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1 INTRODUCTION

1.1 Financial reporting review remit of IAASA
IAASA, Ireland’s accounting enforcer, has responsibility for the examination and enforcement of
certain listed entities’ periodic financial reporting (‘issuers’).

As such, IAASA examines the annual and half-yearly financial reports of certain equity, debt and
closed-ended fund issuers with securities admitted to trading on an EU regulated market for
compliance with the relevant reporting framework.

The relevant reporting framework for the purposes of this document is limited to those issuers
preparing their financial statements under International Financial Reporting Standards (‘IFRS’) and
financial reporting standards issued by the Financial Reporting Council in the UK (‘Irish/UK GAAP’).
Therefore, although IAASA’s review activity may extend to periodic financial reports prepared under
other financial reporting standard framewaorks (e.g. Luxembourg GAAP and US GAAP), the
observations offered in this document are limited to the requirements as they apply to IFRS and Irish
GAAP issuers.

The matters raised in this document derive from a combination of:

(a) financial reporting matters identified during IAASA’s examinations and surveys undertaken
during 2017,

(b) matters identified in the course of IAASA’s work, but not raised with specific issuers;
(c) 1AASA’s expectations of issuers regarding the upcoming financial reporting season; and
(d) financial reporting matters discussed at the European Securities and Markets Authority

(‘ESMA’) sponsored European Enforcer Co-ordination Sessions (‘EECS’) meetings at which
meetings IAASA is an active participant.

1.2 Purpose of this Observations document

The purpose of this document is to assist issuers’ management and those charged with governance
in the preparation of high quality financial reports by offering observations on selected financial
reporting topics to coincide with the preparation of issuers’ 2017 financial statements. It is also
intended that some of the matters set out in this document will be the focus of IAASA’s attention when
examining issuers’ financial reports during 2018.

The audience for this document is principally intended to be those involved in the preparation,
approval and/or review of issuers’ financial reports. This includes issuers’ management, Audit
Committees and Boards, providers of audit and other assurance services, legal advisors, listing
agents and, where applicable, fund administrators and/or other relevant service providers.

This Observations document may also help the primary users of financial statements to understand
the significant judgements made by issuers’ directors in preparing financial statements and highlight
those matters on which they may wish to focus when using those financial statements. In that
context, IAASA encourages the widest possible transmission of this document.

1.3 Continued applicability of matters raised in previous years

This is the 10t Observations document for year-end financial reporting published by IAASA and some
of the matters raised in previous years’ Observations documents have continued applicability in the
upcoming financial reporting season. This document should be read in conjunction with those earlier
years’ documents, which are available on the publications section of the IAASA website.



https://www.esma.europa.eu/
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1.4 Financial reporting environment

1.4.1 Economic backdrop

Issuers are faced with the challenge of incorporating medium and long-term forecasts into their
financial statements in a climate of mixed economic signals. There are many positive economic
indicators for the Irish economy and international markets, for example:

Economy forecast to grow 4.5 per cent this year and 3.6 percent in 2018.

Central Bank of Ireland, Quarterly Bulletin, No. 3 2017

A growing backlash against globalisation could trigger protectionist policies and undermine
international trade, with lower growth as a result. Brexit negotiations remain a significant risk: a
break-up of negotiations or the prospect of an unfavourable deal could hurt confidence and trade.

OECD, Euro-area economic outlook June 2017

Economic growth is projected to moderate gradually. The economy, particularly exports and
investment, is already being slowed by the prospect of Brexit. Nonetheless, the Irish economy will
continue to expand on the back of solid domestic demand and strong employment and wage
growth.

OECD, Country snapshots 2017-18: Ireland

Strong growth against external headwinds

GDRP is forecast to expand robustly over the forecast horizon, but the pace will moderate. Improving
labour market conditions are expected to support domestic demand. However, the practices of
multinationals in the country, which can have large statistical effects, continue to create some
unpredictability. Public finances are projected to improve but risks to the fiscal outlook remain.

EU Commission , Spring 2017 Economic Forecast

However, there remain fears of the unquantified effects from Brexit and other international factors that
may impair international trade and that may negatively impact issuers’ business prospects. Issuers
ability to do business on ‘normal trading terms’ in the future may be compromised depending on a
range of factors including, for example, access to the single market, access to the customs union, the
impact of cross-border and cross-channel trade, and the euro-Sterling exchange rates.

In what appears to be a mixed outlook for the economic climate, IAASA reminds issuers to ensure
they apply medium and long-term assumptions that reflect changes in the current market expectations
for the products, services, markets and countries in which they operate. It is likely that issuers’
medium and long-term key assumptions may need to be revised to reflect greater uncertainty in
markets. Furthermore, where the key assumptions applied by an issuer exceed historical
performance, the financial statements should clearly explain what are the most significant judgements
and the basis for those judgements.

1.4.2 Accounting enforcement at EU level

IAASA’s national enforcement priorities, policies and methodologies are aligned with the enforcement
priorities set at ESMA level. ESMA continues to take an increasingly interventionist role in ensuring
greater convergence of enforcement activity by EU national accounting enforcers.

ESMA has issued Guidelines relative to:
@ ESMA Guidelines on enforcement of financial information (July 2014). ESMA has undertaken

peer reviews of these Guidelines to assess the extent of compliance by national accounting
enforcers;

@ ESMA Guidelines on Alternative Performance Measures (October 2015); and
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ESMA has also published a Paper, Peer Review on Guidelines on Enforcement of Financial
Information (July 2017) to which all national enforcers, including IAASA, contributed

In addition, ESMA sets annual Europe-wide common enforcement priorities, which are areas in which
EU national enforcers must incorporate into their examination programmes.

Issuers can continue to expect IAASA’s enforcement activity to reflect both national and European
common enforcement priorities. A practical consequence of this is that issuers may be questioned by
IAASA on their financial reporting treatments in relation to items that are an ESMA enforcement
priority.

1.5 Barriers to effective communication in financial statements

IAASA frequently calls on issuers to avoid boilerplate disclosures in their financial statements in order
to improve the quality of disclosures. ‘Boilerplate’ refers to disclosures that provide users of financial
statements with little or no value, e.g. where a disclosure merely repeats the text of an IFRS without
providing any entity-specific context and/or where entities provide an extensive list of accounting
policies without indicating which policies are the most significant policies. Boilerplate disclosures often
results in:

(a) insufficient information necessary for an understanding of the financial position, financial
performance and cash flows of the entity being provided to users of those statements; and/or

(b) more important features of the entity’s financial position, financial performance and cash flows
of the entity being obscured from users.

Some issuers fail to provide entity-specific information that is relevant to gaining an understanding of
the significant judgements in applying accounting policies.

IAS 1 Reporting Financial Performance requires entities to present information that is relevant,
including accounting policies, in a manner that provides relevant, reliable, comparable and
understandable information to users of the financial statements [IAS 1.17(b) refers].

IAASA reiterates to issuers that they can improve the effectiveness of communications in their
financial statements by focussing on the following examples of ineffective communication in financial
statements that the International Accounting Standards Board (IASB) has identified:

(a) using ‘boilerplate’ descriptions that merely repeat the requirements of Standards;

(b) omitting material information or including immaterial information that obscures material
information;

(c) using unclear descriptions and providing no or poor cross-referencing between related
information;

(d) using an inappropriate format when disclosing information (e.g. using tables, graphs, bullet
points or narrative descriptions inappropriately);

(e) disclosing IFRS information outside the financial statements and non-IFRS information within
the financial statements; and

(f) failing to identify which accounting policies are important to the financial statements.
IAASA will continue to encourage issuers to strive to continually improve the effectiveness of

communication in the financial statements by avoiding the use of boilerplate disclosures and by
eliminating instances of ineffective communication in financial statements.
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2 OBSERVATIONS ON SELECTED FINANCIAL REPORTING ISSUES

2.1 New accounting Standards issued and not yet effective

For certain issuers, the transition to and adoption of new IFRSs, namely IFRS 9 Financial
Instruments, IFRS 15 Revenue from Contracts with Customers, IFRS 16 Leases and IFRS 17
Insurance Contracts will represent a significant change in financial reporting treatments as compared
to the existing Standards and, therefore, the recognition, measurement, presentation and disclosure
of assets, liabilities, income, expenses and cash flows may be affected.

IFRS 9 sets out requirements regarding the recognition, measurement and impairment of financial
assets and financial liabilities and general hedge accounting. IFRS 15 sets out a single, principles
based five-step model to be applied to all contracts with customers. IFRS 16 sets out how an issuer
will recognise, measure, present and disclose leases. IFRS 17 sets out the principles for the
recognition, measurement, presentation and disclosure of insurance contracts within the scope of the
Standard.

IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors requires disclosure of an
impending change in accounting policies when an issuer has yet to implement a new IFRS that has
been issued but not yet come into effect (irrespective of whether or not that IFRS has been endorsed
by the EU). In addition, it requires disclosure of ‘known or reasonably estimable information relevant
to assessing the possible impact that application of the new IFRS will have on the entity’s financial
statements in the period of initial application’ [IAS 8. 30 and IAS 8. 31 refer].

IAASA reminds issuers that if ‘reasonably estimable’ quantitative information exists it must be
disclosed notwithstanding that the actual amounts in the 2018 financial statements might be different
owing to changes in conditions [IAS 8.30 — 31].

IAASA has published its Desktop survey — Disclosures of the New Accounting Standards in issuers’
2016 annual financial statements. That Paper provides an overview of the disclosures of the impact of
implementation of the new Standards provided in issuers’ 2016 annual financial statements. It
encourages preparers, management and directors of issuers expected to be significantly impacted by
the new Standards to provide more timely disclosures about any required changes in accounting
policies and the financial statement impact in the period of initial application.

IAASA concluded that the disclosures of the expected impact of the new Standards given by a small
number of issuers was of good quality and indicative of the type of information that is useful to users
of financial statements. However, in a large number of instances, issuers:

(a) provided little or no disclosure of qualitative and quantitative information regarding the
implementation and impact of those new Standards in the period of initial application;

(b) failed to disaggregate the expected impacts into elements that are useful to users of financial
statements; and

(c) gave little quantitative information on the impact on the issuer where a significant impact from
implementation of the new Standards was expected.

IAASA expects that, as the application date of the new Standards nears, issuers should provide
progressively more entity-specific qualitative and quantitative information about the impact of the
application of the new Standards in their financial statements.

Matters for consideration by management, Directors and Audit Committees

Management, Directors and Audit Committees should carefully consider the level of disclosure
provided regarding IFRSs issued and yet to be adopted.

Disclosures should avoid a “boilerplate” repetition of the new Standards and issuers should provide
progressively more entity specific information of the impact of the new Standards in quantitative
and qualitative terms at the earliest possible opportunity.
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IFRS 9

IAASA reminds financial institutions of the need to provide updates to qualitative and quantitative
information regarding the implementation and impact of IFRS 9 and to disclose a disaggregation of
the expected impacts into elements that issuers use to measure the impact and are useful to users
of financial statements.

IFRS 15

IAASA reminds all issuers that IFRS 15 requires the disclosure of more information about contracts
with customers than is currently required under IAS 18 Revenue and IAS 11 Construction
Contracts, including more disaggregated information about revenue and more information about
performance obligations. [IFRS 15.114 — 128 refer.]

IFRS 16

IAASA reminds issuers expected to be significantly impacted by IFRS 16 that their financial
statements should provide additional qualitative and quantitative information as set out in (a), (b)
and (c) above together with quantitative information on the impact on profitability, loan covenant
agreements, and key APMs where a significant impact from implementation of IFRS 16 is expected
and reliable quantitative data becomes available.

2.2 Alternative performance measures (‘APMs’)

IAASA’s publication Alternative Performance Measures — Thematic Survey sets out the results of a
desk-top survey it undertook into the range of APMs that issuers included in their 2016/17 financial
reports and assesses the compliance by issuers with the ESMA Guidelines on Alternative
Performance Measures . The ESMA APM Guidelines became effective on 3 July 2016.

As part of its examination cycle for 2016 financial year ends, IAASA engaged with seven issuers
regarding their use of APMs and examined the level of those issuers compliance with the ESMA APM
Guidelines. These examinations have revealed instances of good practice by issuers relative to their
use of APMs. Conversely, other instances were detected where the level of compliance with the
ESMA APM Guidelines was below what IAASA expected. IAASA has received a number of
undertakings from issuers to comply, in full, with ESMA’s APM Guidelines regarding defining APMs,
labelling APMs, providing reconciliations to IFRS-based measures, explaining the rationale for using
APMs, and ensuring APMs are consistently presented.

IAASA will continue to focus and engage with issuers on:

(a) directors’ rationale for not including definitions, reconciliations and comparatives for each
APM presented in periodic financial reports;

(b) the reasons why certain items have been excluded from adjusted earnings measures;

(c) directors’ rationale for not considering certain measures to be APMs within the scope of the
ESMA APM Guidelines;

(d) directors’ rationale for not including a discussion of or reference to IFRS measures when
discussing APMs; and

(e) reasons and explanations for APMs which are redefined or not used by the issuer in
subsequent financial reports.

Matters for consideration by management, Directors and Audit Committees

Management, Directors and Audit Committees should continually reassess their level of
compliance with the ESMA APM Guidelines and should strive to ensure compliance to the fullest
extent possible with those Guidelines.
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2.3 IFRS 13 Fair Value Measurement
IFRS 13 came into effect in 2013. The IASB is conducting its post-implementation review of the effect
of IFRS 13 on financial reporting.

In July 2017, ESMA published a report, Review of Fair Value Measurement in the IFRS financial
statements, which provided an overview of the implementation of IFRS 13 by European issuers. The
report assessed the level of compliance of IFRS financial statements with the requirements in IFRS
13 and the comparability amongst issuers and concluded that, in general, the requirements of IFRS
13 had been well incorporated by the issuers in the sample. However, ESMA detected that there was
room for improvement in areas such as:

(a) disclosures on fair value (i.e. disclosure effectiveness);
(b) providing more clarity about judgements of the unit of account;
(c) the assessment as to when a transaction or quoted price does not represent fair value; and

(d) the use of credit value adjustments (‘CVA’) and debit value adjustments (‘DVA’) adjustments
in the valuation of derivatives.

IAASA published the results of its survey of Irish equity issuers in its paper, Survey on the application
of IFRS 13 Fair Value Measurement by Irish Companies (November 2016). The results were
consistent with the ESMA IFRS 13 fair value measurement findings that there is room for
improvement in selected areas. IAASA continues to engage with issuers on their application of the
requirements of IFRS 13. IAASA has secured undertakings from a number of issuers regarding
disclosure of quantitative information of the significant unobservable inputs [IFRS 13.93(d) refers] and
the disclosure, where relevant, of the sensitivities of fair value to a change in unobservable inputs
[IFRS 13.93(h) refers].

IAASA will continue to focus on the level of compliance with IFRS 13 in the forthcoming financial
reporting season.

Matters for consideration by management, Directors and Audit Committees

Management, Directors and Audit Committees should give continuing consideration to the
measurement and disclosure of fair values and, in particular, should ensure that the disclosures:

(a) are entity-specific and inform users of the financial statements of the measurement bases
and valuation techniques used in determining fair values;

(b) clearly set out the key fair value judgements and assumptions made and that have the
most significant effect on the carrying amounts of assets recognised in the financial
statements;

(c) are sufficient to detail how material liabilities are fair valued;

(d) provide fair value disclosures by class of assets and liabilities where appropriate; and

(e) provide sufficient details as to whether or not reasonably possible alternative assumptions
would change fair value significantly.

2.4 Sources of estimation uncertainty — uncertain tax positions

In their 2016 financial reports a number of issuers disclosed ‘Taxation’ as a source of estimation
uncertainty and within this narrative, issuers referred to uncertain tax positions (‘UTPS’) liabilities.
IAASA determined that the amount of the UTP liabilities comprised practically the entire amount of
each issuer’s current tax liability.

IAASA challenged issuers’ rationale for not disclosing their UTP liabilities separately in accordance
with IAS 1.125. IAASA considered the following matters:
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(a) UTP liabilities have a separate carrying value and create a separate tax liability;

(b) UTP liabilities practically comprise the full amount of the current income tax liability of each
issuer;

(c) each issuer included taxation as a source of estimation uncertainty and tax uncertainties were
referred to therein; and

(d) the disclosure of the UTP liability is considered by IAASA to be relevant information for an
understanding of the line item ‘current income tax liability’ in accordance with 1AS 1.112(c).

IAASA concluded that the UTPs are separate liabilities comprising specific individual balances (i.e.
the unit of account is the individual UTP rather than the aggregated current tax liability). The nature
and the carrying amounts recognised in respect of individual material UTPs falling within the scope of
IAS 1.125 must be disclosed. In instances where the tax balances does not contain individually
material UTP amounts but the UTP liabilities are material on an aggregated basis, then issuers must
disclose the nature and the carrying amounts of the UTP liabilities at an aggregated level.

Matters for consideration by management, Directors and Audit Committees

Management, Directors and Audit Committees should ensure that, where taxation is considered a
source of estimation uncertainty and where uncertain tax position liabilities are material, the nature
and carrying amounts of the individual material UTP liabilities should be separately disclosed.

In addition, management, Directors and Audit Committees should also ensure that in instances
where tax balances do not include individually material UTP liabilities but the UTP liabilities are
material on an aggregated basis, then the nature and carrying amounts of the UTP liabilities must
be disclosed at an aggregated level.

2.5 Impairment testing — IAS 36 Impairment of Assets

Examination of issuers’ compliance with IAS 36 has been a recurring topic in IAASA’s examination
activities for a number of years. Accurately forecasting the amount and timing of future cash flows for
cash generating unit(s) (‘CGUs’) beyond a few years has become even more difficult in recent times
and involves the application of management judgement.

ESMASs’ Report European Enforcers review of impairment of goodwill and other intangible assets in
IFRS financial statements (January 2013) is also relevant in this context.

IAASA’s examination experience to date suggests that the disclosures of the key impairment
judgements range from good to boilerplate with room for improvement. Consequently, IAASA is
conducting an impairment testing thematic that is a desktop-based survey of issuers’ impairment
testing methodologies.
The subject of the thematic includes looking at the following topics:

(a) whether or not CGUs have been tested for impairment at an appropriate level;

(b) the period covered by issuers value-in-use cash flow forecasts — whether the forecast period
appears long enough to achieve ‘normalised’ growth and profit margins?;

(c) consistency or otherwise of the CGU used for impairment testing with the segment reporting;

(d) the approach to determining the key assumptions and whether greater weight has been given
to external evidence;

(e) whether all key assumptions are realistic and consistent with other information in the financial
statements e.g. segment disclosures;

10
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(f) long terms growth rates and the discount rate (including determining the terminal values);
(g) aggregation or disaggregation of the relevant assumptions by class of CGU; and

(h) enhanced disclosures required when a reasonably possible change in a key assumption
would cause the CGU(s) carrying amount to exceed its recoverable amount [IAS 36.134(f)].

Depending on the results of this thematic, this may lead to IAASA corresponding with certain issuers
to examine in more detail their impairment judgements. IAASA may publish its findings on issuers’
impairment testing practices when the thematic has been concluded.

Matters for consideration by management, Directors and Audit Committees

Management, Directors and Audit Committees should reassess the significant judgements used in
determining the recoverable amounts of CGUs where there are material amounts of goodwill and
intangible assets (with indefinite useful lives) recognised. Issuers are encouraged to refer to
IAASA’s previous commentaries on determining recoverable amounts of CGUSs in recent
Observations documents.

2.6 Restatement of comparative amounts

IAS 1.41 states that when an entity reclassifies comparative amounts it shall disclose (including as at
the beginning of the preceding period) the following:

“ (a) the nature of the reclassification;
(b) the amount of each item or class of items that is reclassified; and
(c) the reason for the reclassification.”
IAS 8.49states that:
“an entity shall disclose the following:
(a) the nature of the prior period error;
(b) for each prior period presented, to the extent practicable, the amount of the correction:
(i) for each financial statement line item affected; and
(i) if IAS 33 applies to the entity, for basic and diluted earnings per share;
(c) the amount of the correction at the beginning of the earliest prior period presented; and
(d) if retrospective restatement is impracticable for a particular prior period, the circumstances
that led to the existence of that condition and a description of how and from when the error
has been corrected.”
IAASA has detected an increasing number of instances where issuers have restated comparative
amounts or have retrospectively corrected material prior period errors and have failed to provide the
required IAS 8 disclosures. Where issuers fail to adequately provide the required disclosures it limits
the ability of users to understand the nature of and reasons for reclassifications. A common
explanation for the reclassification of comparative amounts provided by issuers is ‘to more

appropriately reflect and enhance comparability’. Depending on the circumstances, such an
explanation may not comply in full with the disclosure requirements of IAS 1 and IAS 8.
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Matters for consideration by management, Directors and Audit Committees

Management, Directors and Audit Committees should ensure that, where material prior period
errors are retrospectively corrected or where comparatives are restated, the required disclosures
are provided in the financial statements. This applies equally to instances where the retrospective
correction relates only to material corrections to amounts presented in the notes to the financial
statements and does not impact the primary statements.

2.7 Recognition of intangible assets and scale of acquisition activity

In 2016 IAASA published a Paper, Recognition of Intangible Assets and Scale of Acquisition Activity —
A Survey, setting out the results of a desk-top survey it had undertaken into the nature of intangible
assets recognised by issuers in their statement of financial position (balance sheet) and the scale of
acquisition activity undertaken by those issuers as recognised in their 2015/16 financial reports.

The IASB carried out a post-implementation review of IFRS 3 as a result of which the definition of a
“business” is currently being reconsidered as entities have difficulties when determining whether they
have acquired a business or a group of assets (the accounting requirements for goodwill, acquisition
costs and deferred tax differ on the acquisition of a business and on the acquisition of a group of
assets). The IASB decided in 2016 to examine issues related to the subsequent accounting for
goodwill, improving the impairment test in IAS 36, and the identification and measurement of
intangible assets in a business combination. These developments mean that IFRS 3 remains an area
of interest to accounting enforcers.

As part of its examination cycle for 2016 financial year ends, IAASA has engaged with a number
issuers regarding the recognition, or non-recognition, and the measurement of intangible assets.

IAASA anticipates that it will continue to engage with issuers on:

(a) directors’ judgements as to why certain intangible assets have not been recognised in a
business combination;

(b) directors’ key assumptions used in determining the fair value measurement of intangible
assets;

(c) significant factors used to determine the useful lives of material intangible assets;
(d) methods used to amortise intangible assets;
(e) required disclosures for intangible assets with indefinite useful lives; and

(f) acquisition related liabilities including debt like items and contingent consideration.

Matters for consideration by management, Directors and Audit Committees

Management, Directors and Audit Committees should continue to consider the key judgements
applied in the recognition, or non-recognition and the measurement of the fair value of intangible
assets, together with the disclosures related to same.

2.8 IAS 37 Provisions, Contingent Liabilities and Contingent Assets — class of
provision

IAS 37.84 and IAS 37.85 requires the disclosure of the analysis of the movements and other relevant

information by class of provision.

IAASA challenged issuers’ directors on their rationale as to why different classes of provisions were
aggregated into one single class of provision. As a result, the disclosures required by IAS 37.84 and
IAS 37.85 were only provided for the aggregated class of provisions. It is IAASA’s expectation that
issuers will provide the disclosures required by IAS 37.84 and IAS 37.85 by class of provision.
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http://www.iaasa.ie/getmedia/2884ea04-dd82-441c-9eb5-8d78b9f86a68/2016_08_29-Intangible-assets-and-scale-of-acquisition-activity-survey-final.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/2884ea04-dd82-441c-9eb5-8d78b9f86a68/2016_08_29-Intangible-assets-and-scale-of-acquisition-activity-survey-final.pdf?ext=.pdf

IAASA has secured undertakings in this regard for improvements in future financial reports.

Matters for consideration by management, Directors and Audit Committees

Management, Directors and Audit Committees should carefully consider the disclosure
requirements of IAS 37.84 and IAS 37.85 and ensure that all required information is disclosed by
class of provision.

2.9 IFRS information located outside the financial statements
IFRS 7.B6 states that the disclosures required by IFRS 7.31 to IFRS 7.42 shall be given either

‘in the financial statements or incorporated by cross-reference from the financial statements to
some other statement, such as a management commentary or risk report, that is available to users
of the financial statements on the same terms as the financial statements and at the same time.
Without the information incorporated by cross-reference, the financial statements are incomplete.’

IFRS 7.BC43 and IFRS 7.BC46 are also relevant in this context.

IAASA has identified instances where issuers have relied upon information presented outside the
audited financial statements to comply with IFRSs including but not limited to IFRS 7. On a number of
occasions, IAASA has determined that issuers either failed to cross-reference to information outside
the financial statements or the cross-reference provided did not clearly link the financial statements to
the relevant information located outside the financial statements. Such a practice reduces the
understandability of the information provided as not all the information located outside the financial
statements is intended to comply with IFRS and much of this information will not have been audited.

IAASA reminds issuers which present information required by IFRS outside the financial statements
to:

(a) ensure that the relevant IFRS being applied permits the disclosure of information outside the
financial statements;

(b) cross-reference, clearly, from the relevant note in the financial statements directly to
information located outside the financial statements that is intended to provide the information
required; and

(c) identify precisely the information that is intended to provide the information required by IFRS
7.31-41.

Matters for consideration by management, Directors and Audit Committees

Management, Directors and Audit Committees are reminded to exercise caution when they seek to
rely on information located outside the financial statements. In applying IFRS 7 they should cross-
reference the financial statements directly to the relevant information located outside the financial
statements and precisely identify the information that is intended to provide the information
required by IFRS 7 and which information is an integral part of the financial statements.

2.10 IFRS 8 Operating Segments — aggregation criteria

Paragraph 22(aa) of IFRS 8 requires issuers to disclose “the judgements made by management in
applying the aggregation criteria ... This includes a brief description of the operating segments that
have been aggregated in this way and the economic indicators that have been assessed in
determining that the aggregated operating segments share similar economic characteristics”.

IAASA has engaged with issuers on this IFRS 8 requirement.
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Those issuers electing to aggregate operating segments into reportable segments for the purposes of
IFRS 8 are reminded of the disclosure requirements in this regard. IAASA has received undertakings
on this particular IFRS 8 requirement to improve disclosures in future financial statements.

Matters for consideration by management, Directors and Audit Committees

Management, Directors and Audit Committees of those issuers electing to aggregate operating
segments into reportable segments for the purposes of IFRS 8 should ensure that all the required
disclosures are provided.

2.11 Separately disclosed items, exceptional items and non-recurring items — Accounting policy
IAS 8.5 defines Accounting policies as:

“Accounting policies are the specific principles, bases, conventions, rules and practices applied
by an entity in preparing and presenting financial statements.”

IAASA has challenged issuers on their accounting policy for separately disclosed items, exceptional
items and non-recurring items. It is IAASA’s expectation that issuers will disclose a comprehensive
accounting policy for these items which properly reflect the specific principles, bases, conventions,
rules and practices applied by the directors in preparing and presenting financial statements.

IAASA has received undertakings in this regard for improvements in future financial reports.

Matters for consideration by management, Directors and Audit Committees

Management, Directors and Audit Committees should ensure that a comprehensive accounting
policy is provided for separately disclosed items, exceptional items and non-recurring items which
properly reflect the specific principles, bases, conventions, rules and practices applied by directors
in preparing and presenting financial statements.

2.12 Financial reporting of Debt issuers and Closed-Ended Funds (‘CEFs’)

As at 31 December 2016, a total of 91 issuers (CEFs and debt issuers) had recognised total assets
amounting to almost €500bn. As has been reported by IAASA in previous years’ Observations
documents, the quality of financial reporting by these issuers varies considerably ranging from good
to very poor. While acknowledging those issuers which have produced high quality financial reports
there remains a cohort of issuers which consistently present poor quality financial statements. These
financial statements are often characterised as:

(a) having fair value and risk disclosures that are boilerplate in nature;

(b) providing minimum disclosure in the notes to the financial statements with little evidence of
their being tailored to the issuer-specific circumstances;

(c) failing to demonstrate sufficient consideration of the needs of the primary users of those
financial statements (e.g. the principal providers of finance to structured entities being the
holders of the listed debt issued by the entity); and

(d) repeating broadly similar disclosures from year to year despite indications that the issuer’s
circumstances have changed e.g. risk notes and fair valuation notes.

Reporting by class of financial instrument

In addition, some entities issue multiple series of listed debt instruments that are used to fund the
acquisition of a segregated class of assets. Losses in each segregated class of assets are not
exposed to the gains/losses in other classes of assets.

IAASA reminds these issuers that the presentation of the notes to these financial statements
aggregated at company/total portfolio level is of limited value to the principal users of these entities
i.e. the holders of the individual classes of debt instruments. This is because of the differences
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between individual series/classes of debt issued, different risk profiles and the fact that the aggregate
performance of the entire portfolio may not be representative of the performance and risks of
individual classes of financial assets/liabilities. Classes of financial instruments are defined in IFRS
7.6.

Matters for consideration by management, Directors and Audit Committees

Management, Directors and Audit Committees of CEFs and debt issuers should make themselves
aware of IAASA publications and enforcement decisions of relevant CEFs and debt issuers and
reassess the quality of the financial statements.

For entities that issue multiple and segregated series of financial instruments (i.e. listed debt)
IAASA recommends that these specific types of entities present the notes to the financial
statements by class of financial assets and financial liabilities rather than at an aggregated level.
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3 GLOSSARY OF TERMS

APM(s) Alternative Performance Measure(s)

EECS European Enforcement Coordination Sessions

ESMA European Securities and Markets Authority

EU European Union

GAAP Generally Accepted Accounting Principles

IAASA Irish Auditing & Accounting Supervisory Authority

IAS International Accounting Standard

IASB International Accounting Standards Board

IFRS International Financial Reporting Standard

Issuer An entity coming within IAASA’s financial statement examination remit under
the Transparency Regulations

UTP(s) Uncertain tax position(s)
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APPENDIX | — IAASA’S FINANCIAL REPORTING RELATED PUBLICATIONS

Readers may find it helpful to refer to other IAASA financial reporting related publications, available
on the IAASA website at http://www.iaasa.ie/Publications/FRSU, including:

Category Document

Observations Observations on selected financial reporting issues issuers’ financial years
documents ending on or after 31 December 2016

Observations on selected financial reporting issues issuers’ financial years
ending on or after 31 December 2015

Observations on selected financial reporting issues issuers’ financial years
ending on or after 31 December 2014

Observations on selected financial reporting issues issuers’ financial years
ending on or after 31 December 2013

Observations on selected financial reporting issues issuers’ financial years
ending on or after 31 December 2012

Financial Financial Reporting Decisions (July 2017)
reporting
decisions Financial Reporting Decisions (March 2017)

Financial Reporting Decisions [2] (January 2017)

Financial Reporting Decisions [1] (January 2017)

Financial Reporting Decisions (March 2016)

Financial Reporting Decisions (January 2016)

Financial Reporting Decisions (December 2015)

Financial Reporting Decisions (November 2015)

Surveys and ALTERNATIVE PERFORMANCE MEASURES — THEMATIC SURVEY
commentaries (September 2017)

Desktop survey — Disclosures of the New Accounting Standards in issuers’ 2016
annual financial statements (July 2017)

Survey on the application of IFRS 13 Fair Value Measurement by Irish Companies

(November 2016)

SHARE-BASED PAYMENTS — a survey (October 2016)

RECOGNITION OF INTANGIBLE ASSETS AND SCALE OF ACQUISITION
ACTIVITY — a survey (September 2016)

SURVEY OF ISSUERS’ DEFINED BENEFIT PENSION SCHEME
ASSUMPTIONS (August 2016)

OPERATING LEASE COMMITMENTS - A Survey of Operating Lease
Commitments by Irish Equity Issuers (July 2016)
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http://www.iaasa.ie/getmedia/4373c4a2-3b1b-45b5-a0d1-1e0f2d300eb9/IAASA-Obs-doc-2016.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/4373c4a2-3b1b-45b5-a0d1-1e0f2d300eb9/IAASA-Obs-doc-2016.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/e4944b73-04f8-4ed2-8b64-4d2e06b2c185/obsdoc2015.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/e4944b73-04f8-4ed2-8b64-4d2e06b2c185/obsdoc2015.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/7edce56e-7a17-4e81-9882-f45515a2fa1c/obsdoc2014.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/7edce56e-7a17-4e81-9882-f45515a2fa1c/obsdoc2014.pdf?ext=.pdf
http://www.iaasa.ie/IAASA/flipbooks/publications/obsdoc2013/Observations_on_selected_Financial_Reporting_Issues.pdf
http://www.iaasa.ie/IAASA/flipbooks/publications/obsdoc2013/Observations_on_selected_Financial_Reporting_Issues.pdf
http://www.iaasa.ie/getmedia/ac50a312-6c48-4431-b0f2-1a87a8a70949/Obsdoc_Jan12.pdf
http://www.iaasa.ie/getmedia/ac50a312-6c48-4431-b0f2-1a87a8a70949/Obsdoc_Jan12.pdf
http://www.iaasa.ie/getmedia/7f5081cc-f013-481d-b9fe-ca75bdf57016/BCSSP-plc-FINAL-IAASA-publication-for-website-11-July-2017.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/a697c1e8-ee9e-4f45-ad57-04f6e1df1877/PELICAN-final-wording-of-Decision-14-March-2017.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/9651aaba-1141-4281-958f-0e1f98db3992/AerCap-Financial-Reporting-Findings-publication-9-Jan-2017.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/cad1ba0f-510c-4c6c-a475-45fd3822593d/Compendium-of-Financial-Reporting-Findings-9-Jan-2017.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/15600fe7-c4e4-440b-9fb3-12870c62c571/MSAP-Publication-FINAL-10-March-2016_1.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/87791be8-15b6-4eff-baee-4639f83605e0/2016_FRSU_Findings1.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/1a7ed9a0-6241-40ec-8ec3-b42305460ace/2015_FRSU_Findings.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/94dc06d2-a99f-4c66-92f8-84a580b59f65/Global-Fixed-income-Realisation-limited-publication-final.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/1fd03585-c071-45a6-bc01-cca56ca8925e/2017_09_05-APM-Thematic-final-for-publication.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/1fd03585-c071-45a6-bc01-cca56ca8925e/2017_09_05-APM-Thematic-final-for-publication.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/f3952fac-2813-401c-8e04-59d65a5c2335/New-Accounting-Stds-IFRS-9-IFRS-15-IFRS-16-FINAL.pdf
http://www.iaasa.ie/getmedia/f3952fac-2813-401c-8e04-59d65a5c2335/New-Accounting-Stds-IFRS-9-IFRS-15-IFRS-16-FINAL.pdf
http://www.iaasa.ie/getmedia/2579243e-d7ae-4c55-9bbf-1621a2c9058a/IFRS-13-Fair-value-thematic-2Nov2016.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/2579243e-d7ae-4c55-9bbf-1621a2c9058a/IFRS-13-Fair-value-thematic-2Nov2016.pdf?ext=.pdf
http://www.iaasa.ie/Publications/Financial-Reporting-Supervision/Other-Financial-Reporting-related-documents/Desk-top-survey-of-issuers’-equity-settled-share-b
http://www.iaasa.ie/getmedia/2884ea04-dd82-441c-9eb5-8d78b9f86a68/2016_08_29-Intangible-assets-and-scale-of-acquisition-activity-survey-final.pdf
http://www.iaasa.ie/getmedia/2884ea04-dd82-441c-9eb5-8d78b9f86a68/2016_08_29-Intangible-assets-and-scale-of-acquisition-activity-survey-final.pdf
http://www.iaasa.ie/getmedia/9a9ba527-e83a-429c-9a60-db0463cd4404/Survey-of-issuers-defined-benefit-pensions-assumptions-final.pdf
http://www.iaasa.ie/getmedia/9a9ba527-e83a-429c-9a60-db0463cd4404/Survey-of-issuers-defined-benefit-pensions-assumptions-final.pdf
http://www.iaasa.ie/getmedia/5eaf6ca4-7767-4dd3-a3d1-bb3c46f2a54a/Operating-leases-survey-July-2016.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/5eaf6ca4-7767-4dd3-a3d1-bb3c46f2a54a/Operating-leases-survey-July-2016.pdf?ext=.pdf

Category Document

Survey of Directors’ Critical Accounting Judgments and Auditors’ Assessed
Risks of Material Misstatement (November 2015)

Alternative Performance Measures — A Survey of their Use together with Key
Recommendations: An Update (January 2015)

Review of the application of IAS 7 Statement of Cash Flows by selected Irish
equity issuers (October 2014)

Commentary on the application of certain aspects of IAS 1 Presentation of
Financial Statements by selected Irish equity issuers (October 2013)

Review of the application of accounting standard requirements in respect of the
disclosure of key management personnel compensation by Irish equity issuers
(June 2013)

Policy Paper Policy Paper on Publication of IAASA’s Financial Reporting Enforcement
Findings (June 2016)

Information Consideration of the impact of Brexit for issuers’ half-yearly financial reports
Notes (July 2016)

Annual 2016 Annual Report

Reports

2015 Annual Report

2014 Annual Report

2013 Annual Report

2012 Annual Report
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http://www.iaasa.ie/getmedia/fb7faca3-ef61-4de0-923a-7688da6be349/2015_11_26-Survey-of-Directors-Critical-Accounting-Judgments-and-Auditors-Assessed-Risks-of-MAterial-Misstatement-clean.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/fb7faca3-ef61-4de0-923a-7688da6be349/2015_11_26-Survey-of-Directors-Critical-Accounting-Judgments-and-Auditors-Assessed-Risks-of-MAterial-Misstatement-clean.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/3ed051d1-6b1f-4d87-a2d6-e1d361805c74/APM-Paper-2015_120115.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/3ed051d1-6b1f-4d87-a2d6-e1d361805c74/APM-Paper-2015_120115.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/657706ea-cb26-47d7-ba7a-5dbd96936a3d/IAS7_2014.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/657706ea-cb26-47d7-ba7a-5dbd96936a3d/IAS7_2014.pdf?ext=.pdf
http://www.iaasa.ie/IAASA/flipbooks/publications/ebook/Presentation_of_Financial_Statements_10-2013.pdf
http://www.iaasa.ie/IAASA/flipbooks/publications/ebook/Presentation_of_Financial_Statements_10-2013.pdf
http://www.iaasa.ie/getmedia/add64645-1c19-4ec8-a452-f621b327e718/IAS24_2013.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/add64645-1c19-4ec8-a452-f621b327e718/IAS24_2013.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/add64645-1c19-4ec8-a452-f621b327e718/IAS24_2013.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/2a32b035-ca80-4a46-bbb6-067c5b0e9ea4/Revised-IAASA-Publications-Policy-Paper-final-21jun16.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/2a32b035-ca80-4a46-bbb6-067c5b0e9ea4/Revised-IAASA-Publications-Policy-Paper-final-21jun16.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/c400a126-d2be-49e5-96e0-66bfe998775d/Brexit-Info-Note-12jul16.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/c400a126-d2be-49e5-96e0-66bfe998775d/Brexit-Info-Note-12jul16.pdf?ext=.pdf
http://www.iaasa.ie/getmedia/2e09e4e6-6887-4cbe-abca-687a8d5f0513/Annual_Report2016.pdf
http://www.iaasa.ie/getmedia/2fb9f74c-8a7c-41ad-867f-74592af386a6/IAASA-Annual-Report-2015.pdf
http://www.iaasa.ie/getmedia/e43161cf-beae-4742-928c-049131443826/Annual_Report2014.pdf
http://www.iaasa.ie/getmedia/8e37bfb1-128c-48a1-a156-ce9eb7a63555/Annual_Report2013.pdf
http://www.iaasa.ie/getmedia/7166aea6-b995-4f70-8348-8920e0afc884/Annual_Report2012.pdf

APPENDIX Il = USEFUL LINKS

Legislation
Companies Act 2014 http://www.irishstatutebook.ie/eli/2014/act/38/enacted/en/html
Companies (Accounting) Act 2017 http://www.irishstatutebook.ie/eli/2017/act/9/enacted/en/html

Companies (Amendment) Act 2017 http://www.irishstatutebook.ie/eli/2017/act/13/enacted/en/html|

Central Bank of Ireland http://www.centralbank.ie/Pages/home.aspx
Transparency Rules (November https://www.centralbank.ie/docs/default-
2016) source/Requlation/industry-market-sectors/securities-

markets/transparency-regulation/regulatory-requirements-
quidance/transparency-rules-2016.pdf?sfvrsn=2

European Financial Reporting

Advisory Group (EFRAG)? http://www.efrag.org/

Endorsement status http://www.efrag.org/Endorsement

European Securities and Markets

Authority https://www.esma.europa.eu/

Questions and answers — ESMA

Guidelines on Alternative https://www.esma.europa.eu/press-news/esma-news/esma-
Performance Measures (APMs) (July  publishes-new-ga-alternative-performance-measures-guidelines
2017)

ESMA Guidelines on Alternative
Performance Measures (October
2015)

https://www.esma.europa.eu/sites/default/files/library/2015/10/20
15-esma-1415en.pdf

ESMA Guidelines on enforcement of  https://www.esma.europa.eu/sites/default/files/library/2015/11/20
financial information (October 2014) 14-esma-1293en.pdf

20t Extract from the EECS’s
Database of Enforcement Decisions
(January 2017)

https://www.esma.europa.eu/press-news/esma-news/esma-
publishes-extract-enforcement-decisions-financial-statements-0

19t Extract from the EECS’s
Database of Enforcement Decisions
(July 2016)

https://www.esma.europa.eu/sites/default/files/library/2016-
1208 19th extract.pdf

International Accounting Standards
Board

http://www.ifrs.org/Pages/default.aspx

1 EFRAG provides technical expertise to the European Commission concerning the use of IFRS within Europe
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http://www.irishstatutebook.ie/eli/2014/act/38/enacted/en/html
http://www.irishstatutebook.ie/eli/2017/act/9/enacted/en/html
http://www.irishstatutebook.ie/eli/2017/act/13/enacted/en/html
http://www.centralbank.ie/Pages/home.aspx
https://www.centralbank.ie/docs/default-source/Regulation/industry-market-sectors/securities-markets/transparency-regulation/regulatory-requirements-guidance/transparency-rules-2016.pdf?sfvrsn=2
https://www.centralbank.ie/docs/default-source/Regulation/industry-market-sectors/securities-markets/transparency-regulation/regulatory-requirements-guidance/transparency-rules-2016.pdf?sfvrsn=2
https://www.centralbank.ie/docs/default-source/Regulation/industry-market-sectors/securities-markets/transparency-regulation/regulatory-requirements-guidance/transparency-rules-2016.pdf?sfvrsn=2
https://www.centralbank.ie/docs/default-source/Regulation/industry-market-sectors/securities-markets/transparency-regulation/regulatory-requirements-guidance/transparency-rules-2016.pdf?sfvrsn=2
http://www.efrag.org/
http://www.efrag.org/Endorsement
https://www.esma.europa.eu/
https://www.esma.europa.eu/press-news/esma-news/esma-publishes-new-qa-alternative-performance-measures-guidelines
https://www.esma.europa.eu/press-news/esma-news/esma-publishes-new-qa-alternative-performance-measures-guidelines
https://www.esma.europa.eu/sites/default/files/library/2015/10/2015-esma-1415en.pdf
https://www.esma.europa.eu/sites/default/files/library/2015/10/2015-esma-1415en.pdf
https://www.esma.europa.eu/sites/default/files/library/2015/11/2014-esma-1293en.pdf
https://www.esma.europa.eu/sites/default/files/library/2015/11/2014-esma-1293en.pdf
https://www.esma.europa.eu/press-news/esma-news/esma-publishes-extract-enforcement-decisions-financial-statements-0
https://www.esma.europa.eu/press-news/esma-news/esma-publishes-extract-enforcement-decisions-financial-statements-0
https://www.esma.europa.eu/sites/default/files/library/2016-1208_19th_extract.pdf
https://www.esma.europa.eu/sites/default/files/library/2016-1208_19th_extract.pdf
http://www.ifrs.org/Pages/default.aspx

