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Ciaran Walker (former Deputy Head of Enforcement 
with Central Bank of Ireland) discusses the implications 
of the recent Central Bank €1.4million fine imposed 
on KBC Bank Ireland plc, its first in the context of the 
ECB Single Supervisory Mechanism regime.

Introduction
On 10 October 2016, the Central Bank of Ireland 
(“CBI”) announced that it had imposed a fine of  
€1.4 million on KBC Bank Ireland plc (“KBC”) for 
various breaches of the separate Codes of Practice  
on Lending to Related Parties 2010 and 2013  
(the “Codes”).

KBC is exclusively regulated, for prudential purposes, 
by the European Central Bank (“ECB”) under the 
Single Supervisory Mechanism (“SSM”). Under the EU 
Regulation setting up the SSM (Council Regulation 
(EU) 1024/2013), however, the ECB may in certain 
circumstances require a national competent authority 
such as the CBI to “open proceedings with a view to 
taking action [under national law and procedures] to 
ensure that appropriate penalties are imposed”.

The KBC fine is the first fine that the CBI has imposed 
under this mechanism.

The breaches  
Under the Codes, firms are required to obtain the 
prior approval of their Board or a sub-committee of 
their Board, before they can enter into or vary loan 
transactions with related parties, such as directors, 
senior managers or significant shareholders of the firm. 

The CBI found that, over a period from 2012 to 2016:

 – KBC breached the Codes by failing to have policies 
and procedures in place that were adequate in 
order to identify loans to related parties. The 
CBI noted that there was a lack of awareness 
within KBC regarding the relevant processes to 
be followed; also, KBC acknowledged that the 
breaches occurred in part as a result of a gap in 
training processes.

 – On 18 separate occasions KBC breached the Codes 
by failing to obtain the prior approval of its Related 
Party Lending Committee before granting loans to 
related parties or extending the maturity date on 
the loans. 

The CBI noted a number of factors in deciding on 
the appropriate penalty, including “the need for an 
effective deterrent impact on other regulated entities.” 

More generally, the Central Bank’s Director of 
Enforcement Derville Rowland stated in the CBI’s 
publicity statement on the case that:

“Related party lending is an issue of significant 
prudential concern for the Central Bank, particularly 
in the context of the identified failings at the time 
of the financial crisis when loans were issued 
to related parties without adherence to internal 
controls and procedures.” 

The Chair of the Supervisory Board of the SSM, Danièle Nouy, 
made clear in a recent speech that “European banking 
supervision has made internal governance one of its top 
supervisory priorities”, so banks will need to ensure that they 
have robust internal governance systems and procedures in 
place and that these are properly implemented, including 
through appropriate internal training. 



The SSM
On 4 November 2014, the ECB took on its role as 
prudential supervisor of banks in the Euro area when the 
SSM commenced its functions. The SSM is ECB-led and 
comprises the ECB and national competent authorities in the 
participating member states, such as the CBI.

Under the EU legislation setting up the SSM, the ECB 
has comprehensive and complex powers of supervision, 
investigation and sanctioning of credit institutions in the 
Euro area, working in close co-operation with the national 
competent authorities such as the CBI. 

The ECB has exclusive jurisdiction to prudentially supervise 
specified main banks in the participating member states of the 
SSM, which are categorised as Significant Supervised Entities. 
These also cover subsidiaries of such entities, including KBC 
Bank Ireland plc. 

For other banks, which are categorised as Less Significant 
Institutions, the national competent authority, such as the CBI, 
is the primary regulator and may impose sanctions without 
the need for any prior authority from the ECB.

Whilst the ECB has exclusive jurisdiction to impose monetary 
sanctions on Significant Supervised Entities for breaches of 
directly applicable EU law, it does not have jurisdiction to:

 – impose monetary sanctions on Significant Supervised 
Entities for breaches of national law transposing relevant  
EU Directives (as was the case here)

 – impose sanctions on individuals 

 – impose non-monetary sanctions on Significant  
Supervised Entities

In each of the above circumstances, it is a matter for the 
relevant national competent authority to take enforcement 
action, but only once it is required to do so by the ECB. 

Conclusion
The KBC case marks an important new phase of prudential 
regulation in Ireland, in which any enforcement actions taken 
by the CBI for the imposition of sanctions against Significant 
Supervised Entities or individuals in these entities are taken on 
the basis of an authorisation to proceed from the ECB. 

The issue of the circumstances in which the ECB will exercise 
this power in the future can only be a matter of conjecture 
at this stage, as the SSM is a relatively new entity, involving 
complex inter-relationships between the ECB and national 
competent authorities for the prudential supervision of 
banks in the Euro area, and has not yet given any public 
pronouncements on the matter. 

In any event, as noted above, internal governance is one of 
the top supervisory priorities and banks will need to ensure 
that they have robust internal governance systems and 
procedures in place. In this regard, there is an onus on the 
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banks to demonstrate to the regulator that this has been 
done; in the words of the CBI’s Director of Credit Institutions, 
Ed Sibley, in a recent speech in which he emphasised 
corporate governance as a priority area for the CBI: 

“I would emphasise the importance of individuals and 
firms being able to demonstrate that they have appropriate 
and effective arrangements in place – namely prove it”.

How Eversheds Consulting can help
Eversheds Consulting is a service from one of Ireland’s 
leading law firms bringing together a mix of highly 
experienced consultants, lawyers, audit and risk specialists, 
to provide tailored consulting services to clients.

This service forms part of the Legal Consulting service 
provided by the global law firm in a number of jurisdictions 
and has recently expanded further through the appointment 
of Ciaran Walker, who was previously Deputy Head of 
Enforcement with the CBI. 

Eversheds Consulting can assist firms to ensure that they 
have appropriately robust internal governance systems and 
procedures in place and provide training to firms.

For further information, please contact:
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