advanced generally against Mr Purcell, by virtue of his role and
responsibilities in INBS. These allegations are dealt with in the four individual
SPC 1 to 4 chapters.?

In making its findings in respect of SPCs 1 to 4, the Inquiry considered the evidence
underpinning the L.oan Specific Allegations and the non-loan specific allegations as a

whole.

SOURCES OF EVIDENCE?

3.6

3.7

3.8

SPCs 1 to 4 were based on the following two sources of evidence:
(a) Loan Sample documentation.

(b) Contextual documentation.

Loan Sample documentation

The Loan Sample comprised 98 loans across nine commercial lending customers of
INBS and represented approximately 20% of the commercial lcan book as of 28
February 2010.

The process by which the 88 loans were selected by Enforcement for inclusion in the
Loan Sample was outlined in Appendix B of the Investigation Report. This process was
also reviewed by the Inquiry in the course of an IMM held on 27 February 2017 and 6
March 2017, which dealt with ‘Production of Documents’. The Inquiry is satisfied that
the Loan Sample represents a representative selection of loans of approximately 20%

of INBS's commercial loan book by value as of 28 February 2010.

2 Chapters 5, 6, 7 and 8 of this Findings Report.

3 As outlined in Chapter 1, paragraph 1.36, the Inquiry Members adopted an Evidence Protocol, whereby
documents contained in the hearing bundles (the CDC) for each module of the Inquiry hearings were admitted as
prima facie evidence of the truth of their contents, unless otherwise challenged by the Persons Concerned or
Enforcement.
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3.9 The Loan Sample documentation consisted of the loan files and other relevant

documents for each loan in the Loan Sample.

3.10 The following are the key loan documents and other relevant documents that applied
to each loan and which were of assistance in helping the Inquiry to assess the Loan
Specific Allegations arising in each loan. Where these documents have been relied
upon by the Inquiry, they will have been opened to the Persons Concerned either in

the course of the oral hearings or in subsequent correspondence.

Internal memorandum

3.11 Internal memoranda were only a requirement for loans emanating from the UK. The
requirement for such a document was set out in the UK Version of the April 2003 Credit

Risk Policy* which stated at paragraph 6:

“Commercial loan applications in excess of £500,000 are referred to the
Society’s Managing Director for initial approval prior to being approved by the

Credit Committee and the Board of Direcfors”.

3.12 The internal memorandum was a document prepared by Mr Gary McCollum, Belfast
Branch manager, following contact by a customer seeking a loan facility. It was
addressed to the Managing Director, Mr Michael Fingleton, and typically would set out
the commercial proposal in writing and provide supporting documentation. Once
satisfied with the proposal, Mr Fingleton would write at the top of the document: “Tom,
please process and liaise with Gary’. This signified Mr Fingleton’s approval of the
proposal and Mr Tom McMenamin, head of commercial lending for the Republic of
Ireland, would have a CLA drawn up. Loans emanating from the Republic of lreland

did not have an internal memorandum.

Commercial Loan Application (CLA)

3.13 The CLA was the conirol document completed in respect of an application for a
commercial loan that was submitted for approval to the Credit Committee and/or the
Board. The 2004 Belfast Internal Audit Report described the CLA as “the document
used by the Society to ensure appropriate authorisation is received prior to any monies

being advanced” and represented “an integral part of the credit risk policy, containing

4 UK Version of the April 2003 Credit Risk Policy (Doc ID: 0.7.120.622022).
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3.14

3.156

3.16

3.17

3.18

essential credit information including credit grading, LTV ratio, customer history, and

appropriate authorisation”.®

Credit Committee recommendation or sanction and Board approval

Once the CLA had been prepared by the commercial lender, the next step in the
process was to present it to the Credit Committee for recommendation to the Board or
for approval by the Credit Committee. The Credit Committee approval process is dealt
with at Chapters 2 and 9 of this Findings Report, which analyse the role of this

committee in INBS.

From the commencement of the Review Period, 1 August 2004, until 17 December
2007, the Credit Committee Terms of Reference® provided for a process that involved
either a straightforward sanction for the loan or a recommendation for approval by the
Board. The latter process arose if the loan was above a specified threshold. From 2003
until July 2006, that threshold was €500,000. In July 2006 that threshold figure
increased to €1 million. Therefore, for any loan in excess of that figure, the Credit
Committee was required to consider the loan request and either reject it or recommend

it for approval to the Board.

On 17 December 2007, the Board amended the Credit Committee Terms of
Reference’ to extend its power to enable the Committee to sanction all commercial

loans without requiring additional Board approval.

Evidence that the Credit Committee had considered and recommended or sanctioned
a loan was in the minutes of the Credit Committee meeting at which the loan was
considered. Therefore, the minutes of the Credit Committee meeting considering the
loan was another key document in the loan process. If the loan was below the threshold
for Credit Committee approval, the Credit Commitiee meeting was the end of the
required approval process. If the Credit Committee did not recommend a loan it did not
proceed any further and was not presented to the Board for further review. Credit

Committee approval was alsc noted on the CLA with the date of approval recorded.

There was a process for urgent credit decision approval in circumstances where a
Credit Committee meeting could not be convened in time and a loan required urgent

approval. Such urgent approval always required the particular loan to be brought to

5 2004 Belfast Internal Audit Report, page 9 (Doc ID: 0.7.120.432168).

5 16 October 2003 Commercial Credit Committee Terms of Reference (Doc ID: 0.7.120.5896); and 19 July 2006
Commercial Credit Committee Terms of Reference (Doc ID: 0.7.120.260548-000001).

7 December 2007 Credit Committee Terms of Reference (Doc I1D: 0.7.120.26675).
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3.19

3.20

3.21

3.22

the Credit Committee at the next available opportunity. In those cases, the
recommendation or sanction would be noted as having had the urgent credit decision

approval procedure applied.

Once the Credit Committee had recommended a particular loan for approval, it was
then presented to the Board of INBS for sanction. The sanction by the Board was, up
until 17 December 2007, the final step in the approval process. The minutes of the
Board meeting sanctioning the loan is therefore another key document in the loan
process. The April 2003 Credit Risk Policy states, under the section headed

‘Commercial Lending Guidelines’.®
“Control

1. Board submissions must be completed and approved by the Board prior

fo the preparation of commercial offer letters”.

Following the Board decision of 17 December 2007 that transferred all loan approvals
to the Credit Committee, all loans sanctioned by the Credit Committee were notified to

the Board and recorded in the Board meeting minutes.

Commercial Mortgage Offer (CMO)

Once a CLA had been appropriately approved by the Credit Committee and/or the
Board, the next step in the process was to prepare the CMO, which was sent to the
proposed borrower. The CMO was the contractual agreement between INBS and the
borrower and it set out the structure, terms and conditions of the loan. The CMO
included details such as the borrower, facility amount, loan term, repayment term, and
security. The CMO was required to be signed by the borrower before any money could
be advanced by INBS.

Fee agreements

Fee agreements or Profit Share Agreements were a feature of commercial lending in
INBS. They consisted of an agreement between INBS and the borrower whereby INBS
would be entitled o a percentage of the net profit upon completion of the transaction.
Fee agreement contracts were separate from the CMO and were a significant feature
of loans emanating from the Belfast Branch of INBS. Profit share lending is the subject
matter of SPC 7 and is dealt with at Chapter 11 of this Findings Report.

8 April 2003 Credit Risk Policy, page 27 (Doc 1D: 0.7.120.478217).
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3.23

3.24

3.25

3.26

Drawdown documenis

Once the CMO had been duly signed by INBS and the borrower, the next documents
that were produced by the lending process were the drawdown documents. These
were:

(a) The Society Advance Detail sheet (SAD), which showed the date of the initial
drawdown and the payee. If also showed the amount of the facility remaining
to be drawn.

(b) The cash advances sheet and the account activation documents, which also
showed the first drawdown on the account and identified when the morigage
became active.

Summit account

Summit was the electronic loan system used by INBS. It managed customer and

account information for all savings, investments and loan products, and managed the

links between customer and account details and stored historical data. By examining
the Summit data it is possible to track the life of a loan from inception to redemption or
closure.

Other relevant documents

These included:

(a) valuations;

(b) Development Appraisals;

(c) correspondence with clients;

(d) Credit Reviews; and

(e) internal memoranda and emails.

Contextual documentation

The contextual documentation consisted of. Contemporaneous Reports, corporate

governance documents; Financial Regulator Correspondence; and internal INBS

correspondence, before and during the Review Period, as well as interview evidence
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and responses to Section 41A Notices from former employees and contractors

engaged with INBS during the relevant time.

INQUIRY HEARINGS

3.27

3.28

3.29

3.30

Module 4 of the Inquiry hearings concerned SPCs 1to 4 and it was conducted between
30 October 2020 and 21 July 2021. This module was divided into two parts. The first
part was the Loan Hearings (at which the Loan Sample documentation and the Loan
Specific Allegations were considered) and the second part was the Context Hearings
(at which the contextual documentation and the non-loan specific allegations were

considered, and oral and written testimony was provided by relevant witnesses).
Loan Hearings

The Inquiry decided that module 4 would comprise five Loan Hearings dealing with the
Loan Specific Allegations. The Loan Hearings were conducted in private between 3
November 2020 and 11 June 2021.

Certain of the SPC 1 to 4 Loan Specific Allegations were confined to INBS and Persons
Concerned who were no longer subject to the Inquiry. These were known as the INBS
Only Allegations. The Inquiry decided, in the interests of timeliness and expedition,
that it was not necessary to make findings in respect of these INBS Only Allegations,
and that the Loan Hearings should be confined to the Loan Specific Allegations against
INBS and the remaining Persons Concerned, Mr Purcell and Mr McCollum.® This
resulted in a total of seven loans being excluded in their entirety from the Loan
Hearings, and various other Loan Specific Allegations across the remainder of the
L.oan Sample being excluded from the Loan Hearings. The Inquiry was of the view that
excluding this small number of INBS Only Allegations did not impact on their ability to
assess participation by either Mr McCollum or Mr Purcell. The Inquiry’s approach to
the INBS Only Allegations was outlined in an email to Mr Purcell, dated 31 July 2020.°

A settlement was entered into between Mr McCollum (one of the remaining Persons
Concerned) and the Central Bank on 21 June 2021, following the conclusion of the

Loan Hearings and at the commencement of the Context Hearings.

9 At the commencement of the SPC 1 to 4 medule (on 30 October 2020), the only Persons Concerned who were
still subject to the Inquiry were Mr Purcell and Mr McCollum.

0 Email from the Inquiry to Stan Purcell dated 31 July 2020 in response to email sent by Stan Purcell dated 18
July 2020 (Doc ID: RDU_REL489-000000001).
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3.31

Context Hearings

The Loan Hearings considered the loan specific evidence whereas the Context
Hearings considered the non-loan specific or contextual evidence. The Context

Hearings were conducted in public between 11 June 2021 and 21 July 2021.

INQUIRY’S APPROACH TO SPC 1 TO 4 FINDINGS

3.32

3.33

3.34

3.35

3.36

3.37

Mr Purcell’s alleged participation in SPCs 1 to 4 is twofold. Firstly, he is alleged to have
directly participated in certain of the alleged breaches of policy identified in the Loan
Specific Allegations. Secondly, Mr Purcell is alleged to have participated more

generally in SPCs 1 to 4 by virtue of his role and responsibilities in INBS.

As outlined in Chapter 1, in order to make their findings in respect of Mr Purcell's
alleged participation in SPCs 1 to 4, the Inquiry first had to determine whether INBS
had committed the SPCs.

In making its findings in relation to (i) whether INBS committed SPCs 1 to 4 and, if so,
(i) whether Mr Purcell participated in the commission, the Inquiry considered the

evidence, as follows:

Loan File Analysis

The Inquiry firstly considered the Loan Sample documentation and the evidence from
the Loan Hearings and carried out a loan by loan analysis to determine the Loan
Specific Allegations against INBS and Mr Purcell. The Loan File Analysis carried out
by the Inquiry is set out in Chapter 4 of this Findings Report. A table summarising the
findings made by the Inquiry in respect of the l.oan Specific Allegations is included at

Appendix 7.
Analysis of the contextual evidence

Secondly, the Inquiry analysed the contextual documentation and the evidence
provided in the Context Hearings. The Inquiry’s analysis of the contextual evidence is

set out in the individual SPC 1 to 4 chapters."
Findings

The Inquiry considered its Loan File Analysis and its analysis of the contextual

evidence as a whole, and made findings in relation to: (i) INBS’s commission of SPCs

"1 Chapters 5, 6, 7 and 8 of this Findings Report.
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1, 2, 3 and 4; and (ii) Mr Purcell’s participation in these SPCs. These findings are sst
out in the individual SPC 1 to 4 chapters, and a table summarising the findings made

in respect of the individual SPCs is included at Appendix 5.

SUBMISSIONS RECEIVED IN RESPECTOF SPCS1TO 4

3.38

3.39

3.40

3.41

Inquiry participants provided submissions during the course of the module 4 Inquiry
hearing, and these are referred fo as appropriate by the Inquiry in the following

chapters when examining the individual SPCs.

With respect to the Loan Hearings, Mr Purcell made an opening statement on 30
October 2020'?, provided a witness statement dated 5 March 20213, and provided a
response statement dated 22 April 2021 in relation to certain matters raised during the
Loan Hearings." The LPT and Mr McCollum also provided opening submissions at the

commencement of the module 4 Inquiry hearing on 30 October 2020.

With respect to the Context Hearings, Mr Purcell made an opening statement on 11
June 2021.% The LPT alsoc made an opening statement at the commencement of the

Context Hearing on 11 June 2021.'°

By letter dated 11 August 2021, following the conclusion of the Context Hearings, the
Inquiry requested closing submissions from Enforcement' on the following four

specific questions:
(a) What constituted a policy within INBS?
(b) What were the duties and responsibilities of executive directors?

(c) Were exceptions fo policy required to be brought before the Board in

commercial lending?

(d) The effect of the requirement for Board approval for loans above a certain

threshold in the context of compliance with internal policy.

2 Transcript SPCs 1-4 Remote Inquiry Hearing, dated 30 October 2020, page 74 to 86 (Doc ID: RDU_FT_SPC1-
4_D1-00000001).

3 Witness Statement of John S Purcell, dated 5 March 2021 {Doc ID: RDU_REL562-000000003).

4 Response (Specific Loans), dated 22 April 2021 (Doc ID: RDU_REL571-000000002) and Transcript SPCs 1-4
Remote Inquiry Hearing, dated 22 April 2021, page 83 et seq. (Doc ID: RDU_FT_SPC1-4_D18-000000001).

S Transcript SPCs 1-4 Remote Inquiry Hearing, dated 11 June 2021, page 29 to 63 (Doc ID: RDU_FT _SPC1-
4_D19-00000004).

6 Transcript SPCs 1-4 Remote Inquiry Hearing, page 12 to 29 (Doc ID: RDU_FT_SPC1-4 D19-00000004).

17 Letter from RDU to Enforcement Directorate, dated 11 August 2021 (Doc ID: RDU_REL616-000000001).
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3.42

3.43

3.44

3.45

3.46

3.47

3.48

Closing submissions were also sought from Mr Purcell’® and the LPT.

Enforcement provided its submissions on 23 September 2021." Mr Purcell provided
his closing submissions on 22 October 2021%° and the LPT provided outline

submissions on the four queries raised by the Inquiry on 23 November 2021.%!

Certain of these submissions are set out below as they are of general application to
SPCs 1 to 4 and to the issues considered and approach taken by the Inquiry in the

subsequent chapters.
The LPT’s submissions

The LPT commenced its opening submissions for the Context Hearings by addressing

what the LPT considered to be the relevant issues for consideration by the Inquiry.

The LPT stated that SPCs 1 to 4 related to INBS’s internal policies and whether it
complied with those policies in respect of commercial loans. If INBS did not comply
with its internal policies, as alleged, the Inquiry had to consider whether there was

participation by Mr Purcell in this non-compliance.

In each of SPCs 1 to 4, it was alleged that INBS was involved in a breach of the same
two statutory requirements and condition on authorisation: Regulation 16(1) of the
1992 Regulations; Section 76(1) of the 1989 Act; and Part 1 of the 2005 Regulatory

Document.

In the course of their opening submissions, the LPT referred fo a number of areas of
evidence that would be examined during the Context Hearings and which the LPT
suggested the Inquiry would need to consider before making any findings in relation to

SPCs 1 to 4. These areas were:

(a) Contemporaneous Reports prepared by the internal audit function of INBS, by
Deloitte on behalf of internal audit, and by KPMG who were INBS’s external
auditors. The evidence includes correspondence from the Financial Regulator
in relation o these reports, and the responses from INBS to the reports and the

correspondence arising from them.

18 Letter from RDU to John Stanley Purcell, dated 1 October 2021 (Doc 1D: RDU_REL620-000000003).

® Submissions on behalf of the Enforcement Directorate, dated 23 September 2021 (Doc ID: RDU_REL620-
000000005).

20 Closing Submissions of John S Purcell, dated 22 October 2021 (Doc ID: RDU_REL623-000000016).

2 Outline Submissions on behalf of the Legal Practitioner Team, dated 23 November 2021 (Doc ID:
RDU_REL6&23-000000015).
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(c)

Minutes of the various meetings at which these Contemporaneous Reports
were considered. The Inquiry was provided with all available minutes of these
meetings and heard from withesses who participated in or attended those
meetings. These were meetings of the Board, the Audit Committee, the Credit

Committee and the Provisions Committee of INBS.

General evidence from senior employees of INBS in commercial lending, credit

risk, loan administration, office administration, finance and internal audit.
Questions about the policies themselves and their proper interpretation.

Issues as to the respective roles that various bodies and persons played in
INBS, including that of Mr Purcell.

The relative importance of the breaches found to have been committed.

If there were breaches and there was participation, why did that occur? Was it
because of a culture of non-compliance or because of individual default, or just

because some policies were not seen as being important.

Finally, having examined issues specific to SPC 1, SPC 2, SPC 3 and SPC 4
and having established breaches and participation, what is the significance of
each breach in practical terms of compliance? What impact did these alleged

breaches have on risk management?

3.49 The Inquiry considered this a useful framework for considering the various strands of

evidence that are relevant to a consideration of whether Mr Purcell participated in
SPCs 110 4.

Mr Purcell’s submissions

3.50 In his opening submissions at the commencement of the Loan Hearings??, Mr Purcell
submitted that:

(a)
(b)

the April 2003 Credit Risk Policy was only a guideline;

the 9 November 2004 Commercial Lending Criteria was never considered by
the Board of INBS and therefore was not a policy that was tested against for

the purposes of the findings of any internal audit report; and

22 Transcript SPCs 1-4 Remote Inquiry Hearing, dated 30 October 2020, page 74 et seq. (Doc ID:
RDU_FT_SPC1-4_D1-00000001).
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3.51

3.52

3.53

3.54

3.55

(c) the 28 February 2007 Commercial Mortgage Lending Policy, which replaced
the April 2003 Credit Risk Policy, was only a guideline.

He submitted that guidelines were not rigid or inflexible, but were something to be

aimed for and that items were dealt with on a case by case basis.

Mr Purcell addressed various allegations against him arising from the loan file
documentation and his submissions in this regard will be considered in the course of

the examination of the individual SPCs.

Mr Purcell made submissions at the conclusion of the Loan Hearings in relation to
certain matters raised during the Loan Hearings. He dealt with the following eight

areas:
(a) executive management responsibility;

(b) the processing of CLAs;

(c) LTV breaches;

(d) case by case approval of loans;

(e) three specific loans approved by the Board in 2007;
(f) personal guarantees;

(@) credit grades; and

o

The first item listed above, executive management responsibility, is dealt with in
Chapter 2 of this Findings Report, which addresses Mr Purcell's roles and
responsibilities as Finance Director and as a Board member. Throughout this Findings
Report, but particularly in Chapter 11 which deals with SPC 7 and profit share lending,
the role of the Board of INBS in approving all large commercial loans is considered.
The extent to which non-compliance with policy was a significant feature in loans

emanating from the Belfast Branch of INBS is also considered.

ltems (b) to (h) above are dealt with, as appropriate, in the relevant SPC chapters of

this Findings Report.
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3.56

3.57

3.58

3.59

3.60

3.61

In his opening statement at the commencement of the Context Hearings, Mr Purcell
dealt firstly with the Impairment Provisioning Policy and the Notes on the
Implementation of Impairment Provisioning Policy.?® The second area he addressed
was loan policies and the assessment, recommendation and approval of commercial
loans. He stated: “There was compliance with policy in relation to the assessment,

recommendation and approval of commercial loans”.?*

Mr Purcell addressed the relevant policies that applied in INBS during the Review
Period, which he listed as being: the April 2003 Credit Risk Policy; the 28 February
2007 Commercial Mortgage Lending Policy; and the 27 June 2007 Credit Risk
Management Policy. He referred to the case by case guide and guidance approach
which he stated were important features of the lending policies. He quoted the 27 June
2007 Credit Risk Management Policy which stated at page 12: “Commercial Loan

Applications are assessed on a case by case basis”. %

Under this second area concerning loan policies addressed by Mr Purcell, he dealt
with Board approval.?® He stated: “The key features of the CLA, such as LTVs and
security, that were recommended to and approved by the Board, were not exceptions

to credit policy” %"

The third area addressed by Mr Purcell was in relation to the Debit Agreed Advance
(DAA) and this will be dealt with in the SPC 2 chapter.

The fourth area that Mr Purcell addressed in his opening statement was the Loan
Specific Allegations against him.?® These included an allegation in relation to credit
grading, the signing of a CMO, guarantees, LTVs and credit policies. These Loan
Specific Allegations are dealt with in Chapter 4 (the Loan File Analysis) and under the

relevant SPC in the following chapters concerning SPCs 1 to 4.

The fifth area addressed by Mr Purcell was the allegation that the output of INBS's

credit review function was not considered as part of the provisioning process, meaning

2 Transcript SPCs 1-4 Remote Inquiry Hearing, dated 11 June 2021, page 30 et seq. (Doc ID: RDU_FT_SPC1-
4_D19-00000004).

2 Transcript SPCs 1-4 Remote Inquiry Hearing, dated 11 June 2021, page 32 and 33 (Doc ID: RDU_FT_SPC1-
4_D19-00000004).

25 Transcript SPCs 1-4 Remote Inquiry Hearing, dated 11 June 2021, page 34 line 11 et seq. (Doc ID:
RDU_FT_SPC1-4_D19-00000004).

26 Transcript SPCs 1-4 Remote Inquiry Hearing, dated 11 June 2021, page 35 line 20 et seq. (Doc ID:
RDU_FT_SPC1-4_D19-00000004).

27 Transcript SPCs 1-4 Remote Inquiry Hearing, dated 11 June 2021, page 36 line 11 to 13 (Doc ID:
RDU_FT_SPC1-4_D19-00000004).

28 Transcript SPCs 1-4 Remote Inquiry Hearing, dated 11 June 2021, page 37 line 29 et seq. (Doc ID:
RDU_FT_SPC1-4_D19-00000004).
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that INBS was not compliant with the 2006 and 2007 Notes on the Implementation of

Impairment Provisioning Policy.?® This is dealt with under the relevant SPC in the

following chapters concerning SPCs 1 to 4.

3.62 The sixth and final area dealt with by Mr Purcell in his opening statement was

Contemporaneous Reports.*® He addressed the extent to which these reports had

raised issues in relation to LTV, guarantees, and credit grades.

3.63 In his closing submissions, dated 22 October 20213, Mr Purcell addressed three

specific points. Point 1 was divided into three sections as follows:

(a)

(c)

Mr Purcell firstly submitted that evidence from Mr McMenamin provided to the
Inquiry in his withess statement dated 6 July 2021, that he was unable to
implement audit recommendations because of staff shortages, which he had
discussed with Mr Killian McMahon, had not been communicated to the Audit
Committee. Mr Purcell submitted that if Mr McMahon had raised the issue of
staff shortages with the Audit Commitiee, the issue could have been resolved

by 2008 or earlier.

Mr Purcell also referred to Mr McMahon’s evidence to the Inquiry on 2 July
2021 that “the culture was, we’ll say we’ll do it and we may do it’.3? He submitted
that this contrasts with Mr McMahon’s witness statement where he said
“Imanagement] responses often indicated agreement with the recommendation
and a willingness to implement the recommendation. However, for a number of
recommendations, the recommendations may not have been implemented in
a timely manner and/or the risk may not have been sufficiently mitigated by
new processes introduced’ ** Mr Purcell submitted that “The audit committee
shouid have been informed of this diluted commitment to implementing

recommendations and Killian McMahon’s opinion as fo its effect’.

Mr Purcell’s final submission in this first section was in relation to evidence from
Mr McMenamin (incorrectly described as Tom McMahon). In his witness

statement, Mr McMenamin referred to “directives” and “interventions” by Mr

2% Transcript SPCs 1-4 Remote Inquiry Hearing, dated 11 June 2021, page 42 line 10 et seq. (Doc ID:
RDU_FT_SPC1-4_D19-00000004).

30 Transcript SPCs 1-4 Remote Inquiry Hearing, dated 11 June 2021, page 50 line 12 et seq. (Doc ID:
RDU_FT_SPC1-4_D19-00000004).

31 Closing Submissions of John S Purcell, dated 22 October 2021 (Doc ID: RDU_REL623-0000000186).

32 Transcript SPCs 1-4 Remote Inquiry Hearing, dated 2 July 2021, page 121 line 15 (Doc ID: RDU_FT_SPC1-
4 _D30-000000001).

33 Composite Witness Statement of Killian McMahon, dated 28 January 2021 (Doc ID: RDU_REL525-

000000009).
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Fingleton which caused the non-adherence to the Credit Committee terms of
reference and the non-implementation of recommendations in
Contemporaneous Reports. Mr Purcell submitted: “This meant the audit and
implementation of recommendations was undermined by Michael Fingleton
who had the authority and responsibility for oversight in this area. The audit
committee should have been informed of these “directives” and

B a

‘interventions™.

3.64 Mr Purcell concluded this section of his submissions by outlining what he entitled

“Responsibility and outcome”. He submitted as follows:

“5. Michael Fingleton and the lending area managers had the responsibility and
authority for the oversight of the commercial lending processes and the

implementation of audit recommendations relating to commercial lending.
Killian McMahon had “Sight” over the entire process.

6. Board members had sought and got commitments from Michael Fingleton
that instances such as loans being issued before a commercial mortgage offer
was signhed would not occur again (Note 1) as well as overall promises that

Michael Fingleton would attend to audit and other recommendations. (Note 2)

7. Killian McMahon dealt with Michael Fingleton on larger matters and matters

concerning commercial lending.

8. It is clear that oversight was not carried out by those responsible. The audit
committee should have been informed if “Sight” by the internal auditor was to
have been carried out properly. All of this resulted in the audit committee and

the board being prevented from carrying out their roies.

9. The lack of implementation of recommendations, oversight and reporting to
the audit committee chairman affected both the loan-specific and the non-loan
specific allegations. It meant that contemporaneous report recommendations
were nof dealt with properly by those responsible and information and
underlying documentation needed fo assess and process loans by commercial

lenders and the audit committee was not on file.

Note 1 C.Power, Interview 15/3/13, pages 116/117 (0.7.120.68375)
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Note 2 C.Power, WS- 2/11/2020, page 23. RDU_REL519-000000002" 3

3.65 In support of these submissions, Mr Purcell provided the Inquiry with detailed
references from Mr McMenamin, Mr McMahon, Mr Terence Cooney and the Audit

Committee meeting minutes, as follows:

‘Appendix 1.

Background detail and references.

1. Tom McMenamin’s Witness Statement dated 6 July 2021.

(Reference RDU REL 609-000000007).

a. Page 1 — “Staff shortages and inexperienced staff contributed to a fall in
Standards in filing, i. e. CLA’s completed but mis-filed.” (Par.1(b)).

b. Page 1 — “Applications (without adequate repayment capacity) would not
have progressed unless there was direct intervention from the managing

director which did happen on numerous occasions.” (Par.2(a)).

c. Page 2 — ‘I accept that the concerns in relation to preparation of CLA’s

continued due principally to directives from the managing director.” (Par.4 (a)).
d. Page 2 - Staff shortages and misfiling. (Par.4(b)).

e. Page 2- “chronic staff shortages - exceptions being agreed by the
managing director’. (Par.4(e)).

f. Page 4 - “Site visits were not permitted by MD”. (Par.11(b)).

g. Page 4 - “Staff shortages — Many and varied representations to Michael

Fingleton in this regard being dismissed out of hand”. (Par.14).
h. Page 1 — “On the instructions of the managing director loans were,
on occasions, advanced prior to CLA being completed. (Par. 1(b).

2. Killian McMahon’s evidence to the Inquiry Hearing on 2 July 2021.

(Reference RDU FT SPC 1-4 D30-000000001)

34 Closing Submissions of John S Purcell, dated 22 October 2021, page 4 (Doc ID: RDU_REL623-0000000186).
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a. Page 12/13- Killian McMahon said “I would have dealt with Michael Fingleton

on, | suppose, larger matters and matters concerning commercial lending.”

b. Page 77 — Lines 26 and 27 — Question — Per Michael Walsh- [ssues not
difficult to do.? Answer - Line 29 — Killian McMahon said “Yes, if we had
adequate staffing”. Page 78 — Lines 17 and 18-“staffing would have been dealt

with at a department level mostly”.

c. Page 121, line 15- Re recommendations and staff shortages. Killian

McMahon said “So, the culture was, we'll say we'll do it and may do it”.

d. Pages 122/123, “Sat down with Tom McMenamin on numerous occasions”.

(Re Staffing issues).

e. Page 125, Line 19 — Killian McMahon said “It wasn’t all to do with resourcing
you know, there were recommendations that could be implemented that just

weren’t. It wasn't the focus. Lending was the focus.”

f. Page 153, Line 24. Re Staff shortages, Killian McMahon said “So I could go
to Mr Cooney, but you know, -- you know, ultimately would he have swayed

Michael Fingleton? | don’t know.”

3. Terry Cooney’s witness statement for SPC 5 dated 29 September 2017,

page 8 paragraph 25. — Eamonn Daly , page 179 of the Investigation Report —

Killian McMahon, page 183 of the Investigation Report.

a. Terry Cooney was chairman of the audit committee from March 2006 to the

end of the Review Period and beyond.

b. Mr Cooney said in paragraph 25 of this statement: “| don’t recall any instance
where anyone in Internal Audit or on the audit committee had any complaints
about the level of cooperation from operating departments, management or the
Board of INBS and, if, that occurred and had been reported to me | would
certainly remember it”. (Reference RDU_WS_0000000019)

c. The statement in b. above was quoted in Michael Collins S.C. (for M. Walsh)
opening statement for SPC 5 on 13 December 2018 page 182. (Reference
RDU_FT_D3-00000002).

d. In paragraph 4.97, page 179 of the Investigation Report, Eamon Daly’s,

(Internal Auditor) Section 41 response says the following. “The Managing
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Director would have had a general oversight role in his capacity as chief
executive and also more specifically a role in relation fo over-seeing and/or
driving forward implementation of internal audit recommendations in

commercial lending.”

e. In paragraph 4.111 of the Investigation Report, Killian McMahon further
stated. “The Managing Director, Michael Fingleton, and the UK General
Manager, Gary McCollum, were tasked with the responsibility of implementing

audit findings relating to the Belfast and London offices.”

Appendix 2- Audit committee seeking implementation of recommendations. —

The Internal Audifor's statements to the audit committee about the

implementation of recommendations.

From 2004 the minutes of audit committee meetings record that the committee
had been continually seeking improvements and the implementation of
recommendations in contemporaneous reports in relation fo commercial

lending.
The minutes state that on:
1.23 Nov.2004 (0.7.120.56226, page 3(D).)

“The Chairman mentioned, in relation to the Commercial Lending Review
carried out by KPMG that the items highlighted in red on the KPMG report must
be addressed promptly to ensure that they do not re-appear as concerns. The

Internal Auditor would follow up on the completion of these items.”
2. 18 Oct.2005. (0.7.120.56773, page 3).

“The committee emphasised that all the recommendations should be

completed without delay’.
3. 14 June 2006. (0.7.120.56364 page 1.)

“The committee emphasised that all items on the audit of the commercial
administration department which have yet to be implemented should continue

to be followed up as a matter of urgency”.

4. 25 October 2006. (0.7.120.56874 page 1.)

“The Iimportant recommendations of KPMG and the Financial Regulator
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especially those concerning the U.K. business must be implemented.”

5. 6 September 2007. (0.7.120.56361 page 3(B))

“ The committee agreed that the following was a major weakness in the Belfast
control environment. The documentation used to support lending decisions is
inconsistent and is largely based on the Society’s knowledge of and history with
the customer. This previously gathered informationis not always apparent from
the mortgage files. The projections/assumptions supplied by customers are
often not sufficient to form a complete understanding/view of the projects
profitability. The completeness and consistency of documentation must be
enhanced to ensure the Society is making informed lending decisions.
Minimum documentation (such as projections) which form the basis of decision

making must be specified and obfained.”
6. 26 May 2008. (0.7.120.57529 page 2 (5)).
In relation to the Deloitte May 2008 audit.

“The Committee’s view was that the recommendations must be implemented
now. In addition a process will be introduced fo ensure that the findings have
been properly implemented and remain in force on a continuing basis. The
audit committee sought a report from the Internal Auditor by the end of July
2008 and again at the end of January 2009 on the implementation of the
recommendations as well as a review of the operations of the credit

committee.”

7. 4 November 2008. (0.7.120.56063 page 1).

“ The audit committee noted that nine of the recommendations made in the
Deloitte May 2008 review were reported in the September review as ‘not
addressed”. The committee was disappointed at the progress in implementing

recommendations from the May 2008 Review.”

The Internal Auditors statements in audit committee meeting minutes (and in

an email ) about the implementation of recommendations.

1. 25 October 2006. (0.7.120.56874 page1 (2)).

“ The Internal Auditor said that the recommendations arising from the

commercial lending administration audit were 80% complete with 2 items to be
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completed by the end of October 2006.”
Page 2 (8) Commercial lending audit.

“‘Most of the recommendations arising from Deloittes audit (2006) of

commercial lending had been implemented.”

2. 19 December 2006 (0.7.120.57335 page 3).

“The Internal Auditor said that the recommendations relating to commercial
lending are being implemented. The Internal Auditor said the outstanding items
on the Belfast audit will be dealt with in January 2007. The committee asked
that all these recommendations should be dealt with before the audit is

complete.”
3. 26 May 2008. (0.7.120.57529).
Re Deloitte audit May 2008:

“ The committee noted that the report indicated the recommendations arising

from the seven priority one findings have been implemented.

The committee sought a report to obtain assurances that recommendations

were implemented and continued in place”

In an email to Directors dated 31 July 2008 (copied to S.Purcell)
(0.7.120.293425 + attachments) the Internal Auditor confirmed that of the 14

recommendations made by Deloitte in May 2008, 11 were implemented.

4. 12 September 2008. (0.7.120.56436)

Page 2, (3).” The Internal auditor mentioned that the loan stress

testing had been delayed due fo staff illness.”

Page 3, (8). Belfast audit. “ The Internal Auditor said that the recommendations

were being worked on and a number were already in place”*

35 Closing Submissions of John S Purcell, dated 22 October 2021, pages 5 to 11 (Doc ID: RDU_REL623-

000000016).

68



3.66

3.67

The second area addressed in Mr Purcell's closing submissions related to the
contraventions alleged in SPCs 1 to 4 and these are dealt with in the appropriate

chapters of this Findings Report.

Mr Purcell’'s final submission related to the 9 November 2004 Commercial Lending
Criteria and the Inquiry has agreed with Mr Purcell’'s submission in this regard — see

paragraph 3.70 below.

POINTS OF GENERAL APPLICATION

3.68

3.69

3.70

3.71

3.72

The following points considered by the Inquiry are set out in this introductory chapter

as they are of general application to the subsequent chapters relating to SPCs 1 {o 4.
Inquiry’s decision on the 9 November 2004 Commercial Lending Criteria

As indicated above, the Inquiry requested submissions from Enforcement, the LPT and
Mr Purcell on four specific queries. The first query sought guidance on what constituted
a policy within INBS. This arose due to the submission by Mr Purcell (as outlined
above) that the 9 November 2004 Commercial L.ending Criteria was not an internal
policy in INBS as there was no evidence in the Board meeting minutes that it was ever

formally presented to the Board for approval.

Having considered the submissions received from the LPT, Enforcement and Mr
Purcell on this point, the Inquiry decided that the @ November 2004 Commercial
l.ending Criteria did not constitute an INBS internal policy and therefore could not be
the basis for any allegation of failure to adhere to policy either on the part of INBS or
Mr Purcell. The reasons for this decision of the Inquiry are set out in full in Appendix
10 of this Findings Report.

The other queries raised by the Inquiry, including Mr Purcell’s roles and responsibilities

in INBS, are dealt with as they arise in this Findings Report.
Mr Purcell’s receipt of Contemporaneous Reports

INBS’s suspected non-compliance with internal policies in respect of the issues
identified in SPCs 1 to 4, was referred to in Contemporaneous Reports, and these are
referred to as appropriate throughout this Findings Report. These reports were
prepared by KPMG, Deloitte and Mr Killian McMahon, who was the internal auditor of
INBS from December 2004 until after the Review Period. Mr McMahon confirmed to

the Inquiry that Mr Purcell received all audit reports and reviews that were considered
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by the Audit Committee, prior to the relevant Audit Committee meeting. This was

confirmed by Mr Purcell in the course of his oral evidence to the Inquiry.*®
Mr Purcell’s attendance at Audit Committee and Board meetings

3.73 Inthe following chapters, reference is made to Audit Committee and Board meetings.
The Inquiry has established by reference to the minutes of such meetings that Mr
Purcell was in attendance at all meetings referred to unless they have otherwise stated.
He attended the Audit Committee meetings as secretary to the Audit Committee and

he attended the Board meetings as a Board member.

36 Transcript SPCs 1-4 Remote Inquiry Hearing, dated 21 July 2021, page 39 line 18 to 20 (Doc ID:
RDU_FT_SPC1-4_D31-000000001).
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CHAPTER 4

LOAN FILE ANALYSIS

INTRODUCTION

4.1

4.2

4.3

4.4

4.5

As outlined in the previous chapter, in order to make their findings in respect of INBS’s
alleged commission of SPCs 1 to 4 and subsequently Mr Purcell’s participation in
same, the Inquiry first had to consider the Loan Sample documentation and the
evidence from the Loan Hearings, and carry out a loan by loan analysis to determine

the Loan Specific Allegations against INBS and Mr Purcell.

Each of the loans set out below form part of the Loan Sample and are grouped under

the relevant customer.

In conducting the below lcan by loan analysis, the Inquiry utilised the Consolidated
Tables which accompanied the Investigation Report. These tables set out the details
of the particular loan, the details of the Loan Specific Allegation and the policies in
respect of which a breach was alleged. These tables form the basis of the Inquiry’s

consideration of the Loan Specific Allegations.

Included at Appendices 11 to 17 are a number of tables setting out the relevant internal
policies alleged to have been breached in the case of each SPC, and the applicable
policy provisions. In the following Loan File Analysis, the relevant policy for each Loan

Specific Allegation is referenced.

In the following Loan File Analysis, reference is made to certain Loan Sample
documentation, such as ClL.As, CMOs, Credit Committee and Board meeting minutes,
Summit account details etc. In accordance with the Evidence Protocol, these
documents have been accepted by the Inquiry as evidence of the information
contained therein unless otherwise disputed by the Persons Concerned.' The Inquiry’s
approach to the evidence is set out in detail in Chapter 1 paragraphs 1.33 to 1.36, and
an overview of the Loan Sample documentation is included in Chapter 3, paragraphs
3.7 to 3.25.

' Evidence Protocol, dated 20 February 2017 (Doc 1D: RDU_REL5-000000003).
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4.6

4.7

4.8

4.9

Of the 98 loans in the Loan Sample, a total of 54 were transferred to the National Asset
Management Agency (NAMA).2 Where a particular loan analysed below was

transferred to NAMA this is noted in the following Loan File Analysis.

All of the loans in this analysis emanated from the Belfast Branch of INBS unless
otherwise stated, and all but one represented repeat business from the customers in

guestion.

The Inquiry sets out its findings below in respect of the Loan Specific Allegations. As
explained above, the loans were grouped by customer and the evidence was
presented to the Inquiry during the Loan Hearings on a loan by loan basis. Not every
Loan Specific Allegation was advanced in respect of each loan, and accordingly each
of the loans analysed below will vary in the number of Loan Specific Allegations relating
to it. For ease of reference, a table setting out each of the SPC 1 to 4 Loan Specific

Allegations advanced and the finding made by the Inquiry is included at Appendix 7.

The loan files summarised in the following chapter do not purport to be a detailed
description of the loan files in question. The Inquiry has included only such information
and context as is necessary to identify whether a particular SPC Allegation has

occurred in a specific loan file.

2 The National Asset Management Agency Act 2009 came into effect on 21 December 2009 as part of an effort to
stabilise the Irish financial system. The act introduced an asset relief scheme for financial institutions in Ireland,
whereby participating institutions could transfer eligible loans to the newly formed agency, in exchange for
government bonds. INBS was designated as a participating institution following application to the Minister for
Finance, and commenced transferring property related loans to NAMA from 27 March 2010.
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4.10

4.1

4.12

4.13

4.14

During the Review Period the_ was a large UK property development
company, and the borrowers the subject of this tranche of loans were all companies

that were part or wholly owned by_ or by the directors of _

I There were a total of 23 loans under this customer provided to a total of 12
different borrower companies. Some of the loans involved one, two or three sub-loans

made fo the same borrower in relation to the same transaction.

sorower [

Loan 1 and Loan 3 - background {o loans

These were two loans made available by INBS in 2007 and 2008 as part funding to
purchase 869 public houses in the UK (the-portfolio). The total funding
requirement was £336 million. HBOS bank had agreed to fund £277 million and INBS
was being asked to fund the balance of £59 million. The loans were referred to as L.oan
1 and Loan 3 but it was not clear from the documentation available to the Inquiry
whether there was a Loan 2. If Loan 2 existed, no allegations have been made in

respect of it.

This proposal was introduced by Mr Gary McCollum in an internal memorandum to Mr
Michael Fingleton, dated 3 April 2007.2 Mr McCollum stated that the borrower was in
the process of refinancing their existing portfolio and it was intended that INBS's
existing facilities be repaid substantially from this refinancing. INBS was to retain its

entitlement to a 25% profit share upon resale.

An initial project assessment undertaken by CBRE and dated 10 April 20074 indicated
a value of £328 million for the portfolio. This was followed up by a more detailed

assessment and valuation dated 11 May 2007 confirming that value.®

The CLA was dated 10 April 2007° and it provided for a loan of £59 million for a one
year term with interest only payments for the duration of the term, to be serviced
through rental income. The LTV was 100% based on the purchase price and the

security was a mortgage over the assets of the borrower to include a second legal

3 Internal memorandum frem Gary McCollum to Michael Fingleton, dated 3 April 2007 (Doc ID: 0.7.120.5759).
4 CBRE Project — Preliminary Assessment, dated 10 April 2007 (Doc ID: 0.7.120.20144).

5 CBRE Project Valuation Report, dated 11 May 2007 (Doc ID: 0.7.120.15833).

8 Commercial Loan Application, dated 10 April 2007 (Doc 1D: 0.7.120.9424).
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charge over the properties the subject matter of the loan. The facility was
recommended for approval at the Credit Committee meeting dated 12 April 20077, and
was duly approved at the Board meeting dated 24 April 2007.% The CMO dated 12 April
2007 was signed by the borrowers on 14 April 2007.° The loan was drawn down to the
account of Howard Kennedy, INBS’s solicitors, who were acting for both sides in this

transaction.

4.15 On 22 February 2008 the borrower wrote to Mr McCollum summarising the disposal
programme in the- portfolio but also requesting a further facility of £3.5 million
to cover capital expenditure outlays on the project.'® A disposal schedule dated 29
February 2008 was also forwarded." An additional CMO for £3.5 million (Loan 3) was
issued on 15 April 2008.'? On 22 December 2009 the Summit accounts for these loans

showed write offs of approximately £61 million and £3.275 million respectively.'

4.16 Twelve of the Loan Specific Allegations were advanced in respect of the two loans to
this borrower. Full details of these Loan Specific Allegations are set out below under
each loan, and are also included in the Table of SPC 1 to 4 Loan Specific Allegations

and Findings at Appendix 7 hereto.
Loan 1

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.
{b) Forecast cash flow analysis.

4.17 The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

4.18 That policy listed a “Business Plan/Proposal’ as one of the required basic criteria for a

commercial loan." There was no formal definition of what a “Business Plan” should

7 Minutes of Credit Committee meeting, dated 12 April 2007 (Doc 1D: 0.7.120.9661).
8 Minutes of Board meeting, dated 24 April 2007 (Doc ID: 0.7.120.7630).

9 Commercial Mortgage Offer, dated 12 April 2017 (Doc 1D: 0.7.120.43088).
10 Letterfrom_ to Gary McCollum, INBS, dated 22 February 2008 (Doc ID:

0.7.120.895572).
" disposal pipeline at 29 February 2008 (Doc I1D: 0.7.120.896016-000001).
2 Additional Commercial Mortgage Offer, dated 15 April 2008 (Doc ID: 0.7.120.894095).

13 Summit Account No || ] ]l Doc 1D: 0.7.120.760719) and Summit Account No
Doc ID: 0.7.120.760664).
See Chapter 5, paragraph 5.109 for details of the “Basic Criteria” or information that was required by INBS

internal policy to assess a borrower’s capacity to repay a loan.
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4.19

4.20

4.21

4.22

4.23

4.24

comprise, either in any internal policy or in any generally available guidelines or
recommendations. The policy stated: “All commercial Loan Applications (CLA) must
be prepared and supporting documentation in place prior to all loans being presented
to the Credit Committee”. It also stated: “All the Society’s terms and conditions must

be complied with in full before any drawdown or stage payment is made”.

The Inquiry examined a number of documents of relevance to this SPC Allegation. The
first, dated 3 April 2007, was an internal memorandum written by Mr McCollum to Mr

Fingleton setting out the proposal.’®

This internal memorandum was based on a letter dated 27 March 2007'® received by
Mr McCollum from the borrower which outlined the bones of the proposed acquisition
and stated that they had made an offer “based on information supplied fo us by the
vendor’ together with site visits. Under the heading “Further information available in

electronic format’ the letter stated:

“A full pub database prepared by PC Hanson & Co., which we have made

available to you in addition to the various property reports”.

The letter also indicated that the borrowers had engaged CBRE {o undertake a full
valuation and “a deskfop valuation will be complete prior to exchange”. This desktop
valuation was dated 10 April 2007" and was described by CBRE as an interim
preliminary assessment for the-portfolio. It valued the portfolio at £328 million.

The borrowers had engaged the law firm Addleshaw Goddard to undertake due
diligence on the properties and produce a detailed report which analysed the pub
portfolio by category, provided a title report, provided a rental income report and

identified material issues. This report became available on 17 April 2007.8

The internal memorandum and the subsequent CLA' recorded that interest on this

loan would be fully serviced from rental income from the portfolio.

A formal valuation was produced by CBRE dated 11 May 2007.%° This confirmed the

desktop valuation of £328 million. The desktop valuation was dated the same date as

5 Internal me,
16 | etter from
0.7.120.919276).
7 CBRE Project |l - Prelimina
'8 Addleshaw Goddard, Draft Project

ichael Fingleton, dated 3 April 2007 (Doc I1D: 0.7.120.5759).
to Gary McCollum, INBS, dated 27 March 2007 (Doc ID:

ry Assessment, dated 10 April 2007 (Doc ID: 0.7.120.20144).
_Property Report (Doc ID: 0.7.120.921086).

19 Internal memorandum, dated 3 April 2007 (Doc ID: 0.7.120.895907) and Commercial Loan Application, dated
10 April 2007 (Doc ID: 0.7.120.895588).

20 CBRE Project

Valuation Report, dated 11 May 2007 (Doc ID: 0.7.120.15833).

75



4.25

4.26

4.27

the CLA, 10 April 2007, which proposed a loan of £59 million for 12 months witha LTV
of 100%.

The CMO issued on 12 April 20072" and was signed by the borrower on 14 April 2007.
This was followed by a letter to Howard Kennedy??, which said that monies would be
transferred into their account and stated: “Obviously these funds should be held to your
order until you are entirely satisfied that all matters and documentation is [sic] in order
for exchange’. The Society Advance Detail (SAD) dated 16 April 2007%° shows a
drawdown of £33,012,500 to the account of Howard Kennedy.

Howard Kennedy replied by letter dated 17 April 20072* with a licensing report and a
copy of the Scottish property report, together with an executive summary of the
Addleshaw Goddard due diligence report prepared in relation to the English properties.
It appears that contracts were {o be exchanged on 17 April 2007 with completion

expected two weeks later.?®

The Inquiry is of the view that the various documents analysing the proposal and the
income being generated by the portfolio together with a valuation (albeit desktop) did,
when taken together, constitute a business plan as they illustrated the capacity of the

borrower to repay the loan.

The Inquiry finds that a business plan was acquired in respect of the first of

these loans and that, accordingly, SPC 1.3 is not proven against INBS.

Interest was to be paid from the rental income of the properties. A schedule of rental
income was provided as part of the Addleshaw Goddard report.?® In the Inquiry’s view,

this satisfied the requirement for a cash flow analysis.

The Inquiry finds that a forecast cash flow analysis was acquired in respect of

this loan and, accordingly, that part of SPC 1.3 is not proven against INBS.

21 Commercial Mortgage Offer, dated 12 April 2007 (Doc ID: 0.7.120.37171).

22 | etter from Gary McCollum, INBS, te Martin Philips, Howard Kennedy, dated 13 April 2007 (Dec ID:
0.7.120.926304).

23 Society Advance Detail, dated 16 April 2007 (Doc ID: 0.7.120.11035).

2 | etter from Martin Philips, Howard Kennedy, to Gary McCollum, INBS, dated 17 April 2007 (Doc ID:

0.7.120.920730).
25 | etter from to Gary McCollum, INBS, dated 30 March 2007 (Doc ID:

0.7.120.918104).
26 The schedule of rental income is included at schedule 8 of the report, page 194 of 265 (Doc ID:
0.7.120.921086).
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4.28

4.29

4.30

4.31

4.32

SPC 2.6: Funds advanced prior to Board approval and not in compliance with

INBS’s urgent credit decision approval procedures.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 19 July 2006 Commercial Credit Committee Terms of Reference. The
applicable urgent credit decision approval procedures were in the Board Resolution
September 2002 and the 19 July 2006 Commercial Credit Committee Terms of
Reference. (See Table included at Appendix 12).

The facility was recommended for approval at the Credit Committee meeting on 12
April 2007%" and was duly approved at the Board meeting on 24 April 2007.?¢ The CMO
dated 12 April 2007 was signed by the borrowers on 14 April 2007.2° On 16 April 2007,
funds were advanced to Howard Kennedy, with a caveat that they “should be held fo
your order until you are entirely satisfied that all matters and documentation is in order

for exchange” >

The 28 February 2007 Commercial Morigage Lending Policy under “Drawdown”
stated: “All the INBS’s terms and conditions must be complied with before any

drawdown or stage payment’.

The 28 February 2007 Commercial Mortgage Lending Policy required urgent credit
decisions to be approved by two members of the Credit Committee and by the
Managing Director. Any loans so approved should have been signed off by the Credit

Committee and the Board as soon as practicable.

The SAD dated 16 April 2007 is evidence of the initial drawdown.®' In a memorandum
dated 13 April 2007, Mr McCollum instructed Mr David Murray, head of treasury to
make a payment on 16 April 2007 in favour of Howard Kennedy.*? The drawdown
predated the Board meeting held on 24 April 2007.

There is no evidence from the file or the Credit Committee or Board meeting minutes
that the urgent credit decision approval procedures were complied with before funds

were advanced in this loan.

27 Minutes of Credit Committee meeting, dated 12 April 2007 (Doc ID: 0.7.120.9661).

28 Minutes of Board meeting, dated 24 April 2007 (Doc ID: 0.7.120.7630).

2 Commercial Mortgage Offer, dated 12 April 2017 (Doc ID: 0.7.120.43088).

30 | etter from Gary McCollum, INBS, te Martin Philips, Howard Kennedy, dated 13 April 2007 (Dec ID:
0.7.120.926304).

31 Society Advance Detail, dated 16 April 2007 (Doc ID: 0.7.120.11035).

32 Internal memorandum from Gary McCollum to David Murray, dated 13 April 2007 (Doc ID: 0.7.120.929472).
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4.33

4.34

4.35

4.36

4.37

4.38

4.39

The Inquiry finds that funds were drawn down prior to Board approval and that,

accordingly, SPC 2.6 is proven as against INBS.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies here were the December 2007 Commercial Mortgage Lending

Policy and the Moratoria Policy December 2007. (See Table included at Appendix 12).

The December 2007 Commercial Mortgage Lending Policy stated that no individual
staff member was authorised to vary conditions of a loan approved by the Credit
Committee. Any variation had to be considered, approved and minuted by the Credit
Committee. The Moratoria Policy December 2007 stated that variations to moratorium
accounts could only be amended with the written approval of either all members of the
Credit Commitiee, or any two of the following: managing director; commercial lending

manager; or mortgage administration manager.

The term of the loan in the CLA®*® and the CMO** was stated as 12 months with an
original expiry date of 15 April 2007. However, it is clear from an examination of the
Summit account that the loan was extended beyond the Review Period.*® In December
2009, the Summit account showed that the balance of £61 million was written off in
respect of this loan. There is no evidence on the loan file or from Credit Committee
and Board meeting minutes and packs that this loan was extended in accordance with

internal policy.

The Inquiry finds that the term of this loan was extended with no approval

process being applied and that, accordingly, SPC 2.9 is proven against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy here was the 28 February 2007 Commercial Mortgage Lending
Policy. (See Table included at Appendix 12).

The loan was recommended for approval by the Credit Committee on 12 April 2007.3¢
The CMO also issued on 12 April 2007. Whilst the CMO was issued on the same date

as the Credit Committee meeting, it was issued prior {o the Board mesting. Board

33 Commercial Loan Application, dated 10 April 2007 (Doc I1D: 0.7.120.25734).

34 Commercial Mortgage Offer, dated 12 April 2007 (Doc ID: 0.7.120.43088).

35 Summit Account spreadsheet (Doc [D: 0.7.120.802320).

36 Minutes of Credit Committee meeting, dated 12 April 2007 (Doc 1D: 0.7.120.9661).
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4.40

4.41

4.42

4.43

4.44

approval was required for this loan as it was above the discretionary limit for the Credit
Committee, which was €1 million at that time. The Board meeting approving the loan
was held on 24 April 2007.%7

From an examination of the loan file and Credit Committee and Board meeting
minutes, there is no evidence that the urgent credit decision approval procedures were

followed in respect of this loan.

The Inquiry finds that the CMO was issued prior to Board approval and that the
urgent credit decision approval procedures were not complied with and,

accordingly, that SPC 2.13 is proven against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policy was the 28 February 2007 Commercial Morigage Lending Policy.
(See Table included at Appendix 13).

That policy stated that personal guarantees should be acquired where the borrower

was a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors

of_ Neither the CMO? nor the CLA®® made any

reference to a personal guarantee from any of the identified directors of-
_The Credit Committee recommendation*® made no
reference to security and the Board decision*' made no reference to guarantees from

directors or conftrollers.

The Inquiry finds no evidence that personal guarantees were sought or received

in relation to this loan and, accordingly, that SPC 3.2 is proven against INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purceli

attended the Board meeting at which this loan was authorised and therefore

37 Minutes of Board meeting, dated 24 April 2007 (Doc 1D: 0.7.120.7630).

38 Commercial Mortgage Offer, dated 12 April 2007 (Doc ID: 0.7.120.43088).

3% Commercial Loan Application, dated 10 April 2007 (Doc ID: 0.7.120.25734).

49 Minutes of Credit Committee meeting, dated 12 April 2007 (Doc ID: 0.7.120.9661).
41 Minutes of Board meeting, dated 24 April 2007 (Doc 1D: 0.7.120.7630).
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4.45

4.46

4.47

4.48

knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

The relevant policy here was the 28 February 2007 Commercial Mortgage Lending
Policy. (See Table included at Appendix 13).

As outlined in that policy, the maximum LTV for “Pub Lending” was 70%. In
circumstances where most of the public houses in this case were being acquired for
resale, rather than with a view to running them as a business, it is arguable that these
loans could be categorised as “Development Finance”. That category of loan was not
assignhed a LTV in the 28 February 2007 Commercial Mortgage Lending Policy, but
was o be assessed on a case by case basis. The Inquiry does not believe that, on the

balance of probabilities, an adverse finding can be made in the circumstances.

The Inquiry finds that the internal policy provisions relating to LTV limits were
not breached in this loan and that, accordingly, SPC 3.4 is not proven against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. In light of the Inquiry’s finding in respect of INBS, this loan specific participation

allegation against Mr Purcell now falls away.

SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.

In light of the above finding in respect of SPC 3.4, this allegation against INBS now

falls away.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As the allegation against INBS falls away, this loan specific participation

allegation against Mr Purcell also now falls away.
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4.49

4.50

4.51

4.52

Loan 3

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.
{b) Forecast cash flow analysis.

The relevant policy was the December 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).The requirement of “General Basic Criteria” was
the same in that policy as in the 28 February 2007 Commercial Mortgage Lending
Policy.

When this loan first came before the Credit Committee*? on 13 March 2008, it was
marked “Put on Hold by Credit Committee because Additional information required
with regard to INBS total debt ol - This wording suggests that what
was required was an update with regard to the total of this borrower’s debt to INBS.
This was provided at the Credit Committee meeting on 10 April 2008* and the facility
was duly sanctioned. The additional information does not appear to refer to the loan

itself but rather {o the borrower.

The facility, referred to as Loan 3, was requested by the borrower by letter dated 22
February 2008.% This letter enclosed a breakdown of the capital expenditure to date
and it stated that it was the borrower's belief that capital expenditure for the estate
would be £3.5 million. This additional facility was requested in order to carry out a
programme of capital expenditure, which would be paid for by an increase in rent in

pubs where the expenditure had taken place.

In the internal memorandum requesting this additional loan*®, Mr McCollum informed
Mr Fingleton that by October “fotal debt is forecast of £243million with income of
£23million and a value of £365million”. 1t also stated that 123 of the 248 pubs identified
for sale had been sold which had realised a profit of £21,565,790. Taking this additional
information into account, the Inquiry believes that there was an adequate business

plan and cash flow analysis in respect of this additional loan.

42 Minutes of Credit Committee meeting, dated 13 March 2008 (Doc ID: 0.7.120.27827).

43 Minutes of Credit Committee meeting, dated 10 April 2008 (Doc I1D: 0.7.120.40596).

44 Letterfromﬂto Gary McCollum, INBS, dated 22 February 2008 (Doc ID:
0.7.120.895572).

45 Internal memorandum, dated 4 March 2008 (Doc ID: 0.7.120.20591).
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4.53

4.54

4.55

4.56

4.57

4.58

4.59

The Inquiry finds that a business plan and cash flow analysis was acquired in
respect of this additional loan and that, accordingly, SPC 1.3 is not proven as
against INBS.

SPC 2.12: Terms outlined in the CLA and approved by the Board differed to the
terms outlined in the CMO.

The relevant policy was the December 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 12).

In the CLA the term of the loan was stated to be eight months. In the CMO* the term

of the loan was stated to be six months.

During the course of the Loan Hearings, the LPT made two observations in relation to
this allegation. Firstly, there was a delay in processing this loan, which could explain
why the term ended up being reduced. Second, although it is contrary to policy to alter
the term of a loan, it may be that a reduction in the term of the loan, as opposed to an
extension of the term of the loan, could be considered a less serious contravention of
the policy. The Inquiry does not believe that this breach was of sufficient seriousness

as to merit an adverse finding against INBS.

The Inquiry finds that the allegation with respect to SPC 2.12 has not been

proven against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 13).

The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of] Neither the CMO*® nor the CLA* made any
reference to a personal guarantee from any of the identified directors of-

_ The Credit Committee sanction®® made no reference to

46 Commercial Loan Application, dated 6 March 2008 (Doc I1D: 0.7.120.24987).

47 Additional Commercial Mortgage Offer, dated 15 April 2008 (Doc ID: 0.7.120.40463).
48 Additional Commercial Mortgage Offer, dated 15 April 2008 (Doc ID: 0.7.120.40463).
4% Commercial Loan Application, dated 6 March 2008 (Doc 1D: 0.7.120.24987).

50 Minutes of Credit Committee meeting, dated 10 April 2008 (Doc ID: 0.7.120.40596).
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4.60

4.61

4.62

4.63

4.64

security and the Board meeting minutes® made no reference to guarantees from

directors or conirollers.

The Inquiry finds no evidence that personal guarantees were sought or received

in refation to this loan and that, accordingly, SPC 3.2 is proven against INBS.

SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

The relevant policy here was the December 2007 Commercial Mortgage Lending

Policy. (See Table included at Appendix 13).

According to the CLA®?, the purpose of this loan to_

was to carry out capital expenditure on the-port‘folio. If this loan was
categorised as “Pub Lending” the same maximum LTV applied as under the 28
February 2007 Commercial Morigage lLending Policy. If it was categorised as
“Development Finance”, then the LTV could be determined on a case by case basis.
As found in the case of Loan 1 above, the Inquiry does not believe that, on the balance

of probabilities, an adverse finding can be made in the circumstances.

The Inquiry finds that the internal policy provisions relating to LTV limits were
not breached in this loan and, accordingly, that SPC 3.4 is not proven against
INBS.

SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.

This allegation was advanced against INBS only and so (for the reasons set out in
Chapter 3 paragraph 3.29) it was not opened during the SPC 1 to 4 Loan Hearings.

Accordingly, this allegation was not considered by the Inquiry.

5" Minutes of Board meeting, dated 21 April 2008 (Doc ID: 0.7.120.7090).
52 Commercial Loan Application, dated 6 March 2008 (Doc ID: 0.7.120.24987).
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4.65

4.66

4.67

Loan Account:-

Loan 1 and Loan 2 - background {o loans

In an internal memorandum dated 4 July 2007°, Mr McCollum outlined the proposal
that would form the basis of the_ loan. The loan required was £155
million to purchase a 7.8 acre site in _in London. The site was granted
planning permission for residential (613 private and 335 affordable flats), commercial,
retail, and restaurant development, in February 2006. The term of the loan was for 12
months with an interest and capital moratorium. The internal memorandum indicated
that INBS would be entitled to 25% of the £58 million estimated profit, subject to a
minimum of £6.75 million. It further indicated that it was intended fo refinance the INBS
loan facility for the construction phase of the project, but INBS would remain entitled

to its 25% share of profit. This loan facility was granted by INBS in July 2007.

Following a successful sales launch of phase 1 of the project, the client requested a
further loan facility of £26.25 million in February 2008 to finance the construction of
basement car parks and other additional works on the site. The Summit account for
the first of these loans shows an outstanding balance as at 10 January 2010 of
£157,435,118.63.> The outstanding balance for the second loan, as at 12 January
2010, was £27,075,735.21. Both loans were transferred to NAMA.>°

There were eight Loan Specific Allegations advanced in respect of the two loans o
this borrower. Full details of these Loan Specific Allegations are set out below under
each loan, and are also included in the Table of SPC 1 to 4 Loan Specific Allegations

and Findings at Appendix 7 hereto.
Loan 1

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:

(a) Three years’ audited accounts.

53 Internal memorandum, dated 4 July 2007 (Doc ID: 0.7.120.30107).
54 Extract from Summit Account No dated 11 January 2010 (Doc ID: 0.7.120.760628).

55 A description of NAMA is contained in footnote 2 of this chapter.
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The relevant policy here was the 28 February 2007 Commercial Mortgage Lending
Policy. (See Table included at Appendix 11).

As can be seen from that policy, three years’ audited accounts was listed as one of the
basic criteria for commercial Iending_was incorporated on 29 July
1997%, and therefore three years’ audited accounts would have been available. There
is no evidence on the file that these accounts were sought or acquired by INBS in

respect of this loan.

The Inquiry finds that there is no evidence that three years’ audited accounts
was sought or acquired in respect of this loan and it finds that, accordingly, SPC

1.3 is proven as against INBS.

SPC 2.5: Loans advanced prior to quorate Credit Committee meeting (at which
the loans were approved or recommended) and not in compliance with INBS’s

urgent credit decision approval procedures.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 19 July 2006 Commercial Credit Committee Terms of Reference. The
applicable urgent credit decision approval procedures were in the 19 July 2006
Commercial Credit Commitiee Terms of Reference. (See Table included at Appendix
12).

The CMO for this loan was dated 9 July 2007.% The first drawdown of £137 million to
Howard Kennedy was on 10 July 2007.°® The loan facility was recommended for

approval at the Credit Committee meeting on 17 August 2007.%°

From an examination of the loan file and Credit Committee and Board meeting minutes
and packs, there is no evidence that the urgent credit decision approval procedures as

set out in policy were complied with.

The Inquiry finds that this loan was advanced prior to the Credit Committee
meeting and not in compliance with urgent credit decision approval procedures

and that, accordingly, SPC 2.5 is proven against INBS.

56 Equifax Report (Doc ID: 0.7.120.927837).

57 Commercial Mortgage Offer, dated 9 July 2007 (Doc I1D: 0.7.120.25676).

8 Society Advance Detail, dated 10 July 2007 (Doc 1D: 0.7.120.6816).

59 Minutes of Credit Committee meeting, dated 17 August 2007 (Doc ID: 0.7.120.20598).
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SPC 2.6: Funds advanced prior to Board approval and not in compliance with

INBS’s urgent credit decision approval procedures.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 19 July 2006 Commercial Credit Committee Terms of Reference. The
applicable policies for urgent credit decision approval procedures were the Board
Resolution September 2002 and the 19 July 2006 Commercial Credit Committee

Terms of Reference. (See Table included at Appendix 12).

The CMO for this loan was dated 9 July 2007 .5° The first drawdown of over £137 million
to Howard Kennedy was on 10 July 2007.%' The loan facility was approved at a Board
meeting held on 30 August 2007.%? From an examination of the loan file and the Credit
Committee and Board meeting minutes and packs, there is no evidence that the urgent

credit decision approval procedures as set out in policy were complied with.

The Inquiry finds that funds were drawn down prior to Board approval and
without compliance with required urgent credit decision approval procedures

and that, accordingly, SPC 2.6 is proven as against INBS.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 21 April 2008 Commercial Mortgage L.ending Policy and
the Moratoria Policy 21 April 2008. (See Table included at Appendix 12).

The 21 April 2008 Commercial Mortgage Lending Policy stated that no individual staff
member was authorised to vary conditions of a loan approved by the Credit Committee.
Any variation must have been considered, approved and minuted by the Credit

Committee.

As this loan had an interest and capital moratorium, the Moratoria Policy 21 April 2008
applied, and it stated that variations to moratorium accounts could only be amended
with the written approval of either all members of the Credit Committee, or any two of
the following: managing director; commercial lending manager; or morigage

administration manager.

50 Commercial Mortgage Offer, dated 9 July 2007 (Doc I1D: 0.7.120.25676).
61 Society Advance Detail, dated 10 July 2007 (Doc 1D: 0.7.120.6816).
52 Minutes of Board meeting, dated 30 August 2007 (Doc ID: 0.7.120.14027).
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Under the terms of the CMO® and CLA®*, this loan facility was for a term of 12 months.
The Summit account for this loan® shows that it was extended beyond the Review
Period. From an examination of the loan file and Credit Committee and Board meeting
minutes, there is no evidence that the term extension approval process as set out in

that policy was complied with.

The Inquiry finds that this loan was extended without the appropriate approval

policy being followed and that, accordingly, SPC 2.9 is proven against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the 28 February 2007 Commercial Morigage Lending Policy.
The urgent credit decision approval procedures were in the Board Resolution
September 2002 and the 19 July 2006 Commercial Credit Committee Terms of
Reference. (See Table included at Appendix 12).

The CMO for this loan was dated 9 July 2007.%¢ The first drawdown of over £137 million
to Howard Kennedy was on 10 July 2007.%7 The loan facility was recommended for
approval at the Credit Committee meeting on 17 August 2007.%8 The loan facility was

approved at a Board meeting held on 30 August 2007.%°

From an examination of the loan file, Credit Committee and Board meeting minutes
and packs, there is no evidence that the urgent credit decision approval procedures as

set out in the Credit Committee Terms of Reference were complied with.

The Inquiry finds that the CMO was issued prior to the appropriate
recommendation being obtained and not in compliance with urgent credit
decision approval procedures and that, accordingly, SPC 2.13 is proven as
against INBS.

83 Commercial Mortgage Offer, dated 9 July 2007 (Doc ID: 0.7.120.25676).
5 Commercial Loan Application, dated 4 JUIi 2007 (Doc ID: 0.7.120.42654).

65 Extract from Summit Account No

dated 11 January 2010 (Doc ID: 0.7.120.760628).

5 Commercial Mortgage Offer, dated 9 July 2007 (Doc ID: 0.7.120.25676).

57 Society Advance Detail, dated 10 July 2007 (Doc ID: 0.7.120.6816).

8 Minutes of Credit Committee meeting, dated 17 August 2007 (Doc ID: 0.7.120.20598).
59 Minutes of Board meeting, dated 30 August 2007 (Doc ID: 0.7.120.14027).
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SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 13).

That policy stated that a personal guarantee should be acquired when the borrower

was a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of | \<ither the CMO™ nor the CLA! in respect to this loan made

any reference to a personal guaraniee from any of the identified directors of

_ The Credit Committee recommendation’? made no reference to

security and the Board decision”™ made no reference to guarantees from directors or

controllers.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to these loans and, accordingly, it finds that SPC 3.2 is proven against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

70 Commercial Mortgage Offer, dated 9 July 2007 (Doc ID: 0.7.120.25676).

" Commercial Loan Application, dated 4 July 2007 (Doc ID: 0.7.120.42654).

72 Minutes of Credit Committee meeting, dated 17 August 2007 (Doc ID: 0.7.120.20598).
73 Minutes of Board meeting, dated 30 August 2007 (Doc ID: 0.7.120.14027).
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Loan 2

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Three years’ audited accounts.

The relevant policy here was the 21 April 2008 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

As can be seen from that policy, three years’ audited accounts was listed as one of the

basic criteria for commercial lending.

_Was incorporated on 29 July 199774, and therefore three years’

audited accounts would have been available. There is no evidence on the file that

these accounts were sought or acquired by INBS in respect of this loan.

The Inquiry finds that there is no evidence that three years’ audited accounts
was sought or acquired in respect of this loan and accordingly, it finds that SPC

1.3 is proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies were the 27 June 2007 Credit Risk Management Policy and the
21 April 2008 Commercial Mortgage Lending Policy. (See Table included at Appendix
13).

These policies stated that a personal guarantee should be acquired when the borrower

was a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of G \<ither the CMO’® nor the CLA’® in respect to this loan made

any reference to a personal guarantee from any of the identified directors of

_ The Credit Committee sanction’”” made no reference to security

74 Equifax Report (Doc 1D: 0.7.120.927837).

7S Additional Commercial Mortgage Offer, dated 21 April 2008 (Doc ID: 0.7.120.34338).

7 Commercial Loan Application, dated 21 February 2008 (Doc I1D: 0.7.120.34949).

7 Minutes of Credit Committee meeting, dated 21 February 2008 (Doc ID: 0.7.120.36169).
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and the Board meeting minutes’ made no reference to guarantees from directors or

controllers.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, it finds that SPC 3.2 is proven as against
INBS.

Loan Account:_

Background to loan

Mr McCollum introduced this loan in an internal memorandum to Mr Fingleton dated 7

April 2006.7° In that memorandum, Mr McCollum outlined a proposal to provide a loan

facility of £6.5 million to a Special Purpose Vehicle (SPV) called ||| Gz

which was jointly owned by existing customers of |NBS._ was
proposing to buy a hotel called_ in_ At the time

of purchase, the hotel had 57 bedrooms and planning permission was to be sought for

a further 65 suites which would provide 100 rooms in total.

It was intended to market the rooms and suites on an individual basis, which would
commence once planning permission was obtained. It was further intended that the
INBS loan facility would be refinanced with anocther lender who would finance the
construction costs. In the meantime, interest payments would be met through hotel
income. Mr McCollum appended a detailed project appraisal, which indicated a
projected profit of £6,871,718.%° INBS was to be entitled to a 25% profit share.®' The

loan facility was re-financed and the loan was redeemed on 17 September 2007.82

There were six Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

78 Minutes of the Board meeting, dated 10 March 2008 (Doc ID: 0.7.120.40486).
7 Internal memorandum, from Gary McCollum to Michael Fingleton, dated 7 April 2006 (Doc ID: 0.7.120.24429).

_Pro,ect Appraisal, Project (Doc ID: 0.7.120.935697).
8 Fee Agreement between INBS and— dated 13 April 2006 (Doc 1D: 0.7.120.925509).
82 Internal memorandum from Gary McCollum to Stan Purcell, dated 4 October 2007 (Doc 1D: 0.7.120.894930).
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SPC 2.5: Loans advanced prior to quorate Credit Committee meeting (at which
the loans were approved or recommended) and not in compliance with INBS’s

urgent credit decision approval procedures.

The relevant policies were the 16 October 2003 Credit Committee Terms of Reference,
the UK Version of the April 2003 Credit Risk Policy and the April 2003 Credit Risk
Policy. (See Table included at Appendix 12).

The April 2003 Credit Risk Policy stated that before a drawdown could take place, all

conditions of the loan approval must have been complied with.

Approval for this loan required that the Credit Committee consider the loan and
recommend it to the Board for approval and that the Board grant such approval, or that

the loan be approved under the urgent credit decision approval procedures.

The CLA® for this loan was dated 10 April 2006. The drawdown date for this loan was
13 April 2006.% The Credit Committee recommended the loan for approval at a
meeting on 20 April 2006% and the Board approved the loan at a meeting held on 25
April 2006.8¢ The CLA on file, which was dated 10 April 2006 stated:

“Conclusion/Recommendation

Credit Committee have reviewed this application and sanction as set out is

recommended to the Board”.

From an examination of the loan file and Credit Committee and Board meeting minutes
and packs, there is no evidence that the urgent credit decision approval procedure as
set out in the Credit Committee Terms of Reference was complied with. The agenda
for the Credit Committee meeting on 20 April 2006%, referred to the fact that
exceptions would be discussed at the meeting, but there is no evidence that this

occurred.

The Inquiry finds that this loan was advanced prior to the Credit Committee

meeting and that, accordingly, SPC 2.5 is proven as against INBS.

83 Commercial Loan Application, dated 10 April 2006 (Doc I1D: 0.7.120.34958).

84 Society Advance Detail, dated 13 April 2006 (Doc ID: 0.7.120.40950); Letter from Gary McCollum, INBS, to
Martin Philips, Howard Kennedy, dated 11 April 2006 (Doc [D: 0.7.120.895222).

8 Minutes of Credit Committee meeting, dated 20 April 2006 (Doc ID: 0.7.120.19616).

8 Minutes of Board meeting, dated 25 April 2006 (Doc ID: 0.7.120.40827).

87 Agenda for Credit Committee meeting, dated 20 April 2006 (Doc 1D: AD-0.7.120.519105).
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SPC 2.6: Funds advanced prior to Board approval and not in compliance with

INBS’s urgent credit decision approval procedures.

The relevant policies here were the 16 October 2003 Commercial Credit Committee
Terms of Reference and the UK Version of the April 2003 Credit Risk Policy. (See
Table included at Appendix 12).

The CLA® for this loan was dated 10 April 2006. The drawdown date for this loan was
13 April 2006. The Credit Committee recommended the loan for approval at a meeting
on 20 April 2006%° and the Board approved the loan at a meeting held on 25 April
2006.%°

From an examination of the loan file and Credit Committee and Board meeting
minutes, there is no evidence that the urgent credit decision approval procedures as
set out in the Credit Commiltee Terms of Reference were complied with. The
drawdown date for this loan facility was 13 April 2006. A number of documents on file
show that £6.5 million was transferred to the account of INBS’s solicitors, Howard
Kennedy, who also acted for the borrower in this transaction. A SAD dated 13 April
2006°" and a letter from Mr McCollum to Howard Kennedy dated 11 April 2006

confirming that transfer would occur on that date®, both confirm the drawdown date.

The Inquiry finds that the funds in respect of this loan were advanced prior to
Board approval and without compliance with the required urgent credit decision

approval procedures and that, accordingly, SPC 2.6 is proven as against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policies were the 16 October 2003 Commercial Credit Committee Terms
of Reference, the April 2003 Credit Risk Policy and the UK Version of the April 2003
Credit Risk Policy. {See Table included at Appendix 12).

The April 2003 Credit Risk Policy applied to loans originating from both the Dublin and
the Belfast Branch of INBS, and the UK Version of the April 2003 Credit Risk Policy

88 Commercial Loan Application, dated 10 April 2006 (Doc I1D: 0.7.120.34958).

89 Minutes of Credit Committee meeting, dated 20 April 2006 (Doc ID: 0.7.120.19616).

9 Minutes of Board meeting, dated 25 April 2006 (Doc ID: 0.7.120.40827).

9" Society Advance Detail, dated 13 April 2006 (Doc ID: 0.7.120.40950).

92 | etter from Gary McCollum, INBS, to Martin Philips, Howard Kennedy, dated 11 April 2006 (Doc ID:
0.7.120.895222).
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included some additional provisions that applied to loans originating from the Belfast
Branch only. The urgent credit decision approval procedures were set out in the 16

October 2003 Commercial Credit Commitiee Terms of Reference.

The April 2003 Credit Risk Policy stated that Board submissions (i.e. CLAs) must be
completed and approved before preparation of commercial offer letters. The Inquiry
agrees with the Investigation Report submission that where the UK Version of the April
2003 Credit Risk Policy was silent on this issue, the April 2003 Credit Risk Policy

provision in relation to Board submissions applied to this loan.®

The CMO for this loan was sent by Mr McCollum to_on 7 April 2006.%
A signed CMO was received by INBS on 12 April 2006.%° The CLA for this loan was

prepared on 10 April 2006.% The loan was recommended for approval at the Credit
Committee meeting on 20 April 2006° and was approved by the Board at the Board
meeting held on 25 April 2006.°® From an examination of the loan file and Credit
Committee and Board meeting minutes, there is no evidence that the urgent credit
decision approval procedures as set out in the Credit Committee Terms of Reference

were complied with.

The Inquiry finds that the CMO was issued prior to appropriate recommendation
for approval and/or approval and without required urgent credit decision

approval procedures and that, accordingly, SPC 2.13 is proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (See Table included at Appendix 13) and the 8@ November

2004 Commercial Lending Criteria.

% Investigation Report, Chapter 7, paragraph 7.49 (Doc ID: RDU_REL-000000031).
9 Commercial Mortgage Offer, dated 7 April 2006 (Doc ID: 0.7.120.29475).

9% Commercial Mortgage Offer, dated 7 April 2006 {Doc ID: 0.7.120.29475).

9% Commercial Loan Application, dated 10 April 2006 (Doc I1D: 0.7.120.34958).

97 Minutes of Credit Committee meeting, dated 20 April 2006 (Doc ID: 0.7.120.19616).
9% Minutes of Board meeting, dated 25 April 2006 (Doc ID: 0.7.120.40827).
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The Inquiry has determined that the 9 November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007.%°

The UK Version of the April 2003 Credit Risk Policy did apply to this allegation. The
Inquiry has examined the consolidated loan file for this loan and there is no evidence
that a personal guarantee was either sought or obtained from the directors of-

-Neither the CMO'® nor the CLA™' made any reference to a personal

guarantee from either of the identified directors of_The Credit

Committee recommendation’®® made no reference to security and the Board

103

decision'” made no reference to guarantees from directors or controllers.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and it finds that, accordingly, SPC 3.2 is proven as against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

The relevant policy identified in the Investigation Report was the @ November 2004

Commercial Lending Criteria.

As noted above, the Inquiry has determined that the 9 November 2004 Commercial

9 Having considered the submissions received from the LPT, Enforcement and Mr Purcell on this point, the
Inquiry decided that the 9 November 2004 Commercial Lending Criteria did not constitute an internal INBS policy
and therefore could not be the basis for any allegation of failure to adhere to policy either on the part of INBS or
Mr Purcell. The reasons for this decision of the Inquiry are set out in full in Appendix 10 of this Findings Report.
190 Commercial Mortgage Offer, dated 7 April 2006 (Doc ID: 0.7.120.29475).

9" Commercial Loan Application, dated 10 April 2006 (Doc ID: 0.7.120.34958).

192 Minutes of Credit Committee meeting, dated 20 April 2006 (Doc ID: 0.7.120.19616).

103 Minutes of Board meeting, dated 25 April 2006 (Doc I1D: 0.7.120.40827).
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l.ending Criteria was not a policy that applied to commercial lending between
November 2004 and February 2007.

In view of the Inquiry’s determination regarding the 9 November 2004 Commercial

Lending Criteria, no finding is made in relation to INBS in respect of this allegation.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As no finding has been made against INBS, this loan specific participation

allegation against Mr Purcell now falls away.

SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.

The relevant policy here was the 16 October 2003 Commercial Credit Committee

Terms of Reference.

In circumstances where the Inquiry makes no finding in respect of SPC 3.4 above, this

allegation no longer arises.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As the allegation against INBS falls away, this loan specific participation

allegation against Mr Purcell also now falls away.

Loan Account: -

Background fo loan

4.121 _was a SPV used by_ to purchase a substantial

4.122

site in London. The site consisted of retail ground floor units and upper residential flats.
Planning permission was granted in June 2006 for the demolition of the existing
building and construction of three new buildings of 73,000 sq. ft. providing private and

affordable residential units, retail and car parking accommodation.

The plan was to bring the properties to the market as soon as possible with a view {o
securing a number of off-plan sales. The internal memorandum dated 1 March 2007'%,

from Mr McCollum to Mr Fingleton requested approval for a loan of £40 million to fund

194 Internal memorandum from Gary McCollum to Michael Fingleton, dated 1 March 2007 (Doc ID:
0.7.120.922001).
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the purchase and development of the site. Resale value was stated as £56.5 million.
Profit on the development was estimated at £12.5 million and INBS was to receive a
profit share of 25%.

The CLA'® was dated 6 March 2007 and it outlined the details of the proposal including
a capital and interest moratorium for the term of the loan. The project appraisal was
attached to the CLA. The CLA was signed by Mr Shane McGowan and Mr Tom
McMenamin, and recommended for approval at Credit Committee meeting dated 12
March 2007'% and approved at Board Meeting dated 13 March 2007.'%" A valuation%®
dated 8 March 2007 was received from Gerald Eve, a real estate advisory business,
which valued the site with planning at £19.1 million and gross development value at
£51 million.

The CMO dated 9 March 2007 was signed by the borrower on 12 March 2007.1%°
Drawdown of this loan was dated 15 March 2007""° totalling £19.67 million, comprising
a £200,000 arrangement fee and £19.47 million remitted o Howard Kennedy. This
drawdown covered the purchase of the site. The lcan was part redeemed on 15 March
2008 and 22 August 2008, with final redemption being recorded on 13 August 2010.""

INBS earned a profit share of just over £1.25 million on this loan.'"?

There were three Loan Specific Allegations advanced in respect of this loan. Full
details of these Loan Specific Allegations are set out below, and are also included in

the Table of SPC 1 to 4 Loan Specific Allegations and Findings at Appendix 7 hereto.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
{a) Three years’ audited accounts.

The relevant policy here was the 28 February 2007 Commercial Mortgage Lending

Policy. (See Table included at Appendix 11).

That policy stated that three years’ audited accounts was a basic criteria for a

commercial loan to a private company.

195 Commercial Loan Application, dated 6 March 2007 (Doc ID: 0.7.120.24985).

196 Minutes of Credit Committee meeting, dated 12 March 2007 (Doc ID: 0.7.120.37857).

97 Minutes of Board meeting, dated 13 March 2007 (Doc 1D: 0.7.120.10647).

108 Gerald Eve Valuation, dated 8 March 2007 (Doc ID: 0.7.120.43756).

199 Commercial Mortgage Offer, dated 9 March 2007 (Doc 1D: 0.7.120.25820).

"0 |nternal memorandum from Gary McCollum to David Murray, dated 14 March 2007 (Doc ID: 0.7.120.925000).

"1 L oan Redemption Log (Doc ID: 0.7.120.918967i.
"2 Income & Expenditure Summary , dated 3 February 2012 (Doc ID: 0.7.120.930020).
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The certificate of incorporation'® indicated that_was incorporated on
13 July 2004, less than three years before this loan was granted; meaning that two
years’ accounts would have been available. The Consolidated Table in respect of this

allegation stated in a footnote:

“Or, for newly incorporated companies where three years audited accounts
were not available at the time of loan application, the number of years of
audited accounts that would have been availabie at the time of loan application

(ie one or two years)”. 1

On this basis SPC 1.3 was alleged in respect of borrower companies that were less
than three years old. However, the Inquiry has seen no basis in policy for this
approach. The relevant policies all refer to “Three years audited accounts” and there

is no provision for requiring accounts for a shorter period.

The Inquiry finds that there was not a failure to acquire required information,
namely three years’ audited accounts. Accordingly, SPC 1.3 is not proven
against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
The applicable urgent credit decision approval procedures were in the Board
Resolution September 2002 and the 19 July 2006 Commercial Credit Committee

Terms of Reference. (See Table included at Appendix 12).

The CMO was issued on 9 March 2007 and was signed by the borrower on 12 March
2007.""° The Credit Committee meeting recommending the loan for approval was held
on 12 March 2007"'° and the Board meeting approving the loan was held on 13 March
2007."" The Credit Committee recommendation for approval to the Board post-dated
the CMO.

113 Certificate of Incorporation of ||| . cated 13 July 2004 (Doc 1D: 0.7.120.919118).
114 Consolidated Table C1.3 page vii, footnote 2 (Doc ID: RDU_REL1600-00000041).

5 Commercial Mortgage Offer, dated 9 March 2007 (Doc 1D: 0.7.120.25820).

118 Minutes of Credit Committee meeting, dated 12 March 2007 (Doc ID: 0.7.120.37857).

"7 Minutes of Board meeting, dated 13 March 2007 (Doc 1D: 0.7.120.10647).
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From an examination of the consolidated loan file and Credit Committee and Board
meeting minutes and packs, there is no evidence that the urgent credit decision

approval procedures as set out in the policy were complied with.

The Inquiry finds that the CMO was issued prior to appropriate recommendation
for approval and/or approval and not in compliance with urgent credit decision

approval procedures. Accordingly, SPC 2.13 is proven against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 13).

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of _ Neither the CMO"'® nor the CLA'® make any reference to a

personal guarantee from the identified directors of_ and the Board
decision made no reference to guarantees from directors or controllers.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, it finds that SPC 3.2 is proven against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

"8 Commercial Mortgage Offer, dated 9 March 2007 (Doc 1D: 0.7.120.25820).
119 Commercial Loan Application, dated 6 March 2007 (Doc ID: 0.7.120.24985).
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Borrower:
Loan Account:_

Background fo loans

Mr McCollum sent an internal memorandum to Mr Fingleton dated 11 April 2005'2°,
outlining a proposed deal, which would be financed by INBS with a £25 million facility.

This was later changed to £27.5 million.

Two existing customers of INBS (NG - TN

L.ondon, for a number of years. Planning permission had been recently granted for the

construction of a 913 room serviced aparthotel over 13 storeys.

At an adjoining site,_had developed the concept of investors

purchasing a room which was then let out by the hotel producing a rental vield (or
which could be used by the investor), and it was proposed to do a similar development
at_. The two existing customers had an additional partner
(and funder of the existing debt) who they wished to buy out {o enable them to carry
out the scheme themselves. The site was valued at £35 million with existing planning

permission.

Mr McCollum proposed that INBS would provide a two year loan facility of £25 million
(this figure was amended by hand on the internal memorandum to £27.5 million) to
purchase the third shareholding and commence works.'®! The site would be charged
to INBS as security. A valuation from Savills, auctioneers and valuer, dated 29
September 2005'%2, valued the existing site with permission for a 743 room aparthotel
at £40 million. An application to increase the permission to a 913 room aparthotel was
planned to be lodged. In the event of it being granted, the site value would increase to

£52.8 million. This permission was subsequently granted.

Marketing 50% of the units was to commence immediately and INBS was to be repaid
when construction funding was provided by a third party. INBS was entitled to 33.34%
of profits estimated at £80 million and would retain this entitlement after repayment of

the facility. The initial loan was divided into two loans. One for £21 million and the other

120 Internal memorandum, from Gary McCollum to Michael Fingleton, dated 11 April 2005 (Doc ID:
0.7.120.935793).

21 |nternal memorandum, from Gary McCollum to Michael Fingleton, dated 11 April 2005 (Doc ID:
0.7.120.935793).

122 Savills Valuation Report, dated 29 September 2005 (Doc 1D: 0.7.120.895430).
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for £6.5 million. Two further loans were provided, Loan 3 for £3 million was granted on
10 April 2006 and Loan 4 for £9.4 million was granted on 30 June 2006.'%* The loans
were structured with a full capital and interest moratorium with repayment either from

the sale of the site or from a refinancing of the facility.

The loans were repaid in full at the end of March 2007 with the fee agreement to be
guaranteed by the customer companies. It was proposed that INBS could take £13
million in 2016 if the development went to plan, or take an immediate payout of £3
million. In the end, INBS received £2,871,612.91 in cash'®® and 245,000 shares valued

at £3.20 per share, which had to be retained for one year.'?

There were 15 Loan Specific Allegations advanced in respect of the four loans to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto. The Inquiry has dealt with each of the Loan Specific Allegations as
they arise in respect of the four loans because of the close proximity of the loans to

each other, and some of the findings apply across all four loans.

Loans 1,2,3and 4

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Three years’ audited accounts.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

123 Additional Commercial Mortgage Offer, dated 10 April 2006 (Doc ID: 0.7.120.22359).
124 Additional Commercial Mortgage Offer, dated 30 June 2006 (Doc 1D: 0.7.120.30244).
125 |nternal memorandum from Gary McCollum to Stan Purcell, dated 21 February 2008 (Doc ID:

0.7.120.924622).
126 Email from to Gary McCollum, INBS, dated 16 January 2008 (Doc ID:

0.7.120.918561).
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Loan 3and 4

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Forecast cash flow analysis.

The relevant Policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.
Loan 4

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.

The relevant policy identified in the Investigation Report was the 9@ November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was hot a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.
Loans 1 and 2

SPC 2.1: Funds advanced without Credit Committee approval or
recommendation and not in compliance with INBS’s urgent credit decision

approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
16 October 2003 Commercial Credit Commitiee Terms of Reference. (See Table

included at Appendix 12).

The CLA for Loans 1 and 2 was issued on 14 April 2005.'%” The CMO for Loans 1 and

2 was issued on 26 April 2005'?® and a drawdown of £21 million occurred on 5 May

27 Commercial Loan Application, dated 14 April 2005 (Doc ID: 0.7.120.935755).
128 Commercial Mortgage Offer, dated 26 April 2005 (Doc 1D: 0.7.120.895014).
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2005."?° The Inquiry has examined Credit Committee meeting minutes during the
Review Period and there is no evidence that this loan for £27 million to-
- was considered at any of these meetings. The Inquiry has examined the
consolidated loan file for these loans and there is no evidence that any urgent credit
decision approval procedures as set out in the 16 October 2003 Commercial Credit

Committee Terms of Reference were complied with.

The Inquiry finds that these loans were advanced without being considered at a
Credit Committee meeting and therefore without the required recommendation
for approval. There is no evidence of compliance with urgent credit decision
approval procedures and, accordingly, the Inquiry finds that SPC 2.1 is proven

as against INBS.
Loans 3and 4

SPC 2.4: Credit Committee not quorate when loans were approved or
recommended and loans not in compliance with INBS’s urgent credit decision

approval procedures.

This allegation was against INBS only and so it was not opened during the SPC 1t0 4

Loan Hearings. Accordingly, this allegation was not considered by the Inquiry.
Loan 4

SPC 2.6: Funds advanced prior to Board approval and not in compliance with

INBS’s urgent credit decision approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
16 October 2003 Commercial Credit Committee Terms of Reference. The applicable
urgent credit decision approval procedures were in the Board Resolution September
2002 and the 16 October 2003 Commercial Credit Commitiee Terms of Reference.
(See Table included at Appendix 12). This allegation referred to the fourth loan

extended to ||| GG or £9.4 million.

Mr McCollum sent an internal memorandum to Mr Fingleton, dated 27 June 20086, in

relation to the additional advance required of £9.4 million."*® The CMO was signed by

129 Society Advance Detall, dated 5 May 2005 (Doc ID: 0.7.120.18306).
30 |nternal memorandum from Gary McCollum to Michael Fingleton, dated 27 June 2006 (Doc ID:
0.7.120.22718).
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the borrower on 3 July 2006™" and the CLA was dated 7 July 2006."*2 The initial
drawdown, which is evidenced by the SAD dated 7 July 2007, was for £2,061,120.54 133
and _ was named as the payee. The Credit Committee
recommendation was delivered at a meeting held on 14 July 2006'** and Board

approval was given during a meeting held on 19 July 2006."%°

The Inquiry has examined the minutes for these meetings and subsequent meetings
of the Credit Committee and the Board and can find no evidence that urgent credit
decision approval procedures were complied with. There is no reference in the Board
approval that this loan had been urgently approved or of the fact that drawdown had

already occurred.

The Inquiry finds that funds were advanced on this loan prior to Board approval
and it did not comply with urgent credit decision approval procedures.

Accordingly, SPC 2.6 is proven as against INBS.
Loan 2

SPC 2.8: Loan amount advanced per the CMO was in excess of the amount
outlined in the CLA and approved by the Board and additional funds were not

appropriately approved.

The relevant policies were the Board Resolution September 2002, the UK Version of
the April 2003 Credit Risk Policy and the 16 October 2003 Commercial Credit

Committee Terms of Reference. (See Table included at Appendix 12).

INBS policy required that the loan offered to a borrower was consistent with the loan

approved by the Board.

The CLA for this loan'® was dated 14 April 2005 and the loan amount was identified
as £25 million. There does not appear to have been a Credit Committee meeting at
which this facility was recommended, but it was approved at a Board meeting on 19

April 2005."%7 The minutes of that meeting recorded the amount being provided as £25

million. The CMO which was issued to_was dated 26 April 2005 and

31 Additional Commercial Mortgage Offer, dated 30 June 2006 (Doc ID: 0.7.120.30244).
132 Commercial Loan Application, dated 7 July 2006 (Doc ID: 0.7.120.39637).

133 Society Advance Detail, dated 7 July 2006 (Doc 1D: 0.7.120.41664).

134 Minutes of Credit Committee meeting, dated 14 July 2006 (Doc ID: 0.7.120.37899).
135 Minutes of Board meeting, dated 19 July 2006 (Doc ID: 0.7.120.33969).

36 Commercial Loan Application, dated 14 April 2005 (Doc ID: 0.7.120.935755).

137 Minutes of Board meeting, dated 19 April 2005 (Doc ID: 0.7.120.39348).
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it referred to a loan amount of £27.5 million.™® The CMO divided the loan into two
separate loans, one for £21 million and a second loan for £6.5 million. It was this
second loan that this allegation referred to and if it had been issued in accordance with
the CLA, this loan would have been for £4 million. The CMO was signed by Mr
McCollum and by a director of the borrower on 27 April 2005.

The internal memorandum™® sent by Mr McCollum to Mr Fingleton dated 11 April 2005
had a handwritten correction inserted beside the “Total facility required” section.
Beside the figure of £25 million, Mr McCollum wrote “£27.5 M now required as advised
to Tom McM for CLA. GMcC”. The “Initial arrangement fee” was also amended
accordingly by hand from £125,000 to £137,500. The original facility figure of £25
million appears further down in the document. On the face of the documents it appears
that the CLA'™® was prepared on the basis of the original facility figure and did not
reflect the amendment made in the internal memorandum. Accordingly, the CMO was

issued for £2.5 million more than was ultimately approved by the Board.

The Inquiry has examined the consolidated loan file for these loans and there is no
evidence that any urgent credit decision approval procedures as set out in the 16

October 2003 Commercial Credit Committee Terms of Reference were complied with.

The Inquiry finds that the loan amount advanced per the CMO was in excess of
the amount outlined in the CLA and approved by the Board and without
complying with urgent credit decision approval procedures. Accordingly, it finds
that SPC 2.8 is proven as against INBS.

Loan 4

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the April 2003 Credit Risk Policy. The applicable urgent credit
decision approval procedures were in the Board Resolution September 2002, and the
16 October 2003 Commercial Credit Commitiee Terms of Reference. (See Table

included at Appendix 12).

138 Commercial Mortgage Offer, dated 26 April 2005 (Doc ID: 0.7.120.895014).

39 |nternal memorandum from Gary McCollum to Michael Fingleton, dated 11 April 2005 (Doc ID:
0.7.120.935793).

140 Commercial Loan Application, dated 14 April 2005 (Doc ID: 0.7.120.935755).
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The CMO for this loan was issued and signed on behalf of Mr McCollum on 30 June
2006. The CMO was signed on behalf of the borrower on 3 July 2006.'" The Credit
Committee recommended the loan for approval on 14 July 2006'? and the Board gave

its approval on 19 July 2006.'43

There is no evidence from the consolidated loan file or from the Credit Committee or
the Board meeting minutes and packs that any urgent credit decision approval

procedures were applied in this case.

The Inquiry finds that the CMO was issued prior to appropriate recommendation
for approval and was not in compliance with urgent credit decision approval
procedures. Accordingly, the Inquiry finds that SPC 2.13 is proven as against
INBS.

Loans 1,2,3and 4

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report in respect of all four loans
were the UK Version of the April 2003 Credit Risk Policy (See Table included at
Appendix 13) and the 9 November 2004 Commercial Lending Criteria.

The Inquiry has determined that the 8 November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007. The UK Version of the April 2003 Credit Risk Policy did apply to this

allegation.

The Inquiry has examined the consolidated loan file for the four loans advanced to

_and there is no evidence that a personal guarantee was either sought

or obtained from the directors of the company. Neither the CMOs nor the CLAs refer
to a personal guarantee from any of the identified directors of ||| Gz

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to these loans and, accordingly, finds that SPC 3.2 is proven against
INBS.

41 Additional Commercial Mortgage Offer, dated 30 June 2006 (Doc ID: 0.7.120.30244).
42 Minutes of Credit Committee meeting, dated 14 July 2006 (Doc ID: 0.7.120.37899).
143 Minutes of Board meeting, dated 19 July 2006 (Doc ID: 0.7.120.33969).
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A Loan Specific Allegation was also advanced against Mr Purcell in respect of
these loans. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meetings at which these loans were authorised and therefore
knew or ought to have known that there were no guarantees indicated in the
CLAs. The Inquiry finds that Mr Purcell’s attendance at the Board meetings and
his role as a Board member in approving these loans, did amount to participation
in the authorisation of these loans without a personal guarantee from the
corporate borrower. The Inquiry will have regard to these loan specific
participation findings against Mr Purcell in Chapter 7, when considering the

broader allegation of participation by Mr Purcell in SPC 3.

sorrower: [ N
Loan Account:_

Background fo loan

INBS advanced £23.5 million to _to purchase a
site o - sitc formed part of a 60
acre regeneration zone known as the _ which was to see the

construction of 2000 new homes with leisure and retail facilities as well as a new home

 was proposed trt th two owners of NN
I - - <~ N :: %), vot

existing customers of INBS, would immediately market the development for sale. In his

internal memorandum dated 18 April 2005 to Mr Fingleton, Mr McCollum stated:

“It is intended fo sell the majority of units off plan prior to refinancing the
Society’s facility with another lender who will also provide the construction

finance.
6. The society will however retain its profit entitlement of 33.34%".'44

The purchase did not have {o be completed until September 2005.

44 Internal memorandum from Gary McCollum to Michael Fingleton, dated 18 April 2005 (Doc ID:
0.7.120.28399).
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The CLA was dated 18 April 2005'° and it provided a two year term with full capital
and interest moratoria. The LTV was 100% and the security was a fixed and floating

charge over the borrowing companies and the asset the subject matter of the loan.

The file, which has been examined by the Inquiry, is very sparse in terms of
documentation. An email dated 27 September 2005 from Mr McCollum to Mark
Nicholls (accounts clerk in INBS), copied to Mr McMenamin entitled “Large Exposure

Amendments”, states:

This loan is shortly to be refinanced and as such the full facility will not be

required.
As such the total exposure should now be limited to £5,000,000”.14

An analysis of the Summit entries for this loan show that in fact only approximately
£3.37 million of this facility was drawn down and that on 3 July 2006 the loan was
redeemed in full.'” A further document dated 13 June 2011 from INBS to BDO LLP,
who appear to be the borrower’'s auditors, show a nil balance in the company’s account
with INBS. 48

There were seven Loan Specific Allegations advanced in respect of this loan. Full
details of these Loan Specific Allegations are set out below, and are also included in

the Table of SPC 1 to 4 Loan Specific Allegations and Findings at Appendix 7 hereto.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.

The relevant policy identified in the Investigation Report was the @ November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

145 Commercial Loan Application, dated 18 April 2005 (Doc ID: 0.7.120.7847).

146 Email from Gary McCollum to Mark Nicholls, INBS, dated 27 September 2005 (Doc ID: 0.7.120.894278).
147 Extract from Summit Account No|j Il (Doc 1D: 0.7.120.760653).

148 | etter from INBS to BDO LLP, dated 13 June 2011 (Doc ID: 0.7.120.22886).
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SPC 2.1: Funds advanced without Credit Committee approval or
recommendation and not in compliance with INBS’s urgent credit decision

approval procedures.

The relevant policies were the 16 October 2003 Credit Committee Terms of Reference
and UK Version of the April 2003 Credit Risk Policy. The applicable urgent credit
decision approval procedures were in the 16 October 2003 Commercial Credit

Committee Terms of Reference. (See Table included at Appendix 12).

Both policies stipulated that CLAs in excess of a stipulated amount should be approved
or recommended for approval by the Credit Committee. The UK Version of the April
2003 Credit Risk Policy set that level at £500,000.

The CMO for this loan is dated 15 April 2005.'° An internal memorandum from Mr
McCollum to Mr Fingleton was issued on 18 April 2005'*° and the CLA was also dated
18 April 2005."®" The Board meeting approving the loan was held on 19 April 2005."%2
The CLA on file, which is dated 18 April 2005 stated:

“Conclusion/Recommendation:

The foregoing Facility has been discussed by the Society’s credit committee

and sanction is recommended”.1%3

The Inquiry has examined Credit Committee meeting minutes during the Review
Period and there is no evidence that this loan was considered at any meeting of the
Credit Committee. There is no evidence that any urgent credit decision approval

procedures were applied in this case.

The Inquiry finds that this loan was not approved/recommended for approval by
the Credit Committee and was not in compliance with the urgent credit decision

approval procedures and that, accordingly, SPC 2.1 is proven against INBS.

149 Commercial Mortgage Offer, dated 15 April 2005 (Doc 1D: 0.7.120.9218).

50 Internal memorandum from Gary McCollum to Michael Fingleton, dated 18 April 2006 (Doc 1D:
0.7.120.28399).

31 Commercial Loan Application, dated 18 April 2005 (Doc ID: 0.7.120.484745).

52 Minutes of Board meeting dated 19 April 2005 (Doc ID: 0.7.120.39348).

153 Commercial Loan Application, dated 18 April 2005 (Doc 1D: 0.7.120.484745).
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SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policies were the Board Resolution September 2002 and the 16 October
2003 Commercial Credit Committee Terms of Reference. (See Table included at
Appendix 12).

The CMO for this loan was issued on 15 April 2005.* As outlined above, the Credit
Committee does not appear to have considered this loan at any of its meetings. The
Inquiry has examined Board meeting minutes from the time period of this loan. The
minutes for the meeting on 19 April 2005'° show that this facility was authorised by
the Board. This approval post-dated both the CMO and the CLA of this loan.

There is no evidence that any urgent credit decision approval procedures were
complied with and the Board meeting minutes did not refer to the fact that the CMO

had already issued at the time it was considering this loan for approval.

The Inquiry finds that the CMO was issued prior to appropriate recommendation
for approval and/or approval and not in compliance with urgent credit decision

approval procedures and, accordingly, that SPC 2.13 is proven against INBS.
SPC 2.16: CMO not appropriately signed by INBS.

The relevant policy was the UK Version of the April 2003 Credit Risk Policy. (See Table
included at Appendix 12).

The UK Version of the April 2003 Credit Risk Policy stated that a senior commercial
lender or the home loans manager or the underwriter or the UK Branch manager may
sign the CMO.

The CMO was issued on 15 April 2005."% Mr McCollum’s name was typed at the end

of the letter but he does not appear to have signed it. The CMO was signed by one of

the directors of ||| GG - cated 15 April 2005.

The Inquiry finds that the CMO was not appropriately signed by INBS and,
accordingly, that SPC 2.16 is proven as against INBS.

54 Commercial Mortgage Offer, dated 15 April 2005 (Doc ID: 0.7.120.9218).
55 Minutes of Board meeting dated 19 April 2005 (Doc ID: 0.7.120.39348).
156 Commercial Mortgage Offer, dated 15 April 2005 (Doc ID: 0.7.120.9218).
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SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (See Table included at Appendix 13) and the 8@ November

2004 Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007. The UK Version of the April 2003 Credit Risk Policy does apply to this

allegation.

The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of_ Neither the CMO™"™ nor the CLA™® in respect
of this loan made any reference {o a personal guarantee from any of the directors of

the company.

As outlined above, the Credit Committee does not appear to have considered this loan
at any of its meetings, and the Board decision'™® made no reference to guarantees

from directors or controllers.

The Inquiry finds no evidence that personal guarantees were sought or received

in relation to this loan and, accordingly, that SPC 3.2 is proven as against INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this ioan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

57 Commercial Mortgage Offer, dated 15 April 2005 (Doc ID: 0.7.120.9218).
58 Commercial Loan Application, dated 18 April 2005 (Doc ID: 0.7.120.484745).
159 Minutes of Board meeting dated 19 April 2005 (Doc 1D: 0.7.120.39348).
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SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the 9 November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As no finding has been made against INBS, this loan specific participation

allegation against Mr Purcell now falls away.

SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.

The relevant policy here was the 16 October 2003 Commercial Credit Committee

Terms of Reference.

In circumstances where the Inquiry makes no finding in respect of SPC 3.4, this

allegation no longer arises.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As the allegation against INBS falls away, this loan specific participation

allegation against Mr Purcell alsc now falls away.

sorrower: [
Loan Account: _

Background to loan

On 4 December 2006, Mr McCollum sent an internal memorandum to Mr Fingleton

outlining a proposal to advance £41 million to_(later
changed to_ to facilitate the purchase of a building in

London.'™ The site, which comprised four acres, had planning permission for

residential, commercial, retail and car parking development. The intention was for

160 |nternal memorandum from Gary McCollum to Michael Fingleton, dated 4 December 2006 (Doc ID:
0.7.120.44358).
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INBS to fund the purchase of the site and marketing off plan, with the scheme being

refinanced by another lender, who would support the construction.

A CLA dated 5 December 2006 was prepared.'®' This stated that the LTV was 96%. A
valuation was prepared by Gerald Eve, a real estate advisory business, dated 19
December 2006 and the LTV was confirmed as the site was valued at £42.5 million. %2
The CLA referred to a 25% profit share for INBS on the profits of this proposed
transaction. Full capital and interest moratorium was to be applied to the loan for the

duration of the term, which was for 12 months.

The loan was considered at a Credit Committee meeting on 13 December 2006 and
recommended to the Board for approval.'®® It was approved at a Board meeting on 19
December 2006.'%* The CMO was issued on 20 December 2006 and was signed on
behalf of the borrower on 4 January 2007.'% Initial funds of £39,144,345 were remitted
to Howard Kennedy, on 12 January 2007.% At a Credit Committee meeting dated 23

July 2008 a further facility of £10 million to ||| GG = =rproved,

but this does not form part of the present investigation.'®”

A facility of up to £65 million had been arranged With_to

part refinance the site cost and to finance the residential development.'® As part of
this INBS was to receive a £17.5 million repayment. In the event, this was limited to £5
million as is evidenced by the relevant entry in the Summit account for this loan.'®® The

balance of this loan was transferred to NAMA.

There were four Loan Specific Allegations advanced in respect of this loan. Full details
of these Loan Specific Allegations are set out below, and are also included in the Table

of SPC 1 to 4 Loan Specific Allegations and Findings at Appendix 7 hereto.

81 Commercial Loan Application, dated 5 December 2006 (Doc 1D: 0.7.120.6567).

182 Gerald Eve Valuation, dated 18 December 2006 (Doc 1D: 0.7.120.29439).

183 Minutes of Credit Committee meeting, dated 13 December 2006 (Doc ID: 0.7.120.20925).
64 Minutes of Board meeting, dated 19 December 2006 (Doc 1D: 0.7.120.16510).

85 Commercial Mortgage Offer, dated 20 December 2006 (Doc ID: 0.7.120.29864).

186 Extract from Summit Account No

(Doc 1D: 0.7.120.760690).

187 Minutes of Credit Committee meeting, dated 23 July 2008 (Doc ID: 0.7.120.30781).

188 Minutes of meeting of

, dated 24 September 2008 (Doc ID:

0.7.120.895896).
169 Extract from Summit Account NciE Doc 1D: 0.7.120.760690).
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SPC 2.9: Term of loan extended without appropriate approval.

The relevant policies were the 21 April 2008 Commercial Mortgage Lending Policy and
the Moratoria Policy 21 April 2008. (See Table included at Appendix 12).

The 21 April 2008 Commercial Mortgage Lending Policy stated that no individual staff
member was authorised to vary conditions of a loan approved by the Credit Committee.
Any variation must be considered, approved and minuted by the Credit Committee.
Under the Moratoria Policy 21 April 2008, variations to moratorium accounts could only
be amended with the written approval of either all members of the Credit Committee,
or any two of the following: managing director; commercial lending manager; or

mortgage administration manager.

The term in the CMO'"® which was dated 20 December 2006, was for a period of 12
months with a full capital and interest moratorium. The Summit account for this loan'""
shows that the loan was extended until 12 January 2010 at which point it showed a
debit balance of £43,879,754.06.

The Inquiry has examined Credit Committee meeting minutes throughout the Review
Period and there is no evidence that extensions to this loan were approved by the
Credit Committee as required by internal policy, either in respect of term extensions or
moratoria extensions. The Summit account details show that this loan was extended
beyond its 12 month term. It was a loan that had a full moratorium on interest and
capital repayments, but there was no reference to a request for, or provision of, the

appropriate approvals.

The Inquiry finds that this loan was extended without appropriate approval and,

accordingly, that SPC 2.9 is proven against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (See Table included at Appendix 13) and the 8@ November

2004 Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria

70 Commercial Mortgage Offer, dated 20 December 2006 (Doc 1D: 0.7.120.29864).
171 Extract from Summit Account No | || ] ] ]Il 0oc 1D: 0.7.120.760690).
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was not a policy that applied to commercial lending between November 2004 and
February 2007. The UK Version of the April 2003 Credit Risk Policy did apply to this
allegation. The UK Version of the April 2003 Credit Risk Policy stated that personal

guarantees should be acquired where the borrower was a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors

of _ Neither the CMO'? nor the CLA'™ made any

reference to a personal guarantee from any of the identified directors of-
_The Credit Committee recommendation'”* made no reference to
security and the Board decision'”® made no reference to guarantees from directors or

controllers.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, it finds that SPC 3.2 is proven as against
INBS.

SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As no finding has been made against INBS, this loan specific participation

allegation against Mr Purcell now falls away.

72 Commercial Mortgage Offer, dated 20 December 2006 (Doc ID: 0.7.120.29864).

73 Commercial Loan Application, dated 5 December 2006 (Doc ID: 0.7.120.6567).

74 Minutes of Credit Committee meeting, dated 13 December 2006 (Doc ID: 0.7.120.20825).
75 Minutes of Board meeting, dated 19 December 2006 (Doc ID: 0.7.120.16510).
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SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.

The relevant policy was the 19 July 2006 Commercial Credit Committee Terms of

Reference.

In circumstances where the Inquiry makes no finding in respect of SPC 3.4, this

allegation no longer arises.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As the allegation against INBS falls away, this loan specific participation

allegation against Mr Purcell also now falls away.

Borrower: [
Loan Account:_

Loan 1 and Loan 2 - background fo loans

Mr McCollum outlined the transaction in respect of this lcan in an internal
memorandum to Mr Fingleton dated 8 November 2006."7® Seven existing customers
of INBS were proposing to purchase the_ in _ London
and required a facility of £83.5 million. This figure covered the purchase cost of £81
million costs of 2.5% and interest shorifall of £500,000. Mr McCollum included an
enclosure with this memorandum, which set out the details of the trading position of
the hotel and the proposed investment.'”” Mr McCollum proposed a 12 month facility
with an interest and capital moratorium. This was approved by Mr Fingleton who

instructed Mr McMenamin to process the application.'’®

The CMO was dated 14 November 2006."° The CLA for this loan was dated 17
November 2006."® It stated that the term of the loan was for one year, the repayments
were to be interest only and the LTV was 100%. INBS was {o be entitled to 25% of
profits upon resale subject to a minimum of £4 million. The security was a first legal

charge over the property. The CLA was signed by Mr Purcell on 29 November 2006.

78 |nternal memorandum from Gary McCollum to Michael Fingleton, dated 8 November 2006 {(Doc ID:
0.7.120.22153).

177 — dated 1 November 2006 (Doc ID: 0.7.120.23898).

78 Internal memorandum from Gary McCollum to Michael Fingleton, dated 8 November 2006 (Doc ID:
0.7.120.22153).

79 Commercial Mortgage Offer, dated 14 November 2006 (Doc 1D: 0.7.120.26457).

180 Commercial Loan Application, dated 17 November 2006 {Doc 1D: 0.7.120.22866).
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A further facility of £3 million (Loan 2) was provided in December 2006.'" A full
valuation was provided by Savills, auctioneers and valuers, dated 19 December 2006,

which valued the site at £81 million. 182

The Summit account'® showed that there was an outstanding balance on Loan 1 of
some £21 million in February 2010 and an outstanding balance of approximately £1.6
million on Loan 2.'% This loan appears to have gotten into difficulties. In a document
dated March 2013 relating to NAMA managed loans, the entry for this facility, dated 8
October 2012, notes: “Debt sold — Do not request interest. Residual Balance written

off’ 185

There were 14 Loan Specific Allegations advanced in respect of the two loans to this
borrower. Full details of these L.oan Specific Allegations are set out below under each
loan, and are also included in the Table of SPC 1 to 4 Loan Specific Allegations and

Findings at Appendix 7 hereto.
Loan 1

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
{a) Business plan/proposals.
(b) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the @ November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

181 Additional Commercial Mortgage Offer, dated 12 December 2006 (Doc ID: 0.7.120.24927).
182 Savills Valuation Report, dated 19 December 2006 (Doc ID: 0.7.120.432551).

183 Extract from Summit Account No (Doc 1D: 0.7.120.760654).
184 Extract from Summit Account No (Doc ID: 0.7.120.760643).

185 Extract from Nama Managed loan table, dated March 2013 (Doc ID: 0.7.120.929670).
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SPC 2.5: Loans advanced prior to quorate Credit Committee meeting (at which
the loans were approved or recommended) and not in compliance with INBS’s

urgent credit decision approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and 19
July 2006 Commercial Credit Committee Terms of Reference. (See Table included at
Appendix 12).

The above policies required that Credit Committee approval or recommendation be

obtained prior to the issuing of a CMO.

The CMO was dated 14 November 2006."% The CLA was dated 17 November 20067
and the initial drawdown was also on 17 November 2006.'®® The Credit Committee
meeting was held on 22 November 2006.®° The urgent credit decision approval
procedures as set out in the 19 July 2006 Commercial Credit Committee Terms of
Reference, required two members of the Credit Committee and the Managing Director
to approve the credit, with the Credit Committee and the Board signing off such loans
as soon as practical. The Inquiry has examined the Credit Committee meeting minutes
and the consolidated loan file and there is no evidence that any urgent credit decision

approval procedures were complied with.

The Inquiry finds that this loan was advanced prior to the Credit Committee
meeting. There is no evidence of compliance with urgent credit decision
approval procedures and, accordingly, the Inquiry finds that SPC 2.5 is proven

as against INBS.

SPC 2.6: Funds advanced prior to Board approval and not in compliance with

INBS’s urgent credit decision approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
19 July 2006 Commercial Credit Committee Terms of Reference. The applicable policy
for urgent credit decision approval procedures was the Board Resolution September
2002. (See Table included at Appendix 12).

186 Commercial Mortgage Offer, dated 14 November 2006 (Doc ID: 0.7.120.26457).

87 Commercial Loan Application, dated 17 November 2006 (Doc 1D: 0.7.120.22866).

188 Extract from Summit Account Nc— (Doc ID: 0.7.120.760654).
189 Minutes of Credit Committee meeting, dated 22 November 2006 (Doc ID: 0.7.120.37239).
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The CMO was dated 14 November 2006.'%° The CLA was dated 17 November 2006
and the initial drawdown was on 17 November 2006'%? also. The Credit Committee
meeting was held on 22 November 2006 and the Board meeting was held on 29
November 2006.'°* There is no reference in the Board approval that this loan had been
urgently approved or to the fact that drawdown had already occurred. The urgent credit
decision approval procedures provided that urgent approval could be given if it had
been approved by the Credit Committee and signed by two directors and later advised
to the Board in the normal way. There is no evidence of this procedure having been

followed either in Board meeting minutes or in the consolidated loan file for this loan.

The initial drawdown, which was evidenced by the SAD of 17 November 2006'%°, was
paid to Howard Kennedy. This payment was also evidenced by the Summit account'®

for this loan.

The Inquiry finds that funds were advanced on this loan prior to Board approval
and not in compliance with urgent credit decision approval procedures.

Accordingly, the Inquiry finds that SPC 2.6 is proven as against INBS.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies identified in the Investigation Report were the 28 February 2007
Commercial Mortgage Lending Policy, the 27 June 2007 Credit Risk Management
Policy and the Moratoria Policy October 2003. (See Table included at Appendix 12).

The 28 February 2007 Commercial Mortgage Lending Policy and the 27 June 2007
Credit Risk Management Policy applied to this allegation. These internal policies
required that any variation to a loan had to be considered, approved and minuted by
the Credit Committee and then submitted to the Managing Director for approval. This
loan involved an interest only clause, which meant there was a moratorium on capital
repayments. The Moratoria Policy October 2003'%" also applied. Under that policy
variations to moratorium accounts could only be amended with the written approval of

either the Managing Director, all members of the Credit Committee, or any two of the

190 Commercial Mortgage Offer, dated 14 November 2006 (Doc ID: 0.7.120.26457).
91 Commercial Loan Application, dated 17 November 2006 (Doc 1D: 0.7.120.22866).

192 Extract from Summit Account No

(Doc ID: 0.7.120.760654).

193 Minutes of Credit Committee meeting, dated 22 November 2006 (Doc 1D: 0.7.120.37239).

94 Minutes of Board meeting, dated 29 November 2006 (Doc ID: 0.7.120.23075).

195 Society Advance Detail, dated 17 November 2006 (Doc ID: 0.7.120.142186).

19 Extract from Summit Account No—(Doc ID: 0.7.120.760654).

97 The Moratoria Pclicy 2003 was incorporated in the Commercial Mortgage Lending Policy approved by the
Board on 28 February 2007.
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following: commercial lending manager; mortgage administration manager; or senior

commercial lender.

The Summit account information from the credit review process'® dated 9 August 2007
identified the termination date as 18 December 2007. A review of the Summit history
for this account'® shows that interest payments continued beyond that date until a
capital repayment of £62 million was received on 18 April 2008. Interest continued to
be paid on the balance of the facility until the end of the Summit history on 18 February
2010, but there is no further evidence of capital repayments. It would appear that the
moratoria that had been applied o capital repayments had been extended although
there is no formal evidence of this on the loan file. Approximately £21 million was owing

on this loan as of February 2010.

The Inquiry has examined Credit Committee meeting minutes throughout the Review
Period and there is no evidence that extensions to this loan were approved by the
Credit Committee as required by internal policy. There is no evidence on the

consolidated loan file that this loan was extended in accordance with internal policy.

The Inquiry finds that this loan was extended without appropriate approval and,

accordingly, finds that SPC 2.9 is proven against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the April 2003 Credit Risk Policy and, in relation to urgent
credit decision approval procedures, the relevant policies were the Board Resolution
September 2002 and the 19 July 2006 Commercial Credit Committee Terms of
Reference. (See Table included at Appendix 12).

The CMO was dated 14 November 2006.2°° The CLA was dated 17 November 20062
and the initial drawdown was on 17 November 2006%°? also. The Credit Committee

meeting was held on 22 November 2006%°® and the Board meeting was held on 29

198 Credit Review Summit Account Information. dated 9 August 2007 (Doc ID: 0.7.120.23833).
199 Extract from Summit Account No ﬁ(Doc ID: 0.7.120.760654).
200 Commercial Mortgage Offer, dated 14 November 2006 (Doc I1D: 0.7.120.26457).

201 Commercial Loan Application, d
202 Extract from Summit Account No

ID: 0.7.120.22866).
(Doc ID: 0.7.120.760654).

203 Minutes of Credit Committee meeting, dated 22 November 2006 (Doc 1D: 0.7.120.37239).
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November 2006.2°* The Credit Committee meeting recommending this loan occurred

eight days after the issuing of the CMO.

The urgent credit decision approval procedures required that interim approval could be
given if it had been approved by the Credit Commitiee and signed by two directors and
later advised to the Board in the normal way. There is no evidence of this procedure
having been followed either in Board meeting minutes or in the consolidated loan file

for this loan.

The Inquiry finds that the CMO was issued prior to appropriate recommendation
for approval and was not in compliance with urgent credit decision approval

procedures. Accordingly, it finds that SPC 2.13 is proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (See Table included at Appendix 13) and the 9 November

2004 Commercial Lending Criteria.

The Inquiry has determined that the 9 November 2004 Commercial L.ending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007. The UK Version of the April 2003 Credit Risk Policy did apply to this
allegation. The UK Version of the April 2003 Credit Risk Policy stated that personal

guarantees should be acquired where the borrower was a private company.

The Inquiry has examined the consolidated loan files for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of G it the CMOX nor the CLA? make any reference
to a personal guarantee from any of the identified directors of_

-. The Credit Committee recommendation®”’ made no reference to security and

208

the Board decision“”® made no reference to guarantees from directors or controllers.

204 Minutes of Board meeting, dated 29 November 2006 (Doc 1D: 0.7.120.23075).

205 Commercial Mortgage Offer, dated 14 November 2006 (Doc I1D: 0.7.120.26457).

206 Commercial Loan Application, dated 17 November 2006 (Doc ID: 0.7.120.22866).

207 Minutes of Credit Committee meeting, dated 22 November 2006 (Doc I1D: 0.7.120.37239).
208 Minutes of Board meeting, dated 29 November 2006 (Doc ID: 0.7.120.23075).
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The Inquiry finds no evidence that personal guarantees were sought or received

in refation to this loan and, accordingly, that SPC 3.2 is proven as against INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was hot a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As no finding has been made against INBS, this loan specific participation

allegation against Mr Purcell now falls away.

SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.

The relevant policy was the 16 October 2003 Commercial Credit Committee Terms of

Reference.

In circumstances where the Inquiry makes no finding in respect of SPC 3.4, this

allegation no longer arises.
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A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As the allegation against INBS falls away, this loan specific participation

allegation against Mr Purcell also now falls away.
Loan 2
SPC 1.1: No CLA was prepared at all.

The relevant policy identified in the Investigation Report was the @ November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.
{b) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the @ November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.
SPC 1.4: Credit grades were not assigned to commercial loans.

The relevant policies were the 2006 Impairment Provisioning Policy and the 2006
Notes on the Implementation of Impairment Provisioning Policy. (See Table included

at Appendix 11).

In his submissions to the Inquiry, Mr Purcell stated that the Impairment Provisioning
Policy did not create new policy with regard to credit grades. The Inquiry agrees with
this assertion and therefore no finding is made in respect of this allegation. The
assigning of credit grades during the loan approval process is dealt with at Chapter 5
of this Findings Report (see paragraph 5.197 et seq.). That part of the Findings Report

outlines Mr Purcell’'s submissions on this point and the reasoning for the Inquiry’'s
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finding that a failure to assign a credit grade at the loan approval stage was not a

breach of INBS internal policy.

SPC 2.2: Funds advanced without Credit Committee approval or
recommendation and without Board approval (as required) and not in

compliance with INBS’s urgent credit decision approval procedures.

This Loan Specific Allegation was not opened during the Loan Hearings, in error.

Accordingly, it has not been considered by the Inquiry.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies identified were the December 2007 Commercial Mortgage
Lending Policy and the Moratoria Policy December 2007. (See Table included at
Appendix 12).

The December 2007 Commercial Mortgage Lending Policy stated that no individual
staff member was authorised to vary conditions of a loan approved by the Credit
Committee. Any variation must be considered, approved and minuted by the Credit
Committee. As with Loan 1 above, there was a capital moratorium on this loan. The
Moratoria Policy December 2007 also applied. Under that policy, variations to
moratorium accounts could only be amended with the written approval of either all
members of the Credit Committee, or any iwo of the following: managing director;

commercial lending manager; or mortgage administration manager.

The CMO for this loan was dated 12 December 2006 and was signed by Mr
McCollum.?®® The Summit history of this loan?'® showed that interest continued to be
paid until February 2010. £1 million was paid off the capital amount on 23 April 2008
but there is no evidence of further capital payments. The extension was recorded in

the Summit account information for the credit review process, dated 29 August 2008.2"

The Inquiry has analysed Credit Committee meeting minutes and packs around the
time that the initial facility was to have terminated, which was on 18 December 2007.
There is no evidence that an application for an extension of this loan was brought
before the Credit Committee for approval either at that time or at any subsequent Credit

Committee meeting, as required by policy. There is no evidence on file that moratoria

209 Additional Commercial Mortgage Offer, dated 12 December 2006 (Doc 1D: 0.7.120.24927).

210 Extract from Summit Account No |GGG Ooc |D: 0.7.120.760643).

211 Credit Review Summit Account Information, dated 29 August 2008 (Doc ID: 0.7.120.24187).
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policy procedures were followed. There is no evidence on the consolidated loan file

that this loan was extended in accordance with internal policy.

The Inquiry finds that this loan was extended without appropriate approval and,

accordingly, that SPC 2.9 is proven against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (See Table included at Appendix 13) and the 8@ November

2004 Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007. The UK Version of the April 2003 Credit Risk Policy applied to this
allegation. The UK Version of the April 2003 Credit Risk Policy stated that personal

guarantees should be acquired where the borrower was a private company.

The Inquiry has examined the consolidated loan files for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of | GG <ite the additional CMO2'2 nor the initial CLA2'® made
any reference to a personal guarantee from any of the identified directors of_
_The Credit Committee recommendation for Loan 12" made no
reference to security and the Board decision for Loan 1%'° made no reference to

guarantees from directors or controllers.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, it finds that SPC 3.2 is proven as against
INBS.

212 pdditional Commercial Mortgage Offer, dated 12 December 2006 (Doc 1D: 0.7.120.24927).
213 Commercial Loan Application, dated 17 November 2006 (Doc ID: 0.7.120.22866).

214 Minutes of Credit Committee meeting, dated 22 November 2006 (Doc ID: 0.7.120.37239).
215 Minutes of Board meeting, dated 29 November 2006 (Doc ID: 0.7.120.23075).
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sorrower: [ R
Loan Account:-

Background to loan

On 27 June 2006 a director of _, a customer of INBS, wrote to

Mr McCollum asking whether INBS would be interested in funding the acquisition of

two hotels in Berlin. He enclosed a one-page analysis of projected profits for the two

hotels, provided by Savills.?'®

Mr McCollum outlined the proposal in an internal memorandum to Mr Fingleton dated
11 June 2006.2" He requested a facility of €42.5 million for five years. It was proposed

that a number of existing customers of INBS would establish a SPV as directors. The

SPV was subsequently named as _ The hotels were leased to
_for 25 years and it was proposed that interest on the loan would be

financed by the profit from the business. INBS was to be entitled to a profit share of
25%. The LTV was for 100% of the purchase price.

The internal memorandum was approved by Mr Fingleton who wrote by hand on the
memorandum instructing Mr McMenamin to prepare the documents and noting that
interest would be serviced for the duration of the loan.?'® A valuation dated 11
September 2006 was provided by Savills?'®, which valued the first Berlin hotel at €18

million, and the second at €22 million.

An initial CLA was prepared for the Board dated 18 July 2006. This was dated by the
Credit Committee on 18 July 2006 and was initialled by Mr Purcell with Board approval
on 22 September 2006.2° An amended CLA was prepared dated 26 October 2006,
and was signed by the Credit Committee on that date.??' This second CLA identified
the applicants as _rather than the individual shareholders. Both
CLAs identified the security for the facility as a fixed and floating charge on the

properties that were the subject of the loans.

218 | etter from ||| GG t G2y VicCollum, INBS, dated 27 June 2006 (Doc ID:
0.7.120.935770).

217 Internal memorandum from Gary McCollum to Michael Fingleton, dated 11 July 2006 (Doc ID: 0.7.120.39600).
218 Internal memorandum from Gary McCollum to Michael Fingleton, dated 11 July 2006 (Doc 1D: 0.7.120.39600).
219 savills Valuation Certificate, dated 11 September 2006 (Doc I1D: 0.7.120.895393).

220 Commercial Loan Application, dated 18 July 2006 (Doc ID: 0.7.120.33623).

221 Amended Commercial Loan Application, dated 26 October 2006 (Doc 1D: 0.7.120.12845).
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The CMO was forwarded to_on 9 October 2006 and was

returned as signed by the directors on 10 October 2006.??? The initial drawdown for
this facility occurred on 27 October 2006 for €20,912,500.2%

The expected ability of the hotels to service the €42.5 million facility from income did
not materialise. INBS required that the loan be further secured by an additional

guarantee furnished by another related company of the borrower shareholders,

_ The inter-company guarantee and indemnity was signed by
I - 2 July 200922 In addition, INBS agreed to furnish a further

€350,000.22°

In November 2009, independent valuations were obtained from CBRE, which valued
the two hotels at approximately €11 million each.??® This facility continued to accrue
interest until 19 February 2010 at which date there was an outstanding balance of

almost £44 million.??” This loan was transferred to NAMA.

There were five Loan Specific Allegations advanced in respect of this loan. Full details
of these L.oan Specific Allegations are set out below, and are also included in the Table

of SPC 1 io 4 Loan Specific Allegations and Findings at Appendix 7 hereto.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

222 Commercial Mortgage Offer, dated 9 October 2006 (Doc 1D: 0.7.120.19849).

223 Society Advance Detail, dated 27 October 2006 (Doc ID: 0.7.120.10883).

224 Inter Company Guarantee and Indemnity in favour of INBS, dated 24 July 2009 (Doc 1D: 0.7.120.895485).
225 Internal memorandum from Michael Fingleton (Jnr) to the Credit Committee, dated 4 June 2009 (Doc ID:
0.7.120.43008).

226 CBRE Valuation Report, dated 30 November 2009 (Doc ID: 0.7.120.960877); CBRE Valuation Report, dated

30 November 2009 (Doc ID: 0.7.120.923260).
227 Extract from Summit Account No (Doc 1D: 0.7.120.760685).
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SPC 2.14: CMO did not reflect the basis of approval by the Credit Committee

and/or Board.

The relevant policy was the April 2003 Credit Risk Policy. (See Table included at
Appendix 12).

The CLA for this loan, which was dated 18 July 200622, identified the borrower

shareholders as;

This CLA was signed as “recommended’ by two members of the Credit Committee.
The signatures of Ms Cheryl Boyle?° and Mr McMenamin were dated 18 July 2006.
Notwithstanding this, it was only considered at the Credit Committee meeting on 18
August 2006, when the facility was approved for recommendation.?®' The CLA was
initialled by Mr Purcell with Board approval on 22 September 2006. At its meeting on
27 September 20086, the Board approved the facility.?*? The meeting minutes recorded
the granting of the facility to_. It
outlined the exposure of these three customers to INBS and noted the security for the

loan as being a charge on the property the subject matter of the loan.

The MO for this facility to |GG cated ¢ October 2006 stated at

paragraph 13, under the heading “Ownership”:

“It is a condition of this facility that no change is to take place in the beneficial
ownership of the shareholding of the Borrower without the prior consent of the
Society. The Borrower warrants that the present ownership of its shareholding

is as follows:

228 Commercial Loan Application, dated 18 July 2006 (Doc ID: 0.7.120.33623).

229

was a SPV utilised by |JJJJJilffor some of its property developments.

230 Ms O'Boyle commenced employment with INBS in May 2004 as a commercial administrator in the commercial
lending department. From 2006 to 2010 she worked as a commercial administrator and assistant lender. In 2009
she left the Dublin office and went to the Belfast office where she undertook the same role.

231 Minutes of Credit Committee meeting, dated 18 August 2006 (Doc ID: 0.7.120.550864).

232 Minutes of Board meeting, dated 27 September 2006 (Doc ID: 0.7.120.34149).

233 Commercial Mortgage Offer, dated 9 October 2006 (Doc ID: 0.7.120.19849).
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s 1666% || 665%

This is not consistent with the shareholding as set out in the CLA and marked as
approved by the Credit Committee and the Board. This CLA was subsequently
amended on 26 October 2006.2** This amended document stated that it was a
“CHANGE OF APPLICANT PERSONAL NAME TO COMPANY NAME’. The applicant

were described as:

40%

20%".

This amended CLA was signed off as recommended by two members of the Credit
Committee. The signatures of Ms Boyle and Mr McMenamin were dated 26 October
2006. No Credit Committee meeting minutes recording this decision were found by the
Inquiry. The allegation that the CMO did not reflect the basis of approval by Credit

Committee and/or Board appears to be supported by the documentation.

The Inquiry finds that the allegation that the CMO did not reflect the basis of
approval by Credit Committee and/or Board is adequately supported by the

documentation and that, accordingly, SPC 2.14 is proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK version of the
April 2003 Credit Risk Policy (See Table included at Appendix 13) and the 9@ November

2004 Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007. The UK Version of the April 2003 Credit Risk Policy did apply to this

234 Amended Commercial Loan Application, dated 26 October 2006 (Doc ID: 0.7.120.12845).
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allegation. The UK Version of the April 2003 Credit Risk Policy stated that personal

guarantees should be acquired where the borrower was a private company.

4.267 The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of_. Neither the CMO?® nor the CLA?*® make any reference to
a personal guarantee from any of the identified directors of_

The Credit Committee recommendation®®” made no reference to security and the

Board decision®® made no reference to guarantees from directors or controllers.

4.268 The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, it finds that SPC 3.2 is proven as against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

4.269 The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

4.270 The Inquiry has determined that the 9 November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

23 Commercial Mortgage Offer, dated 9 October 2006 (Doc ID: 0.7.120.19849).

23 Commercial Loan Application, dated 18 July 2006 (Doc ID: 0.7.120.33623); Amended Commercial Loan
Application, dated 26 October 2006 (Doc 1D: 0.7.120.12845).

237 Minutes of Credit Committee meeting, dated 18 August 2006 (Doc ID: 0.7.120.550864).

238 Minutes of Board meeting, dated 27 September 2006 (Doc ID: 0.7.120.34149).
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A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As no finding has been made against INBS, this loan specific participation

allegation against Mr Purcell now falls away.

SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.

The relevant policies were the 16 October 2003 Commercial Credit Committee Terms

of Reference and the 19 July 2006 Commercial Credit Committee Terms of Reference.

In circumstances where the Inquiry makes no finding in respect of SPC 3.4, this

allegation no longer arises.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As the allegation against INBS falls away, this loan specific participation

allegation against Mr Purcell also now falls away.

Loan Account: _

Background fo loan

4.273 | = 2 sPV estaviished by |G - -ctate = joint

4.274

venture Wit_ a property development company in Central

London. According to the internal memorandum sent by Mr McCollum to Mr Fingleton

dated 25 July 20062%, had purchased a property at-
some five years previously. It

was now seeking to develop the property by building a 50 storey mixed use tower block
comprising 470 residential units, 18,000 square foot of offices and a 1,600 square foot
café unit. This internal memorandum requested approval for a loan of £11 million. The
current value of the property was stated to be £20 million. The value with planning was

estimated at £33.9 million. INBS was to receive a profit share of 25%.

Two accounts were established for this project, one for_
and one for_. The loan currently under scrutiny is the_

loan. The CLA for the two borrowers was dated 17 August 2006%%° and it outlined the

239 Internal memorandum from Gary McCollum to Michael Fingleton, dated 25 July 2006 (Doc 1D: 0.7.120.11293).
240 Commercial Loan Application, dated 17 August 2006 (Doc ID: 0.7.120.15418).
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4.278

details of the proposal. The CLA was initialled and dated by Mr McMenamin on 17
August 2006, as having been recommended by the Credit Commitiee, although the
Credit Committee meeting recommending the loan was not held until 18 August
2006.2*' Board approval was dated 24 August 200622 The initial CMO to|| Il
-Nas superseded by a revised CMO dated 21 August 2006, which concerned a
total facility amount of £5.025 million.?*® This CMO was signed on behalf of the

borrower but the signatures were undated.

The drawdown of this loan to_was dated 27 September 2006 and was
for £5.025 million.?** The payment was to Howard Kennedy. The existing property was
generating rent of £402,000 per annum. This rent was to have been paid to INBS, but

as evidenced by a letter written by Mr McCollum to_dated 15 February

2008, this was not paid to INBS at that time.?*

There were two Loan Specific Allegations advanced in respect of this loan. Full details
of these Loan Specific Allegations are set out below, and are also included in the Table

of SPC 1 to 4 Loan Specific Allegations and Findings at Appendix 7 hereto.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policies were the 16 October 2003 Credit Committee Terms of Reference
and the UK Version of the April 2003 Credit Risk Policy. In respect of urgent credit
decision approval procedures the relevant policy was the Board Resolution September
2002. (See Table included at Appendix 12).

These policies stated that all loans must be recommended or approved as appropriate

by the Credit Committee.

This loan was recommended for approval by the Credit Committee at a meeting held
on 18 August 2006.%*% A revised CMO was issued on 21 August 2006.%*” The Board

meeting approving the loan was held on 24 August 2006.%*® The facility amount for

241 Minutes of Credit Committee meeting, dated 18 August 2006 (Doc 1D: 0.7.120.550864).

242 Minutes of Board meeting, dated 24 August 2006 (Doc ID: 0.7.120.21569).

243 Revised Commercial Mortgage Offer, dated 21 August 2006 (Doc I1D: 0.7.120.13965).

24 3ociety Advance Detail, dated 27 September 2006 (Doc ID: 0.7.120.27731).

245 | etter from Gary McCollum, INBS, to | I - = 15 February 2008 (Doc
ID: 0.7.120.894596).

246 Minutes of Credit Committee meeting, dated 18 August 2006 (Doc ID: 0.7.120.550864).

247 Revised Commercial Mortgage Offer, dated 21 August 2006 (Doc I1D: 0.7.120.13965).

248 Minutes of Board meeting, dated 24 August 2006 (Doc ID: 0.7.120.21569).
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4.283

_ of £5.025 million was drawn down on 27 September 2006.%*° From
these dates it can be seen that the CMO was issued after recommendation for approval
by the Credit Committee but before approval by the Board. It is noted that drawdown
occurred after Board approval. There is no evidence that any urgent credit decision

approval was sought in this case.

The Inquiry finds that the CMO was issued prior to appropriate recommendation
for approval and/or approval and not in compliance with urgent credit decision

approval procedures. Accordingly, it finds that SPC 2.13 is proven against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (See Table included at Appendix 13) and the 9 November

2004 Commercial Lending Criteria.

The Inquiry has determined that the 9 November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007. The UK Version of the April 2003 Credit Risk Policy did apply to this
allegation. The UK Version of the April 2003 Credit Risk Policy stated that personal

guarantees should be acquired where the borrower was a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of_ Neither the CMO?° nor the CLA?®' make any reference to a

personal guarantee from any of the identified directors of _ The Credit

252

Committee recommendation made no reference to security and the Board

253

decision“>® made no reference to guarantees from directors or controllers.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, it finds that SPC 3.2 is proven as against
INBS.

249 Society Advance Detail, dated 27 September 2006 (Doc 1D: 0.7.120.27731).

2% Revised Commercial Mortgage Offer, dated 21 August 2006 (Doc 1D: 0.7.120.13965).
231 Commercial Loan Application, dated 17 August 2006 (Doc ID: 0.7.120.15418).

252 Minutes of Credit Committee meeting, dated 18 August 2006 (Doc ID: 0.7.120.550864).
253 Minutes of Board meeting, dated 24 August 2006 (Doc ID: 0.7.120.21569).
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A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

sorrower |
Loan Account: _

Loan 1 and Loan 2 - background {o loans

Mr McCollum outlined the background to the first loan in an internal memorandum to
Mr Fingleton dated 5 May 2004.%°* In this memorandum, Mr McCollum stated that
_ an existing client of INBS, had been in negotiations to
purchase _on the outskirts of Cardiff. Contracts had been exchanged,
subject to planning permission. This permission had been granted and it was now

proposed to refurbish the property o provide 245 one, two and three bedroomed units

_had carried out extensive market research in the area and was

confident that all units could be sold off-plan prior to the commencement of the main
construction works. It had already received offers for a substantial number of

apartments from its normal investor clients.

The loan required for this project was £20 million with an estimated profit of £8 million.
The term of the loan was for three years and was subject to a capital and interest
moratorium. It was proposed that as units were sold off, the income would be set
against the loan. An initial profit of £1 million was to be paid fo INBS._
-Would receive the next £3 million profit and then INBS would be entitled to 25%

of the remaining of the profits realised. A SPV, _
was used for the project-

2% Internal memorandum from Gary McCollum to Michael Fingleton, dated 5 May 2004 (Doc I1D: 0.7.120.6223).
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4.287 Mr Fingleton wrote on this memorandum “Tom, please process the [sic] this application

and liaise with Gary, MF”.

The facility was recommended by the Credit Committee on 19 May 2004%°° and was
approved by the Board on 25 May 2004%°¢ (both predate the Review Period of 1 August
2004 to 30 September 2008).

4.288 A second loan of £5 million was provided to -by additional CMO dated 11 May
200627 to continue with the refurbishment of the property. This loan was for 12 months
and was on similar terms to the first loan. The terms of the original CMO, which was
dated 7 May 20042%¢ and the additional CMOQ, had provided that proceeds from the
whole or part of the property comprising INBS’s security would be applied to the loan.
These terms were varied in that sales proceeds were released to the borrower rather
than applied against the loan. In February 2007, Martin Philips, a solicitor in Howard
Kennedy, who was acting for INBS, indicated to Mr McCollum that |Jjjjljhad requested
to retain funds arising from sales and apply them towards further development
expenditure on the project.?®® This was agreed to by Mr McCollum.?® In September
2008, Howard Kennedy advised that net sale proceeds were being remitted to INBS
but this did not occur.?' In December 2008, Mr McCollum instructed Mr Philips to remit

the proceeds of all future sales directly to INBS.?%?

4.289 This loan was transferred to NAMA in 2010 with 60 units still to be sold. NAMA
continued to sell off the apartments throughout 2011 and 2012.

4.290 There were eight Loan Specific Allegations advanced in respect of the two loans to
this borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto. The Inquiry has dealt with each of the allegations as they arise in
respect of the two loans because of the close proximity of the loans to each other, and

some of the findings apply across both loans.

255 Minutes of Credit Committee meeting, dated 19 May 2004 (Doc ID: 0.7.120.431546).

2% Minutes of Board meeting, dated 25 May 2004 (Doc ID: 0.7.120.432352).

257 Additional Commercial Mortgage Offer, dated 11 May 2006 (Doc ID: 0.7.120.12649).

258 Commercial Mortgage Offer, dated 7 May 2004 (Doc ID: 0.7.120.990992).

259 |_etter from Martin Philips, Howard Kennedy, to Gary McCollum, INBS, dated 23 February 2007 (Doc ID:
0.7.120.487736).

260 | etter from Gary McCollum, INBS, to Martin Philips, dated Howard Kennedy, dated 27 February 2007 (Doc ID:
0.7.120.484466).

261 Email from Rosaleen Joseph, Howard Kennedy, to Debbie Doran, INBS, dated 10 September 2008 (Doc ID:
0.7.120.487702).

262 | etter from Gary McCollum, INBS, to Martin Philips, Howard Kennedy, dated 18 December 2008 {Doc ID:
0.7.120.485510).
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lLoan 2
SPC 1.1: No CLA was prepared at all.

The relevant policy identified in the Investigation Report was the @ November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Three years’ audited accounts.

{b) Business plan/proposals.

{c) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.
SPC 1.4: Credit grades were not assigned to commercial loans.

The relevant policies were the 8 April 2003 Credit Grading System for Commercial
Lending and the 2005 Impairment Provisioning Policy. (See Table included at

Appendix 11).

In his submissions to the Inquiry, Mr Purcell stated that the Impairment Provisioning
Policies did not create new policy with regard to credit grades. He further submitted
that the 8 April 2003 Credit Grading System for Commercial Lending did not require
that a CLA should have a credit grade when presented to the Credit Committee or the
Board. The Inquiry agrees with both of these assertions and therefore no finding is
made in respect of this allegation. The assigning of credit grades during the loan
approval process is dealt with at Chapter 5 of this Findings Report (see paragraph

5.197 et seq.). That part of the Findings Report outlines Mr Purcell’'s submissions on
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4.297

4.208

4.299

this point and the reasoning for the Inquiry’s finding that a failure to assign a credit

grade at the loan approval stage was not a breach of INBS internal policy.

SPC 2.2: Funds advanced without Credit Committee approval or
recommendation and without Board approval (as required) and not in

compliance with INBS’s urgent credit decision approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
16 October 2003 Commercial Credit Committee Terms of Reference. (See Table

included at Appendix 12).

Both policies made it clear that all commercial loan proposals in excess of the branch
manager’'s discretion must be recommended for approval or approved by the Credit
Committee. The 16 October 2003 Commercial Credit Committee Terms of Reference

outlined the urgent credit decision approval procedures.

The Inquiry has examined all the Credit Committee meeting meetings that occurred
around the same time as this loan of £5 million was made available to - The CMO
for this facility issued on 11 May 2006.2%% The initial drawdown of £520,975.33 occurred
on 9 June 2006.%%

The Inquiry has examined all of the Credit Committee meetings during the Review
Period and noted in particular that Credit Committee meetings occurred on 7 April
2006, 20 April 2006, 11 May 2006, 2 June 2006 and 14 June 2006. From the minutes
and meeting packs it appears that no consideration of this loan took place at any of

these meetings.

The Inquiry has examined the Board meeting minutes and the Board packs during the
Review Period and noted in particular that Board meetings occurred on 25 April 2006,
16 May 2006, 18 May 2006, 30 May 2006 and 14 June 2006. This facility was not
raised at any of these meetings. From an examination of the consolidated loan file
there is no evidence that any urgent credit decision approval procedures were followed

in this case.

The Inquiry finds that the allegation that funds were advanced with no Credit
Committee approval or recommendation and no Board approval and not in

compliance with urgent credit decision approval procedures is adequately

263 Additional Commercial Mortgage Offer, dated 11 May 2006 (Doc 1D: 0.7.120.12649).
264 Society Advance Detall, dated 9 June 2006 (Doc 1D: 0.7.120.25001).
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supported by the documentation and, accordingly, finds that SPC 2.2 is proven
against INBS.

SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the Moratoria Policy October 2003.2%° (See Table included at Appendix 12).

The policies outlined the approval procedures that need to be followed in order to vary

the terms of a loan approved by the Board.

The 28 February 2007 Commercial Mortgage Lending Policy required that any
variation to a loan had to be considered, approved and minuted by the Credit
Committee and then submitted to the Managing Director for approval. The Moratoria
Policy October 2003 provided that variations to moratorium accounts could only be
amended with the written approval of either the Managing Director, all members of the
Credit Committee, or any two of the following: commercial lending manager; mortgage

administration manager; or senior commercial lender.

The CMO for this loan dated 11 May 2006 stated that this loan would be the subject of
an interest and capital moratorium.?%¢ A review of the Summit history?® for this account
shows that interest continued to be applied until 9 December 2008 with no recorded

capital repayments until 16 February 2009.

The term and moratorium of the loan appear to have been extended beyond the
termination date of 11 May 2007 (a year from the issuing of the CMO). There is no
document on file nor evidence from Credit Committee meetings during the relevant
period to indicate such an extension or that any of the procedures set out in the policies

had been followed.

The Inquiry finds that the allegation that the term of the loan was extended
without appropriate approval is adequately supported by the documentation

and, accordingly, that SPC 2.9 is proven as against INBS.

265 The Moratoria Policy October 2003 was incorporated in the Commercial Mortgage Lending Policy approved
by the Board on 28 February 2007.

266 Additional Commercial Mortgage oc 1D: 0.7.120.12649).
267 Extract from Summit Account No (Doc ID: 0.7.120.760709).
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Loan 1and Loan 2

SPC 2.10: Terms of CMO varied in that sales proceeds from property held as

security was released to borrower without appropriate approval.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
9 October 2006 Board Directive. (See Table included at Appendix 12).

These policies set out the procedures for dealing with changes to terms of a loan as

agreed by the Board.

The 9 October 2006 Board Directive was signed by Mr McMenamin and copied to Mr
Fingleton. An internal memorandum??® dated 9 October 2006 was sent by Mr
McMenamin to a number of commercial lenders enclosing the 9 October 2006 Board
Directive and requesting them to sign, date and return a copy “...as evidence that you
have received and clearly understand the New Procedure”. Mr McCollum’s name is

not included in the list of commercial lenders who were contacted by Mr McMenamin.

The two CMOs?®* in respect of the two -Ioans set out similar requirements with

regard to both loans, as follows:

“The proceeds from the sale of the whole or part of the property comprising the

Society’s security shall be paid to the loan account’.

The suspected variation to this term of the CMOs occurred on 27 February 2007. A
letter dated 23 February 2007%7° was sent from Mr Philips, solicitor in Howard Kennedy
who acted for INBS in this matter, fo Mr McCollum. The letter stated:

“My plot sales department have received a request from- at -to
the effect that all sale proceeds from now on could be sent to - rather
than INBS.

Could you please confirm instructions in this regard?”

An email dated 26 February 2007%" from _to Mr McCollum stated:

268 [nternal memorandum from Tom McMenamin to a number of commercial lenders, dated 9 October 2006 (Doc
ID: 0.7.120.719572).

269 Commercial Mortgage Offer, dated 7 May 2004, page 3 paragraph 16(vi) (Doc ID: 0.7.120.23066); Additional
Commercial Mortgage Offer, dated 11 May 2006, page 3 paragraph 16 (v) (Doc ID: 0.7.120.12649).

270 | etter from Martin Philips, Howard Kennedy, to Gary McCollum, INBS, dated 23 February 2007 (Doc I1D:

0.7.120.487736).
271 Email from , to Gary McCollum, INBS, dated 26 February 2007 (Doc

ID: 0.7.120.486499).

138



4.310

4.311

“Would you mind having a word with Martin Philips to get the funds released to

us?”

On 27 February 2007, Mr McCollum replied to the letter of the 23 February 2007 and

stated:

“...I can confirm that it is in order to release the sale proceeds directly to

- until further notice.

Such sale proceeds are being used by- to fund ongoing completion

works at the development’ ?72
On 27 March 2007, an email?”® from Howard Kennedy to INBS stated:
“Garry [sic] has given authority for completion monies to be paid to ||| .

An email®™* dated 10 September 2008 from Howard Kennedy to INBS referred to “|Jjili}

- and _ and stated: “...the net proceeds as sef out on the

attached Cash Statements have today been forwarded to Irish Nationwide”.

However, a handwritten note on a hard copy of the email on the loan file states: “Spoke

with [HK] monies not sent”,

The final document in this chain of documents is dated 18 December 2008 and is a

letter from Mr McCollum to Howard Kennedy?”®, which states:

“...the Society now requires all completion monies to be forwarded to us and
not-as all works have been completed”.

The Summit accounts for these loans?’® indicated that no repayments of any capital or

interest occurred until 16 February 2009.

The Inquiry has examined the Credit Committee meeting minutes for the Review
Period and has found no record that the Credit Committee considered the variation on

these two loans. In addition, there is no evidence of the Managing Director approving

272 | _etter from Gary McCollum, INBS, to Martin Philips, Howard Kennedy, dated 27 February 2007 (Doc ID:
0.7.120.484466).

273 Email from Mike Acton, Howard Kennedy, to Debbie Dorrian, INBS, dated 27 March 2007 (Doc ID:
0.7.120.486513).

274 Email from Rosaleen Joseph, Howard Kennedy, to Debbie Dorrian, INBS, dated 10 September 2008 (Doc ID:
0.7.120.487702).

275 Email from Gary McCollum, INBS, to Martin Philips, Howard Kennedy, dated 18 December 2008 {Doc ID:
0.7.120.485510).

276 Extract from Summit Account No [ ENGTGcNGNGTGzGEGEGE O D: 0.7.120.760579) and | NNEGcGNGEG

(Doc ID: 0.7.120.760709).
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these variations to the loan conditions in accordance with the approval process in the
9 October 2006 Board Directive. There is no evidence in the documentation available
to the Inquiry that amended letters of offer were prepared for these loans as required
by the UK Version of the April 2003 Credit Risk Policy.

The Inquiry finds that the allegation that the terms of CMO varied in that sales
proceeds from property held as security was released to the borrower without
appropriate approval is adequately supported by the documentation and,

accordingly, that SPC 2.10 is proven as against INBS.
Loan 2

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (See Table included at Appendix 13) and the 9@ November

2004 Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007. The UK Version of the April 2003 Credit Risk Policy did apply to this
allegation. The UK Version of the April 2003 Credit Risk Policy stated that personal

guarantees should be required where the borrower is a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of [ GG - C!'0>7 does not make any reference to

a personal guarantee from any of the identified directors of the company.

The Inquiry finds no evidence that personal guarantees were sought or received

in relation to this loan and, accordingly, that SPC 3.2 is proven as against INBS.

277 Additional Commercial Mortgage Offer, dated 11 May 2006 (Doc ID: 0.7.120.12649).
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Loan Account: ||} R

Loans 1, 2, 3,4 and 5 - background to loans

4.317 _Nas a SPV incorporated by two existing customers of INBS, who had

agreed to purchase a property in London called _

-. The purchase took place in June 2005.

4.318 On 24 May 2005, Mr McCollum sent an internal memorandum?’® to Mr Fingleton setting
out the proposal and seeking approval to proceed with a loan of £21.25 million subject
to a satisfactory valuation and legal requirements. It was proposed that the property
would continue to operate as a hotel and that the income generated would pay interest

charges on the loan.

4.319 An extensive refurbishment of the hotel and club was undertaken by -
_as a result of which additional facilities amounting to £20.25 million were
made available to _ by INBS. The additional facilities made available

were:

September 2006 £7.25 million Loan 227°

November 2007 £5 million Loan 3%
April 2008 £3 million Loan 4%
June 2008 £5 million Loan 5%

4.320 The refurbishment period overran to August 2008. During the refurbishment period
interest arrears arose and these were capitalised at £2.67 million in 2010, leaving a
balance on the loan of £45.67 million. This loan was transferred to NAMA on 11
October 2010 for £38,995,000 (15% discount). In June 2010 the hotel was placed on
the market and on 23 October 2010 it was sold for £55 million. As a result, this facility
(of £45.67 million) was fully repaid and NAMA qualified for a profit share payout.

278 Internal memoerandum from Gary McCollum to Michael Fingleton, dated 24 May 2005 (Doc ID:
0.7.120.29173).

279 Sterling Commercial Advance Static Sheet, dated 7 September 2006 (Doc 1D: 0.7.120.40804).
280 sterling Commercial Advance Static Sheet, dated 12 November 2007 (Doc ID: 0.7.120.8979).
281 sterling Commercial Advance Static Sheet, dated 23 April 2008 (Doc ID: 0.7.120.13397).

282 sterling Commercial Advance Static Sheet, dated 17 June 2006 (Doc ID: 0.7.120.38997).
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There were 29 Loan Specific Allegations advanced in respect of the five loans to this
borrower. Full details of these Loan Specific Allegations are set out below under each
loan, and are also included in the Table of SPC 1 to 4 Loan Specific Allegations and

Findings at Appendix 7 hereto.
Loan 1

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.
{b) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 2.2: Funds advanced without Credit Committee approval or
recommendation and without Board approval (as required) and not in

compliance with INBS’s urgent credit decision approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
16 October 2003 Commercial Credit Commitiee Terms of Reference. The relevant
policies for urgent credit decision approval procedures were the Board Resolution
September 2002 and the 16 October 2003 Commercial Credit Committee Terms of
Reference. (See Table included at Appendix 12).

These policies required Credit Committee recommendation and Board approval for all

commercial loans in excess of £500,000.

The Inquiry has examined the minutes from all the Credit Committee meetings that
occurred around the time of this loan until the end of the Review Period and, from the
minutes it appears that no consideration of this loan took place at any meeting of the
Credit Committee. The Inquiry has examined the Board meeting minutes and the
Board meeting packs from around the time of this loan to the end of the Review Period.

This facility was not raised at any of these meetings of the Board.
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The urgent credit decision approval procedures required that the loan be signed off by
the Managing Director and two members of the Credit Committee and then sighed off
by the Credit Commitiee and the Board as soon as practicable. From an examination
of the consolidated loan file, there is no evidence that any urgent credit decision

approval procedures were followed in this case.

The Inquiry finds that no Credit Committee recommendation and no Board
approval was obtained for this loan and there is no evidence of urgent credit
decision approval procedures having been complied with. Accordingly, the

Inquiry finds that SPC 2.2 is proven against INBS.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the Moratoria Policy October 2003.%%3 (See Table included at Appendix 12).

The extension to this loan was recorded on the Summit account?®*, which showed that
this loan had been extended beyond the two year term specified in the CMO. A credit
review carried out for this loan dated 29 August 2008%%° showed a termination date of
22 December 2008, however, the Summit account showed it extending up to
December 2009. The loan was transferred to NAMA in 2010 and the property was sold
allowing the full facility to be paid off.

Under the 28 February 2007 Commercial Mortgage Lending Policy, any variation to a
loan must be considered, approved and minuted by the Credit Committee and then
submitted to the Managing Director for approval. The Moratoria Policy October 2003
also applied. Under that policy, variations to moratorium accounts could only be
amended with the written approval of either the Managing Director, all members of the
Credit Committee, or any two of the following: commercial lending manager; mortgage

administration manager; or senior commercial lender.

The Inquiry has examined Credit Committee meeting minutes and packs around the
time that the initial facility was to have terminated, which was in June 2007, and can
see no evidence that an application for an extension of this loan was brought before
the Credit Committee for approval, either at that time or at any subsequent Credit

Committee meeting, as required by policy. There is no evidence on file that approval

283 The Moratoria Policy October 2003 was incorporated in the Commercial Mortgage Lending Policy approved
by the Board on 28 February 2007.

284 Extract from Summit Account No||| | GG Ooc D: 0.7.120.760631).

285 Credit Review Summit Account Information, dated 29 August 2008 (Doc ID: 0.7.120.18194).
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procedures under the moratoria policy were followed. There is no evidence on the

consolidated loan file that this loan was extended in accordance with internal policy.

The Inquiry finds that this loan was extended without appropriate approval and,

accordingly, finds that SPC 2.9 is proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (See Table included at Appendix 13) and the 8@ November

2004 Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007.

The UK Version of the April 2003 Credit Risk Policy does apply to this allegation. The
UK Version of the April 2003 Credit Risk Policy stated that personal guarantees should

be acquired where the borrower was a private company.

The Inquiry has examined the consolidated loan files for these loans and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of_ Neither the CMOs nor the CLAs make any reference to a personal
guarantee from any of the identified directors of _ The security listed
in the loan documentation refers to guarantees from two associated companies but
these do not comply with the requirement for a personal guarantee from directors. In
addition, there is no evidence as to the substance of this guarantee to enable the

Inquiry to take account of it.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan, and accordingly, it finds that SPC 3.2 is proven against
INBS.
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SPC 3.3: A valuation report on the asset(s) used as security was not received by

INBS before all or part of the loan was advanced.

The relevant policies identified in the Investigation Report are the UK Version of the
April 2003 Credit Risk Policy (See Table included at Appendix 13) and the 9 November

2004 Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007.

The UK Version of the April 2003 Credit Risk Policy did apply to this allegation. The
UK Version of the April 2003 Credit Risk Policy stated that a professional valuation

must be acquired prior to a loan or part of a loan being advanced.

The UK Version of the April 2003 Credit Risk Policy referred to the requirement that
INBS’s terms and conditions must be complied with in full before any drawdown or

stage payment is made.

By letter dated 26 May 2005%%¢ Mr McCollum instructed Savills to undertake a valuation
of | o~ the basis of (a) market value and (b) market value if let to an
acceptable tenant for more than 15 years. He also requested that a desktop valuation

be furnished ahead of the full valuation.

Savills submitted a written desktop valuation on 7 June 2005%7 and a full valuation on
22 July 2005.2%8 The values set out in the desktop valuation were the same as those
in the subsequent full valuation. Drawdown took place on 7 June 2005%%° on the same
date as the desktop valuation. The Inquiry is of the view that the deskiop valuation was

adequate to comply with policy in this regard.

The Inquiry finds that the allegation that there was a failure to acquire a valuation

report prior to the loan being advanced is not proven as against INBS.

285 | etter from Gary McCollum, INBS, to Gerard Nolan, Savills, dated 26 May 2005 (Doc ID: 0.7.120.919626).
287 savills Desktop Valuation, dated 7 June 2005 (Doc ID: 0.7.120.894716).

288 savills Valuation Report, dated 22 July 2005 (Doc ID: 0.7.120.39654).

289 sterling Commercial Advance Static Sheet, dated 7 June 2005 (Doc ID: 0.7.120.22703).
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Loan 2

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.
{b) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 2.4: Credit Committee not quorate when loans were approved or
recommended and loans not in compliance with INBS’s urgent credit decision

approval procedures.

This allegation was against INBS only and so it was not opened during the SPC 110 4

l.oan Hearings. Accordingly, this allegation was not considered by the Inquiry.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the Moratoria Policy October 2003. (See Table included at Appendix 12).

The 28 February 2007 Commercial Morigage Lending Policy required that any
variation to a loan had to be considered, approved and minuted by the Credit
Committee and then submitted to the Managing Director for approval. This loan
involved an interest only clause which meant there was a moratorium on capital
repayments. The Moratoria Policy October 2003%%° also applied. Under that policy,
variations to moratorium accounts could only be amended with the written approval of
either the Managing Director, all members of the Credit Committee, or any two of the
following: commercial lending manager; mortgage administration manager; or senior

commercial lender.

2% The Moratoria Policy 2003 was incorporated in the Commercial Mortgage Lending Policy approved by the
Board on 28 February 2007.
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The extension to this loan was recorded on the Summit account?®! and it showed that
this loan had been extended beyond the term specified in the CMO?%? which stated
that it was fo run with Loan 1 which was until June 2007. The Summit account showed

it extending up to 2009.

The Inquiry has examined Credit Committee meeting minutes throughout the Review
Period and there is no evidence that extensions to this loan were approved by the
Credit Committee as required by internal policy. There is no evidence on file that
moratoria policy procedures were followed. There is no evidence on the consoclidated

loan file that this loan was extended in accordance with internal policy.

The Inquiry finds that this loan was extended without appropriate approval and
not in compliance with urgent credit decision approval procedures. Accordingly,

the Inquiry finds that SPC 2.9 is proven as against INBS.

SPC 2.14: CMO did not reflect the basis of approval by the Credit Committee

and/or Board.

The relevant policy was the April 2003 Credit Risk Policy. (See Table included at
Appendix 12).

That policy stated that any variation of the terms of any loans approved by the Board
must be documented in the file, and an amended offer letter acknowledged by the

borrower.

By internal memorandum dated 11 July 2006 from Mr McCollum to Mr Fingleton, the
case was made for an additional advance of £7.25 million.?>® On the internal
memorandum the shareholding in _was correctly stated as:

50%

50%

The CLA for this additional advance was dated 12 July 2006.2°* On the face of the CLA

the shareholding in _Was incorrectly stated as:

40%

201 Extract from Summit Account No ||| GGG oo o: 0.7.120.760631).

292 Additional Commercial Mortgage Offer, dated 8 August 2006 (Doc ID: 0.7.120.32545).

293 Internal memorandum from Gary McCollum to Michael Fingleton, dated 11 July 2006 (Doc ID: 0.7.120.27189).
294 Commercial Loan Application, dated 12 July 2006 (Doc ID: 0.7.120.44556).
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I 40%
I 20%

The Credit Committee recommended this additional loan for approval on 14 July
2006%*° and the Board approved it at its meeting on 19 July 2006.2°° Ms O’'Boyle®¥’
identified the discrepancy between the internal memorandum and the CLA and by
email dated 12 July 2006 asked Mr McCollum to clarify.?®® The subsequent CMO

issued on 8 August 20062%° was duly amended and had the correct shareholding in

50%

For good order the rectification should have been reported to the Board and there is
no clear evidence that this occurred. The Inquiry does not believe, however, that this

breach is of sufficient materiality to justify an adverse finding.

The Inquiry is satisfied that this breach is not adequately supported by the

documentation and does not amount to a breach by INBS of SPC 2.14.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (see Table included at Appendix 13) and the 9 November

2004 Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007.

The UK Version of the April 2003 Credit Risk Policy did apply to this allegation. The
UK Version of the April 2003 Credit Risk Policy stated that personal guarantees should

295 Minutes of Credit Committee meeting, dated 14 July 2006 (Doc ID: 0.7.120.37899).

2% Minutes of Board meeting, dated 19 July 2006 (Doc ID: 0.7.120.33969).

297 From 2006 to 2010, Cheryl O’Boyle worked as a commercial administrator and assistant lender in INBS. In
2009 she left the Dublin office and went to the Belfast office where she undertook the same role.

2% Email from Cheryl O’'Boyle to Gary McCollum, dated 12 July 2006 (Doc ID: 0.7.120.923347).

299 Additional Commercial Mortgage Offer, dated 8 August 2006 (Doc ID: 0.7.120.32545).
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be acquired where the borrower was a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors
of _ Neither the CMO®® nor the CLA*®'" make any reference to a
personal guarantee from any of the identified directors of _ The
security listed in the CMO refers to guarantees from two associated companies but
these do not comply with the requirement for a personal guarantee from directors. In
addition, there is no evidence as to the substance of this guarantee to enable the

302

Inquiry to take account of it. The Credit Committee recommendation®“ made no

303

reference to security and the Board decision®” made no reference to guarantees from

directors or conftrollers.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan, and accordingly, it finds that SPC 3.2 is proven as against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

The relevant policy identified in the Investigation Report was the 2 November 2004

Commercial Lending Criteria.

300 Additional Commercial Mortgage Offer, dated 8 August 2006 (Doc ID: 0.7.120.32545).
301 Commercial Loan Application, dated 12 July 2006 (Doc ID: 0.7.120.44556).

302 Minutes of Credit Committee meeting, dated 14 July 2006 (Doc ID: 0.7.120.37899).
303 Minutes of Board meeting, dated 19 July 2006 (Doc ID: 0.7.120.33969).

149



4.355

4.356

4.357

4.358

The Inquiry has determined that the 9 November 2004 Commercial L.ending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As no finding has been made against INBS, this loan specific participation

allegation against Mr Purcell now falls away.

SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.

The relevant policy was the 19 July 2006 Commercial Credit Committee Terms of

Reference.

In circumstances where the Inquiry makes no finding in respect of SPC 3.4, this

allegation no longer arises.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As the allegation against INBS falls away, this loan specific participation

allegation against Mr Purcell also now falls away.
Loan 3

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Three years’ audited accounts.

(b) Business plan/proposals.

{c) Forecast cash flow analysis.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

That policy stated that when lending to a company, three years’ audited accounts,
business plan or proposals and forecast cash flow analysis should be obtained. These
requirements were repeated in the section of the policy entitled “Commercial Lending

Sector Guide Criteria — Hotels”.
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The internal memorandum from Mr McCollum to Mr Fingleton dated 30 October 2007,
requested an additional £5 million for refurbishment works until refinance.** The
certificate of incorporation®® indicated that ||| | | QNI 2s incorporated on 10
May 2005. This facility was drawn down on 12 November 2007 and therefore three
years of accounts would not have been available when this facility was made available.

The Consolidated Table in respect of this allegation stated in a footnote:

“Or, for newly incorporated companies where three years audited accounts
were not available at the time of loan application, the number of years of
audited accounts that would have been available at the time of loan application

(ie one or two years)” 3%

On this basis SPC 1.3 was alleged in respect of a borrower company that was less
than three years old. However, the Inquiry has seen no basis in policy for this
approach. The relevant policies all referred to “Three years audited accounts” and

there is no provision for requiring accounts for a shorter period.

Updated valuations were received from Savills in October 2007%% and in March
20083%% which put a present uncompleted value on the hotel of £40 million and an
anticipated completion value of £50 million. The CLA for this loan3® stated that the

term was to run in line with_ until March 2008, and was to be

interest only.

The Inquiry has examined the information available for the first loan in this account and
come to the view that there was enough documentation on file to constitute a business
plan and a cash flow analysis. In circumstances where the quarterly interest rate had
been paid to date, the Inquiry is satisfied that the information acquired for loan 1 and

2 can be applied to loan 3.

The Inquiry finds that the allegation that there was a failure to acquire required
information, namely three years’ audited accounts, a business plan and a cash

flow analysis, is not proven as against INBS.

304 Internal memorandum from Gary McCollum to Michael Fingleton, dated 30 October 2007 {Doc ID:
0.7.120.8991).

305 Certificate of Incorporation of NG c:tcd 10 May 2005 (Doc ID: 0.7.120.895756-000001).
308 Consolidated Table C1.3 page vii, footnote 2 (Doc ID: RDU_REL1600-00000041).

307 Savills Desktop Valuation, dated 22 October 2007 (Doc ID: 0.7.120.9871).

308 savills Desktop Appraisal, dated 11 March 2008 (Doc ID: 0.7.120.11725).

309 Commercial Loan Application, dated 9 November 2007 (Doc 1D: 0.7.120.21849).
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SPC 2.5: Loans advanced prior to quorate Credit Committee meeting (at which
the loans were approved or recommended) and not in compliance with INBS’s

urgent credit decision approval procedures.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 19 July 2006 Commercial Credit Committee Terms of Reference. (See Table

included at Appendix 12).

The third || | 02 was drawn down on 12 November 2007. This was
evidenced in the Sterling Commercial Advance Static Sheet which showed the initial
drawdown of £283,165.09 as occurring on that date.®'® The Credit Committee

recommended this additional facility at the meeting on 14 November 2007 3"

The Inquiry has analysed the consolidated loan file and the Credit Committee meeting
minutes and there is no evidence that urgent credit decision approval procedures were

followed.

The Inguiry finds that this loan was advanced prior to the Credit Committee
meeting which recommended it and not in compliance with urgent credit
decision approval procedures. Accordingly, the Inquiry finds SPC 2.5 is proven

as against INBS.

SPC 2.6: Funds advanced prior to Board approval and not in compliance with

INBS’s urgent credit decision approval procedures.

The relevant policies were the 28 February 2007 Commercial Morigage Lending Policy
and the 19 July 2006 Commercial Credit Committee Terms of Reference. The policies
governing urgent credit decision approval procedures were the Board Resolution
September 2002 and the 19 July 2006 Commercial Credit Committee Terms of
Reference. (See Tables included at Appendix 12).

The date of the first drawdown as evidenced by the Sterling Commercial Advanced
Static Sheet was 12 November 2007.3'? The date of the Board meeting which approved

this additional loan was 27 November 2007.3'3

310 Sterling Commercial Advance Static Sheet, dated 12 November 2007 (Doc ID: 0.7.120.8979).
3" Minutes of Credit Committee meeting, dated 14 November 2007 (Doc 1D: 0.7.120.9055).

312 sterling Commercial Advance Static Sheet, dated 12 November 2007 (Doc ID: 0.7.120.8979).
313 Minutes of Board meeting, dated 27 November 2007 (Doc ID: 0.7.120.11889).

152



4.369

4.370

4.371

4.372

4.373

The Inquiry has examined the consolidated loan file and the Credit Committee and
Board meeting minutes for this loan and there is no evidence of compliance with urgent

credit decision approval procedures.

The Inquiry finds that this loan was advanced prior to Board approval and not in
compliance with urgent credit decision approval procedures. Accordingly, the

Inquiry finds that SPC 2.6 is proven as against INBS.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the December 2007 Commercial Mortgage Lending Policy

and the Moratoria Policy December 2007. (See Table included at Appendix 12).

The December 2007 Commercial Mortgage Lending Policy stated that no individual
staff member was authorised to vary conditions of a loan approved by the Credit
Committee. Any variation must be considered, approved and minuted by the Credit
Committee. This loan involved an interest only clause which meant there was a
moratorium on capital repayments. The Moratoria Policy December 2007 provided that
variations to moratorium accounts could only be amended with the written approval of
either all members of the Credit Committee, or any two of the following: managing

director; commercial lending manager; or mortgage administration manager.

The extension to this loan was recorded on the Summit account®* and that showed
this loan had been extended beyond the term specified in the CMO?®', which stated
that it was to run with Loan 1 and Loan 2 for a term of six months. The Summit account
showed it extended up fo 12 February 2010 with an outstanding balance of
£5,387,593.85.

The Inquiry has analysed Credit Commitiee meeting minutes and can see no evidence
that an application for an extension of this loan was brought before the Credit
Committee for approval. There is no evidence on the consolidated loan file that this

loan was extended in accordance with internal policy.

The Inquiry finds that this loan was extended without appropriate approval and
not in compliance with urgent credit decision approval procedures. Accordingly,

the Inquiry finds SPC 2.9 is proven as against INBS.

314 extract from Summit Account No (||| |GGG oo 0: 0.7.120.760539).
315 Additional Commercial Mortgage Offer, dated 31 October 2007 (Doc 1D: 0.7.120.19173).
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SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
The credit urgent decision approval procedures were set out in the Board Resolution
September 2002 and the 19 July 2006 Commercial Credit Committee Terms of
Reference. (See Table included at Appendix 12).

The CMO was dated 31 October 2007.%'® The Credit Committee recommended the
loan for approval on 14 November 200737 and the Board approved the loan on 27
November 2007.3'® Based on this information, the CMO does appear to have issued

prior to appropriate approval.

The Inquiry has examined the consolidated loan file and the Credit Commitiee and
Board meeting minutes for this loan and there is no evidence of compliance with urgent

credit decision approval procedures.

The Inquiry finds that the CMO for this loan was issued prior to the appropriate
recommendation for approval or approval and not in compliance with urgent
credit decision approval procedures. Accordingly, the Inquiry finds that SPC

2.13 is proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 27 June 2007 Credit Risk Management Policy. (See Table included at
Appendix 13).

These policies both stated that personal guarantees should have been acquired where

the borrower was a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

316 Additional Commercial Mortgage Offer, dated 31 October 2007 (Doc 1D: 0.7.120.19173).
317 Minutes of Credit Committee meeting, dated 14 November 2007 (Doc I1D: 0.7.120.8055).
318 Minutes of Board meeting, dated 27 November 2007 (Doc ID: 0.7.120.11889).
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of _ Neither the CMO?®'® nor the CLA’® made any reference to a
personal guarantee from any of the identified directors of _ The
security listed in the CMO referred to a guarantee from an associated company but
this does not comply with the requirement for a personal guarantee from directors. In
addition, there is no evidence as to the substance of this guarantee to enable the

321

Inquiry to take account of it. The Credit Commitiee recommendation®s’ made no

322

reference to security and the Board decision®~ made no reference to guarantees from

directors or controllers.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan, and accordingly, finds that SPC 3.2 is proven as against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.
Loan 4

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Three years’ audited accounts.
(b) Business plan/proposals.

{c) Forecast cash flow analysis.

319 Additional Commercial Mortgage Offer, dated 31 October 2007 (Doc 1D: 0.7.120.19173).
320 Commercial Loan Application, dated 9 November 2007 (Doc ID: 0.7.120.218489).

321 Minutes of Credit Committee meeting, dated 14 November 2007 (Doc 1D: 0.7.120.8055).
322 Minutes of Board meeting, dated 27 November 2007 (Doc ID: 0.7.120.11889).

155



4.381

4.382

4.383

4.384

4.385

The relevant policy was the 21 April 2008 Commercial Mortgage Lending Policy. (See
Table included at Appendix 11).

This was an additional facility for £3 million which was requested by Mr McCollum on
behalf of_ in an internal memorandum to Mr Fingleton dated 9 April
2008.3% The loan was to be for three months and was on an interest only basis, as it
was intended to refinance the loan facilities by 1 June 2008. The purpose of the loan
was to fund the completion of works. Mr McCollum confirmed that he held updated
valuations from Savills providing a current valuation of £40 million and a value of £50

million upon completion of the works and being open for business.

The CLA dated 17 April 2008°%%*, noted that the total facility provided in respect of this
transaction was £38.7 million plus the additional £3 million. The LTV was stated to be
96% at current value and 77% on completion. The certificate of incorporation®?®
indicated that_was incorporated on 10 May 2005. This facility was
drawn down on 23 April 2008 and therefore a full three years of accounts would not
have been available when this facility was made available. The Consolidated Table in

respect of this allegation stated in a footnote:

“Or, for newly incorporated companies where three years audited accounts
were not available at the time of loan application, the number of years of
audited accounts that would have been available at the time of loan application

(ie one or two years)” 3%

On this basis SPC 1.3 was alleged in respect of borrower companies that were less
than three years old. However, the Inquiry has seen no basis in policy for this
approach. The relevant policies all referred to “Three years audited accounts” and

there is no provision for requiring accounts for a shorter period.

The Inquiry has considered the documentation in this loan file and in circumstances
where the loan was for a three month period and was closely linked to three earlier
facilities, and where there was an up to date valuation, it appears that the policy

requirements have been adequately met.

323 Internal memorandum from Gary McCollum to Michael Fingleton, dated 9 April 2008 (Doc ID: 0.7.120.32598).
324 Commercial Loan Applicationl dated 17 Airil 2008 (Doc ID: 0.7.120.10287).

325 Certificate of Incorporation of

, dated 10 May 2005 (Doc ID: 0.7.120.895756-000001).

326 Consolidated Table C1.3 page vii, footnote 2 (Doc ID: RDU_REL1600-00000041).
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The Inquiry finds that the allegation that there was a failure to acquire required
information, namely three years’ audited accounts, a business plan and a cash

flow analysis, is not proven as against INBS.

SPC 2.5: Loans advanced prior to quorate Credit Committee meeting (at which
the loans were approved or recommended) and not in compliance with INBS’s

urgent credit decision approval procedures.

The relevant policy was the 21 April 2008 Commercial Mortgage Lending Policy. The
applicable urgent credit decision approval procedures were set out in the December

2007 Credit Committee Terms of Reference. (See Table included at Appendix 12).

The CLA was dated 17 April 2008.%?” The additional CMO was dated 18 April 2008.%2¢
The Board noted the new advance (which it stated had been approved by the Credit
Committee) at the meeting held on 21 April 2008.3%° The funds were advanced on 23
April 20083 and the loan was sanctioned by the Credit Committee at a meeting on 2
May 2008.3%

In addition to the documentation set out above, the Inquiry has also seen a document
prepared by Mr Killian McMahon, internal auditor, dated 1 December 2008.%%2 This

document listed all of the loans in INBS approved without Credit Committee approval

and it included _ Loan 4.

The Inquiry has examined the consolidated loan file and the Credit Committee and
Board meeting minutes for this loan and there is no evidence of compliance with urgent

credit decision approval procedures.

The Inquiry finds that this loan was advanced prior to the Credit Committee
meeting and not in compliance with urgent credit decision approval procedures.

Accordingly, the Inquiry finds that SPC 2.5 is proven as against INBS.

327 Commercial Loan Application, dated 17 April 2008 (Doc ID: 0.7.120.10287).

328 Additional Commercial Mortgage Offer, dated 18 April 2008 (Doc ID: 0.7.120.25533).

329 Minutes of Board meeting, dated 21 April 2008 (Doc ID: 0.7.120.7090).

330 Sterling Commercial Advance Static Sheet, dated 23 April 2008 (Doc ID: 0.7.120.13397).

331 Minutes of Credit Committee meeting, dated 2 May 2008 (Doc 1D: 0.7.120.18475).

332 Email from Killian McMahon to Meryl Foster, dated 11 December 2008 (Doc ID: AD-0.7.120.424306).
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SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

This allegation was omitted from the Loan Hearing (in error). In those circumstances,

the Inquiry has not considered this allegation.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies were the 27 June 2007 Credit Risk Management Policy and the
21 April 2008 Commercial Mortgage Lending Policy. (See Table included at Appendix
13).

These policies both stated that personal guarantees should be required where the

borrower is a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of_ Neither the CMO®® nor the CLA®** make any reference to a
personal guarantee from any of the identified directors of _ The
security listed in the CMO refers {o a guarantee from an associated company but this
does not comply with the requirement for a perscnal guarantee from directors. In
addition, there is no evidence as to the substance of this guarantee to enable the

335

Inquiry to take account of it. The Credit Committee sanction®® made no reference to

336

security and the Board decision®®® made no reference to guarantees from directors or

controllers.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan, and accordingly, finds that SPC 3.2 is proven as against
INBS.

333 Additional Commercial Mortgage Offer, dated 18 April 2008 (Doc ID: 0.7.120.25533).
334 Commercial Loan Application, dated 17 April 2008 (Doc ID: 0.7.120.10287).

335 Minutes of Credit Committee meeting, dated 2 May 2008 (Doc 1D: 0.7.120.18475).
336 Minutes of Board meeting, dated 21 April 2008 (Doc ID: 0.7.120.7090).
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SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

The relevant policy was the 21 April 2008 Commercial Mortgage Lending Policy. (See
Table included at Appendix 13). The relevant sectoral codes were set out in the 27
June 2007 Credit Risk Management Policy.®%"

The CLA, dated 17 April 2008, noted that the total facility provided in respect of this
transaction was £38.7 million plus the additional £3 million.**® The LTV was stated to
be 96% at current value and 77% on completion. It listed the sectoral code as “H7".
This applied to hotels and is consistent with the stated purpose of the loan. The
applicable LTV for this sector was 70%. The applicable policy provided for a case by
case assessment in the case of a facility that came under the category “Development
Finance’. Although the CLA had designated the purpose as coming under the category
“Hotel’, the Inquiry is of the view that this venture was better described as
“Development Finance” and, as such, could be assessed on a case by case basis. In
those circumstances, the Inquiry does not believe that, on the balance of probabilities,

an adverse finding is justified in respect of this SPC allegation.

The Inquiry finds that the LTV limit for this loan was not in excess of limits set
out in internal policy and accordingly, finds that SPC 3.4 is not proven as against
INBS.

SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.
In light of the Inquiry’s decision in relation to SPC 3.4 above, this allegation falls away.
Loan 5

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Three years’ audited accounts.

{b) Business plan/proposals.

337 27 June 2007 Credit Risk Management Policy (Doc 1D: 0.7.120.431329).
338 Commercial Loan Application, dated 17 Aprit 2008 (Doc I1D: 0.7.120.10287).
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4.404

4.405

{c) Forecast cash flow analysis.

The relevant policy was the 21 April 2008 Commercial Mortgage Lending Policy. (See
Table included at Appendix 11).

This loan was for £5 million and was advanced in June 20083, shortly after Loan 4.
In the internal memorandum from Mr McCollum to Mr Fingleton dated 4 June 200834,
Mr McCollum explained that although a number of banks were happy to provide
funding on this project, no drawdown of such funding could take place until the hotel
was completed and open for business. It was noted that completion was anticipated
within the next 10 days with opening due in mid-July, but that there was now a
requirement for funding to settle a number of outstanding accounts and refund -

who had financed construction costs in the short term.

Mr Fingleton responded by forwarding the memorandum to Mr McMenamin with
instructions to process it in the usual manner but to check that interest was being paid
on the total facility. It was confirmed by Mr McCollum that interest arrears of £731,444

would be paid out of the additional £5 million.

The CLA was also dated 4 June 2008 and it provided for a £5 million loan for a term of
three months on an interest only basis.**' The LTV was stated to be 98% on current
value and 87% on completion. As with the other four loans, INBS was to be entitled to
a 25% profit share upon resale. A CMO on those terms issued on 9 June 2008.%42 The
loan was sanctioned by the Credit Committee on 11 June 2008%*° and noted by the
Board on 30 June 2006.%* The first drawdown as evidenced by the Sterling

Commercial Advance Static Sheet**® was on 17 June 2008.

Although this loan was for a three month term, the Summit account®*® showed that it
was still active up to 17 December 2009 at which time there was a £5,377,484.53

balance outstanding.

The Inquiry has looked at the consolidated loan file for this loan and although there is
no evidence that these three pieces of information were acquired prior to the advance

of this loan, there was a significant amount of information on file about the project and

339 Sterling Commercial Advance Static Sheet, dated 17 June 2008 (Doc ID: 0.7.120.38897).

340 [nternal memorandum from Gary McCollum to Michael Fingleton, dated 4 June 2008 (Doc ID: 0.7.120.26418).
34 Commercial Loan Application, dated 4 June 2008 (Doc ID: 0.7.120.40643).

342 Additional Commercial Mortgage Offer, dated 9 June 2008 (Doc 1D: 0.7.120.14472).

343 Minutes of Credit Committee meeting, dated 11 June 2008 (Doc ID: 0.7.120.10031).

344 Minutes of Board meeting, dated 30 June 2008 (Doc ID: 0.7.120.36108).

345 Sterling Commercial Advance Static Sheet. dated 17 June 2008 (Doc ID: 0.7.120.38997).

3 Extract from Summit Account ||| ©o: o: 0.7.120.760532).
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its progress. In addition there was an appraisal by Savills dated 11 March 2008.3* It
should be noted that this facility was for a three month term. In all the circumstances,
the Inquiry believes that INBS had the required information to make an assessment on

the borrower’s capacity to repay.

The Inquiry finds that the allegation that there was a failure to acquire required
information, namely three years’ audited accounts, a business plan and a cash

flow analysis, is not proven against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the 21 April 2008 Commaercial Mortgage Lending Policy. The
urgent credit decision approval procedures were in the December 2007 Credit

Committee Terms of Reference. (See Table included at Appendix 12).

The CMO was dated 9 June 2008 and the Credit Committee sanctioned the loan on
11 June 2008.%*° The Inquiry has examined the consolidated loan file and the Credit
Committee meeting minutes at which this loan was sanctioned and there is no

evidence of compliance with urgent credit decision approval procedures.

The Inquiry finds that the CMO was issued prior to appropriate approval and not
in compliance with urgent credit decision approval procedures. Accordingly, the

Inquiry finds that SPC 2.13 is proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies were the 27 June 2007 Credit Risk Management Policy and the
21 April 2008 Commercial Mortgage Lending Policy. (See Table included at Appendix
13).

These policies both stated that personal guarantees should be acquired where the

borrower was a private company.

347 Savills Desktop Appraisal, dated 11 March 2008 (Doc 1D: 0.7.120.11725).
348 Additional Commercial Mortgage Offer, dated 9 June 2008 (Doc ID: 0.7.120.14472).
349 Minutes of Credit Committee meeting, dated 11 June 2008 (Doc ID: 0.7.120.10031).
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The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors
of _ Neither the CMO®° nor the CLA®' make any reference to a

personal guarantee from any of the identified directors of _ The
security listed in the CMO refers {o a guarantee from an associated company but this
does not comply with the requirement for a personal guarantee from directors. In
addition, there is no evidence as {o the substance of this guarantee to enable the
Inquiry to take account of it. The Credit Committee sanction®**? made no reference to

security.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

The relevant policy was the 21 April 2008 Commercial Mortgage Lending Policy. (See
Table included at Appendix 13). The relevant sectoral codes were set out in the 27
June 2007 Credit Risk Management Policy.*>®

The CLA dated 4 June 2008%%* provided for a £5 million loan for a term of three months
on an interest only basis. The LTV was stated to be 98% on current value and 87% on
completion. As with the other four loans, INBS was to be entitled to a 25% profit share

upon resale.

The CLA listed the sectoral code as “H7”. This applied to hotels and is consistent with
the stated purpose of the loan, however, as outlined in respect of the previous loans,
the Inquiry is of the view that this venture was better described as “Development
Finance” and, as such, could be assessed on a case by case basis. In those
circumstances, the Inquiry does not think that, on the balance of probabilities, an

adverse finding is justified in respect of this SPC Allegation.

3%0 Additional Commercial Mortgage Offer, dated 9 June 2008 (Doc 1D: 0.7.120.14472).
351 Commercial Loan Application, dated 4 June 2008 (Doc I1D: 0.7.120.40643).

352 Minutes of Credit Committee meeting, dated 11 June 2008 (Doc ID: 0.7.120.10031).
353 27 June 2007 Credit Risk Management Policy (Doc 1D: 0.7.120.431329).

3%4 Commercial Loan Application, dated 4 June 2008 (Doc ID: 0.7.120.40643).
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The Inquiry finds that the LTV limit for this loan was not in excess of limits set
out in internal policy and, accordingly, finds that SPC 3.4 is not proven as
against INBS.

SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.

In light of the Inquiry’s decision in relation to SPC 3.4 above, this allegation falls away.

4.418

4.419

4.420

_, was a company owned by _ In the context of this Inquiry,
I = the umbrella name used for all loans associated with|| |l and

_ Most loans were through SPVs either controlled by

I o' controlled by him in association with others. The Inquiry identified 42
loans to _With a euro or euro equivalent value in the region of €480 million
to purchase investment properties in the UK and Europe, of which about 60% was
made available for projects in France in 2006/2007. In France the main focus was on
the Cap D'Antibes and Cote D'Azur areas, as well as ski resorts in ||| ] 2o
-. Afurther €30 million was made available, also in 2007, in respect of a resort
in ltaly.

Loan Account: _

Loan 1 and Loan 2 - background {o loans

This loan proposal was outlined in an internal memo from Mr McCollum to Mr

Fingleton, dated 12 June 2006. || =« GGG <<

to purchase the _and a 3.5 acre residential site at
-Cote D’Azur, France, along with also on the Cote

D’Azur. The requested loan facility for the three properties was for €35 million, €15

million of which was for the _

The current value of all three properties was stated to be €45 million and the value with

revised planning was estimated at €50 million. The loan was to be for two years and

355 [nternal memorandum from Gary McCollum to Michael Fingleton, dated 12 June 2006 (Doc ID:
0.7.120.44919).
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INBS was to be entitled to 25% of the profit. This proposal followed on from the
provision of a €60 million facility to purchase the _356 (see paragraph
4.516 et seq. below). Mr Fingleton signed off his approval of the proposal on the face

of the internal memorandum.

The CLA, which was for the three properties, was dated 14 June 2006.% It provided
€35 million for a term of 24 months, a capital and interest moratorium and a LTV of
78% at current value and 70% on approval of revised planning. The valuation on the
CLA showed these figures as €45 million and €50 million respectively, but these
amounts were to be confirmed.®*® INBS was to receive 25% of profits upon resale of
the property. The Board approved the composite loan on 19 July 2006.%*° The CMO
issued on 20 July 2006%° and offered the sum of €15 million for 24 months for the
purchase of the_ The first drawdown was on 19 July 2006 to Kurgansky
Notaries who were INBS’s lawyers in France, and was for €14,925,000. This was

evidenced by the Summit account for this loan.*’

A further loan of €2.5 million was advanced for this project. In another internal
memorandum dated 13 April 2007°%?, Mr McCollum stated that the plans for the
redevelopment were well advanced and likely to receive a building permit by
September 2007. Again, Mr Fingleton signed off his approval of the proposal on the

face of the internal memorandum.

The additional facility was for demolition and planning costs. The CLA for this loan was
dated 13 April 2007.°% This additional loan was recommended by the Credit
Committee on 23 April 2007.%% It was approved by the Board of INBS on 24 April
2007.%%° The additional CMO was issued on 23 May 2007.°% The internal
memorandum correctly identified the additional loan required as €2.5 million. The CLA
incorrectly translated this as £2.5 million and this amount was recommended by the
Credit Committee and approved by the Board. However it was rectified in the CMO

which, correctly, referred to €2.5 million. The drawdowns of the sums were in euro.

3% |nternal memorandum from Gary McCollum to Michael Fingleton, dated 12 June 2006 (Doc ID:
0.7.120.44919).

387 Commercial Loan Application, dated 14 June 2006 (Doc ID: 0.7.120.12302).

3% Commercial Loan Application, dated 14 June 2006 {Doc 1D: 0.7.120.12302).

359 Minutes of Board meeting, dated 18 July 2006 (Doc ID: 0.7.120.33969).

380 Commercial Mortgage Offer, dated 20 July 2006 (Doc ID: 0.7.120.5197).

361 Extract from Summit Account No*(Doc ID: 0.7.120.760542).

382 Internal memorandum from Gary McCollum to Michael Fingleton, dated 13 April 2007 (Doc ID: 0.7.120.5752).
363 Commercial Loan Application, dated 13 April 2007 (Doc 1D: 0.7.120.10020).

364 Minutes of Credit Committee meeting, dated 23 April 2007 (Doc ID: 0.7.120.39746).

365 Minutes of Board meeting, dated 24 April 2007 (Doc ID: 0.7.120.7630).

366 Additional Commercial Mortgage Offer, dated 23 May 2007 (Doc ID: 0.7.120.10111).
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Since the sum offered in the CMO was less than the sum approved there was no need

o revert to the Board.

The first drawdown for this loan was on 30 May 2007 for over €800,000, payable to

_367 The Summit account for these loans showed that they continued
beyond their initial two year term. On 19 January 2010, Loan 1 showed an outstanding
balance of almost €18 million.?®® On 30 November 2009, Loan 2 showed an
outstanding balance of €1,828,122.%%°

The overall exposure to this customer was discussed at a Credit Committee meeting
on 23 August 2010%° and it was decided that INBS’s interests were best served by
extending limits to it. The loan was not repaid and the full facility was eventually
transferred to NAMA.

There were four Loan Specific Allegations advanced in respect of the two loans to this
borrower. Full details of these Loan Specific Allegations are set out below under each
loan, and are also included in the Table of SPC 1 to 4 Loan Specific Allegations and

Findings at Appendix 7 hereto.
Loan 1

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
{a) Business plan/proposals.
(b) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the @ November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

367 Extract from Summit Account N GG Do D: 0.7.120.760661).

368 Extract from Summit Account No (Doc 1D: 0.7.120.760542).
369 Extract from Summit Account No (Doc ID: 0.7.120.760661).
370 Minutes of Credit Committee meeting, dated 23 August 2010 (Doc ID: 0.7.120.7858).
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SPC 2.1: Funds advanced without Credit Committee approval or
recommendation and not in compliance with INBS’s urgent credit decision

approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
19 July 2006 Commercial Credit Committee Terms of Reference (See Table included
at Appendix 12).

The Investigation Report identified the urgent credit decision approval procedures as
being set out in the 19 July 2006 Commercial Credit Committee Terms of Reference,
which required two Credit Committee members’ signatures as well as sign off by the
Managing Director. The loan was then to be presented to the Credit Commitiee as

soon as possible thereafter.

The CLA for this loan, which was dated 14 June 2006°%", identified the borrower as

_ adding the words “this is liable to change”. The directors or

shareholders were not confirmed at the time of the preparation of the CLA, although
the exposure was identified as_ The purpose of the facility as stated in
the CLA was to purchase three properties in the south of France, one of which was
identified as - The total amount requested was €35 million.

The Board meeting at which the €35 million was approved, and in the minutes of which
_Was specifically listed, also approved the loan in the name of-
_ This meeting was held on 19 July 2006.°? A Credit Committee
meeting was held on 21 June 2006° that recommended a loan of €35 million to

_ The three properties were again listed and_was

one of them.

It would therefore appear to the Inquiry that this loan was in fact considered by the
Credit Committee and recommended for approval although not under the name of the
borrower company, _, which eventually received the facility. The
allegation is that the loan was not considered by the Credit Committee, and it appears
that this allegation is not supported by the documentation. It should be noted that the

applicable policy for this Credit Committee meeting would in fact have been the 2003

371 Commercial Loan Application, dated 14 June 2006 (Doc 1D: 0.7.120.12302)
$72 Minutes of Board meeting, dated 18 July 2006 (Doc ID: 0.7.120.33969).
373 Minutes of Credit Committee meeting, dated 21 June 2006 (Doc ID: 0.7.120.8787).

166



4.432

4.433

4.434

4.435

4.436

Commercial Credit Committee Terms of Reference as this meeting occurred before

the 19 July 2006 Commercial Credit Committee Terms of Reference came into force.

The Inquiry finds that this loan was considered at a Credit Committee meeting
although not under the name of the company that eventually received the facility.

Accordingly, it finds that SPC 2.1 is not proven as against INBS.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 21 April 2008 Commercial Mortgage L.ending Policy and
the Moratoria Policy 21 April 2008. (See Table included at Appendix 12).

The CMO®™ stated that there was a full capital and interest moratorium on this loan.
The Inquiry examined a letter dated 28 May 2008%7°, which was sent by INBS to-
_which stated: “Please be advised that the term should expire on the
18™ July 2008”. This is consistent with the term of the loan in the CLA%® and CMO.

A Term Report®”” which deals with both Loans 1 and 2 stated “Gary advises that this
term should be extended out for a further 6 months to allow for planning permission to
go through'. Afurther letter dated 16 July 2008, was written by INBS to | | | | NGIN
.@78, and stated that the loan which was due to expire on 18 July 2008 had been
extended to 18 January 2009. The exiension to this loan is recorded on the Summit
account®®, which showed that this loan was extended beyond the two year term
specified in the CMO and beyond the six month extension identified above. This loan
continued to operate until 19 January 2010 at which time there was an ouistanding
balance of €17,988,604.92. Policy required that any extension to this loan should have
been approved by the Credit Committee.

The 21 April 2008 Commercial Mortgage Lending Policy, stated that no individual staff
member was authorised to vary conditions of a loan approved by the Credit Committee.
Any variation was to be considered, approved and minuted by the Credit Committee.
The Inquiry has analysed Credit Committee meeting minutes and packs throughout

the Review Period and can see no evidence that an application for an extension of this

374 Commercial Mortgage Offer, dated 20 July 2006 (Doc ID: 0.7.120.5197).
375 |_etter from Mark Hearne, INBS, to ated 28 May 2008 (Doc 1D: 0.7.120.23700).

378 Commercial Loan Application, dated 14 June 2006 {Doc 1D: 0.7.120.12302).

377 Term Report (Doc 1D: 0.7.120.35110).
378 | etter from Mark Hearne, INBS, to dated 16 July 2008 (Doc 1D: 0.7.120.30548).
379 Extract from Summit Account No (Doc ID: 0.7.120.760542).
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loan was brought before the Credit Committee for approval at any Credit Commitiee

meeting, as required by policy.

As this was a loan involving a capital and interest moratorium, the Moratoria Policy 21
April 2008 applied. It required that variation to moratorium accounts could only be
made with the written approval of either all members of the Credit Committee, or any
two of the following: managing director; commercial lending manager; or morigage
administration manager. There is no evidence on the consolidated loan file that this

loan was extended in accordance with the moratoria policy.

The Inquiry finds that this loan was extended without appropriate approval and,

accordingly, that SPC 2.9 is proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (See Table included at Appendix 13) and the 9 November

2004 Commercial Lending Criteria.

The Inquiry has determined that the 9 November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007.The UK Version of the April 2003 Credit Risk Policy did apply to this

allegation.

The UK Version of the April 2003 Credit Risk Policy stated that personal guarantees

should be acquired where the borrower is a private company.

The Inquiry has examined the consolidated loan files for these loans and there is no

evidence that a personal guarantee was either sought or obtained from the directors
of _ Neither the CMO?®*° nor the CLA®' made any reference to a

personal guarantee from any of the identified directors of_. The

security listed in the loan documentation, which consisted of fixed and floating charges
over the properties the subject matter of the loan and a cross collateral charge over

another property, did not refer to a personal guarantee.

380 Commercial Mortgage Offer, dated 20 July 2006 (Doc ID: 0.7.120.5197).
381 Commercial Loan Application, dated 14 June 2006 (Doc 1D: 0.7.120.12302).
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The Inquiry finds no evidence that personal guarantees were sought or received
in relation to these two loans, and accordingly, finds SPC 3.2 is proven as
against INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.
Loan 2

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.
(b) Forecast cash flow analysis.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

This additional loan was provided nine months after Loan 1 and it was for £2.5 million.
The purpose, as stated in the CLA%? was to provide finance to assist with ongoing
planning costs and demolition works at-. The valuation referred to in Loan 1
which was dated 30 November 2006°%°, valued the property at €35 million. The value
of the project when developed was estimated at €87.5 million. This loan was secured
on the value of the asset being purchased, and in circumstances where the valuation
was so significantly in excess of the sums being borrowed, the capacity of the borrower

to repay the loan was adequately met by the valuation provided.

382 Commercial Loan Application, dated 13 April 2007 (Doc 1D: 0.7.120.10020).
383 Francois Odet Valuation Report, dated 30 November 2006 (Doc 1D: 0.7.120.36375).
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A forecast cash flow analysis was not obtained for this additional facility, but in light of
the project involved and the valuation available, the lack of such a document would not

have added significantly to the risk undertaken by INBS.

The Inquiry finds that although this loan was advanced without a business plan
or a forecast cash flow analysis, the capacity of the borrower to repay the loan
was established by the valuation report received in November 2006 and,

accordingly, the Inquiry finds that SPC 1.3 is not proven as against INBS.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 21 April 2008 Commercial Mortgage Lending Policy and
the Moratoria Policy 21 April 2008. (See Table included at Appendix 12).

The CMO®* stated that there was a full capital and interest moratorium on this loan.
The Inquiry examined a letter dated 28 May 200838, which was sent by INBS to-
_ which is outlined above in respect of Loan 1. This letter also referred to
Loan 2 and advised that the term expired on 29 July 2008.

A Term Report®*® which deals with both Loan 1 and Loan 2 stated “Gary advises that
this term should be extended out for a further 6 months to allow for planning permission
to go through”. A further letter was written by INBS to _387, which
stated that the loan which was due to expire on 29 July 2008 had been extended to 29
January 2009. The extension to this loan was recorded on the Summit account®®,
which showed that this loan was extended beyond the six month extension identified
above. The Summit account showed that this loan continued to be active until 30

November 2009, at which time there was an outstanding balance of €1,828,122.24.

The 21 April 2008 Commercial Mortgage Lending Policy required that any extension
to this loan should be considered, approved and minuted by the Credit Committee, but
as outlined in respect of Loan 1, there was no consideration of the extension referred
to in the correspondence above by the Credit Committee. In that regard, the Inquiry
has analysed Credit Committee meeting minutes throughout the Review Period and

can see no evidence that an application for an extension of this loan was brought

384 Additional Commercial Mortgage Offer, dated 23 May 2007 (Doc ID: 0.7.120.10111).
385 | etter from Mark Hearne, INBS, to ||| | | | I c=ted 28 May 2008 (Doc ID: 0.7.120.23700).

386 Term Report (Doc 1D: 0.7.120.35110).
387 | etter from Mark Hearne, INBS t 16 July 2008 (Doc ID: 0.7.120.30548).
388 Extract from Summit Account No (Doc ID: 0.7.120.760661).
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4.453

4.454

before the Credit Committee for approval at any Credit Committee meeting, as required

by policy.

As this was a loan involving a capital and interest moratorium, the Moratoria Policy 21
April 2008 applied. It required that variations to moratorium accounts only be amended
with the written approval of either all members of the Credit Committee, or any two of
the following: managing director; commercial lending manager; or morigage
administration manager. There is no evidence on the consolidated loan file that this

loan was extended in accordance with the moratoria policy.

The Inquiry finds that this loan was extended without appropriate approval and,

accordingly, SPC 2.9 is proven as against INBS.

SPC 2.12: Terms outlined in the CLA and approved by the Board differed to the
terms outlined in the CMO.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 12).

That policy stated that no individual member of staff was authorised to vary the
conditions of a loan approved by the Board. Any such variation had {o be considered,
approved and minuted by the Credit Committee and submitted to the Managing

Director for approval.

The CLA dated 13 April 20073% stated that the term of the loan was for 12 months.
This document was recommended by the Credit Committee and approved by the
Board. The CMO dated 23 May 20073, stated that the term of the loan was for 14
months. While the variation to the CMO should have been communicated, as outlined
above, the Inquiry finds that this contravention does not meet the required level of

seriousness to merit an adverse finding in this instance.

The Inquiry finds that although the terms of the CMO differed from the CLA as
approved by the Board, the contravention is not of such a serious nature as to
merit an adverse finding and, accordingly, finds that SPC 2.12 is not proven as
against INBS.

389 Commercial Loan Application, dated 13 April 2007 (Doc 1D: 0.7.120.10020).
390 Additional Commercial Mortgage Offer, dated 23 May 2007 (Doc ID: 0.7.120.10111).
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SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 13).

That policy stated that personal guarantees should be acquired where the borrower

was a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of_ Neither the CLA®*®" nor the CMO?®*% make any reference to a
personal guarantee from any of the identified directors of the borrowing company. The
Credit Committee and Board meeting minutes similarly do not refer to a perscnal

guarantee from directors.

The Inquiry finds no evidence that personal guarantees were sought or received

in relation to this loan and, accordingly, finds SPC 3.2 is proven as against INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

391 Commercial Loan Application, dated 13 April 2007 (Doc 1D: 0.7.120.10020).
392 Additional Commercial Mortgage Offer, dated 23 May 2007 {(Doc ID: 0.7.120.10111).
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4.461

Loan Account_

Background to loan

This was a loan for €5 million, which was to facilitate the purchase of a property known
asiEE. » I =nce. and to fund construction work on the same
property. According to the internal memorandum sent by Mr McCollum to Mr Fingleton,
dated 11 September 20063%, this property was the former staff accommodation for the
_which had already been bought by the customer and consisted of a
four story residential block of 29 apartments and studios. The customer intended to

refurbish the building to provide a block of luxury apartments.

A CMO was issued to_ on 15 September 2006 for €5 million on a
24 month term.*** The loan was subject to a capital and interest moratorium and an

arrangement fee of €25,000 and a separate profit share agreement®®, which entitled
INBS to 25% of any net profits. The CLA for this loan was dated 19 September 20063%,
and it was for two properties; _ the second of which was the
subject of a separate CMO. The term of the loan was for 24 months and there was a
capital and interest moratorium for the full term. The combined LTV for both properties

was stated to be 76%. INBS was entitled to 25% share in profits upon resale.

€1,625,000 was drawn down on 19 September 2007 and various sums were advanced
during the life of the loan, but the full facility was not drawn down. The Summit
account®’ shows that as of 14 December 2009, just over €2.5 million was still
outstanding on this account. This loan was transferred to NAMA._Was sold
in October 2009 for €2.6 million.

There were seven Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

393 Internal memorandum from Gary McCollum to Michael Fingleton, dated 11 September 2006 (Doc 1D:
0.7.120.416486).

3% Commercial Mortgage Offer, dated 15 Seﬁtember 2006 (Doc ID: 0.7.120.486051).

3% Fee Agreement between INBS and

dated 15 September 2006 (Doc ID: 0.7.120.925111).

3% Commercial Loan Application, dated 19 September 2006 (Doc 1D: 0.7.120.32609).
397 Extract from Summit Account No [ Doc D: 0.7.120.760606).
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SPC 1.2: CLA was not prepared in advance of funds being drawn down.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the 9 November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.
(b) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the 9 November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 21 April 2008 Commercial Mortgage Lending Policy and
the Moratoria Policy 21 April 2008. (See Table included at Appendix 12).

The 21 April 2008 Commercial Mortgage Lending Policy stated that no individual staff
member was authorised to vary conditions of a loan approved by the Credit Committee.

Any variation was to be considered, approved and minuted by the Credit Committee.

The CMO stated that there was a full capital and interest moratorium on this loan.3%

The loan file contains a Term Report®®° that recorded the fact that this loan was to have
expired on 13 September 2008. It stated “Term to be extended until 13" December
2008 as the property is under offer’. Further down the document, there was a
handwritten note which crossed out 13 December 2008 and stated “ 13" March 2009’
and “6 mnth extension”. The Inquiry looked at the Credit Committee meeting minutes

to see if this extension was discussed around the time the loan expired in September

3% Commercial Mortgage Offer, dated 15 September 2006 (Doc ID: 0.7.120.486051).
399 Term Report (Doc 1D: 0.7.120.33485).
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2008. There were Credit Committee meetings on 23 July 2008 and on 15 September
2008%" and it was not mentioned at either of these meetings. Subsequent Credit
Committee meetings or packs did not record any consideration of this loan extension
by the Credit Committee. The Summit account*®? for this loan dated 14 December
2009, showed that it was still active to that date, and had an outstanding balance of
€2,500,284.

As this was a loan involving a capital and interest moratorium, the Moratoria Policy 21
April 2008 required that variation to moratorium accounts could only be made with the
written approval of either all members of the Credit Committee, or any two of the
following: managing director; commercial lending manager; or mortgage administration
manager. There is no evidence on the consolidated loan file or from Credit Committee
or Board meeting minutes or packs that this loan was extended in accordance with the

moratoria policy.

The Inquiry finds that this loan was extended without appropriate approval and,

accordingly, finds SPC 2.9 is proven as against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the April 2003 Credit Risk Policy. The urgent credit decision
approval procedures were set out in the Board Resolution September 2002 and the 19
July 2006 Commercial Credit Committee Terms of Reference. (See Table included at
Appendix 12).

The CMO*® was issued on 15 September 2006. The CLA** was issued on 19
September 2006. The Credit Committee meeting*®® was held on 27 September 2006

and the Board meeting*®

was held on 25 October 2006. The urgent credit decision
approval procedures were set out in the 19 July Commercial Credit Commitiee Terms
of Reference and required two Credit Committee members’ signatures and sign off by
the Managing Director. The loan should then be presented to the Credit Committee as

soon as possible thereafter. The Inquiry has examined the consolidated loan file for

490 Minutes of Credit Committee meeting, dated 23 July 2008 (Doc ID: 0.7.120.30781).

401 Minutes of Credit Committee meeting, dated 15 September 2008 (Doc ID: 0.7.120.20327).
402 Extract from Summit Account No (Doc ID: 0.7.120.7606086).

493 Commercial Mortgage Offer, dated 15 September 2006 (Doc ID: 0.7.120.486051).

494 Commercial Loan Application, dated 19 September 2006 (Doc ID: 0.7.120.30990).

495 Minutes of Credit Committee meeting, dated 27 September 2006 (Doc ID: 0.7.120.42494).
406 Minutes of Board meeting, dated 25 October 2006 (Doc 1D: 0.7.120.35325).
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this loan and the Credit Committee mesting minutes and packs and there is no

evidence that any urgent credit decision approval procedure was complied with.

The Inquiry finds that the CMO for this loan issued prior to appropriate
recommendation for approval and/or approval. There is no evidence of
compliance with urgent credit decision approval procedures and, accordingly,

the Inquiry finds that SPC 2.13 is proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (See Table included at Appendix 13) and the @ November

2004 Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007.

The UK Version of the April 2003 Credit Risk Policy did apply to this allegation. The
UK Version of the April 2003 Credit Risk Policy stated that personal guarantees should

be acquired where the borrower was a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of_ Neither the CMO*" nor the CLA*® make any reference to a
personal guarantee from any of the identified directors of_ The

security listed in the loan documentation which included a fixed and floating charge

over the property the subject matter of the loan, did not refer to a personal guarantee.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to these two loans and, accordingly, finds SPC 3.2 is proven as
against INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell

attended the Board meeting at which this loan was authorised and therefore

497 Commercial Mortgage Offer, dated 15 September 2006 (Doc ID: 0.7.120.486051).
408 Commercial Loan Application, dated 19 September 2006 (Doc ID: 0.7.120.30990).
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4.477

4.478

knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the 9 November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As no finding has been made against INBS, this loan specific participation

allegation against Mr Purcell now falls away.

SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.

The relevant policy was the 19 July 2006 Commercial Credit Committee Terms of

Reference.

In circumstances where the Inquiry makes no finding in respect of SPC 3.4, this

allegation no longer arises.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As the allegation against INBS falls away, this loan specific participation

allegation against Mr Purcell also now falls away.
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Borrower NG
Loan Account: -

Background to loan

4.479 The internal memorandum from Mr McCollum to Mr Fingleton, dated 12 April 2006,

outlined the proposal, seeking a loan of €27 million for a three year term.*®® The

50%, and was for the construction and resale of two _ in

Rotterdam and The Hague. Both companies were described as “long established

customers of the Society” #1°

4.480 Both companies had jointly concluded negotiations with_ (the property

arm of [N o [ © bvid two 126 bed_
- adjoining the _ in The Hague and in Rotterdam. -
B 2= cquired to deliver the hotels to I N - -
to operate, with funding for the fixed price construction to be provided by INBS. IR
I o uld operate the hotels for 18 months prior to resale.
Mr McCollum stated in his internal memorandum that the_
were particularly suited to the two sites, and that _ expertise in the operation
of the brand also meant that trading figures could be forecast with a large degree of
certainty. The CMO for this loan was advanced on 2 March 2007.4'" It was for €33.5
million and was divided into “Facility A” for €2,817,333 and “Facility B’ for €30,

682,662.67. The term of the loan was for 36 months and an interest and capital

moratorium applied. In a letter dated 21 June 20074'2, INBS sought an account update
from the borrower who replied on 20 August 2007, stating that both contracts were

dependent on planning permission which had not been finalised as of that date.*'®

4.481 The initial drawdown was for €1.5 million and in September 2008, the Summit account
recorded “FUNDS NOT REQUIRED €30,000,000.00’*'* There is a note of a

conference call*'® that appeared to have occurred in October 2008 which outlined the

409 Internal memorandum from Gary McCollum to Michael Fingleton, dated 12 April 2008 (Doc 1D:
0.7.120.24973).
419 |nternal memorandum from Gary McCollum to Michael Fingleton, dated 12 April 2008 (Doc ID:
0.7.120.24973).

411 Commercial Mortgage Offer, dated 2 March 2007 (Doc ID: 0.7.120.10083).
412  etter from 007 (Doc ID: 0.7.120.24910).
413 |_etter from to Gary McCollum, INBS, dated 20 August 2007, page 2

(Doc 1D: 0.7.120.24910).

414 Extract from Summit Account N (Doc [D: 0.7.120.760723).
415 Draft letter from INBS to noting contents of conference call (Doc 1D:

0.7.120.917361).
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fact that_ rescinded the contract in 2008 on the grounds that it was
uneconomic. INBS were seeking to recover the deposit of €2,817,337.33. The Summit
account showed that this loan was still accruing interest in February 2010 when there

was an outstanding balance of just over £892,000. This loan was transferred to NAMA.

4.482 There were six Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.1: No CLA was prepared at all.

4.483 The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

4.484 The Inquiry has seen a CLA dated 19 April 2006.4'° It was for a loan of €27 million and

the applicants Were_ 50% and _50%. The

purpose of the loan was to fund the fixed price construction of two_

-adjoining the _in The Hague and Rotterdam. This CLA was

recommended by the Credit Committee and approved by the Board.

4.485 This CLA was a full 11 months prior to the CMO that was ultimately relied upon for this
transaction and was 13 months before the loan was incepted on Summit. There were
important differences between the CLA and the CMO*", which was dated 2 March
2007. The borrowers were different — there were four borrower companies listed in the
CMO. The amount of the loan was €33.5 million in the CMO and there were alterations
to the structure of the transaction that resulted in differences to the security. A
complication arose because the borrowers required 10% of the money up front, but
they would not be the legal owners of the property until later in the transaction and
therefore would not be in a position to provide a legal charge over the property to

secure the initial advance.

4.486 The CMO separated this 10% out of the loan amount and divided it into “Facility A” for
€2,817,337.33 and “Facility B’ for €30,682,662.67. “Facility A” was secured by a
performance guarantee but there was no charge over the land in place. Only “Facility

A’ was ever drawn down.

418 Commercial Loan Application, dated 19 April 2006 (Doc I1D: 0.7.120.5884).
17 Commercial Mortgage Offer, dated 2 March 2007 (Doc ID: 0.7.120.10083).

179



4.487
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4.490

4.491

4.492

4.493

The Inquiry finds that there was an original CLA in place, but such significant-variations
were introduced by the time the CMO came to be offered, that it required a fresh CLA

outlining such variations to be submitted through the Credit Committee to the Board.

The Inquiry finds that there was no CLA prepared for this loan and, accordingly,

finds SPC 1.1 is proven as against INBS.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

There were two documents in the loan file that are market assessments and valuations
of each of the proposed hotels.*"® They were conducted by Howarth Consulting and
were both dated March 2006. The hotels were valued at €17,738,766 and €17,807,
647 respectively. These were both comprehensive documents and cover matters such
as the location and surroundings of the proposed developments, the hotel supply and
demand in each of the locations, a financial analysis of the future hotel performance,
expected profit and loss account and an estimation of present value. Notwithstanding
the fact that these reports were prepared a year prior to the issuing of the CMO, the
Inquiry finds that these documents represent a reasonable business plan for the loan

in question.

The Inquiry finds that there was a business plan/proposal in respect of this loan

and, accordingly, finds SPC 1.3 is not proven as against INBS.
SPC 1.4: Credit grades were not assigned to commercial loans.

The relevant policies were the 2006 Impairment Provisioning Policy and the 2006
Notes on the Implementation of Impairment Provisioning Policy. (See Table included

at Appendix 11).

In his submissions to the Inquiry, Mr Purcell stated that the Impairment Provisioning
Policy did not create new policy with regard to credit grades. The Inquiry agrees with

this assertion and therefore no finding is made in respect of this allegation. The

418

dated March 2006 (Doc 1D: 0.7.120.894599-000003); [
| dated March 2006 (Doc ID: 0.7.120.894599-000005).
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4.495

4.496

4.497

4.498

assigning of credit grades during the loan approval process is dealt with at Chapter 5
of this Findings Report (see paragraph 5.197 et seq.). That part of the Findings Report
outlines Mr Purcell’'s submissions on this point and the reasoning for the Inquiry’'s
finding that a failure to assign a credit grade at the loan approval stage was not a

breach of INBS internal policy.

SPC 2.2: Funds advanced without Credit Committee approval or
recommendation and without Board approval (as required) and not in

compliance with INBS’s urgent credit decision approval procedures.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 19 July 2006 Commercial Credit Committee Terms of Reference. (See Table

included at Appendix 12).

The CLA, dated 19 April 2006, was recommended by the Credit Committee at a
meeting dated 20 April 20064'%, and was approved by the Board at a meeting dated 25
April 2006. However, as set out under SPC 1.1 above, a fresh CLA shouid have been

prepared and submitted to the Credit Committee for recommendation to the Board.

There is no evidence on the consolidated loan file of any urgent credit decision

approval procedures having been complied with.

The Inquiry finds that there was no Credit Committee approval or
recommendation and no Board approval and no compliance with urgent credit
decision approval procedures. Accordingly, it finds SPC 2.2 is proven against
INBS.

SPC 3.1: Loans were unsecured.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 13).

The CMO outlined above provided for “Facility A” to be drawn down without any charge
on the land being obtained. What was provided was an assignment of a performance
guarantee from the construction company. The policy stated that all facilities should be

secured and that all security should be professionally valued. It stated:

419 Minutes of Credit Committee meeting, dated 20 April 2006 (Doc 1D: 0.7.120.632286).
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4.502

4.503

“The Society’s advance must be secured by way of First Legal Charge,
however Second Legal Charge is accepted as additional security... Acceptable

security comprises freehold property or leasehold property...”.

The Inquiry finds that this loan was not secured and, accordingly, finds SPC 3.1

is proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies are the 28 February 2007 Commercial Mortgage Lending Policy
and the 27 June 2007 Credit Risk Management Policy. (See Table included at
Appendix 13).

These policies both stated that personal guarantees should be acquired where the

borrower was a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of_or any of the other associated companies involved in this loan.

The CMO made no reference to a personal guarantee from any of the identified
directors of the borrowing companies. The security listed in the loan documentation
which consisted of a fixed and floating charge over the property the subject matter of

the loan, did not refer to a personal guarantee.

The Inquiry finds no evidence that personal guarantees were sought or received

in relation to this loan and, accordingly, finds SPC 3.2 is proven against INBS.

Borrower: | I
Loan Account: -

Background fo loan

This loan for €55 million was initially approved in respect of the customer in a personal

capacity. The full amount was drawn a month later and was transferred to a SPV,

I - _ozns NN - c < beiow). €5 milion of

that drawdown was applied in repayment of this personal loan to_ This loan
to_ was the first of a series of six loans which were all related to the purchase
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of the_ Hotel in_, France. Each of these loans will be dealt with

in analysis conducted on the following two borrower loan accounts.

4.504 The proposed transaction was described in an internal memorandum from Mr
McCollum to Mr Fingleton dated Wednesday 26 April 2006.4%° Mr McCollum said that
B o/ of the Society’s longest established customers” with a “net worth in
excess of £100milfion”, wanted to purchase the- Hotel, in _
France. He enclosed a full summary of the property and an outline of the transaction,

and requested a loan of €55 million for a 12 month term. INBS was to be entitled to a

25% share of profits upon resale. Mr McCollum estimated the current value of the
property at €65 million, increasing to €75 million with revised planning. Mr McCollum

said that he had inspected the premises and could fully support the customer's
summary and the demand in the area. He concluded by saying €5 million was required

by Friday (which would have been two days’ time) to pay the deposit.

4.505 The CLA dated 27 April 2006%?', divided the loan into two facilities. Loan A was for €5
million to cover the deposit, and was drawn down on 2 May 2006. Loan B was for €50
million and it was to cover the purchase of the property. It was never drawn down in
the name of- The CLA also stated that planning permission had been

obtained for 60 luxury apartments which it was hoped could be extended to 80.

4.506 Loan A was secured by an existing charge on _and by a

personal guarantee from _ Loan A was fully redeemed less than one month
later on 24 May 2006 when the facility was re-financed with INBS in the name of
_. The full facility was drawn down by_
Bl The Credit Committee recommended Loan A and Loan B on 11 May 2006*% and
the Board approved them at a meeting on 18 May 2006. Since L.oan B was never the

drawn down the SPC Allegations listed below apply only to Loan A.

4.507 There were three Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

420 |nternal memorandum from Gary McCollum to Michael Fingleton, dated 26 April 2006 (Doc ID:
0.7.120.285886).

421 Commercial Loan Application, dated 27 April 2006 (Doc ID: 0.7.120.41435).

422 Minutes of Credit Committee meeting, dated 11 May 2006 (Doc ID: 0.7.120.40591).

183



4.508
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4.511

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Statement of affairs (net worth).

(b) Income details.

(c) Bank statements (six months’ current accounts).

(d) Loan statements (personal & business).

(e) Business plan/proposals (individual).

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the 9 November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 2.4: Credit Committee not quorate when loans were approved or
recommended and loans not in compliance with INBS’s urgent credit decision

approval procedures.

This allegation was against INBS only and so it was not opened during the SPC 1to 4

Loan Hearings. Accordingly, this allegation was not considered by the Inquiry.

SPC 2.6: Funds advanced prior to Board approval and not in compliance with

INBS’s urgent credit decision approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
16 October 2003 Commercial Credit Committee Terms of Reference. The urgent credit
decision approval procedures were set out in the Board Resolution September 2002
and the 16 October 2003 Commercial Credit Committee Terms of Reference. (See
Table included at Appendix 12).

The Board approved this loan at a meeting held on 18 May 2006.#*® The date of the

first drawdown was 2 May 2006*?*, some 16 days prior to Board approval.

423 Minutes of Board meeting, dated 18 Mai 2006 (Doc ID: 0.7.120.5499).

424 Extract from Summit Account No

(Doc ID: 0.7.120.760733).
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4.515

The Inquiry has examined the consolidated loan file and there is no evidence of any
urgent credit decision approval procedures being complied with in this loan. The
minutes recording Board approval made no reference to the fact that this loan had

already been drawn down.

The Inquiry finds that funds were advanced prior to Board approval and not in
compliance with urgent credit decision approval procedures. Accordingly, the

Inquiry finds that SPC 2.6 is proven as against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the April 2003 Credit Risk Policy. The urgent credit decision
approval procedures were in the Board Resolution September 2002 and the 16
October 2003 Commercial Credit Committee Terms of Reference. (See Table included
at Appendix 12).

An internal memorandum??® was prepared on 26 April 2006. The CMO*?*® was also
dated 26 April 2006. The Credit Committee recommendation*?” was made on 11 May

2006 and the Board meeting approving the loan*?® was held on 18 May 2006.

The Inquiry has examined the consolidated loan file and there is no evidence of any

urgent credit decision approval procedures being complied with in this loan.

The Inquiry finds that the CMO was issued prior to appropriate recommendation
for approval and/or approval and not in compliance with urgent credit decisions
approval procedures. Accordingly, it finds that SPC 2.13 is proven as against
INBS.

425 Internal memorandum, from Gary McCollum to Michael Fingleton, dated 26 April 2006 (Doc 1D:
0.7.120.285886).

426 Commercial Mortgage Offer, dated 26 April 2007 (Doc ID: 0.7.120.5200).

427 Minutes of Credit Committee meeting, dated 11 May 2006 (Doc ID: 0.7.120.40591).

428 Minutes of Board meeting, dated 18 May 2006 (Doc 1D: 0.7.120.5499).
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Borrower: [
Loan Account: _

Loans 1, 2, 3 and 4 - background to loans

4.516 These loans relate to the same transaction as the loan outlined above.-
_Was a SPV set up under a complicated tax structure through
Luxembourg for the purpose of purchasing a hotel in France. The four loans were

made over the course of two years from 2006 to 2008 totalling in excess of €100

million. The first of these facilities was advanced to the customer in his personal

capacity but was redeemed shortly after and the_account
was incepted. The documentation for the previous loan and the_

-documentation have to be read as one facility to assess the extent of the

information available to INBS when this loan was initially advanced.

4.517 The first loan for €60 million was activated on the Summit account on 22 May 2006. It
continued until 22 February 2010 when it showed an outstanding balance of
€72,583,778.76.42°

The second loan for €25 million was activated on the Summit account on 6 December
2006. It continued until 29 November 2009 when it showed an outstanding balance of
€28,781.242.17 .40

The third loan for €15 million was activated on Summit on 21 February 2008. It
continued until 21 February 2010 when it showed an outstanding balance of
€16,281,188.14 .41

The fourth loan for €3.5 million was activated on Summit on 24 September 2008. It
continued until 24 December 2009 when it showed an outstanding balance of
€3,693,293.88.4%2

4.518 INBS was to be entitled to a 25% profit share upon resale of the property. These loans

were all transferred to NAMA.

4.519 There were 14 Loan Specific Allegations advanced in respect of the four loans to this

borrower. Full details of these Loan Specific Allegations are set out below under each

429 Extract from Summit Account No (Doc ID: 0.7.120.760618).
430 Extract from Summit Account No (Doc ID: 0.7.120.760701).
431 Extract from Summit Account No (Doc ID: 0.7.120.760607).
432 Extract from Summit Account No (Doc ID: 0.7.120.760727).
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loan, and are also included in the Table of SPC 1 to 4 Loan Specific Allegations and

Findings at Appendix 7 hereto.
Loan 1

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.
{b) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was hot a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 2.4: Credit Committee not quorate when loans were approved or
recommended and loans not in compliance with INBS’s urgent credit decision

approval procedures.

This allegation was against INBS only and so it was not opened during the SPC 110 4

l.oan Hearings. Accordingly, this allegation was not considered by the Inquiry.

SPC 2.8: Loan amount advanced per the CMO was in excess of the amount
outlined in the CLA and approved by the Board and additional funds were not

appropriately approved.

The relevant policies were the Board Resolution September 2002, the UK Version of
the April 2003 Credit Risk Policy and the 16 October 2003 Commercial Credit

Committee Terms of Reference. (See Table included at Appendix 12).

In the CLA dated 27 April 2008, the loan amount was stated to be €55 million.**® At the
Credit Committee meeting that considered this loan, the loan amount was stated to be

€55 million.*** The minutes of the Board meeting which approved this loan, dated 18

433 Commercial Loan Application, dated 27 April 2006 (Doc ID: 0.7.120.41435).
434 Minutes of Credit Committee meeting, dated 11 May 2006 (Doc ID: 0.7.120.40591).
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May 2006, also recorded the loan amount as €55 million.**® The CMO dated 23 May

2006 indicated a loan amount of €60 million.*36

A memorandum from Mr McCollum to the commercial lending department dated 26
May 2006 stated:

“The CLA attached provides for a total facility of €55,000,000, however, the
facility has been increased fto provide for taxes, VAT and initial works to be
carried out to the Property. The CLA will be amended in due course to cater for

this" 437

Notwithstanding this assurance, there is no evidence in Credit Committee or Board
meeting minutes during the Review Period of any recommendation or approval of the
increased facility. Neither is there any evidence of a revised CLA in the consolidated

loan file for this loan.

The Inquiry finds that the loan amount advanced per the CMO was in excess of
the amount outlined in the CLA and approved by the Board. Accordingly, it finds
that SPC 2.8 is proven as against INBS.

SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 21 April 2008 Commercial Morigage Lending Policy and
the Moratoria Policy 21 April 2008. (See Table included at Appendix 12).

The 21 April 2008 Commercial Mortgage Lending Policy stated that no individual staff
member was authorised to vary conditions of a loan approved by the Credit Committee.

Any variation was to be considered, approved and minuted by the Credit Committee.

As this loan had an interest and capital moratorium, the Moratoria Policy 21 April 2008
applied and it stated that variations to moratorium accounts could only be amended
with the written approval of either all members of the Credit Committee, or any two of
the following: managing director; commercial lending manager; or morigage

administration manager.

The CLA and CMO for this loan stated that the term of the loan was for 24 months from

23 May 2006 and that there was a capital and interest moratorium for the duration of

435 Minutes of Board meeting, dated 18 May 2006 (Doc 1D: 0.7.120.5499).

436 Commercial Mortgage Offer, dated 23 May 2006 (Doc ID: 0.7.120.30523).

437 Internal Memorandum, from Gary McCollum to Barbara Donaldson, INBS, dated 26 May 2006 (Doc ID:
0.7.120.15143).
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the facility. A Term Report dated 15 July 2008%%, showed the expiry date for this loan
as being 21 May 2008. Under “Update” it stated: “To extend out the terms until October
to allow for sales”. The extension was to continue until 21 October 2008. The Summit
account showed that this loan continued to accrue interest until February 2010 when
there was an outstanding balance of €72,583,778.76.4%°

From an examination of the loan files, Credit Commitiee meeting minutes and Board
meeting minutes, there is no evidence that the term extension approval process as set

out in policy was complied with in respect of this facility.

The Inquiry finds that this loan was extended without the appropriate approval

policy being followed and, accordingly, that SPC 2.9 is proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (see Table included at Appendix 13) and the 9 November

2004 Commercial Lending Criteria.

The Inquiry has determined that the 9 November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007.

The UK Version of the April 2003 Credit Risk Policy did apply to this allegation. The
UK Version of the April 2003 Credit Risk Policy stated that personal guarantees should

be acquired where the borrower was a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of_ Neither the CLA nor the CMO made any reference to a
perscnal guarantee from any of the identified directors of the borrowing company. The
security listed includes a fixed and floating charge over the property the subject matter
of the loan. The Credit Committee or Board meeting minutes similarly do not referto a

personal guarantee from directors.

438 Term Report (Doc 1D: 0.7.120.566806).
(Doc ID: 0.7.120.760618).

439 Extract from Summit Account No
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The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, it finds that SPC 3.2 is proven as against
INBS.

Although Mr Purcell attended the Board meeting at which this loan was
approved, no allegation of participation was made against him in the
Investigation Report and therefore no finding is made against him in respect of

this loan.
Loan 2

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 21 April 2008 Commercial Mortgage Lending Policy and
the Moratoria Policy 21 April 2008. (See Table included at Appendix 12).

The 21 April 2008 Commercial Mortgage Lending Policy stated that no individual staff
member was authorised to vary conditions of a loan approved by the Credit Committee.

Any variation was to be considered, approved and minuted by the Credit Committee.

As this loan had an interest and capital moratorium, the Moratoria Policy 21 April 2008
applied and it stated that variations to moratorium accounts could only be amended
with the written approval of either all members of the Credit Committee, or any two of
the following: managing director; commercial lending manager; or morigage

administration manager.
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The CLA*? for this loan stated that the term of the loan was for 20 months from 17
August 2006, the CMO, dated 15 September 200644, stated that the term was for 21
months, and both documents stated that there was a capital and interest moratorium
for the duration of the facility. A Term Report dated 15 July 2008%4?, showed the expiry
date for this loan as being 28 August 2008. Under “Update” it stated: “To extend out
the terms until October to allow for sales”. The extension was to continue until 28
October 2008. The extract from the Summit account on file, showed that this loan
continued to accrue interest until 29 November 2009 when it showed a balance of
€28,781,242.17 4%

444 and Board

From an examination of the loan files, Credit Committee meeting minutes
meeting minutes*®, there is no evidence that the term extension approval process as

set out in policy was complied with in respect to this additional facility.

The Inquiry finds that this loan was extended without the appropriate approval

policy being followed and, accordingly, that SPC 2.9 is proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (see Table included at Appendix 13) and the 8 November

2004 Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007.

The UK Version of the April 2003 Credit Risk Policy did apply to this allegation. The
UK Version of the April 2003 Credit Risk Policy stated that personal guarantees should

be acquired where the borrower is a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either scught or obtained from the directors

440 Commercial Loan Application, dated 17 August 2006 (Doc ID: 0.7.120.20799).

441 Commercial Mortgage Offer, dated 15 September 2006 (Doc ID: 0.7.120.699108).

442 Term Report (Doc ID: 0.7.120.566806).

443 Extract from Summit Account No| GG Do D: 0.7.120.760701).
444 Minutes of Credit Committee meeting, dated 18 August 2006 (Doc 1D: 0.7.120.550864).
445 Minutes of Board meeting, dated 24 August 2006 (Doc ID: 0.7.120.21569).
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of_ Neither the CLA** nor the CMO*" made any reference

to a personal guarantee from any of the identified directors of the borrowing company.
The identified security did not refer to a perscnal guarantee. The Credit Committee or

Board meeting minutes similarly did not refer to a personal guarantee from directors.

The Inquiry finds no evidence that personal guarantees were sought or received

in relation to this loan and, accordingly, that SPC 3.2 is proven as against INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

The relevant policy identified in the Investigation Report was the 2 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As no finding has been made against INBS, this loan specific participation

allegation against Mr Purcell now falls away.

446 Commercial Loan Application, dated 17 August 2006 (Doc ID: 0.7.120.20799).
447 Commercial Mortgage Offer, dated 15 September 2006 (Doc ID: 0.7.120.38172).
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SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.

The relevant policy was the 19 July 2006 Commercial Credit Committee Terms of

Reference.

In circumstances where the Inquiry makes no finding in respect of SPC 3.4, this

allegation no longer arises.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As the allegation against INBS falls away, this loan specific participation

allegation against Mr Purcell also now falls away.
Loan 3

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
{a) Three years’ audited accounts.

The relevant policy was the December 2007 Commercial Morigage Lending Policy.
(See Table included at Appendix 11).

This third loan was for €15 million and was drawn down on 21 February 2008. The

purpose of the loan was to provide additional funds in relation to enabling works,

construction works and marketing at the_.

4.548 _was a SPV incorporated in May 2006. Three years’ audited

accounts would not have been available in February 2008. The Consolidated Table in

respect of this allegation stated in a footnote:

“Or, for newly incorporated companies where three years audited accounts
were not available at the time of loan application, the number of years of
audited accounts that would have been available at the time of loan application

(ie one or two years)” .44

On this basis SPC 1.3 was alleged in respect of borrower companies that were less

than three years old. However, the Inquiry has seen no basis in policy for this

448 Consolidated Table C1.3 page vil, footnote 2 (Doc ID: RDU_REL1600-00000041).
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approach. The relevant policies all referred to “Three years audited accounts” and

there is no provision for requiring accounts for a shorter period.

The Inquiry finds that there was not a failure to acquire required information,
namely three years’ audited accounts. Accordingly, it finds SPC 1.3 is not proven
against INBS.

SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 21 April 2008 Commercial Mortgage L.ending Policy and
the Moratoria Policy 21 April 2008. (See Table included at Appendix 12).

The 21 April 2008 Commercial Mortgage Lending Policy stated that no individual staff
member was authorised to vary conditions of a loan approved by the Credit Committee.
Any variation must be considered, approved and minuted by the Credit Committee. As
this loan had an interest and capital moratorium, the Moratoria Policy 21 April 2008
applied and it stated that variations to moratorium accounts could only be amended
with the written approval of either all members of the Credit Committee, or any two of
the following: managing director; commercial lending manager; or morigage

administration manager.

The CLA*® and CMO*° for this loan stated that the term of the loan was three months
and five months respectively and that there was a capital and interest moratorium for
the duration of the facility. A Term Report dated 15 July 2008*', showed the expiry
date for this loan as being 20 July 2008. Under “Update” it stated: “To extend out the
terms until October to allow for sales”. The extension was to continue until 20 October
2008. The extract from the Summit account on file, shows that this loan continued to
accrue interest until 21 February 2010 when it showed an ouistanding balance of
€16,281,188.14.4%2

From an examination of the loan files, Credit Committee meeting minutes and Board
minutes, there is no evidence that the term extension approval process as set out in

policy was complied with in respect to this additional facility.

The Inquiry finds that this loan was extended without the appropriate approval

policy being followed and, accordingly, that SPC 2.9 is proven as against INBS.

449 Commercial Loan Application, dated 24 January 2008 (Doc ID: 0.7.120.24632).
4%0 Commercial Mortgage Offer, dated 8 February 2008, page 2 of document bundle (Doc ID: 0.7.120.23358).

451 Term Report, dated 15 July 2008 (Doc ID: 0.7.120.566806).
452 Extract from Summit Account No (Doc ID: 0.7.120.760607).
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SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies were the 27 June 2007 Credit Risk Management Policy and the
December 2007 Commercial Mortgage Lending Policy. (See Table included at
Appendix 13).

These policies both stated that personal guarantees should be acquired where the

borrower was a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of_. Neither the CLA nor the CMO made any reference to a

perscnal guarantee from any of the identified directors of the borrowing company. The
Credit Committee or Board meeting minutes similarly did not refer to a personal

guarantee from directors.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

Loan 4

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
{a) Three years’ audited accounts.

(b) Business plan/proposal.

{c) Forecast cash flow analysis.

The relevant policy was the 21 April 2008 Commercial Mortgage Lending Policy. (See
Table included at Appendix 11).

in an internal memorandum from Mr McCollum to Mr Fingleton dated 4 September
2008*3, Mr McCollum outlined the basis for a request for €3.5 million of additional

funding. He said that to date, the site had been cleared and show flats completed with

453 |nternal memorandum from Gary McCollum to Michael Fingleton, dated 4 September 2008 (Doc ID:
0.7.120.40668).
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20 of the 59 apartments agreed for sale for a total of €155 million. The requested funds
were to cover 50% of outstanding invoices. The CLA** and CMO**® provided for a

three month term, 59% LTV and a full moratorium for the term.

In relation to the requirement for three years’ audited accounts, the Inquiry’s reasoning
and finding in respect of Loan 3 at paragraph 4.546 et seq. above, apply equally to this

loan, where _ was only incorporated as a SPV in May 2006,

and three years’ audited accounts would not have been available.

The requirement of a business plan or proposal must be looked at in the context of the
particular lending model in this case. The loan was asset based and its repayment
depended on resale of the property. INBS had an up to date valuation which showed
a reasonable prospect of a healthy profit once the project was completed. The financial
collapse in 2008 had a significant impact but it is not clear that a business plan or

proposal would have anticipated that.

The valuation provided by DTZ, a property valuation and consultancy firm, dated 2
January 2008 and addressed to INBS, was described as a report and valuation to
assist in considering the suitability of the property as security for a commercial
mortgage. The document went into a lot of detail about expenditure and expected
sales. It stated “Our appraisal thus results in a developers profit of €47 million on a
final net land value of €195, 000,000.00” 4%

INBS had provided a facility to date of €100 million with a current outstanding balance
of €111 million.

The Development Appraisal provided by-own development company was
dated two days after the drawdown of this loan but the accounts on which it is based

are from August 2008, and it is possible that the contents of the appraisal were already
known to INBS.

On balance, the Inquiry finds that there was enough information on file to constitute a
business plan for this additional facility. A reasonably detailed cash flow analysis was
contained in both the DTZ valuation and the Development Appraisal and they were

sufficient to meet the requirements of policy in this regard.

454 Commercial Loan Application, dated 11 September 2008 (Doc ID: 0.7.120.22876).
455 Commercial Mortgage Offer, dated 25 September 2008 (Doc ID: 0.7.120.699119).
456 DTX Eurexi, Report and Valuation, dated 2 January 2008, page 22 (Doc ID: 0.7.120.929819).
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The Inquiry finds that there was no failure to acquire required information,
namely three years’ audited accounts. Accordingly, it finds SPC 1.3 is not proven
against INBS.

The Inquiry finds that required information, namely a business plan or proposal
and a forecast cash flow analysis was acquired in respect of this loan and,

accordingly, that SPC 1.3 is not proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies were the 27 June 2007 Credit Risk Management Policy and the
21 April 2008 Commercial Morigage Lending Policy. (See Table included at Appendix
13).

These policies both stated that personal guarantees should be acquired where the

borrower is a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of_ Neither the CLA nor the CMO made any reference to a

personal guarantee from any of the identified directors of the borrowing company. The
Credit Committee or Board meeting minutes similarly do not refer to a personal

guarantee from directors.

The Inquiry finds no evidence that personal guarantees were sought or received

in relation to this loan and, accordingly, that SPC 3.2 is proven as against INBS.

sorrower: [ NN
Loan Account:_

Background fo loan

This is another loan relating to property being acquired by the customer in the south of
France. The property that was the subject matter of this loan was a 3.5 acre site known
as_. It was one of the three properties mentioned in the -
documentation referred to above. The facility requested in respect of this site was €15
million. In his proposal letter to Mr McCollum dated 7 June 2006, the customer said

that a planning permission granted in 1982 had lapsed. It was hoped that he would be
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able to get permission for approximately 125 apartments “...which, in my opinion,

would have a minimum site value of anywhere between 30/40 Million Euros” >’

In his internal memorandum to Mr Fingleton, dated 12 June 2006%°¢, Mr McCollum
requested a loan facility of €35 million for all three properties. He stated the current
value at €45 million and the value with revised planning at €50 million. The loan was
to be for 24 months and INBS was to be entitled to 25% of profits.

The CLA*® in the name of_with the proviso that it was liable

to change), was dated 14 June 2006 and it was in respect of three properties —-

- _ and the_. There was a valuation of the

site dated 16 June 2006, which estimated it at €23 million.*®® The valuation after
construction of the apartments was estimated at €115 million. The CMO was dated 20

July 2006 and was signed on that date by a director of the borrowing company.*’!

This loan was initially drawn down in the name of_on 19

July 2006 in the sum of €15 million. This loan continued to accrue interest until January
2010, when according to the Summit account it had an outstanding balance of almost

€18 million.*®? This loan was transferred to NAMA.

There were four Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.
{b) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

457 etter from | to Gary McCollum, INBS, dated 7 June 2006 (Doc ID: 0.7.120.924460).
4%8 |nternal memorandum from Gary McCollum to Michael Fingleton, dated 12 June 2006 (Doc ID:
0.7.120.44919).

4% Commercial Loan Application, dated 14 June 2006 (Doc ID: 0.7.120.30340).

480 Fancois Odet Valuation, dated 16 June 2006 (Doc ID: 0.7.120.12682).

461 Commercial Mortgage Offer, dated 20 Juli 2006 (Doc ID: 0.7.120.43348).

462 Extract from Summit Account No

(Doc ID: 0.7.120.760552).
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The Inquiry has determined that the 9 November 2004 Commercial L.ending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 2.1: Funds advanced without Credit Committee approval or
recommendation and not in compliance with INBS’s urgent credit decision

approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
19 July 2006 Commercial Credit Committee Terms of Reference. The urgent credit
decision approval procedures were set out in the 19 July 2006 Commercial Credit

Committee Terms of Reference. (See Table included at Appendix 12).

There was a minute of a Credit Committee meeting*®® held on 21 June 2006 that
recorded a recommendation for a loan of €35 million to enable the purchase of three

properties, one of which was listed as “a 3.5 acre residential site at- -

Cote D’Azur, France...”.

The Inquiry is satisfied that this is a record of Credit Committee recommendation for

approval in this case.

The Inquiry finds that Credit Commitiee recommendation was acquired in
respect of this loan and, accordingly, finds that SPC 2.1 is not proven as against
INBS.

SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 21 April 2008 Commercial Mortgage L.ending Policy and
the Moratoria Policy 21 April 2008. (See Table included at Appendix 12).

The 21 April 2008 Commercial Mortgage Lending Policy stated that no individual staff
member was authorised to vary conditions of a loan approved by the Credit Committee.

Any variation was to be considered, approved and minuted by the Credit Committee.

As this loan had an interest and capital moratorium, the Moratoria Policy 21 April 2008
applied and it stated that variations to moratorium accounts could only be amended

with the written approval of either all members of the Credit Committee, or any two of

463 Minutes of Credit Committee meeting, dated 21 June 2006 (Doc ID: 0.7.120.6823).
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the following: managing director; commercial lending manager; or morigage

administration manager.

The CLA%* and CMO?* for this loan stated that the term of the loan was 24 months
and that there was a capital and interest moratorium for the duration of the facility. A
Term Report dated 15 July 2008 identified the expiry date for this loan as 18 July 2008.
The report stated: “Gary says clients are in negotiations to sell. To extend out until
November 2008 to allow for the sale of the property”.*®® The report showed an
extension granted until 18 November 2008. The Summit account*®” for this loan
showed that interest continued to accrue until January 2010, when it had an

outstanding balance of almost €18 million.

From an examination of the loan files, Credit Committee meeting minutes and Board
meeting minutes, there is no evidence that the term extension approval process as set

out in policy was complied with in respect to this additional facility.

The Inquiry finds that this loan was extended without the appropriate approval

policy being followed and, accordingly, SPC 2.9 is proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (see Table included at Appendix 13) and the 9@ November
2004 Commercial Lending Policy.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was hot a policy that applied to commercial lending between November 2004 and
February 2007.

The UK Version of the April 2003 Credit Risk Policy did apply to this allegation. The
UK Version of the April 2003 Credit Risk Policy stated that personal guarantees should

be acquired where the borrower is a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

484 Commercial Loan Application, dated 14 June 2006 (Doc ID: 0.7.120.30340).
485 Commercial Mortgage Offer, dated 20 July 2006 (Doc ID: 0.7.120.43348).

486 Term Report, dated 15 July 2008 iDoc ID: 0.7.120.566616).

487 Extract from Summit Account No

(Doc 1D: 0.7.120.760552).
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of_ Neither the CLA nor the CMO made any reference to a

personal guarantee from any of the identified directors of the borrowing company. The
identified security did not refer to a personal guarantee. The Credit Committee or Board

meeting minutes similarly did not refer to a personal guarantee from directors.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

Loan Account:_

Loan 1 and Loan 2 - background {o loans

Loan 1 was a facility of €5 million for the purposes of the acquisition of a former garage
and staff quarters known as- that were situated close to the_
This is the hotel that was the subject matter of previous loan reviews in this section of

this Findings Report.

The CMO*%® was issued on 15 September 2006 and it offered €5 million for a 24 month
term, a full capital and interest moratorium and security which included a morigage
over the property the subject matier of the loan. There was a 25% Profit Share
Agreement in place for when the property was resold. The CLA*® was issued on 19
September 2006 and it covered both this loan and a loan for another property,-
-, which is the subject matter of a separate loan analysis in this section. The

468 Commercial Mortgage Offer, dated 15 September 2006 (Doc ID: 0.7.120.37854).
469 Commercial Loan Application, dated 19 September 2006 (Doc ID: 0.7.120.24498).
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LTV was stated to be 76% for both properties. The loan was recommended by the
Credit Committee*’® on 27 September 2006 and approved by the Board*’! on 25
October 2006. The first drawdown*’? occurred on 14 September 2006 in the sum of
€1.65 million.

Loan 2 was outlined in an internal memorandum?”™ from Mr McCollum to Mr Fingleton
dated 19 April 2007, Mr McCollum stated that the borrower was in discussions with the
Mavyor to convert-to an apartment development but in the short term it would
be used as show apartments for the- development. The borrower had agreed
to purchase an adjacent villa to |l and now required a further €1.45 million that
would bring the overall facility up to €6.45 million. In a letter from_to Mr
McCollum, dated 16 May 2007,-requested a further €5 million to cover
expenditure on design and construction on the site.*”* The letter stated that this facility,
together with the €1.45 million already requested would bring the total loan amount to

€11.3 million (a figure that does not appear to be accurate).

An additional CMO*"® was issued for €5 million on 8 June 2007 for 14 months, which
was for the purpose of funding construction works at- This also provided for
a full capital and interest moratorium. The Summit account for Loan 2 showed that it
continued to accrue interest beyond the 14 month term and as at 21 December 2009,

it had an outstanding balance of approximately €5,589,000.476

In terms of the alleged SPCs it can be noted that a note is on the file dated 19 October
2010%7 which stated: “There is no signed offer for the main advance on our file and

no signed CLA for the additional 5m”.
These loans were transferred to NAMA.

There were 12 Loan Specific Allegations advanced in respect of the two loans to this
borrower. Full details of these L.oan Specific Allegations are set out below under each
loan, and are also included in the Table of SPC 1 to 4 Loan Specific Allegations and

Findings at Appendix 7 hereto.

470 Minutes of Credit Committee meeting, dated 27 September 2006 (Doc ID: 0.7.120.42494).

471 Minutes of Board meeting, dated 25 October 2006 (Doc ID: 0.7.120.35325).

472 Society Advance Detall (Doc ID: 0.7.120.26475).

473 |nternal memorandum from Gary McCollum to Michael Fingleton, dated 19 April 2007 (Doc ID:
0.7.120.22619).

474 | etter from|j I to Gary McCollum, INBS, dated 16 May 2007 (Doc ID: 0.7.120.917210).
475 Additional Commercial Mortgage Offer, dated 8 June 2007 (Doc ID: 0.7.120.894072-000006).
476 Extract from Summit Account No_(Doc ID: 0.7.120.760646).

477 Email from Olena Lavryk, INBS, to Debbie Dorrian, INBS, dated 19 October 2010 (Doc ID: 0.7.120.924023).
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Loan 1

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.
{b) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was hot a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 21 April 2008 Commercial Mortgage Lending Policy and
the Moratoria Policy 21 April 2008. (See Table included at Appendix 12).

The 21 April 2008 Commercial Mortgage Lending Policy, stated that no individual staff
member was authorised to vary conditions of a loan approved by the Credit Commitiee.

Any variation was to be considered, approved and minuted by the Credit Committee.

As this loan had an interest and capital moratorium, the Moratoria Policy 21 April 2008
applied and it stated that variations to moratorium accounts could only be amended
with the written approval of either all members of the Credit Committee, or any two of
the following: managing director; commercial lending manager; or morigage

administration manager.

The CLA and CMO for this loan stated that the term of the loan was 24 months and
that there was a capital and interest moratorium for the duration of the facility. A Term
Report dated 4 December 2008*"® identified the expiry date for this loan as 13
September 2008. It showed an extension provided to 13 September 2008. The Summit
account for this loan showed that interest continued to accrue until 14 December 2009,
at which time it had an outstanding balance of €5,822,418.52.47°

478 Term Report, dated 4 December : 6).
(Doc ID: 0.7.120.760559).

479 Extract from Summit Account No

203



4.596

4.597

4.598

4.599

4.600

4.601

From an examination of the loan files, Credit Committee meeting minutes and Board
meeting minutes, there is no evidence that the term extension approval process as set

out in policy was complied with in respect to this facility.

The Inquiry finds that this loan was extended without the appropriate approval

policy being followed and, accordingly, that SPC 2.9 is proven as against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the April 2003 Credit Risk Policy. The urgent credit decision
approval procedures were in the Board Resolution September 2002 and the 19 July
2006 Commercial Credit Committee Terms of Reference. (See Table included at
Appendix 12).

The initial drawdown took place on 14 September 2006.4° The CMO*®' was dated 15
September 2006 and the CLA*? was dated 19 September 3006. The Credit Committee
recommendation*®® was 27 September 2006 and Board approval*®* was dated 25
October 2006.

From an examination of the loan files and Credit Committee and Board meeting
minutes, there is no evidence that the urgent credit decision approval procedures as

setf out in internal policy were complied with.

The Inquiry finds that the CMO for this loan was advanced prior to appropriate
recommendation for approval and/or approval and not in compliance with urgent
credit decision approval procedures. Accordingly, the Inquiry finds that SPC

2.13 is proven as against INBS.

480 Society Advance Detail (Doc ID: 0.7.120.26475).

481 Commercial Mortgage Offer, dated 15 September 2006 (Doc ID: 0.7.120.37854).

482 Commercial Loan Application, dated 19 September 2006 (Doc ID: 0.7.120.24498).

483 Minutes of Credit Committee meeting, dated 27 September 2006 (Doc ID: 0.7.120.42494).
484 Minutes of Board meeting, dated 25 October 2006 (Doc 1D: 0.7.120.35325).
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SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (see Table included at Appendix 13) and the 9 November
2004 Commercial Lending Policy.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007.

The UK Version of the April 2003 Credit Risk Policy did apply to this allegation. The
UK Version of the April 2003 Credit Risk Policy stated that personal guarantees should

be acquired where the borrower was a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of_ Neither the CLA nor the CMO make any reference to a personal
guarantee from any of the identified directors of the borrowing company. The identified
security did not refer to a personal guarantee. Similarly, neither the Credit Committee

nor the Board meeting minutes referred to a personal guarantee from directors.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purceli
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.
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SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the 9 November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As no finding has been made against INBS, this loan specific participation

allegation against Mr Purcell now falls away.

SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.

The relevant policy was the 19 July 2006 Commercial Credit Committee Terms of

Reference.

In circumstances where the Inquiry makes no finding in respect of SPC 3.4, this

allegation no longer arises.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As the allegation against INBS falls away, this loan specific participation

allegation against Mr Purcell also now falls away.
Loan 2
SPC 1.1: No CLA was prepared at all.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

That policy provided that a CLA must be in place before a loan can be advanced.

This additional facility was for €5 million and the first drawdown occurred on 21 June
2007.%%° A note was on the consolidated loan file dated 19 October 2010 which stated:

485 Extract from Summit Account No ||| GGG 0o 0: 0.7.120.760646).
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“There is no signed offer for the main advance on our file and no signed CLA for

the additional 5m” "%

In a letter from the borrower to Mr McCollum, dated 16 May 2007, a further €5 million
was requested to cover expenditure on design and construction on the site. An
additional CMO was issued for €5 million on 8 June 2007, for 14 months, which was
for the purpose of funding construction works at- This also provided for a full

capital and interest moratorium.*®”

Having analysed the consolidated loan file for this borrower together with the Credit
Committee and Board meeting minutes and packs, the Inquiry was unable to identify
a CLA in respect of this additional facility. This, coupled by the fact that there was no
internal memo in respect of this loan, and that it was not presented to either the Credit
Committee or the Board for approval, reinforces the Inquiry’s view that no CLA was

prepared in this case.

The Inquiry finds that the allegation that funds of £5m were advanced to -

_without a CLA being prepared is supported by the absence of any
such document in the consolidated loan file for this facility. Accordingly, the

Inquiry finds that SPC 1.1 is proven as against INBS.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.
{b) Forecast cash flow analysis.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

This additional facility was requested by the borrower by letter dated 16 May 2007,

eight months after the first loan was advanced. The purpose was to convert the existing

-site into new offices and marketing suite for the_.488

486 Email from Olena Lavryk, INBS, to Debbie Dorrian, INBS, dated 19 October 2010 (Doc ID: 0.7.120.924023).
487 Additional Commercial Mortgage Offer, dated 8 June 2007 (Doc ID: 0.7.120.894072-000006).
488 | etter from | Il tc Gary McCollum, INBS, dated 16 May 2007 (Doc ID: 0.7.120.917210).
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A CMO*® issued on 8 June 2007 offering €5 million for a 14 month term with a capital
and interest moratorium for the term of the loan. This CMO was signed by the borrower

on 15 June 2006.%°° The initial drawdown on this loan occurred on 11 June 2006.4°!

As with Loan 1, the Commercial Advance Static Sheet referred to a valuation of €7.7
million which was dated 6 September 2006.4? According to the borrower, -
site was to be developed as show apartments and an office for the _
development. In a memorandum from Mr McCollum to Orna Cooke*®® in INBS dated 2
September 2008, Mr McCollum stated that-site had been converted into
sales and administration offices and show suites. He added: “/f is now likely that the
Garage building will remain as is i.e. Sales Office and Show Apartments for the next
12 months with a planning permission for conversion to residential apartments being
submitted in the early part of 2009”.#** A Credit Review Pro-Forma dated 23 November
2006*%° recorded that the proposed apartments “...will not take place for at least two

years”.

The plan as outlined by_ and repeated by Mr McCollum in his internal
memorandum to Mr Fingleton in relation to Loan 1, was to apply for planning
permission to develop a block of luxury apartments on the site. This had now

significantly changed.

Apart from the original letter from_and the internal INBS memorandum
referred to above, there is nothing in the consolidated loan file that could be construed
as a business plan or proposal for this project. If the planning for this project was not
to commence until after one year, there was no clear proposal as to how this loan,

which was for 14 months, would be financed or repaid.

Such a proposal should have been backed up by a comprehensive forecast cash flow
analysis which would include a pricing of the full cost of construction, a timeline for
same and an estimated profit after the first year of office use had been completed.
There is no evidence from the consolidated loan file that such a document was sought

or received in respect of this loan.

489 Additional Commercial Mortgage Offer, dated 8 June 2007 (Doc ID: 0.7.120.894072-000006).

4% Signed Commercial Mortgage Offer, dated 15 June 2007 (Doc ID: 0.7.120.9067).
491 Extract from Summit Account No (Doc ID: 0.7.120.760646).

492 Commercial Advance Static Sheet for|

(Doc ID: 0.7.120.37122).

493 Ms Cooke commenced employment with INBS in January 2002. From 2004 to 2006 she worked as a
mortgage underwriter in the mortgage advance department, and from 2006 to 2008 she worked as a credit
reviewer in the credit risk department. She ceased employment with INBS in October 2008.

494 Email from Gary McCollum, INBS, to Orma Cooke, INBS, dated 2 September 2008 (Doc 1D: 0.7.120.15321).
495 Credit Review Pro-Forma (Doc 1D: 0.7.120.471867).
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The Inquiry finds that required information, namely a business plan or proposal
and a forecast cash flow analysis was not acquired in respect of this loan and,

accordingly, finds that SPC 1.3 is proven as against INBS.
SPC 1.4: Credit grades were not assigned to commercial loans.

The relevant policies were the 2006 Impairment Provisioning Policy and 2006 Notes
on the Implementation of Impairment Provisioning Policy. (See Table included at

Appendix 11).

In his submissions {o the Inquiry, Mr Purcell stated that the Impairment Provisioning
Policy did not create new policy with regard to credit grades. The Inquiry agrees with
this assertion and therefore no finding is made in respect of this allegation. The
assigning of credit grades during the loan approval process is dealt with at Chapter 5
of this Findings Report (see paragraph 5.197 et seq.). That part of the Findings Report
outlines Mr Purcell’'s submissions on this point and the reasoning for the Inquiry’s
finding that a failure to assign a credit grade at the loan approval stage was not a

breach of INBS internal policy.

SPC 2.2: Funds advanced without Credit Committee approval or
recommendation and without Board approval (as required) and not in

compliance with INBS’s urgent credit decision approval procedures.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 19 July 2006 Commercial Credit Commitiee Terms of Reference. Urgent credit
decision approval procedures were set out in the Board Resolution September 2002
and the 19 July 2006 Commercial Credit Committee Terms of Reference. (See Table

included at Appendix 12).

There is no evidence from Credit Committee meeting minutes of any Credit Committee
consideration of this loan or any minute indicating recommendation for approval during
the Review Pericd. There is no evidence from Board meeting minutes or packs of any
Board consideration of this loan or any minute indicating approval during the Review
Period. There is no evidence that any urgent credit decision approval procedures were

complied with.

The Inquiry finds that this loan did not have Credit Committee approval or
recommendation and no Board approval and was not in compliance with urgent
credit decision approval procedures. Accordingly, the Inquiry finds that SPC 2.2

is proven as against INBS.
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SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 21 April 2008 Commercial Mortgage Lending Policy and
the Moratoria Policy 21 April 2008. (See Table included at Appendix 12).

The 21 April 2008 Commercial Mortgage Lending Policy stated that no individual staff
member was authorised to vary conditions of a loan approved by the Credit Committee.

Any variation was to be considered, approved and minuted by the Credit Committee.

As this loan had an interest and capital moratorium, the Moratoria Policy 21 April 2008
applied and it stated that variations to moratorium accounts could only be amended
with the written approval of either all members of the Credit Committee, or any two of
the following: managing director; commercial lending manager; or morigage

administration manager.

A Term Report dated 4 December 2008 identified the expiry date for this loan as 20
August 2008. It showed an extension provided to 20 September 2009. The Summit
account for this loan showed that interest continued to accrue until 21 December 2009,
at which time it had an outstanding balance of €5,589,086.57.4%"

From an examination of the loan files, Credit Committee meeting minutes and Board
meeting minutes, there is no evidence that the term extension approval process as set

out in policy was complied with in respect to this additional facility.

The Inquiry finds that this loan was extended without the appropriate approval
policy being followed and, accordingly, finds that SPC 2.9 is proven as against
INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 13).

That policy stated that personal guarantees should be acquired where the borrower

was a private company.

4% Term Report, dated 4 December 2008 (Doc 1D: 0.7.120.34366).
47 Extract from Summit Account No ||| (Occ '0: 0.7.120.760646).
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4.629 The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of _ Neither the CLA nor the CMO made any reference to a personal
guarantee from any of the identified directors of the borrowing company. The Credit
Committee meeting minutes or Board meeting minutes similarly did not refer to a

personal guarantee from directors.

4.630 The Inquiry finds no evidence that personal guarantees were sought or received

in relation to this loan and, accordingly, SPC 3.2 is proven as against INBS.
sorrower: NN
Loan Account:-

Background to loan

4.631 This is another loan connected to the acquisition of the_ in -

- France. Mr McCollum set out the proposal in an internal memorandum to Mr
Fingleton dated 19 April 2007.498_ had agreed to purchase a villa adjacent to
I sitc, \which he said would provide additional space and better access. Mr
McCollum proposed that an additicnal facility of €1.45 million would be added to-
- loan thus increasing the value of that loan t0 €6.45 million against property valued

at €9.15 million. Mr McCollum said that once planning permission was obtained (which

he described as non-contentious), the value would increase substantially.

4.632 The CLA for this loan was dated 3 September 20074 and it was not added to -
- loan as suggested by Mr McCollum but was a standalone facility for €1.45 million
for a term of two years with a capital and interest moratorium. INBS was to be entitled
to 25% of the profit upon resale. The loan was secured by a first legal charge over the
property the subject matter of the loan and the LTV was described as being 100%

based on current value.

4.633 There were three Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

4% |nternal memorandum from Gary McCollum to Michael Fingleton, dated 19 April 2007 (Doc ID:
0.7.120.22619).
499 Commercial Loan Application, dated 3 September 2007 (Doc ID: 0.7.120.29183).
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SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of Borrowers’ repayment capacity:
{a) Business plan/proposals.
(b) Forecast cash flow analysis.

The relevant policy was the 28 February 2007 Commercial Morigage Lending Policy.
(See Table included at Appendix 11).

The proposal was to acquire this property and by securing planning permission for
development, enhance its value. The valuation dated 15 March 2007, valued the-
- at €1.45 million.®%° The valuation was 100% of the loan advanced and in those
circumstances, the asset would be insufficient to meet the repayment of the loan. A
more detailed proposal of what planning permission was being applied for and when it

could be expected to be acquired would have been a minimum requirement.

A clear outline of how the loan would be repaid at the end of the two year period was
also a basic requirement. There is no evidence from the consolidated loan file that any

substantive inquiries in this regard were made before this money was advanced.

The Inquiry finds that required information, namely a business plan or proposal
and a forecast cash flow analysis was not acquired in respect of this loan and,

accordingly, finds that SPC 1.3 is proven as against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the 28 February 2007 Commaercial Mortgage Lending Policy.
The urgent credit decision approval procedures were set out in the Board Resolution
September 2002 and the 19 July 2006 Commercial Credit Committee Terms of
Reference. (See Table included at Appendix 12).

The CMO®" was dated 11 September 2007. The Credit Committee recommended®%?
the loan for approval on 26 September 2007 and the Board approved®® the loan on

28 September 2007. The urgent credit decision approval procedures would have

500 Francois Odet Valuation Report, dated 15 March 2007 (Doc ID: 0.7.120.14567).

501 Commercial Mortgage Offer, dated 11 September 2007 (Doc ID: 0.7.120.8147).

502 Minutes of Credit Committee meeting, dated 26 September 2007 (Doc ID: 0.7.120.38276).
503 Minutes of Board meeting, dated 28 September 2007 (Doc ID: 0.7.120.20357).

212



4.640

4.641

4.642

4.643
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required the signatures of two members of the Credit Committee, sign off by the
Managing Director and presentation to the Credit Committee as soon as practicable

thereafter.

The Inquiry has examined the consolidated loan file, the Credit Committee meeting
minutes and packs and the Board meeting minutes and packs for the Review Period,
and can see no evidence that urgent credit decision approval procedures were

complied with.

The Inquiry finds that the CMO issued prior to appropriate recommendation for
approval and/or approval and not in compliance with INBS’s urgent credit
decision approval procedures. Accordingly, the Inquiry finds that SPC 2.13 is

proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 27 June 2007 Credit Risk Management Policy. (See Table included at
Appendix 13).

These policies stated that personal guarantees should be acquired where the borrower

was a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of_ Neither the CLA nor the CMO make any reference to a personal
guarantee from any of the identified directors of the borrowing company. The Credit
Committee or Board meeting minutes similarly do not refer to a personal guarantee

from directors.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore

knew or ought to have known that there was no guarantee indicated in the CLA.
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The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

Loan Account:_

Background to the loan

This loan was requested by [l in a letter™* to Mr McCollum dated 10 October
2007. He set out details of a proposed acquisition of a tennis club on _
in France. He proposed developing a new tennis club with medical spa and fitness
suite. In addition, he proposed constructing two luxury villas, the larger of which he
estimated could be sold for €20 million. Mr McCollum proposed a 12 month loan of €10
million which he described as “Initial Facility Required” with a capital and interest
moratorium. The loan was secured by a personal guarantee from -.505 The

full loan was drawn down on 11 December 2007.

The CMO was issued in draft form®% on 10 December 2007 and in a finalised version
on 12 December 2007°7, on which date it was accepted by the borrower company.

The smaller of the two villas constructed on this site was sold in 2009 for €1 million.

The Summit account®©® for this loan showed that it continued to accrue interest until 11
December 2009 at which time it had an outstanding balance of €11,121,344.67. This

loan was transferred to NAMA.

There were two Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

504 | etter from | to Gary McCollum, INBS, dated 10 October 2007 (Doc ID: 0.7.120.895346).
505 Internal Memorandum from Gary McCollum to Michael Fingleton, dated 24 January 2008 (Doc ID:
0.7.120.6876.

506 Draft Commercial Mortgage Offer, dated 10 December 2007 (Doc ID: 0.7.120.17054).

07 Commercial Mortgage Offer, dated 12 December 2007 (Doc ID: 0.7.120.432554).

508 Extract from Summit Account No [l (Dcc 1D: 0.7.120.760612).
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SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
The urgent credit decision approval procedures were set out in the Board Resolution
September 2002 and the 19 July 2006 Commercial Credit Committee Terms of
Reference. (See Table included at Appendix 12).

At a meeting of the Board held on 11 December 2007, Sharon van Sinderen®%®, an
employee of INBS, was authorised to act as Notaire on behalf of INBS in order to
complete the mortgage arrangements in relation to the purchase of this property. This
meeting also appointed legal representatives to act on behalf of INBS for the
transaction.®'® This loan did not require Board approval as it was presented for
approval after December 2007, and therefore it had to be approved by the Credit
Committee only in accordance with the December 2007 Credit Committee Terms of

Reference.’!"

The CMO®™ for the loan issued on 12 December 2007. The Credit Committee®’®
approved the loan on 24 January 2008 and the Board meeting minutes dated 18
February 2008 noted the approval.®'* The urgent credit decision approval procedures
would have required the signatures of two members of the Credit Committee, sign off
by the Managing Director and presentation to the Credit Commitiee as soon as

practicable thereafter.

The Inquiry has examined the consolidated loan file, the Credit Committee meeting
minutes and packs and the Board meeting minutes and packs for the Review Period
and can see no evidence that urgent credit decision approval procedures were

complied with.

The Inquiry finds that the CMO for this loan issued prior to appropriate approval
and not in compliance with urgent credit decision approval procedures.

Accordingly, the Inquiry finds SPC 2.13 is proven as against INBS.

509 Ms van Sinderen commenced employment with INBS in September 2007 as a solicitor in the legal
department.

510 Minutes of Board meeting, dated 11 December 2007 (Doc ID: 0.7.120.12490).

511 The relevant policy provisions concerning the approval process and approval thresholds are set out in
Appendix 12.

512 Commercial Mortgage Offer, dated 12 December 2007 (Doc 1D: 0.7.120.432554).

13 Minutes of Credit Committee meeting, dated 24 January 2008 (Doc ID: 0.7.120.8324).

514 Minutes of Board meeting, dated 18 February 2008 (Doc ID: 0.7.120.5941).
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SPC 4.1: Commercial lenders did not monitor loans during the term of the loan

to the end of the Review Period.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending
Policy, the December 2007 Commercial Mortgage Lending Policy, and the 21 April
2008 Commercial Mortgage Lending Policy. (See Table included at Appendix 14).

The 28 February 2007 Commercial Mortgage Lending Policy stated that commercial
lenders were responsible for the ongoing monitoring and control of loan facilities. The
other two policies stated that individual branch managers remained responsible for the
ongoing monitoring of applications that they source, but that passed to a commercial

lender upon drawdown.

INBS’s policy provisions for commercial loan monitoring by commercial lenders did not
prescribe what constituted monitoring by commercial lenders. On this basis, it was
explained in the Investigation Report that a breach of these policy provisions was not
alleged where any indication of monitoring in any form by the lender had been
observed.”'® Paragraph 9.11 of the Investigation Report set out in detail what it
considered monitoring a loan, in particular a loan with an interest and capital
moratorium, would look like, and this included regular engagement and updates from
the borrower, obtaining up to date valuations and periodic site visits to large

developments.

The Inquiry has seen a document on the consolidated loan file dated 16 July 2008,
which is entitled a “Mortgage Account Statement’.®'® It showed hand written
calculations that appear to relate to accruing interest on this loan. There is also a Term
Report on file which sought a six month extension of the loan to 10 June 2009.>"” Under
the section of this Term Report that stated “A review of this loan has been compieted’,
there is a tick under the word “yes” and a date of 4 December 2008. It was signed by

Mr McCollum. This loan’s expiry date was 10 December 2008.

In circumstances where this allegation is said to have only been made where there has
been no evidence of any monitoring on the loan, it appears to the Inquiry that some

monitoring of this loan did occur during the lifetime of the loan.

515 Investigation Report, Chapter 9, paragraph 9.12 (Doc ID: RDU_REL-000000033).
516 Mortgage Account Statement, dated 16 July 2008 (Doc 1D: 0.7.120.817677).
517 Term Report, page 41 (Doc ID: 0.7.120.566826).
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The Inquiry finds that commercial lenders did monitor this loan during the term
of the loan to end of the Review Period and accordingly, SPC 4.1 is not proven
against INBS.

Loan Account:-

Background to loan

This loan was one of a series of loans to-to purchase various properties in
the south of France. This Findings Report has already analysed a number of these

loans in the foregoing sections.

This proposal was first introduced by Mr McCollum in an internal memorandum to Mr
Fingleton dated 12 June 2006.%'® He stated that INBS had recently provided a facility

of €60 million to purchase the_in B -2rcc. He said that
_had now agreed to purchase two other adjacent sites along

with a nearby golf course. The two adjacent sites have already been analysed at
paragraphs 4.419 et seq. and 4.569 et seq. above, they Were- and the-

- site. The third proposed acquisition was the _,

which was a ten minute drive away from the _ It was proposed to
develop it as a conference and banqueting venue for the local market as well as the
corporate golf market and fo link it with the -and - developments. The
internal memorandum sought a single advance for these three projects of €35 million
for a 24 month term. The proposal was approved by Mr Fingleton subject to an open

market valuation being obtained.>"*

The CLA>® was prepared on 14 June 2006 in the name of_

(although it was noted on the CLA that this name was liable to change), and it provided
for a capital and interest moratorium for the term of the loan. It stated that the LTV was
78% of current value and 70% on revised planning approval. This was still on the basis
that three transactions were involved. This CLA was recommended by the Credit
Committee on 21 June 2006°?' and approved by the Board on 19 July 2006.5%2

518 [nternal memorandum from Gary McCollum to Michael Fingleton, dated 12 June 2006 (Doc ID:
0.7.120.44919).

519 Internal memorandum from Gary McCollum to Michael Fingleton, dated 12 June 2006 (Doc ID:
0.7.120.44919).

520 Commercial Loan Application, dated 14 June 2006 (Doc ID: 0.7.120.12302).

521 Minutes of Credit Committee meeting, dated 21 June 2006 (Doc ID: 0.7.120.8787).

522 Minutes of Board meeting, dated 19 July 2006 (Doc ID: 0.7.120.33969).

217



4.661

4.662

4.663

4.664

4.665

4.666

A valuation, dated 18 December 2006, valued the golf course at €7.15 million.*?® The
CMO% was issued to the directors of ||| G o~ 12 December
2007 and was for the sum of €5.5 million. The Summit account showed a significant
capital repayment of €3,499,000 on 18 November 2009 but as of 25 January 2010
there remained an outstanding balance of over €2.3 million.’® This loan was
transferred to NAMA.

There were four Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
{a) Three years’ audited accounts.

(b) Business plan/proposals.

{(c) Forecast cash flow analysis.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

There was documentation on the file that included an email from the borrower company
which referred to purchasing_ as well as a certification from the
French equivalent of the Companies Office which showed that this company had been
registered in Antibes on 16 June 2003.5%

Three years’ audited accounts for this company would have been available, but there

is no evidence from the loan file that they were sought or obtained by INBS.

The loan for this facility was €5.5 million for a property that was valued at €7.15
million.>?” However, it was not the borrower’s intention to seek planning permission
and sell on. The borrower had elaborate plans to re-develop the property and run it as

a business. There is no evidence on file of any business plan in respect of this project.

523 Francois Odet Valuation, dated 18 December 2006 (Doc ID: 0.7.120.16056).

524 Commercial Mortgage Offer, dated 12 December 2007, page 10 of document bundle (Doc 1D:
0.7.120.431863).

525 Extract from Summit Account No NI Doc 1D: 0.7.120.760551).

526 | oan documentation, pages 9 and 11 (Doc ID: 0.7.120.431303).

527 Francois Odet Valuation, dated 18 December 2006 (Doc ID: 0.7.120.16056).
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There was no market analysis, no construction or development costings and no
timeline. In the circumstances of this loan, the valuation does not constitute an

adequate business plan.

There is no evidence on file of a forecast cash flow analysis which would give

assurance as to a repayment schedule.

The Inquiry finds that there was a failure to acquire required information from
the borrower, namely three years’ audited accounts, business plan or proposals
or a forecast cash flow analysis. Accordingly, the Inquiry finds SPC 1.3 is proven

as against INBS.

SPC 2.1: Funds advanced without Credit Committee approval or
recommendation and not in compliance with INBS’s urgent credit decision

approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
19 July 2006 Commercial Credit Committee Terms of Reference. The applicable
urgent credit decision approval procedures are in the 19 July 2006 Commercial Credit

Committee Terms of Reference. (See Table included at Appendix 12).

The CLA%2 for this loan was in respect of three separate transactions and the loan
required for the three transactions was €35 million. There was no breakdown in the

CLA between the three properties. This CLA was presented {o the Board at a meeting

on 19 July 2006°%° and the Board approved a facility to_to

acquire the three properties; -,_ site and the _

By the time the CMO®*® for the _facility was issued on 12 December
2007, there was already €31,675,000 of the loan drawn down. However of this amount
€1,675,000 was a facility in the name of_described as a deposit on the
_ This was redeemed by the _
facility of €5.5 million leaving the true balance on the combined three facilities at €35.5
million, €35 million of which had been recommended by the Credit Committee on 21
June 2006.%%

528 Commercial Loan Application, dated 14 June 2006 (Doc ID: 0.7.120.12302).

529 Minutes of Board meeting, dated 19 July 2006 (Doc ID: 0.7.120.33969).

530 Commercial Mortgage Offer, dated 12 December 2007, page 10 of document bundle (Doc ID:
0.7.120.431863).

531 Minutes of Credit Committee meeting, dated 21 June 2007 (Doc ID: 0.7.120.8787).
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The Inquiry finds that this loan was considered at a Credit Committee meeting

and, accordingly, that SPC 2.1 is not proven as against INBS.

SPC 2.8: Loan amount advanced per the CMO was in excess of the amount
outlined in the CLA and approved by the Board and additional funds were not

appropriately approved.

The relevant policies were set out in the Board Resolution September 2002; the 28
February 2007 Commercial Mortgage Lending Policy and the 19 July 2006
Commercial Credit Commitiee Terms of Reference. (See Table included at Appendix
12).

The CLA for this loan referred to a facility of €35 million for three acquisitions. The
cMO for the first of these, the ||| G sit- SEEED. issued on 20 July 2006
and was for a sum of €15 million.%*2 The CMO for the second property,_
S '/ =s =iso issued on the 20 July 2006 and was also for €15 million.533
The CMO for a third loan which was for deposit monies for the purchase of the -

I B s issucc on 13 September 2007 for €1,675,000.5%
The facility for the ||| G S - for €55 million and the

CMO?®* for this loan was issued on 12 December 2007. Facility number_ in
the amount of €1.675 million was redeemed from the proceeds of facility number
_, leaving the true balance on the combined three facilities at €35.5 million.

The Inquiry does not consider the excess of €0.5 million to be material.

The Inquiry finds that the loan amount advance per the CMO was not in excess
of the amount outlined in the CLA and approved by the Board. Accordingly, the
Inquiry finds SPC 2.8 is not proven as against INBS.

SPC 2.12: Terms outlined in the CLA and approved by the Board differed to the
terms outlined in the CMO.

The relevant policies were the 28 February 2008 Commercial Mortgage Lending Policy
and the 27 June 2007 Credit Risk Management Policy. (See Table included at
Appendix 12).

532 Commercial Mortgage Offer, dated 20 July 2006 (Doc |D: 0.7.120.43348).

533 Commercial Mortgage Offer, dated 20 July 2006 (Doc ID: 0.7.120.5197).

534 Commercial Mortgage Offer, dated 13 September 2007 (Doc ID: 0.7.120.34148).

535 Commercial Mortgage Offer, dated 12 December 2007, at page 10 (Doc 1D: 0.7.120.431863).
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of 1.75% above 3 month Eurobor. The purpose of the loan was to enable the purchase
of three named properties. The CMOs that issued in respect of the first two properties

cited the interest rate and the purpose of the loan as per the CLA. The CMO% in

respect of the_cited the interest rate as:

“Interest on the facility will be in respect of successive periods of three months
(‘Interest Period’). The interest rate in each Inferest Period will be 2% p.a. plus
the rate at which three month Euribor deposits are offered to the Society on the

Interbank Euro Market on the first day of the interest period”.

The purpose of the loan according to the CMO was to provide funds for the-

_ to repay existing indebtedness and to provide funds to pay for

notarial and legal fees incurred by the borrower in connection with the loan facility.%%®

Both the provisions outlined above were different from the terms as outlined in the
CLA, however the Inquiry does not believe that this a sufficiently serious breach as to

merit and adverse finding.

The Inquiry finds that the terms outlined in the CLA and approved by the Board
did not differ significantly to the terms outlined in the CMO. Accordingly, the
Inquiry finds SPC 2.12 is not proven as against INBS.

sorrower: [N
Loan Account:_

Background fo loan

This was another loan related to the CLA® dated 14 June 20086, cited in the loan

above, which was to provide funds for the purchase of three properties in Antibes in

Franco; I, I <= = t~ I < =<

a loan of €1,675,000 to to provide funds in relation to deposit monies

required to purchase the |

53 Commercial Loan Application, dated 14 June 2006 (Doc ID: 0.7.120.12302).
537 Commercial Mortgage Offer, dated 12 December 2007, at page 10 (Doc 1D: 0.7.120.431863).
538 Commercial Mortgage Offer, dated 12 December 2007, at page 10 (Doc ID: 0.7.120.431863).
539 Commercial Loan Application, dated 14 June 2006 (Doc ID: 0.7.120.12302).
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internal memorandum®* from Mr McCollum to Mr Fingleton outlining the proposal, and
the composite CLA was approved by the Board on 19 July 2006.%4' There is a
document on the file dated 20 September 2007 to Mr Fingleton from the commercial
lending department®*? that stated “Please note the above loan was approved by the
Board on 19" July 2006 under the name || G 7/ o2
drewdown in the name of_ on 20" September 2007. The attached CLA has
been amended to reflect the change of name. Please sign the below in agreement fo

this amendment”.

Mr Fingleton’s signature is at the end of this document. The amended CLA had the
words added: “(Loan went out in the Name of _ -20/09/07 A/C

The CMO for this loan was issued and accepted by - on 13 September 2007
and was for a three month period.>** The Summit account for this loan®® was incepted
on 20 September 2007 and redeemed in full on 14 December 2007.

There were three Loan Specific Allegations advanced in respect of the loan fo this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 L.oan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Statement of affairs (net worth).

{b) Income details.

{c) Bank statements six months’ current accounts).

(d) Loan statements {(personal & business).

540 Internal memorandum from Gary McCollum to Michael Fingleton, dated 12 June 2006 (Doc ID:
0.7.120.44919).

54 Minutes of Board meeting, dated 19 July 2006 (Doc ID: 0.7.120.33969).

542 Memo from Commercial Lending Department to Michael Fingleton, dated 20 September 2007 (Doc ID:
0.7.120.6022).

543 Commercial Loan Application, dated 14 June 2006 (Doc ID: 0.7.120.6276).

544 Commercial Mortgage Offer, dated 13 September 2007 (Doc ID: 0.7.120.34148).

545 Extract from Summit Account No (Doc ID: 0.7.120.760543).
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{e) Business plan/proposals.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

The context for this loan is important. -Was a long established customer of
INBS and had completed a number of successful projects in the south of France. It is
arguable that all of the information identified in this allegation would already have been
known to INBS through this on-going engagement. It might be noted that in the CLA®
for this Ioan,- net worth was described as being “in excess of Stg£100
million”. His exposure o INBS in advance of this loan was stated to be in excess of
€138 million.

The CMO>¥ for this loan stated that it was for a period of three months so there was
an expectation that the deposit amount would be refinanced by the larger facility to

purchase the golf course, and this is what in fact occurred.

In the circumstances outlined above and the very short duration of this loan, the Inquiry

does not believe an adverse finding would be proportionate in this case.

The Inquiry finds that in the circumstances of this loan, the failure to acquire
required information did not amount to a breach of SPC 1.3. Accordingly, the

Inquiry finds that SPC 1.3 is not proven as against INBS.

SPC 2.1: Funds advanced without Credit Committee approval or
recommendation and not in compliance with INBS’s urgent credit decision

approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
19 July 2006 Commercial Credit Committee Terms of Reference. The urgent credit
decision approval procedures were set out in the 19 July 2006 Commercial Credit

Committee Terms of Reference. (See Table included at Appendix 12).

The Credit Committee did consider the CLA outlining the three loans including the

purchase of the_at a meeting held on 21 June 2006.54 |t

recommended the facility of €35 million, and this was duly approved by the Board on

19 July 2006.%*° The borrower was identified as _With the

546 Commercial Loan Application, dated 14 June 2006 (Doc ID: 0.7.120.12302).

547 Commercial Mortgage Offer, dated 13 September 2007 (Doc ID: 0.7.120.34148).
548 Minutes of Credit Committee meeting, dated 21 June 2007 (Doc ID: 0.7.120.8787).
549 Minutes of Board meeting, dated 19 July 2006 (Doc ID: 0.7.120.33969).
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added note that this was liable to change. As each of these transactions proceeded to

the stage of issuing a CMO, the borrower was identified as a separate company.

Whilst it cannot be said that the Credit Committee specifically considered this personal
loan to_, nevertheless the overall facility was considered and recommended
by it.

The Inquiry finds that the allegation in respect of this loan that there was no
Credit Committee approval or recommendation and that it was not in compliance
with urgent credit decision approval procedures is not sufficiently supported by
the documentation. Accordingly, the Inquiry finds SPC 2.1 is not proven as
against INBS.

SPC 4.1: Commercial lenders did not monitor loans during the term of the loan

to the end of the Review Period.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending
Policy, the December 2007 Commercial Mortgage Lending Policy, and the 21 April
2008 Commercial Mortgage Lending Policy. (See Table included at Appendix 14).

There was a Credit Review Report on file in relation to this loan dated 29 November
2007.5% This is an adequate monitoring of this loan, which was for a period of no more

than three months.

The Inquiry finds that the allegation that commercial lenders did not monitor this
loan during the term of the loan to the end of the Review Period is not supported
by the documentation. Accordingly, the Inquiry finds that SPC 4.1 is not proven
as against INBS.

sorrower: |

Loan Account: _

Loans 1, 3 and 4 - background to loans

A company called_which was owned by _, owned a site at
_in London._decided to sell half of this site

to a nominee company. It intended to pay off an existing facility with Anglo Irish Bank

550 Credit Review Summit Account Information, dated 29 November 2007 (Doc 1D: 0.7.120.9127).
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with a £7.5 million loan from INBS. [ IENENEGNIINIIIIN . < - companies called -
I - N o' tis transaction.

These were two separate companies but from the perspective of analysing the loans

they were one account in INBS. The CMOs in respect of the loans were issued to

was that _Would apply for planning permission to develop a hotel and

residential units on the site. _ had a purchaser for the site lined up

subject to planning permission.

_ _ management company, wrote to Mr

McCollum on 28 September 2004°%" outlining the plans they had for developing the

site at _ The current valuation was estimated at £10 million and the

value with planning consent was estimated at over £15 million. INBS agreed to finance

the project and three loans were advanced to_

Loan 1 for £7.5 million was advanced on 30 March 2005 to refinance existing
borrowings of_ The Summit account for this loan showed that it
continued to accrue interest beyond its 24 month term and as of 30 December 2009,
it had an outstanding balance of £10,228,616.63.5°

L.oan 3 for £5 million was advanced on 23 May 2006 to finance planning and demolition

costs.%®

l.oan 4 for £3.55 million was to purchase a property in- It was drawn down
on 20 December 2007.%%

In a letter updating INBS on progress®®® dated 20 August 2007, _said that
they had agreed to sell the site subject to planning permission to_
_and anticipated receiving in excess of £30 million before the end of the
year. Planning permission was not obtained and as a result the proposed sale fell

through and the loan was transferred to NAMA.

There were 15 Loan Specific Allegations advanced in respect of the three loans to this

borrower. Full details of these Loan Specific Allegations are set out below under each

551 | etter from | GG - G-\ VcCollum, INBS, dated 28 September 2004 (Doc ID:

0.7.120.921097).

552 Extract from Summit Account No | N (Ooc (D: 0.7.120.760691).

553 Extract from Summit Account No
554 Extract from Summit Account No
555 | etter exchange between INBS and

(Doc ID: 0.7.120.760577).
Doc [D: 0.7.120.760576).

, dated 21 June

2007, page 7 (Doc ID: 0.7.120.24910).
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loan, and are also included in the Table of SPC 1 to 4 Loan Specific Allegations and

Findings at Appendix 7 hereto.
Loan 1
SPC 1.1: No CLA was prepared at all.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Three years’ audited accounts.
{b) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the @ November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was hot a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.
SPC 1.4: Credit grades were not assigned to commercial loans.

The relevant policy was the 8 April 2003 Credit Grading System for Commercial
Lending. (See Table included at Appendix 11).

In his submissions to the Inquiry, Mr Purcell stated that the 8 April 2003 Credit Grading
System for Commercial Lending did not require that a CLA should have a credit grade
when presented to the Credit Committee or the Board. The Inquiry agrees with this
assertion and therefore no finding is made in respect of this allegation. The assigning
of credit grades during the loan approval process is dealt with at Chapter 5 of this
Findings Report (see paragraph 5.197 et seq.). That part of the Findings Report
outlines Mr Purcell’'s submissions on this point and the reasoning for the Inquiry’s
finding that a failure to assign a credit grade at the loan approval stage was not a

breach of INBS internal policy.
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SPC 2.2: Funds advanced without Credit Committee approval or
recommendation and without Board approval (as required) and not in

compliance with INBS’s urgent credit decision approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
16 October 2003 Commercial Credit Risk Terms of Reference. The urgent credit
decision approval procedures were set out in the Board Resolution September 2002
and the 16 October 2003 Commercial Credit Committee Terms of Reference. (See
Table included at Appendix 12).

The initial drawdown of this loan occurred on 30 March 2005, when £7.5 was advanced
to Howard Kennedy. This was evidenced by the SAD®® for this loan and is recorded

on the Summit account.

There is no evidence in Credit Commitiee meeting minutes or packs during the Review
Period that this loan was considered by the Credit Committee. There is no evidence in
Board meeting minutes or packs that this loan was considered by the Board for

approval.

The Inquiry finds that funds were advanced where the Credit Committee did not
recommend the loan for approval and the Board did not approve the loan as

required. Accordingly, the Inquiry finds that SPC 2.2 is proven as against INBS.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the Moratoria Policy October 2003. (See Table included at Appendix 12).

Under the 28 February 2007 Commercial Mortgage Lending Policy, any variation to a
loan was to be considered, approved and minuted by the Credit Committee and then
submitted to the Managing Director for approval. The Moratoria Policy October 2003%7
also applied to this loan. Under that policy, variations to moratorium accounts could
only be amended with the written approval of either the Managing Director, all
members of the Credit Committee, or any two of the following: commercial lending

manager; mortgage administration manager; or senior commercial lender.

5% Society Advance Detail (Doc ID: 0.7.120.11053).
557 The Moratoria Policy 2003 was incorporated into the Commercial Mortgage Lending Policy approved by the
Board on 28 February 2007.
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The CMO®® for this loan, which was dated 22 March 2005, stated that it was for a term
of 24 months with a full capital and interest moratorium. It was due {o expire in March
2007. The Summit account for this loan showed that interest continued to accrue until
30 December 2009, at which time it had an outstanding balance of £10,228,616.63.%%°

From an examination of the loan files, Credit Committee meeting minutes and Board
meeting minutes and packs, there is no evidence that the term extension approval
process as set out in either of the above policies was complied with in respect to this

additional facility.

The Inquiry finds that this loan was extended without the appropriate approval

policy being followed and, accordingly, that SPC 2.9 is proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (See Table included at Appendix 13) and the 9 November

2004 Commercial Lending Criteria.

The Inquiry has determined that the 9 November 2004 Commercial L.ending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007.

The UK Version of the April 2003 Credit Risk Policy did apply to this allegation. The
UK Version of the April 2003 Credit Risk Policy stated that personal guarantees should
be acquired where the borrower was a private company. There was a personal
guarantee from _ in respect of the borrowings of this borrower. It was,
however, dated 18 May 2006%°, which is almost 14 months after the drawdown of this

loan and therefore is not relevant in respect of this allegation.

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

Of_ and NS - - time the loan was

approved and offered.

558 Commercial Mortgage Offer, dated 22 March 2005 (Doc ID: 0.7.120.25777).
559 Extract from Summit Account No (Doc ID: 0.7.120.760691).

560 Guarantee between ||l and INBS, dated 18 May 2006 (Doc ID: 0.7.120.935769).
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There was no CLA in respect of this loan and the CMO made no reference to a

personal guarantee from any of the identified directors of the borrowing company.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

Loan 3

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
{a) Three years’ audited accounts.

{b) Business plan/proposals.

{c) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the @ November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was hot a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 2.5: Loans advanced prior to quorate Credit Committee meeting (at which
the loans were approved or recommended) and not in compliance with INBS’s

urgent credit decision approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
16 October 2003 Commercial Credit Committee Terms of Reference. The urgent credit
decision approval procedure were set out in the 16 October 2003 Commercial Credit

Committee Terms of Reference. (See Table included at Appendix 12).

The CMO®®! for this loan was dated 11 May 2006 and the date of first drawdown was
18 May 2006.°%? The Credit Committee recommended the loan for approval on 9 June
2006°% and the Board approved the loan on 14 June 2006.%%*

561 Additional Commercial Mortgage Offer, dated 11 May 2006 (Doc 1D: 0.7.120.24861).
S6250ciety Advance Detail (Doc ID: 0.7.120.14138).

63 Minutes of Credit Committee meeting, dated 9 June 2006 (Doc ID: 0.7.120.36880).
564 Minutes of Board meeting, dated 14 June 2006 (Doc ID: 0.7.120.8258).
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From an examination of the consolidated loan file, Credit Committee meeting minutes
and Board meeting minutes, there is no evidence that the urgent credit decision
approval procedures as set out in policy were complied with in respect to this additional

facility.

The Inquiry finds that the allegation that this loan was advanced prior to Credit
Committee meeting and not in compliance with urgent credit decision approval
procedures is supported by the documentation. Accordingly, the Inquiry finds
that SPC 2.5 is proven as against INBS.

SPC 2.6: Funds advanced prior to Board approval and not in compliance with

INBS’s urgent credit decision approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
16 October 2003 Commercial Credit Committee Terms of Reference. Urgent credit
decision approval procedures were set out in the Board Resolution September 2002
and the 16 October 2003 Commercial Credit Commitiee Terms of Reference. (See
Table included at Appendix 12).

The date of first drawdown®®® was 18 May 2006. The facility was recommended for
approval at a Credit Committee meeting®® on 9 June 2006 and was approved at a
Board Meeting®®’ on 14 June 2006.

From an examination of the consolidated loan file, Credit Commitiee meeting minutes
and Board meeting minutes and packs, there is no evidence that the urgent credit
decision approval procedures as set out in policy were complied with in respect to this

additional facility.

The Inquiry finds that the allegation that this loan was advanced prior to Board
approval and not in compliance with urgent credit decision approval procedures
is supported by the documentation. Accordingly, the Inquiry finds that SPC 2.6

is proven as against INBS.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the Moratoria Policy October 2003. (See Table included at Appendix 12).

565 Society Advance Detail (Doc ID: 0.7.120.14138).
66 Minutes of Credit Committee meeting, dated 9 June 2006 (Doc ID: 0.7.120.36880).
567 Minutes of Board meeting, dated 14 June 2006 (Doc ID: 0.7.120.8258).
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Under the 28 February 2007 Commercial Mortgage Lending Policy, any variation to a
loan was to be considered, approved and minuted by the Credit Committee and then
submitted to the Managing Director for approval. The Moratoria Policy October 20038
also applied to this loan. Under that policy variations to moratorium accounts could
only be amended with the written approval of either the Managing Director, all
members of the Credit Committee, or any two of the following: commercial lending

manager; mortgage administration manager; or senior commercial lender.

The CLA%® and CMO®" for this loan identified a 12 month term, with a capital and
interest moratorium for the term. The Summit account showed that this loan continued
to accrue interest beyond the expected expiry date of May 2007. As of 19 February
2010 this account was still active and there was an outstanding balance of
£6,336,135.68.5"

There is no evidence from the consolidated loan file, the Credit Commitiee meeting
minutes or the Board meeting minutes and packs that any approval was sought or

acquired for this extension.

The Inquiry finds that the allegation that the term of this loan was extended
without appropriate approval is supported by the documentation. Accordingly,

the Inquiry finds that SPC 2.9 is proven as against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the April 2003 Credit Risk Policy. The urgent credit decision
approval procedures were set out in the Board Resolution September 2002 and the 16
October 2003 Commercial Credit Committee Terms of Reference. (See Table included
at Appendix 12).

568 The Moratoria Policy 2003 was incorporated into the Commercial Mortgage Lending Policy approved by the
Board on 28 February 2007.
569 Commercial Loan Application, dated 17 May 2006 (Doc 1D: 0.7.120.28958).

570 Additional Commercial Mortgage oc 1D: 0.7.120.24861).
571 Extract from Summit Account No (Doc ID: 0.7.120.760577).
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The consolidated loan file shows that the CMO®'2 in respect of this loan was issued on
11 May 20086. The first drawdown occurred on 18 May 2006.5"® The Credit Committee

considered this loan on 9 June 2006%* and the Board approved it on 14 June 2006.57°

From an examination of the consolidated loan file, Credit Committee meeting minutes
and Board meeting minutes, there is no evidence that the urgent credit decision
approval procedures as set out in policy were complied with in respect to this additional

facility.

The Inquiry finds that the allegation that the CMO issued prior to appropriate
recommendation for approval and/or approval and not in compliance with
INBS’s urgent credit decision approval procedures is supported by the
documentation. Accordingly, the Inquiry finds that SPC 2.13 is proven as against
INBS.

Loan 4

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Three years’ audited accounts.

{b) Business plan/proposals.

{c) Forecast cash flow analysis.

The relevant policy was the December 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

The internal memorandum dated 17 December 2007, from Mr McCollum to Mr

576

Fingleton®’®, requested an additional facility of £3.55 million for a period of five months.

The purpose of this loan was stated as: ‘|| has requested a short term facility of

£3,500,000.00 to provide deposit monies fo purchase a 6 acre _

I 1ich: is due to complete at the end of April 2008". Mr McCollum went on to

say that the existing_ funding “carries | personal guarantee which

will be extended to cover this additional advance”.

572 Additional Commercial Mortgage Offer, dated 11 May 2006 (Doc 1D: 0.7.120.24861).

573 Society Advance Detail (Doc ID: 0.7.120.14138).

574 Minutes of Credit Committee meeting, dated 9 June 2006 (Doc ID: 0.7.120.36880).

575 Minutes of Board meeting, dated 14 June 2006 (Doc ID: 0.7.120.8258).

578 Internal memorandum from Gary McCollum to Michael Fingleton, dated 17 December 2007 (Doc ID:
0.7.120.42484).
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INBS was to be entitled to a 25% share of profits in the-site.577

This internal memorandum contained a handwritten note from Mr Fingleton to Mr
McMenamin saying the loan has been “approved by the Board subject to approval by
Credit Committee”. The SAD for this loan showed that it was drawn down in full on 20
December 2007.578

The CMO®™ for this loan issued on 17 December 2007. It stated that the purpose of
the loan was “To provide additional borrowings in relation to the buildings at-
_, London, - it made no reference to the actual purpose which
was the purchasing of the site in -in France. The CLA, dated 18 December
2007, did refer to the purpose of the loan and described the facility as an “equity

release against the property...”.58

Although this loan was for a five month term, it continued to accrue interest until 20
December 2009, at which time there was an outstanding balance of almost £4

million. 58

There is no information on the consolidated loan file in relation to this property in.
-and there is nothing that could be construed as a business plan or proposal.
There is no evidence that three years’ audited accounts were sought or received and
no evidence of a cash flow analysis both of which could and should have been

obtained.

The Inquiry finds that there was a failure to acquire required information from
borrowers, namely three years’ audited accounts, a business plan or proposal
and a forecast cash flow analysis. Accordingly, the Inquiry finds SPC 1.3 is

proven as against INBS.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the Moratorium Policy October 2003. (See Table included at Appendix 12).

577 Internal memoerandum from Gary McCollum to Michael Fingleton, dated 17 December 2007 (Doc ID:
0.7.120.42484).

578 Society Advance Detail, dated 20 December 2007 (Doc ID: 0.7.120.22429).

579 Additional Commercial Mortgage Offer, dated 17 December 2005 (0.7.120.922260).

580 Commercial Loan Application, dated 18 December 2007 (Doc 1D: 0.7.120.483845).
581 Extract from Summit Account No (Doc ID: 0.7.120.760576).
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The CMO for this loan recorded that a full capital and interest moratorium applied.
Although this loan was for a five month term, it continued to accrue interest until 20

December 2009 at which time there was an outstanding balance of almost £4 million.*®2

From an examination of the consolidated loan file, Credit Committee meeting minutes
and Board meeting minutes and packs, there is no evidence that the appropriate

approval policy was complied with in respect of an extension to this loan.

The Inquiry finds that the term of this loan was extended without appropriate

approval. Accordingly, the Inquiry finds that SPC 2.9 is proven as against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the December 2007 Credit Committee Terms of Reference.
(See Table included at Appendix 12). This is also the relevant policy for urgent credit

decision approval procedures.

The CMO was dated 17 December 2007.58 The Credit Committee approved this loan
on 20 December 2007.5%* It did not require Board approval as the December 2007

Credit Committee Terms of Reference applied.

From an examination of the consolidated loan file, Credit Committee meeting minutes
and Board meeting minutes and packs, there is no evidence that the urgent credit
decision approval procedures as set out in policy were complied with in respect to this

additional facility.

The Inquiry finds that the CMO for this loan issued prior to appropriate approval
and not in accordance with urgent credit decision approval procedures.

Accordingly, the Inquiry finds that SPC 2.13 is proven as against INBS.

582 Extract from Summit Account No [ NG Ooc D: 0.7.120.760576).

383 Additional Commercial Mortgage Offer, dated 17 December 2005 (0.7.120.922260).
584 Minutes of Credit Committee meeting, dated 20 December 2007 (Doc 1D: 0.7.120.9121).
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SPC 4.1: Commercial lenders did not monitor loans during the term of the loan

to the end of the Review Period.

The relevant policies were the December 2007 Commercial Mortgage Lending Policy
and the 21 April 2008 Commercial Mortgage Lending Policy. (See Table included at
Appendix 14).

In the Investigation Report it was explained that an allegation in respect of an absence
of monitoring was only made where there was no evidence at all of any monitoring in

respect of the loan.5®

The Inquiry has noted a credit risk department due diligence account dated 27 June
2008.5% This purports to be a credit review of the_accounts but it only
referred to the loans for £7.5 million and £5 million and did not refer to this fourth loan
for £3.55 million and therefore is discounted by the Inquiry as evidence of any

monitoring occurring in respect of this additional loan.

it is difficult and somewhat unrealistic to consider this loan in isolation from the other
loans advanced to the borrower for this transaction. The Inquiry has seen
correspondence from after the Review Period which they considered in the context of
this allegation. The first was an email from Mr McCollum to Mr Daly dated 17 October
2008%7 in which Mr McCollum provided an update on the planning application and
valuation, and confirmed that the _ borrowings were personally
guaranteed by - A further update was provided by Mr McCollum on 4
November 2008 in which he estimated that the revised planning permission would be
obtained in quarter 1 2009.%

Both these correspondence would suggest that these loans were being monitored by

Mr McCollum and that he was aware of developments as they were occurring.

Although there is no direct evidence of monitoring this loan during the Review Period,
the context for this loan suggests that there was ongoing monitoring of the project by

the commercial lender.

585 Investigation Report, Chapter 9, paragraph 9.12 (Doc ID: RDU_REL-000000033).

58 INBS Due Diligence Account Review March, dated 27 June 2008, page 99 (Doc ID: 0.7.120.146313-000001).
87 Email from Gary McCollum to Darragh Daly, dated 17 October 2008 (Doc ID: 0.7.120.15232).

588 Email from Gary McCollum to Darragh Daly, dated 4 November 2008 (Doc ID: 0.7.120.896206).
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The Inquiry finds that commercial lenders did monitor this loan during the term
of the loan to end of the Review Period. Accordingly, it finds that SPC 4.1 is not

proven as against INBS.

Loan Account:_

Background to loan

This was a loan of €5.025 million, which was to be the initial deposit on the acquisition
of a property in Monaco. The internal memorandum from Mr McCollum to Mr Fingleton,
dated 10 August 2007°%°, described the proposed purchase as comprising of two
stages. The first was the initial deposit of €5 million and the second was a further
€55.01 million payable upon commencement of construction works, at which time INBS
would be granted a first legal charge over the property. The entire property was to cost
€155 million with a resale value of €190 million. The loan was to be for 30 months and
INBS was to be entitled to 25% of profits. Further staged payments would be made

and these would be met by refinancing the project.

A CLA was prepared on these terms dated 13 August 2007.5% The total required was
£60.5 million for a 30 month term. The LTV was 100%. The Credit Committee
recommended the loan on 17 August 2007°°' and the Board approved it on 30 August
2007.5%2 The CMO offering the initial £5,025,000 deposit was issued on 29 August
2007 and was signed by the borrower on the same day.*®® The loan was for a six month
term and the security was a first legal mortgage (when purchased) of the property the
subject matter of the loan. There was a full capital moratorium for the term of the loan,
but there did appear to be an ongoing liability for interest payment. The CLA referred

to a full capital and interest moratorium.

On 6 March 2009, Mr McCollum wrote to the borrower saying that INBS would not be

in a position to consider funding the project and as a result the purchase did not

complete.®*

589 [nternal memorandum from Gary McCollum to Michael Fingleton, dated 10 August 2007 (Doc ID:
0.7.120.10263).

5% Commercial Loan Application, dated 13 August 2007 (Doc ID: 0.7.120.30937).

591 Minutes of Credit Committee mesting, dated 17 August 2007 (Doc ID: 0.7.120.20598).

592 Minutes of Board meeting, dated 30 August 2007 (Doc ID: 0.7.120.14027).

593 Commercial Mortgage Offer, dated 29 Auiust 2007 (Doc ID: 0.7.120.18126).

594 |_etter from Gary McCollum, INBS, to

, dated 6 March 2009 (Doc ID: 0.7.120.157448-000001).
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The Summit account®® showed that the account was incepted on 7 September 2007
on which date €5 million was drawn down. It continued to accrue interest until 7
December 2009 at which time there was an outstanding balance of over €5.65 million.

This loan was transferred to NAMA.

There were five Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Statement of affairs (net worth).

{b) Income details.

{c) Bank statements (six months’ current accounts).

{d) Loan statements (personal & business).

{(e) Business plan/proposals.

The relevant policy was the 28 February 2007 Commaercial Mortgage Lending Policy.
(See Table included at Appendix 11).

As referenced in other loans involving this borrower, INBS had a long-standing
relationship with this borrower and it was possible that much of the information listed
above was already known to INBS. Policy required that this information be recorded
on each loan file and there is no evidence that this information was accessed either

internally, or through the borrower, and no evidence of it on the consolidated loan file.

The initial proposal was described in a letter from the borrower to Mr McCollum dated
19 July 2007, with which he enclosed a valuation.®®® That valuation estimated the full
value of the property at €190.75 million.®®” The borrower said that it was envisaged
that either the individual apartments in the property, or the entire property would be

disposed of within 12 months and “most certainly at least 30% within the first six

595 Extract from Summit Account No |l (Doc 1D: 0.7.120.760641).

59 | etter from |l o Gary McCollum, INBS, dated 19 July 2007, page 49 of document bundle (Doc ID:
0.7.120.431391).

597 Valuation dated 19 July 2007 (Doc ID: 0.7.120.38196).
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months”. There was no indication of what would happen if this target was not met or

how the loan would be repaid.

Whilst this loan was for an initial deposit, it clearly depended on the successful
completion of the full transaction to secure a charge over the property and to secure
repayment. In circumstances where this loan was unsecured, the commercial lender
had an obligation to ensure all relevant information in relation to the borrower’s

capacity to repay the loan was on file.

The Inquiry finds that there was a failure to acquire required information from

the borrower with respect to this loan, namely:

(a) Statement of affairs (net worth).

{b) Income details.

{c) Bank statements (six months’ current accounts).

(d) Loan statements (personal & business).

(e) Business plan/proposals.

Accordingly, the Inquiry finds SPC 1.3 is proven as against INBS.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the December 2007 Commercial Mortgage Lending Policy

and the Moratoria Policy December 2007. (See Table included at Appendix 12).

The December 2007 Commercial Mortgage Lending Policy stated that no individual
staff member was authorised to vary conditions of a loan approved by the Credit
Committee. Any variation was to be considered, approved and minuted by the Credit
Committee. The Moratoria Policy December 2007 stated that variations to moratorium
accounts could only be amended with the written approval of either all members of the
Credit Committee, or any two of the following: managing director; commercial lending

manager; or mortgage administration manager.

The CMO issued on 29 August 2007. It was for a six month term and was due to expire
on 6 March 2008. The policies required that any change to a CMO, including any term

extensions, had to be considered, approved and minuted by the Credit Commitiee.
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The consolidated loan file contained a Term Report dated 17 April 2008.5% |t stated:
“Spoke to Gary [in] Belfast. Properties should be sold within 3 months. Gary wants
term extended for 3 months to allow for the sale”. An extension was noted until July
2008. There was in fact a further extension on 4 December 2008 until 6 February 2009.
The update on the Term Report stated: “Spoke to Gary in Belfast. He asked for the
term to be extended for a further three months as this will allow for the property to be

sold and the loan cleared’.%%°

The Inquiry has examined Credit Committee minutes and packs during the Review
Period and there is no evidence that this term extension was considered, approved or
minuted by the Credit Committee as required by policy or that it complied with

moratoria policy.

The Inquiry finds that the term of this loan was extended without appropriate

approval and, accordingly, finds that SPC 2.9 is proven as against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the 28 February 2007 Commercial Mortgage Policy. The
urgent credit decision approval procedures were set out in the Board Resolution
September 2002. (See Table included at Appendix 12).

The Credit Committee®® approved the facility on 17 August 2007. The CMO®" was
issued and signed by the borrower on 28 August 2007. The Board approved the loan
on 30 August 2007.5%2

The Inquiry has examined the consolidated loan file and the Board meeting minutes
and packs and there is no evidence that the urgent credit decision approval procedures

were complied with in this case.

The Inquiry finds that the CMO was issued prior to appropriate Board approval
and not in compliance with urgent credit decision approval procedures.

Accordingly, the Inquiry finds that SPC 2.13 is proven as against INBS.

598 Term Report, dated 17 April 2008, page 9 of document bundle (Doc ID: 0.7.120.566529).

59 Term Report, dated 4 December 2008, page 38 of document bundle (Doc 1D: 0.7.120.566826).
500 Commercial Loan Application, dated 13 August 2007 (Doc ID: 0.7.120.30937).

801 Commercial Mortgage Offer, dated 29 August 2007 (Doc 1D: 0.7.120.18126).

602 Board meeting notes, dated 30 August 2007 (Doc ID: 0.7.120.489233).
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SPC 3.1: Loans were unsecured.

4.754 The relevant policy was the 28 February 2007 Commaercial Mortgage Lending Policy.
(See Table included at Appendix 13).

4.755 Both the CLA and the CMO provided that the deposit monies would be secured on the
property the subject matter of the loan, but only when that purchase was completed.
The CMO stated:

“The following security is fo constitute a continuing security for all the
obligations of the borrower to the Society. The nature of the title to the property

and the form of the security is to be acceptable to the Society’s Solicitor.

(1) A First Legal Mortgage (when purchased) over the [property the subject
of the loan].

(2) The deposit monies in the amount of £5,000,000.00 are to be held in

escrow by the Notaire acting on the Society’s behalf...
(3) Such additional security as required by the Society” %%

This loan was ultimately transferred to NAMA, and the NAMA legal due diligence report
dated 8 September 2010 stated:

“The facility letter states that the security should be given for this facility by way
of a first legal mortgage over certain property in Monaco. Additionaily the facility
letter states that deposit monies in the amount of £5,000,000.00 should be held
in escrow (for Irish Nationwide Building Society) by a notaire in Monaco... This

facility would therefore seem to be unsecured’. %%

The due diligence report further noted that the borrower did not complete the purchase

and that therefore the escrow was paid to the seller.

4.756 The Inquiry finds that this loan was unsecured and, accordingly, that SPC 3.1 is

proven as against INBS.

803 Commercial Mortgage Offer, dated 29 August 2007 (Doc ID: 0.7.120.18126).
604 NAMA Due Diligence Report, dated 8 September 2010 (Doc 1D: 0.7.120.673536).
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SPC 4.1: Commercial lenders did not monitor loans during the term of the loan

to the end of the Review Period.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending
Policy, the December 2007 Commercial Mortgage Lending Policy and the 21 April
2008 Commercial Mortgage Lending Policy. (See Table included at Appendix 14).

The Inquiry examined the consolidated loan file for any evidence of monitoring of this
loan during the Review Period. The loan commenced in August 2007 and there was a
credit review conducted on 8 November 2007 when it was awarded a credit grading of
3.

There was an email on file from a representative of the borrower®® dated 5 November
2007, stating that current prices on adjacent apartments were higher than the borrower
was paying for these newly constructed apartments and these apartments would not
be coming on stream for another four years. There was a further email on file dated 14
January 2008 from the lawyer who had acted for INBS in this fransaction to Mr
McCollum, informing him that a swap of land had been approved which had cleared
the way for a building permit to be obtained.®*® There was further correspondence

regarding the security that INBS would require for the next step of the project.%’

The Inquiry does not believe that there was no monitoring of this loan. There appears

to have been regular contact with the borrower in relation to the project.

The Inquiry finds that the allegation that commercial lenders did not monitor
loans during the term of the loan to the end of the Review Period is not supported
by the evidence in the loan files. Accordingly, the Inquiry finds that SPC 4.1 is

not proven as against INBS.

505 Email from_to INBS, dated 5 November 2007, page 17 of document bundle (Doc 1D:
0.7.120.431391).

608 Email from Donald Manasse to Gary McCollum, INBS, dated 14 January 2008, page 15 of document bundle
(Doc 1D: 0.7.120.431391).

807 Email from Donald Manasse to Gary McCollum, INBS, dated 14 January 2008, page 7 et seq. of document
bundle (Doc 1D: 0.7.120.431391).
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sorrower: [
Loan Account:_

Background to loan

The borrower company wrote to Mr McCollum on 18 March 2005 stating that they had
agreed with a joint venture partner to purchase a property consisting of a substantial
warehouse and manufacturing facility in Wales.®%® The purchase price was stated to
be £5.05 million and a facility of £5.7 million was requested to cover the purchase price
and additional costs. An independent valuation report, dated 23 May 2005, was
obtained by INBS.®%° This valuation was on the basis of various assumptions in relation
to the existing tenant and the existing lease agreement. It gave valuations for both the
rental income of the property and the market value. The market value was estimated
at £5.15 million.

A CMO was issued to the directors of_on 11 August 2005.510

It provided for a loan of £5.75 million for a 36 month term, with a capital moratorium for
the term of the loan. Interest was to be paid on a quarterly basis. The security was a
fixed and floating charge over the property the subject matter of the loan. This loan

offer was accepted on 12 August 2005.
The SAD showed that the drawdown of the full amount occurred on 16 August 2005.5"

Following the issuing of the CMO and the drawdown of the loan, an internal
memorandum was sent from Mr McCollum to Mr Fingleton dated 22 August 2005. This
memorandum outlined the proposal as already set out in the CMO and estimated the
resale value of the property at £7.5 million.%'? A CLA followed dated 23 August 2005.

It showed a LTV of 100% of purchase price and 76% of resale valuation.®'®

The loan was recommended by the Credit Committee on 29 August 2005%'* and
approved by the Board on 6 September 2005.5"° By internal memorandum from Mr
McCollum to Mr Purcell dated 26 July 2007, Mr McCollum stated that the mortgage

o0 | etter from | - G-y McCollum, INBS, dated 18

March 2005 (Doc ID: 0.7.120.917144).

609 Atisreal Report and Valuation, dated 23 May 2005, page 16 (Doc ID: 0.7.120.895231-000002).
610 Commercial Mortgage Offer, dated 11 August 2005 (Doc ID: 0.7.120.20813).

81 Security Advance Detail, dated 16 August 1005 (Doc ID: 0.7.120.10524).

612 Internal memorandum from Gary McCollum to Michael Fingleton, dated 22 August 2005 (Doc ID:
0.7.120.19372).

613 Commercial Loan Application, dated 23 August 2008 (Doc ID: 0.7.120.10501).

614 Minutes of Credit Committee meeting, dated 29 August 2005 (Doc ID: 0.7.120.36785).

615 Minutes of Board meeting, dated 6 September 2005 (Doc ID: 0.7.120.6073).

242



4.764

4.765

4.766

4.767

account had been fully redeemed on 24 May 2007.°"® He enclosed a cheque for
£295 /162, being INBS’s entitlement to 25% of the profit.

There were seven Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.2: CLA was not prepared in advance of funds being drawn down.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.
{b) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the 9 November 2004 Commercial L.ending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 2.4: Credit Committee not quorate when loans were approved or
recommended and loans not in compliance with INBS’s urgent credit decision

approval procedures.

This allegation was advanced against INBS only and so it was not opened during the

SPC 1 to 4 Loan Hearings. Accordingly, this allegation was not considered by the

Inquiry.

616 Internal memorandum from Gary McCollum to Stan Purcell, dated 26 July 2007 (Doc ID: 0.7.120.894123).
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SPC 2.6: Funds advanced prior to Board approval and not in compliance with

INBS’s urgent credit decision approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
16 October 2003 Commercial Credit Committee Terms of Reference. The urgent credit
decision approval procedures were set out in the Board Resolution September 2002
and the 16 October 2003 Commercial Credit Committee Terms of Reference. (See
Table included at Appendix 12).

The date of the first drawdown, as shown by the Sterling Commercial Advance Static
Sheet®” and the mortgages advances cash sheet®’® was 16 August 2005. The date of

Board approval for the loan was 6 September 2005.617

The urgent credit decision approval procedures required that the loan be approved by
the members of the Credit Committee and signed by two directors and later advised to
the Board. Under the 16 October 2003 Commercial Credit Committee Terms of
Reference, the approval had to be approved by the Managing Director and two
members of the Credit Committee and signed off by the Credit Committee and the

Board as soon as practicable thereafter.

There is no evidence that any urgent credit decision approval procedures were

complied with in respect of this loan.

The Inquiry finds that funds were advanced prior to Board approval and not in
compliance with urgent credit decision approval procedures. Accordingly, the

Inquiry finds that SPC 2.6 is proven as against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the April 2003 Credit Risk Policy. The urgent credit decision
approval procedures were set out in the Board Resolution September 2002 and the 16
October 2003 Commercial Credit Committee Terms of Reference. (See Table included
at Appendix 12).

517 Sterling Commercial Advance Static Sheet, dated 16 August 2023 (Doc ID: 0.7.120.39072).
618 Mortgage Advance Cash Sheet, dated 16 August 2005 (Doc ID: 0.7.120.15568).
619 Minutes of Board meeting, dated 6 September 2005 (Doc ID: 0.7.120.6073).
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The CMO issued on 11 August 2005.5%° The facility was recommended for approval at
the Credit Committee meeting®' on 19 August 2005 and was approved at a Board

meeting®?? on 6 September 2005.

The urgent credit decision approval procedures set out above in relation to SPC 2.6
applied and there is no evidence from the consolidated loan file or the Credit
Committee and Board meeting minutes and packs that these procedures were

followed.

The Inquiry finds that the CMO was issued prior to appropriate recommendation
for approval and/or approval and not in compliance with urgent credit decision
approval procedures. Accordingly, the Inquiry finds that SPC 2.13 is proven as
against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy and the § November 2004 Commercial Lending Criteria.

The Inquiry has determined that the 9 November 2004 Commercial L.ending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007.

The UK Version of the April 2003 Credit Risk Policy did apply to this allegation. The
UK Version of the April 2003 Credit Risk Policy stated that personal guarantees should

be acquired where the borrower is a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of_. Neither the CLA®?® nor the CMO®%* make any reference
to a personal guarantee from any of the identified directors of the borrowing company.

The identified security does not refer to a personal guarantee. The Credit Committee

620 Commercial Mortgage Offer, dated 11 August 2005 (Doc 1D: 0.7.120.20813).

621 Minutes of Credit Committee meeting, dated 29 August 2005 (Doc ID: 0.7.120.36785).
522 Minutes of Board meeting, dated 6 September 2005 (Doc ID: 0.7.120.6073).

623 Commercial Loan Application, dated 23 August 2008 (Doc ID: 0.7.120.10501).

624 Commercial Mortgage Offer, dated 11 August 2005 (Doc 1D: 0.7.120.20813).
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or Board meeting minutes and packs similarly do not refer to a personal guarantee

from directors.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

Although Mr Purcell attended the Board meeting at which this loan was
approved, no allegation of participation was made against him in the

Investigation Report and therefore no finding is made in respect of this loan.

SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As no finding has been made against INBS, this loan specific participation

allegation against Mr Purcell now falls away.

SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.

In circumstances where the Inquiry makes no finding in respect of SPC 3.4, this

allegation no longer arises.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As the allegation against INBS falls away, this loan specific participation

allegation against Mr Purcell also now falls away.
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Borrower: | R
Loan Account: -

Background to loan

This was a loan for £5.3 million to purchase land and property and to develop planning
for additional floor space at a premises in London. It was secured by a charge over the

property and was for a term of 12 months. There was a 25% profit share in place.

A CLA was prepared dated 24 October 2007, which provided for a capital and interest
moratorium for the one year term. The LTV was stated to be 96% based on current
value and 73% of the value with planning. INBS was to be entitled to 25% of profits
subject to a minimum of £200,000.5%° A CMO issued on 18 September 2007.5% |t was
signed by the borrower on 24 October 2007. The Credit Committee recommended this
loan for approval on 14 November 2007%” and the Board approved it on 27 November
2007 .58

This loan was transferred to NAMA and it appears to have been redeemed in full
(£5,978,376.76) on 08 September 2011.

There were five Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.
{b) Forecast cash flow analysis.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

625 Commercial Loan Application, dated 24 October 2007 (Doc ID: 0.7.120.33615).

626 Commercial Mortgage Offer, dated 18 September 2007 (Doc ID: 0.7.120.16070).

627 Minutes of Credit Committee meeting, dated 14 November 2007 (Doc I1D: 0.7.120.8055).
628 Minutes of Board meeting, dated 27 November 2007 (Doc ID: 0.7.120.33618).
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4,786 In his internal memorandum to Mr Fingleton dated 18 September 2007%%°, Mr
McCollum outlined a proposal to purchase the property and apply for planning
permission to reconfigure it into six apartments. The resale value with such consent
was estimated to be in excess of £7.25 million. The memorandum stated that the
borrower could also decide to develop the properties itself upon obtaining planning

permission.

4.787 There was a valuation on file dated 24 October 2007.%%° This document stated that the
valuer had been instructed to value the property at market value, the value with
proposed planning permission, the gross development value of the proposed scheme
and the reinstatement cost for reinsurance purposes.®' The current market value was
estimated at £5.5 million. The value with planning permission was estimated at £7
million. The gross development value was estimated at £11.5 million, a figure arrived

at by valuing each of the proposed apartments individually.

This valuation consisted of a detailed assessment of the proposed transaction. It was
105 pages long and it included a consideration of matters such as location, condition
of the property, town planning, market trends and comparable evidence. It also
assessed acquisition costs, construction costs and the iotal costs of the project. In
assessing the suitability of the property as security for a loan, the valuation stated that
the exact terms of any consent could not be guaranteed, nor the time it might take to

secure such consent.

4.788 The Inquiry notes that the loan advanced is just £200,000 less than the market value
of the property and was a high risk venture. However, the valuation represented an
adequate business plan. If the borrower decided to develop the site itself, a detailed
appraisal would then be required, but for the initial 12 month term of this loan, a cash

flow analysis would not have added any significant information to that already obtained.

4.789 The Inquiry finds that a business plan was acquired in respect of this loan and
that a cash flow analysis was not required at this point in the fransaction.

Accordingly, the Inquiry finds that SPC 1.3 is not proven as against INBS.

629 Internal memorandum from Gary McCollum to Michael Fingleton, dated 18 September 2007 (Doc ID:
0.7.120.21299).

630 savills Valuation, dated 24 October 2007 (Doc ID: 0.7.120.432041).

631 Savills Valuation, dated 24 October 2007, at paragraph 1.0 (Doc ID: 0.7.120.432041).
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SPC 2.5: Loans advanced prior to quorate Credit Committee meeting (at which
the loans were approved or recommended) and not in compliance with INBS’s

urgent credit decision approval procedures.

The relevant policies were the 28 February 2007 Commercial Morigage Lending Policy
and the 19 July 2006 Commercial Credit Committee Terms of Reference. The urgent
credit decision approval procedures were set out in the 19 July 2006 Commercial

Credit Commitiee Terms of Reference. (See Table included at Appendix 12).

The CMO issued on 18 September 2007 and signed by the borrower on 24 October
2007.5%2 The date of first drawdown®*? was 30 October 2007 and was approved at a

Credit Committee meeting on 14 November 200.5%4

Urgent credit decision approval procedures required that the loan be approved by the
Managing Director and two members of the Credit Committee and then signed off by

the Credit Committee and the Board as soon as practicable thereafter.

There is no evidence from the consolidated loan file or from Credit Committee or Board
minutes and packs of any urgent credit decision approval procedures having been

applied in respect of this loan.

The Inquiry finds that this loan was advanced prior to a meeting of the Credit
Committee and not in compliance with INBS’s urgent credit decision approval
procedures. Accordingly, the Inquiry finds that SPC 2.5 is proven as against
INBS.

SPC 2.6: Funds advanced prior to Board approval and not in compliance with

INBS’s urgent credit decision approval procedures.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 19 July 2006 Commercial Credit Committee Terms of Reference. The urgent
credit decision approval procedures were set out in the Board Resolution September
2002 and the 18 July 2006 Commercial Credit Committee Terms of Reference. (See
Table included at Appendix 12).

532 Commercial Mortgage Offer, dated 18 September 2007 (Doc ID: 0.7.120.16070).
633 Society Advance Detail, dated 30 October 2007 (Doc ID: 0.7.120.38905).
634 Minutes of Credit Committee meeting, dated 14 November 2007 (Doc 1D: 0.7.120.9055).
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The CMO®® issued on 18 September 2007 and was signed by the borrower on 24
October 2007. The first drawdown®® was 30 October 2007. The facility was
recommended for approval at a Credit Committee meeting®’ dated 14 November 2007
and was approved at a Board meeting®® on 27 November 2007. There was no

reference in the Board meeting minutes of the funds having been already paid out.

Urgent credit decision approval procedures required that the loan be approved by the
Credit Commitiee and two directors, and later advised to the Board in the normal way.
Under the 19 July 2006 Commercial Credit Committee Terms of Reference, the
procedure was that the loan must be approved by the Managing Director and two
members of the Credit Committee and then signed off by the Credit Committee and

the Board as soon as practicable thereafter.

There is no evidence from the consolidated loan file or from Credit Committee or Board
meeting minutes and packs of any urgent credit decision approval procedures being

applied in respect of this loan.

The Inquiry finds that funds were advanced prior to Board approval and not in
compliance with urgent credit decision approval procedures and, accordingly,

the Inquiry finds that SPC 2.6 is proven as against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the 28 February 2007 Commaercial Mortgage Lending Policy.
The urgent credit decision approval procedures were set out in the Board Resolution
September 2002 and the 19 July 2006 Commercial Credit Committee Terms of
Reference. (See Table included at Appendix 12).

The CMOS*® for this loan was dated 18 September 2007 and was signed by the
borrower on 24 October 2007. The date of first drawdown was 30 October 2007.5%

The facility was recommended for approval at the Credit Committee meeting on 14

835 Commercial Mortgage Offer, dated 18 September 2007 (Doc ID: 0.7.120.16070).

636 Society Advance Detail, dated 30 October 2007 (Doc ID: 0.7.120.38905).

637 Minutes of Credit Committee meeting, dated 14 November 2007 (Doc 1D: 0.7.120.9055).
538 Minutes of Board meeting, dated 27 November 2007 (Doc 1D: 0.7.120.33618).

83% Commercial Mortgage Offer, dated 18 September 2007 (Doc ID: 0.7.120.16070).

640 Society Advance Detail, dated 30 October 2007 (Doc ID: 0.7.120.38905).
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November 2007.%*' The facility was approved at a Board meeting held on 27 November
2007 .542

The applicable urgent credit decision approval procedures set out above in relation to
SPC 2.6 applied. Neither the Credit Committee meeting minutes nor the Board meeting
minutes referred to the fact that the CMO had already been issued and the loan drawn

down prior to approval.

There is no evidence from the consolidated loan file or from Credit Committee or Board
meeting minutes and packs of any urgent credit decision approval procedures being

applied in respect of this loan.

The Inquiry finds that the CMO was issued prior to appropriate recommendation
for approval and/or approval and not in compliance with urgent credit decision
approval procedures. Accordingly, the Inquiry finds that SPC 2.13 is proven as
against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 27 June 2007 Credit Risk Management Policy. (See Table included at
Appendix 13).

These policies both stated that personal guaraniees were to be acquired where the

borrower was a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of IIIGIGIGGEGEE \\cither the CLA% nor the CMO®* make any reference to a
personal guarantee from any of the identified directors of the borrowing company. The
Credit Committee or Board meeting minutes and packs similarly do not refer to a

personal guarantee from directors.

641 Minutes of Credit Committee meeting, dated 14 November 2007 (Doc ID: 0.7.120.9055).
542 Minutes of Board meeting, dated 27 November 2007 (Doc I1D: 0.7.120.33618).

843 Commercial Loan Application, dated 24 October 2007 (Doc ID: 0.7.120.33615).

644 Commercial Mortgage Offer, dated 18 September 2007 (Doc I1D: 0.7.120.16070).
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The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes that Mr Purcell attended the Board meeting at which
this loan was authorised and therefore knew or ought to have known that there
was no guarantee indicated in the CLA. The Inquiry finds that Mr Purcell’s
attendance at the Board meetings and his role as a Board member in approving
this loan, did amount to participation in the authorisation of this loan without a
personal guarantee from the corporate borrower. The Inquiry will have regard to
this loan specific participation finding against Mr Purcell in Chapter 7, when

considering the broader allegation of participation by Mr Purcell in SPC 3.

Borrower:
Loan Account: _

Background fo loan

This was a loan for €67 million to purchase a 66.6% share in a hotel under construction
in ltaly. In his internal memorandum to Mr Fingleton, dated 12 November 2007, Mr
McCollum stated it was the borrower’s intention to refinance INBS’s facility upon the
opening of the resort, with INBS remaining entitled to 25% share of the profits.®*° The
memorandum also detailed that the property was valued at €40.8 million and the
completed project was valued at over €102 million. A resale of the resort was

anticipated by the end of year one trading, in 2010.

The internal memorandum requested an initial loan of €37 million with a total
requirement of €67 million. In a handwritten note on the internal memorandum, Mr
Fingleton had written: “Initial loan €21m. Balance in phases when planning

achieved’ 54

A Board meeting held on 27 November 2007 appointed special attorneys to act on

behalf of INBS in order to complete the transaction in Italy.54” However, the loan was

645 Internal memorandum from Gary McCollum to Michael Fingleton, dated 12 November 2007 (Doc ID:
0.7.120.310986).

546 [nternal memorandum from Gary McCollum to Michael Fingleton, dated 12 November 2007 (Doc ID:
0.7.120.31098).

647 Minutes of Board meeting, dated 27 November 2007, page 13 (Doc ID: 0.7.120.11889).
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4.812

not formally approved by the Board until 17 December 2007.%*® The loan was drawn

down on 27 November 2007 .49

The CLA was dated 13 November 2007.5%° The loan was described as 100% of
purchase price. In the CLA the purchase price was cited as €40.8 million and the loan
was for €67 million. The CLA stated that DTZ had valued the completed property at

€102.3 million. INBS was to be entitled to a 25% profit share upon resale.

There was a document drawn up in compliance with ltalian law, entitled a development
facility agreement. This document contained most of the terms that would be found in
a CMO. It was dated 28 November 2007 and it also provided for a facility of €67

million. 851

The Summit account for this loan showed that an initial facility of €20,895,000 was
advanced on 27 November 2007. It appears that only €31 million of this facility was
paid out and on 27 February 2010, there was an outstanding balance of
€34,339,569.65.9%2 This loan was transferred to NAMA.

There were seven Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

Mr McCollum’s internal memorandum attached a number of documents that were
relevant to this allegation. There was a business plan prepared by the company who
managed the hotel that included a profit and loss account for the business, and a

month by month breakdown of costs and revenue for the business.5

848 Commercial Loan Application, dated 13 November 2007, with Board approval of 17 December 2007 (Doc ID:
0.7.120.28200).

649 Society Advance Detail, dated 27 November 2007 (Doc ID: 0.7.120.894861).

650 Commercial Loan Application, dated 13 November 2007 (Doc ID: 0.7.120.28200).

551 Development Facility Agreement, dated 28 November 2007 (Doc ID: 0.7.120.33646).

652 Extract from Summit Account No| BB (Doc 1D: 0.7.120.760602).
653 Business Plan {Doc ID: 0.7.120.895747).
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There was a document entitled “Budget for completion of the Project’®™ that gave a

high level estimate of the cost of refurbishment.

A valuation was prepared by an independent valuer dated 12 September 2007.5% This
was opened to the Inquiry as part of a 104 page document. It was extremely
comprehensive and was the first of a number of valuations and appraisals carried out
on the property. This valuation included a consideration of the financial plan provided
by the hotel management company and it valued the business with reference to rooms,
food and beverage, other sources of income and the expenses of operating the hotel.
The original valuation was dated September 2007 but it was updated in November
2007 and it provided the same estimate of value at the conclusion of the project of

€102.3 million with a current value of €40.8 million.%°®

There was an email in the file from the lawyer acting for INBS in ltaly which stated:

“Business Plan. | am told that INBS already has the budget and information on
the development. Can this be classed as a Business Plan, or do you need

something else from the borrower?"%"
There was no record of any reply to this query.

The Inquiry has examined the extensive documentation on the file for this loan and is
satisfied that an adequate business plan or proposal was obtained prior to the granting

of this facility.

The Inquiry finds that the allegation of a failure to acquire required information
from borrowers, namely a business plan or proposal, is not supported by the
documentation. Accordingly, the Inquiry finds that SPC 1.3 is not proven as
against INBS.

SPC 2.5: Loans advanced prior to quorate Credit Committee meeting (at which
the loans were approved or recommended) and not in compliance with INBS’s

urgent credit decision approval procedures.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy

and the 19 July 2006 Commercial Credit Committee Terms of Reference. The urgent

654 Budget for the Completion of the Project (Doc ID: 0.7.120.895521).

555 Bundle of documents, including DTZ Valuation Report, from page 56 (Doc 1D: 0.7.120.432376).
8% DTZ Report and Valuation, dated November 2007 (Doc ID: 0.7.120.431517).

657 Email from Martin Pugsley to INBS, dated 26 November 2011 (Doc I1D: 0.7.120.918285).
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credit decision approval procedures were set out in the 19 July 2006 Commercial

Credit Committee Terms of Reference. (See Table included at Appendix 12).

The development facility agreement (which, as explained above at paragraph 4.808)
was similar to a CMO®%® was dated 28 November 2007, which was also the date of first
drawdown.®® The facility was recommended for approval at the Credit Committee
meeting on 6 December 2007.5° The facility was approved at a Board meeting®' on
17 December 2007.

Urgent credit decision approval procedures required that the loan be approved by the
Managing Director and two members of the Credit Committee and then signed off by

the Credit Committee and the Board as soon as practicable thereafter.

There is no evidence from the consolidated loan file or from Credit Committee or Board
meeting minutes and packs of any urgent credit decision approval procedures being

applied in respect of this loan.

The Inquiry finds that this loan was advanced prior to a meeting of the Credit
Committee and not in compliance with INBS’s urgent credit decision approval
procedures. Accordingly, the Inquiry finds that SPC 2.5 is proven as against
INBS.

SPC 2.6: Funds advanced prior to Board approval and not in compliance with

INBS’s urgent credit decision approval procedures.

The relevant policies were the 28 February 2007 Commercial Morigage Lending Policy
and the 19 July 2006 Commercial Credit Committee Terms of Reference. The urgent
credit decision approval procedures were set out in the Board Resolution September
2002 and the 19 July 2006 Commercial Credit Committee Terms of Reference. (See
Table included at Appendix 12).

The equivalent of a CMO®? issued for this loan on 28 November 2007. The date of
first drawdown®®® was 27 November 2007. The facility was recommended for approval

at the Credit Committee®* meeting dated 6 December 2007. The facility was approved

%8 Development Facility Agreement, dated 28 November 2007 (Doc ID: 0.7.120.33646).

559 Sterling Commercial Advance Static Sheet, dated 27 November 2007 (Doc ID: 0.7.120.12384).
660 Minutes of Credit Committee meeting, dated 6 December 2007 (Doc ID: 0.7.120.29881).

661 Minutes of Board meeting, dated 17 December 2007 (Doc ID: 0.7.120.38856).

562 Development Facility Agreement, dated 28 November 2007 (Doc ID: 0.7.120.33646).

663 Sterling Commercial Advance Static Sheet, dated 27 November 2007 (Doc ID: 0.7.120.12384).
664 Minutes of Credit Committee meeting, dated 6 December 2007 (Doc ID: 0.7.120.29881).
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at a Board meeting®® dated 17 December 2007. There was no reference in the Board

meeting minutes of the funds having been already paid out.

Urgent credit decision approval procedures required that the loan be approved by the
Credit Committee and two directors, and later advised to the Board in the normal way.
Under the 19 July 2006 Commercial Credit Committee Terms of Reference, the
procedure was that the loan must be approved by the Managing Director and two
members of the Credit Committee and then signed off by the Credit Committee and

the Board as soon as practicable thereafter.

There is no evidence from the consolidated loan file or from Credit Committee or Board
meeting minutes and packs of any urgent credit decision approval procedures being

applied in respect of this loan.

The Inquiry finds that funds were advanced prior to Board approval and not in
compliance with urgent credit decision approval procedures. Accordingly, the

Inquiry finds that SPC 2.6 is proven as against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
The urgent credit decision approval procedures were set out in the Board Resolution
September 2002 and the 19 July 2006 Commercial Credit Committee Terms of
Reference. (See Table included at Appendix 12).

The CMO®® equivalent issued for this loan on 28 November 2007. The date of first
drawdown®®’ was 27 November 2007. The facility was recommended for approval at

668

the Credit Committee®™® meeting dated 6 December 2007 and was approved at a

Board meeting®® held on 17 December 2007.

The applicable urgent credit decision approval procedures as set out above in relation

to SPC 2.6 applied. Neither the Credit Committee meeting minutes nor the Board

665 Minutes of Board meeting, dated 17 December 2007 (Doc 1D: 0.7.120.38856).

666 Development Facility Agreement, dated 28 November 2007 (Doc ID: 0.7.120.33646).

567 Sterling Commercial Advance Static Sheet, dated 27 November 2007 (Doc ID: 0.7.120.12384).
668 Minutes of Credit Committee meeting, dated 6 December 2007 (Doc 1D: 0.7.120.29881).

669 Minutes of Board meeting, dated 17 December 2007 (Doc ID: 0.7.120.38856).
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meeting minutes referred to the fact that the CMO had already been issued and the

loan drawn down prior to approval.

There is no evidence from the consolidated loan file or from Credit Committee or Board
meeting minutes and packs of any urgent credit decision approval procedures being

applied in respect of this loan.

The Inquiry finds that the CMO was issued prior to appropriate recommendation
for approval and/or approval and not in compliance with urgent credit decision
approval procedures. Accordingly, the Inquiry finds that SPC 2.13 is proven as
against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 27 June 2007 Credit Risk Management Policy. (See Table included at
Appendix 13).

These policies both stated that personal guarantees should be acquired where the

borrower is a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of [T \cither the CLAY nor the CMO equivalent
document®”! made any reference to a personal guarantee from any of the identified
directors of the borrowing company. The identified security did not refer to a personal
guarantee. Similarly, neither the Credit Committee®? nor Board®”® meeting minutes

referred to a personal guarantee from directors.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

670 Commercial Loan Application, dated 13 November 2007 (Doc ID: 0.7.120.28200).

571 Development Facility Agreement, dated 28 November 2007 (Doc ID: 0.7.120.33646).

672 Minutes of Credit Committee meeting, dated 6 December 2007 (Doc 1D: 0.7.120.29881).
673 Minutes of Board meeting, dated 17 December 2007 (Doc 1D: 0.7.120.38856).
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SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 13). The applicable reference document for sectoral

codes was the 27 June 2007 Credit Risk Management Policy.57*

The CLA recorded a sectoral code of HO1, which relates to “Business: Property
Investors/Developers”. The purpose of the loan as set out in the CLA was to provide

finance to enable the borrower, an existing customer, purchase a hotel resort in Italy.6”

In circumstances where this property was being acquired for development, these loans
were properly categorised as “Development Finance”. This category of loan was not
assighed a LTV limit in the 28 February 2007 Commercial Mortgage Lending Policy,
but was to be assessed on a case by case basis. The Inquiry does not believe that, on

the balance of probabilities, an adverse finding can be made.

The Inquiry finds that the internal policy provisions relating to LTV limits were
not breached with in this loan and, accordingly, finds that SPC 3.4 is not proven
against INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. In light of the Inquiry’s finding in respect of INBS, this loan specific participation

allegation against Mr Purcell now falls away.

SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.
In light of the finding at SPC 3.4 above, this allegation against INBS now falls away.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As the allegation against INBS falls away, this loan specific participation

allegation against Mr Purcell also now falls away.

674 27 June 2007 Credit Risk Management Policy (Doc 1D: 0.7.120.431329).
675 Commercial Loan Application, dated 13 November 2007 (Doc 1D: 0.7.120.28200).
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Loan Account: _

Background to loan

The internal memorandum dated 7 September 2006°%, from Mr McCollum to Mr
Fingleton, set out the request of the borrower for funding of £4.5 million to purchase
an almost completed luxury 8,000 square foot detached residence in London. The
owner/developer had run out of funds and the borrower intended to acquire the
property at a market discount. The borrower intended to complete the works using her
own funds and then sell the property. The current value was stated to be £5.75 million

and the resale value was estimated to be £7 million.

The Credit Committee recommended this loan on 13 September 2006%7 and it was
approved by the Board on 27 September 2006.5® The CLA was dated 12 September
2006 and it provided for a loan of £4.5 million with a capital and interest moratorium
for the term of the loan, which was for 18 months. The LTV was stated o be 78% of
current value.5”° A CMO on these terms issued on 3 October 2006 and was signed by
the borrower on 5 October 2006.%° The loan was drawn down on 11 October 2006.

The Summit account showed that this mortgage was redeemed on 27 March 2007.58"

There were four Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Statement of affairs (net worth).
{b) Income details.

{c) Bank statements (six months’ current accounts).

578 [nternal Memorandum from Gary McCollum to Michael Fingleton, dated 7 September 2006 (Doc |D:
0.7.120.19351).

577 Minutes of Credit Committee meeting, dated 13 September 2006 (Doc ID: 0.7.120.550695).

678 Minutes of Board meeting, dated 27 September 2006 (Doc ID: 0.7.120.34149).

579 Commercial Loan Application, dated 12 September 2006 (Doc ID: 0.7.120.485833).

680 Commercial Mortgage Offer, dated 3 October 2006 (Doc ID: 0.7.120.18322).

881 Extract from Summit Account Noj ]l (Doc 1D: 0.7.120.760613).
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{d) Loan statements (personal and business).
{(e) Business plan/proposals.

The relevant policy identified in the Investigation Report was the @ November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

The relevant policy identified in the Investigation Report was the 2 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As the allegation against INBS falls away, this loan specific participation

allegation against Mr Purcell also now falls away.

SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.

The relevant policy was the 19 July 2006 Commercial Credit Committee Terms of

Reference.

In circumstances where the Inquiry makes no finding in respect of SPC 3.4, this

allegation no longer arises.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As the allegation against INBS falls away, this loan specific participation

allegation against Mr Purcell also now falls away.
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SPC 4.1: Commercial lenders did not monitor loans during the term of the loan

to the end of the Review Period.

The relevant policies were the April 2003 Credit Risk Policy, the 28 February 2007
Commercial Mortgage Lending Policy, the December 2007 Commercial Mortgage
Lending Policy and the 21 April 2008 Commercial Mortgage Lending Policy. (See
Table included at Appendix 14).

This loan was redeemed in full on 27 March 2007%? and therefore at least two of the
policies as set out in the Investigation Report cannot apply. This loan was repaid after

six months so no reasonable expectation of monitoring could have arisen in that time.

The Inquiry finds no grounds for the allegation that this loan was not monitored

and, accordingly, finds that SPC 4.1 is not proven as against INBS.

sorrower [
Loan Account: _

Background fo loan

The internal memorandum for this loan, dated 28 June 2007, stated that the borrower

83 The borrower had

had recently discharged a mortigage on a property in London.
contracted to purchase a mid-terraced luxury property in central London and intended
to refurbish it out of her own funds and then resell it. The loan required was £4.25
million. The internal memorandum stated the current value was £4.5 million and the
estimated resale value was £5.75 million. The loan was for 12 months on an interest

only basis.

A valuation was obtained on 2 July 2007 for £4.5 million. A CLA was prepared dated
4 July 2007.%8* Credit Committee recommendation for approval was dated 24 July
2007%%° and Board approval was dated 26 July 2007.5% The initial drawdown occurred
on 2 July 2007 for the full amount of the loan.®®” A CMO issued on 29 June 2007 .5%

882 Extract from Summit Account No| || ]l (0oc 10: 0.7.120.760613).

883 [nternal Memorandum from Gary McCollum to Michael Fingleton, dated 28 June 2007 (Doc ID:
0.7.120.13575).

634 Commercial Loan Application, dated 4 July 2007 (Doc 1D: 0.7.120.31472).

685 Minutes of Credit Committee meeting, dated 24 July 2007 (Doc I1D: 0.7.120.44119).

586 Minutes of Board meeting, dated 26 July 2007 (Doc ID: 0.7.120.37698).

887 Society Advance Detail, dated 7 July 2007 (Doc ID: 0.7.120.19210).

688 Commercial Mortgage Offer, dated 29 June 2007 ( Doc ID: 0.7.120.34010).
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From an INBS internal email dated 15 January 2010, it appears that the account was
redeemed in full with INBS receiving an exit fee of £42,500.%° This was also confirmed

by the Summit account for this loan.5%

There were six Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.2: CLA was not prepared in advance of funds being drawn down.

The relevant policy was the 28 February 2007 Commercial Lending Policy. (See Table
included at Appendix 11).

The date of first drawdown was 2 July 2007%°" and the date of the CLA was 4 July
2007.592 The documents showed that the CLA was dated two days after the first
drawdown. There was no reference to the loan having already been drawn down in the

CLA or at the Credit Committee®® or Board meetings®® that considered this loan.

The Inquiry finds that the CLA was not prepared in advance of funds being drawn

down and, accordingly, that SPC 1.2 is proven as against INBS.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Statement of Affairs (net worth).

{b) Income details.

{c) Bank statements (six months’ current accounts).

{d) Loan statements {(personal and business).

{(e) Business plan/proposals.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

689 Email from Julie Byrnes, INBS, to Olena Lavryk, INBS, dated 15 January 2010 (Doc 1D: 0.7.120.17899).
69 Extract from Summit Account No ||l (Doc D: 0.7.120.760530).

691 Sterling Commercial Advance Static Sheet, dated 2 July 2007 (Doc I1D: 0.7.120.7851).

592 Commercial Loan Application, dated 4 July 2007 (Doc 1D: 0.7.120.31472).

693 Minutes of Credit Committee meeting, dated 24 July 2007 (Doc ID: 0.7.120.44119).

694 Minutes of Board meeting, dated 26 July 2007 (Doc ID: 0.7.120.37698).
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An independent valuation was sought in respect of this loan and it was a
comprehensive 123 page review of the property, the location, the condition of the
property, the environment, planning and council tax issues and market commentary.5%
In circumstances where the purpose of the loan was to purchase the property, refurbish
it and sell on, this valuation was an adequate basis for a business plan or proposal.
The valuation of £4.5 million was £250,000 more than the amount of the loan. This was
not a Profit Share Loan, but there was an initial arrangement fee of £21,250 and an

additional fee, presumably out of profits, of £42,500.5%

There was no specific information on the borrower's capacity to meet the interest
payments or to fund the refurbishment. Whilst the Inquiry recognises that this borrower
was well known to INBS and had a good record in terms of successful transactions,
there was an onus to acquire the information listed at the top of this allegation. There

does not appear to have been any attempt made in that regard.

The Inquiry finds that there was a failure to acquire required information, namely,
a statement of Affairs (net worth), income details, bank statements (six months’
current accounts) or loan statements (personal and business) in respect of this
loan. Accordingly, the Inquiry finds that those elements of SPC 1.3 are proven

as against INBS.

The Inquiry finds that there was a business plan or proposal and, accordingly,

finds that that element of the allegation is not proven as against INBS.

SPC 2.4: Credit Committee not quorate when loans were approved or
recommended and loans not in compliance with INBS’s urgent credit decision

approval procedures.

This allegation was advanced against INBS only and so it was not opened during the

SPC 1 to 4 Loan Hearings. Accordingly, this allegation was not considered by the

Inquiry.

SPC 2.6: Funds advanced prior to Board approval and not in compliance with

INBS’s urgent credit decision approval procedures.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy

and the 19 July 2006 Commercial Credit Committee Terms of Reference. The urgent

595 DTZ Report and Valuation, dated 2 July 2007 (Doc 1D: 0.7.120.432235).
8% [nternal Memorandum from Gary McCollum to Michael Fingleton, dated 28 June 2007 (Doc ID:
0.7.120.13575).
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credit decision approval procedures were set out in the Board Resolution September
2002 and in the 19 July 2006 Commercial Credit Committee Terms of Reference. (See
Table included at Appendix 12).

The date of first drawdown was 2 July 2007.%°7 The facility was recommended for
approval at the Credit Committee meeting®®® on 24 July 2007 and was approved at a
Board meeting®® held on 26 July 2007. There was no reference in the Board minutes

to the fact that funds had been paid out prior to Board approval.

Urgent credit decision approval procedures required that the loan be approved by the
Credit Committee and two directors and later advised to the Board in the normal way.
Under the 19 July 2006 Commercial Credit Committee Terms of Reference, the
procedure was that the loan must be approved by the Managing Director and two
members of the Credit Committee and then signed off by the Credit Committee and

the Board as soon as practicable thereafter.

There is no evidence from the consolidated loan file or from Credit Committee or Board
meeting minutes and packs of any urgent credit decision approval procedures being

applied in respect of this loan.

The Inquiry finds that funds were advanced prior to Board approval and not in
compliance with urgent credit decision approval procedures. Accordingly, the

Inquiry finds that SPC 2.6 is proven as against INBS.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 21 April 2008 Commercial Mortgage Lending Policy and
the Moratoria Policy 21 April 2008. (See Table included at Appendix 12).

The 21 April 2008 Commercial Mortgage Lending Policy stated that no individual staff
member was authorised to vary conditions of a loan approved by the Credit Commitiee.

Any variation must be considered, approved and minuted by the Credit Committee.

As this loan had a capital moratorium, the Moratoria Policy 21 April 2008 applied and
it stated that variations to moratorium accounts could only be amended with the written

approval of either all members of the Credit Committee, or any two of the following:

597 Society Advance Detail, dated 7 July 2007 (Doc 1D: 0.7.120.19210).
9% Minutes of Credit Committee meeting, dated 24 July 2007 (Doc ID: 0.7.120.44119).
699 Minutes of Board meeting, dated 26 July 2007 (Doc ID: 0.7.120.37698).
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managing director; commercial lending manager; or mortgage administration

manager.

Both the CLA’® and the CMO set a 12 month term for this loan with interest only
payments. The CMO was issued on 29 June 2007.7°' The Summit account’®? showed
that interest continued to accrue until January 2010 at which point this loan was
redeemed in full with an additional fee to INBS of £42,500.

From an examination of the loan files, Credit Committee meeting minutes’® and Board
meeting minutes’, there is no evidence that the term extension approval process as

set out in the two policies was complied with in respect to this additional facility.

The Inquiry finds that this loan was extended without the appropriate approval
policy being followed and, accordingly, finds that SPC 2.9 is proven as against
INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
The relevant urgent credit decision approval procedures were set out in the Board
Resolution September 2002 and the 19 July 2006 Commercial Credit Committee

Terms of Reference. (See Table included at Appendix 12).

The date of the initial drawdown’® was 2 July 2007. The CMO7% for this loan was
dated 29 June 2007. The CLA™ was dated 4 June 2007 and the facility was
recommended for approval at the Credit Committee meeting”® on 24 July 2007. The

facility was approved at a Board meeting” held on 26 July 2007.

700 Commercial Loan Application, dated 4 July 2007 (Doc 1D: 0.7.120.31472).

701 Commercial Mortgage Offer, dated 29 June 2007 ( Doc ID: 0.7.120.34010).

702 Extract from Summit Account No || ]I (Doc 1D: 0.7.120.760530).

703 Minutes of Credit Committee meeting, dated 24 July 2007 (Doc ID: 0.7.120.44119).
704 Minutes of Board meeting, dated 26 July 2007 (Doc ID: 0.7.120.37698).

705 Sterling Commercial Advance Static Sheet, dated 2 July 2007 (Doc 1D: 0.7.120.7851).
708 Commercial Mortgage Offer, dated 29 June 2007 (Doc ID: 0.7.120.34010).

707 Commercial Loan Application, dated 4 July 2007 (Doc 1D: 0.7.120.31472).

708 Minutes of Credit Committee meeting, dated 24 July 2007 (Doc ID: 0.7.120.44119).
799 Minutes of Board meeting, dated 26 July 2007 (Doc ID: 0.7.120.37698).
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From an examination of the loan files and Credit Committee and Board meeting
minutes, there is no evidence that the urgent credit decision approval procedures as

setf out in internal policy were complied with.

The Inquiry finds that the CMO for this loan was advanced prior to appropriate
recommendation for approval and/or approval and not in compliance with urgent
credit decision approval procedures. Accordingly, the Inquiry finds that SPC

2.13 is proven as against INBS.

SPC 4.1: Commercial lenders did not monitor loans during the term of the loan

to the end of the Review Period.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending
Policy, the December 2007 Commercial Mortgage Lending Policy and the 21 April
2008 Commercial Mortgage Lending Policy. (See Table included at Appendix 14).

The Inquiry has examined the consolidated loan file for this loan and there is no
evidence of any monitoring by the commercial lender from June 2007 to the end of the
Review Period in September 2008. The property was to have been refurbished and

sold on for a substantial profit, but that did not occur within the term of the loan.

The Inquiry notes that interest was paid throughout the life of the loan and that it was
incepted just sixteen months before the end of the Review Period. Whilst there is no
evidence of monitoring on this file during that time, the Inquiry does not feel that this

amounted to such a serious breach as to merit an adverse finding.

The Inquiry finds that the conduct amounting to an allegation that this loan was
not monitored during the term of the loan is not of sufficient seriousness to merit
an adverse finding. Accordingly, the Inquiry finds that SPC 4.1 is not proven
against INBS.

sorrowor:
Loan Account: || EGTGEGIR

Background to loan

The borrower wrote to Mr McCollum on 10 May 20057 advising he had agreed to

acquire a property in Lancashire at an agreed price of £2 million and sought

710 L etter from || o Gary McCollum, INBS, dated 10 May 2005 (Doc ID: 0.7.120.5092).
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confirmation that INBS would provide the funding for this acquisition. A valuation was
received on 22 June 2005 which estimated the market value of the property as £2.2

million with a current rental income of £170,000.7"

A CMO was issued and accepted on 27 June 2005.72 This was for a sum of £2.15
million for 36 months with a capital moratorium but with interest payable quarterly. The
initial drawdown of £210,000 was on 27 June 2005 with the balance on 22 July 2005.7"3
The CMO referred {o a fee agreement but there were no details on file in respect of
this. On 21 June 20077"* Mr McCollum wrote to the customer seeking an update on a
range of _ loans including this one, and on 20 August 2007 he was
informed that the property was now the subject of an exchange of contracts with a

major property company, on a "subject to planning” basis at a price of £3 million.”"®

By the end of 2009, this property remained unsold with an outstanding balance of
£2,163,645.7'% This loan was transferred to NAMA.

There were six Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.1: No CLA was prepared at all.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:

(a) Business plan/proposals.

" DTZ Report and Valuation, dated 22 June 2005, page 3 to 4, (Doc ID: 0.7.120.16737).
712 Commercial Mortgage Offer, dated 27 June 2005 (Doc ID: 0.7.120.26221).
713 Society Advance Detail, dated 27 June 2005 (Doc ID: 0.7.120.26740); Mortgage Advances Cash Sheet, dated

22 July 2005 (Doc ID: 0.7.120.35132).
714 | etter from Gary McCellum to | dated 21 June 2007, page 1 (Doc ID: 0.7.120.24910).
715 |_etter from to Gary McCollum, dated 20 August 2007, pages 2 to 8

(Doc ID: 0.7.120.24910).
716 Extract from Summit Account No Il (Doc 1D: 0.7.120.760541).
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{b) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the 2 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.
SPC 1.4: Credit grades were not assigned to commercial loans.

The relevant policy was the 8 April 2003 Credit Grading System for Commercial
l.ending. (See Table included at Appendix 11).

In his submissions to the Inquiry, Mr Purcell stated that the 8 April 2003 Credit Grading
System for Commercial Lending did not require that a CLA should have a credit grade
when presented to the Credit Committee or the Board. The Inquiry agrees with this
assertion and therefore no finding is made in respect of this allegation. The assigning
of credit grades during the loan approval process is dealt with at Chapter 5 of this
Findings Report (see paragraph 5.197 et seq.). That part of the Findings Report
outlines Mr Purcell’'s submissions on this point and the reasoning for the Inquiry’s
finding that a failure to assign a credit grade at the loan approval stage was not a

breach of INBS internal policy.

SPC 2.2: Funds advanced without Credit Committee approval or
recommendation and without Board approval (as required) and not in

compliance with INBS’s urgent credit decision approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
16 October 2003 Commercial Credit Committee Terms of Reference. (See Table

included at Appendix 12).

Both policies stated that all commercial loan proposals in excess of the branch
manager’'s discretion must be recommended for approval or approved by the Credit

Committee.

The 2003 Commercial Credit Committee Terms of Reference outlined the urgent credit

decision approval procedures.
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The CMO for this facility issued on 27 June 2005.7" The initial drawdown occurred on
27 June 2005.718

The Inquiry has examined all of the Credit Committee meeting minutes during the
Review Period and it appears that no consideration of this loan took place at any of
these meetings. The Inquiry has examined the Board meeting minutes and the Board
packs during the Review Period and this facility was not raised at any of these

meetings.

From an examination of the consolidated loan file there is no evidence that any urgent

credit decision approval procedures were followed in this case.

The Inquiry finds that the allegation of no Credit Committee approval or
recommendation and no Board approval and not in compliance with urgent
credit decision approval procedures is adequately supported by the

documentation and, accordingly, finds that SPC 2.2 is proven as against INBS.
SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the 21 April 2008 Commercial Morigage Lending Policy and
the Moratoria Policy 21 April 2008. (See Table included at Appendix 12).

These policies outlined the approval procedures that needed to be followed in order to

vary the terms of a loan approved by the Board.

The 21 April 2008 Commercial Mortgage Lending Policy stated that no individual staff
member was authorised to vary conditions of a loan approved by the Credit Committee.
Any variation must be considered, approved and minuted by the Credit Committee.
The Moratoria Policy 21 April 2008 stated that variations to moratorium accounts could
only be amended with the written approval of either all members of the Credit
Committee, or any two of the following: managing director; commercial lending

manager; or mortgage administration manager.

The CMO for this loan dated 27 June 2005 stated that this loan would be the subject

of a capital moratorium.”™® A review of the Summit history”® for this account shows

7 Commercial Mortgage Offer, dated 27 June 2005 (Doc ID: 0.7.120.26221).
718 Society Advance Detail, dated 27 June 2005 (Doc ID: 0.7.120.26740).

718 Commercial Mortgage Offer, dated 27 June 2005 (Doc ID: 0.7.120.26221).
720 Extract from Summit Account No [ (Doc 1D: 0.7.120.760541).
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that interest continued to be applied until the end of December 2009, with no recorded

capital repayments.

The term and moratorium of the loan appear to have been extended beyond the
termination date of 27 June 2008 (three years from the issuing of the CMO), but there
is no document on file nor evidence from Credit Committee meetings during the
relevant period to indicate such an extension, or to indicate that any of the procedures

set out in the policies had been followed.

The Inquiry noted a commercial loan amendment form setting out an extension on this

loan for one year from 21 November 2009, which is outside the Review Period.”

The Inquiry finds that the allegation that the term of the loan was extended
without appropriate approval is adequately supported by the documentation

and, accordingly, finds that SPC 2.9 is proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy and the 9 November 2004 Commercial Lending Criteria.
(See Table included at Appendix 13).

The Inquiry has determined that the 9 November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007.

The UK Version of the April 2003 Credit Risk Policy did apply to this allegation. The
UK Version of the April 2003 Credit Risk Policy stated that personal guarantees should

be acquired where the borrower was a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of _ The CMO does not make any reference to a personal
guarantee from the directors of_ nor does the identified security

as listed on the CMO refer to a personal guarantee.”??

721 Account Amendment Request Form, dated 27 August 2010 (Doc ID: 0.7.120.17954).
722 Commercial Mortgage Offer, dated 27 June 2005 (Doc ID: 0.7.120.26221).
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The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

sorrower: [ NN
Loan Account: _

Background to loan

This involved a loan facility of £3.8 million for three years to purchase a property in
Middlesex. The date of the CMO was 5 December 2005, and it was signed by directors
of the borrowing company on 19 December 2005.72® The security for the loan was a
morigage debenture over assets of the borrower company, which was a SPV, and a
first legal mortgage over the land and property being purchased.’”?* A valuation dated
28 November 2005 valued the properties at £3.8 million and reported favourably on
the property generally. It advised that the properties were let at an annual rent of
£287,500 under a 14 year lease expiring on 29 July 2018.7%°

A CMO was issued on 5 December 2005 in the amount of £3.8 million for three years
on a capital moratorium basis with interest payable quarterly.”?® The CMO referred to
a fee agreement but there were no details of this on file. The first drawdown on this
loan as evidenced by the SAD was made on 20 December 2005 in the sum of £379,000

to Howard Kennedy.”?"

Credit reviews carried out during the Review Period indicated that interest was paid on
a quarterly basis.”® The Summit balance on 21 December 2009 was £3.739million.”°

This loan was transferred to NAMA.

There were six Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

723 Commercial Mortgage Offer, dated 5 December 2005 (Doc ID: 0.7.120.11450).

724 Commercial Mortgage Offer, dated 5 December 2005, page 2 (Doc ID: 0.7.120.11450).

725 Grimley Valuation Report, dated November 2005 (Doc 1D: 0.7.120.6092).

728 Commercial Mortgage Offer, dated 5 December 2005 (Doc ID: 0.7.120.11450).

727 Society Advance Detail, dated 20 December 2005 (Doc ID: 0.7.120.14232).

728 Credit Review Pro-Forma, dates of review: 18 May 2005 and 23 November 2006 (Doc ID: 0.7.120.472021).
729 Extract from Summit Account Nol I (Doc 1D: 0.7.120.760695).
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SPC 1.1: No CLA was prepared at all.

The relevant policy identified in the Investigation Report was the @ November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
{a) Business plan/proposals.
{b) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the @ November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.
SPC 1.4: Credit grades were not assigned to commercial loans.

The relevant policy was the 8 April 2003 Credit Grading System for Commercial
Lending. (See Table included at Appendix 11).

In his submissions to the Inquiry, Mr Purcell stated that the 8 April 2003 Credit Grading
System for Commercial Lending did not require that a CLA should have a credit grade
when presented to the Credit Committee or the Board. The Inquiry agrees with this
assertion and therefore no finding is made in respect of this allegation. The assigning
of credit grades during the loan approval process is dealt with at Chapter 5 of this
Findings Report (see paragraph 5.197 et seq.). That part of the Findings Report
outlines Mr Purcell’'s submissions on this point and the reasoning for the Inquiry’'s
finding that a failure to assign a credit grade at the loan approval stage was not a

breach of INBS internal policy.
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SPC 2.2: Funds advanced without Credit Committee approval or
recommendation and without Board approval (as required) and not in

compliance with INBS’s urgent credit decision approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
16 October 2003 Commercial Credit Committee Terms of Reference. (See Table

included at Appendix 12).

Both policies made it clear that all commercial loan proposals in excess of the branch
manager’'s discretion must be recommended for approval or approved by the Credit
Committee. The 16 October 2003 Commercial Credit Committee Terms of Reference

outlined the urgent credit decision approval procedures.

The CMO for this facility issued on 5 December 2005.7°° The initial drawdown occurred
on 20 December 2005.7"

The Inquiry has examined all of the Credit Committee meeting minutes during the
Review Period. It appears that no consideration of this loan took place at any of these

meetings.

The Inquiry has examined the Board meeting minutes and the Board packs during the

Review Period. This facility was not raised at any of these meetings.

From an examination of the consolidated loan file there is no evidence that any urgent

credit decision approval procedures were followed in this case.

The Inquiry finds that the allegation of no Credit Committee approval or
recommendation and no Board approval and not in compliance with urgent
credit decision approval procedures is adequately supported by the
documentation. Accordingly, the Inquiry finds that SPC 2.2 is proven as against
INBS.

730 Commercial Mortgage Offer, dated 5 December 2005 (Doc ID: 0.7.120.11450).
731 Society Advance Detall, dated 20 December 2005 (Doc ID: 0.7.120.14232).
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SPC 3.2: Personal guarantees from owner/controller of Borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy and the @ November 2004 Commercial Lending Criteria.
(See Table included at Appendix 13).

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007.

The UK Version of the April 2003 Credit Risk Policy did apply to this allegation. The
UK Version of the April 2003 Credit Risk Policy stated that personal guarantees should

be acquired where the borrower is a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of _ The CMO did not make any reference to a personal
guarantee from the directors of— nor did the identified security

as listed on the CMO refer to a personal guarantee.”?

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

SPC 4.1: Commercial lenders did not monitor loans during the term of the loan

to the end of the Review Period.

The relevant policies were the April 2003 Credit Risk Policy, the 28 February 2007
Commercial Mortgage Lending Policy, the December 2007 Commercial Morigage
Lending Policy, and the 21 April 2008 Commercial Mortgage Lending Policy. (See
Table included at Appendix 14).

There were Credit Review Reports on file in relation to this loan which noted that
interest continued to be paid. Whilst this may not have represented adequate
monitoring, the allegation is that there was no monitoring, and this would not appear

{o be the case.

732 Commercial Mortgage Offer, dated 5 December 2005 (Doc 1D: 0.7.120.11450).
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The Inquiry finds that the allegation that commercial lenders did not monitor this
loan during the term of the loan to end of Review Period is not supported by the
documentation. Accordingly, the Inquiry finds that SPC 4.1 is not proven as
against INBS.

sorrower: [ R
Loan Account: _

Background fo loan

This was a loan for £12.25 million to purchase three separate properties in London,
Essex and Oxfordshire in England. The CMO for this loan was issued on 22 March
200573 in the amount of £12.25 million for a term of three years on a capital moratorium
but with interest payable quarterly. The loan was {o facilitate the purchase of property
in London, Essex and Oxfordshire. The CMO referred to a fee agreement but there

were no details on file.”*

A valuation of the Oxfordshire property was received on 29 March 2005.73° Valuations
for the other two properties were dated December 2004.7%¢ The valuation stated that
the Oxfordshire property had a net income of £392,653 per annum, and a current
market value of £7.5 million. At the time of valuation four of the ten units were vacant.
If all units were let at market rent, the rental income potential would rise to £717,500

per annum, and market value to £9 million.”™’

The other two properties showed a net income of £412,000 per annum with potential
to achieve £488,000 per annum. The reported value with current tenancies was £5.35

million and value with vacant possession put at £4.21 million.”®

There was a first drawdown in the amount of £5,624,087 on 8 April 20057°, with the
balance being drawn down on 29 April.”#? In October 2006, £5.065 million was received
and applied to the loan in respect of the sale of the first two properties in London and

Essex. The remaining balance on the loan continued to be secured by the Oxfordshire

733 Commercial Mortgage Offer, dated 22 March 2005 (Doc ID: 0.7.120.16278).

734 Commercial Mortgage Offer, dated 22 March 2005, page 3 (Doc ID: 0.7.120.16278).
735 Atisreal Report and Valuation, dated March 2005 (Doc 1D: 0.7.120.17936).

736 Atisreal Report and Valuation, dated March 2005, page 3 (Doc 1D: 0.7.120.17936).
737 Atisreal Report and Valuation, dated March 2005, page 2 (Doc ID: 0.7.120.17936).
738 Atisreal Report and Valuation, dated March 2005, page 8 (Doc ID: 0.7.120.17936).
739 Society Advance Detail, dated 8 Airil 2005 |Doc ID: 0.7.120.15818).

740 Extract from Summit Account No

(Doc ID: 0.7.120.760725).
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property.”*' In January 2010 the balance on this loan remained outstanding at just

under £7.233 million.”2 This loan was transferred to NAMA.

There were six Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.1: No CLA was prepared at all.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the 9 November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.
{b) Forecast cash flow analysis.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the 9 November 2004 Commercial L.ending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.
SPC 1.4: Credit grades were not assigned to commercial loans.

The relevant policy was the 8 April 2003 Credit Grading System for Commercial
Lending. (See Table included at Appendix 11).

In his submissions to the Inquiry, Mr Purcell stated that the 8 April 2003 Credit Grading
System for Commercial Lending did not require that a CLA should have a credit grade
when presented to the Credit Committee or the Board. The Inquiry agrees with this

assertion and therefore no finding is made in respect of this allegation. The assigning

1 Credit Review Pro-Forma, review date: 18 May 2005 (Doc ID: 0.7.120.472021).
742 Extract from Summit Account NolI NI (Doc 1D: 0.7.120.760725).
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of credit grades during the loan approval process is dealt with at Chapter 5 of this
Findings Report (see paragraph 5.197 et seq.). That part of the Findings Report
outlines Mr Purcell’'s submissions on this point and the reasoning for the Inquiry’'s
finding that a failure to assign a credit grade at the loan approval stage was not a

breach of INBS internal policy.

SPC 2.2: Funds advanced without Credit Committee approval or
recommendation and without Board approval (as required) and not in

compliance with INBS’s urgent credit decision approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
16 October 2003 Commercial Credit Committee Terms of Reference. (See Table

included at Appendix 12).

Both policies made it clear that all commercial loan proposals in excess of the branch
manager’'s discretion must be recommended for approval or approved by the Credit
Committee. The 16 October 2003 Commercial Credit Committee Terms of Reference

outlined the urgent credit decision approval procedures.

The Inquiry has examined all the minutes of the Credit Committee meetings since this
loan was made available, and it appears that no consideration of this loan took place
at any of these meetings. The CMO for this facility issued on 22 March 2005.7* The

initial drawdown occurred on 8 April 2005.744

The Inquiry has examined the Board meeting minutes and the Board packs during the

Review Period and this facility was not raised at any of those meetings.

From an examination of the consolidated loan file there is no evidence that any urgent

credit decision approval procedures were followed in this case.

The Inquiry finds that the allegation of no Credit Committee approval or
recommendation and no Board approval and not in compliance with urgent
credit decision approval procedures is adequately supported by the
documentation and, accordingly, the Inquiry finds that SPC 2.2 is proven as
against INBS.

743 Commercial Mortgage Offer, dated 22 March 2005 (Doc ID: 0.7.120.16278).
744 Society Advance Detail, dated 8 April 2005 (Doc ID: 0.7.120.15818).
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SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the December 2007 Commercial Mortgage Lending Policy
and the Moratoria Policy December 2007 which includes an updated moratoria policy.
(See Table included at Appendix 12).

The December 2007 Commercial Mortgage Lending Policy stated that no individual
staff member was authorised to vary conditions of a loan approved by the Credit
Committee. Any variation was to be considered, approved and minuted by the Credit
Committee. The Moratoria Policy December 2007 stated that variations to moratorium
accounts could only be amended with the written approval of either all members of the
Credit Committee, or any two of the following: managing director; commercial lending

manager; or mortgage administration manager.

The CMO for this loan, dated 22 March 2005, stated that this loan would be the subject

of a capital moratorium.”®

The Summit history”® for this account showed that interest continued to be applied
until the end January 2010 with a single repayment as detailed above. The term and
moratorium of the loan appears o have been extended beyond the termination date of
22 March 2008 (three years from the issuing of the CMO). There is no evidence from
the consolidated loan file or from the Credit Commitiee meeting minutes that this

extension was approved in compliance with policy.

The Inquiry finds that the term of the loan was extended without appropriate

approval and, accordingly, finds that SPC 2.9 is proven against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy and the 9 November 2004 Commercial Lending Criteria.
(See Table included at Appendix 13).

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria

was not a policy that applied to commercial lending between November 2004 and

745 Commercial Mortgage Offer, dated 22 March 2005 (Doc ID: 0.7.120.16278).
746 Extract from Summit Account No Il (Doc |D: 0.7.120.760725).
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February 2007.

The UK Version of the April 2003 Credit Risk Policy did apply to this allegation. The
UK Version of the April 2003 Credit Risk Policy stated that personal guarantees should

be acquired where the borrower is a private company.

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of _ The CMO does not make any reference to a personal
guarantee from the directors of _747, nor does the identified

security as listed on the CMO refer {o any personal guarantee.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven against
INBS.

Borrower: I
Loan Account: _

Loan 1 and Loan 2 - background to loans

In an internal memorandum from Mr McCollum to Mr Fingleton dated 10 April 2006,
Mr McCollum requested a loan of £4 million on behalf of the borrower.”*® This
represented a deposit for the purchase of 32 petrol stations located in the south of

England and Wales, which the borrower had agreed to purchase for £32.7 million.

The borrower had residential/retail schemes for each site and intended to apply for
planning permission upon exchange of contracts. They intended to market sites for
sale once contracts were exchanged and expected a total sale price in excess of £40
million. INBS was to be entitled to 25% of profits limited to £500,000 if no further funds
were required other than the £4 million to cover the initial deposit monies and planning
costs. Mr Fingleton wrote an instruction to Mr McMenamin on the internal

memorandum to process the application.”?

747 Commercial Mortgage Offer, dated 22 March 2005 (Doc ID: 0.7.120.16278).

748 Internal memorandum from Gary McCollum to Michael Fingleton, dated 10 April 2006 (Doc ID:
0.7.120.35378).

749 Internal Memorandum from Gary McCollum to Michael Fingleton, dated 10 April 2006 (Doc ID:
0.7.120.35378).
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A CLA was prepared, dated 19 April 2006.7°° This was for a facility of £4 million for one
year for the purpose of facilitating the purchase and resale of a portfolio of 32 petrol
stations. It was unsigned. An extract from the Board meeting minutes dated 26 April

2006 recorded Board approval for the sum of £4 million.”"

A further internal memorandum was sent to Mr Fingleton by Mr McCollum dated 15
November 2006.7°? This requested a loan of £23.6 million plus VAT for a 12 month
term with a capital and interest moratorium. The number of properties it was proposed
to purchase had reduced from 32 to 23 and INBS was now required {o provide

purchase monies rather than deposit monies.

A CMO dated 6 December 20067 in the sum of £27.4 million was then issued and
accepted by the borrowing company on 11 December 2006. The first drawdown

occurred on 19 December 2006 in the sum of over £15 million.”*

An internal email dated 30 July 2008 from Daniel Dempsey’®® to Patricia McChesney’*®
stated that there was a problem with regard to the funds released in late May, as there
had only been Board approval sanction for £4m, whereas the actual offer related to a

sanction of £27.4 million (of which £24.8m has been released to date).
The email stated:

“The payout in late May was signed off as an exception, with the understanding
that the updated facility (Stg£27.4m) was to be put through Credit Committee
prior to any further release. Unfortunately, this does not appear fo have been

done.

Could you please forward me a copy of any/all relevant application/approval

memos, CLA efc by fax... as a matter of urgency.

| will revert upon receipt of these as fo whether or not we can proceed with

disbursement of funds”.”

780 Commercial Loan Application, dated 19 April 2006 (Doc ID: 0.7.120.12903).

781 Minutes of Board meeting, dated 26 April 2006 (Doc ID: 0.7.120.41714).

752 Internal memorandum from Gary McCollum to Michael Fingleton, dated 15 November 2006 (Doc ID:
0.7.120.8717).

783 Commercial Mortgage Offer, dated 6 December 2006 (Doc ID: 0.7.120.22402).

78 Society Advance Detail, dated 18 December 2006 (Doc ID: 0.7.120.13380).

785 Mr Dempsey appears to have worked as a quality controller in the drawdown and payments section of INBS.
756 During the Review Period, Ms McChesney held the position of office supervisor and UK money laundering
reporting officer, reporting directly to Mr McCollum.

757 Email from Daniel Dempsey to Patricia McChesney, dated 30 July 2008 (Doc ID: 0.7.120.42300).
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Mr McCollum replied to this email on 30 July 2008 enclosing a copy of his
memorandum of 15 November 2006 to Mr. Fingleton. He stated “/f was understood

that Board Approval was obfained at that time”. He went on to say:

“You will be aware that we have now purchased all but two of the Filling Stations
that were originally contracted as purchase only takes place upon vacation and

decontamination by BP.
This is one of the remaining Filling Stations.

The borrower has in the mean time either achieved planning or is in the process
of achieving planning of the vast majority of the Filling Stations already

purchased and indeed a number of these are being marketed for sale”.”®

Loan 2 was an additional facility of £650,000 offered to the borrower to purchase a site
in _ on 7 August 2007. The CMO was signed by the directors on 7 August
2007.7°°

These loans were transferred to NAMA. The Summit account dated 19 December 2009
showed an outstanding balance at that date of £29,476,642 for Loan 1.7%° Loan 2 had
an outstanding balance of £732,797.08 on 11 February 2010.7%"

There were 11 Loan Specific Allegations advanced in respect of the three loans to this
borrower. Full details of these Loan Specific Allegations are set out below under each
loan, and are also included in the Table of SPC 1 to 4 Loan Specific Allegations and

Findings at Appendix 7 hereto.
Loan 1
SPC 1.1: No CLA was prepared at all.

The relevant policy identified in the Investigation Report was the @ November 2004

Commercial Lending Criteria.

788 Internal memorandum from Gary McCollum to Daniel Dempsey, INBS, dated 30 July 2008 (Doc ID:
0.7.120.6780).
759 Commercial Mortgage Offer, dated 7 August 2007 (Doc ID: 0.7.120.11072).

780 Extract from Summit Account No (Doc ID: 0.7.120.760713).
761 Extract from Summit Account No (Doc ID: 0.7.120.760560).
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The Inquiry has determined that the 9 November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.

The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the 9 November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.
SPC 1.4: Credit grades were not assigned to commercial loans.

The relevant policies were the 2006 Impairment Provisioning Policy and the 2006
Notes on the Implementation of Impairment Provisioning Policy. (See Table included

at Appendix 11).

In his submissions fo the Inquiry, Mr Purcell stated that the Impairment Provisioning
Policy did not create new policy with regard to credit grades. The Inquiry agrees with
this assertion and therefore no finding is made in respect of this allegation. The
assigning of credit grades during the loan approval process is dealt with at Chapter 5
of this Findings Report (see paragraph 5.197 et seq.). That part of the Findings Report
outlines Mr Purcell’'s submissions on this point and the reasoning for the Inquiry’s
finding that a failure to assign a credit grade at the loan approval stage was not a

breach of INBS internal policy.

SPC 2.2: Funds advanced without Credit Committee approval or
recommendation and without Board approval (as required) and not in

compliance with INBS’s urgent credit decision approval procedures.

The relevant policies were the UK Version of the April 2003 Credit Risk Policy, the 19
July 2006 Commercial Credit Committee Terms of References and the Board
Resolution September 2002. (See Table included at Appendix 12).

These policies stated that all commercial loan proposals in excess of the branch

manager’'s discretion must be recommended for approval or approved by the Credit
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Committee. The 19 July 2006 Commercial Credit Committee Terms of Reference

outlined the urgent credit decision approval procedures.

The CMO for this facility issued on 6 December 2006 and was signed by the borrower

on 11 December 2006.7%2 The initial drawdown occurred on 19 December 2006.7%2

The Inquiry has examined all of the minutes of the relevant Credit Committee meetings
during the Review Period and found no evidence that consideration of this lcan took

place.

The Inquiry has examined the relevant Board meeting minutes and the Board packs
during the Review Period and noted other than in respect of £4 million considered at
the Board meeting on 26 April 20067, there was no further evidence that these

facilities were considered and approved.

From an examination of the consolidated loan file there is no evidence that any urgent

credit decision approval procedures were followed in this case.

The Inquiry finds that the allegation of no Credit Committee approval or
recommendation and no Board approval, other than as set out, and not in
compliance with urgent credit decision approval procedures is adequately
supported by the documentation and, accordingly, that SPC 2.2 is proven as
against INBS.

SPC 2.9: Term of the loan extended without appropriate approval.

The relevant policies were the December 2007 Commercial Mortgage Lending Policy

and the Moratoria Policy December 2007. (See Table included at Appendix 12).

The December 2007 Commercial Mortgage Lending Policy stated that no individual
staff member was authorised to vary conditions of a loan approved by the Credit
Committee. Any variation was to be considered, approved and minuted by the Credit
Committee. The Moratoria Policy December 2007 stated that variations to moratorium
accounts could only be amended with the written approval of either all members of the
Credit Commitiee, or any two of the following: managing director; commercial lending

manager; or mortgage administration manager.

762 Commercial Mortgage Offer, dated 6 December 2006 (Doc I1D: 0.7.120.22402).
783 Society Advance Detail, dated 18 December 2006 (Doc ID: 0.7.120.13380).
764 Minutes of Board meeting, dated 26 April 2006 (Doc ID: 0.7.120.41714).
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The CMO dated 6 December 2006 stated that this 12 month loan would be the subject
of a capital and interest moratorium.”® The Summit history”®® for this account showed
that the balance remained outstanding in December 2009 with no recorded

repayments.

The term and moratorium of the loan appear to have been extended beyond the
termination date of 11 December 2007 (one vear from the issuing of the CMO) but
there was no document on file nor evidence from Credit Committee meetings during
the relevant period to indicate such an extension, or that any of the procedures set out

in the policies had been followed.

The Inquiry finds that the allegation that the term of the loan was extended
without appropriate approval is adequately supported by the documentation

and, accordingly, finds that SPC 2.9 is proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (see Table included at Appendix 13) and the 9 November

2004 Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007.

The UK Version of the April 2003 Credit Risk Policy did apply to this allegation.

The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors

of_&_. The CMO does not make any reference

to a personal guarantee from the directors.”®’

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

785 Commercial Mortgage Offer, dated 6 December 2006 (Doc ID: 0.7.120.22402).
786 Extract from Summit Account No (Doc ID: 0.7.120.760713).

787 Commercial Mortgage Offer, dated 6 December 2006 (Doc 1D: 0.7.120.22402).
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lLoan 2
SPC 1.1: No CLA was prepared at all.

The relevant policy was the 28 February 2007 Commercial Morigage Lending Policy.
(See Table included at Appendix 11).

That policy provided that a CLA must be in place before a loan could be advanced.

This loan was for £650,000 for a 12 month term. It was to purchase an additional
property to add to the original portfolio of properties.”® A CMO issued on 7 August
2007 and was accepted by the borrowing company on the same date.”®® Although the
term of the loan was for 12 months, the Summit account shows that it continued to
accrue interest until 10 February 2010 when it showed an ouistanding balance of
£732,797.08.77°

Having analysed the consolidated loan file for this borrower, the Credit Committee
meeting minutes and the Board meeting minutes and packs for any evidence that this
loan may have been considered in an authorisation process, the Inquiry is satisfied

that no CLA was prepared in respect of this loan.

The Inquiry finds that the allegation that no CLLA was prepared in respect of this
additional facility is supported by the absence of any such document in the
consolidated loan file. Accordingly, the Inquiry finds that SPC 1.1 is proven as
against INBS.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.

The relevant policy was the 28 February 2007 Commercial Morigage Lending Policy.
(See Table included at Appendix 11).

INBS received a valuation for the property the subject matter of this loan from Savills
in July 2007 summarising the current market value (of £600,000) together with
estimated value after planning having regard to the borrowers’ plans to obtain planning

and sell (of £1.5 million).””" The proposal was to obtain planning permission and resell,

788 Commercial Mortgage Offer, dated 7 August 2007 (Doc ID: 0.7.120.11072).
789 Commercial Mortgage Offer, dated 7 August 2007 (Doc ID: 0.7.120.11072).
770 Extract from Summit Account No (Doc ID: 0.7.120.760560).
771 Extract from Savills Report, dated 6 July 2009 (Doc 1D: 0.7.120.28321).
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and an independent valuation from an independent valuer would have constituted an
adequate business plan. The valuation was less than the loan advanced by some
£50,000, but in the circumstances of INBS’s dealings with this borrower, the Inquiry
does not believe that a proposal outlining how the additional monies would be repaid

in the event that planning permission was not obtained was necessary in this case.

The Inquiry finds that a business plan was acquired in respect of this loan and

that, accordingly, SPC 1.3 is not proven as against INBS.
SPC 1.4: Credit grades were not assigned to commercial loans.

The relevant policies were the 27 June 2007 Credit Risk Management Policy, the 2006
impairment Provisioning Policy and the 2006 Notes on the Implementation of

Impairment Provisioning Policy. (See Table included at Appendix 11).

Mr Purcell, in his submissions to the Inquiry, stated that the Impairment Provisioning
Policy did not create new policy with regard to credit grades. The Inquiry agrees with
this assertion, however the 27 June 2007 Credit Risk Management Policy does

continue to apply.

No CLA was prepared for the additional loan of £650,000 and none was found from a
review of the loan file. This was an additional loan some 16 months after the initial £4
million CLA assigned a grade, and an updated assessment of the grade would be

expected.”’?

The Inquiry finds that the allegation that no credit grade was assigned to this
loan is supported by the documentation and, accordingly, finds that SPC 1.4 is

proven against INBS.

SPC 2.1: Funds advanced without Credit Committee approval or
recommendation and not in compliance with INBS’s urgent credit decision

approval procedures.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy

and the 19 July 2006 Commercial Credit Committee Terms of Reference.

The 19 July 2006 Commercial Credit Committee Terms of Reference outlined the

urgent credit decision approval procedures. The CMO for this facility issued on 7

772 Extract from Savills Report, dated 6 July 2008 (Doc ID: 0.7.120.28321).
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August 2007.77° The initial drawdown occurred on 10 August 2006.”7* The Inquiry has
examined the minutes of the relevant Credit Commiitee meetings during the Review

Period and found no evidence that consideration of this loan took place.

From an examination of the consolidated loan file and Credit Commitiee and Board
meeting minutes and packs, there is no evidence that any urgent credit decision

approval procedures were followed in this case.

The Inquiry finds that the allegation of no Credit Committee approval or
recommendation and not in compliance with urgent credit decision approval
procedures, is adequately supported by the documentation. Accordingly, the

Inquiry finds that SPC 2.1 is proven against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policy is the 28 February 2007 Commercial Mortgage Lending Policy and
the 27 June 2007 Credit Risk Management Policy. (See Table included at Appendix
13).

The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of_&_ The CMO does not make any reference

to a personal guarantee from the directors.””®

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

Borrower: [
Loan Account: _

Loan 1 and Loan 2 - background {o loans

In an internal memorandum dated 7 August 2007, Mr McCollum sought approval to

proceed with a proposal to advance €10 million to- and_

773 Commercial Mortgage Offer, dated 7 August 2007 (Doc ID: 0.7.120.11072).
774 Society Advance Detail, dated 10 August 2007 (Doc ID: 0.7.120.25313).
75 Commercial Mortgage Offer, dated 7 August 2007 (Doc 1D: 0.7.120.11072).
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_to purchase 53 ski chalets and 62 car park spaces at a ski resort in the
Alps in France. It was proposed that 33% of the properties would be sold off plan before

construction.””®

It was intended that INBS would provide only the purchase monies, with funding of the
construction works being financed by ancther lender but with INBS remaining entitled
to 25% of profits. The purchase monies were o be paid in stages in September 2007
and January 2008 with construction due to commence in March 2008 for completion

in December 2009.777

INBS had a valuation dated 16 April 2007 that confirmed a valuation of €10 million.”"®
It also had a Development Appraisal that included a timescale, revenue and cost

analysis, which showed a profit of €9.7 million together with a cash flow analysis.””®

A CLA was prepared on 8 August 2007.7% It was recommended for approval at the
Credit Committee meeting on 17 August 200778" and was approved at a Board meeting
on 30 August 2007.7%2 On 25 October 2007, INBS's solicitor in France indicated a
change in the structure of the transaction’®®, and this revised structure was reflected
in the CMO dated 12 November 2007.7® The loan was for 12 months on a capital and
interest moratorium. Initial drawdown occurred on 2 November 2007 with the balance
on 25 January 2008.7°

The loan remained outstanding on February 2010 with a balance of just over €11

million.”8®

Mr McCollum sent a further internal memorandum on 22 January 2008 in relation to
L.oan 2 seeking approval for an additional amount of €1.1 million, relating to VAT
payable on the transaction and refundable within six months.”” A CLA was prepared

on 4 March 20087%® and was approved at a Credit Committee meeting on 13 March

778 Internal memorandum from Gary McCollum to Michael Fingleton, dated 7 August 2007 (Doc ID:
0.7.120.16138).

77 Commercial Loan Application, dated 8 August 2007 (Doc ID: 0.7.120.16828).

778 Francois Odet Report and Valuation, dated 16 April 2007 (Doc I1D: 0.7.120.13577).

779 Development Appraisal dated 29 June 2007 (Doc |D: 0.7.120.935726).

780 Commercial Loan Application, dated 8 August 2007 (Doc ID: 0.7.120.16828).

781 Minutes of Credit Committee meeting, dated 17 August 2007 (Doc ID: 0.7.120.20598).

782 Minutes of Board meeting, dated 30 August 2007 (Doc ID: 0.7.120.14027).

783 Email from Anne Dabezies to Gary McCollum, dated 25 October 2007 (Doc ID: 0.7.120.918876).
784 Commercial Mortgage Offer, dated 12 November 2007 (Doc ID: 0.7.120.29529).

85 Society Advance Detail, dated 9 November 2007 (Doc ID: 0.7.120.24822); Society Advance Detalil, dated 25

786 Extract from Summit Account No

January 2008 (Doc ID: O.7.120.924018i.
(Doc ID: 0.7.120.760535).

787 Internal memorandum from Gary McCollum to Michael Fingleton, dated 22 January 2008 (Doc ID:
0.7.120.21135).
78 Commercial Loan Application, dated 4 March 2008 (Doc ID: 0.7.120.7861).
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2008.7*° The loan was stated as being for 12 months on a capital and interest
moratorium basis. The CMO was dated 21 April 2008 and was stated as being for six

months.79°

Drawdown occurred on 21 April 2008.7°! This loan remained outstanding as at January

2010 with a balance of just under €1.2 million.”??
Both loans were transferred to NAMA.

There were six Loan Specific Allegations advanced in respect of the two loans to this
borrower. Full details of these Loan Specific Allegations are set out below under each
loan, and are also included in the Table of SPC 1 to 4 Loan Specific Allegations and

Findings at Appendix 7 hereto.
Loan 1

SPC 2.12: Terms outlined in the CLA and approved by the Board differed to the
terms outlined in the CMO.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 27 June 2007 Credit Risk Management Policy. (See Table included at
Appendix 12).

These policies stated that no individual member of staff was authorised to vary the
conditions of a loan approved by the Board. Any such variation had to be considered,
approved and minuted by the Credit Committee and submitted to the Managing

Director for approval.

The CLA stated the purpose of the loan was to enable the purchase and development
of a site at -93 and this was approved by the Credit Committee and the
Board.”® The CMO stated the purpose of the loan was to enable the purchase and
development of the site at-, to facilitate repayment of a former shareholder
account and the accrued interest in this account, and to pay notarial and legal fees and

expenses arising in connection with the loan facility.”®®

789 Minutes of Credit Committee meeting, dated 13 March 2008 (Doc ID: 0.7.120.27827).
7% Commercial Mortgage Offer, dated 21 April 2008 (Doc ID: 0.7.120.13171).

1 Drawdown document, dated 21 April 2008 (Doc ID: 0.7.120.923101).

792 Extract from Summit Account No_(Doc ID: 0.7.120.760572).

793 Commercial Loan Application, dated 8 August 2007 (Doc ID: 0.7.120.16828).

794 Minutes of Credit Committee meeting, dated 17 August 2007 (Doc ID: 0.7.120.20598); Minutes of Board
meeting, dated 30 August 2007 (Doc ID: 0.7.120.14027).

795 Commercial Mortgage Offer, dated 12 November 2007 Doc ID: 0.7.120.29529).
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4.974

4.975

4.976

Where the purpose of the loan as stated in the CMO went further than what was
originally stated in the CLA and approved by the Credit Commitiee and Board, an
updated approval ought to have been sought {o reflect the CMO’s changes. There is

no evidence that these changes were appropriately regularised as required by policy.

The Inquiry finds that the terms of the CMO differed from the CLA as approved
by the Board and, accordingly, that SPC 2.12 is proven against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 27 June 2007 Credit Risk Management Policy. (See Table included at
Appendix 13).

These policies both stated that personal guarantees should be acquired where the

borrower was a private company.

The Inquiry has examined the consolidated loan files for these loans and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of [ \<ither the CMO™ nor the CLA™ made any reference to a
personal guarantee from any of the identified directors. The security listed in the loan

documentation did not refer to a personal guarantee.”™®

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to these two loans and, accordingly, finds that SPC 3.2 is proven as
against INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate

borrower. The Inquiry will have regard to this loan specific participation finding

7% Commercial Mortgage Offer, dated 12 November 2007 Doc 1D: 0.7.120.29529).
797 Commercial Loan Application, dated 8 August 2007 (Doc ID: 0.7.120.16828).
798 Credit Review Summit Account Information, dated 19 December 2007 (Doc ID: 0.7.120.10117).
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against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

SPC 4.1: Commercial lenders did not monitor loans during the term of the loan

to the end of the Review Period.

The relevant policies were the December 2007 Commercial Mortgage Lending Policy,
the 28 February 2007 Commercial Mortgage Lending Policy and the 21 April 2008
Commercial Mortgage Lending Policy. (See Table included at Appendix 14).

There is a Credit Review Report on file in relation to this loan dated 19 December
2007.7%° However it merely set out details of the loan and security and contained no
evidence of further update. There is no documentation or internal memorandum of any
description in the consolidated loan file that would indicate that this loan had been

monitored by the commercial lender.

The Inquiry finds that the allegation that commercial lenders did not monitor this
loan during the term of the loan to the end of Review Period is supported by the
documentation. Accordingly, the Inquiry finds that SPC 4.1 is proven as against
INBS.

Loan 2

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.

The relevant policy was the 21 April 2008 Commercial Mortgage Lending Policy. (See
Table included at Appendix 11).

INBS received a valuation in April 2007%%° and a Development Appraisal in June
2007.8%" That appraisal incorporated a timeline, a revenue and cost analysis and a

cash flow forecast.

This loan was to cover VAT payable on the acquisition and, accordingly, the business

plan already furnished remained relevant.

799 Credit Review Summit Account Information, dated 19 December 2007 (Doc ID: 0.7.120.10117).
800 Francois Odet Report and Valuation, dated 16 April 2007 (Doc ID: 0.7.120.13577).
801 Development Appraisal, dated 29 June 2007 (Doc ID: 0.7.120.935726).

291



4.982

4.983
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4.985

4.986

The Inquiry finds that a business plan was acquired in respect of this loan and

that, accordingly, SPC 1.3 is not proven against INBS.

SPC 2.12: Terms outlined in the CLA and approved by the Board differed to the
terms outlined in the CMO.

The relevant policy was the 21 April 2008 Commercial Mortgage Lending Policy. (See
Table included at Appendix 12).

This policy stated that no individual member of staff was authorised to vary the
conditions of a loan approved by the Board. Any such variation had to be considered,

approved and minuted by the Credit Committee.

The CLA stated the purpose of the facility was to fund VAT on the site at-
and this was approved by the Credit Committee. The CMO stated the purpose was to
fund VAT on the site and the payment of notarial and legal fees and expenses in

connection with the loan facility.

There was a difference in the terms indicated in both documents. The CLA was for 12
months and the CMO was for six months, but this was not alleged in Consolidated

Table C2.1.12 in respect of this loan.

Whilst there was a difference in the stated purpose of the loan, the non-VAT content
of the drawdown was unlikely to have been material and does not merit an adverse

finding.

The Inquiry finds that although the terms of the CMO differed from the CLA as
approved by the Credit Committee, the contravention is not of such a serious
nature as to merit an adverse finding and, accordingly, the Inquiry finds that SPC

2.12 is not proven against INBS.

SPC 3.2: Personal guarantees from owner/controlier of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies were the 21 April Commercial Morigage Lending Policy and the
27 June 2007 Credit Risk Management Policy. (See Table included at Appendix 13).

These policies both stated that personal guarantees should be acquired where the

borrower was a private company.
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The Inquiry has examined the consolidated loan files for these loans and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of _ Neither the CMO®2 nor the CLA®® make any reference to a

personal guarantee from any of the identified directors. The security listed in the loan

documentation does not refer to a personal guarantee.

The Inquiry finds no evidence that personal guarantees were sought or received
in relation to these two loans and, accordingly, finds that SPC 3.2 is proven as
against INBS.

Borrower:
Loan Account:_

Background to loan

The director of the borrower company wrote to Mr McCollum on 22 June 2007, advising
that he had been successful in his bid to purchase two hotels located in _
France for €26 million plus costs of €2 million.?%* He attached an appraisal including a
profit appraisal showing a profit of over €13 million together with a cash flow forecast.5%
A valuation dated 24 July 2007 put the value of the properties at €32.85 million.8%

The internal memorandum from Mr McCollum to Mr Fingleton dated 19 October 2007
requested a facility of €28 million for 12 months with a capital and interest moratorium
and a 25% profit share.8” The borrower had already been provided with a deposit by
INBS and had exchanged contracts for the two properties. it now wished to complete
the deal. Mr McCollum described the properties as being quite run down but with great
development potential and they had planning consent.®®® He enclosed the appraisal
for the development showing a profit of over €13 million.8® The CMO which issued on
12 December 2007 offered €28 million for 12 months.?1

802 Commercial Mortgage Offer, dated 21 April 2008 (Doc ID: 0.7.120.13171).

803 Commercial Loan Application, dated 4 March 2008 (Doc ID: 0.7.120.7861).

804 |_stter from to Gary McCollum, dated 29 June 2007 (Doc ID: 0.7.120.922631).
805&Development Appraisal, dated 29 June 2006 (Doc 1D: 0.7.120.916444).
806 Estimation Study/Valuation, dated 24 July 2007 (Doc ID: 0.7.120.15732).

807 [nternal memorandum from Gary McCollum to Michael Fingleton, dated 19 October 2007 {Doc ID:
0.7.120.919845).

808 Internal memorandum from Gary McCollum to Michael Fingleton, dated 19 October 2007 (Doc 1D:
0.7.120.919845).

809— Development Appraisal, dated 29 June 2006, page 2 (Doc iD:
0.7.120.916444).

810 Commercial Mortgage Offer, dated 5 December 2007 (Doc ID: 0.7.120.921149).
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The CLA is undated although the signatures from the Credit Committee are dated 17
January 2008.The Credit Committee sanctioned the loan on 17 January 2008%", and
the loan was noted at a Board meeting on 21 January 2008.5"2 The balance
outstanding as at 12 February 2010 was over €30.5 million.?" This loan was
transferred to NAMA.

There were three Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.2: CLA not prepared in advance of funds being drawn down.

The relevant policy was the 28 February 2007 Commercial Morigage Lending Policy.
(See Table included at Appendix 11).

The date of the CLA for this loan was 17 January 2008%'%, while the date of the first

drawdown was a month previously, on 11 December 2007 .81

The Inquiry finds that the CLA was not prepared in advance of funds being drawn

down and, accordingly, finds that SPC 1.2 is proven against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

The relevant policy was the 28 February 2007 Commaercial Mortgage Lending Policy.
The urgent credit decision approval procedures were in the Board Resolution
September 2002 and the 19 July 2006 Commercial Credit Committee Terms of
Reference. (See Table included at Appendix 12).

Although this loan was presented for approval after 17 December 2007 (and therefore
after the coming into effect of the December 2007 Credit Committee Terms of

Reference) given that drawdown occurred prior to 17 December 2007 and the CMO

811 Minutes of Credit Committee meeting, dated 17 January 2008 (Doc ID: 0.7.120.31125).
812 Minutes of Board meeting, dated 21 Januari 2008 (Doc ID: 0.7.120.17427).

813 Extract from Summit Account No

(0.7.120.760581).

814 Commercial Loan Application, dated 17 January 2008 (Doc ID: 0.7.120.31891).
815 Payout Calculation Sheet, dated 11 December 2007 (Doc ID: 0.7.120.917838).
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issued prior to that date, it is the Inquiry’s view that both the Credit Committee and the

Board should have considered this loan.816

The CMO for this loan issued on 12 December 2007.8'" The facility was approved at
the Credit Committee meeting held on 17 January 2008%'® and the approval was noted

at a Board meeting on 21 January 2008.81

The urgent credit decision approval procedures would have required the signatures of
two members of the Credit Committee, sign off by the Managing Director and
presentation to the Credit Committee as soon as practicable thereafter. The December
2007 Credit Committee Terms of Reference, which was approved by the Board on 17
December 2007, was not policy at the time the CMO was issued and, accordingly, both

Credit Committee and Board approval was required.

The Inquiry has examined the consolidated loan file, the Credit Committee meeting
minutes and packs, and the Board meeting minutes and packs for the Review Period
and can see no evidence that urgent credit decision approval procedures were

complied with.

The Inquiry finds that the CMO for this loan issued prior to appropriate approval
and not in compliance with urgent credit decision approval procedures.

Accordingly, the Inquiry finds that SPC 2.13 is proven against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 27 June 2007 Credit Risk Management Policy. (See Table included at
Appendix 13).

4.1000 The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors
of _ Neither the CLA%2° nor the CMO?®' made any reference to a

816 The relevant policy provisions concerning the approval process and approval thresholds are set out in
Appendix 12.

817 Commercial Mortgage Offer, dated 12 December 2007 (Doc I1D: 0.7.120.18677).

818 Minutes of Credit Committee meeting, dated 17 January 2008 (Doc ID: 0.7.120.31125).

819 Minutes of Board meeting, dated 21 January 2008 (Doc ID: 0.7.120.17427).

820 Commercial Loan Application, dated 17 January 2008 (Doc ID: 0.7.120.31891).

821 Commercial Mortgage Offer, dated 12 December 2007 (Doc 1D: 0.7.120.18677).
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personal guarantee from the directors, and the security identified did not include any

such guarantees.

4.1001 The Inquiry finds no evidence that personal guarantees were sought or received

in refation to this loan and, accordingly, SPC 3.2 is proven as against INBS.

Borrower: [ NN
Loan Account:_

Background to loan

4.1002 A letter dated 8 August 2007 from the borrower detailed a number of sites in the UK
which it hoped to acquire and develop, and in respect of which it was seeking finance
support from INBS.8%2 One of these sites was a public house in north London, in
respect of which it required a loan of £2.37 million. It proposed to redevelop the site

with a mixture of retail, restaurant and residential units.

It attached an appraisal which showed a net profit after redevelopment of just under
£4 million.?% A valuation showed a market value of £2.31 million and a value after

planning of £3.3 million.%*

4.1003 A CMO was issued on 7 September 2007 offering a loan of €2,795,000, and was
signed by the borrower on 10 and 11 September 2007. It specified that the loan would

have a 12 month maturity and would be on a full capital and interest moratorium.®2°

An internal memorandum from Mr McCollum to Mr Fingleton, dated 14 September
2007, set out details of the proposal.?® The CLA was dated 26 September 2007 and
this was initialled by Mr Purcell indicating approval by the Board.®?” The CLA provided
for a 25% profit share subject to a minimum of £100,000. The LTV was 100% based
on current value and was 65% with planning. The initial drawdown occurred on 27

September 2007.%%® This drawdown exceeded the amount of the loan set out in the

822 | etter from || | I - G- icCollum, INBS, dated 8 August

2007 (Doc 1D: 0.7.120.917351).

52 I O - < lopment Appraisal, dated 31 July 2007 (Doc 1D: 0.7.120.894244),
824 | etter from Gary McCollum to , dated 8 August 2007

{Doc ID: 0.7.120.917351); GVA Grimley Valuation Report, dated 4 September 2007 (Doc ID: 0.7.120.854619).
25 Commercial Mortgage Offer, dated 7 September 2007 (Doc ID: 0.7.120.924378).

526 |nternal memorandum from Gary McCollum to Michael Fingleton, dated 14 September 2007 (Doc ID:
0.7.120.9357309).

827 Commercial Loan Application, dated 26 September 2007 (Doc ID: 0.7.120.39948).

8628 Society Advance Detall, dated 27 September 2007, page 4 of document bundie (Doc 1D: 0.7.120.431414).
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CLA and subsequently approved by the Board by £420,000, being the VAT payable

on the transaction.

The loan was recommended for approval at a Credit Committee mesting on 17 October

2007%° and was approved at a Board meeting on 23 October 2007.8%0

4.1004 This loan remained outstanding in December 2009 with a balance of just under £3.2

million.?%! This loan was fransferred to NAMA.

4.1005 There were five Loan Specific Allegations advanced in respect of the lpan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 2.5: Loans advanced prior to quorate Credit Committee meeting (at which
the loans were approved or recommended) and not in compliance with INBS’s

urgent credit decision approval procedures.

4.1006 The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 19 July 2006 Commercial Credit Committee Terms of Reference. The urgent
credit decision approval procedures were set out in the 19 July 2006 Commercial

Credit Committee Terms of Reference. (See Table included at Appendix 12).

4.1007 The CMO for this loan was dated 7 September 2007.8%2 The date of first drawdown
was 27 September 2007.83° The facility was recommended for approval at the Credit
Committee meeting on 17 October 2007%%*, and was approved at a Board meeting held
on 23 October 2007.8%°

From an examination of the consolidated loan file, Credit Committee meeting minutes
and Board meeting minutes and packs, there is no evidence that the urgent credit
decision approval procedures as set out in policy were complied with in respect to this

additional facility.

4.1008 The Inquiry finds that the allegation that this loan was advanced prior to the

Credit Committee meeting and not in compliance with urgent credit decision

829 Minutes of Credit Committee meeting, dated 17 October 2007 (Doc 1D: 0.7.120.30273).
830 Minutes of Board meeting, dated 23 October 2007 (Doc 1D: 0.7.120.25005).

831 Extract from Summit Account Noll NI (Doc ID: 0.7.120.760629).

832 Commercial Mortgage Offer, dated 7 September 2007 (Doc ID: 0.7.120.924378).

833 Society Advance Detail, dated 27 September 2007 (Doc ID: 0.7.120.431414).

834 Minutes of Credit Committee meeting, dated 17 October 2007 (Doc ID: 0.7.120.30273).
835 Minutes of Board meeting, dated 23 October 2007 (Doc 1D: 0.7.120.25005).
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approval procedures is supported by the documentation. Accordingly, the

Inquiry finds that SPC 2.5 is proven against INBS.

SPC 2.6: Funds advanced prior to Board approval and not in compliance with

INBS’s urgent credit decision approval procedures.

4.1009 The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 19 July 2006 Commercial Credit Committee Terms of Reference. The urgent
credit decision approval procedures were set out in the Board Resolution September
2002 and the 19 July 2006 Commercial Credit Committee Terms of Reference. (See
Table included at Appendix 12).

4.1010 The Board approved this loan at a meeting held on 23 October 2007. The date of the
first drawdown was 27 September 2007%%¢, some 26 days prior to Board approval. The
Board meeting minutes approving the loan made no reference to the fact that funds

had already been drawn down.®¥

The Inquiry has examined the consolidated loan file and there is no evidence of any

urgent credit decision approval procedures being complied with in respect of this loan.

4.1011 The Inquiry finds that funds were advanced prior to Board approval and not in
compliance with urgent credit decision approval procedures. Accordingly, the

Inquiry finds that SPC 2.6 is proven against INBS.
SPC 2.9: Term of the loan extended without appropriate approval.

4.1012 The relevant policies were the 21 April 2008 Commercial Mortgage Lending Policy and
the Moratoria Policy 21 April 2008. (See Table included at Appendix 12).

The 21 April 2008 Commercial Mortgage Lending Policy, stated that no individual staff
member was authorised to vary conditions of a loan approved by the Credit Committee.

Any variation was to be considered, approved and minuted by the Credit Committee.

As this loan had an interest and capital moratorium, the Moratoria Policy 21 April 2008
applied, and it stated that variations to moratorium accounts could only be amended

with the written approval of either all members of the Credit Committee, or any two of

836 Society Advance Detail, dated 27 September 2007 (Doc ID: 0.7.120.431414); Drawdown documents, dated
27 September 2007 (Doc 1D: 0.7.120.431414).
837 Minutes of Board meeting, dated 23 October 2007 (Doc 1D: 0.7.120.25005).
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the following: managing director; commercial lending manager; or morigage

administration manager.

4.1013 The CLA®® and CMO®*® for this loan identified a 12 month term with a capital and
interest moratorium for the term of the facility. The Summit account showed that this
loan continued to accrue interest beyond the expected expiry date of 7 September
2008. As of December 2010, this account was still active and there was an outstanding

balance of just under £3.2 million.®4°

There is no evidence from the consolidated loan file, the Credit Commitiee meeting
minutes or the Board meeting minutes and packs that any approval was sought or

acquired for this extension.

4.1014 The Inquiry finds that the allegation that the term of this loan was extended
without appropriate approval is supported by the documentation. Accordingly,

the Inquiry finds that SPC 2.9 is proven as against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

4.1015 The relevant policy was the 28 February 2007 Commercial Lending Policy. The urgent
credit decision approval procedures were set out in the Board Resolution September
2002 and the 19 July 2006 Commercial Credit Committee Terms of Reference. (See
Table included at Appendix 12).

4.1016 The CMO for this loan was dated 7 September 2007.8' However, the facility was
recommended for approval at the Credit Committee meeting on 17 October 2007842,

and was approved at a Board meeting held on 23 October 2007 .34

The Inquiry has examined the consolidated loan file and the Credit Committee and
Board meeting minutes and packs and there is no evidence of any urgent credit

decision approval procedures being complied with in respect to this loan.

4.1017 The Inquiry finds that the CMO was issued prior to appropriate recommendation

for approval and/or approval and not in compliance with urgent credit decision

838 Commercial Loan Application, dated 26 September 2007 (Doc ID: 0.7.120.39948).

839 Commercial Mortgage Offer, dated 7 September 2007 (Doc ID: 0.7.120.924378).

840 Extract from Summit Account No (Doc 1D: 0.7.120.760629).

841 Commercial Mortgage Offer, dated 7 September 2007 (Doc ID: 0.7.120.924378).

842 Minutes of Credit Committee meeting, dated 17 October 2007 (Doc ID: 0.7.120.30273).
843 Minutes of Board meeting, dated 23 October 2007 (Doc 1D: 0.7.120.25005).
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approval procedures. Accordingly, the Inquiry finds that SPC 2.13 is proven
against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

4.1018 The relevant policies were the 28 February 2007 Commercial Morigage Lending Policy
and the 27 June 2007 Credit Risk Management Policy. (See Table included at
Appendix 13).

These policies both stated that personal guarantees should be acquired where the

borrower was a private company.

4.1019 The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

Neither the CLA%** nor the CMO?®*® made any reference to a personal guarantee from
any of the identified directors of the borrowing company. The security identified in both
documents did not include a personal guarantee, nor did the Credit Committee meeting
minutes or Board meeting minutes make any reference to personal guarantees being

either requested or received.®®

4.1020 The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate

borrower. The Inquiry will have regard to this loan specific participation finding

844 Commercial Loan Application, dated 26 September 2007 (Doc ID: 0.7.120.39948).

845 Commercial Mortgage Offer, dated 7 September 2007 (Doc ID: 0.7.120.924378).

846 Minutes of Credit Committee meeting, dated 17 October 2007 (Doc ID: 0.7.120.30273); Minutes of Board
meeting, dated 23 October 2007 (Doc 1D: 0.7.120.25005).

300



against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

Borrower [
Loan Account:_

Background to loan

4.1021 This loan was linked to loan account-, and was also in the name of
_. That loan was for the acquisition of a vacant pub in north London and
this loan was in respect of an adjoining site which contained four cottages. The
borrower wrote to Mr McCollum on 15 November 2007 advising that the planning
potential of the vacant pub site was being hampered by the adjoining site. They had
the opportunity of acquiring this adjoining site for £1.025 milliocn and the combined site

should present enhanced development opportunities.®’

A valuation looked at the site from a purely residential use and also from a mix of retail
and residential use. It valued the site assuming purely residential at £1.05 million, and
assuming both retail and residential at £1.3 million. The valuation also contained a

more detailed financial appraisal of the residential/retail option.?®

4.1022 On 23 January 2008 Mr McCollum sent an internal memorandum to Mr Fingleton
summarising the proposal and seeking permission to proceed. Mr Fingleton instructed

Mr McMenamin to process the application.?4®

A CLA was prepared on the same day.®° It provided for a loan of £1.05 million for a
term of eight months with a full capital and interest moratorium. The LTV was 100%
based on current valuation and INBS was {o be entitled to a 25% profit share, subject
{o a minimum of £100,000.

4.1023 The CMO was issued on 29 January 2008 and was signed by the borrower on 29 and
30 January 2008.%°' The Credit Committee approved the loan on 31 January 2008%2

57 Letter from (N . <o Gary McCollum, INBS, dated 15

November 2007 (Doc ID: 0.7.120.920414).

848 GVA Grimley Valuation Report, dated December 2007 (Doc ID: 0.7.120.431035).

849 Internal Memorandum from Gary McCollum to Michael Fingleton, dated 23 January 2008 (Doc ID:
0.7.120.39421).

850 Commercial Loan Application, dated 23 January 2008 (Doc ID: 0.7.120.22407).

81 Commercial Mortgage Offer, dated 29 January 2008 (Doc ID: 0.7.120.29168).

852 Minutes of Credit Committee meeting, dated 31 January 2008 (Doc ID: 0.7.120.314100-000005).
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and the Board noted this at its meeting on 18 February 2008.% Drawdown occurred
on 4 February 2008.8%

This loan remained outstanding in February 2010 with a balance of £1.17 million.®®

This loan was transferred to NAMA.

4.1024 There were three Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.

4.1025 The relevant policy was the December 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

4.1026 This loan and loan account- also to_ were financing two

adjoining sites and need to be viewed together. Loan account_, secured on
a pub site, was supported by a valuation and an appraisal.®®® This loan, secured on
the adjoining site with four cottages, was supported by a valuation which included a
financial appraisal of the residential/retail planning option.?” Taken together these can

be viewed as representing a business plan.

4.1027 The Inquiry finds that a business plan was acquired in respect of this loan and

that, accordingly, SPC 1.3 is not proven as against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

4.1028 The relevant policy was the December 2007 Credit Committee Terms of Reference.
The urgent credit decision approval procedures were set out in the December 2007

Credit Committee Terms of Reference. (See Table included at Appendix 12).

853 Minutes of Board meeting, dated 18 February 2008 (Doc ID: 0.7.120.5941).

834 Drawdown documents, dated 4 February 2008 (Doc 1D: 0.7.120.430967).

855 Extract from Summit Account No (Doc 1D: 0.7.120.760627).

85 GVA Grimley Valuation Report, dated 4 September 2007 (Doc ID: 0.7.120.894619); | | | | GTcKNGNGN
Development Appraisal, dated 31 July 2007 (Doc ID: 0.7.120.894244).

857 GVA Grimley Valuation Report, dated December 2007 (Doc ID: 0.7.120.431035).
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4.1029 The CMO for this loan is dated 29 January 2008 and was signed by the borrower on
29 and 30 January 2008.8%¢ The facility was approved at the Credit Committee meeting
on 31 January 2008.%¢

The Inquiry has examined the consolidated loan file and there is no evidence of any

urgent credit decision approval procedures being complied with in this loan.

4.1030 The Inquiry finds that the CMO was issued prior to appropriate recommendation
for approval and/or approval and not in compliance with urgent credit decision
approval procedures. Accordingly, the Inquiry finds that SPC 2.13 is proven
against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

4.1031 The relevant policies were the December 2007 Commercial Mortgage Lending Policy
and the 27 June 2007 Credit Risk Management Policy. (See Table included at
Appendix 13).

These policies both stated that personal guarantees should be acquired where the

borrower was a private company.

4.1032 The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

Neither the CLA%P nor the CMO?®' made any reference to a personal guarantee from
any of the identified directors of the borrowing company. The security listed did not

include a personal guarantee.

4.1033 The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

858 Commercial Mortgage Offer, dated 29 January 2008 (Doc ID: 0.7.120.29168).

859 Minutes of Credit Committee meeting, dated 31 January 2008 (Doc ID: 0.7.120.314100-000005).
860 Commercial Loan Application, dated 23 January 2008 (Doc ID: 0.7.120.22407).

861 Commercial Mortgage Offer, dated 29 January 2008 (Doc ID: 0.7.120.29168).
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Loan Account: _

Background to loan

4.1034 On 29 August 2007, Mr McCollum sent an internal memorandum to Mr Fingleton
seeking approval for a loan of £2.225 million plus refundable VAT of £340,000.%2 The
site in question was in the UK and the intention was to seek permission for a 100 bed
hotel and 120 unit residential scheme. Mr McCollum confirmed in that memorandum
that he had a valuation which valued a completed hotel at £8.6 million, the site with
planning for the hotel and residential units at £3.85 million, and the site with just
residential use at £2.75 million. INBS had also been in receipt of an appraisal of the
project from an associated customer company which covered timescale, financial

appraisal and cash flow forecast.

4.1035 A CLA was prepared on 29 August 2007 and this was signed by Mr Purcell signifying
approval by the Board on 30 August 2007.%° It provided for a 12 month term on the
facility of £2,225,000 plus VAT, with a full capital and interest moratorium. The LTV
was 93% including VAT and 67% upon receipt of planning. INBS was entitled to a 25%
profit share subject to a minimum of £100,000. A CMO was issued on 29 August 2007

on the terms set out in the CLA.%%* Drawdown occurred on 30 August 2007.8%°

It should be noted that a Credit Committee meeting recommending approval of this
loan was held on 17 August 2007, which predated the internal memorandum, the CLA
and the CMO.%¢

4.1036 This loan remained outstanding as of November 2008 with a balance of just under
£2.368 million.?¢” This loan was transferred to NAMA.

4.1037 There were three Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

862 [nternal memorandum from Gary McCollum to Michael Fingleton, dated 29 August 2007 (Doc ID:
0.7.120.43579).

863 Commercial Loan Application, dated 29 August 2007 (Doc ID: 0.7.120.486806).

864 Commercial Mortgage Offer, dated 29 August 2007 (Doc 1D: 0.7.120.31381).

865 Society Advance Detail, dated 30 August 2007 (Doc ID: 0.7.120.39107).

866 Minutes of Credit Committee meeting, dated 17 August 2007 (Doc ID: 0.7.120.20598).

87 Extract from Summit Account Noh(Doc ID: 0.7.120.760639).
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SPC 2.9: Term of the loan extended without appropriate approval.

4.1038 The relevant policies were the 21 April 2008 Commercial Mortgage Lending Policy and
the Moratoria Policy 21 April 2008. (See Table included at Appendix 12).

The 21 April 2008 Commercial Mortgage Lending Policy stated that no individual staff
member was authorised to vary conditions of a loan approved by the Credit Committee.

Any variation was to be considered, approved and minuted by the Credit Committee.

As this loan had an interest and capital moratorium, the Moratoria Policy 21 April 2008
applied and it stated that variations to moratorium accounts could only be amended
with the written approval of either all members of the Credit Committee, or any two of
the following: managing director; commercial lending manager; or morigage

administration manager.

4.1039 The CLA and CMO for this loan identified a 12 month term with a capital and interest
moratorium for the term.%%® The Summit account showed that this loan continued to
accrue interest beyond the expected expiry date of August 2008. As of November 2009
this account was still active and there was an outstanding balance of just under £2.368

million. 869

There is no evidence from the consolidated loan file, the Credit Committee meeting
minutes and packs or the Board meeting minutes and packs that any approval was

sought or acquired for this extension.

4.1040 The Inquiry finds that the allegation that the term of this loan was extended
without appropriate approval is supported by the documentation and,

accordingly, that SPC 2.9 is proven as against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

4.1041 The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 12).

868 Commercial Loan Application, dated 29 August 2007 (Doc ID: 0.7.120.486806); Commercial Mortgage Offer,

dated 29 August 2007 (Doc ID: 0.7.120.31381).
869 Extract from Summit Account No (Doc 1D: 0.7.120.760639).
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4,1042 The CMO for this loan was dated 29 August 2007.%° The facility was recommended
for approval at the Credit Committee meeting on 17 August 2007%", and was approved
at a Board meeting held on 30 August 2007.872

Although the Credit Committee meeting was held prior to the issue of the CMO, it could
only recommend approval of the loan. This locan required Board approval and this did
not occur until the meeting on 30 August 2007, which was after the CMO had been

issued.

The Inquiry has examined the consolidated loan file and there is no evidence of any

urgent credit decision approval procedures being complied with in this loan.

4.1043 The Inquiry finds that the CMO was issued prior to appropriate recommendation
for approval and/or approval and not in compliance with urgent credit decision
approval procedures. Accordingly, the Inquiry finds that SPC 2.13 is proven
against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

4.1044 The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 27 June 2007 Credit Risk Management Policy. (See Table included at
Appendix 13).

These policies both stated that personal guarantees should be acquired where the

borrower was a private company.

4.1045 The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of_

Neither the CLA nor the CMO made any reference to a personal guarantee from any
of the identified directors of the borrowing company.®”® The identified security in both

documents did not include a persconal guarantee.

870 Commercial Mortgage Offer, dated 29 August 2007 (Doc 1D: 0.7.120.31381).

871 Minutes of Credit Committee meeting, dated 17 August 2007 (Doc ID: 0.7.120.20598).

872 Minutes of Board meeting, dated 30 August 2007 (Doc ID: 0.7.120.14027).

873 Commercial Loan Application, dated 29 August 2007 (Doc ID: 0.7.120.486806); Commercial Mortgage Offer,
dated 29 August 2007 (Doc ID: 0.7.120.31381).
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4.1046 The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

Borrower: NN
Loan Account:_

Background fo loan

4.1047 Mr McCollum sent an internal memorandum to Mr Fingleton dated 27 July 2007
seeking approval to proceed with a facility of €5 million to the borrower.?”* The purpose
was to enable the borrower to place deposits on a number of property transactions
which he was progressing and specifically five named properties in_ Antibes,
Nice and - The borrower had either exchanged or was to exchange
contracts on the projects. Mr McCollum confirmed he had received Development
Appraisals in respect of the projects, all of which were satisfactory. Mr Fingleton

instructed Mr McMenamin to process the applications.

4.1048 A CMO was issued on 30 July 2007 and was signed by the borrower on 31 July
2007.87 It offered a loan of €5 million for a three month term. On 1 August 2007, the
CLA was prepared.®’® Security was a charge over the borrower’s interest in contracts

to purchase properties in France. There was a capital and interest moratorium for the

874 Internal memorandum from Gary McCollum to Michael Fingleton, dated 27 July 2007 (Doc ID:
0.7.120.632366).

875 Commercial Mortgage Offer, dated 30 July 2007 (Doc ID: 0.7.120.632355).

876 Commercial Loan Application, dated 1 August 2007 (Doc ID: 0.7.120.43594).
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full term and INBS was to receive 25% from resales. The LTV was 100%. Initial

drawdown, as evidenced by the Summit account, occurred on 8 August 2007.877

4.1049 The Credit Committee meeting on 17 August 2007 recommended the facility for
approval®™®, and it was duly approved at a Board meeting on 30 August 2007.57° In
December 2007 and in April 2008 a three month term extension was sighed by Mr

McMenamin.890

4.1050 This locan was still outstanding in February 2010 with a balance of just under €3.2

million.88! This loan was transferred to NAMA.

4.1051 There were seven Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Statement of affairs (net worth).

{b) Income details.

{c) Bank statements (six months’ current accounts).

{d) Loan statements (personal & business).

{(e) Business plan/proposals.

4.1052 The relevant policy was the 28 February 2007 Commaercial Mortgage Lending Policy.
(See Table included at Appendix 11).

4.1053 The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that any of the documents listed above were sought or obtained from the
borrower. The purpose of this facility was to enable the borrower {o place deposits on
a range of properties and sites in France and, although Mr McCollum advised that he

had received appraisals in respect of each of these properties and that they were

877 Extract from Summit Account No|j || ]lllooc 10: 0.7.120.760616).

578 Minutes of Credit Committee meeting, dated 17 August 2007 (Doc ID: 0.7.120.20598).

79 Minutes of Board meeting, dated 30 August 2008 (Doc ID: 0.7.120.14027).

880 Term Report, signed 3 December 2007 (Doc ID: 0.7.120.11349); Term Report, signed 17 April 2008 (Doc ID:
0.7.120.34052).

881 Extract from Summit Account No || Nl (Doc 1D: 0.7.120.760616).
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satisfactory, none of these were on the file. The security for the loan was unclear and
although there was a note of the borrower’s net worth, there was no assessment nor

documentation supporting the net worth in his personal name.

4.1054 The Inquiry finds that there was a failure to acquire required information from

the borrower with respect to this loan, namely:

(a) Statement of affairs (net worth).

{b) Income details.

{(c) Bank statements {six months’ current accounts).

(d) Loan statements (personal & business).

{e) Business plan/proposals.

Accordingly, the Inquiry finds that SPC 1.3 is proven against INBS.

SPC 2.5: Loans advanced prior to quorate Credit Committee meeting (at which
the loans were approved or recommended) and not in compliance with INBS’s

urgent credit decision approval procedures.

4.1055 The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 19 July 2006 Commercial Credit Committee Terms of Reference. The urgent
credit decision approval procedures were set out in the 19 July 2006 Commercial

Credit Committee Terms of Reference. (See Table included at Appendix 12).

4.1056 The CMO for this loan was dated 30 July 2007.%%2 The date of first drawdown was 8
August 2007.8% The facility was recommended for approval at the Credit Committee

meeting on 17 August 2007.%% The facility was approved at a Board meeting held on
30 August 2007 .88

From an examination of the consolidated loan file, Credit Committee meeting minutes
and Board meeting minutes, there is no evidence that the urgent credit decision
approval procedures as set out in policy were complied with in respect to this additional

facility.

882 Commercial Mortgage Offer, dated 30 July 2007 (Doc ID: 0.7.120.632355).

883 Society Advance Detail, dated 8 August 2007 (Doc ID: 0.7.120.26124).

884 Minutes of Credit Committee meeting, dated 17 August 2007 (Doc ID: 0.7.120.20598).
885 Minutes of Board meeting, dated 30 August 2007 (Doc ID: 0.7.120.14027).
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4.1057 The Inquiry finds that the allegation that this loan was advanced prior to the
Credit Committee meeting and not in compliance with urgent credit decision
approval procedures is supported by the documentation. Accordingly, the

Inquiry finds that SPC 2.5 is proven against INBS.

SPC 2.6: Funds advanced prior to Board approval and not in compliance with

INBS’s urgent credit decision approval procedures.

4.1058 The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 19 July 2006 Commercial Credit Committee Terms of Reference. The urgent
credit decision approval procedures were set out in the Board Resolution September
2002 and the 18 July 2006 Commercial Credit Committee Terms of Reference. (See
Table included at Appendix 12).

4.1059 The Board approved this loan at a meeting held on 30 August 2007. The date of the

first drawdown was 8 August 2007 some 22 days prior to Board approval.®

The Inquiry has examined the consolidated loan file and the Credit Commitiee and
Board meeting minutes and packs. There is no evidence of any urgent credit decision

approval procedures being complied with in respect of this loan.

4.1060 The Inquiry finds that funds were advanced prior to Board approval and not in
compliance with urgent credit decision approval procedures. Accordingly, the

Inquiry finds SPC 2.6 is proven against INBS.
SPC 2.9: Term of the loan extended without appropriate approval.

4.1061 The relevant policies were the 28 February 2007 Commercial Mortgage Lending
Policy, the 27 June 2007 Credit Risk Management Policy and the Moratoria Policy
October 2003. (See Table included at Appendix 12).

The 28 February 2007 Commercial Mortgage Lending Policy and the 27 June 2007
Credit Risk Management Policy applied {o this allegation. These internal policies
required that any variation to a loan had to be considered, approved and minuted by
the Credit Committee and then submitted to the Managing Director for approval. This
loan involved a capital and interest moratorium, and so the Moratoria Policy October

2003%7 also applied. Under this policy variations to moratorium accounts could only

886 Society Advance Detail, dated 8 August 2007 (Doc ID: 0.7.120.26124).
887 The Moratoria Policy October 2003 was incorporated in the Commercial Mortgage Lending Policy approved
by the Board on 28 February 2007.
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be amended with the written approval of either the Managing Director, all members of
the Credit Committee, or any two of the following: commercial lending manager;

mortgage administration manager; or senior commercial lender.

4.1062 The CLA and CMO for this loan identified a three month term with a capital and interest
moratorium for the term.®® The Summit account showed that this loan continued
beyond the expected expiry date of 31 October 2007.8° As of February 2010 this
account was still active and there was an outstanding balance of just under £3.2

million.

In addition, Term Reports signed by the senior commercial lender in Dublin extended
the loan in December 2007 and April 2008.8%°

There is no evidence from the consolidated loan file, the Credit Commitiee meeting
minutes and packs or the Board meeting minutes and packs that any approval was

sought or acquired for this extension.

4.1063 The Inquiry finds that the allegation that the term of this loan was extended
without appropriate approval is supported by the documentation. Accordingly,

the Inquiry finds that SPC 2.9 is proven as against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

4.1064 The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
The urgent credit decision approval procedures were set out in the Board Resolution
September 2002 and the 19 July 2006 Commercial Credit Committee Terms of
Reference. (See Table included at Appendix 12).

4.1065 The CMO for this loan was dated 30 July 2007 and was signed on 31 July 2007.8%
The facility was recommended for approval at the Credit Committee meeting on 17
August 2007.%%2 The facility was approved at a Board meeting held on 30 August
2007.89%

888 Commercial Loan Application, dated 1 August 2007 (Doc I1D: 0.7.120.43594); Commercial Mortgage Offer,

dated 30 July 2007 (Doc 1D: 0.7.120.632355).

889 Extract from Summit Account No i(Doc ID: 0.7.120.760616).

890 Term Report, dated 3 December 2007 (Doc I1D: 0.7.120.11349); Term Report, dated 17 April 2008 (Doc ID:
0.7.120.34052).

891 Commercial Mortgage Offer, dated 30 July 2007 (Doc ID: 0.7.120.632355).

892 Minutes of Credit Committee meeting, dated 17 August 2007 (Doc ID: 0.7.120.20598).

893 Minutes of Board meeting, dated 30 August 2007 (Doc ID: 0.7.120.14027).
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The Inquiry has examined the consolidated loan file and the Credit Committee and
Board meeting minutes and packs. There is no evidence of any urgent credit decision

approval procedures being complied with in respect to this loan.

4.1066 The Inquiry finds that the CMO was issued prior to appropriate recommendation
for approval and/or approval and not in compliance with urgent credit decision
approval procedures. Accordingly, the Inquiry finds that SPC 2.13 is proven
against INBS.

SPC 3.1: Loans were unsecured.

4.1067 The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 13).

4.1068 The security specified in the CMO was a first legal mortgage over all the properties
when purchased and such other security as INBS may require.?* The security in the
CLA was worded differently. It referred to a charge over the borrower’s interest in the

contract to purchase the properties.®®

The CMO was the form of words that bound both the borrower and INBS. As that
document specified that the loan was to be secured on property that had yet {o be

secured, it follows that the loan was unsecured at drawdown.

4.1069 The Inquiry finds that this loan was unsecured and, accordingly, that SPC 3.1is

proven as against INBS.

SPC 4.1: Commercial lenders did not monitor loans during the term of the loan

to the end of the Review Period.

4.1070 The relevant policies were the 28 February 2007 Commercial Mortgage Lending
Policy, the December 2007 Commercial Mortgage Lending Policy and the 21 April
2008 Commercial Mortgage Lending Policy. (See Table included at Appendix 14).

4.1071 The Inquiry examined the activity on file in respect of this facility. Deposits were
disbursed by the borrower in respect of three of the five properties and these loans
were repaid and a specific loan account was set up for each of these transactions. One

transaction did not proceed and the deposit monies remained outstanding.

8% Commercial Mortgage Offer, dated 30 July 2007 (Doc ID: 0.7.120.632355).
895 Commercial Loan Application, dated 1 August 2007 (Doc ID: 0.7.120.43594).
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In addition to the above, an additional €1.5 million (which was the subject of an internal
memorandum between Mr McCollum and Mr Fingleton) was advanced to the borrower
to meet urgent creditor payments in respect of the loan account for_

-(addressed at paragraph 4.1107 et seq. below). This remained outstanding as
at February 2010.5%

The Inquiry does not believe that there was no monitoring of this loan. The activity on
the account would suggest that there was regular contact with the borrower in relation

to the various projects.

4.1072 The Inquiry finds that the allegation that commercial lenders did not monitor
loans during the term of the loan to the end of the Review Period is not supported
by the evidence in the loan file. Accordingly, the Inquiry finds SPC 4.1 is not

proven as against INBS.

sorrower: [ NN
Loan Account:_

Background to loan

4.1073 By letter dated 10 January 2008, the borrower requested a loan of €2.75 million to
finance the acquisition of a site near |||l France.®” He already owned the
adjoining site that he had purchased with loan support from INBS. He intended to apply
for planning for a hotel, casino and residential units on the site. He needed to acquire
this adjoining site as it now appeared that the original site could not be properly

developed without it.

4.1074 The two sites need {o be viewed together. The original site was valued at €7 million
and the subject adjoining site was valued at €4.5 million. By internal memorandum
dated 20 February 2008 from Mr McCollum to Mr Fingleton, approval to proceed was
requested.®¥® Mr McCollum confirmed that it was not the intention to develop the site
but to progress the planning and sell it on. Mr Fingleton instructed Mr McMenamin to
process the application noting that “we have no option but to acquire this land for the

completion of the site for planning and development” 8%

8% Extract from Summit Account No Il Ooc 1D: 0.7.120.760616).

897 | etter from ||l to Gary McCollum, dated 10 January 2008 (Doc ID: 0.7.120.42133).

5% Internal memorandum from Gary McCollum to Michael Fingleton, dated 20 February 2008 (Doc ID:
0.7.120.27404).

899 nternal memorandum from Gary McCollum to Michael Fingleton, dated 20 February 2008, in handwriting
{Doc ID: 0.7.120.27404).
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4,1075 A CLA was prepared on 22 February 2008.%% |t provided for a 12 month term with a
full capital and interest moratorium. The LTV was 61% and INBS were entitled to a
25% profit share upon resale. It was approved by the Credit Committee on 21 February
2008%1, the day before the CLA was apparently drawn up. A CMO was issued on 25
February 2008 on terms set out in the CLA.%%?

Drawdown also occurred on 25 February 2008.°® The loan was noted at the Board
meeting on 10 March 2008.%% This loan remained outstanding in February 2010 with

a balance of almost €2.582 million.®% This loan was transferred to NAMA.

4.1076 There were two Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 L.oan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
{a) Business plan/proposals.
(b) Forecast cash flow analysis.

4.1077 The relevant policy was the December 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

4.1078 The two sites underpinning the_loans need to be viewed

together. The plan was to apply for permission for a hotel, casino and residential units
on the combined site and then sell them on, and it was envisaged that it would be
achieved within 12 months. That was the proposition that INBS accepted. In those
circumstances, a valuation that offered INBS a degree of comfort in terms of LTV,
which was stated in the CLA {o be 61%, was adequate in terms of ascertaining the
borrower's capacity to repay the loan.®*® There was no cash flow analysis on file but
the Inquiry believes that such an analysis would not have added to the information

required by INBS to advance this facility.

%00 Commercial Loan Application, dated 22 February 2008 (Doc ID: 0.7.120.35317).

%01 Minutes of Credit Committee meeting, dated 21 February 2008 (Doc I1D: 0.7.120.36169).

902 Commercial Mortgage Offer, dated 25 February 2008 (Doc ID: 0.7.120.895047).

903 Sterling Commercial Advance Static Sheet, dated 25 February 2008 (Doc ID: 0.7.120.41677).

904 Minutes of Board meeting, dated 10 March 2008 (Doc ID: 0.7.120.40486).

%05 Extract from Summit Account No || Nl (Doc 1D: 0.7.120.760630).

906 \aluation of Property, dated October 2007, page 4 et seq. of bundle of documents (Doc ID: 0.7.120.431804).
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4.1079 The Inquiry finds that a business plan was acquired in respect of this loan and
that, accordingly, SPC 1.3 is not proven as against INBS. The Inquiry finds that
a forecast cash flow analysis was not required in respect of this loan and that,

accordingly, SPC 1.3 is not proven as against INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

4.1080 The relevant policies were the 27 June 2007 Credit Risk Management Policy and the
December 2007 Commercial Mortgage Lending Policy. (See Table included at
Appendix 13).

4.1081 The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of [ G \<ither the CLA nor the CMO®® make any reference to a
personal guarantee from the directors of_ The security identified

in these documents make no reference to personal guarantees.

4.1082 The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

Loan Account:_

Background fo loan

4.1083 On 28 June 2007, the borrower wrote to Mr McCollum seeking support for the purchase

of a 9,000 square metre site in _for €7 million including fees and
costs. The site was close to _ and the cities

of Nice and Cannes. The plan was to seek planning permission for a top quality 160
room hotel and to sell on with planning, rather than develop.®®® INBS was provided with

a valuation of €7 million dated 28 June 2007 together with a sketch plan of the hotel %1°

907 Commercial Loan Application, dated 22 February 2008 (Doc ID: 0.7.120.35317).

908 Commercial Mortgage Offer, dated 25 February 2008 (Doc ID: 0.7.120.895047).

%9 | etter from ﬂto Gary McCollum, INBS, dated 28 June 2007 (Doc ID: 0.7.120.921900).

10 Francois Odet Valuation Report, dated 28 June 2007 (Doc ID: 0.7.120.5125); Development Plan, undated
{(Doc ID: 0.7.120.44594).
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On 11 December 2007, the full amount of €7 million was remitted to INBS’s French
lawyer.®"" On 12 December 2007, the CMO for €7 million was issued for a 12 month

term on a capital and interest moratorium basis.®'?

4.1084 An internal memorandum setting out details of the proposal and seeking approval {o
proceed was sent by Mr McCollum to Mr Fingleton on 23 January 2008.°"® The CLA,
dated 24 January 2008, provided for a loan of €7 million for a 12 month term and a full
capital and interest moratorium. The LTV was 100% of current value and INBS was
entitled to 25% of profits. The CLA was signed by Mr McMenamin and Mr Fingleton.®"

The loan was noted at a Board meeting on 18 February 2008%'°, and was approved at

a Credit Committee meeting on 24 February 2008.91¢

4.1085 This loan remained outstanding as at 11 December 2003 with a balance of over €7.78

million.®'” This loan was fransferred to NAMA.

4.1086 There were seven Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 L.oan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.2: CLA not prepared in advance of funds being drawn down.

4.1087 The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

4.1088 The date of the CLA was 24 January 2008°'%, while the date of the first drawdown was

over a month prior to that, on 11 December 2007.9'°

4.1089 The Inquiry finds that the CLA was not prepared in advance of funds being drawn
down and, accordingly, finds that SPC 1.2 is proven as against INBS.

911 Drawdown documents and Sterling Commercial Advance Static Sheet, dated 11 December 2007 (Doc ID:
0.7.120.432655).

912 Commercial Mortgage Offer, dated 12 December 2007 (Doc ID: 0.7.120.431729).

913 Internal memorandum from Gary McCollum to Michael Fingleton, dated 23 January 2008 (Doc ID:
0.7.120.22428).

14 Commercial Loan Application, dated 24 January 2008 (Doc ID: 0.7.120.28730).

15 Minutes of Board meeting, dated 18 February 2008 (Doc ID: 0.7.120.5941).

916 Minutes of Credit Committee meeting, dated 24 January 2008 (Doc ID: 0.7.120.44255).

917 Extract from Summit Account Noh(Doc ID: 0.7.120.760589).

918 Commercial Loan Application, dated 24 January 2008 (Doc ID: 0.7.120.28730).

1% Drawdown documents and Sterling Commercial Advance Static Sheet, dated 11 December 2007 (Doc ID:
0.7.120.432655).
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SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
{a) Three years’ audited accounts.

(b) Business plan/proposals.

{c) Forecast cash flow analysis.

4.1090 The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

4.1091_was a SPV set up for this transaction and therefore, while a

review of the file did not reveal a document evidencing its date of incorporation, it would
not be unreasonable to assume that three years’ accounts would not have been
available. A search should have been carried out to ensure that no unreported liabilities
existed against the company and to establish whether one or more years’ accounts
were available. In the absence of a definite incorporation date, the Inquiry does not

believe an adverse finding would be merited in this case.

4.1092 The proposal put forward by the borrower was that it intended to apply for planning
permission for a 160 room top quality hotel on the site, that it felt this would be
forthcoming and that it could be turned over in 12 months. INBS accepted this
proposition and approved the loan. In these circumstances, a valuation confirming the
value of the site that allows for a margin of comfort to the lender can be regarded as
an adequate business plan. In this case the valuation was the same as the amount of
the loan: €7 million.*?° There was a capital and interest moratorium on this loan and
any profit was speculative and based on achieving planning permission. The Inquiry
does not believe that the valuation constituted a business plan or cash flow analysis

with respect to this advance.

4.1093 The Inquiry finds that three years’ audited accounts or less may not have been

available. Accordingly, it finds that SPC 1.3 is not proven as against INBS.

The Inquiry finds that the allegation in respect of a business plan or proposal
and cash flow analysis is supported by the documentation. Accordingly, the

Inquiry finds that both of those aspects of SPC 1.3 are proven as against INBS.

920 Valuation Report, dated 28 June 2007 (Doc 1D: 0.7.120.5125); Development Plan, undated (Doc ID:
0.7.120.44594).
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SPC 2.3: Funds advanced without Board approval (as required) and without

compliance with INBS’s urgent credit decision approval procedures.

4.1094 The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy
and the 19 July 2006 Commercial Credit Committee Terms of Reference. The urgent
credit decision approval procedures were set out in the Board Resolution September
2002 and the 19 July 2006 Commercial Credit Committee Terms of Reference. (See
Table included at Appendix 12).

4.1095 The drawdown on this loan was on 11 December 2007°', which predated the new
Credit Committee Terms of Reference which were approved by the Board on 17
December 2007. Therefore at that date the loan would have required Board approval.
The Board approval in respect of this loan issued in February 2008.°%? There was a
failure to adhere o urgent credit decision approval procedures and this is dealt with in

the context of the Credit Committee below.

4.1096 The Inquiry finds that funds were advanced where Board approval was not
obtained and without compliance with INBS’s urgent credit decision approval
procedures. Accordingly, the Inquiry finds that SPC 2.3 is proven as against
INBS.

SPC 2.5: Loans advanced prior to quorate Credit Committee meeting (at which
the loans were approved or recommended) and not in compliance with INBS’s

urgent credit decision approval procedures.

4.1097 The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 19 July 2006 Commercial Credit Committee Terms of Reference. The urgent
credit decision approval procedures were set out in the 19 July 2006 Commercial

Credit Committee Terms of Reference. (See Table included at Appendix 12).

4.1098 The CMO for this loan was dated 12 December 2007.°%® The date of first drawdown
was 11 December 20074, and was approved by the Credit Committee on 24 January
2008.9%

%21 Drawdown documents and Sterling Commercial Advance Static Sheet, dated 11 December 2007 (Doc ID:
0.7.120.432655).

922 Minutes of Board meeting, dated 18 February 2008 (Doc ID: 0.7.120.5941).

923 Commercial Mortgage Offer, dated 12 December 2007 (Doc ID: 0.7.120.431729).

924 Drawdown documents and Sterling Commercial Advance Static Sheet, dated 11 December 2007 (Doc ID:
0.7.120.432655).

925 Minutes of Credit Committee meeting, dated 24 January 2008 (Doc ID: 0.7.120.44255).
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From an examination of the consolidated loan file and Credit Committee meeting
minutes, there is no evidence that the urgent credit decision approval procedures as

setf out in policy were complied with in respect to this additional facility.

4.1099 The Inquiry finds that the allegation that this loan was advanced prior to the
Credit Committee meeting and not in compliance with urgent credit decision
approval procedures is supported by the documentation. Accordingly, the

Inquiry finds that SPC 2.5 is proven as against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

4.1100 The relevant policy was the 28 February 2007 Commercial Morigage Lending Policy.
The urgent credit decision approval procedures were set out in the Board Resolution
September 2002 and the 19 July 2006 Commercial Credit Committee Terms of
Reference. (See Table included at Appendix 12).

4.1101 The CMO for this loan was dated 12 December 2007°%, and the loan was approved at

a Credit Committee meeting on 24 January 2008.%%"

The Inquiry has examined the consolidated loan file and there is no evidence of any

urgent credit decision approval procedures being complied with in respect of this loan.

4.1102 The Inquiry finds that the CMO was issued prior to appropriate approval and not
in compliance with urgent credit decision approval procedures. Accordingly, the

Inquiry finds that SPC 2.13 is proven as against INBS.

SPC 2.15: Funds were advanced prior to CMO being signed and issued by INBS

and signed by borrower.

4.1103 This allegation was against INBS only and so it was not opened during the SPC 1t0 4

Loan Hearings. Accordingly, this allegation was not considered by the Inquiry.

926 Commercial Mortgage Offer, dated 12 December 2007 (Doc ID: 0.7.120.431729).
927 Minutes of Credit Committee meeting, dated 24 January 2008 (Doc ID: 0.7.120.44255).
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SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

4.1104 The relevant policies were the 28 February 2007 Commercial Morigage Lending Policy
and the 27 June 2007 Credit Risk Management Policy. (See Table included at
Appendix 13).

These policies both stated that personal guarantees should be acquired where the

borrower was a private company.

4.1105 The Inquiry has examined the consolidated loan file for this loan and there is no

evidence that a personal guarantee was either sought or obtained from the directors

of I

Neither the CLA nor the CMO made any reference to a personal guarantee from any
of the identified directors of the borrowing company.®?® The identified security in both

documents did not include any reference tc a personal guarantee.

4.1106 The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

Borrower: [
_Loans 1, 2and 3

Loan 1, 2 and 3 - background fo loans

4.1107 These three loans relate to the purchase of a property in _, France. The first
loan was for €25 million and according to the CLA was to enable the purchase of the
land and the construction of apartments. The second loan was also for €25 million for
the same purpose. The third loan was for €1.25 million and was to pay construction

and other costs.

41108 In a letter to Mr McCollum dated 4 December 2006°%°, the borrower outlined the
proposed purchase of a site in ||l in France. He requested a loan of €50

928 Commercial Loan Application, dated 24 January 2008 (Doc ID: 0.7.120.28730); Commercial Mortgage Offer,

dated 12 December 2007 (Doc ID: 0.7.120.431729).
929 | etter from to Gary McCollum, dated 4 December 2006 (Doc ID: 0.7.120.27557).
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million and enclosed a valuation and an appraisal. He required €25 million in the next

few weeks and he set out a schedule of when further monies would be required.

4.1109 In an internal memorandum from Mr McCollum to Mr Fingleton dated 14 September
2006%°, Mr McCollum outlined the proposal to purchase the site and to apply for
amended planning permission to build apartments and a hotel. It was proposed that
off-plans sales could commence immediately, and that the apartmenis would be
completed by December 2008 and the hotel by December 2008. It was proposed to
finance initial construction costs from the deposit monies and then to refinance with
another lender, with INBS remaining entitled to its profit share of 25%. The loan
requested was €50 million and this was later divided into Loan 1 and Loan 2 for

revenue purposes. Mr McCollum confirmed that he had a satisfactory valuation.

The valuation dated November 2006 estimated the current value of the property at €80

million.%!

Mr Fingleton signed his approval of the loan on the internal memorandum, and a CLA
was prepared dated 9 January 2007.%%2 The loan was for €50 million and the term was
36 months with a capital and interest moratorium. The LTV was 63% and the security
was a fixed and floating charge over the property the subject matter of the loan. The
loan was recommended by the Credit Committee on 17 January 20072, and was

approved by the Board on 23 January 2007.%

4.1110 The CMO that issued on 22 January 2007 was for €25 million and was signed by the
borrower on that date.®*® The second half of this facility was dealt with in a separate
CMO dated 24 July 2007 and was also for €25 million.®*¢

The stated purpose of each CMO was different. The first loan was {o provide funds to
repay the former shareholder current account in _, held by
another bank to a total of over €12.5 million. It was also to repay a loan and repay a
guarantee deposit of over €7.5 million held by the borrower in a different bank. It was
also to provide funds to pay fees and expenses incurred by the borrower in connection

with the loan facilities. Finally, the CMO stated that the purpose of the loan was “...fo

930 [nternal Memorandum from Gary McCollum to Michael Fingleton, dated 14 September 2006 (Doc ID:
0.7.120.36307).

931 Property Valuation, dated 24 November 2006 (Doc ID: 0.7.120.925198).

932 Commercial Loan Application, dated 9 January 2007 (Doc ID: 0.7.120.19615).

933 Minutes of Credit Committee meeting, dated 17 January 2007 (Doc ID: 0.7.120.14704).

934 Minutes of Board meeting, dated 23 January 2007 (Doc I1D: 0.7.120.29587).

935 Commercial Mortgage Offer, dated 22 January 2007 (Dec ID: 0.7.120.894845).

936 Additional Commercial Mortgage Offer, dated 24 July 2007 (Doc ID: 0.7.120.894816).
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facilitate certain construction work to be performed on properties owned by the

Borrower” %%
The property in || v2s not mentioned at all in the first CMO.

4.1111 The purpose of the second CMO was stated to be to provide funds for the purchase of
the || lfloroperty and to provide for construction and related costs.®

4.1112 The background to the third loan was set out in an internal memorandum from Mr
McCollum to Mr Fingleton dated 2 September 2008. He said that the site had been
cleared and a number of apartments pre-sold. He added, “The Contractor is now
considering moving off-site unless a payment of €2,500,000 is received... -has
requested that the Society fund 50% of these costs with the balance being funded by

himself’ 9%

That led to a CLA for €1.25 million dated 10 September 2008.%4 It was for a 22 month
term and it had a capital and interest moratorium. The purpose of the loan was stated
to be to fund construction works on a short term basis until an insurance company
guarantee was in place. The CMO was issued on 17 September 2008 and was signed

by the borrower on the same date.®*

4.1113 There were seven Loan Specific Allegations advanced in respect of the three loans to
this borrower. Full details of these Loan Specific Allegations are set out below under
each loan, and are also included in the Table of SPC 1 to 4 Loan Specific Allegations

and Findings at Appendix 7 hereto.
Loan 1

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposal.

4.1114 The relevant policy identified in the Investigation Report was the 9 November 2004

937 Commercial Mortgage Offer, dated 22 January 2007 (Doc ID: 0.7.120.894845).

938 Additional Commercial Mortgage Offer, dated 24 July 2007 (Doc ID: 0.7.120.894816).

939 Internal memorandum from Gary McCollum to Michael Fingleton, dated 2 September 2008 (Doc ID:
0.7.120.33820).

940 Additional Commercial Loan Application, dated 10 September 2008 (Doc ID: 0.7.120.5679).

941 Additional Commercial Mortgage Offer, dated 17 September (Doc ID: 0.7.120.149016-000002).
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Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

4.1115 The relevant policy was the April 2003 Credit Risk Policy. The urgent credit decision
approval procedures were set out in the Board Resolution September 2002. (See
Table included at Appendix 12).

4.1116 The Credit Committee recommended this loan on 17 January 2007%2, and it received
Board approval on 23 January 2007.%** The CMO was dated 22 January 2007°*, and

the initial drawdown of the loan occurred on 19 January 2007.94°

From an examination of the loan files and Credit Commitiee and Board meeting
minutes, there is no evidence that the urgent credit decision approval procedures as

set out in internal policy were complied with.

4.1117 The Inquiry finds that the CMO for this loan was advanced prior to appropriate
approval and not in compliance with urgent credit decision approval
procedures. Accordingly, the Inquiry finds that SPC 2.13 is proven as against
INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

4.1118 The relevant policies identified in the Investigation Report were the UK Version of the
April 2003 Credit Risk Policy (see Table included at Appendix 13) and the 9 November

2004 Commercial Lending Criteria.

942 Minutes of Credit Committee meeting, dated 17 January 2007 (Doc ID: 0.7.120.14704).
943 Minutes of Board meeting, dated 23 January 2007 (Doc I1D: 0.7.120.29587).

944 Commercial Mortgage Offer, dated 22 January 2007 (Doc ID: 0.7.120.894845).
945 Extract from Summit Account No (Doc ID: 0.7.120.760568); Internal Memorandum

from Gary McColium to David Murray, dated 19 January 2007 (Doc ID: 0.7.120.894589).
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The Inquiry has determined that the 9 November 2004 Commercial L.ending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007.

The UK Version of the April 2003 Credit Risk Policy did apply to this allegation. The
UK Version of the April 2003 Credit Risk Policy stated that personal guarantees should

be acquired where the borrower was a private company.

4.1119 The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of G \:ither the CLA nor the CMO make any reference to a
personal guarantee from any of the identified directors of the borrowing company.®4¢
The identified security does not refer to a personal guarantee. The Credit Committee

or Board meeting minutes similarly do not refer to a personal guarantee from directors.

4.1120 The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.
Loan 2

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:

(a) Business plan/proposals.

946 Commercial Loan Application, dated 9 January 2007 (Doc ID: 0.7.120.19615); Commercial Mortgage Offer,
dated 22 January 2007 (Doc ID: 0.7.120.894845).
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4.1121 The relevant policy was the 28 February 2007 Commercial Morigage Lending Policy.
(See Table included at Appendix 11).

4.1122 This loan was the second part of the €50 million facility outlined in Loan 1, and the
relevant CMO was dated 24 July 2007.%4 As already stated, the purpose of this loan
was stated to be the purchase of the property in _ The documents referred
to and included with the borrower’s letter of 4 December 2006 were examined by the
Inquiry to see if they could constitute a business plan or proposal for this loan.**® It was
intended that this development would ultimately be sold but that would not occur for at

least three years.

4.1123 The valuation was dated 24 November 2006°° and it provided a floor space analysis
of each of the various sections of the property. It outlined prices achieved for other

properties in the area and valued the property in its current state at €80 million.

The other document enclosed with the letter of 4 December 2006, was a Development
Appraisal prepared by DTZ.%° This also analysed the square footage and the costs of
acquiring the site and completing the construction work. Although it does not contain
all of the detail that would be expected of a business plan or proposal, given the
complexity of the proposed construction, the Inquiry is of the view that, on balance,

these documents constitute an adequate business plan or proposal.

4.1124 The Inquiry finds that the allegation that there was a failure to acquire required
information, namely a business plan or proposal, is not supported by the
documentation. Accordingly, the Inquiry finds that SPC 1.3 is not proven against
INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

4.1125 The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 27 June 2007 Credit Risk Management Policy. (See Table included at
Appendix 13).

947 Additional Commercial Mortgage Offer, dated 24 July 2007 (Doc ID: 0.7.120.894816).

948 | etter from | to Gary McCollum, dated 4 December 2006 (Doc ID: 0.7.120.27557).
949 Property Valuation, dated 24 November 2006 (Doc ID: 0.7.120.925198).

950 DTZ Development Appraisal (Doc 1D: 0.7.120.919446).
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These policies both stated that personal guarantees should be acquired where the

borrower was a private company.

4.1126 The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of _ Neither the CLA nor the CMO make any reference to a
personal guarantee from any of the identified directors of the borrowing company.®’
The identified security does not refer to a personal guarantee. The Credit Committee
or Board meeting minutes similarly do not refer to a personal guarantee from

directors.%?

4.1127 The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. In relation to Mr Purcell’s participation, it is noted that the allegation
was not put to Mr Purcell during the oral hearings. He was informed of it by letter
dated 2 March 2021°2 and given an opportunity to respond. No response was
received from Mr Purcell and, in circumstances where Mr Purcell was informed
of the allegation, the Inquiry is of the view that it is appropriate to make a finding

in respect of Mr Purcell’s participation.

The Inquiry notes from the Board meeting minutes that Mr Purcell attended the
Board meeting at which this loan was authorised and therefore knew or ought
to have known that there was no guarantee indicated in the CLA. The Inquiry
finds that Mr Purcell’s attendance at the Board meetings and his role as a Board
member in approving this loan, did amount to participation in the authorisation
of this loan without a personal guarantee from the corporate borrower. The
Inquiry will have regard to this loan specific participation finding against Mr
Purcell in Chapter 7, when considering the broader allegation of participation by
Mr Purcell in SPC 3.

951 Additional Commercial Mortgage Offer, dated 24 July 2007 (Doc ID: 0.7.120.894816); Commercial Loan
Application, dated 9 January 2007 (Doc ID: 0.7.120.19615).

952 Minutes of Credit Committee meeting, dated 17 January 2007 (Doc ID: 0.7.120.14704); Minutes of Board
meeting, dated 23 January 2007 (Doc ID: 0.7.120.29587).

953 | etter from RDU to Mr Purcell, dated 2 March 2021 (Doc ID: RDU_REL561-000000001).
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Loan 3

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Three years’ audited accounts.

4.1128 The relevant policy was the 21 April 2008 Commercial Mortgage Lending Policy. (See
Table included at Appendix 11).

4.1129 This loan for €1.25 million is outlined above. The CMO was issued on 17 September
2008.% |GG ccare involved with the [ oroject in
January 2007 so there would not have been three years’ audited accounts in relation
to that transaction. The Consolidated Table in respect of this allegation stated in a

footnote:

“Or, for newly incorporated companies where three years audited accounts
were not available at the time of loan application, the number of years of
audited accounts that would have been available at the time of loan application

(ie one or two years)” .5

On this basis, SPC 1.3 was advanced in respect of borrower companies that were less
than three years old. However, the Inquiry has seen no basis in policy for this
approach. The relevant policies all refer to “Three years audited accounts” and there

is no provision for requiring accounts for a shorter period.

4.1130 The Inquiry finds that the allegation that there was a failure to acquire required
information, namely three years’ audited accounts is not supported by the
documentation. Accordingly, the Inquiry finds that SPC 1.3 is not proven against
INBS.

SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

4.1131 The relevant policies were the 27 June 2007 Credit Risk Management Policy and the
21 April 2008 Commercial Mortgage Lending Policy. (See Table included at Appendix
13).

954 Additional Commercial Mortgage Offer, dated 17 September 2008 (Doc 1D: 0.7.120.149016-000002).
985 Consolidated Table C1.3 page vii, foctnote 2 (Doc ID: RDU_REL1600-00000041).
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These policies both stated that personal guarantees should be acquired where the

borrower was a private company.

4.1132 The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of _ Neither the CLA nor the CMO made any reference o a
personal guarantee from any of the identified directors of the borrowing company.®®
The identified security did not refer {o a personal guarantee. The Credit Committee or
Board meeting minutes similarly did not refer to a personal guarantee from the

directors.®’

4.1133 The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

Although Mr Purcell attended the Board meeting at which this loan was referred
to, no Loan Specific Allegation of participation was made against him in the

Investigation Report and, therefore, no finding is made in respect of this loan

customeR 3 EGEGEG

sorrower: [
Loan Account: _

Background to loan

4.1134 As outlined in an internal memorandum from Mr McCollum to Michael Fingleton dated
23 May 2007%%8, this loan was made available by INBS in 2007 in the amount of £245
million for a term of one year. The CLA was signed by the INBS commercial lending
team on 23 May 2007.%*° The purpose of the loan was to provide finance to assist with
the purchase and development of planning for 150,000 square feet of residential

accommodation at_ London. The CLA provided for a

one year term with a capital and interest moratorium for the term. The LTV was stated

956 Commercial Loan Application, dated 10 September 2008 (Doc ID: 0.7.120.5679); Additional Commercial
Mortgage Offer, dated 17 September 2008 (Doc ID: 0.7.120.149016-000002).

957 Minutes of Credit Committee meeting, dated 15 September 2008 (Doc ID: 0.7.120.20327); Minutes of Board
meeting, dated 15 September 2008 (Doc 1D: 0.7.120.8227).

938 [nternal memorandum from Gary McCollum to Michael Fingleton, dated 23 May 2007 (Doc ID:
0.7.120.26417).

989 Commercial Loan Application, dated 23 May 2007 {Doc I1D: 0.7.120.15882).
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{o be 92% based on the current market value and INBS was to be entitled to a 30%

share in profits.

4.1135 A certificate of value for the property was provided to Mr McCollum by Savills on 21
April 2007, confirming the value of the leasehold interest in the property as £265
million.*®° The facility was recommended for approval at the Credit Committee meeting
on 22 May 2007%" and was duly approved at the Board meeting on 24 May 2007.%2

The CMO dated 30 May 2007 was sighed by Mr McCollum on behalf of INBS and by

the borrower on the same day.®®® The loan was first drawn down on 4 June 2007.%9%

4.1136 The Summit account for this loan shows that it was still accruing interest as of 4
December 2009, at which time there was an ouistanding balance of just under £285.3

million.?6®
This loan was transferred to NAMA.

4.1137 There were seven Loan Specific Allegations advanced in respect of the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Forecast cash flow analysis.

4.1138 The relevant policy was the 28 February 2007 Commercial Mortgage L.ending Policy.
(See Table included at Appendix 11).

4.1139 The Inquiry has examined the valuation in this case and it does provide an estimated
value of £265 million. It does not, however, offer any information on how or when the
proposed development would take place. There is nothing resembling a forecast cash
flow analysis in the loan file for this loan and no evidence that one was ever sought by

the commercial lenders.

960 Savills Valuation, dated 21 April 2007 (Doc 1D: 0.7.120.6991).

9%1 Minutes of Credit Committee meeting, dated 22 May 2007 (Doc I1D: 0.7.120.17262).
92 Minutes of Board meeting, dated 24 May 2007 (Doc ID: 0.7.120.35711).

963 Commercial Mortgage Offer, dated 30 May 2007 (Doc ID: 0.7.120.37467).

94 Society Advance Detail, dated 4 June 2007 (Doc ID: 0.7.120.10729).

%5 summit Account No. [l (0cc 10: 0.7.120.760565),
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4.1140 The Inquiry finds that the allegation that there was a failure to acquire required
information from the borrower, namely a forecast cash flow analysis, is
supported by the documentation and, accordingly, finds that SPC 1.3 is proven
against INBS.

SPC 1.4: Credit grades were not assigned to commercial loans.

4.1141 The relevant policies were the 2006 Impairment Provisioning Policy and the 2006
Notes on the Implementation of Impairment Provisioning Policy. (See Table included

at Appendix 11).

4.1142 In his submissions to the Inquiry, Mr Purcell stated that the Impairment Provisioning
Policy did not create new policy with regard to credit grades. The Inquiry agrees with
this assertion and therefore no finding is made against INBS in respect of this
allegation. The assigning of credit grades during the loan approval process is dealt
with at Chapter 5 of this Findings Report (see paragraph 5.197 et seq.). That part of
the Findings Report outlines Mr Purcell’s submissions on this point and the reasoning
for the Inquiry’s finding that a failure to assign a credit grade at the loan approval stage

was not a breach of INBS internal policy.

4.1143 A loan specific participation allegation in respect of this loan was advanced against Mr
Purcell. He was alleged to have participated in this contravention as the loan had been
presented to the Board for approval and the absence of the credit grade would have
been obvious from the CLA presented. However, as no finding is made against INBS
in respect of this allegation, it follows that no finding of participation can be made

against Mr Purcell.
SPC 2.9: Term of the loan extended without appropriate approval.

4.1144 The relevant policies were the 21 April 2008 Commercial Mortgage L.ending Policy and
the Moratoria Policy 21 April 2008. (See Table included at Appendix 12).

4.1145 The CLA provided for a one year term which terminated on 3 June 2008.%%¢ The

Summit account showed that this loan was still accruing interest in December 2009.%7

There is a document on the loan file entitled “Term Extension Subject to Interest being

Serviced by Borrower’ °*%® which was undated but which referred to a valuation of

986 Commercial Loan Application, dated 23 May 2007 (Doc ID: 0.7.120.15882).
%7 Summit Account No {Doc ID: 0.7.120.760565).
%8 Term Extension document, undated (Doc 1D: AD-0.7.120.765798).
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February 2009, so the document had to postdate that date. That document sought a

twelve month extension on this facility.

The 21 April 2008 Commercial Mortgage Lending Policy applied and it stated that no
individual staff member was authorised to vary conditions of a loan approved by the
Credit Committee. Any variation was to be considered, approved and minuted by the
Credit Commitiee. As this loan had an interest and capital moratorium, the Moratoria
Policy 21 April 2008 also applied and it stated variations to moratorium accounts could
only be amended with the written approval of either all members of the Credit
Committee, or any two of the following: managing director; commercial lending

manager; or mortgage administration manager.

4.1146 The Inquiry has examined the Credit Committee meeting minutes and can see no
evidence that the term extension for this loan was approved by the Credit Committee.

There is no term extension approval in the consolidated loan file for this loan.

4.1147 The Inquiry finds that the term of this loan was extended without appropriate
approval. Accordingly, it finds that SPC 2.9 is proven against INBS.

SPC 2.16: CMO not appropriately signed by INBS.

4.1148 The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 12).

4.1149 The CMO dated 30 May 2007 was signed by Mr McCollum and by two directors of the
borrowing company.®® The relevant INBS policy, however, stated: “All commercial
loan offers are to be signed by two members of the commercial lending department
one of whom must be either the Commercial Lending Manager or Senior Commercial

Lender’ 970

4.1150 The underwriting commercial lender and the commercial lending manager were both
Mr McCollum but the CMO should have been signed by another commercial lender in

compliance with policy.

4.1151 The Inquiry finds that the CMO was not appropriately signed by INBS and,
accordingly, that SPC 2.16 is proven against INBS.

969 Commercial Mortgage Offer, dated 30 May 2007 (Doc ID: 0.7.120.37467).
970 28 February 2007 Commercial Mortgage Lending Policy, page 10 (Doc I1D: 0.7.120.27792).
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SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

4.1152 The relevant policy was the 28 February 2007 Commercial Mortgage Lending. (See
Table included at Appendix 13).

This policy stated that personal guarantees should be acquired where the borrower

was a private company.

4.1153 The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of_ Neither the CLA nor the CMO made any reference to
a personal guarantee from any of the identified directors of the borrowing company,
and the identified security did not refer to such a guarantee. Similarly, neither the Credit
Committee nor Board meeting minutes®' referred to a personal guarantee from

directors.

4.1154 The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, finds that SPC 3.2 is proven as against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate
borrower. The Inquiry will have regard to this loan specific participation finding
against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

971 Minutes of Credit Committee meeting, dated 22 May 2007 (Doc ID: 0.7.120.17262); Minutes of Board
meeting, dated 24 May 2007 (Doc ID: 0.7.120.35711).
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SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

4.1155 The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 13). The applicable reference document for sectoral

codes was the 2006 Notes on the Implementation of Impairment Provisioning Policy.%"?

4.1156 The CLA left the section for the sectoral code blank, but the SAD dated 4 June 2007973
identified a sectoral code of K1, which represented residential development. The
relevant LTV identified in the policy for a new borrower was 85% and the LTV as stated
in the CLA was 92%.%7* On reviewing the file, the Inquiry is of the view that this project
could properly be described as development finance and therefore was not subject to

any LTV upper limit but was assessed on a case by case basis.

4.1157 The Inquiry finds that the LTV for this loan was not greater than the LTV set out

in INBS’s internal policy and, accordingly, that SPC 3.4 is not proven against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. In light of the Inquiry’s finding in respect of INBS, this loan specific

participation allegation against Mr Purcell now falls away.

SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.
4.1158 In light of the finding at SPC 3.4 above, this allegation must now fall away.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. As the allegation against INBS falls away, this loan specific

participation allegation against Mr Purcell also now falls away.

972 2006 Notes on the Implementation of Impairment Provisioning Policy (Doc ID: 0.7.120.449946).
973 Society Advance Detail, dated 4 June 2007 (Doc 1D: 0.7.120.18472).
974 Commercial Loan Application, dated 23 May 2007 (Doc 1D: 0.7.120.15882).
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customer +
sorrower: [ N
Loan Account: _

Background fo loan

4.1159 This loan was made available by INBS in 2007 in the amount of £37 million for a term
of 36 months. An internal memorandum setting out details of the proposed transaction
was sent by Michael Fingleton (Jnr) to Mr McCollum on 10 July 2007.°7° The CLA was
dated 22 October 2007°7%, and described the purpose of the loan as being to enable
the borrower 1o refinance its existing loan (in the amount of £24 million), and use the
remainder of the facility (£13 million) to build out the development. At completion, the
properties would be refinanced through RBS and an exit fee of £4 million paid to INBS.
The borrower projected an annual income from the site of £3.3 million based on current
operational levels of their other sites. It was estimated that the offices would be worth

an additional £5.25 million of value when completed.

4.1160 A valuation report for the property was carried out on behalf of INBS in October 2007
confirming the market value of the leasehold and proposed freehold interests as £53.5
million.®”” The facility was recommended for approval at the Credit Committee meeting
on 17 October 2007°® and was duly approved at the Board meeting on 23 October
2007.97¢

4.1161 The CMO dated 21 November 2007 was signed by Mr McCollum on behalf of INBS
and by the borrower on 21 November 2007.%° The loan was first drawn down on 26
November 2007.%" This loan remained outstanding as at 26 February 2010 with a

balance of just over £40 million.®® This loan was transferred to NAMA.

4.1162 There was one Loan Specific Allegation advanced in respect of the loan to this

borrower. Full details of this Loan Specific Allegation is set out below, and is also

975 Internal memorandum from Michael Fingleton (Jnr) to Gary McCollum, dated 10 July 2007 (Doc ID:
0.7.120.6788).

976 Commercial Loan Application, dated 22 October 2007 (Doc ID: 0.7.120.19447).

977 Colliers CRE Valuation Report, dated 8 October 2007, page 32 (Doc ID: 0.7.120.894505).

978 Minutes of the Credit Committee meeting, dated 17 October 2007 (Doc ID: 0.7.120.30273).

979 Minutes of the Board meeting, dated 23 October 2007 (Doc ID: 0.7.120.25005).

980 Commercial Mortgage Offer, dated 21 November 2007 (Doc 1D: 0.7.120.41602).

981 Society Advance Detail, dated 26 November 2007 (Doc ID: 0.7.120.12558).

982 Extract from Summit Account Noj ] Bl (Ooc 1D: 0.7.120.760714).
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included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at Appendix

7 hereto.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
{a) Three years’ audited accounts.

4.1163 The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

4.1164 This borrower was a SPV®® and was incorporated on 4 March 2005.%®* The subject
loan was approved in October 2007.%%° The Consolidated Table in respect of this

allegation stated in a footnote:

“Or, for newly incorporated companies where three years audited accounts
were not available at the time of loan application, the number of years of
audited accounts that would have been available at the time of loan application

(ie one or two years)” %8¢

On this basis SPC 1.3 was brought in respect of borrower companies that were less
than three years old. However, the Inquiry has seen no basis in policy for this
approach. The relevant policies all refer to “Three years audited accounts” and there

is no provision for requiring accounts for a shorter period.

4.1165 The Inquiry finds that there was not a failure to acquire required information,
namely three years’ audited accounts. Accordingly, the Inquiry finds SPC 1.3 is

not proven against INBS.

Loan Account: |||} NN

Background fo loan

4.1166 This loan was made available by INBS in 2007 in the amount of £23.75 million for a
term of 36 months. The CLA was dated 12 June 2007.% The purpose of the loan was

983 The SPV was wholly owned b , as per the CLA (Doc 1D: 0.7.120.19447).
984 Certificate of Incorporation, dated 4 March 2005 (Doc ID: 0.7.120.895315-000001).

985 Minutes of Board meeting, dated 23 October 2007 (Doc ID: 0.7.120.25005).

986 Consolidated Table C1.3 page vii, footnote 2 (Doc ID: RDU_REL1600-00000041).

987 Commercial Loan Application, dated 12 June 2007 (Doc I1D: 0.7.120.40104).
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to refinance the borrower’s existing Anglo Irish Loan (in the amount £14 million) and
use the remainder of the facility (£9.75 million) to build out the development, a 104 bed
aparthotel and serviced office space in London.®® Upon completion, the aim was for
the properties to be refinanced through RBS and an exit fee of £2.5 million paid to
INBS. The projected annual income from the site was £2.2 million based on the
operational levels of the borrower’s other sites at the time. If this was capitalised at 6%
it gave a resale value for the apariments of £36.5 million. It was estimated that the

offices would be worth an additional £2.5 million when completed.

A valuation of the property was carried out on behalf of INBS in October 2007
confirming the value of the freehold and proposed long leasehold interests in the

property at £35.6 million®®°

or, assuming bulk discounting, at £32.5 million. The facility
was recommended for approval at the Credit Committee meeting on 17 October

2007°° and was duly approved at the Board meeting on 23 October 2007.%"

4.1167 The CMO dated 24 October 2007 was issued by Mr McCollum on behalf of INBS, and
signed by the borrower on 26 October 2007.%? The loan was first drawn down on 31
October 2007.°% The loan remained outstanding as at February 2010 with a balance

of almost £25.8 million.*** This loan was transferred to NAMA.

4.1168 There were two Loan Specific Allegations advanced in respect of the lpan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Forecast cash flow analysis.
{b) Three years’ audited accounts.

4.1169 The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

988 Internal memorandum from Michael Fingleton (Jnr) to Gary McCollum dated 10 July 2007 (Doc ID:
0.7.120.23374).

989 Colliers CRE Valuation Report, dated October 2007 (Doc ID: 0.7.120.16794).

990 Minutes of the Credit Committee meeting, dated 17 October 2007 (Doc I1D: 0.7.120.30273).

991 Minutes of Board meeting, dated 23 October 2007 (Doc I1D: 0.7.120.25005).

992 Commercial Mortgage Offer dated 24 October 2007 (Doc ID: 0.7.120.43461).

993 Society Advance Detail, dated 31 October 2007 (Doc ID: 0.7.120.13844).

994 Extract from Summit Account No [l Doc 1D: 0.7.120.760699).
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4.1170 The borrower was incorporated on 11 December 2004, and therefore three years’
accounts would not have been available at the time of the loan. As outlined at
paragraph 4.1164 above, there was no requirement in policy for accounts to be

provided for a shorter period.

An Equifax Report was obtained which did provide details of existing liabilities but not
financial data in the detail that would be relevant.®®® A valuation®®® was obtained but

this did not provide cash flow analysis.

4.1171 The Inquiry finds that the allegation that there was a failure to acquire required
information is not supported by the documentation in respect of three years’
audited accounts, but the Inquiry finds that a forecast cash flow analysis was
not obtained contrary to policy. Accordingly, the Inquiry finds that SPC 1.3 is

proven as against INBS in respect of a failure to acquire a cash flow analysis.

SPC 2.12: Terms outlined in the CLA and approved by the Board differed to the
terms outlined in the CMO.

4.1172 The relevant policies were the 28 February 2007 Commercial Mortgage Lending Policy
and the 27 June 2007 Credit Risk Management Policy. (See Table included at
Appendix 12).

4.1173 The issue in respect of this allegation was that the CLA specified an arrangement fee
of £185,000%7 (and the Credit Committee and Board recommended and approved the
loan on this basis), whereas the CMO specified a different arrangement fee of
£118,750.%% The CLA actually specified the arrangement fee as “0.5% (£185,000)".
0.5% of the loan amount of £23.75 million is in fact £118,750 and, therefore, the

amount on the CMO was the correct amount. This was simply a mistake on the CLA.

The Inquiry accepts that this is a technical contravention but does not believe it is

sufficiently serious to justify an adverse finding.

4.1174 The Inquiry finds that the allegation is not sufficiently supported by the
documentation. Accordingly, the Inquiry finds that SPC 2.12 is not proven as
against INBS.

995 Equifax Report, dated 7 November 2007 (Doc ID: 0.7.120.925789).

9% Colliers CRE Valuation Report, dated October 2007 (Doc ID: 0.7.120.16794).
%97 Commercial Loan Application, dated 12 June 2007 (Doc ID: 0.7.120.40104).
998 Commercial Mortgage Offer dated 24 October 2007 (Doc 1D: 0.7.120.43461).
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sorrower: [ NN
Loan Account: -

Background to loan

4.1175 The borrower wrote to INBS on 27 February 2007 seeking funding support for a project
in south east London.*® An internal memorandum dated 26 March 2007 from Mr
Fingleton (Jnr) to Mr McCollum details this proposal.'®® It was also forwarded to Mr
Fingleton.'®' The requirement was for £24.5 million, being £11.5 million to refinance
existing debt and £13 million for development. The CLA was dated 26 March 2007.1002
The purpose of the loan, as stated in the CLA, was {o enable the borrower to refinance
the current bank debt of £11.5 million for the purchase of the site in south east London,

and the construction of 102 apartments thereon.

4.1176 The facility was recommended for approval at the Credit Committee meeting on 13
June 20079 and was duly approved at the Board meeting on 27 June 2007.1%% The
CMO dated 26 June 2007 was signed by Mr McCollum on behalf of INBS, and was
signed by the borrower on 27 June 2007.%%° The loan was on a capital and interest
moratorium basis for a term of 36 months. The loan was first drawn down on 29 June
2007. The balance outstanding as at December 2009 was £27,441,658.'°% This loan
was transferred to NAMA.

4.1177 There were two Loan Specific Allegations advanced in respect the loan to this
borrower. Full details of these Loan Specific Allegations are set out below, and are
also included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:

(a) Forecast cash flow analysis.

299 Email from ||l 0 Vichael Fingleton (Unr), dated 27 February 2007 (Doc ID: 0.7.120.917212).
1000 |nternal memorandum from Michael Fingleton (Jnr) to Gary McCollum, dated 26 March 2007 (Doc ID:
0.7.120.281575-000001).

1001 Fax copy of Internal Memorandum dated 24 March 2007 with Mr Fingleton’s note (Doc ID: 0.7.120.35746).
1002 Commercial Loan Application, dated 26 March 2007 (Doc 1D: 0.7.120.21772).

1003 Minutes of the Credit Committee meeting, dated 13 June 2007 (Doc ID: 0.7.120.38329).

1004 Minutes of the Board meeting, dated 27 June 2007 (Doc ID: 0.7.120.6693).

1005 Commercial Mortgage Offer, dated 26 June 2007 (Doc [D: 0.7.120.41263).

1006 Extract from Summit Account No [ ] Il (Doc 1D: 0.7.120.760590).
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{b) Three years’ audited accounts.

4.1178 The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.
(See Table included at Appendix 11).

4.1179 A technical due diligence report dated July 2007 was received by INBS, however this
post-dated drawdown.'®” An appraisal summary was also available but it lacked the

detail to be considered a forecast cash flow analysis.0%

An Equifax Report was received by INBS which gave details of the borrower company,
including its liabilities, and also showed that a set of one year’s accounts would have
been available.'®® However, as outlined at paragraph 4.1164 above, there was no

policy provision requiring audited accounts for a period of less than three years.

4.1180 The Inquiry finds that the allegation in respect of cash flow analysis is supported
by the absence of documentation in the loan file. The requirement for three
years’ audited accounts does not apply to this borrower. Accordingly, the
Inquiry finds that SPC 1.3 is proven as against INBS in relation to the failure to

acquire a cash flow analysis.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

4.1181 The relevant policy was the 28 February 2007 Commercial Morigage Lending Policy.
The relevant urgent credit decision approval procedures were set out in the Board
Resolution September 2002. (See Table included at Appendix 12).

4.11820n 26 June 2007, Mr McCollum wrote to the borrower attaching the CMO and
instructing him to sign and return it together with other relevant documents. No mention
was made in this letter that the offer was contingent on confirmation of approval.'0'®
The Board approved the loan on 27 June 2007.19"

The Inquiry has examined the consolidated loan file and there is no evidence of any

urgent credit decision approval procedures being complied with in this loan.

1007 Technical Due Diligence Report, dated July 2007 (Doc ID: 0.7.120.920199).
1008 Appraisal Summary, dated 21 February 2007 (Doc I1D: 0.7.120.926806).

1009 Equifax Report, dated 3 July 2007 (Doc ID: 0.7.120.925023).
1010 |_etter from Gary McCollum to _ dated 26 June 2007 (Doc ID: 0.7.120.918232).

1011 Minutes of Board meeting, dated 27 June 2007 (Doc ID: 0.7.120.6693).
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4.1183 The Inquiry finds that the CMO was issued prior to appropriate approval and not
in compliance with urgent credit decision approval procedures. Accordingly, the
Inquiry finds SPC 2.13 is proven as against INBS.

sorrower: [ NN
Loan Account:_

Background to loan

4.1184 The loan was initially made available by INBS in 2007 in the amount of £76.25 million
for a term of 36 months on a capital and interest moratorium basis and with an
arrangement fee of £381,250. An internal memorandum seeking approval to proceed
was sent by Mr McCollum to Mr Fingleton on 21 December 2006.'%'2 The original CLA
was signed on 6 January 2007.'%"® The purpose of the loan was {o enable the borrower
to refinance their existing loan and to finance the construction of 368 serviced

apartments on the site they had purchased.

4.1185 A valuation report for the property was carried out on behalf of INBS in April 2007
confirming the market value of the freehold and proposed long leasehold interests as
£120 million."®"* The facility was recommended for approval at the Credit Committee
meeting on 17 January 2007'%'® and was duly approved at the Board meeting on 23
January 2007.1016

4.1186 An amended CLA that was countersigned by Mr Fingleton was dated 21 February
2007.'°77 The amended CLA amended the name of the borrower, included the addition
of 5,000 square feet of commercial accommodation in the loan’s purpose and,
significantly, reduced the amount of the loan to £68.5 million. This resulted in a
consequent reduction in the arrangement fee to £342,500. This amended CLA was
recommended for approval at the Credit Committee meeting on 21 February 2007'%®
but was not subsequently ratified at a Board meeting. The CMO dated 27 February
2007 was signed by Mr McCollum on behalf of INBS, and was signed by the borrower

on 2 March 2007.19" |t reflected the amended facility amount.

1012 Internal Memorandum from Gary McCollum to Michael Fingleton, dated 21 December 2006 (Doc 1D:
0.7.120.29025).

1013 Commercial Loan Application, dated 6 January 2007 (Doc ID: 0.7.120.42102).

1014 Colliers CRE Valuation Report, dated April 2007, page 5 (Doc 1D: 0.7.120.25910).

1015 Minutes of Credit Committee meeting, dated 17 January 2007 (Doc ID: 0.7.120.10210).

1018 Minutes of Board meeting, dated 23 January 2007 (Doc ID: 0.7.120.29587).

1017 Amended Commercial Loan Application, dated 21 February 2007 (Doc ID: 0.7.120.6789).

1018 Minutes of Credit Committee meeting, dated 21 February 2007 (Doc I1D: 0.7.120.23339).

1019 Commercial Mortgage Offer, dated 27 February 2007 (Doc ID: 0.7.120.28062).
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4.1187 The loan was first drawn down on 9 March 2007.'9%° This loan remained outstanding
as at 10 December 2009 with a balance of just over £77.44 million.'%?' This loan was
transferred o NAMA.

4.1188 There was one Loan Specific Allegation advanced in respect of the loan to this
borrower. Full details of this Loan Specific Allegation is set out below, and is also
included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at Appendix

7 hereto.

SPC 2.12: Terms outlined in the CLA and approved by the Board differed to the

terms outlined in CMO.

4.1189 The relevant policy was the 9 October 2006 Board Directive. (See Table included at
Appendix 12).

4.1190 The original CLA specified a loan of £76.25 million and an arrangement fee of
£381,250.19%2 This was recommended for approval by the Credit Committee and
approved by the Board. Subsequently, an amended CLA reducing the facility required
to £68.5 million and, as a consequence the arrangement fee to £342,500, was
presented to a Credit Committee meeting which recommended it for approval.’%®

These changes were not ratified by the Board as they should have been.

However, it is noted that the revised loan amount was less than that already approved

by the Board and the amendment was countersigned by Mr Fingleton.
The Inquiry does not believe that this matter warrants an adverse finding.

4.1191 The Inquiry finds that the allegation is not supported by the documentation.
Accordingly, it finds that SPC 2.12 is not proven as against INBS.

1020 Society Advance Detail, dated 9 W(Doc ID: 0.7.120.5891).
1021 Extract from Summit Account No (Doc 1D: 0.7.120.760647).

1922 Commercial Loan Application, dated 6 January 2007 (Doc ID: 0.7.120.42102).
1023 Minutes of Credit Committee meeting, dated 21 February 2007 (Doc I1D: 0.7.120.23339).
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sorrower: [N
Loan Account: _

Background to loan

4.1192 The borrower wrote to INBS on 11 January 2007'%%* requesting a facility of €28 million

in respect of property in the south of France. The facility was to be used to refinance
existing debt (in the amount of €25 million) together with €3 million development

finance to build out the development.

4.1193 A valuation report'®?® for the property, which was carried out on behalf of INBS in

September 2007, confirmed the market value as €31 million and the gross
development value based on the developer's proposals as €55 million. An internal
memorandum'?® from Mr Fingleton (Jnr) to Mr McCollum, setting out the details of the

fransaction, was dated 1 October 2007.

Drawdown took place on 4 December 2007'%?” and the CMQO'%?® was signed by Ms van

Sinderen'%® gn 5 December 2007.

The CLA'™0 was signed on 17 January 2008 and on the same date the loan was
approved by the Credit Committee.'®' The Board noted the loan on 21 January
2008.'932 The loan remained outstanding as at 11 February 2010 with a balance of

over €22.6 million.'%3 This loan was transferred to NAMA.

4.1194 There were two Loan Specific Allegations advanced in respect of the loan to this

borrower. Full details of these Loan Specific Allegations are set out below, and are

also included in the Table of SPC 1 to 4 L.oan Specific Allegations and Findings at

Appendix 7 hereto.

1024 | etter from ||| | | | I 0 Vichae! Fingleton (Unr), dated 11 January 2007 (Doc ID: 0.7.120.895188).
1025 Savills Valuation Report, dated September 2007, page 2 (Doc ID: 0.7.120.894988).

1028 |nternal memorandum frim Michael Fingleton (Jnr) to Gary McCollum, dated 1 October 2007 (Doc 1D:
0.7.120.21840).

1927 Society Advance Detail, dated 4 December 2007 (Doc 1D: 0.7.120.44219).

1928 Commercial Mortgage Offer, dated 5 December 2007, page 4 (Doc ID: 0.7.120.431174).

1029 Ms van Sinderen commenced employment with INBS in September 2007 as a solicitor in the legal
department.

1030 Commercial Loan Application, signed 17 January 2008 (Doc 1D: 0.7.120.16611).

1031 Minutes of Credit Committee meeting, dated 17 January 2007 (Doc ID: 0.7.120.31125).

1032 Minutes of Board meeting, dated 21 January 2008 (Doc ID: 0.7.120.17427).

1033 Extract from Summit Account NoiDoc ID: 0.7.120.760563).
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SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:

{a) Three years’ audited accounts.

4.1195 The relevant policy was the 28 February 2007 Commercial Mortgage Lending Policy.

(See Table included at Appendix 11).

4.1196 This borrower company was formed on 20 June 2005'%* and therefore three years’

accounts would not have been available at the time of the loan.
The Consolidated Table in respect of this allegation stated in a footnote:

“Or, for newly incorporated companies where three years audited accounts
were not available at the time of loan application, the number of years of
audited accounts that would have been available at the time of loan application

(ie one or two years)”.19%

On this basis SPC 1.3 was alleged in respect of borrower companies that were less
than three years old. However, the Inquiry has seen no basis in policy for this
approach. The relevant policies all refer to “Three years audited accounts” and there

is no provision for requiring accounts for a shorter period.

4.1197 The Inquiry finds that the requirement for three years’ audited accounts does

not apply to this borrower company and, accordingly, finds that SPC 1.3 is not

proven against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

4.1198 The relevant policy was the 28 February 2007 Commercial Morigage Lending Policy.

The relevant policies for urgent credit decision approval procedures were the Board
Resolution September 2002 and the 19 July Commercial Credit Committee Terms of

Reference. (See Table included at Appendix 12).

1034 |_etter from_to Michael Fingleton (Jnr) (with enclosures) dated 11 January 2007 (Doc ID:
0.7.120.895188).
1035 Consolidated Table C1.3 page vil, footnote 2 (Doc ID: RDU_REL1600-00000041).

343



4.1199 The CMO was signed on 5 December 2007'%% and the loan was not approved by the
Credit Committee until 17 January 2008.1%%7

The Inquiry has examined the consolidated loan file and Credit Committee and Board
meeting minutes and packs until the end of the Review Period, and there is no
evidence of any urgent credit decision approval procedures being complied with in

respect of this loan.

4.1200 The Inquiry finds that the CMO was issued prior to appropriate approval and not
in compliance with urgent credit decision approval procedures. Accordingly, the

Inquiry finds that SPC 2.13 is proven as against INBS

cusTomer s: I

4.1201 _Was a businessman with a number of loans from INBS for speculative
property investment, mainly in County Meath. This section of the Findings Report

analyses six of these loans for various breaches of policy.

One of the issues that all of these loans had in common was an allegation that the
loans were changed from recourse to non-recourse without appropriate approval. 1t is
useful to set out the chain of correspondence that led to that allegation being brought
in respect of this customer at the beginning of this section, and therefore repetition of

the same set of facts can be avoided.

4.1202 By letter dated 18 February 20081038,- wrote to Mr McMenamin of INBS and

stated:

“I refer to the Agreements of Purchase and Mortgage in respect of the following

lands with which | am associated.
[Ten properties are listed]

As you are aware, these Mortgages were signed by me on a non-recourse
basis and having regard to the fact that none of us are getting any younger and
that various changes are likely to take place in the Society some time in the

future I just wish to put my own position on record’.

1036 Commercial Mortgage Offer, dated 5 December 2007, page 4 (Doc ID: 0.7.120.431174).
1037 Minutes of Credit Committee meeting, dated 17 January 2007 (Doc ID: 0.7.120.31125).
1038 | etter from || | lltc Tom McMenamin, INBS, dated 18 February 2008 (Doc ID: 0.7.120.41332).
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A letter dated 2 April 20087 from Mr McMenamin to || lf responded to this by

stating I confirm all mortgages listed are non-recourse”.

4.1203 A further letter issued from INBS dated 8 December 2008'%4° referring to the previous
letter of 18 February 2008 and to the response of 2 April 2008, which stated:

“Please be advised that this letter was issued in error and that all Mortgages
executed by you either solely or in the joint hames with others are on a full

recourse basis to all borrowers”.
This letter was signed by Conal Regan, the senior commercial manager.

4.1204 A further letter was then issued by Michael Fingleton, dated 21 March 2010'% which

stated:

“l refer to copies of your correspondence with the Irish Nationwide Building
Society which you forwarded to me late last month. In particular | refer to your
letter of the 18" February 2008 to Tom McMenimen and his reply on the 2™
April 2008.

In relation to the loans concerned | fully agree with Tom that all such loans

being on a joint venture / profit sharing basis were non recourse”.

This letter was written after Mr Fingleton had left INBS and was written from his private

address. None of the CMOs for these loans referred to them as being non-recourse.

4.1205 The allegation arises because any such variation to the terms of a lcan would have to

be approved by the Credit Committee and the Board.

Borrower:
Loan Account:_

Loan 1 and Loan 2 - background fo loans

4.1206 These two loans concerned the financing of the purchase by_
I o7 (and in Dublinll The borrower, . -
incorporated in August 2005 as a SPV. -and_ were the

1039 |_etter from Tom McMenamin, INB dated 2 April 2008 (Doc ID: 0.7.120.31820).
1040 | etter from Conal Regan, INBS, to dated 8 December 2008 (Doc ID: 0.7.120.12733).

1041 | etter from Michael Fingleton, INBS, to , dated 21 March 2010 (Doc 1D: 0.7.120.15601).
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beneficial owners of the SPV.'%? These loans were not Belfast loans, but emanated

from the Dublin office. The CMOs were signed by Mr McMenamin and Mr John Roche.

4.1207 A total of 12 Loan Specific Allegations were advanced in respect of these two loans.
Eight of these Loan Specific Allegations were INBS Only Allegations'®® and so were
not dealt with by the Inquiry. The four remaining Loan Specific Allegations were based
on the 9 November 2004 Commercial Lending Criteria and, following the Inquiry’'s

decision that this was not an applicable policy, these were also not considered by the

Inquiry.

4.1208 In respect of the four Loan Specific Allegations that were not considered by the Inquiry
because they were based on the 9 November 2004 Commercial Lending Criteria, there
were corresponding L.oan Specific Allegations of participation advanced against Mr

Purcell. These allegations consequently fall away.

4.1209 Details of all Loan Specific Allegations, including those advanced against Mr Purcell,
are included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

sorrower [
Loan Account: -

Background to loan

4.1210 A loan facility in the amount of €4.71 million was made available by INBS in 2006 for
a term of two years. The CMO stated that the purpose of the loan was to enable the
purchase of 40 acres of land in County Meath and to repay an existing facility. This

loan emanated from the Dublin office.

4.1211 Seven Loan Specific Allegations were advanced in respect of this loan. Five of the
seven Loan Specific Allegations were INBS Only Allegations and so were not dealt
with by the Inquiry. The two remaining Loan Specific Allegations were based on the 9
November 2004 Commercial Lending Criteria and, following the Inquiry’s decision that

this was not an applicable policy, these were also not considered by the Inquiry.

4.1212 In respect of the two Loan Specific Allegations that were not considered by the Inquiry

because they were based on the 9 November 2004 Commercial Lending Criteria, there

1042 INBS Credit Summary of RN Do 1D: 0.7.120.25881).
1043 See paragraph 3.29 of Chapter 3 (Introduction to SPCs 1 to 4) for an explanation of the INBS Only
Allegations.
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were corresponding L.oan Specific Allegations of participation advanced against Mr

Purcell. These allegations consequently fall away.

4.1213 Details of all Loan Specific Allegations, including those advanced against Mr Purcell,
are included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at
Appendix 7 hereto.

Borrower: | N
Loan Account:_

Background to loan

4.1214 The purpose of this loan was to facilitate the purchase of 43 acres in -, County
Meath. The loan emanated from the Dublin office and Mr Fingleton appears to have

introduced this proposal to INBS.

4.1215 There were two loans arising from this transaction, the first loan facility was extended
by CMO, dated 18 April 2005.'%* This loan was in the sum of €9.55 million and was
for a term of three years. The date of the first drawdown for this first loan was 20 April
2005, when €8.3 million was drawn down.'®® This amount was repaid to the account
on 30 May 2005. There does not appear to have been a CLA or any Credit Committee

or Board approval in respect of this loan.

4.1216 The second loan facility, which is the subject of the allegation below, was for a sum of
€10.9 million and was for a term of three years. The CLA for this second loan was
dated 1 July 2005 and it provided for a full moratorium for the term of the loan with a
40% profit share to INBS."%6 The LTV was 100% based on the purchase price and the
security was a first legal charge over the property the subject matter of the loan. The

CLA stated: “On receipt of planning the overall position will be reviewed".

The CMO issued pursuant to this CLA was dated 4 July 2005 and it superseded the
previous CMO of 18 April 2005. It was signed by the borrower on 5 July 2005.1%47

4.1217 The date of the first drawdown for the second loan was 6 July 2005.'%4® A valuation

dated 18 July 2005 put the market value of the lands as hope value (in relation to

1044 Commercial Mortgage Offer, dated 18 April 2005 (Doc ID: 0.7.120.27577).
1045 Society Advance Detail, dated 20 April 2005 (Doc ID: 0.7.120.23104).

1046 Commercial Loan Application, dated 1 July 2005 (Doc ID: 0.7.120.14608).
1047 Commercial Mortgage Offer, dated 4 July 2005 (Doc 1D: 0.7.120.33465).
1048 Society Advance Detail, dated 6 July 2005 (Doc ID: 0.7.120.24969).

347



residential zoning in 2006) at €12,255,000.'%® The loan continued to accrue interest
until 10 February 2010 when there was an outstanding balance of €15,674,939.46.

This loan was transferred to NAMA.

4.1218 There were ten Loan Specific Allegations advanced in respect of this loan. Nine of
these were INBS Only Allegations and so were not dealt with by the Inquiry. The
remaining Loan Specific Allegation is set out below, and details of all allegations are
included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings at Appendix

7 hereto.

SPC 2.7: Funds advanced on security already held by INBS were in excess of

the loan amount and additional funds were not appropriately approved.

4.1219 The relevant policies were the Board Resolution September 2002, the April 2003 Credit
Risk Policy, the 16 October 2003 Commercial Credit Committee Terms of Reference
and the December 2007 Credit Committee Terms of Reference. (See Table included
at Appendix 12).

4.1220 This allegation related {o the second loan advanced on this account. The CLA dated 1
July 2005 was for €10.9 million'%° and this was the figure offered in the CMO dated 4
July 2005.7%" The Summit account shows that €12,495,530 was advanced on this

account.'®2 The additional advances were as follows:
(a)  €1,047,792 on 25 July 2005,

(b) €363 on 3 August 2005.

(c) €544 350 on 14 September 2007.

(d)  €3,025 on 7 May 2008.

4.1221 The instruction for the Debit Agreed Advance (DAA) for the first of these advances
was signed by Mr Purcell and Mr Roche.'®® The other three advances were signed by
commercial lenders, the latter two also by Mr Fingleton.'%* There is no evidence that
the “Additional Funds” requirement in the April 2003 Credit Risk Policy, mandating that

1049 Remax Valuation, dated 18 July 2005 (Doc 1D: 0.7.120.8894).

1050 Commercial Loan Application, dated 1 July 2005 (Doc ID: 0.7.120.14608).

1651 Commercial Mortgage Offer, dated 4 July 2005 (Doc 1D: 0.7.120.33465).

1052 Extract from Summit Account No*(Doc ID: 0.7.120.760601).

1053 |nternal memorandum from Tem McMenamin to Barbara Donaldson, dated 25 July 2005 (Doc ID:
0.7.120.11508).

1054 Society Advance Detail, dated 14 September 2007 (Doc ID: 0.7.120.11814); Society Advance Detail, dated 7
May 2008 {(Doc ID: 0.7.120.13637).
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the identical procedure be utilised for additional funds, was complied with in respect of
the additional advances. These additional advances were not recommended for

approval or approved by the Credit Committee or the Board.

4.1222 There is no evidence that these advances complied with the urgent credit decision
approval procedures in the 16 October 2003 Commercial Credit Committee Terms of

Reference or the Board Resolution September 2002.

4.1223 The Inquiry finds that funds were advanced in excess of the loan amount which
were not approved and not in compliance with urgent credit decision approval

procedures. Accordingly, the Inquiry finds that SPC 2.7 is proven against INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of

this loan. Consolidated Table 2.5.1 of the Investigation Report stated that:

“For one of the four loans in the Loan sample where it is suspected that
the funds advanced were in excess of the loan amount and additional
funds were not appropriately approved, Mr Purcell signed the DAA in

respect of one of those additional advances”.'%®

In his submission to the Inquiry at the commencement of the SPC 1 to 4 Loan

Hearing, Mr Purcell stated with respect to this allegation:

“In this instance | signed the DAA internal memorandum, dated 25 July
2005, as PP for Tom McMenamin, the Commercial Lending Manager. | was
asked to sign this document because Tom McMenamin, who had initiated
the [DAA] document was unavailable at the time to sign the document
himself. | was told that the loan amount set out in the DAA had been
approved as required by Michael Fingleton, Tom McMenamin and John
Roche. John Roche also signed the DAA.

And to the best of my recall, | checked with Tom McMenamin after | signed
the DAA and when he was available to confirm that he, Michael Fingleton
and John Roche had approved this urgent credit decision. The
responsibility to ensure compliance with the credit policy lies with the

underwriter and ultimately with a senior commercial lender. The

1055 Consolidated Table C2.5.1 (Doc ID: RDU_REL1600-00010005).
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investigation report on page 961 paragraph 7.98, states that “signing a

DAA was not approval in accordance with INBS policy™.'%%

The Inquiry agrees with Mr Purcell’s submission that signing the DAA did not
amount to approval of a loan and did not amount to participation in the
commission of SPC 2.7. Accordingly, the Inquiry finds that the loan specific

participation allegation against Mr Purcell is not proven.

The broader allegation of participation by Mr Purcell in SPC 2.7 is considered by
the Inquiry in Chapter 6 (at paragraph 6.430 et seq.). The Inquiry finds that there
was nho participation by Mr Purcell in this breach generally on the grounds that
the issue of funds being advanced in excess of loan amounts which were not
approved, was not raised in either the Contemporaneous Reports or the
Financial Regulator Correspondence. Accordingly, the Inquiry does not make a
finding that Mr Purcell was aware of the occurrence of these breaches and
therefore no finding has been made against Mr Purcell in respect of this

allegation.

Borrower: | N
Loan Account:_

Background fo loan

4.1224 This loan was made available by INBS in 2005 in the amount of €6.85 million for a term
of three years. The purpose of the loan was to provide finance for the purchase of 36
acres of land in County Meath with a view to applying for planning permission and

either selling on or developing the site. This loan emanated from the Dublin office.

4.1225 Nine Loan Specific Allegations were advanced in respect of this loan. Seven of the
L.oan Specific Allegations were INBS Only Allegations and so were not dealt with by
the Inquiry. The two remaining Loan Specific Allegations were based on the 9
November 2004 Commercial Lending Criteria and, following the Inquiry’s decision that

this was not an applicable policy, these were also not considered by the Inquiry.

4.1226 In respect of the two Loan Specific Allegations that were not considered by the Inquiry

because they were based on the 9 November 2004 Commercial Lending Criteria, there

1056 Transcript SPCs 1-4 Remote Inquiry Hearing, dated 30 October 2020, page 81, line 7 et seq. (Doc ID:
RDU_FT_SPC1-4_D1-00000001).
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were corresponding L.oan Specific Allegations of participation advanced against Mr

Purcell. These allegations consequently fall away.

4.1227 Details of all the Loan Specific Allegations, including those advanced against Mr
Purcell, are included in the Table of SPC 1 to 4 Loan Specific Allegations and Findings
at Appendix 7 hereto.

Borrower: [ NI
Loan Account:_

Background to loan

4.1228 This loan was made available by INBS in January 2006 in the amount of €4.4 million
for a term of three years. The purpose of the loan was to enable the borrower to
purchase 25 acres in County Meath and pay associated costs. The loan was

introduced directly through the Dublin office.

4.1229 Nine Loan Specific Allegations were made in respect of this loan. Seven of these Loan
Specific Allegations were INBS Only Allegations and so were not dealt with by the
Inquiry. The two remaining allegations were based on the 9 November 2004
Commercial Lending Criteria and, following the Inquiry’s decision that this was not an

applicable policy, these were also not considered by the Inquiry.

4.1230 In respect of the two Loan Specific Allegations that were not considered by the Inquiry
because they were based on the 9 November 2004 Commercial Lending Criteria, there
were corresponding Loan Specific Allegations of participation advanced against Mr

Purcell. These allegations consequently fall away.

4.1231 Details of all the Loan Specific Allegations advanced, including those against Mr
Purcell, are included in the Table of SPC 1 1o 4 L.oan Specific Allegations and Findings
at Appendix 7 hereto.
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cusTomER 6: I

gorrower: ||
Loan Account:_

Background fo loan

4.1232 The loan, which emanated directly from the Dublin office, was initially made available
by INBS in 2006 in the amount of £47 million for a term of 42 months. An internal
memorandum dated 19 October 2006'%7 set out that the purpose of the loan was to
provide finance to assist with the purchase of a (approximately) 1.6 hectare site at the
_ Edinburgh, Scotland, which would then be developed. The total facility

required was £97 million, which included development finance.

The CLA was dated 6 November 2006, and was signed on 29 November 2006.7%%¢ The
amount was £47 million to cover the acquisition of the site and associated costs. The
proposed term was 42 months with a capital and interest moratorium. INBS was o be
entitled to a 30% share of the development profit if they provided the development

finance.

4.1233 A valuation report for the property was carried out on behalf of INBS in November 2006
confirming the market value as £42 million.'®® The facility was recommended for
approval at the Credit Committee meeting on 13 November 2006'%° and was duly
approved at the Board meeting on 29 November 2006.'%" The CMO'"%? dated 5
December 2006 was signed by Mr McMenamin and Mr Alan Deering on behalf of
INBS, and by the borrower.

The loan was first drawn down on 5 December 2006.'% This loan remained
outstanding as at 5 December 2009 with a balance of just over £57.2 million."%%* This

loan was transferred to NAMA.

4.1234 There were three Loan Specific Allegations advanced in respect of this loan. Full
details of these l.oan Specific Allegations are set out below, and are also included in

the Table of SPC 1 to 4 Loan Specific Allegations and Findings at Appendix 7 hereto.

1957 Internal memorandum from Michael Fingleton (Jnr) to Tom McMenamin, dated 19 October 2006 (Doc ID:
0.7.120.36063).

1058 Commercial Loan Application, dated 6 November 2006 (Doc ID: 0.7.120.39060).

1059 Colliers CRE Report, dated 29 November 2006 (Doc 1D: 0.7.120.11654).
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SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

4.1235 The relevant policies identified in the Investigation Report were the April 2003 Credit
Risk Policy (see Table included at Appendix 13) and the 8 November 2004 Commercial

L.ending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007.

The April 2003 Credit Risk Policy did apply to this allegation, and it stated that personal

guarantees should be acquired where the borrower was a private company.

4.1236 The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of_ Neither the CLA nor the CMO made any reference
to a personal guarantee from any of the identified directors of the borrowing company.
The Credit Committee and Board meeting minutes similarly did not refer to a personal

guarantee from directors.

4.1237 The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan and, accordingly, it finds that SPC 3.2 is proven as against
INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. The Inquiry notes from the Board meeting minutes that Mr Purcell
attended the Board meeting at which this loan was authorised and therefore
knew or ought to have known that there was no guarantee indicated in the CLA.
The Inquiry finds that Mr Purcell’s attendance at the Board meetings and his role
as a Board member in approving this loan, did amount to participation in the
authorisation of this loan without a personal guarantee from the corporate

borrower. The Inquiry will have regard to this loan specific participation finding

1060 Minutes of Credit Committee meeting, dated 13 November 2006 (Doc ID: 0.7.120.25072).
1061 Minutes of Board meeting, dated 29 November 2006 (Doc ID: 0.7.120.23075).

1062 Commercial Mortgage Offer, dated 5 December 2006 (Doc ID: 0.7.120.40702).

1083 Society Advance Detail, dated 5 December 2006 (Doc 1D: 0.7.120.19182).

1064 Extract from Summit Account No | NNl Doc 10: 0.7.120.760580).
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against Mr Purcell in Chapter 7, when considering the broader allegation of

participation by Mr Purcell in SPC 3.

SPC 3.4: The LTV was greater than the maximum applicable LTV set out in

INBS’s internal policies.

4.1238 The relevant policy identified in the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the 9 November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

4.1239 A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As no finding has been made against INBS, this loan specific participation

allegation against Mr Purcell now falls away.

SPC 3.5: For loans where the LTV was greater than the LTV set out in relevant
lending policy, those exceptions were not formally approved as exceptions in

accordance with INBS’s internal policies.

4.1240 In circumstances where the Inquiry makes no finding in respect of SPC 3.4, this

allegation against INBS no longer arises.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of this
loan. As the allegation against INBS falls away, this loan specific participation

allegation against Mr Purcell also now falls away.

Borrower: [
Loan Account:_

Background to loan

4.1241 The borrower wrote to INBS'%° on 17 October 2005 seeking support for the purchase
of 67 acres of land in County Kildare for a price of €65 million. These lands were owned
by another prominent developer who was seeking planning for them. The proposal was
that the borrower and this developer would enter info an option agreement to be

triggered when permission was granted. The transaction was structured such that

1085 | etter from_to Tom McMenamin, INBS, dated 17 October 2005 (Doc

ID: 0.7.120.13220).
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INBS lent the funds to the borrower who lent them on to the developer, with INBS
taking security over both the option agreement and the land, as well as a corporate

guarantee from the borrower.

4.1242 The CLA was signed on 11 November 2006.'%% A valuation report for the property was
carried out by CBRE on behalf of INBS, dated 3 July 2006, and it confirmed the market

value as €70 million.1%67

The facility was recommended for approval at the Credit Committee meeting on 22
November 2006'%%® and was duly approved at the Board meeting on 29 November
20061069

The CMO dated 15 November 2006 was signed on behalf of INBS and the
borrower.'° |t provided for a loan in the amount of €65 million for a term of three years

on a capital moratorium but with interest payable on a quarterly basis.

4.1243 The loan was first drawn down on 16 November 2006."%" This loan remained
outstanding as at 1 February 2010 with a balance of over €69.5 million.'%’? This loan
was fransferred to NAMA.

4.1244 There were seven Loan Specific Allegations advanced in respect of this loan. Four of
these Loan Specific Allegations were INBS Only Allegations, and so were not dealt
with by the Inquiry. Two of the Loan Specific Allegations were based on the 9
November 2004 Commercial Lending Criteria and, following the Inquiry’s decision that
this was not an applicable policy, these were also not considered by the Inquiry. In
respect of those two Loan Specific Allegations (which were based on the 9 November
2004 Commercial Lending Criteria) there were corresponding lLoan Specific
Allegations of participation advanced against Mr Purcell. These allegations

consequently fall away.

4.1245 The remaining Loan Specific Allegation is outlined below, and further details of all the
Loan Specific Allegations are included in the Table of SPC 1 to 4 Loan Specific
Allegations and Findings at Appendix 7 hereto.

1088 Commercial Loan Application, dated 11 November 2006 (Doc ID: 0.7.120.484153).

1067 CBRE Valuation Report, dated 3 July 2006 (Doc I1D: 0.7.120.16910).

1068 Minutes of Credit Committee meeting, dated 22 November 2006 (Doc ID: 0.7.120.37239).
1069 Minutes of Board meeting, dated 29 November 2006 (Doc ID: 0.7.120.23075).

1970 Commercial Mortgage Offer, dated 15 November 2006 (Doc ID: 0.7.120.44602).

1971 Saciety Advance Detail, dated 16 November 2006 (Doc ID: 0.7.120.42513).

1072 Extract from Summit Account No [ Il (Doc 1D: 0.7.120.760698).
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SPC 3.2: Personal guarantees from owner/controller of borrower private
companies and/or joint and several guarantees where there was more than one

director, were not obtained.

4.1246 The relevant policies identified in the Investigation Report were the April 2003 Credit
Risk Policy (see Table included at Appendix 13) and the 8 November 2004 Commercial

L.ending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was not a policy that applied to commercial lending between November 2004 and
February 2007.

The April 2003 Credit Risk Policy did apply to this allegation.

4.1247 The Inquiry has examined the consolidated loan file for this loan and there is no
evidence that a personal guarantee was either sought or obtained from the directors
of_ Neither the CLA nor the CMO made any reference
to a personal guarantee from any of the identified directors of the borrowing
company.'’”® The Credit Committee or Board meeting minutes similarly did not refer

to a personal guarantee from directors.'974

However, the guarantee of the borrower’s holding company was obtained and this
would have been regarded as very strong. In such circumstances an adverse finding

is not merited in this case.

4.1248 The Inquiry finds no evidence that personal guarantees were sought or received
in relation to this loan. However, given the nature of the corporate guarantee
obtained, an adverse finding is not warranted and, accordingly, the Inquiry finds

that SPC 3.2 is not proven as against INBS.

A Loan Specific Allegation was also advanced against Mr Purcell in respect of
this loan. In light of the Inquiry’s finding in respect of INBS, this loan specific

participation allegation against Mr Purcell now falls away.

1973 Commercial Loan Application, dated 1 September 2008 (Doc ID: 0.7.120.43699); Commercial Mortgage
Offer, dated 15 November 2006 (Doc ID: 0.7.120.44602).

1974 Minutes of Credit Committee meeting, dated 22 November 2006 (Doc ID: 0.7.120.37239); Minutes of Board
meeting, dated 29 November 2006 (Doc ID: 0.7.120.23075).
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customer 7: [N

4.1249 This section of the Loan File Analysis involves loans from INBS to an entity called

_, as well as other borrowers associated with the customer’s
development cornpany, |

_Was engaged in carrying out a number of developments in L.ondon.
There were seven loans divided between three groups and all of the loans were

advanced between 2004 and 2007. _Was a joint venture in which

INBS participated with_, a company run by the customer.

INBS owned 51% of the joint venture. The decision to form this joint venture with the
customer was taken at a Board meeting of INBS on 30 October 2002.79° On 12
December 2002, Mr McCollum became a director of_, a position he

held until 27 April 2007 when the joint venture was dissolved.

Borrower: [ N NNENENEINEE
Loan Account:_

Background to loan

4.1250 A loan facility in the amount of £8.5 million was made available by INBS in 2004 for a

term of 60 months. The purpose of the loan was to provide finance for the purchase of

land and property at_, London."07®

The borrower was a subsidiary undertaking of INBS, with INBS holding 51% of ordinary

shares in the borrower, and_ holding the remaining 49%

of ordinary shares.

4.1251 INBS entered into a fee agreement with the borrower on 30 September 2004 pursuant

to which it was entitled to a finance fee of 25% on any net profit.'%””

In an internal memorandum, dated 24 September 2004'°78 Mr McCollum outlined the
proposal for an initial loan facility in the amount of £8.5 million to be made available to
the borrower in relation to the initial purchase cost of the site at_. Mr

1075 Extract from minutes of Board meeting, dated 3 October 2002 (Doc ID: 0.7.120.5327).

1976 Commercial Mortgage Offer, dated 24 September 2004 (Doc ID: 0.7.120.42830).
1977 Fee Agreement between INBS andh

1978 Internal memorandum from Gary McCollum to Michael Fingleton, dated 24 September 2004 (Doc ID:
0.7.120.36830).
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McCollum indicated that the balance of the purchase price of £33 million was due to
be paid on 31 March 2005.

4.1252 A valuation report dated September 2004 carried out on behalf of INBS estimated the
market value of the site (with vacant possession) at £33 million, and the value of the
site with planning permission at £120 million."%”° The CMO dated 24 September 2004
was signed on behalf of INBS by Mr Fingleton, and acceptance was signed on behalf
of the borrower by Mr McCollum and another director.'®® The CLA was dated 27

September 2004.'%" Funds were first drawn down on 29 September 2004.1082

4.1253 At the Credit Committee meeting on 13 October 2004'%83 the loan facility was
discussed but no decision was made in relation to same, pending further information.
The facility was approved at the Board meeting on 19 October 2004. The minutes of
the Board meeting recorded that the Managing Director had spoken to all Board
members by phone on 27 September 2004 in relation to this loan facility and that all

Board members had approved and authorised this loan on that date. %%

1085

The Summit account for this loan showed that it was redeemed on 31 March 2005

with an outstanding balance remaining of over £144,000.

4.1254 There were two Loan Specific Allegations advanced in respect of this loan. Full details
of these Loan Specific Allegations are set out below, and are also included in the Table

of SPC 1 to 4 Loan Specific Allegations and Findings at Appendix 7 hereto.

SPC 2.1: Funds advanced without Credit Committee approval or
recommendation and not in compliance with INBS’s urgent credit decision

approval procedures.

4.1255 The relevant policies were the UK Version of the April 2003 Credit Risk Policy and the
16 October 2003 Commercial Credit Commitiee Terms of Reference. The urgent credit
decision approval procedures were set out in the 16 October 2003 Commercial Credit

Committee Terms of Reference. (See Table included at Appendix 12).

4.1256 The Credit Commitiee meeting on 13 October 2004, which considered this loan, did

not come to any conclusion and noted in the minutes, “Pending further information”. It

197° Kemsley, Whitley & Ferris Valuation, dated 20 September 2004, page 16 (Doc ID: 0.7.120.13170).
1080 Commercial Mortgage Offer, dated 24 September 2004 (Doc ID: 0.7.120.42830).

1081 Commercial Loan Application, dated 27 September 2004 (Doc 1D: 0.7.120.488410).

1082 Society Advance Detail, dated 29 September 2004 (Doc ID: 0.7.120.26449).

1083 Minutes of Credit Committee meeting, dated 13 October 2004 (Doc ID: 0.7.120.432508).

1084 Minutes of Board meeting, dated 19 October 2004, page 14 (Doc ID: 0.7.120.25338).

1085 Extract from Summit Account Nojiooc 1D: 0.7.120.760586).

358



was not specified what this further information consisted of.'%® The Board meeting
minutes for the meeting held on 19 October 2004 noted: “The Board noted that the
Managing Director had spoken to all board members by phone on 27 September 2004
in relation to this loan and that all board members had approved and authorised this

foan on that date”."%%7

4.1257 The urgent credit decision approval procedures stated that loans must be approved by
the Managing Director and two members of the Credit Committee and presented to
the Credit Committee as soon as practicable. Any loans so approved should be signed

off by the Board as soon as practicable.

4.1258 It is clear from the documents that the Credit Committee did not recommend this loan.
The CLA stated, “Credit committee have reviewed this application and sanction as set
out is recommended to the Board”."®® The CLA recommendation signed by Mr
McMenamin was dated 27 September 2004, which was some weeks before the Credit
Committee meeting occurred and is consistent with the date of Mr Fingleton’s phone

call with the Board members.

The Inquiry has considered whether the procedure followed could be compliant with
the urgent credit decision approval procedures as set out above. However, the details
as set out above show that the Credit Committee appeared to be excluded from the
decision making process and the loan was not presented o it at any stage following

its request for further information.

4.1259 The Inquiry finds that there was no Credit Committee recommendation for this
loan and no compliance with urgent credit decision approval procedures.

Accordingly, the Inquiry finds that SPC 2.1 is proven against INBS.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

4.1260 The relevant policy was the April 2003 Credit Risk Policy. The urgent credit decision
approval procedures were set out in the Board Resolution September 2002 and the 16
October 2003 Commercial Credit Committee Terms of Reference. (See Table included
at Appendix 12).

1086 Minutes of Credit Committee meeting, dated 13 October 2004 (Doc ID: 0.7.120.432508).
1987 Minutes of Board meeting, dated 19 October 2004, page 14 (Doc ID: 0.7.120.25338).
1088 Commercial Loan Application, dated 27 September 2004, page 3 (Doc ID: 0.7.120.488410).
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4.1261 The CMO was issued on 24 September 2007.'%° The Credit Committee meeting on
13 October 2004 did not recommend this loan for approval'®®®, and the Board meeting

approving it occurred on 19 October 2004191

4.1262 The phone calis of 27 September 2004 from the Managing Director to all the Board
members, in which they all approved the loan, would have been a valid approval if it
had occurred before the CMO was issued. However, those phone calls were made
three days after the CMO had been issued and signed by Mr McCollum as a director
of the borrowing company, although not by the other director who did not sign it until
29 September 2004.

It should be noted that there was ancther document on file also dated 27 September
20041992 which was an email from Mr McCollum to INBS’s treasury department
requesting that £8.1 millicn be transferred to Howard Kennedy on 29 September 2004

and bank documents show that this was done.%%

A meeting of the board of directors of_took place on 29 September
2004 accepting the facility.%%*

4.1263 The wording of the SPC Allegation is that the CMO was issued before approval, not
that it was accepted before approval, and therefore there was a breach with respect o
this SPC Allegation.

4.1264 The Inquiry finds that the CMO issued prior to appropriate recommendation for
approval and/or approval and not in compliance with INBS’s urgent credit
decision approval procedures and, accordingly, finds that SPC 2.13 is proven
against INBS.

1082 Commercial Mortgage Offer, dated 24 September 2004 (Doc ID: 0.7.120.42830).

109 Minutes of Credit Committee meeting, dated 13 October 2004 (Doc ID: 0.7.120.432508).

1091 Minutes of Board meeting, dated 19 October 2004, page 14 (Doc ID: 0.7.120.25338).

1092 Email from Gary McCollum to David Murray, INBS, dated 27 September 2004 (Doc ID: 0.7.120.282856).
1093 Sterling Commercial Advance Static Sheet, dated 29 September 2004 (Doc ID: 0.7.120.6594).

1094 Minutes of meeting of the board of directors of* dated 29 September 2004 (Doc ID:
0.7.120.16134).
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Borrower: |
Loan Account No: -

Loan 1 and Loan 3 - background {o loans

4.1265 Various facilities were previously sanctioned by INBS for the purchase and

development of sites at_ and G London, by the borrower.%%

Loan 1

4.1266 The borrower was a subsidiary undertaking of INBS, with INBS holding 51% of ordinary

shares in the borrower and _holding the remaining 49%

of ordinary shares.

In an internal memorandum dated 31 January 2005, Mr McCollum outlined the
proposal for a loan facility of £9.9 million to finalise the purchase of _,
London, and towards planning costs. INBS was to be entitled to a profit share fee of
25%. This was signed “Approved” by Mr Fingleton on 24 February 2005.1%%

4.1267 The CMO dated 14 February 2005 was signed on behalf of INBS by Mr Fingleton and
Mr Purcell, and acceptance was signed on behalf of the borrower on 16 February
2005.1097

There were two CLAs on file in respect of this loan. The first was dated 31 January
2005'°% and the second was dated 21 February 2005."%°° Both provided for a loan of
£9.9 million for a five year term, as well as a full capital and interest moratorium with
INBS entitled to a 25% profit share. The security was a fixed and floating charge over
the assets of the borrowing company and a first legal mortgage over the property being

purchased. The LTV was 100% of a valuation that was to be confirmed.

4.1268 The loan facility was referred to at two separate Credit Committee meetings dated 2

February and 23 February 2005 respectively''®®, and was approved at the Board

1095 Commercial Loan Application, dated 21 February 2005 (Doc ID: 0.7.120.489430).

109 |nternal memorandum from Gary McCollum to Michael Fingleton, dated 31 January 2005 (Doc ID:
0.7.120.16526).

1997 Commercial Mortgage Offer, dated 14 February 2005 (Doc ID: 0.7.120.43981).

1098 Commercial Loan Application, dated 31 January 2005 (Doc ID: 0.7.120.29494).

109 Commercial Loan Application, dated 21 February 2005 (Doc ID: 0.7.120.489430).

1190 Minutes of Credit Committee meeting, dated 23 February 2005 (Doc I1D: 0.7.120.19811).

361



meeting on 24 February 2005.""" The funds were first drawn down on 25 February
2005.1102

According to the Summit account, this loan continued to accrue interest until 25
February 2010 when there was an outstanding balance of £13,347,852."1% This loan
was transferred to NAMA.

Loan 3

4.1269 In an internal memorandum dated 21 May 2007 "%, Mr McCollum outlined the proposal
for a loan facility of £7.5 million to be made available to take the site to full planning
stage, at which time it was envisaged that the construction element would be financed

by another lender. INBS was to remain entitled to its profit share.

The additional CMO dated 23 May 2007''% was signed by Mr McCollum on behalf of
INBS, and acceptance was signed on behalf of the borrower on 24 May 2007. The
CLA was dated 6 June 2007.""% The loan facility was recommended for approval at
the Credit Committee meeting on 26 June 2007"'%, and was duly approved at the
Board meeting on 27 June 2007.11%8

4.1270 The loan facility was first drawn down on 30 May 2007. "1 ||| G ccas<
to be a subsidiary of INBS in May 2007."""° According to the Summit account, this loan
continued to accrue interest until 29 January 2010, when there was an outstanding

balance of £3.975 million.""" This loan was transferred to NAMA.

4.1271 There were 11 Loan Specific Allegations advanced in respect of the two loans to this
borrower. Full details of these Loan Specific Allegations are set out below under each
loan, and are also included in the Table of SPC 1 to 4 Loan Specific Allegations and

Findings at Appendix 7 hereto.

101 Minutes of the Board meeting, dated 24 February 2005 (Doc ID: 0.7.120.6850).

1102 Extract from Summit Account Nd (Doc ID: 0.7.120.760718).

1103 Extract from Summit Account No || (Ooc |D: 0.7.120.760718).

1104 Internal memorandum from Gary McCollum to Michael Fingleton, dated 21 May 2007 (Doc ID:
0.7.120.222286).

1105 Additional Commercial Mortgage Offer, dated 23 May 2007 (Doc ID: 0.7.120.18059).

108 Commercial Loan Application, dated 6 June 2007 (Doc ID: 0.7.120.28539).

107 Minutes of Credit Committee meeting, dated 26 June 2007 (Doc ID: 0.7.120.16540).

1108 Minutes of Board meeting, dated 27 June 2007 (Doc ID: 0.7.120.6693).

1109 Extract from Summit Account No— (Doc ID: 0.7.120.760587).

110 Minutes of Board meeting, dated 24 April 2007, page 10 (Doc ID: 0.7.120.7630) and KPMG Project Harmony

Report, dated 20 June 2007, page 66 et seq. (Doc 1D:0.7.120.55785).
1111 Extract from Summit Account Noﬁ(Doc ID: 0.7.120.760587).
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Loan 1

SPC 1.3: Failure to acquire the following required information from borrowers to

facilitate an assessment of borrowers’ repayment capacity:
(a) Business plan/proposals.
{b) Forecast cash flow analysis.

4.1272 The relevant policy identified by the Investigation Report was the 9 November 2004

Commercial Lending Criteria.

The Inquiry has determined that the @ November 2004 Commercial Lending Criteria
was hot a policy that applied to commercial lending between November 2004 and

February 2007 and therefore no finding is made in respect of this allegation.

SPC 2.13: CMO issued prior to appropriate recommendation for approval and/or
approval and not in compliance with INBS’s urgent credit decision approval

procedures.

4.1273 The relevant policy was the April 2003 Credit Risk Policy. The urgent credit decision
approval procedures were set out in the Board Resolution September 2002 and the 16
October 2003 Commercial Credit Committee Terms of Reference. (See Table included
at Appendix 12).

4.1274 At the Loan Hearings, the Inquiry was referred to the CMO, which issued on 14
February 2005'""2, a CLA which issued on 21 February 2005'", and a Credit
Committee recommendation dated 23 February 2005."""* Board approval came the
following day on 24 February 2005."""° As noted above at paragraph 4.1267, there
were two CLAs on file in respect of this loan. The other CLA was dated 31 January
2005,

A loan specific participation allegation was advanced against Mr Purcell in respect of

this loan. Consolidated Table 2.5.2 of the Investigation Report stated:

“For one of the 48 loans where it is suspected that the CMO was issued prior
to the appropriate recommendation for approval and/or approval (Credit

Committee and/or Board) being received and without compliance with the

1112 Commercial Mortgage Offer, dated 14 February 2005 (Doc ID: 0.7.120.43981).

113 Commercial Loan Application, dated 21 February 2005 (Doc ID: 0.7.120.489430).

14 Minutes of Credit Committee meeting, dated 23 February 2005 (Doc ID: 0.7.120.19811).
115 Minutes of the Board meeting, dated 24 February 2005 (Doc ID: 0.7.120.6850).
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Society’s urgent credit decision approval procedures, Stan Purcell signed the
CMO and subsequently attended the Board meeting at which the loan was

approved’ 1116

In written submissions to the Inquiry at the conclusion of the Loan Hearing, Mr Purcell

stated as follows with respect to this allegation''”:

*1. A CLA for || oztec 37 vanuary 2005 for the purchase and
redevelopment of planning at _ London- was signed
‘Recommended” by Tom McMenamin on 31 January 2005. The CLA was for
£8TG. 9.9m. (0.7.120.29494). This CLA was not mentioned during yesterday’s
hearing when z‘his_ loan was considered.

2. This CLA dated 31 January 2005 was based on an internal memo dated 31
January 2005 (07.120.16526) from Gary McCollum to Michael Fingleton.

3. At a meeting of the Credit Committee held on 2 February 2005
(0.7.120.9606) a loan to_to provide finance for the purchase and
redevelopment of planning at _ London - was
recommended by the Credit Committee for board approval. This

recommendation was signed by Tom McMenamin and John Roche.

The minutes of the Credit Committee contain a typing mistake, £STG 9.0m is
recorded in the minutes whereas the minutes should have recorded £STG

9.9m. as per the memo and CLA mentioned.

4. The minutes of the Credit Committee meeting held on 23 February 2005
(0.7.120.19811) record the loan to ||| o rvchase R
- being recom