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Opening remarks 

 Financial Conditions/Regulatory Update

 Roles and Responsibilities under the Regulatory Framework

 Supervisory Observations on the Internal Audit Function

 Supervisory Expectations on the Internal Audit Function

Discussion:

 Key priorities identified by the Internal Audit Function

 Resourcing of the Internal Audit Function

 Interaction of the Internal Auditor with the board of directors/audit committee

 Key challenges for the Internal Audit Function

 AOB



Financial Conditions/Regulatory Update



Sectoral Risk Profile & Analysis – 31 March 2018*

*As at 31 March 2018 there were 279 registered credit unions, 16 of these are no longer active. The  above figures 
are based on the returns of 263 credit unions who have submitted March 2018 Prudential Returns to date.

€17.2bn 
(Mar 2017: €16.4bn)Total Assets

• 67 CUs with total assets of less than €20m, 4.8% of 
sector assets

• 53 CUs with total assets over €100m, 55.3% of 
sector assets

€12.04bn 
(Mar 2017: €11.66bn)Investments

• 73.2% held in accounts in authorised credit 
institutions (Mar 2017: 72.3%)

€4.5bn 
(Mar 2017: €4.25bn)Loans

• Average loans to assets ratio: 27.0% (Mar 2017: 
26.9%)

• 121 CUs with loans to assets ratio of below 25% 
(Mar 2017: 129)

• Average arrears: 7.0% (Mar 2017: 8.9%)

• Provision coverage: 160% (Mar 2017: 154%)

€14.34bn 
(Mar 2017: €13.64bn)Savings

• €12.54bn savings reported as unattached to loans 
(Mar 2017: €11.97bn)

€2.81bn 
(Mar 2017: €2.70bn)

Realised 
Reserves

• 239 CUs reporting surpluses (Mar 2017: 262)

• Average dividend proposed for the year end 30 
Sept 2017 was 0.2% 



Sectoral Risk Profile & Analysis – 31 March 2018*

*As at 31 March 2018 there were 279 registered credit unions, 16 of these are no longer active. The  above figures 
are based on the returns of 263 credit unions who have submitted March 2018 Prudential Returns to date.



Regulatory Updates (1) - Investment and Liquidity Regulations

 New investment and liquidity regulations commenced on 1 March 2018

 Changes are aimed at driving diversification in credit union investment portfolios

 Introduces 3 new permitted investment classes for credit unions with associated concentration limits and credit quality 

requirements:

(i) Supranational Bonds

(ii) Corporate Bonds

(iii) Investments in Tier 3 Approved Housing Bodies

 Reduction in the counterparty exposure limit from 25% to 20% of investments

 Amendment to the definition of bank bonds to prohibit investment in subordinated debt instruments which are MREL 

eligible



Regulatory Updates - Investment and Liquidity Regulations continued

Change to the definition of liquid assets to allow certain bonds qualify as liquid (after the application of a haircut 

based on the remaining time to maturity of the bond)

Allowable bonds include- bank bonds, supranational bonds and government bonds

Reduction in the short term element of the liquidity ratio from 5% to 2.5% of unattached savings

Requirements on the composition of the liquidity ratio

 Transitional arrangements provided for the investment changes



Regulatory Updates (2) - Fitness and Probity

 Review of the Fitness and Probity regime undertaken in 2017 which resulted in a consultation paper (CP113) 

being issued

 Following review of submissions to the CP, it was viewed that:

a tailored regime remains appropriate for credit unions at this time

no new additional Controlled Functions (CFs) should be introduced at this time

3 new Pre approval Controlled Functions (PCFs) should be introduced for credit unions with total 

assets of > €100  million (based on most recent audited financial statements)

 New PCFs relate to the following roles in credit unions with Total Assets at least €100 million and are 

effective from 1 July 2018:

(i) Risk Management Officer

(ii) Head of Internal Audit

(iii) Head of Finance



Regulatory Updates - Fitness and Probity continued

Credit unions must undertake due diligence to ensure that the persons holding these PCF roles on 1 July 2018 

are Fit and Proper

 PCF role holders must agree to abide by the Standards of Fitness and Probity

Credit unions must submit by 31 October details of those PCF role holders who are in situ on 1 July 2018

New appointments to these PCF roles will be required to go through the pre-approval process. This also applies 

where the role is outsourced.

 First time contract renewals of in-situ PCF role holders will be required to be pre-approved. Approval will remain 

for subsequent contract renewals provided there has not been a change in circumstances.



Regulatory Updates - Fitness and Probity continued

 The Central Bank has published updated documentation to support the implementation of these changes 

including an updated FAQ, updated guidance and an updated Handbook chapter.

 These are available on the Central Bank website at the following link:

https://www.centralbank.ie/regulation/how-we-regulate/authorisation/fitness-probity/credit-unions

https://www.centralbank.ie/regulation/how-we-regulate/authorisation/fitness-probity/credit-unions


Regulatory Updates (3) - Provisioning Guidelines

 Provisioning guidelines circulated to credit unions in April 2018

Guidelines are aimed at assisting credit unions in taking a proactive approach to the development and 

implementation of a fit for purpose provisioning framework which complies with relevant accounting 

standards

 The overall objectives of the guidelines are aimed at ensuring that:

(i) credit unions recognise loan losses as early as possible within the context of accounting 

standards

(ii) the provisioning approach adopted by credit unions to the calculation and measurement of 

provisions is consistent and sufficiently conservative

(iii) the provisioning approach adopted across the sector is consistent



Regulatory Update - Provisioning Guidelines continued

Guidelines address a number of areas including:

o Respective roles and responsibilities within credit unions for provisioning

o Provisioning policy

o Assessing impairment

o Calculating impairment provisions

o Central Bank’s supervisory expectations regarding provisioning, loan write offs and income recognition on 

loans which are in default

 Internal Audit- role in provisioning

o Review provisioning policy to ensure it is comprehensive

o Review that the provisioning policy is being implemented as expected

o Ensure the provisioning policy is being regularly reviewed and updated

o Review the results of loan book reviews and related reporting to the board

o Periodically test the process for loan book reviews



Regulatory Updates (4) - Review of the Lending Framework

 The Central Bank is undertaking a review of the lending framework for credit unions with a particular focus on 

lending maturity limits, to ensure that the lending framework remains appropriate and facilitates business model 

development in a prudent manner

 To inform this review a questionnaire was issued to credit unions in April to seek additional information on credit 

union lending and savings including information on forecasted lending activity

High response rate to the questionnaire

A consultation paper will be published later in the year which will consult on potential changes to the lending 

framework



Roles and Responsibilities under the Regulatory Framework



Legal obligations (1)

Section 76K(1) of the Credit Union Act, 1997 sets out the legal obligations as follows:

1. To provide for independent internal oversight and to evaluate and improve effectiveness of the credit union’s risk 

management, internal controls and governance processes.

2. Prepare, implement and maintain an internal audit charter which shall define the activities of the internal audit 

function within the credit union and the scope of those activities and, relevant to the performance of it’s audits, 

shall authorise the access by the internal audit function to records, personnel and physical properties of the credit 

union. The internal audit charter shall be reviewed and modified in accordance with section 55(8).

3. Prepare an internal audit plan detailing the scope and objectives of audits, setting priorities as regards areas to be 

audited, and determine the necessary resources required to implement the plan. The internal audit plan shall be 

reviewed and modified in accordance with section 55(8).



Legal obligations (2)

4. The internal audit function shall be separate from other functions and activities of the credit union, and be 

capable of operating independently from management and without undue influence over its activities.

5. The internal audit function shall report the results of its evaluations and recommendations on a regular basis, 

at least quarterly.

6. The internal audit function shall have access, at all times, to the books and documents (including draft 

documents) of the credit union to enable it to carry out its functions under the Act.



Roles and Responsibilities

 Internal Audit

o Evaluate the risk management system

o Evaluate the effectiveness of the information system and 

management information

o Evaluate the effectiveness of the governance arrangements 

and compliance program

o Provide an overall opinion and make recommendations on 

improving the effectiveness of the risk management, internal 

controls and governance processes

o Follow up on recommendations to ensure effective remedial 

action

Board of Directors

o Oversight

o Ensure compliance with all requirements relating to 

the internal audit function

o Ensure the internal audit plan is updated to reflect 

material changes

o Consider and review internal audit reports and ensure 

appropriate follow-up



Three lines of defence

Risk owner

Recognises and 
manages risk.

Risk management and compliance

Identify, measure, 
monitor and report 
risk, independently.

Define preventative 
and detective 
internal controls

Internal Audit

Provides assurance 
to the board that the 
governance and 
control framework 
is effective.



Independence of the internal audit function

The board of directors should, at a minimum, ensure that the internal audit function: 

Is appointed at a senior level to ensure authority; 

Is separate from other functions and does not engage in any other activity; 

Has unrestricted and timely access to records, personnel and physical property of the credit union; 

Has clear reporting lines to the board of directors, and 

Is not remunerated on the basis of the financial performance of the credit union.



Internal audit charter

The internal audit charter should cover the following at a minimum:

Objectives;

Roles and responsibilities;

Activities and the scope of activities;

 Safeguards in place to ensure independence and objectivity;

Coordination with the external auditor to ensure effective coverage and to minimise duplication of effort, and

Reporting arrangements.



Internal audit plan

A risk assessment should be undertaken to identify key risks within the credit union, and to what frequency and 

depth each risk or business should be covered. 

 The plan should take account of the external auditor’s plans.

 It should cover at a minimum:

o Objectives and scope;

o Roles and responsibilities;

o Detailed work programme including priority areas and timelines, and

o Procedures and tests to be performed.



Relationship with the External Auditor 

 The internal audit function should maintain open communication with the external auditor 

and should include:

o Clear delineation of responsibilities, and 

o Plans and procedures for co-operation to ensure effective audit coverage and to minimise 

duplication.



Supervisory Observations on the Internal Audit Function



Supervisory Observations on the Internal Audit Function (1)

 During PRISM Supervisory on-site engagements with credit unions, supervisors have identified some weaknesses in 

relation to the Internal Audit (IA) Functions in credit unions. Examples include:

Governance/Oversight

 Ineffective engagement with the IA function, including a lack of written responses or challenge to reports from the IA 

function by the board. 

 Failure of boards to adequately monitor the quality of the IA function.

Planning

 Plans lacking in detail and not demonstrating  comprehensive work plans in place.

 Plans not focusing on identified areas of risk – lack of prioritisation.

 Lack of formal remediation plans to address findings in previous IA reports.



Supervisory Observations on the Internal Audit Function (2)

Approach/Methodology

 Lack of IA testing in key risk areas e.g. bank reconciliations, IT controls, credit underwriting and risk and compliance 

functions.

 Examples of weaknesses concerning testing of branch locations (where applicable), including lack of evidence of testing by 

IA function in branches.

 No consideration given by IA to external audit management letters or third party external review reports.

Reporting 

 Issues not identified in reports

 Issues not appropriately ranked/prioritised

 Lack of awareness at board level of issues identified by IA

 Lack of review/response by the board of directors

 Lack of tracking of issues raised in IA Reports by boards and/or IA



Supervisory Observations on the Internal Audit Function (3)

Issues identified by supervisors that were not identified by Internal Audit:

 Inadequate separation of duties – e.g. inadequate segregation of duties concerning key operational areas within 

the credit union, with one individual holding responsibility for authorisation, approval and review of some 

functions.

Weaknesses concerning bank reconciliations, including failure to document an agreed procedure, failure to ensure 

that review and sign-off of the bank reconciliation is conducted and instances of reconciliations being incorrectly 

performed.

 Evidence of weaknesses in relation to Anti Money Laundering and Countering the Financing of Terrorism 

(AML/CFT) frameworks, with insufficient reporting, inadequate risk assessments and numerous examples of 

incomplete member due diligence records – see circular issued by our colleagues in AMLD on 27 February.

 Policies and processes not being implemented/followed.

https://www.centralbank.ie/docs/default-source/regulation/how-we-regulate/anti-money-laundering-and-countering-the-financing-of-terrorism/legislation/circular-re-credit-unions-internal-audit-function-february-2018.pdf?sfvrsn=4


Supervisory Expectations on the Internal Audit Function



Supervisory Expectations - Planning

Activities that are determined to be higher risk in a credit union should be audited in more depth and more 

frequently than activities that are determined to be lower risk – risk based approach.

 The IA Function should establish and maintain a system to monitor the implementation of actions agreed by the 

board of directors which should include a follow up process to ensure that agreed actions have been effectively 

implemented.



Supervisory Expectations - Reporting

 IA reports should provide objective assurance on the effectiveness of the credit union’s risk management, 

internal control and governance processes. It should be accurate, objective, clear, concise, constructive, 

complete and timely - to support boards understanding of weaknesses identified.

Reports should cover at a minimum:

o Objectives, scope and work undertaken;

o An opinion on the effectiveness of the credit union’s risk management, 

internal control and governance processes;

o Internal audit findings;

o Recommendations, ranked by priority, with timelines for 

implementation, and

o Progress on previously agreed action plans.



Supervisory Expectations – Engagement with Board

Effective engagement with IA should be evident:

Boards should have an awareness and understanding of issues identified by IA.

Evidence of board discussion and challenge in relation to IA issues raised.

The IA function should make recommendations to boards on improving the effectiveness of 

the risk management, internal controls and governance processes

Boards should consider and review internal audit reports, ensure due consideration is given to 

recommendations of the IA Function and ensure that there is appropriate follow-up on all 

weaknesses identified



Supervisory Expectations –Priority Areas

 Appropriate and effective systems of control are at the core of mitigating operational risk. These include regular 

verification and reconciliation of transactions and accounts, as well as appropriate segregations of duties, including 

procedures to deal with key person risk. 

 IT is a major enabler of strategy and business development for credit unions. The operational risks associated with this 

area need to be appropriately managed, monitored and reviewed  given the reliance on and the pace of change in this area.

 AML/CFT framework should be included in the risk assessment undertaken by IA– the board should consider, on at least 

an annual basis, whether the AML/CFT framework should be tested by IA.



Discussion

Key priorities identified by the Internal Audit Function:

Key priorities – does scale and complexity of the credit union impact on these?

Where is most testing undertaken?

Does the board influence areas to be prioritised?



Discussion

Resourcing of the Internal Audit Function:

Time allocated to the Internal Audit Function – impact of size of credit union

Where outsourced, how regularly is the Internal Audit Function on-site in the 

credit union?

Is testing done on-site, offsite or both?



Discussion

Interaction of the Internal Auditor with the board of directors/audit 

committee:

Do boards have clarity on issues?

Are boards responsive and engaged?

Are boards reviewing internal audit reports and giving due 

consideration to recommendations? 

Are boards ensuring that there is appropriate follow up on all 

weaknesses identified?



Discussion

Key Challenges for the Internal Audit Function:

In-house Internal Audit Functions, and

Outsourced Internal Audit Functions.



Conclusion

 Internal Audit should:

 Be risk based – adapted to circumstances of individual credit unions and proportionate to their nature, scale 

and complexity.

 Bring value to credit unions in terms of identification of risks and recommendations to address these.

 Engage effectively with the board.

 Ensure recommendations are understood and effectively implemented.


