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Background
Recognising the increasing importance of governance issues, the Audit 
Committee Institute Ireland (ACI) was established to serve both audit 
committee members and non-executive directors to help them to adapt to their 
changing roles.

Historically, those charged with governance responsibilities have largely been 
left on their own to keep pace with rapidly changing information relating to 
governance, remuneration, audit issues, accounting and financial reporting. 
Supported by KPMG, the ACI provides knowledge to non-executive directors 
and a resource to which they can turn at any time for information or to share 
knowledge.

Our primary objective is to communicate with all senior business people to 
enhance their awareness and ability to implement effective board processes.

The ACI aims to serve as a useful, informative resource for members in such 
key areas as:

• Governance, technical and regulatory issues

• Sounding board for enhancing all board committees’ processes and policies

• Surveys of trends and concerns.

The ACI is in direct contact with approximately 1,000 members. For more 
information on the activities of the ACI, please visit our website at:  
www.kpmg.ie/aci.

http://www.kpmg.ie/aci
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Welcome to the latest edition of 
Quarterly, a publication designed 
to help keep audit committee 
members and non-executive 
directors abreast of developments in 
areas of corporate governance and 
related matters.

Welcome

David Meagher
Chairman 
Audit Committee Institute Ireland  
Partner 
KPMG in Ireland

The key topics covered in this issue include:

• How lead directors are helping their 
boards keep pace

• Board composition: Ten questions for 
non-executive directors

• CP86 Implementation and the 
Importance of Substance for Fund 
Management Companies

• Regulatory updates

• Financial reporting matters

I hope you will continue to enjoy the ongoing benefits of ACI. Please contact us 
at aci@kpmg.ie with any comments or suggestions of topics you would like to see 
covered and visit our website at www.kpmg.ie/aci for further information.
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Discussing these questions with 
a number of lead directors, I’ve 
heard several recurring themes: the 
importance of the lead director’s 
role in setting the board agenda, 
the lead director’s relationship 
with the CEO, CEO/leadership 
succession and shareholder 
communications. But virtually all 
the lead directors emphasised the 
importance of two additional topics 
that need to be top of mind: board 
composition and diversity and 
enhancing board operations and 
oversight processes.

Board composition and diversity 
continues to be a key area of focus 
for institutional investors, who 
express concern about low director 
turnover and whether boards are 
comprised of directors who can 
guide the company and its strategy 
in the future. As Vanguard chair 
and CEO William McNabb wrote 
in a 2017 letter to public company 
directors, the board “is one of a 
company’s most critical strategic 

assets;” and it looks for “a high 
functioning, well-composed, 
independent, diverse, and 
experienced board with effective 
ongoing evaluation practices.”

Developing and maintaining a 
high-performing board requires 
leadership and close coordination 
between the lead director and 
the nominating committee chair - 
whose responsibilities for board 
composition may be similar or 
perhaps overlap. While determining 
the company’s current and future 
needs is the starting point for 
board composition, a broad range 
of related issues require leadership 
and coordination - including 
succession planning, director 
recruitment, age and term limits, 
diversity, board and individual 
director evaluations, removal of 
underperforming directors, board 
refreshment, as well as disclosures 
regarding these issues. As one 
governance observer has noted, the 

quality of board governance begins 
with the composition of the board.

Also top of mind for lead directors 
today is enhancing board operations 
and oversight processes, including 
coordination across committees to 
bring the right focus and attention 
to those issues that are most 
critical to the company’s success 
and long term value creation, such 
as strategy, innovation, disruption 
and strategic risks, capital allocation, 
performance, leadership and 
talent. To devote more time to 
these issues, while also remaining 
focused on compliance, operations, 
and so-called rear-view mirror items, 
many boards have significantly 
increased their time commitment in 
recent years. But that alone is not 
sufficient, and lead directors and 
nominating governance committee 
chairs are now focused on how 
they can improve board operations 
and oversight processes - and the 
nature of their engagement with 
management teams and among 

The demands on the board’s time and agenda continue to 
mount as a host of critical issues - from technology and 
business model disruption to investor scrutiny and from 
regulatory and political uncertainty to geopolitical risk - collide 
and reshape the business landscape. As the business and risk 
environment becomes more complex, how are lead directors 
helping their boards add value and raise their game? What are 
their key areas of focus?

How lead directors are 
helping their boards 
keep pace
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directors - to devote more time to 
these critical issues. Among the 
steps lead directors are taking:

•   Crafting board agendas to devote 
more time to key issues

•   Assigning board committees to 
take deeper dives into issues that 
require more focus and attention

•   Improving communications 
between the board and its 
committees

•   Considering the quality of 
information flow and boardroom 
discussions

•   Reassessing committee structure, 
including the need for additional 
committees (e.g., finance, 
technology, risk)

•   Encouraging greater engagement 
among directors between board 
meetings

•   Tapping individual directors to take 
the lead on specific issues

•   Developing an effective process 
to “connect the dots” and help 
ensure the alignment of talent, 
compensation, culture, risk 
appetite and controls with strategy

In short, the important, and difficult 
question lead directors are asking 
today is whether management and 
the board have the right governance 
structure and processes in place to 
drive critical business activities - to 
manage risk and calibrate strategy in 
a coordinated way.

Denis T. Whalen is Leader of 
KPMG Board Leadership Center

This article originally appeared in the 
NACD BoardTalk Blog.
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Board composition: 
Ten questions for non-
executive directors
As the board’s role continues to evolve both in response to the 
last financial crisis and the strategic challenges that lie ahead 
in an increasingly regulatory and technologically enabled word, 
board composition – the ‘right’ number of board members 
with appropriately diverse skills and experience – is high on 
the agenda for boards, investors, regulators, and politicians.

From the non-executive director’s 
perspective, strategy has to be 
the number one reason for looking 
at board composition. The critical 
priority for boards today should 
be aligning boardroom talent with 
company strategy, both for the 
short and long-term. Whether 
it’s addressing a gap around 
technology or finding people who 
have international experience, talent 
needs to be part of the strategy 
discussion. So, Question#1 that 
non-executive directors should ask 
is what the company’s strategy is 
(i.e., they need clarity of purpose 
and direction), and Question#2 is 
where the skills gaps in relation to 
that strategy are.

Question#3 for non-executive 
directors is about diversity. 
Does the board have the right 
combination of skills, backgrounds, 
experiences and perspectives to 
probe management’s strategic 
assumptions and help the company 
navigate an increasingly volatile 
and fast paced global environment? 
Diversity is not just about race, 

gender, sexual orientation and 
disability, important though these 
are. It’s also about the richness 
of the board as a whole and the 
combined contribution of a group 
of people with different skills and 
perspectives to offer. People with 
different experiences, backgrounds 
and life-styles who together are 
more able to consider issues in a 
rounded, holistic way and offer an 
attention to detail that might not be 
present on less diverse boards.

Closely linked with diversity is the 
breadth of the talent pool from 
which new board members are 
sought. Question#4 is about 
whether sufficient attention has 
been given to recruiting directors 
with backgrounds in academia, 
government, civil society, as well 
as entrepreneurs and those from 
family businesses.

Question#5 is about challenging 
conventional wisdom. Is the 20th 
century paradigm of filling boards 
with directors with ‘big company’ 
experience still relevant in an 

age where an understanding of 
new technology and the agility 
to manage the consequential 
opportunities and risks are vital to 
success? Are today’s boards lacking 
youth and IT literacy? Individuals 
with deep technological expertise 
can be hired at an executive level 
but boards still need to be able 
to ‘ask the right questions’ and 
just as important, ‘understand the 
answers’.

It is desirable to find individuals 
with specific skills who are also 
capable of contributing across 
the range of issues the board 
faces – not least because the 
board as a whole is responsible 
for all decisions, regardless of 
the expertise or knowledge of an 
individual director in that area – but 
have the risks around inexperience 
been overstated? Is there a role on 
the board for the bright young Turks 
of the technology world - if not for 
the usual three terms of three years, 
then perhaps for a shorter term?
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Consider looking beyond the ‘usual suspects’ to find 
people with different experiences and backgrounds 

– including those who have not served on a listed 
company board before. With appropriate induction, 
mentoring and coaching, new directors should be able 
to adapt reasonably quickly. Alternatively, consider the 
use of an advisory body – composed of independent 
individuals with expertise in specific fields - to advise 
the board on areas such as technology and innovation. 
Being less onerous in terms of time commitment 
and legal responsibilities, such roles might be more 
attractive to younger, less experienced individuals.

Getting the board composition right is underpinned by 
robust board evaluation and formal succession planning. 
Board evaluation is particularly useful in cases where 
there are unresolved difficulties around the boardroom 
table or if the company has changed significantly since 
the core members of the board were appointed. So, 
Question#6 is, do we have a robust board evaluation 
process that focuses not only on what the board does, 
but how it does it and how it can improve?

Similarly, Question#7 is about formal succession 
planning. A recent survey of over 2000 board members 
by KPMG’s Audit Committee Institute found that 77 
percent of respondents considered formal succession 
planning to be a critical factor in achieving the ‘right 
board composition’, yet less than a third reported having 
a robust formal succession plan in place. Boards may 
be taking an increasingly rigorous approach to the 
succession of the executive leadership team, but it is 

clear that for many companies more needs to be done 
in applying a similar approach to their own composition.

Question#8 is about whether underperforming 
directors are being removed in an efficient and effective 
manner. There is no set formula for tackling boardroom 
change, but every board should have a system by which 
a director can voluntarily step off, or the board could say, 
respectfully, “We’ve really valued your service. It’s just 
time for a change because it’s good for the company.”

Another pitfall to watch out for is appointing (say) 
reputable personalities or people ‘known to the board’ 
without considering whether their capabilities match the 
requirements or needs of the company. Question#9 is 
about countering this risk. Are matrices identifying any 
missing knowledge, skills and expertise being applied 
without fear or favour when recruiting new board 
members?

The final question, Question#10, concerns leadership. 
Meaningful, constructive dialogue is essential for an 
effective board and this depends heavily on the board 
chair. The characteristics of a good chair are legion, but 
at the very least consider whether they are creating 
the conditions for overall board and individual director 
effectiveness; demonstrating the highest standards 
of integrity and probity and setting clear expectations 
concerning the company’s culture, values and 
behaviours and the style and tone of board discussions.

Article by  
Board Leadership Centre
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CP86 Implementation 
and the Importance 
of Substance for 
Fund Management 
Companies

The Central Bank’s final rules and 
guidance on the effectiveness of a 
fund management company (UCITS 
Managers and AIFMs including 
self-managed UCITS/AIF) or “CP86” 
as it is known within the industry 
amalgamates previous guidance on 
delegate oversight, organisational 

effectiveness and directors’ time 
commitments with the new 
guidance on the performance 
of managerial functions, various 
operational issues and procedural 
matters. Governance, compliance 
and supervisability are the three 
core aspects of effectiveness, 

set out by the Central Bank. The 
Central Bank has expressed the 
view that a fund management 
company that can demonstrate 
its strength in these key areas 
indicates both substance and the 
ability of the company to better 
protect investors.

The issue of substance is an area that has received much 
attention in the fund management space in the EU in recent 
times. In an opinion issued by ESMA, national competent 
authorities have been cautioned against the authorisation of 
“letter-box entities” in a post Brexit scenario. The Central 
Bank of Ireland (the “Central Bank”) has addressed substance 
requirements in their final rules and guidance on fund 
management company effectiveness issued in December 
2016, effective for all fund management companies from 1 
July 2018. In a further development, the CSSF has introduced 
similar substance requirements in Luxembourg, based on a 
circular issued in August 2018.
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The Board and Organisational 
Effectiveness
CP86 introduces the requirement 
for an independent Chairman or 
an independent board member 
to perform an “organisational 
effectiveness” role for the fund 
management company.

The role is designed to ensure 
that an independent director, who 
does not carry out a managerial 
function, is tasked with keeping the 
effectiveness of the organisational 
arrangements of the company 
under continuous review. CP86 
provides a non-exhaustive list of 
focus areas to be considered as 
part of the performance of the role; 
however responsibility lies with 
the fund management company 
to ensure this role is appropriately 
implemented in practice. The new 
guidance sets out expectations for 
the board, in particular, in relation 

to board oversight of delegates, 
time commitments and location of 
directors. 

The individual appointed to the role 
must report to the board on the 
performance of his/her duties. The 
board should be able to demonstrate 
constructive challenge of 
management/ delegate information 
received. An important point to bear 
in mind is that the Central Bank’ 
expectation is that this discussion 
is evidenced and has emphasised 
that fund management company 
board meeting minutes are a key 
way of demonstrating the board’s 
consideration of compliance with the 
principles outlined in CP86. 

The Location Rule and Brexit
The Central Bank has introduced 
a new “Location Rule” linked to 
the Probability Risk and Impact 
System (PRISM) rating of each fund 

management company. PRISM 
is the Central Bank’s risk-based 
framework for the supervision 
of regulated firms, assessing the 
risks they pose to the economy 
and consumer and mitigating the 
risks the Central Bank deems 
unacceptable. The final Location 
Rule has now been put on a 
legislative footing and is included 
in Central Bank UCITS Regulations 
20171. 

Under the Central Bank UCITS 
Regulations 2017, the location rule 
has been expanded to include 
residency in the EEA “or such other 
country as the Bank may, taking into 
account criteria regarding effective 
supervision, determine and advice 
by notice published on its website”. 
It is anticipated that the updated 
location rule will be reflected in the 
AIF Rulebook in due course. The 
final Location Rule states that:

* or such other country as the Central Bank may, taking into account criteria regarding effective supervision, 
determine and advise by notice published on its website.

1 The Central Bank (Supervision and Enforcement) Act 2013 (Section 48(1)) (Undertakings for Collective Investment in 
Transferable Securities) (Amendments) Regulations 2017 (S.I. No. 344 of 2017)

A management company shall conduct a preponderance of its management in the EEA*.

A fund management company which has 
PRISM rating of Medium Low or above will 
be required to have:

A fund management company which has 
PRISM rating of Low will be required to 
have:

Three directors resident 
in the State or at least 
two directors resident 
in the State and one 
Designated Person 
resident in the State.

Half of its directors 
resident in the EEA*.

Two directors resident 
in the State.

Half of its directors 
resident in the EEA* 
and;

Half of its managerial 
function performed by 
at least two Designated 
Persons resident in the 
EEA*.

Half of its managerial 
function performed by 
at least two Designated 
Persons resident in the 
EEA*.
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The forthcoming withdrawal of 
the United Kingdom from the EU 
following the Brexit referendum 
could have proved problematic for 
UK investment managers. However 
the Central Bank has indicated 
that the UK would be considered 
as being equivalent to an EEA 
jurisdiction for these purposes. 

It is worth noting also that, 
in relation to directors time 
commitments, the Central Bank 
have indicated that a reasonable 
commitment is 20 directorships and 
2,000 working hours per year and 
that anything above this indicates a 
risk of a director’s duties not being 
performed properly.

Delegate Oversight
CP86 covers, in detail, the 
relationship between the fund 
management company and its 
delegates, where significant tasks 
are delegated externally and sets 
out a framework for good practice 
in relation to the monitoring and 
oversight of delegates, delegated 
tasks and retained tasks. 

A key aspect of CP86 is making 
sure that while activities may 
be delegated, the ultimate 
responsibility for any delegated 
functions remains with the board. 
In that regard, CP86 specifically 
highlights the supervision of 
delegates performing investment 
management, distribution, risk 
management and investment 
operations and administration 
functions. Consideration needs 
be given to the on-going review 
of competencies and performance 
of delegates and to the 
appropriateness of the frequency of 
on-site visits and meetings. 

Under CP86 fund management 
companies must have sufficient 
resources and capability to 
adequately supervise delegates. 
This will be an area of particular 
interest to the Central Bank to 
ensure tasks are not delegated 
back to the UK, in a post Brexit 
scenario, to the point that the fund 
management company in Ireland 
becomes a “letter box” entity.

Designated Persons

CP86 outlines the six managerial 
functions that designated persons 
must be appointed to. The role 
of a designated person is a pre-
approved control function (“PCF”) 
under the Central Bank’s fitness 
and probity regime. The Central 
Bank has provided extensive 
guidance on the role of designated 
persons and accordingly, it is 
important for fund management 
companies to take this guidance 
into account when appointing 
designated persons and updating 
their letters of appointment. 

The key skill set and competence 
of each designated person must be 
matched to the appropriate function, 
for example, the designated 
person for distribution should 
have appropriate knowledge and 
experience relating to distribution 
of funds. The individuals appointed 
as designated persons should have 
appropriate seniority to enable 
them to appropriately challenge 
delegates when issues or potential 
issues arise. The Central Bank have 
highlighted that the designated 
persons who conduct managerial 
functions are the management layer 
between the board and delegates 
and they ensure that the strategies, 
policies and directions issued by the 
board are acted upon and complied 
with.

Operational Matters
CP86 also addresses a number of 
operational matters such as record 
retention and retrievability. Fund 
management companies must keep 
all of their records in a way that 
makes them immediately retrievable 
in or from the State. When the 
Central Bank request a document 
from a fund management company, 
they expect to receive it within 
strict timelines. This could prove a 
major challenge, for example if the 
document in question is held by a 
US delegate how will it be retrieved 
within the timeline? 

Fund management companies must 
also operate a designated email 
address for communication with the 
Central Bank. Fund management 
companies must ensure that this 
email address is monitored on a 
regular basis to allow for a timely 
response to any Central bank 
requests.

Looking Forward
In a notice published in July 2018, 
the Central Bank clarified that its 
supervisors will begin assessing 
how fund management companies 
have implemented and embedded 
the new requirements and related 
guidance into their organisations 
and the appropriateness of the 
resource and organisational 
structure in place. The Central 

1
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Bank has indicated that an area of 
interest will be the assessment work 
performed by the organisational 
effectiveness role holder, generally 
the independent non-executive 
director, and in particular, how the 
boards have implemented any 
proposals to improve organisational 
effectiveness. 

The Central Bank have outlined 
that due to Brexit they are seeing 
a substantial increase in fund 
management company applicants 
and that the work completed in 
relation to these new applications is 
providing them with useful insights 
as to how these applicant firms have 
incorporated CP86. 

The Central Bank have highlighted 
that they believe that CP86 have put 
them in an effective position when it 
comes to the requirements outlined 
in ESMA’s Opinion to support 
supervisory convergence in the 
area of investment management in 
the context of the United Kingdom 
withdrawing from the European 
Union. The Opinion looks at the key 
areas of authorisation, governance 
and internal control, delegation and 
effective supervision. 

The Central Bank has outlined that, 
in 2019, the intention is to carry out 
a more detailed assessment on how 
existing firms have implemented 
CP86 and following that review 
further changes or additional 
guidance may be required. Existing 
fund management companies 
should now be critically assessing 
their operations against the new 
requirements and the guidance and 
making any necessary changes, 
for example, to the time assigned 
to carrying out of the designated 
person roles. 

The Central Bank has also been 
very strong on the expectation 
that documentation is available to 
evidence how a fund management 
company has effectively 
implemented CP86.

CSSF Circular
Other national competent authorities 
may follow suit and introduce 

comparable measures. For example, 
in August 2018, the CSSF in 
Luxembourg issued Circular 18/698 
addressed to Luxembourgish based 
Fund Managers (UCITS Managers 
and AIFMs including self-managed 
UCITS/AIF). The Circular sets out 
the fundamental governance and 
organisational structures that are 
expected in terms of substance for 
Luxembourg based fund managers. 
The new Circular is a useful 
compilation of guidance on the 
required level of local substance and 
on how the core business activities 
and internal controls functions 
should be organised, including the 
conditions for delegation of activities 
as well as on the concept of 
proportional application of the rules.  

The Circular provides clarity on a 
number of key areas including, but 
not limited to:

•   The roles and responsibilities of 
Directors and thresholds on their 
professional time commitments. 
Directors are in principle, limited 
to 20 mandates and 1,920 hours, 
however, there is some flexibility 
included for mandates on Special 
Purpose Vehicles held by the 
funds and for mandates within the 
same umbrella of funds.

•   The responsibilities and location 
of Senior Management including 
their time commitments, other 
mandates and responsibilities.  
The CSSF expects a fund to 
have at least two full time Senior 
Managers located in Luxembourg, 
although gives flexibility to 
Managers with less that €1.5bn in 
assets under management. 

•   Substance and organisational 
requirements, including a 
minimum of 3 full time equivalents 
(FTE) employed and located in 
Luxembourg as well as guidance 
on staff secondments.

•   Requirements for initial and ongoing 
due diligence on delegates, including 
the process in terms of criteria to 
be used for the selection, risk based 
approach, permanent monitoring, 
periodicity and follow-up.

•   The requirement for a person at 
board level with experience and 
effective availabilities, permanently 
in Luxembourg to be responsible for 
AML/KYC requirements.

Unlike CP86, the CSSF explicitly 
prescribe the number of full time 
staff they expect to be located in 
Luxembourg. 

The 101 pages of the new Circular 
came into immediate effect on 23 
August 2018.

Article by  
Niamh Mulholland,  
KPMG Ireland
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Local regulatory update

IAASA developments
IAASA publishes its review on Brexit 
and its potential impact on Audit 
and Accountancy

On 8 May 2018, IAASA published 
its review on Brexit and its potential 
impact on Audit and Accountancy. 
The review provides an overview of 
various aspects of Brexit and what 
the challenges and opportunities 
may be for both the regulator and 
the entities which it regulates. The 
main topics include:

•   Impact on the mutual recognition 
of auditors practicing in both 
jurisdictions.

•   The possibility that the UK ethical 
and auditing standards may 
diverge from EU requirements as 
they would no longer be required 
to comply with them. 

•   Impact on financial reporting 
standards and in particular the 
use of the FRCs accounting 
standards in Ireland and

•   Data protection and the transfer 
of information to and from the UK.

Read the full report here: https://
www.iaasa.ie/getmedia/d1e4283e-
c960-4594-874e-f094c479615a/
IAASA-Brexit-Paper-May-2018.pdf

IAASA publishes its key areas for 
companies to consider in preparing 
2018 accounts.

On 11 September 2018, IAASA 
issued its annual observations on 
key areas for companies to consider 
when preparing their 2018 accounts. 
The key areas of focus include:

•   The impact of new financial 
reporting standards.

•   Significant judgements and 
sources of estimation uncertainty.

•   Accounting treatment applied in 
respect of complex and supplier 
arrangements and 

•   The presentation of alternative 
performance measures.

In addition, on 26 October 2018, the 
European Securities and Markets 
Authority (ESMA) published its 
European common enforcement 
priorities for 2018 annual financial 
reports which identify topics that 
Audit Committee members should 
focus on for financial statements 
prepared in accordance with 
International Financial Reporting 
Standards as adopted by the 
European Union (IFRS) for 31 
December 2018 year ends. 

The three main topic areas are:

a)   the application of IFRS 15 
Revenue from Contracts with 
Customers;

b)   the application of IFRS 9 
Financial Instruments and

c)   disclosure of the expected 
impact of implementation of 
IFRS 16 Leases.

ESMA has highlighted the 
importance of:

a)   the need for the disclosures in 
financial reports to be specific to 
the entity’s circumstances and

b)   providing a clear understanding 
to users of the financial 
statements of the company’s 
financial performance and 
financial position.

IAASA will use the ESMA 
topics in their own examinations 
of companies’ 2018 financial 
statements.

The IAASA document on areas to 
consider is available here: https://
www.iaasa.ie/getmedia/7c6682fb-
7364-4761-8f1a-4455e5f12c17/
IAASA-Observations-document-
September-2018.pdf

As we take a look back through the latter part of 2018, the 
Irish Auditing and Accounting Supervisory Authority (IAASA) 
and the Financial Reporting Council (FRC) continue to focus 
on enhancing audit quality in Ireland and the UK respectively. 
Improving investor confidence in businesses and providing 
clear and meaningful information for stakeholders is key for 
both regulators. In Ireland, the Companies Act 2014 has 
been amended to incorporate the Irish Companies (Statutory 
Audits) Act 2018. The Central Bank of Ireland has been busy 
during the period and there have been several guidance and 
proposals released in relation to financial services regulation.

https://www.iaasa.ie/getmedia/d1e4283e-c960-4594-874e-f094c479615a/IAASA-Brexit-Paper-May-2018.pdf
https://www.iaasa.ie/getmedia/d1e4283e-c960-4594-874e-f094c479615a/IAASA-Brexit-Paper-May-2018.pdf
https://www.iaasa.ie/getmedia/d1e4283e-c960-4594-874e-f094c479615a/IAASA-Brexit-Paper-May-2018.pdf
https://www.iaasa.ie/getmedia/d1e4283e-c960-4594-874e-f094c479615a/IAASA-Brexit-Paper-May-2018.pdf
https://www.iaasa.ie/getmedia/7c6682fb-7364-4761-8f1a-4455e5f12c17/IAASA-Observations-document-September-2018.pdf
https://www.iaasa.ie/getmedia/7c6682fb-7364-4761-8f1a-4455e5f12c17/IAASA-Observations-document-September-2018.pdf
https://www.iaasa.ie/getmedia/7c6682fb-7364-4761-8f1a-4455e5f12c17/IAASA-Observations-document-September-2018.pdf
https://www.iaasa.ie/getmedia/7c6682fb-7364-4761-8f1a-4455e5f12c17/IAASA-Observations-document-September-2018.pdf
https://www.iaasa.ie/getmedia/7c6682fb-7364-4761-8f1a-4455e5f12c17/IAASA-Observations-document-September-2018.pdf
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The ESMA document is available 
here: https://www.esma.europa.eu/
sites/default/files/library/esma32-
63-503_esma_european_common_
enforcement_priorities_2018.pdf

IAASA publishes its survey 
of companies’ annual reports 
identifying corporate taxes as 
a principal risk and source of 
uncertainty

On 3 October 2018, IAASA 
issued an information note setting 
IAASA’s observations in respect 
of the tax accounting practices 
of a range of listed companies. 
IAASA’s observations focus on the 
disclosure of the effective tax rate, 
the tax reconciliation disclosure in 
the financial statements and the 
disclosure of the uncertain tax 
position. 

The full report is available 
here: https://www.iaasa.ie/
getmedia/5de877b8-38d5-
4abb-b94c-4a7033110236/Info-
Note-Corporate-Tax-Reporting-
October-2018.pdf

IAASA published the Committee of 
European Auditing Oversight Bodies 
guidelines on Monitoring the fee 
cap of non-audit service

On 4 October 2018, IAASA 
published the Committee of 
European Auditing Oversight Bodies 
(CEAOB) guidelines on monitoring 
the fee cap of non-audit service. 
IAASA is a member of the CEAOB 
and follows the guidelines released 
by the CEAOB. 

The guidelines, which include a 
number of FAQs including the 
scope of non-audit fees and the 
calculation of the fee cap, is of 
significant importance for audit 
committees, oversight board 
and EU PIEs. The FAQs will help 
identify what is in scope of the 
cap, along with how the cap 
is calculated and what the first 
financial year for the purpose of 
calculating the cap is.

The full report can be found here: 
https://www.iaasa.ie/getmedia/
f28e050a-9644-48b7-a514-
45a29ba08a6d/CEAOB_Guidelines_
Monitoring-the-fee-cap-of-NAS_
final.pdf

IAASA published its review of 
companies’ bank covenants 
disclosures.

On 3 October 2018, IAASA issued 
the results of a desk-top review 
focusing on the disclosures in 
2017/18 financial statements in 
respect of bank covenants. The key 
findings from the review included: 

•   8 of the 22 companies selected 
with bank borrowings did not 
disclose any description of their 
covenants set by their lenders.

•   2 of the 22 companies disclosed 
the terms of their covenants 
but did not disclose the actual 
measures achieved.

•   2 of the 22 companies disclosed 
the terms of one of their 
covenants, together with actual 
measures achieved. However, 
these 2 companies failed to 
disclose any information of other 
covenants imposed and

•   2 of 22 companies disclosed both 
the covenant terms and the actual 
measures achieved. However, 
the reconciliation/basis of 
calculation of the actual measures 
was not readily apparent from 
the disclosures in the financial 
statements. 

Bank covenant disclosures will 
continue to be a focus area for 
IAASA in 2019.

The full report is available 
here: https://www.iaasa.ie/
getmedia/1624bdd1-9280-4e1e-
a134-6e59c65508b5/2018_10_23-
Bank-covenants-thematic-final.pdf

Financial Reporting Council 
(FRC) developments
FRC releases the 2018 UK 
Corporate Governance Code

On 16 July 2018, the FRC released 
the 2018 UK Corporate Governance 
Code (the Code) which is a new 
shorter and sharper Code. The 
Code focuses on building trust and 
relationships with key stakeholders 
and calls for clear and meaningful 
reporting. The main changes in the 
Code are:

•   Workforce and stakeholders: The 
Board must describe how they 
have understood and considered 
the interest of stakeholders.

•   Culture: Boards are required to 
create a culture which aligns 
company values with strategy 
and to assess how they preserve 
value over the long-term.

•   Succession and diversity: The 
Code emphasises the need 
to consider and challenge the 
structure of the board and 
undertake succession planning.

•   Remuneration: The Code 
emphasises that remuneration 
committees should take into 
account workforce remuneration 
and related policies when setting 
director remuneration. Formulaic 
calculations of performance-
related pay should be rejected. 

The full report is available here: 
https://www.frc.org.uk/news/july-
2018/a-uk-corporate-governance-
code-that-is-fit-for-the

FRC publishes revised guidance on 
the Strategic Report.

On 31 July 2018, the FRC published 
revised guidance on the Strategic 
Report. The revised guidance 
places great focus on the directors 
duty to promote the success of the 
company, while also considering 
the interest of stakeholders. The 
FRC identifies that the inclusion 
of non-financial information into 
the strategic report is a key part in 
telling a company’s story.

The revised guidance is available 
here: https://www.frc.org.uk/
getattachment/fb05dd7b-c76c-
424e-9daf-4293c9fa2d6a/Guidance-
on-the-Strategic-Report-31-7-18.pdf

FRC publishes its strategic focus 
to ensure audit serves the public 
interest.

On 8 October 2018, the FRC 
published its strategic programme 
of work. In order to address public 
interest needs, the programme 
covers auditor independence, 
audit quality, the future needs of 
investors and corporate viability. 
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The full report is available here: 
https://www.frc.org.uk/news/
october-2018/frc-sets-out-new-
strategic-focus-to-ensure-audit-s

FRC publishes its letter to 
companies calling for improved 
quality reporting

On 24 October 2018, the FRC 
published an open letter to finance 
directors and audit committee 
chairs requesting improvements 
in key areas of corporate reporting 
and how companies have applied 
the principles of the UK Corporate 
Governance Code. The key areas 
addressed from the FRC’s review of 
corporate reporting and corporate 
governance areas were:

•   Financial statement disclosures 
including disclosures over 
judgements and estimates and 
cashflow statements.

•   The use of alternative 
performance measures in the 
strategic report and whether the 
reports were fair, balanced and 
comprehensive.

•   How Viability Statements 
articulate how companies have 
assessed their prospects and 
viability and

•   The quality of the disclosures in 
respect of non-compliance with 
the Code.

The full letter is available 
here: https://www.frc.org.uk/
getattachment/e49d2fa2-604a-
4c0e-8e61-18344542e990/End-of-
year-letter-241018-FINAL.pdf

Company Law
European Union (Disclosure of Non-
Financial and Diversity Information 
by certain large undertakings and 
groups) (Amendment) Regulations 
2018

The European Union (Disclosure 
of Non-Financial and Diversity 
Information by certain large 
undertakings and groups) 
(Amendment) Regulations 2018 
came into operation on 17 October 
2018. This makes amendments to 
the European Union (Disclosure 
of Non-Financial and Diversity 
Information by certain large 
undertakings and groups) 

Regulations 2017 and apply for 
financial years after 1 August 2017. 

The amendments make a number 
of changes in relation to the non-
financial information disclosure 
requirements including: 

•   The scope of the applicable 
companies in respect of the non-
financial disclosure.

•   Statutory auditors will be 
required to establish that the 
company has provided the non-
financial information in respect 
of the financial year immediately 
preceding the financial year that is 
the subject of their report and

•   The requirements imposed on 
statutory auditors under section 
336(5) of the Companies Act 
2014 to those parts of the 
directors’ report dealing with non-
financial statements have been 
disapplied.

Read the 2017 Regulation here: 
http://www.irishstatutebook.ie/
eli/2017/si/360/made/en/pdf

Read the 2018 Amended Regulation 
here: https://dbei.gov.ie/en/
Legislation/Legislation-Files/SI-No-
410-of-2018.pdf

Companies (Statutory Audits) Act 
2018.

The Companies (Statutory Audits) 
Act 2018 amends the Companies 
Act 2014 (the Act) and inserts a 
new Part 27 into the Act, aiming 
to further improve audit quality. 
The European Union (Statutory 
Audits) (Directive 2006/43/EC, as 
amended by Directive 2014/56/EU, 
and Regulation (EU) No 537/2014) 
Regulations 2016 (S.I. No. 312 
of 2016) is revoked as it is not 
incorporated into Part 27 of the Act.

Read the full Amendment here: 
http://www.irishstatutebook.ie/
eli/2018/act/22/enacted/en/pdf

Investment Management 
Regulation
Exchange Traded Funds (ETFs)

On 14 September 2018, the Central 
Bank published its feedback 
statement on ETFs, based on 
26 responses. This follows a 

conference that was held by 
the Central Bank on ETFs in 
November 2017 and discussion 
paper 6 (“DP6”) on ETFs that was 
published in May 2017. There has 
been significant growth in this area 
and Ireland is the largest centre for 
ETFs in Europe. 

In the feedback statement the 
Central Bank outlined and clarified 
its position on a number of key 
areas, including dealing times, 
share classes, portfolio disclosure, 
synthetic ETFs, active investment 
strategies and ETF liquidity. The 
Central Bank believes that the 
feedback statement will inform the 
ongoing debates on this area in 
European and international policy 
forums. 

Read the full feedback paper 
here: https://www.centralbank.ie/
docs/default-source/publications/
discussion-papers/discussion-
paper-6/feedback-statement-
on-exchange-traded-funds---
discussion-paper-6.pdf?sfvrsn=2

UCITS Performance fees

On 4 September 2018, the Central 
Bank issued its output from a 
review on the calculation and 
payment of UCITS performance 
fees. This review aimed to examine 
whether performance fees are 
calculated in line with the Central 
Bank’s Guidance on UCITS 
Performance Fees. This review was 
done in parallel with Consultation 
Paper 119 whereby the Central 
Bank proposes to incorporate 
this guidance into existing UCITS 
Regulations, which will put it on a 
statutory footing.

The review identified approximately 
10% of instances of non-
compliance across the sample 
of sub-funds selected. The main 
findings related to:

•   Performance fees not being 
calculated in line with the Central 
Bank’s Guidance on UCITS 
Performance Fees.

•  Inadequate disclosures to 
investors.

•   Poor practices at both the 
depositaries and the fund 
administrators when it comes to 
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verifying and calculating the fees 
and

•   Lack of clarity around what 
index was being used when 
the fee was based on the 
outperformance of an index.

The Central Bank now expects 
Fund Management companies 
which manage UCITS that charge 
performance fees to carry out a 
review on current methodologies 
used based on the current guidance 
and the findings highlighted in the 
letter. 

Read the full review here: 
https://www.centralbank.ie/
docs/default-source/regulation/
industry-market-sectors/funds/
industry-communications/
industry-letter---thematic-review-
of-ucits-performance-fees---4-
september-2018.pdf?sfvrsn=2

Read the guidance on UCITS 
performance fees here: https://
www.centralbank.ie/regulation/
industry-market-sectors/funds/ucits/
guidance/ucits-performance-fees 
Consultation Paper 119

Insurance
Insurance Distribution Directive

The European Union (Insurance 
Distribution) Regulations 2018 (S.I. 
229 of 2018) were signed on 27 
June 2018 and took effect from 1 
October 2018. These Regulations 
transpose the Insurance Distribution 
Directive (Directive (EU) 2016/97) 
into Irish law. This legislation 
establishes requirements in respect 
of insurance and reinsurance 
distribution in the EU and applies 
both to (re)insurance undertakings 
and insurance intermediaries. The 
new Regulations replace the 
Insurance Mediation Regulations 
(S.I. 13 of 2005).

Read the full S.I 229 of 2018 
here: https://www.finance.gov.
ie/wp-content/uploads/2018/06/
SI-229-of-2018-European-
Union-Insurance-Distribution-
Regulations-2018.pdf

Banking
ECB Supervisory Priorities for 2019

The ECB released a list of 
supervisory priorities for banks 

for 2019. These supervisory 
priorities set out focus areas for 
supervision in 2019. They build 
on an assessment of the key 
challenges facing supervised banks 
in the current economic, regulatory 
and supervisory environment. 
The following areas have been 
highlighted under the ECB’s Single 
Supervisory Mechanism (SSM) 
remit:

1. Credit risk.

•   Follow up on NPL guidance.

•   Credit underwriting criteria and 
exposure quality.

2. Risk management.

•   TRIM (Targeted Review of Internal 
Models) continuation.

•   ICAAP and ILAAP.

•   IT and cyber risk.

•   Liquidity Stress Test - annual 
supervisory stress test in 2019.

3. Activities comprising multiple risk 
dimensions.

•   Brexit Preparations.

•   Trading Risk and Asset Valuations.

Read the full report here: https://
www.bankingsupervision.europa.
eu/banking/priorities/html/ssm.
supervisory_priorities2019.en.html 

Non-performing Loans (NPLs) 

On 11 July 2018, the ECB issued 
a press release announcing further 
steps in their supervisory approach 
to tackle the stock of NPLs. The 
ECB approach is aimed at achieving 
adequate provisioning of NPL 
stock and flow over the medium 
term, by setting bank-specific 
expectations for the provisioning 
of NPLs (expectations guided by a 
benchmarking of comparable banks 
and individual banks’ current NPL 
ratio and main financial features). 

Read the full ECB release here: 
https://www.bankingsupervision.
europa.eu/press/pr/date/2018/html/
ssm.pr180711.en.html

On 12 July 2018, the ECB released 
an opinion on a proposal for a 
regulation on minimum loss 
coverage for non-performing 
exposures (namely the EC 
Statutory backstops). In summary, 
the ECB supports the proposed 
regulation, providing some specific 
observations on definition of 
NPE, calculation of the minimum 
coverage requirement and 
disclosure requirements. Numerous 
SSM banks are focusing their 
efforts on calendar provisioning, in 
addition to the ongoing activities 
(gap-analysis, definition of NPL 
strategy, remediation plan, internal 
and external reporting and 
disclosure requirements). 

Read the full ECB release here: 
https://www.ecb.europa.eu/ecb/
legal/pdf/en_con_2018_32_f_sign.
pdf

The Bank Recovery and Resolution 
Directive (BRRD)

On 3 July 2018, the ECB published 
it’s findings from a comprehensive 
benchmarking analysis of recovery 
plans of Significant Institutions 
(SIs) for the three previous cycles 
of recovery plan assessments. 
Supervisors were looking, in 
particular, at operational resilience 
and the effectiveness of developing 
appropriate tools such as the 
so-called “playbooks” and “dry-runs”. 

The ECB concluded that the 
complexity of many banks’ recovery 
plans  were such that they could 
prove difficult to implement quickly 
and effectively under a stress 
situation and that therefore the 
usability of many recovery plans 
could be improved to help bank 
management make swift decisions 
in times of crisis. The report does 
not impose additional requirements 
on banks but it clarifies supervisory 
expectations on certain recovery 
plan-related requirements to 
provide additional insights regarding 
best practices adopted by banks 
and to encourage banks to consider 
the lessons learned when updating 
their recovery plans. As a proposed 
solution to overly complex recovery 
plans, the report includes best 
practices for creating a recovery 
playbook and performing dry-runs, 
acting as a concise guide to the 
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recovery plan and pre-testing its 
implementation. 

Read the full report here: https://
www.bankingsupervision.
europa.eu/ecb/pub/pdf/ssm.
reportrecoveryplans201807.en.pdf

General
Culture and individual Accountability

In July 2018, the Central Bank 
of Ireland published a report 

“Behaviour and Culture in Irish 
Retail Banks” assessing behaviour 
and culture in the main retail 
banks operating in Ireland. The 
report follows a series of reviews 
undertaken at the five main Irish 
retail banks in Ireland. The report 
included findings of:

•   firefighting behaviour focusing 
on urgent and short-term issues, 
probably a remnant of a crisis-era 
mindset;

•   Occasional reversal to directive 
– or ‘command and control’ - 
leadership styles;

•   Lack of empowerment and 
decision-making ability of senior 
staff;

•   Concerns around over-optimism 
regarding the successful transition 
to a consumer-focused culture.

In order to address these findings, 
the Central Bank proposes the 
introduction of a new Individual 
Accountability Framework which 
would apply to banks and other 
regulated financial service 
providers. The framework focuses 
on individual accountability at a 
senior executive level to ensure 
that roles and responsibilities are 
clearly assigned. The framework 
also includes conduct standards 
for regulated financial services 
providers and the staff working 
in them as well as enhancements 
to the existing Fitness & Probity 
Regime. Proposed changes to 
the enforcement process seek to 
allow the Central Bank to pursue 
individuals directly for their own 
misconduct rather than only where 
they are proven to have participated 
in a regulated firm’s wrongdoing.

Read the full report here: https://
www.centralbank.ie/docs/default-
source/publications/corporate-
reports/behaviour-and-culture-of-
the-irish-retail-banks.pdf

Governance

The EBA’s revised guidelines on 
internal governance for credit 
institutions and investment firms 
took effect on 30 June 2018. These 
Guidelines aim to further harmonise 
institutions’ internal governance 
arrangements, processes and 
mechanisms across the EU. More 
emphasis has been placed on the 
duties and responsibilities of the 
management body in relation to 
risk oversight, including the role of 
their committees. The guidelines 
aim to improve the status of the 
risk management function, enhance 
the information flow between 
the risk management function 
and the management body and 
ensure effective monitoring of risk 
governance by supervisors. 

The Central Bank has set out 
substance requirements, for Irish 
domiciled funds, in final Rules and 
Guidance on fund management 
company effectiveness issued in 
December 2016 and applicable 
from 1 July 2018. These rules and 
guidance on the effectiveness 
of a fund management company 
(UCITS Managers and AIFMs 
including self-managed UCITS/AIF) 
amalgamates previous guidance on 
delegate oversight, organisational 
effectiveness and directors’ time 
commitments with the new 
guidance on the performance 
of managerial functions, various 
operational issues and procedural 
matters. The Central Bank has 
indicated that a fund management 
company that can demonstrate its 
strength in relation to governance, 
compliance and supervisability 
indicates both substance and the 
ability of the company to better 
protect investors. 

Active Central Bank 
consultations
There is currently one active Central 
Bank consultation. 

 
The list of closed Central Bank 
consultations can be accessed 
here: https://www.centralbank.ie/
publication/consultation-papers

Date

24/10/2018

Title

CP125 - Consultation on 
Potential Changes to the Lending 

Framework for Credit Unions

Closing Date

09/01/2019

CP Number

CP125

Status

Active

https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.reportrecoveryplans201807.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.reportrecoveryplans201807.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.reportrecoveryplans201807.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.reportrecoveryplans201807.en.pdf
https://www.centralbank.ie/docs/default-source/publications/corporate-reports/behaviour-and-culture-of-the-irish-retail-banks.pdf
https://www.centralbank.ie/docs/default-source/publications/corporate-reports/behaviour-and-culture-of-the-irish-retail-banks.pdf
https://www.centralbank.ie/docs/default-source/publications/corporate-reports/behaviour-and-culture-of-the-irish-retail-banks.pdf
https://www.centralbank.ie/docs/default-source/publications/corporate-reports/behaviour-and-culture-of-the-irish-retail-banks.pdf
https://www.centralbank.ie/docs/default-source/publications/corporate-reports/behaviour-and-culture-of-the-irish-retail-banks.pdf
https://www.centralbank.ie/publication/consultation-papers
https://www.centralbank.ie/publication/consultation-papers
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Financial reporting 
update
This section provides an overview of the key developments in 
accounting standards since our last edition.
Overview

Since our last edition of ACQ in 
June 2018, there have been very 
few changes to local GAAP while 
there are a number of items to draw 
to your attention regarding IFRS.  

In local GAAP, there were no 
amendments made to any of 
the FRC accounting standards 
with the exception that the FRC 
published the “Amendments to 
Basis for Conclusions: FRS 101 
Reduced Disclosure Framework 
2017/18 Cycle” in May 2018. This 
publication confirmed that no 
amendments were being made to 
FRS 101 following the FRC’s annual 
review. 

From an IFRS perspective, the new 
major accounting standards, IFRS 
9 Financial Instruments and IFRS 
15 Revenue from contracts with 
customers are now effective for 
accounting periods beginning on 
or after 1 January 2018. Therefore 
the annual reports of entities 
with financial periods beginning 
on or after 1 January 2018 will 
need to be fully compliant with all 
aspects of these standards. This 
is reinforced by the European 
Securities and Markets Authority 
(ESMA) enforcement priorities 
document for 2018 annual reports 
which was released on 26 October 
2018. ESMA has again highlighted 
that they will be focussing in on 
the adoption of IFRS 9 and IFRS 
15. In addition, they will also be 
focussing on the disclosure of non-
financial information, alternative 
performance measures and the 

possible impact of the departure 
of the United Kingdom from the 
European Union. 

To assist preparers, reviewers and 
Audit Committee members in 
determining the level of disclosures 
required in the financial statements 
for the year end 31 December 2018, 
KPMG has released annual financial 
statement disclosure guidance. In 
addition, with the growing changes 
and amendments to IFRS, KPMG 
has also released a useful web-tool 
(we have provided a link below) 
which allows you to generate a 
customised list of newly effective 
and forthcoming IFRS standards at 
any time for both IASB IFRS and EU 
IFRS depending on the accounting 
period date that is inserted. This 
will ensure that audit committee 
members are able to keep up to 
date with newly effective IFRS and 
upcoming IFRS. 

FRC Accounting standards 

Amendments to Basis for 
Conclusions:  FRS 101 Reduced 
Disclosure Framework 2017/ 18 
cycle

The FRC undertook the annual 
review of FRS 101 in 2017/2018 
to identify whether any changes 
needed to be made to FRS 101 as a 
result of any changes made to IFRS 
and also to respond to stakeholder 
feedback about other possible 
improvements. 

As part of this review, the FRC 
considered IFRS 17 , Insurance 
Contract, which was issued by the 

IASB in May 2017 and whether 
this should be incorporated into 
FRS 101. The FRC concluded that 
a more detailed consideration of 
IFRS 17 will be required however 
this will be deferred until a clearer 
understanding of the standard is 
available. Therefore following the 
conclusion of this review, the FRC 
determined that no amendments 
needed to be made to FRS 101 
following this review and as a result, 
FRS 101’s Basis for Conclusions 
was amended to reflect this 
decision. 

The FRC issued a publication on 
this in May 2018 which can be 
accessed at the link below: 

https://www.frc.org.uk/
getattachment/cebf3f2f-cd8b-4e10-
afff-1da71230a064/Amendments-
to-Basis-for-Conclusion-FRS-101-
Web-Ready.pdf

Ongoing FRC Project

The FRC has one ongoing project in 
respect of local GAAP which is set 
out below.

Further detail on the above ongoing 
project being undertaken by the 
FRC can be accessed at:  https://
www.frc.org.uk/accountants/
accounting-and-reporting-policy/
uk-accounting-standards/on-going-
projects

IFRS activity

IFRS 9 and IFRS 15 effective from 1 
January 2018

https://www.frc.org.uk/getattachment/cebf3f2f-cd8b-4e10-afff-1da71230a064/Amendments-to-Basis-for-Conclusion-FRS-101-Web-Ready.pdf
https://www.frc.org.uk/getattachment/cebf3f2f-cd8b-4e10-afff-1da71230a064/Amendments-to-Basis-for-Conclusion-FRS-101-Web-Ready.pdf
https://www.frc.org.uk/getattachment/cebf3f2f-cd8b-4e10-afff-1da71230a064/Amendments-to-Basis-for-Conclusion-FRS-101-Web-Ready.pdf
https://www.frc.org.uk/getattachment/cebf3f2f-cd8b-4e10-afff-1da71230a064/Amendments-to-Basis-for-Conclusion-FRS-101-Web-Ready.pdf
https://www.frc.org.uk/getattachment/cebf3f2f-cd8b-4e10-afff-1da71230a064/Amendments-to-Basis-for-Conclusion-FRS-101-Web-Ready.pdf
https://www.frc.org.uk/accountants/accounting-and-reporting-policy/uk-accounting-standards/on-going-projects
https://www.frc.org.uk/accountants/accounting-and-reporting-policy/uk-accounting-standards/on-going-projects
https://www.frc.org.uk/accountants/accounting-and-reporting-policy/uk-accounting-standards/on-going-projects
https://www.frc.org.uk/accountants/accounting-and-reporting-policy/uk-accounting-standards/on-going-projects
https://www.frc.org.uk/accountants/accounting-and-reporting-policy/uk-accounting-standards/on-going-projects
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The major standards, IFRS 9 and IFRS 15 are effective 
for the first time for companies with an annual reporting 
period beginning on or after 1 January 2018. As noted 
below, the European Securities and Markets Authority 
(ESMA) and Ireland’s accounting enforcer, IAASA, are 
continuing to focus on reviewing the adoption of the 
new standards. It is very important that entities disclose 
sufficient information to comply with the requirements 
of the new standards and the impact that the transition 
to those standards has had on the financial statements. 

KPMG has released the 2018 illustrative disclosures 
guide for annual financial statements which illustrates 
one possible way of meeting the disclosure objectives. 
It is recommended that Audit Committee members 
look at the illustrative disclosures to understand the 
level of detail that is expected to be provided in the 
annual report. The KPMG 2018 illustrative disclosures 
for annual financial statements publication is available at 
the link below: 

https://home.kpmg.com/content/dam/kpmg/xx/
pdf/2018/09/2018-ifs.PDF

ESMA 2018 enforcement priorities 

On 26 October 2018, ESMA released it’s 2018 
enforcement priorities for 2018 financial statements. 
These priorities reflect the changes that have been 
made to financial reporting standards and disclosures 
required in the financial statements. European 
enforcers will particularly consider these priorities 
when examining 2018 financial statements of listed 
companies. 

The enforcement priorities of ESMA for 2018 annual 
reports are as follows:

• The application of IFRS 15 Revenue from Contracts 
with Customers for the first time in the 2018 IFRS 
financial statements. It is highlighted that issuers 
should have particular focus on the following:

 -  Identification and satisfaction of performance 
obligations;

 -  Disaggregation of revenue; and

 -  Disclosure of significant judgements relating 
to the recognition of revenue.

• The application of IFRS 9 Financial Instruments for 
the first time in the 2018 IFRS financial statements. 
It is highlighted that issuers (and in particular credit 
institutions) should have particular focus on the 
following:

 -  Application of the new expected credit loss 
model; and

 -  Disclosure of the significant inputs used in the 
assessment of a significant increase of credit 

risk and in the determination of expected 
credit losses.

• Disclosure of the implementation and expected 
impact of IFRS 16 Leases from both a qualitative 
and quantitative point of view.

• Disclosures of non-financial information and notably 
those related to environmental and climate change 
related matters, an explanation as to why certain 
policies were not pursued and key performance 
indicators relating to non-financial policies.

• The disclosure of alternative performance measures 
in the financial statements using the ESMA 
Guidelines on Alternative Performance Measures. 

• The disclosures analysing the possible impacts of 
the decision of the United Kingdom to leave the 
European Union. 

Audit Committee members are recommended to read 
ESMA’s enforcement priorities so that they have an 
understanding of the level of disclosure expected by 
the regulators in the 2018 annual reports. The link to 
the ESMA common enforcement priorities is included 
below: 

https://www.esma.europa.eu/file/49569/
download?token=2RHXiEfy

New IFRS standards and amendments

The following new amendment to IFRS was published 
by the IASB since our last update:

In October 2018, following a post implementation 
review of IFRS 3, the IASB issued Definition of a 
Business (amendments to IFRS 3) to make it easier for 
companies to determine whether activities and assets 
that are acquired by companies constitute a business or 
are merely a group of assets. The amendments:

• Confirmed that a business must include inputs 
and a process, and clarified that the process must 
be substantive; and the inputs and process must, 
together, significantly contribute to creating outputs.

Standard or 
amendment

Issued date Effective date

Definition of 
a Business 
(amendments to 
IFRS 3)

October 2018 1 January 2020

*Please note that this amendment has not yet been endorsed for use by IFRS as 
adopted by the EU.

https://home.kpmg.com/content/dam/kpmg/xx/pdf/2018/09/2018-ifs.PDF
https://home.kpmg.com/content/dam/kpmg/xx/pdf/2018/09/2018-ifs.PDF
https://www.esma.europa.eu/file/49569/download?token=2RHXiEfy
https://www.esma.europa.eu/file/49569/download?token=2RHXiEfy
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• Narrowed the definition of a business by focusing 
the definition of outputs on goods and services 
provided to customers and other income from 
ordinary activities, rather than on providing 
dividends or other economic benefits directly to 
investors or lowering costs; and

• Added a test that makes it easier to conclude that 
a company has acquired a group of assets, rather 
than a business, if the value of the assets acquired 
is substantially concentrated in a single asset or 
group of similar assets. 

KPMG has issued further detail on the amendments to 
IFRS 3 which is available at the following link:

https://home.kpmg.com/xx/en/home/insights/2016/06/
definition-business-merger-acquisition-accounting-
proposed-amendments-slideshare-ifrs3-ifrs11-290616.
html

The IASB has also issued further detail on the 
amendments to IFRS 3 which is available at the 
following link:

https://www.ifrs.org/projects/2018/definition-of-a-
business/#final-stage

Forthcoming IFRSs, narrow scope amendments 
and IFRIC interpretations

For further information, please see the following 
publications:

• IASB press release and related publications on the 
amendments to IAS 1 are available at the following 
link:  
 
http://www.ifrs.org/projects/work-plan/
classification-of-liabilities/

• IASB press release and related publications on 
the amendments to IFRIC 14 are available at the 
following link:  
http://www.ifrs.org/projects/work-plan/availability-
of-a-refund/

• IASB press release and related publications on the 
amendments to IAS 16 are available at the following 
link:  

 
https://www.ifrs.org/projects/work-plan/property-
plant-and-equipment-proceeds-before-intended-use/

IASB exposure drafts 

No new exposure drafts have been released since the 
last edition of this Audit Committee publication. Further 
exposure drafts and discussion papers are expected to 
be released as follows:

IFRSs and narrow scope amendments

Classification of liabilities as current or non current 
(amendments to IAS 1) *

Availability of a refund (amendments to IFRIC 14) *

Property, plant and equipment: proceeds before 
intended use (amendments to IAS 16) *

* No indicative publication date provided

Exposure draft
2018 
H2

2019 
H1

2019 
H2

2020 
H1

Costs considered in 
assessing whether a 
contract is onerous 
(amendments to IAS 37)



Primary Financial 
Statements **

Business combinations 
under common control 

Rate regulated activities **

Management commentary 

Disclosure initiative – 
accounting policies* * * * *

Disclosure initiative – 
targeted standards –  
 review of disclosures*

* * * *

Lease incentives 
(amendment to illustrative 
example 13 accompanying 
IFRS 16)*

* * * *

Subsidiary as a First-time 
adopter (amendments to 
IFRS 1)*

* * * *

Taxation in fair value 
measurements 
(amendments to IAS 41)*

* * * *

Fees in the “10 per cent” 
test for de-recognition 
(amendments to IFRS 9) *

* * * *

Goodwill and impairment 
(amendments to IAS 
36)*& **

* * * *

*Indicative date has not been provided
** It is not yet clear whether an exposure draft or discussion paper will be released. 

https://home.kpmg.com/xx/en/home/insights/2016/06/definition-business-merger-acquisition-accounting-proposed-amendments-slideshare-ifrs3-ifrs11-290616.html
https://home.kpmg.com/xx/en/home/insights/2016/06/definition-business-merger-acquisition-accounting-proposed-amendments-slideshare-ifrs3-ifrs11-290616.html
https://home.kpmg.com/xx/en/home/insights/2016/06/definition-business-merger-acquisition-accounting-proposed-amendments-slideshare-ifrs3-ifrs11-290616.html
https://home.kpmg.com/xx/en/home/insights/2016/06/definition-business-merger-acquisition-accounting-proposed-amendments-slideshare-ifrs3-ifrs11-290616.html
https://www.ifrs.org/projects/2018/definition-of-a-business/#final-stage
https://www.ifrs.org/projects/2018/definition-of-a-business/#final-stage
http://www.ifrs.org/projects/work-plan/classification-of-liabilities/
http://www.ifrs.org/projects/work-plan/classification-of-liabilities/
http://www.ifrs.org/projects/work-plan/availability-of-a-refund/
http://www.ifrs.org/projects/work-plan/availability-of-a-refund/
https://www.ifrs.org/projects/work-plan/property-plant-and-equipment-proceeds-before-intended-use/
https://www.ifrs.org/projects/work-plan/property-plant-and-equipment-proceeds-before-intended-use/
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Further information on these projects is available on the 
IASB website at: 

http://www.ifrs.org/Current-Projects/IASB-Projects/
Pages/IASB-Work-Plan.aspx

Newly-effective IFRSs

IFRSs as adopted by the EU for 31 December 2018 
year-end financial statements

For those companies which are preparing their financial 
statements for the year ended 31 December 2018 i.e. 
annual periods beginning on or after 1 January 2018 
in accordance with EU IFRS, IASB IFRS, the following 
will be mandatory for the first time in their year- end 
financial statements:

• IFS 15 Revenue from Contracts with Customers.

• IFRS 9 Financial Instruments.

• Amendments to IFRS 2 Classification and 
Measurement of Share-based Payment 
Transactions.

• Amendments to IFRS 4: Applying IFRS 9 Financial 
Instruments with IFRS 4 Insurance Contracts.

• Amendments to IAS 40 Transfers of Investment 
Property 

• Annual improvements to IFRS 2014 to 2016 Cycle - 
(Amendments to IFRS 1 and IAS 28).

• IFRIC 22 Foreign Currency Transactions and 
Advance Consideration

Please note that the same applies to 31 March 2019 
year- end financial statements (i.e. accounting periods 
beginning on or after 1 April 2018). 

The following standards are not mandatorily 
effective but are available for early adoption at 31 
December 2018 for EU IFRS.

Standards available for early 
adoption (EU IFRS)

Mandatory 
effective date

IFRS 16 Leases 1 January 2019

IFRIC 23 Uncertainty over 
Income Tax Treatments 1 January 2019

Amendments to IFRS 9 
Prepayment Features with 
Negative Compensation

1 January 2019

The following standards are not mandatorily 
effective but are available for early adoption at 31 
December 2018 for IASB IFRS.

Standards available for early 
adoption (EU IFRS)

Mandatory 
effective date

IFRS 16 Leases 1 January 2019

IFRIC 23 Uncertainty over Income Tax 
Treatments 1 January 2019

Amendments to IFRS 9 Prepayment 
Features with Negative Compensation 1 January 2019

Amendments to IAS 28 Long-term 
Interests in Associates and Joint 
Ventures 

1 January 2019

Amendments to IAS 19 Plan 
Amendment, Curtailment or Settlement 1 January 2019

Annual Improvements to IFRS 
Standards 2015–2017 Cycle – various 
standards

1 January 2019

Amendments to References to 
Conceptual Framework in IFRS 
Standards

1 January 2020

Amendments to IFRS 3 Definition of a 
Business 1 January 2020

IFRS 17 Insurance Contracts 1 January 2021

Amendments to IFRS 10 and IAS 28 
Sale or Contribution of Assets between 
an Investor and its Associate or Joint 
Venture 

Optional

http://www.ifrs.org/Current-Projects/IASB-Projects/Pages/IASB-Work-Plan.aspx
http://www.ifrs.org/Current-Projects/IASB-Projects/Pages/IASB-Work-Plan.aspx
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KPMG Tool for generating newly effective and 
upcoming IFRS

KPMG have released a webtool which allows you 
to generate a customised list of newly effective and 
forthcoming IFRS standards for both IASB IFRS and EU 
IFRS. 

The tool gives a list of standards that are mandatory 
to apply for the first time, depending on effective date 
and accounting period selected, and also provides a list 
of standards that are available for early adoption. The 
tool is available at the below link: 

https://home.kpmg.com/xx/en/home/insights/2015/07/
new-standards-are-you-ready-ifrs.html

Please note the endorsement status of IFRS as 
adopted by the EU can be monitored on the European 
Financial Reporting Advisory Group’s endorsement 
webpage which can be accessed at the link below: 

http://www.efrag.org/
Endorsement?AspxAutoDetectCookieSupport=1

https://home.kpmg.com/xx/en/home/insights/2015/07/new-standards-are-you-ready-ifrs.html
https://home.kpmg.com/xx/en/home/insights/2015/07/new-standards-are-you-ready-ifrs.html
http://www.efrag.org/Endorsement?AspxAutoDetectCookieSupport=1
http://www.efrag.org/Endorsement?AspxAutoDetectCookieSupport=1
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Publications
Audit Committee Handbook
The Audit Committee Institute launched an updated 
version of the Audit Committee Handbook in late 2017. 
This publication, written for both the Irish public and 
private sectors, highlights the Audit Committee’s role 
and provides guidance to help Audit Committees gain 
a better understanding of the processes and practices 
that help create effective Audit Committees. The guide 
is designed to be an easy reference guide to a range 
of topics from the Irish regulatory landscape to the 
duties of audit committees and communications with 
shareholders.

A selection of what the book can offer is as follows:

• ACI guiding principles for audit committees reflecting 
the committee’s ever-increasing workload

• Step-by-step guide on how to approach an audit 
tender process

• Complete set of audit committee fundamentals, 
leading practices and ready-to-use tools

• Best practice guidance on audit committee member 
induction

• Extensive guidance to assist audit committee chairs in 
their important role

• Risk oversight essentials in the digitalised world

The guide is available for download at:

https://home.kpmg.com/content/dam/kpmg/ie/
pdf/2017/10/ie-aci-handbook-2017.pdf.

Word versions of the various questionnaires, and other 
appendices - which can be customised to a company’s 
specific circumstances - are also included.

ACI publications since Quarterly 35

On the 2019 Remuneration Committee agenda- 
January 2019 
https://home.kpmg/content/dam/kpmg/ie/pdf/2018/12/
ie-on-the-2019-remuneration-committee-agenda.pdf

On the 2019 Nomination Committee agenda- 
January 2019 
https://home.kpmg/content/dam/kpmg/ie/pdf/2018/12/
ie-on-the-2019-nomination-committee-agenda.pdf

On the 2019 Audit Committee agenda -  
January 2019 
https://home.kpmg.com/content/dam/kpmg/ie/
pdf/2018/12/ie-on-the-2019-audit-committee-board-
agenda.pdf

https://home.kpmg.com/content/dam/kpmg/ie/pdf/2017/10/ie-aci-handbook-2017.pdf
https://home.kpmg.com/content/dam/kpmg/ie/pdf/2017/10/ie-aci-handbook-2017.pdf
https://home.kpmg/content/dam/kpmg/ie/pdf/2018/12/ie-on-the-2019-remuneration-committee-agenda.pdf
https://home.kpmg/content/dam/kpmg/ie/pdf/2018/12/ie-on-the-2019-remuneration-committee-agenda.pdf
https://home.kpmg/content/dam/kpmg/ie/pdf/2018/12/ie-on-the-2019-nomination-committee-agenda.pdf
https://home.kpmg/content/dam/kpmg/ie/pdf/2018/12/ie-on-the-2019-nomination-committee-agenda.pdf
https://home.kpmg.com/content/dam/kpmg/ie/pdf/2018/12/ie-on-the-2019-audit-committee-board-agenda.pdf
https://home.kpmg.com/content/dam/kpmg/ie/pdf/2018/12/ie-on-the-2019-audit-committee-board-agenda.pdf
https://home.kpmg.com/content/dam/kpmg/ie/pdf/2018/12/ie-on-the-2019-audit-committee-board-agenda.pdf
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We are always grateful for feedback regarding topics for breakfast seminars, 
roundtables and Quarterly.

Let us know what you would like covered by phoning us at +353 (1) 410 1160 or 
e-mailing us at aci@kpmg.ie. 

Training certificate
If you wish to receive a training certificate in relation to attendance at the ACI events, 
please e-mail us at aci@kpmg.ie or phone us at +353 (1) 410 1160. 

ACI International
The Audit Committee Institute, sponsored by KPMG, is an international initiative with 
thousands of members sharing resources across borders. A list of affiliated sites 
is available at http://home.kpmg.com/ie/en/home/services/audit/audit-committee-
institute/aci-international-sites.html

Many members of ACI in Ireland are board members of international companies or 
often spent a significant amount of time in other jurisdictions. Please feel free to 
follow the links of our affiliated members in order to register for publications from or 
events in their countries.  

For ease of reference, registration for ACI UK can be achieved by emailing  
auditcommittee@kpmg.co.uk. Registration for ACI US can be achieved by following 
the instructions at www.kpmg-institutes.com/content/kpmg-event-management/
registration.html

Let us know what 
you think

mailto:aci@kpmg.ie
mailto:aci@kpmg.ie
http://home.kpmg.com/ie/en/home/services/audit/audit-committee-institute/aci-international-sites.html
http://home.kpmg.com/ie/en/home/services/audit/audit-committee-institute/aci-international-sites.html
mailto:auditcommittee@kpmg.co.uk
http://www.kpmg-institutes.com/content/kpmg-event-management/registration.html
http://www.kpmg-institutes.com/content/kpmg-event-management/registration.html
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