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      Prologue

      
      26 November 2008

      
      It was the bankers’ last supper.

      
      The banking crisis was at fever pitch; the nation’s finances were in peril; but Ireland’s banking elite was celebrating in a private room in a discreet hostelry near Dublin’s St Stephen’s Green.

      
      The occasion was ostensibly to mark the retirement of the chairman of the Financial Regulator, Brian Patterson. At the time the watchdog was in the wars, but Ireland’s bankers wanted to give Patterson a good send-off. Patterson had, in fact, retired seven months earlier, but his departure was a good hook for a meeting of allies under siege.

      
      Dinner with the watchdogs was part of the job; but it was important that no news of the party leaked to the media. Nor did it. The bankers were all careful not to be spotted as they entered and left. Any media story that the regulators were living it up with the bankers would have been dynamite. A view that the two groups were far too cosy was gaining credibility with the public by the day.

      
      Patterson’s chief executive at the Financial Regulator, the beleaguered Patrick Neary, was another guest of honour at the dinner. During the previous six weeks Neary had been the target of a wave of media criticism for his handling of the unfolding crisis that had caused the government to guarantee the liabilities of the Irish banks.

      
      Not used to the spotlight, Neary had made matters worse. A disastrous interview on RTÉ’s Prime Time programme on 2 October had exposed the normally camera-shy regulator to tough scrutiny. Two weeks later Neary had been grilled by an Oireachtas committee. Calls for his resignation were surfacing as he tried to explain his failure to cool the bankers’ lending to the property market. Michael Casey, a retired economist at the Central Bank, had broken ranks with his former employer and exposed the watchdog’s flaws. In the Irish Times of 14 October he had highlighted the crux of the problem: ‘Close relationships between regulators and banks – difficult to avoid in a small country – will have to be ended.’

      
      The hush-hush dinner was a sure sign that the relationship was still close, despite public unease about the mutual admiration between bankers and regulators. Pat Neary was in his comfort zone that night as he tucked into the strip loin of tender beef. Mary O’Dea, Neary’s high-profile number two, and Con Horan, the watchdog’s prudential director, were happily mixing it with those whom they so often supervised. Jim Farrell, Patterson’s successor in the chair, was there too, dining at the only table in the room, laid for twenty-two. Farrell was a popular choice of successor for the bankers as he himself had been one of their own over a thirty-year career with Citibank.

      
      Brian Patterson was not the only diner in the departure lounge on that November night. Within months many of the invitees would find that this was their last bankers’ supper.

      
      Eugene Sheehy, the smooth-talking head of AIB, was enjoying the evening, exuding his trademark calm amid the turmoil in the industry. According to one of those sitting close to him, ‘Nothing seemed to be ruffling Eugene.’

      
      Sheehy would be gone from AIB within six months, having been forced into a humiliating climbdown from his proud boast that AIB would not accept government funding.

      
      Close to Sheehy sat Richie Boucher, the Zambian-born chief executive of Bank of Ireland’s Irish retail division. Barely three months later Boucher would succeed Brian Goggin as chief executive after Bank of Ireland too accepted a state bailout.

      
      Irish Life sent along its top man, Denis Casey, a workaholic with an inscrutable manner. Casey was no great partygoer, but dinner with the regulators was a diplomatic and political imperative.

      
      Within three months Casey was out of a job.

      
      Fergus Murphy, the new chief executive of the EBS, attended this gathering of the oligarchy, nursing the fear that his own building society was another that might soon need a leg-up from the state. Murphy, untainted by EBS’s disastrous move into commercial property just as the market was peaking, would later emerge as one of the few survivors of the last supper.

      
      His rival at Irish Nationwide Building Society, Michael Fingleton, sent his apologies. Around the table the diners speculated that the controversial ‘Fingers’ was a no-show because he was smarting from a recent humiliation. He was the only Irish banker ever to have been fined by Neary or any other watchdog. A month earlier, provoked by constant taunting about his softness on the banks, Neary had fined Irish Nationwide €50,000 after Fingers’s son – a London employee of the building society – had referred to the Irish government’s guarantee of bank liabilities in an email seeking deposits from UK-based customers. His action was politically sensitive because Minister for Finance Brian Lenihan had already faced down opposition from the British government over its claim that the guarantee would give Irish banks an unfair competitive advantage. Lenihan made his displeasure known, and the fine followed swiftly; but it was a one-off, a token gesture.

      
      
      Anglo Irish Bank chief executive David Drumm, a regular at bankers’ bashes, accepted the invitation but pulled out at the last minute. A few months earlier Drumm had attended a similar event to honour the retiring chairman of the Revenue Commissioners, Frank Daly. In a weird twist of fate, before the end of the year Daly was to be appointed a director of none other than Anglo. On this November night, two months on from the state guarantee that was generally viewed as having been enacted to save Anglo, Drumm sent along a senior director, Peter Butler, in his place. Within four weeks Drumm would resign from Anglo when it was discovered that his chairman, Sean FitzPatrick, had been playing ducks and drakes with his personal loans from the battered bank. The Financial Regulator had never noticed.

      
      FitzPatrick was not invited to the dinner as it was not for chairmen like himself, AIB’s Dermot Gleeson, Irish Life’s Gillian Bowler, the EBS’s Mark Moran, Irish Nationwide’s Michael Walsh, or the clubbable Richard Burrows of Bank of Ireland.

      
      All bar Bowler would be shafted within months.

      
      Pat Neary was one of the most popular people at the party. He had been assuring all those around him that Ireland’s banks were well capitalized and that the Financial Regulator was working effectively. Neary was in denial.

      
      In fact, denial was the common dish at the dinner, happily shared by both bankers and watchdog. Two months earlier, on 18 September, Neary had done the bankers a big favour when he banned short selling of bank stocks. But he could not save himself. Six weeks on from the congenial bankers’ dinner he would be smelling the roses as he surveyed the carnage he left behind him.

      
      The dinner was hosted by Pat Farrell, the president of the Irish Banking Federation. Farrell, a former Fianna Fáil general secretary, was believed to have the ear of the Minister for Finance. Farrell welcomed everyone, uttered a few kind words about ‘Brian’ and handed over to Patterson. The departing chairman defended his tenure at the helm, insisting that the ‘principles-based’ system of monitoring the banks had encouraged overseas banks to come to Ireland. In fact, it was a euphemism for a policy of letting the bankers run their own shows.

      
      Here was the Irish banking aristocracy in action, wining and dining their regulators in undisturbed luxury just as a local volcano was erupting before their eyes.


      
      
      
      
      1. Before the Bubble

      
      Rogue bankers were not sudden arrivals to the Ireland of 2008. Regulators being fêted by bankers was nothing new. There had been bailouts before, and small cliques had frequently seized control of banks – all to the detriment of taxpayers. Nor were today’s bankers the first buccaneers to create a culture of the cavalier pursuit of quick riches. They were the inheritors of that culture.

      
      Ireland has a shameful banking history, not a proud one. For over thirty years Ireland has been cursed by banking scandals. While the smaller scandals and the smaller banks have come and gone, the activities of the larger ones suggest that banking skulduggery is endemic.

      
      For many years the two big banks in Ireland had a free run. The formation of the Bank of Ireland Group and Allied Irish Banks – AIB – in the late sixties virtually shut off commercial openings for many outsiders. A retail duopoly was born.

      
      AIB was formed in 1966 as a merger of three well-established banks: Provincial Bank of Ireland, Royal Bank of Ireland and Munster & Leinster. The Bank of Ireland formed the second part of the duopoly by way of a takeover by the old Bank of Ireland of the Hibernian Bank in 1958 and of the National Bank in 1965. The size of the two big banks’ balance sheets and branch operations made it difficult for others to break their stranglehold over the retail network until the foreign invaders arrived in the 1990s.

      
      However, the door was not completely closed. Reputable transatlantic banks –such as Citibank, Chase Manhattan and Bank of Nova Scotia – entered the Irish market, but only in niche areas. The state banks, together with ICC and ACC, meanwhile plodded along with specialist roles. ICC was set up as the Industrial Credit Corporation to assist industry, while the ACC was established to provide credit for agriculture. Alongside them the building societies lived for decades in a shadowy world of their own.

      
      It is often forgotten that, in the thirty-odd years prior to the crisis that enveloped Irish banking in the autumn of 2008, several small Irish banks went bust and one of the major players – AIB – was rescued by the state in 1985. AIB was too big for the state to countenance a collapse, but the same could not be said of less sizeable sinners.

      
      Ken Bates, Joe Moore and Patrick Gallagher are names that hardly hold an honoured place in Irish banking history. All three managed to own or operate banks in Ireland in a manner that foreshadowed the career of Sean FitzPatrick. Like FitzPatrick, all three dominated the banks they ran. And like FitzPatrick, all three went belly-up.

      
      Ken Bates is a character who could not be invented. He is most famous worldwide for selling Chelsea Football Club, which he had bought in 1982 for £1, to Russian oligarch Roman Abramovich in 2003, but he had a long and colourful career in a number of different ventures before that. Born in 1931, he enjoyed early success in the concrete business, selling his company for £545,000, a staggering sum in 1963. He moved on to the exotic financial waters of the British Virgin Islands, and emerged with his pockets bulging from a massive settlement from the British government after the failure of a development project there.

      
      In 1971 Bates managed to bag a banking licence from Ireland’s sleepy regulators. In considering Bates’s application, the Central Bank inexplicably failed to discover a readily accessible time bomb: Bates had been connected to a publicly quoted UK company, Howarth of Burnley, that had gone into receivership – and he had not emerged favourably from the receiver’s report.

      
      With the Irish Trust Bank, Bates followed a well-worn path. He offered depositors higher interest rates than his competitors and attracted enough cash to make some risky investments, mostly in property; he also targeted the middlesized Irish business market.

      
      The Central Bank eventually found out about Howarth of Burnley and tried to remedy its mistake by forcing Bates to resign as an unsuitable director of a bank. Bates took the Central Bank to the Four Courts, where the judges ruled in his favour. Among his opponents in that case was one of Ireland’s most celebrated civil servants and central bankers, Ken Whitaker.

      
      As the recession of the early seventies began to bite, property prices tumbled and Irish Trust Bank started making losses. Bates’s earlier battles with the Central Bank ensured that the regulators were lying in wait, ready to ambush him. They discovered anonymous offshore borrowers and large loans to companies controlled by Bates himself while Irish Trust Bank was in the red. These discoveries, combined with a lack of transparency, made them question the bank’s solvency. In February 1976, the High Court revoked Bates’s licence. At the high point of the drama, the day that the liquidation was due to come into force, a defiant Bates was arrested for re-entering the Irish Trust Bank’s headquarters and removing files. He later returned them under orders from the court.

      
      The Irish Trust Bank was dispensable: it had not established itself as a vital artery of the Irish banking system. Depositors in Bates’s bank were in danger of losing their money. But happily for them, a general election beckoned. Fianna Fáil’s shadow finance minister, George Colley, offered to bail out the lucky depositors if his party was returned to power in 1977. It was. And Colley delivered.

      
      According to Simon Carswell’s excellent book Something Rotten: Irish Banking Scandals, as recently as 2005 Bates reminisced that his ‘only regret’ about his days in Ireland was that ‘we didn’t make Irish Trust Bank into what Anglo Irish Bank is today. We tried to merge them at one point and call it the Anglo Irish Trust Bank.’

      
      The mind boggles.

      
      Bates has little contact with Ireland nowadays. By chance, former Irish Life & Permanent chief David Went bumped into him in Cape Town in January 2009 and told me, ‘Bates is in fine fettle, still telling tales of how he took on the Central Bank back in the seventies.’

      
      If Bates slipped into Dublin’s banking swamp below the radar, Patrick Gallagher was a starry-eyed local youth who ended up in a Northern Ireland prison, a convicted thief.

      
      In 1974 Gallagher inherited Merchant Banking Ltd from his father, Matt Gallagher. He was only twenty-two and hadn’t a bull’s notion about banking but simply ran his Merchant Banking as a personal fiefdom to fund some high-wire property plays and his infatuation with horse racing.

      
      Gallagher was a sad case. He was hugely impressed by his late father’s buddy, Charles J. Haughey, and was one of the first businessmen to put his hand in his deep pockets to bail out the Fianna Fáil Taoiseach when he faced a crisis with his bankers early in his premiership.

      
      Gallagher was besotted by the high life. He was regularly seen wearing his loud blue pinstriped suit and smoking a cigar in the high-society Bailey restaurant in Dublin’s Duke Street or in the Royal Hibernian Hotel. He kept the company of big developers, auctioneers and politicians. Initial success went to his youthful head. He contracted one of the worst doses of folie de grandeur to infect any of the mohair-suited brigade of the sixties and seventies. Within eight years his family business had incurred unsustainable debts of £28 million. He was bust.

      
      Bad personal property investments were his downfall. He had bought the Phoenix Park racecourse, Straffan House (now the K Club) and other trophy properties in an orgy of self-aggrandizement and speculation. His vehicle for the purchases, the Gallagher Group, was being funded by, among others, Merchant Banking – a private piggy bank for his own use and in some cases to help out old friends, such as Charlie Haughey. When Merchant Banking collapsed, it emerged that Haughey owed the failed bank over €17,000. No effort had ever been made by Merchant Banking to seek repayment over the six-year life of the loans. Gallagher’s other creditors closed in and put the Gallagher Group and Merchant Banking into liquidation. Patrick Gallagher ended up serving a two-year jail sentence in Northern Ireland for theft, having pillaged clients’ personal accounts to bolster his doomed ventures.

      
      Gallagher’s story is a personal tragedy of a young man, infatuated with the trappings of wealth, whose head was turned by the glamorous lifestyle and powerful connections handed to him by his father. He paid a lifelong penalty. In his later years he was seen around Dublin, sometimes intoxicated, broke but lacking in bitterness. He would often inhabit old haunts like the Shelbourne Hotel, regaling acquaintances with fantasy plans, one of which was to build a Charles Haughey Memorial Hospital. He died in the spring of 2006 aged just fifty-four.

      
      
      The lesson of Gallagher’s unhappy story was not lost on the critics – and the beneficiaries – of a loose banking regime in Dublin. Although Gallagher had been sentenced to prison in Northern Ireland, he was never charged with as much as the theft of a paperclip in the Republic. Paddy Shortall, the liquidator of Gallagher’s companies, reported that Gallagher had broken the law in over twenty places. In his findings Shortall included accusations of false accounting, fraudulent statements and both bribery and corruption. His report to the Director of Public Prosecutions listed seventy-nine possible criminal offences. No prosecution was ever taken.

      
      Patrick Gallagher’s friend Charlie Haughey was to resurface yet again in the story of Joe Moore. Wherever there was money or a dodgy bank, Haughey turned up like a magnet.

      
      During the seventies and eighties Moore built up Ireland’s largest motor insurance company, the Private Motorists’ Protection Association (PMPA). Moore was a staunch republican. His original business ideals were driven by a strong dislike of British domination of the Irish insurance market.

      
      He started life as a consumer champion but ended up as a staunch Haugheyite. In 1979 Moore campaigned for Haughey in his Fianna Fáil leadership battle against George Colley. He was vindictive in victory; David Andrews, a Fianna Fáil junior minister under Jack Lynch and fiercely antagonistic to Haughey, was a victim. Andrews, a barrister by profession, returned to the Law Library after being sacked by Haughey. Moore had lobbied Andrews to vote for Haughey in the leadership battle; after Andrews voted for Colley instead, Moore withdrew Andrews’s PMPA briefs – and much of his livelihood – for three months as a punishment. When he was not causing political chaos, Moore was offering cut-price car insurance and carving out a formidable share of the insurance market.

      
      
      PMPA owned a bank known as PMPS, the Private Motorists’ Provident Society. It took deposits and lent money to small borrowers. Buyers of shares in PMPS were offered cut-price insurance in the parent company. PMPA borrowed heavily from PMPS. The bank was at risk if the insurance company ever folded. PMPS was regulated not by the Central Bank but by the Registrar of Friendly Societies.

      
      PMPA’s strategy of cutting premium prices to attract new customers proved fatal. PMPA began paying off claims with new premiums. It could survive as long as enough fresh premiums kept coming in to meet current claims; but it became insolvent when the economy deteriorated. Claims rose and premiums dwindled.

      
      It was unfortunate for Moore that Haughey, his spiritual champion, was out of power when the PMPA crunch came. He had no political friends in the Fine Gael-led coalition which came to power in late 1982. The government appointed an administrator to PMPA, and the PMPS bank was brought down with the insurance company.

      
      Joe Moore had close parallels with Ken Bates and Patrick Gallagher. There is no record of any of them having been challenged by their boards. Moore made all investment decisions at PMPA. He fought the government – not only the Fine Gael-led coalition but also the preceding Fianna Fáil government, in particular commerce minister Des O’Malley, who dubbed Moore an ‘unstable megalomaniac’. He also fought the administrator.

      
      Moore eventually lost on all fronts, but his recklessness caused mayhem with the public finances. The government decided that PMPA was too big a company to be allowed to fold. In 1984 the state was forced to impose a 2 per cent levy on all non-life-insurance premiums to raise enough money to bridge the deficit which Moore had left. The levy lasted nearly a decade. The cost of Moore’s folly was footed by the taxpayer.

      
      Joe Moore died in 1989, aged eighty, still convinced that the government’s decision to appoint an administrator to PMPA was motivated by the personal spleen of the minister Des O’Malley against Moore’s pal Charlie Haughey. It was not until 2005 that the final repayments were made to PMPS depositors – a twenty-two-year wait for many small savers.

      
      One man, one bank – the fatal formula in the tales of Joe Moore, Patrick Gallagher and Ken Bates – was bad enough. One family, one building society was even more dangerous. Nothing demonstrates the folly of a financial dynasty better than the story of the Farrells.

      
      Ireland’s building societies were originally conceived in the nineteenth century as co-operative organizations owned by their ‘members’ – i.e. their customers. They had no shareholders to satisfy with their demands for dividends or capital growth. Building societies were supposed to benefit their members by prioritizing cheaper mortgages and better savings rates over corporate profits.

      
      A great theory. The practice was different. From their humble beginnings, Ireland’s building societies were slowly hijacked. In the 1980s they began to ape the big finance houses. In the nineties they converted into full-blooded banks. As a result, building society chiefs became bankers, and very rich to boot.

      
      The Irish Temperance Permanent Benefit Building Society was founded in 1884. In 1940, when it changed its name to Irish Permanent, Edmund Farrell Snr was the secretary of the company; by the 1950s he had risen to managing director, and he ran the society until his death in 1975. He was an autocrat who was able to dictate the identity of his successor on his deathbed. This, unsurprisingly, turned out to be his son, also Edmund Farrell.

      
      Young Ed took over at the age of twenty-eight. He had qualified as a doctor, but an inner ear infection forced him to look for another job. His father gave him his chance in the Irish Permanent. He grabbed it.

      
      Despite the cuddliness of their stated ethos, by the 1970s building societies – which included the First National, the Irish Nationwide, the Irish Civil Service and the EBS as well as the Irish Permanent – were far from pillars of virtue. All provided happy homes for deposits destined to stay beyond the taxman’s scrutiny. They had a clear edge over the banks in that they were not compelled to return the names of their depositors to the taxman. Whereas banks sent on depositors’ details to the Revenue, building soci eties deducted tax from deposits at source and sent a cheque to the taxman. Hoards of hot money – cash on which other tax would be owing if the Revenue knew about it – headed for this more discreet home.

      
      The secrecy of building society deposits made a mighty difference in the war to attract customers: the societies’ share of the savings market rocketed from 5 per cent in 1965 to 18 per cent in 1985. They advertised the benefits of ‘confidentiality’ for those who saved with them. High income tax and capital gains tax in the seventies and eighties had ensured that the black economy ballooned in Ireland; because they were not obliged to identify deposit holders, the building societies were nicely positioned to hoover up much of the hot money floating around at the time. Everybody knew that this was happening: government knew about it; the taxman knew about it; the Central Bank knew about it; the top brass in the building societies knew about it; the customers loved it.

      
      There is no record of any director of these building societies expressing any unhelpful curiosity about the hot-money issue. It appears that these pillars of society, perched on the boards of financial institutions with quasi-bank status, were perfectly content to preside over tax evaders’ honeypots – and of course they were under no legal obligation to investigate the source of customer deposits or to seek tax returns before an account was opened. That was financial propriety, Irish-style. The state feared a flight of capital from the country if it demanded the identity of the depositors. Another reason for the lack of scrutiny was that the building societies were providing mortgages to a young population, offering a social service as well as making money for themselves. Too much official probing about the source of their deposits could have prompted a sudden exit of funds – and consequently fewer available mortgages. The black economy was entrenched in the financial system and underpinned the mortgage market.

      
      If there was ever any doubt about the dodginess of many building society deposits, it was dispelled in 1994, when the Irish Permanent was floated on the Stock Exchange. Members of the now-former building society were eligible for free shares, and yet many members declined to claim them. Claiming ownership of the shares would have flushed tax dodgers out of the cupboard of secrecy. Their names would have appeared on a share register. Some preferred to forgo the shares rather than to make their deposits known to the tax authorities.

      
      As a response to the competitive advantage of the building societies, the Bank of Ireland eventually took the ‘if you can’t beat them, join them’ route. In 1985 they bought the Irish Civil Service Building Society, partly as a means of tapping into these hot deposits. Other banks, seeing the Bank of Ireland now sporting both banking and building society hats, cried ‘Foul’. In 1986 the government levelled the playing field, putting all financial institutions on the same tax basis. In future all banks and building societies were to pay Deposit Interest Retention Tax (DIRT) at the same rate. Suddenly building societies stood to lose their hot deposits and needed capital to compete in the rapidly deregulating banking world. Ed Farrell Jr was the first of the building society bosses to launch the process of converting his institution into a bank, capitalized via a stock-market flotation – a move that would necessarily involve the forfeit of some of his vast power to run the Irish Permanent as he saw fit.

      
      It was a ground-breaking move. Unfortunately for Farrell it meant that many of his and the society’s questionable earlier activities had to be revealed to prospective investors.

      
      Farrell had been the beneficiary of several unusual transactions. His board had agreed a hugely generous one-off restrictive covenant payment of £300,000 to stop him working for any other building society. He was given a twenty-seven-year contract. Most bizarre of all, he had sold his mansion in Dublin’s leafy Foxrock to the building society in a deal that gave him a tenancy on ultra-generous terms and the right to buy the house back at the sale price of £275,000 – a right he exercised in 1991. In the meantime the society had spent £437,000 on improvements, and the mansion was now valued at £600,000. Such unorthodox deals might have been the norm for building societies under the thumb of one man, but were not considered acceptable behaviour for public companies.

      
      As Farrell prepared for the flotation in 1994, he recruited lieutenants to serve under him as executive directors of the new bank. These included an ex-AIB boss Roy Douglas, former consultant Peter Fitzpatrick, and Peter Ledbetter, who came from GPA, the aviation leasing company that had gone bust as a result of a botched stock-market flotation in 1992. None of them were heavyweights, but they carried sufficient street cred to satisfy the needs of investors pondering the flotation.

      
      Stock Exchange rules required full disclosure of certain deals made in the two years preceding a flotation. Some of Farrell’s deals with Irish Permanent had taken place within the two-year period, and so he wanted to delay the flotation for long enough to avoid the need for disclosure.

      
      Douglas, Fitzpatrick and Ledbetter took the view that it was Farrell or the flotation, and they – together with other directors – forced Farrell out. His transactions with the society had made him an embarrassment to the new arrivals on the board, who regarded him as unsuitable for the head of a publicly quoted company.

      
      Irish Permanent floated on the Stock Exchange without Farrell. The sequel was staggering. Douglas managed to secure a mammoth £201,000 annual salary for himself. Fitzpatrick and Ledbetter pocketed £140,000 each. These were huge salaries for a building society converting into a bank in 1994. Picking at the carcass of the building society, they also helped themselves to a bonanza of share options granted at the flotation price.

      
      Following the flotation the Irish Permanent took Farrell to court. They wanted the Foxrock house back. Farrell countersued for wrongful dismissal. After a day of spectacular charges in the High Court the two sides settled. This was wise: the lid had been lifted on Irish business practices for a day, and too many powerful people had too much to lose. Farrell kept the house and dropped his wrongful-dismissal case.

      
      Soon after Farrell left, it emerged that Irish Permanent had owned a little-known subsidiary, a patent royalty company called Irish Permanent Technology. Farrell had received £200,000 in tax-free dividends from the company, which exploited a legal tax loophole for patent royalty income. Douglas, widely seen as a crusader for virtue after deposing Farrell, had drawn £100,000 from the same source.

      
      Years later two of the men who had banished Farrell were to meet ends that they would not have chosen. Douglas retired unexpectedly as chairman of Irish Life & Permanent in 2004 just before being linked with an offshore sharedealing operation during his earlier career at AIB. He later made a settlement of €53,000 with the tax authorities. Fitzpatrick resigned as IL&P finance director following revelations in February 2009 that the bancassurer had conspired with Anglo in a deposit swap intended to make Anglo’s year-end balance sheet look better. Farrell must have smiled as he saw his protégés-turned-adversaries toppled from their lofty towers.

      
      If Ed Farrell was an old-fashioned autocrat, the men who deposed him turned out to be forerunners of the greed that was to destroy Irish banking in the decade to come, when some of Ireland’s biggest bankers enriched themselves to an extent that would set a standard never before experienced on Ireland’s corporate boards.

      
      The excesses at the Irish Permanent, and the sharp practices of some small-time financiers and their finance houses, were not a one-off. The two big banks ran their own rackets. Prior to the eighties AIB and Bank of Ireland escaped allegations of scandal, but they quickly learned the ways of some of their smaller rivals. Both pursued unsavoury practices behind a façade of plummy voices, expensive education, smart suits and the cloak of noble histories.

      
      These institutions’ pretensions to nobility were skin-deep. What they did have was size. In spades. So big were they that governments buckled at the knee when the banks rattled their sabres.

      
      AIB escaped major controversy or scandal throughout the seventies. It watched as Bates, Gallagher, Moore and finally Farrell bit the dust. It is difficult to explain why AIB so completely lost the run of itself during the eighties and nineties. It was always more of a meritocracy than the Bank of Ireland. AIB had started to poach talent from the civil service in the sixties, while Bank of Ireland continued to recruit through its network of well-connected children of the elite. In 1983, having made a decision to diversify abroad, AIB bought into First Maryland Bancorp in the United States. In the same year it completed the purchase of Insurance Corporation of Ireland (ICI). Despite its name, ICI did most of its business from its London office, underwriting high-risk business. Its UK business was managed by a mover and shaker called John Grace, who gained a reputation as a man who would take risks, underwriting projects others would not touch.

      
      Business was booming – but then in the mid-eighties the insurance market hit a downturn. Reinsurance and underwriting claims started to snowball at exactly the moment when premiums began to drop off. ICI, with its high-risk projects, was the most vulnerable insurance company in London.

      
      AIB had initially taken a laissez-faire approach to Grace’s strategy. The home team was happy to see mushrooming premiums in 1983 and early 1984. But by summer 1984 the government’s industry minister, John Bruton, had become alarmed at the size of the claims. He was given assurances by AIB that they were pumping in £40 million to strengthen ICI’s balance sheet. At the same time AIB sent in a team of investigators to ascertain ICI’s real losses. These turned out to be on such a scale as to threaten to bring down not only ICI, but AIB itself.

      
      AIB decided to pull the plug. They left it to the eleventh hour to warn the government of the impending calamity. In a series of meetings between AIB bosses and top politicians, the leaders of Ireland’s biggest bank put a gun to the head of the government. They told Taoiseach Garret FitzGerald, finance minister Alan Dukes and Bruton that AIB would go to the wall if the government did not ride to the rescue immediately. The government blinked first, agreeing to underwrite all ICI’s debts. That was bad enough. It was worse still that this was a blank cheque. No one knew the extent of the losses at ICI. The Irish government bailed out a bank in distress rather than let it go to the wall.

      
      AIB had pulled a coup in the ICI crisis. Its representatives at the talks with ministers were led by chief executive Gerry Scanlan and his deputy Dermot Egan. Scanlan was the rough diamond of the pair – robust and brash. Egan was a smoother creature, the good cop in the negotiations, an old-style banker who relished membership of the directors’ circuit. He was in the mould of many of the later AIB board. He would have fitted in comfortably at the Dublin 4 dinner tables of later chairmen such as Peter Sutherland, Lochlann Quinn, or Dermot Gleeson.

      
      A story is told of Egan which sums up the attitudes of many of his breed. Sometime in the early nineties Egan, recently retired from AIB, met Charlie Haughey, recently retired as Taoiseach. They compared notes on retirement. Charlie, polite as always, asked Dermot what he was doing, now that he was retired. The ex-banker pulled himself up to his full height. Looking down on the little politician, he puffed out his chest: ‘Well, I am on the council of the Irish Management Institute; I chair the National Concert Hall; I am a Companion of the Institute of Personnel Development; I am chairman of the Philately Advisory Council; I am on the board of the Glucksman Gallery and have a host of other interests. Busier than ever. And, Charlie, what are you doing now?’

      
      Charlie looked the silver-tongued ex-AIB chief straight in the eye. ‘Same as yourself, Dermot. Shag all.’

      
      Egan was an effective advocate for AIB in 1985. AIB walked away from the ICI debacle, landing the baby in the government’s lap. It was not the last time that the banks would hold a government to ransom. The prospect of a collapse of AIB was too catastrophic for ministers to contemplate.

      
      Eventually AIB did grudgingly agree to pay over some money for its part in the fiasco: it consented to pay €5.5 million a year while the other banks were forced to pony up much lesser amounts. But AIB astonished FitzGerald and Dukes by carrying on as if nothing had happened. A few weeks after the rescue was completed the bank announced profits of £85.4 million, plus a dividend, without batting an eyelid. It was two fingers from the bank to the government. The taxpayer picked up the poisonous part of the package while the shareholders walked off with a dividend as though nothing had happened. In the end the taxpayer did not lose out, partly due to a 1992 deal done by commerce minister Des O’Malley, who insisted that AIB should pay more. But the entire affair left a sour taste in the mouths of politicians who felt outplayed and threatened by a bank that had taken advantage of its size.

      
      The sourest taste of all was left by Gerry Scanlan. The man ultimately responsible for the sorry episode was one of the principal beneficiaries. Scanlan bought 50,000 AIB shares at a depressed level during the ICI crisis; not long after the government bailout his purchase was showing a paper profit of more than £80,000. He had received clearance for the purchase from AIB chairman Niall Crowley and the board.

      
      The failure of ICI, together with AIB’s need for a government bailout, was due to a bad, but arguably pardonable, commercial decision. The DIRT scandal was worse. Nearly all the banks were caught up in this massive scam, but AIB was the one that blazed the DIRT trail.

      
      It worked like this: depositors were informed that if they used bogus offshore addresses they would not have to pay Deposit Interest Retention Tax (DIRT). Bogus non-resident accounts became the rage. AIB managed to build up a base of 53,000 customers signing declarations that they lived in the US, the UK – anywhere except the Irish Republic. Tax cheating was the business. And it was obviously fine if your local bank manager was promoting it.

      
      Luckily for the nation, not everybody in AIB was happy to co-operate with this organized tax evasion. Internal auditor Tony Spollen blew a whistle that led to the famous Dáil Committee hearings into this institutionalized illegality. At the hearings Spollen fingered many of his former colleagues and clashed with Gerry Scanlan in at least one bitter exchange. AIB unconvincingly claimed that they had done a deal with the Revenue, which had granted them an amnesty. The Revenue strenuously denied this claim. The Committee found against the bank.

      
      At the end of the inquiry it was clear that bankers were not the only players aware of shady activities. Central bankers, politicians, civil servants and other powerful forces must have known what was going on. Bankers were competing against each other to create bogus offshore business. When Liam Collins broke the story in the Sunday Independent he revealed that AIB had secured over £600 million in customer deposits for this racket.

      
      When settlements were eventually reached, AIB agreed to hand over £90 million to the state in tax, interest and penalties. Bank of Ireland took the runner-up position, paying £30 million. Even the ACC – a taxpayer-owned bank – had to pay £18 million. In total the state recouped over £225 million.

      
      Not a single member of the staff of any of the banks is known to have paid more than a cursory price. In at least one case the manager of a branch that had been top of the DIRT bogus account league found himself promoted.

      
      The regulator was made a monkey of again in 2004, when AIB made a clean breast of several other breaches. One of these – a tax evasion scheme being run, not for customers, but for top people in the bank – became known as the Faldor scandal.

      
      Faldor was an investment company set up in the Virgin Islands for the benefit of senior AIB executives. The funds in the company were managed by Allied Irish Investment Managers (AIIM) on their behalf. AIB admitted in 2004 that top brass at the bank – Gerry Scanlan, Roy Douglas (formerly of AIB and latterly of Irish Life), the one-time AIB deputy chief executive, Patrick Dowling, and the former director of corporate strategy, Diarmuid Moore – had benefited from this scheme located far away from the prying eyes of the Irish taxman.

      
      Sensationally and simultaneously AIB decided to hang its last chief executive, Tom Mulcahy, out to dry for an unrelated tax offence. An AIB statement revealed that five top executives had ‘tax issues’. The first four were the Faldor quartet and the fifth was Mulcahy. Following his retirement from the bank Mulcahy had taken up the prestigious post of chairman of the state-owned Aer Lingus. After a brief conversation about his ‘tax issue’ with his political boss, transport minister Seamus Brennan, Mulcahy resigned. He also stepped down from the board of the publicly quoted insulation company Kingspan.

      
      Scanlan, Douglas, Moore and Dowling pleaded innocence of any wrongdoing in the Faldor case. They said they had been led to believe by AIB’s investment managers that their investments in Faldor were part of a legitimate scheme. They were astonished; they were shocked; they blamed AIB. All four appeared on the tax defaulters list. Gerry Scanlan paid up €206,000 in settlement of his tax liabilities. Roy Douglas forked out €53,000. Moore coughed up €51,000 and Dowling made a settlement of €13,000. They were embarrassed but bit the bullet and brazened it out.

      
      Worse still for AIB was its confession that AIIM had used Faldor for ‘misallocating’ profits. Favoured clients in Faldor had been allocated artificial profits while ordinary clients had been deprived of those due to them. AIB agreed to pay compensation to any clients who had lost out on the allocation of profits.

      
      It was a devastating admission. It implied that AIB had been playing ducks and drakes with clients’ discretionary money. Behind closed doors in the Virgin Islands its investment managers had been allocating profits to their favourite sons in preference to other clients. Trust in the bank’s investment arm was shattered.

      
      In admitting the ‘tax issues’ of the five, AIB seemed to have made a break with the past. Was it dumping on its former employees to draw a line in the sand? Perhaps, but it subsequently emerged that the Faldor investment scheme was only rumbled because Roy Douglas had decided to disclose a tax debt owed from his Faldor exploits. He informed the Revenue Commissioners and AIB. The can of worms would have opened, with everything leaking out eventually. Like all good spinners, AIB took control of the bad news and put it into a single press release. They hoped the latest bombshells would be a one-week wonder.

      
      When AIB was challenged by politicians, the governments bottled it. When confronted by the press, the bankers clammed up, pleading confidentiality. When challenged by the regulator… they were never challenged by the regulator. AIB’s size was the most obvious explanation for this, but the distinguished make-up of the
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