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DISCLAIMER 

Whilst every effort has been made to ensure the accuracy of the information contained in this 
document, IAASA accepts no responsibility or liability howsoever arising from any errors, 
inaccuracies, or omissions occurring. IAASA reserves the right to take action, or refrain from taking 
action, which may or may not be in accordance with this document.  
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1. Introduction 
IAASA (Ireland’s accounting enforcer) carried out a desk top survey on matters identified by equity 
issuers’ directors as critical accounting judgements, together with a comparison of the assessed risks 
of material misstatement identified by the issuers’ independent auditors in their audit reports. This 
publication presents the results of that survey. 
 
International accounting standards require the disclosure of judgements that have the most significant 
effect on the amounts recognised in the financial statements.

1
 International Standards on Auditing 

(UK and Ireland) require auditors to provide a description of those assessed risks of material 
misstatement that were identified by the auditor and which had the greatest effect on the overall audit 
strategy, the allocation of resources in the audit and directing the efforts of the engagement team.
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IAASA’s survey is based on the 2014/15 annual financial reports published by 20 equity issuers as 
listed in Appendix I.  The issuers sampled for survey were selected randomly and the objective of the 
sample was to (a) cover a cross-section of industry sectors and (b) to survey issuers ranging from the 
larger issuers in terms of market capitalisation to smaller-sized entities. 
 
In undertaking this desk top survey, additional information was not sought from the selected equity 
issuers or their auditors. 
 
 
2. Purpose of the survey 
The primary purpose of the survey was to: 
 

a) determine the critical accounting judgements which the selected issuers’ directors considered 
to be the most significant when preparing the 2014/15 financial statements;  
 

b) determine the assessed risks of material misstatement identified by those issuers’ auditors; 
and 
 

c) provide preparers, auditors and users of financial statements with factual information which 
may encourage discussion and debate on the nature and extent of assessed risks and 
judgements made in the 2014/15 financial statements.   

 
3. Directors’ critical accounting judgements 
IAASA has previously reminded issuers’ Boards and Audit Committees of the need to disclose 
judgements that have the most significant effect on the amounts recognised in the financial 
statements in its 2008 Observations (Section 6) and its 2010 Observations (Item 1.2) documents. 
 
IAASA’s desk top survey identified that a total of 108 critical accounting judgements analysed across 
36 topics were identified by the issuers’ directors. As shown in Figure 1 below, the most common 
critical accounting judgements made by directors were: 
 

a) taxation – identified in 75% of the selected financial statements; 
 

b) retirement benefit obligations – identified in 60% of the selected financial statements; 
 

c) goodwill impairment – identified in 55% of the selected financial statements; and  
 

d) provisions – identified in 40% of the selected financial statements. 
 

By way of example, appendix II sets out extracts of the critical accounting judgements from the annual 
financial statements of Aer Lingus Group plc, Kerry Group plc and C&C Group plc. These examples 
provide a range and flavour of critical accounting judgments and presentation styles for illustration 
purposes. 
 
 

                                                           
1
 Paragraph 122 of IAS 1 Presentation of Financial Statements 

2
 Paragraph 19A of ISA (UK and Ireland) 700 The independent auditor’s report on financial statements 

http://www.iaasa.ie/getmedia/aac9b27c-cfe5-4535-ab15-b815c3b1b597/FRSUobs_Jan09.pdf
http://www.iaasa.ie/getmedia/79d53dd2-4bcf-419e-9cac-258636718948/Obsdoc_Jan11.pdf
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Figure 1 – Directors’ Critical Accounting Judgements 
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The number of critical accounting judgements disclosed and reported by issuers’ directors ranged 
from three in one set of financial statements to ten in another. 
 
Twelve issuers disclosed the critical accounting judgements as a separate note within the financial 
statements, while five issuers included the critical accounting judgements within the accounting 
policies note. Three issuers embedded the critical accounting judgements in the relevant note to the 
financial statements. 
 
Figure 2 below analyses the location of the critical accounting judgment disclosures for each issuer 
selected for this survey.  
 

Figure 2 – Location of Critical Accounting Judgement disclosures 
 

No. Issuer Separate note 
Within accounting 

policies note 

Under the 

relevant topic 

note 

1 Aer Lingus Group plc     

2 Bank of Ireland     

3 C&C Group plc     

4 CRH plc     

5 Datalex plc     

6 DCC plc     

7 Dragon Oil plc     

8 FBD Holdings plc     

9 Glanbia plc     

10 Grafton Group plc     

11 Greencore Group plc     

12 IFG Group plc     

13 Independent News and Media plc     

14 Irish Residential Properties REIT plc     

15 Kerry Group plc     

16 Kingspan Group plc     

17 Paddy Power plc     

18 Ryanair Holdings plc     

19 Smurfit Kappa Group plc     

20 UDG Healthcare plc     

 
 
4. Auditors’ assessed risks of material misstatement 
IAASA’s desk top survey noted that a total of 81 assessed risks of material misstatement across 34 
topics were identified by the auditors. As shown in Figure 3 below, the most common risks of material 
misstatement were: 
 

a) assessment of goodwill – identified in 55% of audit reports reviewed; 
 

b) deferred tax – identified in 40% of audit reports reviewed; 
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c) revenue recognition – identified in 40% of audit reports reviewed; and 
 

d) retirement benefit obligations – identified in 30% of audit reports reviewed.  
  

The number of assessed risks of material misstatement identified and reported by the auditors ranged 
from two in one audit report to six in another. By way of example, appendix III sets out extracts from 
the Independent auditors’ reports which provide examples of assessed risks of material misstatement 
together with, examples of presentation style.  
 
 
 

Figure 3 – Auditors’ assessed risks of material misstatement 
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5. Conclusions 

Unsurprisingly there is some degree commonality among the risks assessed by the auditors and the 

judgements outlined by the directors although the directors and auditors have different 

responsibilities. Under Irish company law, the directors are responsible for the preparation of the 

financial statements for each financial year, which give a true and fair view of the state of affairs of the 

company and the profit or loss of the company for that period. An auditor’s responsibility is to audit 

and express an opinion on the financial statements in accordance with the law and the International 

Standards on Auditing (UK and Ireland). However, the different responsibilities can result in some 

matters being either identified by the auditors as assessed risks and not identified by the directors as 

critical accounting judgments and vice versa. For example, auditors identified revenue recognition as 

an assessed risk of material misstatement in eight of the twenty audit reports reviewed, whereas just 

one issuer identified revenue recognition as a director critical accounting judgment. Such differences 

are understandable and expected given the different responsibilities of both the auditors and 

directors.  

It is noted that there are no requirements for the auditors’ assessed risks of material misstatement 

and the directors’ critical accounting judgements to be identical or indeed similar. 

It is also of interest that there is a variety of critical accounting judgments reported between issuers. 

However given the different sectors within which issuers operate, such differences are not 

unexpected. For example, in the case of Aer Lingus Group plc, the directors identified the “estimation 

of residual values of aircraft” as a critical accounting judgment which would reasonably appear to be 

specific to an airline business but clearly would not be a critical accounting judgment for other issuers.       

It is expected that directors’ critical accounting judgment disclosures should be provided in such a 

manner as to help users of the financial statements to understand the judgments, assumptions and 

estimations that the directors have made about the future. It is reasonable to conclude that the nature 

and extent of the disclosures provided will vary according to the circumstances. 

Finally, it is also of interest that a number of the topics identified by the directors’ as critical accounting 

judgements, together with the assessed risks of material misstatement identified by the independent 

auditors are consistent with issues identified and discussed by IAASA in its 2008 – 2015 Observations 

documents. Such topics will have been raised with individual issuers through IAASA’s enforcement 

activities and in some instances undertakings have been received from directors with regard to these 

matters. 

 

IAASA’s 2015 Observations document reminded directors and Audit Committees to give careful 

consideration to the quality and extent of the critical accounting judgments given the significance of 

such disclosures (by their nature) to users of the financial statements. 

  

http://www.iaasa.ie/Publications/FRSU
http://www.iaasa.ie/Publications/FRSU/Annual-Observation-Documents/Observations-2015
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Appendix I 
 
Equity issuers included in this survey  
 
The equity issuers falling under IAASA’s financial reporting examination remit which were selected for 
inclusion in the directors’ judgments and assumptions and auditors’ risks of material misstatement 
survey are listed below. 
 

No. Issuer Reporting date Auditor 

1 Aer Lingus Group plc 31 December 2014 PricewaterhouseCoopers 

2 Bank of Ireland 31 December 2014 PricewaterhouseCoopers 

3 C&C Group plc 28 February 2015 KPMG 

4 CRH plc 31 December 2014 EY 

5 Datalex plc 31 December 2014 PricewaterhouseCoopers 

6 DCC plc 31 March 2015 PricewaterhouseCoopers 

7 Dragon Oil plc 31 December 2014 EY 

8 FBD Holdings plc 31 December 2014 Deloitte 

9 Glanbia plc 03 January 2015 PricewaterhouseCoopers 

10 Grafton Group plc 31 December 2014 KPMG 

11 Greencore Group plc 26 September 2014 KPMG 

12 IFG Group plc 31 December 2014 PricewaterhouseCoopers 

13 Independent News and Media plc 31 December 2014 KPMG 

14 Irish Residential Properties REIT plc 31 December 2014 PricewaterhouseCoopers 

15 Kerry Group plc 31 December 2014 Deloitte 

16 Kingspan Group plc 31 December 2014 KPMG 

17 Paddy Power plc 31 December 2014 KPMG 

18 Ryanair Holdings PLC 31 March 2015 KPMG 

19 Smurfit Kappa Group plc 31 December 2014 PricewaterhouseCoopers 

20 UDG Healthcare plc 30 September 2014 KPMG 
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Appendix II 
 
Selected extracts of Directors’ Critical Accounting Judgements 
 
Aer Lingus Group plc 
 
Annual financial statements – Year ended 31 December 2014 
 
Critical Accounting Judgements (disclosed in a separate note) 
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Kerry Group plc 
 
Annual financial statements – Year ended 31 December 2014 
 
Critical Accounting Judgements (disclosed within the accounting policies note) 
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C&C Group plc 
 
Annual financial statements – Year ended 28 February 2015 
 
Critical Accounting Judgements (disclosed within the relevant note to the financial statements) 
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Appendix III 
 
Selected extracts from Independent Auditors’ Reports regarding assessed risks of material 
misstatement 
 
CRH plc 
 
Annual financial statements – Year ended 31 December 2014 
 
Extract from Ernst & Young’s audit report  
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IFG Group plc 
 
Annual financial statements – Year ended 31 December 2014 
 
Extract from PricewaterhouseCoopers audit report 
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Independent News & Media plc 
 
Annual financial statements – Year ended 31 December 2014 
 
Extract from KPMG’s audit report  
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FBD Holdings plc  
 
Annual financial statements - Year ended 31 December 2014 
 
Extract from Deloitte’s audit report  
 

 
 
 
 
 
 
 


