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Credit Unions 
Year Ended 30 September 2016

The Credit Union financial year is almost at an end 
and the audit of the financial statements for year 
ended 30 September 2016 is about to get underway.   
For all Credit Unions, this will be the year in 
which the financial statements are presented in 
accordance with FRS 102 for the first time. 

Credit Unions were required to transition to FRS 102 at 1 
October 2014 which means that the impact of FRS 102 must 
be considered for the comparative figures for 2015 also.  If 
there are significant adjustments, the comparative figures 
for 2015 could look very different to the accounts that were 
approved at the AGM last December.  This article aims to 
set out the significant items that will affect Credit Unions on 
transition to FRS 102.

The key FRS 102 items that will impact on the financial 
statements are as follows:

 > Loan book provisions

 > Holiday pay accruals

 > Pension schemes

 > Valuation of investments 

 > Income recognition

 > Key management personnel

 > New disclosure notes 
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The Impact of FRS 102



Loan Book Provisions

FRS 102 requires that an assessment be carried out as to 
whether the loan book has suffered any impairment and where 
there is evidence of this, an impairment loss is reflected.  

Credit Unions have always done this and many use the 
Resolution 49 and Section 35 requirements as the minimum 
provision requirement.  However, Credit Unions have also built 
up significant general bad debt provisions which FRS 102 does 
not permit.

In advance of year end, it is now a pertinent time to do the 
following:

 > Review the loan provisioning policy to ensure that it is 
sufficiently robust, the methodology complies with FRS 102, 
and applies to what actually happens.

 > Complete a full loan book review to identify the actual 
provision requirement and the level of excess provision 
being carried

 > The actual provision should be reflected in the financial 
statments

Remember that it is not a simple case of identifying the general 
provision at the current year end; a similar exercise will need 
to be repeated for the previous two years.  Where there is a 
release of a general provision, this will be reflected through 
general reserves.

There are various methods of completing the loan book review 
– you should discuss these with your auditor in advance of year 
end to ensure the provisioning method used and the level of 
provision carried is both sufficient for the purposes of the credit 
union and in compliance with the requirements of FRS 102.

Holiday Pay Accruals

There is now a requirement to accrue for employee short term 
compensated absences.  What this means is that if employees 
have unused holidays at the end of the financial year and they 
are permitted to carry these over, the Credit Union should 
accrue for these untaken holidays in the financial statements. 

The accrual will need to be booked at the rate of pay of the 
employee when the holidays are taken.
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Pension Schemes

Many credit unions will be part of the defined benefit pension 
scheme that is operated by The Irish League of Credit Unions.  
Under previous accounting standards, this scheme was 
considered to be a multi-employer scheme and no pension 
liability was recorded on the balance sheet of the individual credit 
union.  However, disclosure was made that the individual Credit 
Union was part of the multi-employer scheme.  

Under FRS 102, such schemes are still considered to be 
multi-employer schemes. However where a credit union has 
made a commitment to eliminate a past service cost deficit, 
this commitment must be accounted for.  Credit Unions should 
therefore review their obligations in relation to the funding of the 
scheme and calculate any liability arising. 

Valuation of Investments

In accordance with FRS 102, investments will be classified as 
either basic financial instruments or other financial instruments. 

Investments in bank and government bonds are likely to meet 
the definition of basic financial instruments and are therefore 
initially measured at the transaction price (including transaction 
costs) and are subsequently measured at amortised cost.  For 
bonds which are listed, there will also be the option to carry 
these at fair value.

For bonds carried at amortised cost, this will more than likely 
result in a different valuation in the financial statements than 
was previously the case.  Prior to year end, it is advisable to 
review the carrying value of each investment to determine the 
values applicable under FRS 102.  We can provide assistance in 
determining the appropriate carrying values to be included in the 
financial statements at year end.

Income Recognition

The Credit Union Act requires that interest income on members 
loans is recognised on a cash receipts basis.  This is different 
from the requirements of FRS 102 which requires that income is 
recognised on an earned basis. 

This conflict in accounting treatments is one that needs to be 
addressed and resolved in the preparation of the year end 
financial statements.  Perhaps the easiest way to resolve the 
difference is to invoke a true and fair view override disclosure.  
This will not involve any change to the way in which income is 
recognised thereby complying with the Credit Union Act but is a 
departure from accounting standards.  This departure will need 
full and appropriate disclosure.
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Key Management Personnel

FRS 102 introduces the concept of key management personnel 
and requires that financial statements disclose the amount of 
compensation paid to those identified as key management.

Key management are considered to be those having the 
authority and responsibility for planning, directing and controlling 
the activities of the Credit Union.  This is likely to include the 
Credit Union CEO, the Finance Officer and the Operations 
Officer.  

Care will need to be taken to ensure that key management 
personnel are appropriately identified and their remuneration 
disclosed (on an aggregate basis) in the financial statements. 

New Disclosure Notes

FRS 102 brings about a number of changes to the presentation 
of the financial statements and also the related notes and 
disclosures. 

Some of these additional disclosures include the following:

 > the accounting estimates and key sources of uncertainty 
inherent in the preparation of the financial statements

 > the inclusion of a note on the Credit Union’s financial 
instruments

 > members loans and bad debt provision will require a greater 
level of disclosure 

 > key management personnel remuneration

 > details of the credit unions financial risk management 
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Conclusion

There are a number of items to be considered in the preparation 
of the year end financial statements.  Credit Unions should 
ensure that they have given due consideration to these in 
advance of year end to ensure they are well prepared when the 
audit commences.  

RBK are here to provide assistance and guidance should 
you need it.  Contact one of our specialist Credit Union Team 
Members today:

Colm O’Grady, 
Partner 
T: (01) 6440100 
E: cogrady@rbk.ie
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