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Significant risks

1. Valuation of land and buildings

2. Valuation of investment property

3. Management override of controls

4. Valuation of post retirement benefit 

obligations

5. Recoverability of Long-Term 

Debtor with This Land Group 

Other audit risks

6. Adoption of IFRS 16

7. Accuracy and valuation of PFI 

liabilities

8. Expenditure classification as 

capital or non-capital.
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Likelihood of material misstatementLow
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Significant financial statement 

audit risks
#

#

Key: 

Other audit risk

What’s the objective?

• To provide an at-a-glance summary of the audit risks based on our assessment of 

the risk of material misstatement in the financial statements.

• To put risks against a scale of potential impact and a scale of likelihood of material 

misstatement, allowing the audit committee to see the risk map of matters that 

received special audit consideration and how close some key matters were to being 

among the most significant risks.

What does the AC need to know

This slide represents your risk assessment. Engage the audit committee in a healthy 

discussion about your assessment. If their risk assessment differs to yours, discuss the 

reasons why as part of validating your risk assessment.

Key Audit Matter and Significant Financial Statement Audit 

Risks/Other Audit Risks

Where we have a Key Audit Matter, these will normally be identified 

from significant risks, but could be other audit risks. 

The 2a example position is used when only the standard required 

disclosure of management override of controls as a significant risk 

applies and a different position, such as the 2b example position, 

should be used instead if there is any entity-specific risk related to 

management override of controls. Teams select one or the other 

and can rename the numbering to ‘2’ on this slide and on slide 12.

Ensure that you identify distinctions in your graph or where more 

than one description applies to certain risks using the examples to 

the right.
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Our risk assessment
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REMOVE THIS TEXT BOX BEFORE PRESENTATION – COVID-19, THE RUSSIA/UKRAINE 

CONFLICT OR THE UNCERTAINTY IN THE UK ECONOMY FOLLOWING THE MINI-

BUDGET ARE NOT SIGNIFICANT RISKS IN THEIR OWN RIGHT BUT ARE FACTORS 

IMPACTING FINANCIAL STATEMENT LEVEL AND OTHER RISKS. TEAMS SHOULD NOT 
DESCRIBE COVID-19, THE RUSSIA/UKRAINE CONFLICT OR THE UNCERTAINTY IN THE 

UK ECONOMY FOLLOWING THE MINI-BUDGET AS A SIGNIFICANT AUDIT RISK IN THIS 

DOCUMENT

Audit Risks
Slides 11-14 and slides 36-38 provide example 
significant risks, responses and findings for audit 

teams. Slides 11-14 include presumed risks which are 
applicable to all entities and standard wording for 
going concern risk. Slides 36-38 are recommended 
where they apply to the entity.

Significant risks, Higher assessed risks  and Other audit risks

Our risk assessment draws upon our 

understanding of the applicable financial 

reporting framework, knowledge of the 

business, the sector and the wider economic 

environment in which Cambridgeshire 

County Council operates. 

We also use our regular meetings with senior 

management to update our understanding and 

take input from sector and internal audit reports.

At the time of drafting this report there have 

been no changes to the risks identified at 

planning.

Our audit is ongoing and this report is intended 

to provide an update of progress and initial 

findings. We will share an updated Audit 

Findings report with the Audit and Governance 

Committee prior to finalising the audit.
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Audit risks and our audit approach (cont.)

Valuation of land and buildings
The carrying amount of revalued Land & Buildings differs materially from the fair value

The Code requires that where assets are subject to 

revaluation, their year end carrying value should 

reflect the appropriate current value at that date. 

The Authority has adopted a rolling revaluation 

model which sees all land and buildings (total value 
£923m as of 31 March 2024) revalued over a five 

year cycle.

This creates a risk that the carrying value of assets 
not revalued in year differs materially from the year 

end current value.

A further risk is presented for those assets that are 

revalued in the year, which involves significant 
judgement and estimation on behalf of the engaged 

valuer.

This risk primarily relates to the councils land and 
buildings

We will perform the following procedures designed to specifically address the significant risk 

associated with the valuation:

• We will critically assess the independence, objectivity and expertise of the valuers used 

in developing the valuation of the Council’s properties at 31 March 2025;

• We will inspect the instructions issued to the valuers for the valuation of land and 

buildings to verify they are appropriate to produce a valuation consistent with the 

requirements of the CIPFA Code.

• We will compare the accuracy of the data provided to the valuers for the development of 

the valuation to underlying information;

• We will evaluate the design and implementation of controls in place for management to 

review the valuation and the appropriateness of assumptions used;

• We will challenge the appropriateness of the valuation of land and buildings; including 

any material movements from the previous revaluations. We will challenge key 
assumptions within the valuation as part of our judgement; 

• We will agree the calculations performed of the movements in value of land and 
buildings and verify that these have been accurately accounted for in line with the 

requirements of the CIPFA Code; and

• KPMG will also consider the adequacy of the disclosures in disclosing this significant risk 

including the key judgements and degree of estimation involved in arriving at the 

valuation.

Significant 
audit risk

Our 
response

Significant audit risk or Other audit risk

Annotate each audit risk as either ‘Significant audit risk’ or ‘Other audit risk’. 

This is a tentative categorisation, based on your initial assessment. 

The AC may find it helpful to understand which significant risks are 

considered to be potential key audit matters in line with enhanced auditor 

reporting requirements. You may indicate whether a risk is a key audit 

matter by removing the square brackets as shown in the example on slide 

12. Delete the phrase altogether if not applicable.

You may include a short description of the ‘Other audit risk’ in the slide 

‘Other significant matters relevant to our audit approach’ if there is little to 

communicate or you may use these slides for an example of how to 

communicate such matters.

The risk and our planned response

In each box, use 3–5 bullet points to concisely communicate our 

response. Specifically identify the specialists and specific team 

members you plan to involve in the planned response – e.g. IT 

Audit, Forensic, Tax.

If you’re applying enhanced auditor reporting, then ‘the risk’ and 

‘our planned response’ should relay the essence of what we’ll 

document in the auditor’s report. 

The planning template includes example language that can be 

used as a basis for communicating the risk and our planned 

response for common issues such as:

• Revenue recognition fraud risk (*)

• Management override (*)

• Going concern assessment

• Lease Liability Measurement – IFRS 16

• Impairment of Non-Financial Assets – IAS 36

The example wording should only be used as a guide to help 

understand the types of risks that are being reported by other 

auditors and to provide examples as to how the risks and 

procedures performed are described. What is key is that the risks 

and procedures are tailored to the entity’s circumstances and to 

the work that is actually planned. 

(*) These risks have remained unchanged compared to last years 

strategic pack.

How to populate slides 

Risk and description

Provide a brief plain English description of the risk. 

Explain whether it’s a risk of fraud or risk of error.

Relevant factors affecting our risk assessment

If you wish to, you may communicate those inherent risk factors that had 

the most significant effect on our significant risk assessment. For example, 

complexity, subjectivity of measurement, susceptibility to fraud, significant 

non-routine transactions, significant related party transaction, significant 

economic, accounting or other developments (see business risks below).

You may also list the key business risks that relate to audit risks based on 

your business understanding and where possible, use the language the AC 

uses to describe them. Examples include the following.

Description of business risk

Economic environment

Failure of geographic/product expansion due to [economic 

factors in country]/[region]

Decline in credit quality of trade receivables portfolio due to 

expansion into new markets

The [impact]/[anticipated impact] of the /Ukraine conflict on the 

entity’s [supply chain][operations] etc

The [anticipated impact] of the Mini-budget announcement in the 

UK and the resulting uncertainty on the entity’s liquidity, cost of 

debt etc

Potential impact of the Pound falling against the Dollar

Impact of inflation and/or energy prices increase on liquidity

Potential shortfall on pension funds sponsored by the company

Strategic projects

Erosion of competitive advantage

Potential impact of the Pound falling against the Dollar on capex 

projects

Competition in [country]/[region]

Operational change

Any need to change operations to remove reliance on parts of 

the group which are linked to Russia/Belarus?

Unfilled key vacancies in the financial reporting group

Financial information maintained in multiple different IT 

environments with no automated interface

Regulatory environment

Failure to meet [customer]/[regulator] expectations/[Tax 

Audit]/[Compliance]

Increased focus on more transparent consumer pricing 

(unbundling)

Potential impact of climate change on long term operations

Potential impact of legislation or new regulations introduced to 

tackle climate change

Developments in financial reporting

[Newly effective standards]/[amendments]

1
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Audit risks and our audit approach (cont.)

Valuation of land and buildings
The carrying amount of revalued Land & Buildings differs materially from the fair value

The Code requires that where assets are subject to 

revaluation, their year end carrying value should 

reflect the appropriate current value at that date. 

The Authority has adopted a rolling revaluation 

model which sees all land and buildings (total value 
£923m as of 31 March 2024) revalued over a five 

year cycle.

This creates a risk that the carrying value of assets 
not revalued in year differs materially from the year 

end current value.

A further risk is presented for those assets that are 

revalued in the year, which involves significant 
judgement and estimation on behalf of the engaged 

valuer.

This risk primarily relates to the councils land 
andbuildings

We have performed the following procedures designed to specifically address the significant risk 

associated with the valuation:

• We have critically assessed the independence, objectivity and expertise of the valuers used in 

developing the valuation of the Council’s properties at 31 March 2025;

• We have inspected the instructions issued to the valuers for the valuation of land and buildings 

to verify they are appropriate to produce a valuation consistent with the requirements of the 

CIPFA Code.

• We have evaluated the design and implementation of controls in place for management to 

review the valuation and the appropriateness of assumptions used;

We are in the process of performing the following procedures designed to specifically address the 

significant risk associated with the valuation:

• We are comparing the accuracy of the data provided to the valuers for the development of the 

valuation to underlying information;

• We are challenging the appropriateness of the valuation of land and buildings; including any 

material movements from the previous revaluations. We are challenging key assumptions 
within the valuation as part of our judgement; 

• We are agreeing the calculations performed of the movements in value of land and buildings 
and verify that these have been accurately accounted for in line with the requirements of the 

CIPFA Code; and

• KPMG are considering the adequacy of the disclosures in disclosing this significant risk 

including the key judgements and degree of estimation involved in arriving at the valuation.

Conclusion:

From the work to date we have not identified any matters to be reported to this Committee 

Significant 
audit risk

Our 
findings

Significant audit risk or Other audit risk

Annotate each audit risk as either ‘Significant audit risk’ or ‘Other audit risk’. 

This is a tentative categorisation, based on your initial assessment. 

The AC may find it helpful to understand which significant risks are 

considered to be potential key audit matters in line with enhanced auditor 

reporting requirements. You may indicate whether a risk is a key audit 

matter by removing the square brackets as shown in the example on slide 

12. Delete the phrase altogether if not applicable.

You may include a short description of the ‘Other audit risk’ in the slide 

‘Other significant matters relevant to our audit approach’ if there is little to 

communicate or you may use these slides for an example of how to 

communicate such matters.

The risk and our planned response

In each box, use 3–5 bullet points to concisely communicate our 

response. Specifically identify the specialists and specific team 

members you plan to involve in the planned response – e.g. IT 

Audit, Forensic, Tax.

If you’re applying enhanced auditor reporting, then ‘the risk’ and 

‘our planned response’ should relay the essence of what we’ll 

document in the auditor’s report. 

The planning template includes example language that can be 

used as a basis for communicating the risk and our planned 

response for common issues such as:

• Revenue recognition fraud risk (*)

• Management override (*)

• Going concern assessment

• Lease Liability Measurement – IFRS 16

• Impairment of Non-Financial Assets – IAS 36

The example wording should only be used as a guide to help 

understand the types of risks that are being reported by other 

auditors and to provide examples as to how the risks and 

procedures performed are described. What is key is that the risks 

and procedures are tailored to the entity’s circumstances and to 

the work that is actually planned. 

(*) These risks have remained unchanged compared to last years 

strategic pack.

How to populate slides 

Risk and description

Provide a brief plain English description of the risk. 

Explain whether it’s a risk of fraud or risk of error.

Relevant factors affecting our risk assessment

If you wish to, you may communicate those inherent risk factors that had 

the most significant effect on our significant risk assessment. For example, 

complexity, subjectivity of measurement, susceptibility to fraud, significant 

non-routine transactions, significant related party transaction, significant 

economic, accounting or other developments (see business risks below).

You may also list the key business risks that relate to audit risks based on 

your business understanding and where possible, use the language the AC 

uses to describe them. Examples include the following.

Description of business risk

Economic environment

Failure of geographic/product expansion due to [economic 

factors in country]/[region]

Decline in credit quality of trade receivables portfolio due to 

expansion into new markets

The [impact]/[anticipated impact] of the /Ukraine conflict on the 

entity’s [supply chain][operations] etc

The [anticipated impact] of the Mini-budget announcement in the 

UK and the resulting uncertainty on the entity’s liquidity, cost of 

debt etc

Potential impact of the Pound falling against the Dollar

Impact of inflation and/or energy prices increase on liquidity

Potential shortfall on pension funds sponsored by the company

Strategic projects

Erosion of competitive advantage

Potential impact of the Pound falling against the Dollar on capex 

projects

Competition in [country]/[region]

Operational change

Any need to change operations to remove reliance on parts of 

the group which are linked to Russia/Belarus?

Unfilled key vacancies in the financial reporting group

Financial information maintained in multiple different IT 

environments with no automated interface

Regulatory environment

Failure to meet [customer]/[regulator] expectations/[Tax 

Audit]/[Compliance]

Increased focus on more transparent consumer pricing 

(unbundling)

Potential impact of climate change on long term operations

Potential impact of legislation or new regulations introduced to 

tackle climate change

Developments in financial reporting

[Newly effective standards]/[amendments]

1
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Audit risks and our audit approach (cont.)

Valuation of investment property
The carrying amount of revalued investment property differs materially from the fair value

The Code defines an investment property as one 

that is used solely to earn rentals or for capital 

appreciation or both. Property that is used to 

facilitate the delivery of services or production of 

goods as well as to earn rentals or for capital 
appreciation does not meet the definition of an 

investment property.

There is a risk that investment properties are not 
being held at fair value, as is required by the Code. 

At each reporting period, the valuation of the 

investment property must reflect market conditions. 

Significant judgement is required to assess fair 

value and management experts are often engaged 
to undertake the valuations.

In the prior year KPMG identified a number of 

errors in the valuation performed by management's 

specialist that were material in the aggregate. This 
has resulted in us assessing there to be an 

increased likelihood of material misstatement in the 

current year.

The Fair value of the Councils investment property 

portfolio was £146m in the prior year. 

We will perform the following procedures designed to specifically address the significant risk 

associated with the valuation:

• We will critically assess the independence, objectivity and expertise of the valuers used 

in developing the valuation of the Council’s investment property at 31 March 2025;

• We will inspect the instructions issued to the valuers to verify they are appropriate to 

produce a valuation consistent with the requirements of the CIPFA Code.

• We will compare the accuracy of the data provided to the valuers for the development of 

the valuation to underlying information;

• We will evaluate the design and implementation of controls in place for management to 

review the valuation and the appropriateness of assumptions used;

• We will challenge the appropriateness of the valuation; including any material 

movements from the previous revaluations. We will challenge key assumptions within 

the valuation as part of our judgement; 

• We will agree the calculations performed of the movements and verify that these have 

been accurately accounted for in line with the requirements of the CIPFA Code; and

• We will utilise our own valuation specialists to review the valuation report prepared by 

the Council’s valuers to confirm the appropriateness of the methodology utilised.

• KPMG will also consider the adequacy of the disclosures in disclosing this significant risk 
including the key judgements and degree of estimation involved in arriving at the 

valuation.

Significant 
audit risk

Our 
response

Significant audit risk or Other audit risk

Annotate each audit risk as either ‘Significant audit risk’ or ‘Other audit risk’. 

This is a tentative categorisation, based on your initial assessment. 

The AC may find it helpful to understand which significant risks are 

considered to be potential key audit matters in line with enhanced auditor 

reporting requirements. You may indicate whether a risk is a key audit 

matter by removing the square brackets as shown in the example on slide 

12. Delete the phrase altogether if not applicable.

You may include a short description of the ‘Other audit risk’ in the slide 

‘Other significant matters relevant to our audit approach’ if there is little to 

communicate or you may use these slides for an example of how to 

communicate such matters.

How to populate slides 

Risk and description

Provide a brief plain English description of the risk. 

Explain whether it’s a risk of fraud or risk of error.

Relevant factors affecting our risk assessment

If you wish to, you may communicate those inherent risk factors that had 

the most significant effect on our significant risk assessment. For example, 

complexity, subjectivity of measurement, susceptibility to fraud, significant 

non-routine transactions, significant related party transaction, significant 

economic, accounting or other developments (see business risks below).

You may also list the key business risks that relate to audit risks based on 

your business understanding and where possible, use the language the AC 

uses to describe them. Examples include the following.

Description of business risk

Economic environment

Failure of geographic/product expansion due to [economic 

factors in country]/[region]

Decline in credit quality of trade receivables portfolio due to 

expansion into new markets

The [impact]/[anticipated impact] of the Russia/Ukraine conflict 

on the entity’s [supply chain][operations] etc

The [anticipated impact] of the Mini-budget announcement in the 

UK and the resulting uncertainty on the entity’s liquidity, cost of 

debt etc

Potential impact of the Pound falling against the Dollar

Impact of inflation and/or energy prices increase on liquidity

Potential shortfall on pension funds sponsored by the company

Strategic projects

Erosion of competitive advantage

Potential impact of the Pound falling against the Dollar on capex 

projects

Competition in [country]/[region]

Operational change

Any need to change operations to remove reliance on parts of 

the group which are linked to Russia/Belarus?

Unfilled key vacancies in the financial reporting group

Financial information maintained in multiple different IT 

environments with no automated interface

Regulatory environment

Failure to meet [customer]/[regulator] expectations/[Tax 

Audit]/[Compliance]

Increased focus on more transparent consumer pricing 

(unbundling)

Potential impact of climate change on long term operations

Potential impact of legislation or new regulations introduced to 

tackle climate change

Developments in financial reporting

[Newly effective standards]/[amendments]

2
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Audit risks and our audit approach (cont.)

Valuation of investment property
The carrying amount of revalued investment property differs materially from the fair value

The Code defines an investment property as one 

that is used solely to earn rentals or for capital 

appreciation or both. Property that is used to 

facilitate the delivery of services or production of 

goods as well as to earn rentals or for capital 
appreciation does not meet the definition of an 

investment property.

There is a risk that investment properties are not 
being held at fair value, as is required by the Code. 

At each reporting period, the valuation of the 

investment property must reflect market conditions. 

Significant judgement is required to assess fair 

value and management experts are often engaged 
to undertake the valuations.

In the prior year KPMG identified a number of 

errors in the valuation performed by management's 

specialist that were material in the aggregate. This 
has resulted in us assessing there to be an 

increased likelihood of material misstatement in the 

current year.

The Fair value of the Councils investment property 

portfolio was £146m in the prior year. 

We have performed the following procedures designed to specifically address the significant risk 

associated with the valuation:

• We have critically assessed the independence, objectivity and expertise of the valuers used in 

developing the valuation of the Council’s investment property at 31 March 2025;

• We have inspected the instructions issued to the valuers to verify they are appropriate to produce 

a valuation consistent with the requirements of the CIPFA Code.

• We have evaluated the design and implementation of controls in place for management to review 

the valuation and the appropriateness of assumptions used;

• We have challenged the appropriateness of the valuation; including any material movements from 

the previous revaluations. We will challenge key assumptions within the valuation as part of our 

judgement; 

• We have agreed the calculations performed of the movements and verify that these have been 

accurately accounted for in line with the requirements of the CIPFA Code; and

• We have utilised our own valuation specialists to review the valuation report prepared by the 

Council’s valuers to confirm the appropriateness of the methodology utilised.

We are in the process of performing the following procedures designed to specifically address the 

significant risk associated with the valuation:

• We will compare the accuracy of the data provided to the valuers for the development of the 
valuation to underlying information;

• KPMG will also consider the adequacy of the disclosures in disclosing this significant risk including 
the key judgements and degree of estimation involved in arriving at the valuation.

Conclusion:

From the work to-date we have identified one audit misstatement and one control failure around the 
review of specialists in line with what was raised in the prior year. The draft value of the misstatement 

of £3.75m and wording of the control failure are still being agreed with management, the value of the 

misstatement is not expected to be material to the users of the financial statements. These will be 

detailed in our ISA260 report

Significant 
audit risk

Our 
findings

Significant audit risk or Other audit risk

Annotate each audit risk as either ‘Significant audit risk’ or ‘Other audit risk’. 

This is a tentative categorisation, based on your initial assessment. 

The AC may find it helpful to understand which significant risks are 

considered to be potential key audit matters in line with enhanced auditor 

reporting requirements. You may indicate whether a risk is a key audit 

matter by removing the square brackets as shown in the example on slide 

12. Delete the phrase altogether if not applicable.

You may include a short description of the ‘Other audit risk’ in the slide 

‘Other significant matters relevant to our audit approach’ if there is little to 

communicate or you may use these slides for an example of how to 

communicate such matters.

How to populate slides 

Risk and description

Provide a brief plain English description of the risk. 

Explain whether it’s a risk of fraud or risk of error.

Relevant factors affecting our risk assessment

If you wish to, you may communicate those inherent risk factors that had 

the most significant effect on our significant risk assessment. For example, 

complexity, subjectivity of measurement, susceptibility to fraud, significant 

non-routine transactions, significant related party transaction, significant 

economic, accounting or other developments (see business risks below).

You may also list the key business risks that relate to audit risks based on 

your business understanding and where possible, use the language the AC 

uses to describe them. Examples include the following.

Description of business risk

Economic environment

Failure of geographic/product expansion due to [economic 

factors in country]/[region]

Decline in credit quality of trade receivables portfolio due to 

expansion into new markets

The [impact]/[anticipated impact] of the Russia/Ukraine conflict 

on the entity’s [supply chain][operations] etc

The [anticipated impact] of the Mini-budget announcement in the 

UK and the resulting uncertainty on the entity’s liquidity, cost of 

debt etc

Potential impact of the Pound falling against the Dollar

Impact of inflation and/or energy prices increase on liquidity

Potential shortfall on pension funds sponsored by the company

Strategic projects

Erosion of competitive advantage

Potential impact of the Pound falling against the Dollar on capex 

projects

Competition in [country]/[region]

Operational change

Any need to change operations to remove reliance on parts of 

the group which are linked to Russia/Belarus?

Unfilled key vacancies in the financial reporting group

Financial information maintained in multiple different IT 

environments with no automated interface

Regulatory environment

Failure to meet [customer]/[regulator] expectations/[Tax 

Audit]/[Compliance]

Increased focus on more transparent consumer pricing 

(unbundling)

Potential impact of climate change on long term operations

Potential impact of legislation or new regulations introduced to 

tackle climate change

Developments in financial reporting

[Newly effective standards]/[amendments]

2
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Audit risks and our audit approach (cont.)

Management override of controls(a)
Fraud risk related to unpredictable way management override of controls may occur

• Professional standards require us to 

communicate the fraud risk from management 

override of controls as significant. 

• Management is in a unique position to 

perpetrate fraud because of their ability to 

manipulate accounting records and prepare 

fraudulent financial statements by overriding 
controls that otherwise appear to be operating 

effectively.

• We have not identified any specific additional 

risks of management override relating to this 

audit.

Our audit methodology incorporates the risk of management override as a default 

significant risk.

• Assess accounting estimates for biases by evaluating whether judgements and 

decisions in making accounting estimates, even if individually reasonable, indicate a 

possible bias.

• Evaluate the selection and application of accounting policies.

• In line with our methodology, evaluate the design and implementation of controls 

over journal entries and post closing adjustments.

• Assess the appropriateness of changes compared to the prior year to the methods 

and underlying assumptions used to prepare accounting estimates.

• Assess the business rationale and the appropriateness of the accounting for 

significant transactions that are outside the course of business, or are otherwise 

unusual.

• We will analyse all journals through the year using data and analytics and focus our 

testing on those which meet our high risk criteria.

Significant 
audit risk

Our 
response

Note: (a) Significant risk that professional 

standards require us to assess in all 

cases.

What’s the objective?

The ISAs require fraud risk from Management override of controls to be communicated to the 

audit committee as a significant risk in all cases.

You shall describe this risk and your audit response using this slide. 

This does not need to be added as a separate significant risk in the KCw tracker. In addition, 

unless there is a specifically identified risk this is not usually included in the audit report as a 

key audit matter. See Back to Basics – Documenting Significant Risks for more guidance. 

Where there is no specifically identified risk, this slide may also be moved to the Appendix but 

must not be deleted altogether.

The risk and our planned response

In each box, use 3–5 bullet points to concisely communicate our 

response. Specifically identify the specialists and specific team 

members you plan to involve in the planned response – e.g. IT 

Audit, Forensic, Tax.

If you’re applying enhanced auditor reporting, then ‘the risk’ and 

‘our planned response’ should relay the essence of what we’ll 

document in the auditor’s report. 

The planning template includes example language that can be 

used as a basis for communicating the risk and our planned 

response for common issues such as:

• Revenue recognition fraud risk

• Management override 

• Going concern assessment

• Lease Liability Measurement – IFRS 16

• Impairment of Non-Financial Assets – IAS 36

The example wording should only be used as a guide to help 

understand the types of risks that are being reported by other 

auditors and to provide examples as to how the risks and 

procedures performed are described. What is key is that the risks 

and procedures are tailored to the entity’s circumstances and to 

the work that is actually planned. 

REMOVE THIS TEXT BOX BEFORE PRESENTATION – COVID-19, THE RUSSIA/UKRAINE 

CONFLICT OR THE UNCERTAINTY IN THE UK ECONOMY FOLLOWING THE MINI-

BUDGET ARE NOT SIGNIFICANT RISKS IN THEIR OWN RIGHT BUT ARE FACTORS 

IMPACTING FINANCIAL STATEMENT LEVEL AND OTHER RISKS. TEAMS SHOULD NOT 
DESCRIBE COVID-19, THE RUSSIA/UKRAINE CONFLICT OR THE UNCERTAINTY IN THE 

UK ECONOMY FOLLOWING THE MINI-BUDGET AS A SIGNIFICANT AUDIT RISK IN THIS 

DOCUMENT

How to populate slides 

Risk and description

Provide a brief plain English description of the risk. 

Explain whether it’s a risk of fraud or risk of error.

Relevant factors affecting our risk assessment

If you wish to, you may communicate those inherent risk factors that had 

the most significant effect on our significant risk assessment. For example, 

complexity, subjectivity of measurement, susceptibility to fraud, significant 

non-routine transactions, significant related party transaction, significant 

economic, accounting or other developments (see business risks below).

You may also list the key business risks that relate to audit risks based on 

your business understanding and where possible, use the language the AC 

uses to describe them. Examples include the following.

Description of business risk

Economic environment

Failure of geographic/product expansion due to [economic 

factors in country]/[region]

Decline in credit quality of trade receivables portfolio due to 

expansion into new markets

The [impact]/[anticipated impact] of the Russia/Ukraine conflict 

on the entity’s [supply chain][operations] etc

The [anticipated impact] of the Mini-budget announcement in 

the UK and the resulting uncertainty on the entity’s liquidity, cost 

of debt etc

Potential impact of the Pound falling against the Dollar

Impact of inflation and/or energy prices increase on liquidity

Potential shortfall on pension funds sponsored by the company

Strategic projects

Erosion of competitive advantage

Potential impact of the Pound falling against the Dollar on capex 

projects

Competition in [country]/[region]

Operational change

Any need to change operations to remove reliance on parts of 

the group which are linked to Russia/Belarus?

Unfilled key vacancies in the financial reporting group

Financial information maintained in multiple different IT 

environments with no automated interface

Regulatory environment

Failure to meet [customer]/[regulator] expectations/[Tax 

Audit]/[Compliance]

Increased focus on more transparent consumer pricing 

(unbundling)

Potential impact of climate change on long term operations

Potential impact of legislation or new regulations introduced to 

tackle climate change

Developments in financial reporting

[Newly effective standards]/[amendments]

3

https://alex.kpmg.com/AROWeb/document/lfc/UK_AU_040407005/toc/UK_AU_040407005?tocref=
https://alex.kpmg.com/AROWeb/document/lfc/UK_AU_040407005/toc/UK_AU_040407005?tocref=
https://alex.kpmg.com/AROWeb/document/lfc/UK_AU_040407005/toc/UK_AU_040407005?tocref=
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Audit risks and our audit approach (cont.)

Management override of controls(a)
Fraud risk related to unpredictable way management override of controls may occur

• Professional standards require us to 

communicate the fraud risk from management 

override of controls as significant. 

• Management is in a unique position to 

perpetrate fraud because of their ability to 

manipulate accounting records and prepare 

fraudulent financial statements by overriding 
controls that otherwise appear to be operating 

effectively.

• We have not identified any specific additional 

risks of management override relating to this 

audit.

Our audit methodology incorporates the risk of management override as a default 

significant risk. The following procedures are performed throughout the audit and as a 

result have not yet been completed:

• Assess accounting estimates for biases by evaluating whether judgements and 

decisions in making accounting estimates, even if individually reasonable, indicate a 

possible bias.

• Evaluate the selection and application of accounting policies.

• In line with our methodology, evaluate the design and implementation of controls 

over journal entries and post closing adjustments.

• Assess the appropriateness of changes compared to the prior year to the methods 

and underlying assumptions used to prepare accounting estimates.

• Assess the business rationale and the appropriateness of the accounting for 

significant transactions that are outside the course of business, or are otherwise 
unusual.

• We will analyse all journals through the year using data and analytics and focus our 
testing on those which meet our high risk criteria.

Conclusion:

From the work to-date we have not identified any issues that need to be reported to this 

Committee, however our work remains in progress at the time of drafting. 

Significant 
audit risk

Our 
findings

Note: (a) Significant risk that professional 

standards require us to assess in all 

cases.

What’s the objective?

The ISAs require fraud risk from Management override of controls to be communicated to the 

audit committee as a significant risk in all cases.

You shall describe this risk and your audit response using this slide. 

This does not need to be added as a separate significant risk in the KCw tracker. In addition, 

unless there is a specifically identified risk this is not usually included in the audit report as a 

key audit matter. See Back to Basics – Documenting Significant Risks for more guidance. 

Where there is no specifically identified risk, this slide may also be moved to the Appendix but 

must not be deleted altogether.

The risk and our planned response

In each box, use 3–5 bullet points to concisely communicate our 

response. Specifically identify the specialists and specific team 

members you plan to involve in the planned response – e.g. IT 

Audit, Forensic, Tax.

If you’re applying enhanced auditor reporting, then ‘the risk’ and 

‘our planned response’ should relay the essence of what we’ll 

document in the auditor’s report. 

The planning template includes example language that can be 

used as a basis for communicating the risk and our planned 

response for common issues such as:

• Revenue recognition fraud risk

• Management override 

• Going concern assessment

• Lease Liability Measurement – IFRS 16

• Impairment of Non-Financial Assets – IAS 36

The example wording should only be used as a guide to help 

understand the types of risks that are being reported by other 

auditors and to provide examples as to how the risks and 

procedures performed are described. What is key is that the risks 

and procedures are tailored to the entity’s circumstances and to 

the work that is actually planned. 

REMOVE THIS TEXT BOX BEFORE PRESENTATION – COVID-19, THE RUSSIA/UKRAINE 

CONFLICT OR THE UNCERTAINTY IN THE UK ECONOMY FOLLOWING THE MINI-

BUDGET ARE NOT SIGNIFICANT RISKS IN THEIR OWN RIGHT BUT ARE FACTORS 

IMPACTING FINANCIAL STATEMENT LEVEL AND OTHER RISKS. TEAMS SHOULD NOT 
DESCRIBE COVID-19, THE RUSSIA/UKRAINE CONFLICT OR THE UNCERTAINTY IN THE 

UK ECONOMY FOLLOWING THE MINI-BUDGET AS A SIGNIFICANT AUDIT RISK IN THIS 

DOCUMENT

How to populate slides 

Risk and description

Provide a brief plain English description of the risk. 

Explain whether it’s a risk of fraud or risk of error.

Relevant factors affecting our risk assessment

If you wish to, you may communicate those inherent risk factors that had 

the most significant effect on our significant risk assessment. For example, 

complexity, subjectivity of measurement, susceptibility to fraud, significant 

non-routine transactions, significant related party transaction, significant 

economic, accounting or other developments (see business risks below).

You may also list the key business risks that relate to audit risks based on 

your business understanding and where possible, use the language the AC 

uses to describe them. Examples include the following.

Description of business risk

Economic environment

Failure of geographic/product expansion due to [economic 

factors in country]/[region]

Decline in credit quality of trade receivables portfolio due to 

expansion into new markets

The [impact]/[anticipated impact] of the Russia/Ukraine conflict 

on the entity’s [supply chain][operations] etc

The [anticipated impact] of the Mini-budget announcement in 

the UK and the resulting uncertainty on the entity’s liquidity, cost 

of debt etc

Potential impact of the Pound falling against the Dollar

Impact of inflation and/or energy prices increase on liquidity

Potential shortfall on pension funds sponsored by the company

Strategic projects

Erosion of competitive advantage

Potential impact of the Pound falling against the Dollar on capex 

projects

Competition in [country]/[region]

Operational change

Any need to change operations to remove reliance on parts of 

the group which are linked to Russia/Belarus?

Unfilled key vacancies in the financial reporting group

Financial information maintained in multiple different IT 

environments with no automated interface

Regulatory environment

Failure to meet [customer]/[regulator] expectations/[Tax 

Audit]/[Compliance]

Increased focus on more transparent consumer pricing 

(unbundling)

Potential impact of climate change on long term operations

Potential impact of legislation or new regulations introduced to 

tackle climate change

Developments in financial reporting

[Newly effective standards]/[amendments]

3
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Audit risks and our audit approach (cont.)

Valuation of post retirement benefit obligations
An inappropriate amount is estimated and recorded for the defined benefit obligation

• The valuation of the post retirement benefit 

obligations involves the selection of appropriate 

actuarial assumptions, most notably the discount rate 

applied to the scheme liabilities, inflation rates and 

mortality rates. The selection of these assumptions is 
inherently subjective and small changes in the 

assumptions and estimates used to value the 

Council’s pension liability could have a significant 

effect on the financial position of the Council.

• The effect of these matters is that, as part of our risk 

assessment, we determined that post retirement 

benefits obligation has a high degree of estimation 
uncertainty. The financial statements disclose the 

assumptions used by the Council in completing the 

year end valuation of the pension deficit and the year 

on year movements.

• We have identified this in relation to the following 

pension scheme memberships: Local Government 
Pension Scheme

• Also, recent changes to market conditions have 
meant that more councils are finding themselves 

moving into surplus in their Local Government 

Pension Scheme (or surpluses have grown and have 

become material). As in th prior year, the 

requirements of the accounting standards on 
recognition of these surplus are complicated and 

requires actuarial involvement.

We will perform the following procedures:

• Understand the processes the Councils have in place to set the assumptions used in the 

valuation;

• Evaluate the competency, objectivity of the actuaries to confirm their qualifications and the 

basis for their calculations;

• Perform inquiries of the accounting actuaries to assess the methodology and key 

assumptions made, including actual figures where estimates have been used by the 

actuaries, such as the rate of return on pension fund assets;

• Agree the data provided by the audited entity to the Scheme Administrator for use within 

the calculation of the scheme valuation;

• Evaluate the design and implementation of controls in place for the Council to determine 

the appropriateness of the assumptions used by the actuaries in valuing the liability;

• Challenge, with the support of our own actuarial specialists, the key assumptions applied, 

being the discount rate, inflation rate and mortality/life expectancy against externally 

derived data;

• Confirm that the accounting treatment and entries applied by the Group are in line with 

IFRS and the CIPFA Code of Practice; 

• Consider the adequacy of the Council’s disclosures in respect of the sensitivity of the 

deficit or surplus to these assumptions; and.

• Where applicable, assess the level of surplus that should be recognised by the entity.

Significant 
audit risk

Our 
response

Significant audit risk or Other audit risk

Annotate each audit risk as either ‘Significant audit risk’ or ‘Other audit risk’. 

This is a tentative categorisation, based on your initial assessment. 

The AC may find it helpful to understand which significant risks are 

considered to be potential key audit matters in line with enhanced auditor 

reporting requirements. You may indicate whether a risk is a key audit 

matter by removing the square brackets as shown in the example on slide 

12. Delete the phrase altogether if not applicable.

You may include a short description of the ‘Other audit risk’ in the slide 

‘Other significant matters relevant to our audit approach’ if there is little to 

communicate or you may use these slides for an example of how to 

communicate such matters.

The risk and our planned response

In each box, use 3–5 bullet points to concisely communicate our 

response. Specifically identify the specialists and specific team 

members you plan to involve in the planned response – e.g. IT 

Audit, Forensic, Tax.

If you’re applying enhanced auditor reporting, then ‘the risk’ and 

‘our planned response’ should relay the essence of what we’ll 

document in the auditor’s report. 

The planning template includes example language that can be 

used as a basis for communicating the risk and our planned 

response for common issues such as:

• Revenue recognition fraud risk (*)

• Management override (*)

• Going concern assessment

• Lease Liability Measurement – IFRS 16

• Impairment of Non-Financial Assets – IAS 36

The example wording should only be used as a guide to help 

understand the types of risks that are being reported by other 

auditors and to provide examples as to how the risks and 

procedures performed are described. What is key is that the risks 

and procedures are tailored to the entity’s circumstances and to 

the work that is actually planned. 

(*) These risks have remained unchanged compared to last years 

strategic pack.

How to populate slides 

Risk and description

Provide a brief plain English description of the risk. 

Explain whether it’s a risk of fraud or risk of error.

Relevant factors affecting our risk assessment

If you wish to, you may communicate those inherent risk factors that had 

the most significant effect on our significant risk assessment. For example, 

complexity, subjectivity of measurement, susceptibility to fraud, significant 

non-routine transactions, significant related party transaction, significant 

economic, accounting or other developments (see business risks below).

You may also list the key business risks that relate to audit risks based on 

your business understanding and where possible, use the language the AC 

uses to describe them. Examples include the following.

Description of business risk

Economic environment

Failure of geographic/product expansion due to [economic 

factors in country]/[region]

Decline in credit quality of trade receivables portfolio due to 

expansion into new markets

The [impact]/[anticipated impact] of the Russia/Ukraine conflict 

on the entity’s [supply chain][operations] etc

The [anticipated impact] of the Mini-budget announcement in the 

UK and the resulting uncertainty on the entity’s liquidity, cost of 

debt etc

Potential impact of the Pound falling against the Dollar

Impact of inflation and/or energy prices increase on liquidity

Potential shortfall on pension funds sponsored by the company

Strategic projects

Erosion of competitive advantage

Potential impact of the Pound falling against the Dollar on capex 

projects

Competition in [country]/[region]

Operational change

Any need to change operations to remove reliance on parts of 

the group which are linked to Russia/Belarus?

Unfilled key vacancies in the financial reporting group

Financial information maintained in multiple different IT 

environments with no automated interface

Regulatory environment

Failure to meet [customer]/[regulator] expectations/[Tax 

Audit]/[Compliance]

Increased focus on more transparent consumer pricing 

(unbundling)

Potential impact of climate change on long term operations

Potential impact of legislation or new regulations introduced to 

tackle climate change

Developments in financial reporting

[Newly effective standards]/[amendments]

4
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Audit risks and our audit approach (cont.)

Valuation of post retirement benefit obligations
An inappropriate amount is estimated and recorded for the defined benefit obligation

• The valuation of the post retirement benefit 

obligations involves the selection of appropriate 

actuarial assumptions, most notably the discount rate 

applied to the scheme liabilities, inflation rates and 

mortality rates. The selection of these assumptions is 
inherently subjective and small changes in the 

assumptions and estimates used to value the 

Council’s pension liability could have a significant 

effect on the financial position of the Council.

• The effect of these matters is that, as part of our risk 

assessment, we determined that post retirement 

benefits obligation has a high degree of estimation 
uncertainty. The financial statements disclose the 

assumptions used by the Council in completing the 

year end valuation of the pension deficit and the year 

on year movements.

• We have identified this in relation to the following 

pension scheme memberships: Local Government 
Pension Scheme

• Also, recent changes to market conditions have 
meant that more councils are finding themselves 

moving into surplus in their Local Government 

Pension Scheme (or surpluses have grown and have 

become material). As in th prior year, the 

requirements of the accounting standards on 
recognition of these surplus are complicated and 

requires actuarial involvement.

We have performed the following procedures:

• Understood the processes the Councils have in place to set the assumptions used in the 

valuation;

• Evaluated the competency, objectivity of the actuaries to confirm their qualifications and 

the basis for their calculations;

• Performed inquiries of the accounting actuaries to assess the methodology and key 

assumptions made, including actual figures where estimates have been used by the 

actuaries, such as the rate of return on pension fund assets;

• Agreed the data provided by the audited entity to the Scheme Administrator for use within 

the calculation of the scheme valuation;

• Evaluated the design and implementation of controls in place for the Council to determine 

the appropriateness of the assumptions used by the actuaries in valuing the liability;

• Challenged, with the support of our own actuarial specialists, the key assumptions 

applied, being the discount rate, inflation rate and mortality/life expectancy against 

externally derived data;

• Confirmed that the accounting treatment and entries applied by the Group are in line with 

IFRS and the CIPFA Code of Practice; 

We are currently in the process of performing the below procedures:

• Considering the adequacy of the Council’s disclosures in respect of the sensitivity of the 

deficit or surplus to these assumptions; and.

• Assessing the level of surplus that should be recognised by the entity.

Conclusion:

From the work to-date we have not identified any issues that need to be reported to this 

Committee.

Significant 
audit risk

Our
findings

Significant audit risk or Other audit risk

Annotate each audit risk as either ‘Significant audit risk’ or ‘Other audit risk’. 

This is a tentative categorisation, based on your initial assessment. 

The AC may find it helpful to understand which significant risks are 

considered to be potential key audit matters in line with enhanced auditor 

reporting requirements. You may indicate whether a risk is a key audit 

matter by removing the square brackets as shown in the example on slide 

12. Delete the phrase altogether if not applicable.

You may include a short description of the ‘Other audit risk’ in the slide 

‘Other significant matters relevant to our audit approach’ if there is little to 

communicate or you may use these slides for an example of how to 

communicate such matters.

The risk and our planned response

In each box, use 3–5 bullet points to concisely communicate our 

response. Specifically identify the specialists and specific team 

members you plan to involve in the planned response – e.g. IT 

Audit, Forensic, Tax.

If you’re applying enhanced auditor reporting, then ‘the risk’ and 

‘our planned response’ should relay the essence of what we’ll 

document in the auditor’s report. 

The planning template includes example language that can be 

used as a basis for communicating the risk and our planned 

response for common issues such as:

• Revenue recognition fraud risk (*)

• Management override (*)

• Going concern assessment

• Lease Liability Measurement – IFRS 16

• Impairment of Non-Financial Assets – IAS 36

The example wording should only be used as a guide to help 

understand the types of risks that are being reported by other 

auditors and to provide examples as to how the risks and 

procedures performed are described. What is key is that the risks 

and procedures are tailored to the entity’s circumstances and to 

the work that is actually planned. 

(*) These risks have remained unchanged compared to last years 

strategic pack.

How to populate slides 

Risk and description

Provide a brief plain English description of the risk. 

Explain whether it’s a risk of fraud or risk of error.

Relevant factors affecting our risk assessment

If you wish to, you may communicate those inherent risk factors that had 

the most significant effect on our significant risk assessment. For example, 

complexity, subjectivity of measurement, susceptibility to fraud, significant 

non-routine transactions, significant related party transaction, significant 

economic, accounting or other developments (see business risks below).

You may also list the key business risks that relate to audit risks based on 

your business understanding and where possible, use the language the AC 

uses to describe them. Examples include the following.

Description of business risk

Economic environment

Failure of geographic/product expansion due to [economic 

factors in country]/[region]

Decline in credit quality of trade receivables portfolio due to 

expansion into new markets

The [impact]/[anticipated impact] of the Russia/Ukraine conflict 

on the entity’s [supply chain][operations] etc

The [anticipated impact] of the Mini-budget announcement in the 

UK and the resulting uncertainty on the entity’s liquidity, cost of 

debt etc

Potential impact of the Pound falling against the Dollar

Impact of inflation and/or energy prices increase on liquidity

Potential shortfall on pension funds sponsored by the company

Strategic projects

Erosion of competitive advantage

Potential impact of the Pound falling against the Dollar on capex 

projects

Competition in [country]/[region]

Operational change

Any need to change operations to remove reliance on parts of 

the group which are linked to Russia/Belarus?

Unfilled key vacancies in the financial reporting group

Financial information maintained in multiple different IT 

environments with no automated interface

Regulatory environment

Failure to meet [customer]/[regulator] expectations/[Tax 

Audit]/[Compliance]

Increased focus on more transparent consumer pricing 

(unbundling)

Potential impact of climate change on long term operations

Potential impact of legislation or new regulations introduced to 

tackle climate change

Developments in financial reporting

[Newly effective standards]/[amendments]

4
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Audit risks and our audit approach (cont.)

Recoverability of Long-Term Debtor with This Land Group 

• This Land Limited was incorporated in June 2016. 

This Land Limited and This Land Group are a wholly 

owned subsidiary of the Council. The Group oversees 

the acquisition and development of land and property 

for subsequent resale.

• As at 31st March 2024 the Council holds a Long-term 

Debtor balance of £113.9m in relation to the loans 
issued to This Land Group. The loans are repayable 

between 2026 and 2029. 

• Due to the declining performance of the This Land 

group there is an increased risk that the entity will be 

unable to recover the full value of the loan (c£120m 

as of Jan 2025). 

• Management have explored a number of options in 

response to this declining performance, including 
restructuring the debt with a significant portion of it 

only being repayable in the event that the subsidiary 

performs above plan. Management have not yet 

received finalised advice in respect to the resulting 

accounting treatment and as such we have not yet 
been able to conclude our risk assessment on this 

area. However, given that the restructuring of the 

debt can have significant and complex accounting 

and legal implications we expect there to be a 

significant risk.

We will perform the following procedures:

• We will review the Council’s consideration of the valuation and recoverability of the loan, 

and any associated expected credit loss provision, to ensure this is reasonable and 
performed in line with the Code of Practice and the relevant accounting standard (IFRS 9 

–Financial Instruments).

• We will review the Council’s treatment of changes in the loans to, and investments in, This 

Land in the current year, including any MRP impacts, to ensure that these are in line with 
the Code of Practice and relevant accounting standards. 

• KPMG will also consider the adequacy of the disclosures, including the key judgements 

and degree of estimation involved in arriving at the expected credit loss provision.

Significant 
audit risk

Our 
response

Significant audit risk or Other audit risk

Annotate each audit risk as either ‘Significant audit risk’ or ‘Other audit risk’. 

This is a tentative categorisation, based on your initial assessment. 

The AC may find it helpful to understand which significant risks are 

considered to be potential key audit matters in line with enhanced auditor 

reporting requirements. You may indicate whether a risk is a key audit 

matter by removing the square brackets as shown in the example on slide 

12. Delete the phrase altogether if not applicable.

You may include a short description of the ‘Other audit risk’ in the slide 

‘Other significant matters relevant to our audit approach’ if there is little to 

communicate or you may use these slides for an example of how to 

communicate such matters.

The risk and our planned response

In each box, use 3–5 bullet points to concisely communicate our 

response. Specifically identify the specialists and specific team 

members you plan to involve in the planned response – e.g. IT 

Audit, Forensic, Tax.

If you’re applying enhanced auditor reporting, then ‘the risk’ and 

‘our planned response’ should relay the essence of what we’ll 

document in the auditor’s report. 

The planning template includes example language that can be 

used as a basis for communicating the risk and our planned 

response for common issues such as:

• Revenue recognition fraud risk (*)

• Management override (*)

• Going concern assessment

• Lease Liability Measurement – IFRS 16

• Impairment of Non-Financial Assets – IAS 36

The example wording should only be used as a guide to help 

understand the types of risks that are being reported by other 

auditors and to provide examples as to how the risks and 

procedures performed are described. What is key is that the risks 

and procedures are tailored to the entity’s circumstances and to 

the work that is actually planned. 

(*) These risks have remained unchanged compared to last years 

strategic pack.

How to populate slides 

Risk and description

Provide a brief plain English description of the risk. 

Explain whether it’s a risk of fraud or risk of error.

Relevant factors affecting our risk assessment

If you wish to, you may communicate those inherent risk factors that had 

the most significant effect on our significant risk assessment. For example, 

complexity, subjectivity of measurement, susceptibility to fraud, significant 

non-routine transactions, significant related party transaction, significant 

economic, accounting or other developments (see business risks below).

You may also list the key business risks that relate to audit risks based on 

your business understanding and where possible, use the language the AC 

uses to describe them. Examples include the following.

Description of business risk

Economic environment

Failure of geographic/product expansion due to [economic 

factors in country]/[region]

Decline in credit quality of trade receivables portfolio due to 

expansion into new markets

The [impact]/[anticipated impact] of the Russia/Ukraine conflict 

on the entity’s [supply chain][operations] etc

The [anticipated impact] of the Mini-budget announcement in the 

UK and the resulting uncertainty on the entity’s liquidity, cost of 

debt etc

Potential impact of the Pound falling against the Dollar

Impact of inflation and/or energy prices increase on liquidity

Potential shortfall on pension funds sponsored by the company

Strategic projects

Erosion of competitive advantage

Potential impact of the Pound falling against the Dollar on capex 

projects

Competition in [country]/[region]

Operational change

Any need to change operations to remove reliance on parts of 

the group which are linked to Russia/Belarus?

Unfilled key vacancies in the financial reporting group

Financial information maintained in multiple different IT 

environments with no automated interface

Regulatory environment

Failure to meet [customer]/[regulator] expectations/[Tax 

Audit]/[Compliance]

Increased focus on more transparent consumer pricing 

(unbundling)

Potential impact of climate change on long term operations

Potential impact of legislation or new regulations introduced to 

tackle climate change

Developments in financial reporting

[Newly effective standards]/[amendments]

5
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Audit risks and our audit approach (cont.)

Recoverability of Long-Term Debtor with This Land Group 

• This Land Limited was incorporated in June 2016.

This Land Limited and This Land Group are a wholly 

owned subsidiary of the Council. The Group oversees 

the acquisition and development of land and property 

for subsequent resale.

• As at 31st March 2024 the Council holds a Long-term 

Debtor balance of £113.9m in relation to the loans 
issued to This Land Group. The loans are repayable

between 2026 and 2029.

• Due to the declining performance of the This Land

group there is an increased risk that the entity will be

unable to recover the full value of the loan (c£120m 

as of Jan 2025).

• Management have explored a number of options in

response to this declining performance, including
restructuring the debt with a significant portion of it

only being repayable in the event that the subsidiary 

performs above plan. Management have not yet

received finalised advice in respect to the resulting

accounting treatment and as such we have not yet
been able to conclude our risk assessment on this 

area. However, given that the restructuring of the

debt can have significant and complex accounting

and legal implications we expect there to be a

significant risk.

We are in the process of performing the following procedures:

• We are reviewing the Council’s consideration of the valuation and recoverability of the loan, and any

associated Expected Credit Loss (ECL) provision, to ensure this is reasonable and performed in line with the
Code of Practice and the relevant accounting standard (IFRS 9 –Financial Instruments).

• We are challenging the Council’s treatment of changes in the loans to, and investments in, This Land in the

current year, including presentation and any MRP impacts, to ensure that these are in line with the Code of

Practice and relevant accounting standards.

• KPMG are considering the adequacy of the disclosures, including the key judgements and degree of 
estimation involved in arriving at the expected credit loss provision.

• We have reviewed management's specialsits reports provided to date. Following our challenge of 

these management are seeking further advice.

Conclusion:

The work over this risk is complex and at the time of drafting this report is still ongoing. Key areas of work to 

date have focused on challenging management’s approach, this has included assessment of: 

• the ECL as at 31 March 2024 and whether a prior period adjustment is required. As noted in our prior year 

reporting management did not calculate an ECL and it has been difficult to reasonably determine the credit

risk and probability of default retrospectively. While not quantified, we do consider there to be a potentially 

material prior period adjustment.

• the ECL as at 31 March 2025 and whether a material provision is required. We have challenged

management’s calculation of ECL with regard to the remaining £60.1m loan. Our initial risk assessment
suggests any provision is unlikely to be material.

• the form of financing the transaction takes, i.e. a capital contribution, a capital grant or a loan with
contractual cashflows. This has included challenge of the appropriateness of the current treatment of the

conversion as a source of finance through REFCUS and how the impact of the impairment is presented in

the CIES.

• the impact on the accounts of recognising the remaining loans at amortised cost, (in line with IFRS 9), as 

opposed to historic cost, although this is not expected to be material.

• the adequacy and appropriateness of related disclosures. In particular with regard to the expected recovery

of the c£59.9m loan principle converted to a capital contribution during the year.

All of these areas are still being discussed with management and our technical team with no conclusions made.

Significant 
audit risk

Our 
findings

Significant audit risk or Other audit risk

Annotate each audit risk as either ‘Significant audit risk’ or ‘Other audit risk’.

This is a tentative categorisation, based on your initial assessment.

The AC may find it helpful to understand which significant risks are

considered to be potential key audit matters in line with enhanced auditor

reporting requirements. You may indicate whether a risk is a key audit

matter by removing the square brackets as shown in the example on slide

12. Delete the phrase altogether if not applicable.

You may include a short description of the ‘Other audit risk’ in the slide

‘Other significant matters relevant to our audit approach’ if there is little to

communicate or you may use these slides for an example of how to

communicate such matters.

The risk and our planned response

In each box, use 3–5 bullet points to concisely communicate our

response. Specifically identify the specialists and specific team

members you plan to involve in the planned response – e.g. IT

Audit, Forensic, Tax.

If you’re applying enhanced auditor reporting, then ‘the risk’ and

‘our planned response’ should relay the essence of what we’ll

document in the auditor’s report.

The planning template includes example language that can be

used as a basis for communicating the risk and our planned

response for common issues such as:

• Revenue recognition fraud risk (*)

• Management override (*)

• Going concern assessment

• Lease Liability Measurement – IFRS 16

• Impairment of Non-Financial Assets – IAS 36

The example wording should only be used as a guide to help

understand the types of risks that are being reported by other

auditors and to provide examples as to how the risks and

procedures performed are described. What is key is that the risks

and procedures are tailored to the entity’s circumstances and to

the work that is actually planned.

(*) These risks have remained unchanged compared to last years

strategic pack.

How to populate slides

Risk and description

Provide a brief plain English description of the risk.

Explain whether it’s a risk of fraud or risk of error.

Relevant factors affecting our risk assessment

If you wish to, you may communicate those inherent risk factors that had

the most significant effect on our significant risk assessment. For example,

complexity, subjectivity of measurement, susceptibility to fraud, significant

non-routine transactions, significant related party transaction, significant

economic, accounting or other developments (see business risks below).

You may also list the key business risks that relate to audit risks based on

your business understanding and where possible, use the language the AC

uses to describe them. Examples include the following.

Description of business risk

Economic environment

Failure of geographic/product expansion due to [economic 

factors in country]/[region]

Decline in credit quality of trade receivables portfolio due to

expansion into new markets

The [impact]/[anticipated impact] of the Russia/Ukraine conflict

on the entity’s [supply chain][operations] etc

The [anticipated impact] of the Mini-budget announcement in the

UK and the resulting uncertainty on the entity’s liquidity, cost of

debt etc

Potential impact of the Pound falling against the Dollar

Impact of inflation and/or energy prices increase on liquidity

Potential shortfall on pension funds sponsored by the company

Strategic projects

Erosion of competitive advantage

Potential impact of the Pound falling against the Dollar on capex 

projects

Competition in [country]/[region]

Operational change

Any need to change operations to remove reliance on parts of

the group which are linked to Russia/Belarus?

Unfilled key vacancies in the financial reporting group

Financial information maintained in multiple different IT

environments with no automated interface

Regulatory environment

Failure to meet [customer]/[regulator] expectations/[Tax 

Audit]/[Compliance]

Increased focus on more transparent consumer pricing

(unbundling)

Potential impact of climate change on long term operations

Potential impact of legislation or new regulations introduced to

tackle climate change

Developments in financial reporting

[Newly effective standards]/[amendments]

5
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Audit risks and our audit approach

Adoption of IFRS 16
An inappropriate amount is estimated and recorded for lease liabilities and right of use assets

6

• The Council has adopted IFRS 16 as per  CIPFA’s 

Code of Practice on Local Authority Accounting in 

the United Kingdom (2024/25) with an 

implementation date of 1 April 2024.

We anticipate the following challenges in the first year 

of implementation.

• Completeness of lease listing used in transition 

computations.

• Inadequate lease disclosures as per IFRS 16.

• Inaccurate computation of lease liabilities and right 

of use assets.

• Training needs for new/existing staff

• Treatment of the PFI balances under IFRS 16

We will perform the following procedures in order to respond to the other audit risk 

identified:

• Obtain the full listings of leases and reconcile to the general ledger.

• Review a sample of the lease agreements to determine the terms of the leases and 

confirm correct classification.

• Review the appropriateness of the discount rate used in the lease computations.

• Review the transition adjustments passed by the Council.

• Review the disclosures made on the financial statements against requirements of 
IFRS16.

Other audit 
risk

Our 
response

How to populate slides 

Risk and description

Provide a brief plain English description of the risk. 

Explain whether it’s a risk of fraud or risk of error.

Relevant factors affecting our risk assessment

If you wish to, you may communicate those inherent risk factors that had 

the most significant effect on our significant risk assessment. For example, 

complexity, subjectivity of measurement, susceptibility to fraud, significant 

non-routine transactions, significant related party transaction, significant 

economic, accounting or other developments (see business risks below).

You may also list the key business risks that relate to audit risks based on 

your business understanding and where possible, use the language the AC 

uses to describe them. Examples include the following.

Significant audit risk or Other audit risk

Annotate each audit risk as either ‘Significant audit risk’ or ‘Other audit risk’. 

This is a tentative categorisation, based on your initial assessment. 

The AC may find it helpful to understand which significant risks are 

considered to be potential key audit matters in line with enhanced auditor 

reporting requirements. You may indicate whether a risk is a key audit 

matter by removing the square brackets as shown in the example on slide 

12. Delete the phrase altogether if not applicable.

You may include a short description of the ‘Other audit risk’ in the slide 

‘Other significant matters relevant to our audit approach’ if there is little to 

communicate or you may use these slides for an example of how to 

communicate such matters.

What’s the objective?

To help the AC understand the nature of the risk and why we believe it is significant. 

If this presentation to the audit committee is made before planning is completed, ensure that 

any risks identified as significant then or subsequently, e.g. at the interim review, are reported 

to the AC. It is important that all risks identified as ‘significant’ in KCw are reported to the AC.

Ensure KCw demonstrates review and timely sign-off. Our final reporting to the AC should 

detail how the risks previously reported to them have been dealt with.

For each potential key audit matter and other significant audit matter identified on Slide 8 

(Significant risks and Other audit risks), we provide a single-page dashboard explaining the 

nature of the risk and our planned audit response.

What does the AC need to know?

Under the new enhanced auditor reporting requirements, the AC will need to understand the key points/words that 

we’ll be using in our auditor’s report to describe the key audit matters.

The description should therefore correspond with the essence of how we expect to describe the matter in our 

expanded auditor’s report, if at the end of the audit we determine that it is a key audit matter. 

There are certain terms and phrases that are best avoided altogether when drafting key audit matters, and other 

phrases that are best used only with qualifying language. 

Examples of audit report language for key audit matters are available in the Enhanced auditor reporting database 

(courtesy of KPMG in China).

Description of business risk

Economic environment

Failure of geographic/product expansion due to [economic 

factors in country]/[region]

Decline in credit quality of trade receivables portfolio due to 

expansion into new markets

The [impact]/[anticipated impact] of the Russia/Ukraine conflict 

on the entity’s [supply chain][operations] etc

The [anticipated impact] of the Mini-budget announcement in the 

UK and the resulting uncertainty on the entity’s liquidity, cost of 

debt etc

Potential impact of the Pound falling against the Dollar

Impact of inflation and/or energy prices increase on liquidity

Potential shortfall on pension funds sponsored by the company

Strategic projects

Erosion of competitive advantage

Potential impact of the Pound falling against the Dollar on capex 

projects

Competition in [country]/[region]

Operational change

Any need to change operations to remove reliance on parts of 

the group which are linked to Russia/Belarus?

Unfilled key vacancies in the financial reporting group

Financial information maintained in multiple different IT 

environments with no automated interface

Regulatory environment

Failure to meet [customer]/[regulator] expectations/[Tax 

Audit]/[Compliance]

Increased focus on more transparent consumer pricing 

(unbundling)

Potential impact of climate change on long term operations

Potential impact of legislation or new regulations introduced to 

tackle climate change

Developments in financial reporting

[Newly effective standards]/[amendments]

http://cnhkgapp101.cn.kworld.kpmg.com/KeyAuditMatters/user/home.aspx
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Audit risks and our audit approach

Adoption of IFRS 16
An inappropriate amount is estimated and recorded for lease liabilities and right of use assets

6

• The Council has adopted IFRS 16 as per  CIPFA’s 

Code of Practice on Local Authority Accounting in 

the United Kingdom (2024/25) with an 

implementation date of 1 April 2024.

We anticipate the following challenges in the first year 

of implementation.

• Completeness of lease listing used in transition 

computations.

• Inadequate lease disclosures as per IFRS 16.

• Inaccurate computation of lease liabilities and right 

of use assets.

• Training needs for new/existing staff

• Treatment of the PFI balances under IFRS 16

We have performed the following procedures in order to respond to the other audit risk 

identified:

• Obtained the full listings of leases and reconcile to the general ledger.

• Reviewed a sample of the lease agreements to determine the terms of the leases and 

confirm correct classification.

We are currently performing the below procedures:

• Reviewing the appropriateness of the discount rate used in the lease computations.

• Reviewing the transition adjustments passed by the Council.

• Reviewing the disclosures made on the financial statements against requirements of 

IFRS16.

Conclusion:

From the work to-date we have not identified any issues that need to be reported to this 
Committee.

Other audit 
risk

Our 
findings

How to populate slides 

Risk and description

Provide a brief plain English description of the risk. 

Explain whether it’s a risk of fraud or risk of error.

Relevant factors affecting our risk assessment

If you wish to, you may communicate those inherent risk factors that had 

the most significant effect on our significant risk assessment. For example, 

complexity, subjectivity of measurement, susceptibility to fraud, significant 

non-routine transactions, significant related party transaction, significant 

economic, accounting or other developments (see business risks below).

You may also list the key business risks that relate to audit risks based on 

your business understanding and where possible, use the language the AC 

uses to describe them. Examples include the following.

Significant audit risk or Other audit risk

Annotate each audit risk as either ‘Significant audit risk’ or ‘Other audit risk’. 

This is a tentative categorisation, based on your initial assessment. 

The AC may find it helpful to understand which significant risks are 

considered to be potential key audit matters in line with enhanced auditor 

reporting requirements. You may indicate whether a risk is a key audit 

matter by removing the square brackets as shown in the example on slide 

12. Delete the phrase altogether if not applicable.

You may include a short description of the ‘Other audit risk’ in the slide 

‘Other significant matters relevant to our audit approach’ if there is little to 

communicate or you may use these slides for an example of how to 

communicate such matters.

What’s the objective?

To help the AC understand the nature of the risk and why we believe it is significant. 

If this presentation to the audit committee is made before planning is completed, ensure that 

any risks identified as significant then or subsequently, e.g. at the interim review, are reported 

to the AC. It is important that all risks identified as ‘significant’ in KCw are reported to the AC.

Ensure KCw demonstrates review and timely sign-off. Our final reporting to the AC should 

detail how the risks previously reported to them have been dealt with.

For each potential key audit matter and other significant audit matter identified on Slide 8 

(Significant risks and Other audit risks), we provide a single-page dashboard explaining the 

nature of the risk and our planned audit response.

What does the AC need to know?

Under the new enhanced auditor reporting requirements, the AC will need to understand the key points/words that 

we’ll be using in our auditor’s report to describe the key audit matters.

The description should therefore correspond with the essence of how we expect to describe the matter in our 

expanded auditor’s report, if at the end of the audit we determine that it is a key audit matter. 

There are certain terms and phrases that are best avoided altogether when drafting key audit matters, and other 

phrases that are best used only with qualifying language. 

Examples of audit report language for key audit matters are available in the Enhanced auditor reporting database 

(courtesy of KPMG in China).

Description of business risk

Economic environment

Failure of geographic/product expansion due to [economic 

factors in country]/[region]

Decline in credit quality of trade receivables portfolio due to 

expansion into new markets

The [impact]/[anticipated impact] of the Russia/Ukraine conflict 

on the entity’s [supply chain][operations] etc

The [anticipated impact] of the Mini-budget announcement in the 

UK and the resulting uncertainty on the entity’s liquidity, cost of 

debt etc

Potential impact of the Pound falling against the Dollar

Impact of inflation and/or energy prices increase on liquidity

Potential shortfall on pension funds sponsored by the company

Strategic projects

Erosion of competitive advantage

Potential impact of the Pound falling against the Dollar on capex 

projects

Competition in [country]/[region]

Operational change

Any need to change operations to remove reliance on parts of 

the group which are linked to Russia/Belarus?

Unfilled key vacancies in the financial reporting group

Financial information maintained in multiple different IT 

environments with no automated interface

Regulatory environment

Failure to meet [customer]/[regulator] expectations/[Tax 

Audit]/[Compliance]

Increased focus on more transparent consumer pricing 

(unbundling)

Potential impact of climate change on long term operations

Potential impact of legislation or new regulations introduced to 

tackle climate change

Developments in financial reporting

[Newly effective standards]/[amendments]

http://cnhkgapp101.cn.kworld.kpmg.com/KeyAuditMatters/user/home.aspx
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Audit risks and our audit approach

Accuracy and valuation of PFI liabilities
Risk of error related to the incorrect recording of liabilities arising from assets funded through the private finance initia tive

7

• As at 31 March 2024 the Council has 3 PFI assets 

totalling £79m with liabilities totalling £102m. 

• PFI schemes are based on complex financial 

models which, aside from needing to mirror the 

contractual terms, contain assumptions about 

future events – namely inflation.

• There is a risk, due to the complexity of the 

financial models, that the value of the PFI liabilities 
recognised in the financial statements are incorrect

We will perform the following procedures in order to respond to the other audit risk 

identified:

• For a risk based sample of PFI schemes, agree inputs of the model to the underlying 

contract, reading the contract to ensure all pertinent contractual terms are included 

within the model; 

• Re-calculate the model, testing the validity of the formulas inherent to the model and 

ensuring that the model correctly calculates the different types of charges and the 

closing liability each period; and 

• Re-calculate the financial statement disclosures in reference to the tested models.

Other audit 
risk

Our 
response

How to populate slides 

Risk and description

Provide a brief plain English description of the risk. 

Explain whether it’s a risk of fraud or risk of error.

Relevant factors affecting our risk assessment

If you wish to, you may communicate those inherent risk factors that had 

the most significant effect on our significant risk assessment. For example, 

complexity, subjectivity of measurement, susceptibility to fraud, significant 

non-routine transactions, significant related party transaction, significant 

economic, accounting or other developments (see business risks below).

You may also list the key business risks that relate to audit risks based on 

your business understanding and where possible, use the language the AC 

uses to describe them. Examples include the following.

Significant audit risk or Other audit risk

Annotate each audit risk as either ‘Significant audit risk’ or ‘Other audit risk’. 

This is a tentative categorisation, based on your initial assessment. 

The AC may find it helpful to understand which significant risks are 

considered to be potential key audit matters in line with enhanced auditor 

reporting requirements. You may indicate whether a risk is a key audit 

matter by removing the square brackets as shown in the example on slide 

12. Delete the phrase altogether if not applicable.

You may include a short description of the ‘Other audit risk’ in the slide 

‘Other significant matters relevant to our audit approach’ if there is little to 

communicate or you may use these slides for an example of how to 

communicate such matters.

What’s the objective?

To help the AC understand the nature of the risk and why we believe it is significant. 

If this presentation to the audit committee is made before planning is completed, ensure that 

any risks identified as significant then or subsequently, e.g. at the interim review, are reported 

to the AC. It is important that all risks identified as ‘significant’ in KCw are reported to the AC.

Ensure KCw demonstrates review and timely sign-off. Our final reporting to the AC should 

detail how the risks previously reported to them have been dealt with.

For each potential key audit matter and other significant audit matter identified on Slide 8 

(Significant risks and Other audit risks), we provide a single-page dashboard explaining the 

nature of the risk and our planned audit response.

What does the AC need to know?

Under the new enhanced auditor reporting requirements, the AC will need to understand the key points/words that 

we’ll be using in our auditor’s report to describe the key audit matters.

The description should therefore correspond with the essence of how we expect to describe the matter in our 

expanded auditor’s report, if at the end of the audit we determine that it is a key audit matter. 

There are certain terms and phrases that are best avoided altogether when drafting key audit matters, and other 

phrases that are best used only with qualifying language. 

Examples of audit report language for key audit matters are available in the Enhanced auditor reporting database 

(courtesy of KPMG in China).

Description of business risk

Economic environment

Failure of geographic/product expansion due to [economic 

factors in country]/[region]

Decline in credit quality of trade receivables portfolio due to 

expansion into new markets

The [impact]/[anticipated impact] of the Russia/Ukraine conflict 

on the entity’s [supply chain][operations] etc

The [anticipated impact] of the Mini-budget announcement in the 

UK and the resulting uncertainty on the entity’s liquidity, cost of 

debt etc

Potential impact of the Pound falling against the Dollar

Impact of inflation and/or energy prices increase on liquidity

Potential shortfall on pension funds sponsored by the company

Strategic projects

Erosion of competitive advantage

Potential impact of the Pound falling against the Dollar on capex 

projects

Competition in [country]/[region]

Operational change

Any need to change operations to remove reliance on parts of 

the group which are linked to Russia/Belarus?

Unfilled key vacancies in the financial reporting group

Financial information maintained in multiple different IT 

environments with no automated interface

Regulatory environment

Failure to meet [customer]/[regulator] expectations/[Tax 

Audit]/[Compliance]

Increased focus on more transparent consumer pricing 

(unbundling)

Potential impact of climate change on long term operations

Potential impact of legislation or new regulations introduced to 

tackle climate change

Developments in financial reporting

[Newly effective standards]/[amendments]

http://cnhkgapp101.cn.kworld.kpmg.com/KeyAuditMatters/user/home.aspx
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Audit risks and our audit approach

Accuracy and valuation of PFI liabilities
Risk of error related to the incorrect recording of liabilities arising from assets funded through the private finance initia tive

7

• As at 31 March 2024 the Council has 3 PFI assets 

totalling £79m with liabilities totalling £102m. 

• PFI schemes are based on complex financial 

models which, aside from needing to mirror the 

contractual terms, contain assumptions about 

future events – namely inflation.

• There is a risk, due to the complexity of the 

financial models, that the value of the PFI liabilities 
recognised in the financial statements are incorrect

We are performing the following procedures in order to respond to the other audit risk 

identified:

• For a risk based sample of PFI schemes, agree inputs of the model to the underlying 

contract, reading the contract to ensure all pertinent contractual terms are included 

within the model; 

• Re-calculate the model, testing the validity of the formulas inherent to the model and 

ensuring that the model correctly calculates the different types of charges and the 

closing liability each period; and 

• Re-calculate the financial statement disclosures in reference to the tested models.

Conclusion:

Our specialist team is still reviewing the spreadsheet model used for the Council’s PFI 

schemes. This work over the model is expected to be concluded by the end of November at 
which point we will move onto the other procedures. From the work to-date we have not 

identified any issues that need to be reported to this committee.

Other audit 
risk

Our 
Findings

How to populate slides 

Risk and description

Provide a brief plain English description of the risk. 

Explain whether it’s a risk of fraud or risk of error.

Relevant factors affecting our risk assessment

If you wish to, you may communicate those inherent risk factors that had 

the most significant effect on our significant risk assessment. For example, 

complexity, subjectivity of measurement, susceptibility to fraud, significant 

non-routine transactions, significant related party transaction, significant 

economic, accounting or other developments (see business risks below).

You may also list the key business risks that relate to audit risks based on 

your business understanding and where possible, use the language the AC 

uses to describe them. Examples include the following.

Significant audit risk or Other audit risk

Annotate each audit risk as either ‘Significant audit risk’ or ‘Other audit risk’. 

This is a tentative categorisation, based on your initial assessment. 

The AC may find it helpful to understand which significant risks are 

considered to be potential key audit matters in line with enhanced auditor 

reporting requirements. You may indicate whether a risk is a key audit 

matter by removing the square brackets as shown in the example on slide 

12. Delete the phrase altogether if not applicable.

You may include a short description of the ‘Other audit risk’ in the slide 

‘Other significant matters relevant to our audit approach’ if there is little to 

communicate or you may use these slides for an example of how to 

communicate such matters.

What’s the objective?

To help the AC understand the nature of the risk and why we believe it is significant. 

If this presentation to the audit committee is made before planning is completed, ensure that 

any risks identified as significant then or subsequently, e.g. at the interim review, are reported 

to the AC. It is important that all risks identified as ‘significant’ in KCw are reported to the AC.

Ensure KCw demonstrates review and timely sign-off. Our final reporting to the AC should 

detail how the risks previously reported to them have been dealt with.

For each potential key audit matter and other significant audit matter identified on Slide 8 

(Significant risks and Other audit risks), we provide a single-page dashboard explaining the 

nature of the risk and our planned audit response.

What does the AC need to know?

Under the new enhanced auditor reporting requirements, the AC will need to understand the key points/words that 

we’ll be using in our auditor’s report to describe the key audit matters.

The description should therefore correspond with the essence of how we expect to describe the matter in our 

expanded auditor’s report, if at the end of the audit we determine that it is a key audit matter. 

There are certain terms and phrases that are best avoided altogether when drafting key audit matters, and other 

phrases that are best used only with qualifying language. 

Examples of audit report language for key audit matters are available in the Enhanced auditor reporting database 

(courtesy of KPMG in China).

Description of business risk

Economic environment

Failure of geographic/product expansion due to [economic 

factors in country]/[region]

Decline in credit quality of trade receivables portfolio due to 

expansion into new markets

The [impact]/[anticipated impact] of the Russia/Ukraine conflict 

on the entity’s [supply chain][operations] etc

The [anticipated impact] of the Mini-budget announcement in the 

UK and the resulting uncertainty on the entity’s liquidity, cost of 

debt etc

Potential impact of the Pound falling against the Dollar

Impact of inflation and/or energy prices increase on liquidity

Potential shortfall on pension funds sponsored by the company

Strategic projects

Erosion of competitive advantage

Potential impact of the Pound falling against the Dollar on capex 

projects

Competition in [country]/[region]

Operational change

Any need to change operations to remove reliance on parts of 

the group which are linked to Russia/Belarus?

Unfilled key vacancies in the financial reporting group

Financial information maintained in multiple different IT 

environments with no automated interface

Regulatory environment

Failure to meet [customer]/[regulator] expectations/[Tax 

Audit]/[Compliance]

Increased focus on more transparent consumer pricing 

(unbundling)

Potential impact of climate change on long term operations

Potential impact of legislation or new regulations introduced to 

tackle climate change

Developments in financial reporting

[Newly effective standards]/[amendments]

http://cnhkgapp101.cn.kworld.kpmg.com/KeyAuditMatters/user/home.aspx
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Audit risks and our audit approach

Non-capital expenditure is inaccurately recognised as capital expenditure 
Revenue expenditure is inaccurately recognised as capital expenditure

8

• Significant risk in relation to fraudulent expenditure 

recognition, capital accounting requirements are 

complex and may contain an element of 

judgement in determining which costs in a project 

can be capitalised and which need to be 
expensed.

• Given the size of the Council’s capital programme 
(c£200m in 23/24), we have identified an Other 

Audit Risk regarding revenue expenditure being 

inaccurately recognised as capital expenditure

We will perform the following procedures in order to respond to the risk identified:

• We will evaluate the design and implementation of controls for classifying expenditure as 
capital;

• We will review the list of capital programme for schemes which indicate an increased risk 

that the spend may be revenue in nature; and

• We will test a sample of capital expenditure incurred by the Council to ensure it is correctly 

capitalised

Other audit 
risk

Our 
response

How to populate slides 

Risk and description

Provide a brief plain English description of the risk. 

Explain whether it’s a risk of fraud or risk of error.

Relevant factors affecting our risk assessment

If you wish to, you may communicate those inherent risk factors that had 

the most significant effect on our significant risk assessment. For example, 

complexity, subjectivity of measurement, susceptibility to fraud, significant 

non-routine transactions, significant related party transaction, significant 

economic, accounting or other developments (see business risks below).

You may also list the key business risks that relate to audit risks based on 

your business understanding and where possible, use the language the AC 

uses to describe them. Examples include the following.

Significant audit risk or Other audit risk

Annotate each audit risk as either ‘Significant audit risk’ or ‘Other audit risk’. 

This is a tentative categorisation, based on your initial assessment. 

The AC may find it helpful to understand which significant risks are 

considered to be potential key audit matters in line with enhanced auditor 

reporting requirements. You may indicate whether a risk is a key audit 

matter by removing the square brackets as shown in the example on slide 

12. Delete the phrase altogether if not applicable.

You may include a short description of the ‘Other audit risk’ in the slide 

‘Other significant matters relevant to our audit approach’ if there is little to 

communicate or you may use these slides for an example of how to 

communicate such matters.

What’s the objective?

To help the AC understand the nature of the risk and why we believe it is significant. 

If this presentation to the audit committee is made before planning is completed, ensure that 

any risks identified as significant then or subsequently, e.g. at the interim review, are reported 

to the AC. It is important that all risks identified as ‘significant’ in KCw are reported to the AC.

Ensure KCw demonstrates review and timely sign-off. Our final reporting to the AC should 

detail how the risks previously reported to them have been dealt with.

For each potential key audit matter and other significant audit matter identified on Slide 8 

(Significant risks and Other audit risks), we provide a single-page dashboard explaining the 

nature of the risk and our planned audit response.

What does the AC need to know?

Under the new enhanced auditor reporting requirements, the AC will need to understand the key points/words that 

we’ll be using in our auditor’s report to describe the key audit matters.

The description should therefore correspond with the essence of how we expect to describe the matter in our 

expanded auditor’s report, if at the end of the audit we determine that it is a key audit matter. 

There are certain terms and phrases that are best avoided altogether when drafting key audit matters, and other 

phrases that are best used only with qualifying language. 

Examples of audit report language for key audit matters are available in the Enhanced auditor reporting database 

(courtesy of KPMG in China).

Description of business risk

Economic environment

Failure of geographic/product expansion due to [economic 

factors in country]/[region]

Decline in credit quality of trade receivables portfolio due to 

expansion into new markets

The [impact]/[anticipated impact] of the Russia/Ukraine conflict 

on the entity’s [supply chain][operations] etc

The [anticipated impact] of the Mini-budget announcement in the 

UK and the resulting uncertainty on the entity’s liquidity, cost of 

debt etc

Potential impact of the Pound falling against the Dollar

Impact of inflation and/or energy prices increase on liquidity

Potential shortfall on pension funds sponsored by the company

Strategic projects

Erosion of competitive advantage

Potential impact of the Pound falling against the Dollar on capex 

projects

Competition in [country]/[region]

Operational change

Any need to change operations to remove reliance on parts of 

the group which are linked to Russia/Belarus?

Unfilled key vacancies in the financial reporting group

Financial information maintained in multiple different IT 

environments with no automated interface

Regulatory environment

Failure to meet [customer]/[regulator] expectations/[Tax 

Audit]/[Compliance]

Increased focus on more transparent consumer pricing 

(unbundling)

Potential impact of climate change on long term operations

Potential impact of legislation or new regulations introduced to 

tackle climate change

Developments in financial reporting

[Newly effective standards]/[amendments]

http://cnhkgapp101.cn.kworld.kpmg.com/KeyAuditMatters/user/home.aspx
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Audit risks and our audit approach

Non-capital expenditure is inaccurately recognised as capital expenditure 
Revenue expenditure is inaccurately recognised as capital expenditure

8

• Significant risk in relation to fraudulent expenditure 

recognition, capital accounting requirements are 

complex and may contain an element of 

judgement in determining which costs in a project 

can be capitalised and which need to be 
expensed.

• Given the size of the Council’s capital programme 
(c£200m in 23/24), we have identified an Other 

Audit Risk regarding revenue expenditure being 

inaccurately recognised as capital expenditure

We have performed the following procedures in order to respond to the risk identified:

• We have evaluated the design and implementation of controls for classifying expenditure 
as capital;

• We have reviewed the list of capital programme for schemes which indicate an increased 

risk that the spend may be revenue in nature; and

• We have tested a sample of capital expenditure incurred by the Council to ensure it is 

correctly capitalised

Conclusion:

We have completed our work over the majority of the capital additions during the period. 

Some work over the Councils' additions to infrastructure assets are still pending. From the 

work to date we have not identified any issues that need to be reported to this Committee.

Other audit 
risk

Our 
Findings

How to populate slides 

Risk and description

Provide a brief plain English description of the risk. 

Explain whether it’s a risk of fraud or risk of error.

Relevant factors affecting our risk assessment

If you wish to, you may communicate those inherent risk factors that had 

the most significant effect on our significant risk assessment. For example, 

complexity, subjectivity of measurement, susceptibility to fraud, significant 

non-routine transactions, significant related party transaction, significant 

economic, accounting or other developments (see business risks below).

You may also list the key business risks that relate to audit risks based on 

your business understanding and where possible, use the language the AC 

uses to describe them. Examples include the following.

Significant audit risk or Other audit risk

Annotate each audit risk as either ‘Significant audit risk’ or ‘Other audit risk’. 

This is a tentative categorisation, based on your initial assessment. 

The AC may find it helpful to understand which significant risks are 

considered to be potential key audit matters in line with enhanced auditor 

reporting requirements. You may indicate whether a risk is a key audit 

matter by removing the square brackets as shown in the example on slide 

12. Delete the phrase altogether if not applicable.

You may include a short description of the ‘Other audit risk’ in the slide 

‘Other significant matters relevant to our audit approach’ if there is little to 

communicate or you may use these slides for an example of how to 

communicate such matters.

What’s the objective?

To help the AC understand the nature of the risk and why we believe it is significant. 

If this presentation to the audit committee is made before planning is completed, ensure that 

any risks identified as significant then or subsequently, e.g. at the interim review, are reported 

to the AC. It is important that all risks identified as ‘significant’ in KCw are reported to the AC.

Ensure KCw demonstrates review and timely sign-off. Our final reporting to the AC should 

detail how the risks previously reported to them have been dealt with.

For each potential key audit matter and other significant audit matter identified on Slide 8 

(Significant risks and Other audit risks), we provide a single-page dashboard explaining the 

nature of the risk and our planned audit response.

What does the AC need to know?

Under the new enhanced auditor reporting requirements, the AC will need to understand the key points/words that 

we’ll be using in our auditor’s report to describe the key audit matters.

The description should therefore correspond with the essence of how we expect to describe the matter in our 

expanded auditor’s report, if at the end of the audit we determine that it is a key audit matter. 

There are certain terms and phrases that are best avoided altogether when drafting key audit matters, and other 

phrases that are best used only with qualifying language. 

Examples of audit report language for key audit matters are available in the Enhanced auditor reporting database 

(courtesy of KPMG in China).

Description of business risk

Economic environment

Failure of geographic/product expansion due to [economic 

factors in country]/[region]

Decline in credit quality of trade receivables portfolio due to 

expansion into new markets

The [impact]/[anticipated impact] of the Russia/Ukraine conflict 

on the entity’s [supply chain][operations] etc

The [anticipated impact] of the Mini-budget announcement in the 

UK and the resulting uncertainty on the entity’s liquidity, cost of 

debt etc

Potential impact of the Pound falling against the Dollar

Impact of inflation and/or energy prices increase on liquidity

Potential shortfall on pension funds sponsored by the company

Strategic projects

Erosion of competitive advantage

Potential impact of the Pound falling against the Dollar on capex 

projects

Competition in [country]/[region]

Operational change

Any need to change operations to remove reliance on parts of 

the group which are linked to Russia/Belarus?

Unfilled key vacancies in the financial reporting group

Financial information maintained in multiple different IT 

environments with no automated interface

Regulatory environment

Failure to meet [customer]/[regulator] expectations/[Tax 

Audit]/[Compliance]

Increased focus on more transparent consumer pricing 

(unbundling)

Potential impact of climate change on long term operations

Potential impact of legislation or new regulations introduced to 

tackle climate change

Developments in financial reporting

[Newly effective standards]/[amendments]

http://cnhkgapp101.cn.kworld.kpmg.com/KeyAuditMatters/user/home.aspx
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