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To the Audit and Risk Committee of Scottish Water

We  a re  p le a s e d  t o  h a ve  t h e  o p p o r t u n it y  t o  m e e t  w it h  yo u  a g a in  o n  2 8  Ma rc h  
2 0 2 3  t o  d is c u s s  o u r  a u d it  o f  t h e  c o n s o lid a t e d  f in a n c ia l s t a t e m e n t s  
o f S c o t t is h  Wa t e r , a s  a t  a n d  fo r  t h e  ye a r  e n d in g  3 1  Ma rc h  2 0 2 3 .

Th is  re p o r t  o u t lin e s  o u r  r is k  a s s e s s m e n t  a n d  p la n n e d  a u d it  a p p ro a c h . We  
p ro vid e  t h is  re p o r t  t o  yo u  in  a d va n c e  o f  t h e  m e e t in g  t o  a llo w  yo u  s u f f ic ie n t  
t im e  t o  c o n s id e r  t h e  k e y  m a t t e rs  a n d  fo rm u la t e  yo u r q u e s t io n s . 

The engagement team 

Tim  Cu t le r , FCA, is  t h e  e n g a g e m e n t  p a r t n e r  o n  t h e  a u d it . He  h a s  2 5  ye a rs  o f  
p u b lic  s e c t o r  in d u s t ry  e xp e r ie n c e . 

Tim  Cu t le r  s h a ll le a d  t h e  e n g a g e m e n t  a n d  is  re s p o n s ib le  fo r  t h e  a u d it  
o p in io n .

Ot h e r  k e y  m e m b e rs  o f  t h e  e n g a g e m e n t  t e a m  in c lu d e  De b ra  Ch a m b e r la in  
(En g a g e m e n t  Dire c t o r ) a n d  Ca ro l Ba t c h e lo r  (En g a g e m e n t  S e n io r  Ma n a g e r )  
w it h  1 8  ye a rs  a n d  2 2  ye a rs  o f  e xp e r ie n c e  re s p e c t ive ly .

Yo u rs  s in c e re ly ,

Tim  Cu t le r
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How we deliver audit quality

Au d it  q u a lit y  is  a t  t h e  c o re  o f  e ve ryt h in g  w e  d o  a t  KP MG a n d  w e  b e lie ve  t h a t  
it  is  n o t  ju s t  a b o u t  re a c h in g  t h e  r ig h t  o p in io n , b u t  h o w  w e  re a c h  
t h a t o p in io n . We  c o n s id e r  r is k s  t o  t h e  q u a lit y  o f  o u r  a u d it  in  o u r  e n g a g e m e n t  
r is k  a s s e s s m e n t  a n d  p la n n in g  d is c u s s io n s .

We  d e f in e  ‘a u d it  q u a lit y’ a s  b e in g  t h e  o u t c o m e  w h e n  a u d it s  a re :

— Executed consistently ,  in  lin e  w it h  t h e  re q u ire m e n t s  a n d  in t e n t  o f  
applicable professional standards w it h in  a  s t ro n g  system of quality 
controls a n d

— All o f  o u r  re la t e d  a c t iv it ie s  a re  u n d e r t a k e n  in  a n  e n viro n m e n t  o f  t h e  
u t m o s t  le ve l o f  objectivity, in d e p e n d e n c e , ethics a n d  integrity .

Restrictions on distribution

Th is  re p o r t  is  in t e n d e d  s o le ly  fo r  t h e  in fo rm a t io n  o f  t h o s e  c h a rg e d  w it h  
g o ve rn a n c e  o f  t h e  Gro u p  a n d  t h e  re p o r t  is  p ro vid e d  o n  t h e  b a s is  t h a t  it  
s h o u ld  n o t  b e  d is t r ib u t e d  t o  o t h e r  p a r t ie s ; t h a t  it  w ill n o t  b e  q u o t e d  o r  
re fe r re d  t o , in  w h o le  o r  in  p a r t , w it h o u t  o u r  p r io r  w r it t e n  c o n s e n t ; a n d  t h a t  
w e  a c c e p t  n o  re s p o n s ib ilit y  t o  a n y t h ird  p a r t y  in  re la t io n  t o  it .
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Overview of planned scope including materiality
Our materiality levels

We  d e t e rm in e d  m a t e r ia lit y  fo r  t h e  c o n s o lid a t e d  f in a n c ia l s t a t e m e n t s  a t  a  
le ve l w h ic h  c o u ld  re a s o n a b ly  b e  e xp e c t e d  t o  in f lu e n c e  t h e  e c o n o m ic  
d e c is io n s  o f  u s e rs  t a k e n  o n  t h e  b a s is  o f  t h e  f in a n c ia l s t a t e m e n t s . We  u s e d  a  
b e n c h m a rk  o f  t o t a l e xp e n d it u re  w h ic h  w e  c o n s id e r  t o  b e  a p p ro p r ia t e  g ive n  
t h e  s e c t o r  in  w h ic h  t h e  e n t it y  o p e ra t e s , it s  o w n e rs h ip  a n d  f in a n c in g  
s t ru c t u re , a n d  t h e  fo c u s  o f  u s e rs . 

We  c o n s id e re d  q u a lit a t ive  fa c t o rs  s u c h  a s  o w n e rs h ip  s t ru c t u re , d e b t  
a r ra n g e m e n t s  a n d  t h e  b u s in e s s  e n viro n m e n t  w h e n  d e t e rm in in g  m a t e r ia lit y  
fo r  t h e  f in a n c ia l s t a t e m e n t s  a s  a  w h o le . 

To  re s p o n d  t o  a g g re g a t io n  r is k  f ro m  in d iv id u a lly  im m a t e r ia l m is s t a t e m e n t s , 
w e  d e s ig n  o u r  p ro c e d u re s  t o  d e t e c t  m is s t a t e m e n t s  a t  a  lo w e r  le ve l o f  
m a t e r ia lit y £ 1 7 .6 m  d r ive n  b y  o u r  e va lu a t io n  o f  t h e  p o t e n t ia l fo r  
m is s t a t e m e n t s  in  t h e  p e r io d . Ou r  e va lu a t io n  c o n s id e rs  t h e  h is t o ry  o f  
m is s t a t e m e n t s , t h e  c o n t ro l e n viro n m e n t  a n d  o t h e r  re le va n t  fa c t o rs .  We  a ls o  
a d ju s t  t h is  le ve l fu r t h e r  d o w n w a rd s  fo r  it e m s  t h a t  m a y b e  o f  s p e c if ic  in t e re s t  
t o  u s e rs  fo r  q u a lit a t ive  re a s o n s .

£0.25m
Misstatements reported to the audit and 
risk committee (2022: £0.25m)

£17.6m
Performance materiality for the 
consolidated financial statements as 
a whole (2022: £10.9m)

£23.5m
Materiality for the consolidated financial statements as a whole (1.5% of 
total expenditure based on 6 month actual results annualised)
(2022: £14.6m, 1% of total expenditure)

Group materiality

Th e c a lc u la t io n o f m a t e r ia lit y is s u b je c t ive in n a t u re a n d e a c h ye a r w e
c h a lle n g e o u rs e lve s w it h re s p e c t t o t h is c a lc u la t io n . Th e c h a n g e in
p e rc e n t a g e a p p lie d f ro m t h e p r io r ye a r is d r ive n b y o u r a s s e s s m e n t o f t h e
r is k s t o w h ic h S c o t t is h Wa t e r is e xp o s e d . It is a w h o lly o w n e d e n t it y o f t h e
S c o t t is h g o ve rn m e n t w it h n o e xt e rn a l b o r ro w in g . Give n t h is , a n d t h e fa c t
t h a t it re c o ve rs t h e m a jo r it y o f re ve n u e f ro m lo c a l a u t h o r it ie s ra t h e r t h a n
in d iv id u a l c u s t o m e rs , w e d e e m t h e p r im a ry u s e rs o f t h e f in a n c ia l
s t a t e m e n t s t o b e le g is la t o rs a n d re g u la t o rs .

We will report misstatements to the audit and risk committee including:

— Co rre c t e d  a n d  u n c o rre c t e d  a u d it  m is s t a t e m e n t s  a b o ve  £ 2 5 0 ,0 0 0 .

— Erro rs  a n d  o m is s io n s  in  d is c lo s u re  (Co rre c t e d  a n d  u n c o rre c t e d ) a n d  t h e  
e f fe c t  t h a t  t h e y , in d iv id u a lly  in  a g g re g a t e , m a y h a ve  o n  o u r  o p in io n .

— Ot h e r  m is s t a t e m e n t s  w e  in c lu d e  d u e  t o  t h e  n a t u re  o f  t h e  it e m .

Control environment

Th e  im p a c t  o f  t h e  g ro u p  c o n t ro l e n viro n m e n t  o n  o u r  a u d it  is  re f le c t e d  in  
o u r  p la n n e d  a u d it  p ro c e d u re s . Ou r  p la n n e d  a u d it  p ro c e d u re s  re f le c t  
f in d in g s  ra is e d  in  t h e  p re vio u s  ye a r  a n d  m a n a g e m e n t ’s  re s p o n s e  t o  t h o s e  
f in d in g s . We  h a ve  fo u n d  in  t h e  p a s t  t h a t  t h e  g ro u p ’s  c o n t ro l e n viro n m e n t  is  
s t ro n g  a n d  t h e re  is  a  c o n t in u o u s  d r ive  t o  im p ro ve  c o n t ro ls  a s  t h e  b u s in e s s  
e vo lve s  in  a n  e ve r  c h a n g in g  e n viro n m e n t  w it h in  in c re a s e d  re lia n c e  o n  
t e c h n o lo g y.
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Tim in g  o f  o u r  a u d it  a n d  c o m m u n ic a t io n s

We  w ill m a in t a in  c o m m u n ic a t io n  le d  b y  t h e  e n g a g e m e n t  p a r t n e r , d ire c t o r  a n d  
s e n io r  m a n a g e r  t h ro u g h o u t  t h e  a u d it .  We  s e t  o u t  b e lo w  t h e  fo rm , t im in g  a n d  
g e n e ra l c o n t e n t  o f  o u r  p la n n e d  c o m m u n ic a t io n s :

— Ha lf  ye a r  p la n n in g  m e e t in g  o n  2  No ve m b e r  2 0 2 2 .

— De b rie f  o n  h a lf  ye a r  a n d  in it ia l p la n n in g  m e e t in g  fo r  ye a r  e n d  a u d it  o n  1 7  
J a n u a ry  2 0 2 3 .

— Kic k -o ff  m e e t in g  w it h  m a n a g e m e n t  o n  1 0  Ma rc h  2 0 2 3  w h e re  w e  p re s e n t  o u r  
d ra f t  a u d it  p la n  o u t lin in g  o u r  a u d it  a p p ro a c h  a n d  d is c u s s  m a n a g e m e n t ’s  
p ro g re s s  in  k e y  a re a s .

— Au d it  a n d  r is k  c o m m it t e e  m e e t in g  o n  2 8  Ma rc h  2 0 2 3  w h e re  w e  p re s e n t  o u r  
f in a l a u d it  p la n .

— S t a t u s  m e e t in g s  w it h  m a n a g e m e n t  t h ro u g h o u t  t h e  d u ra t io n  o f  o u r  f ie ld w o rk  
in  Ap r il 2 0 2 3  a n d  e a r ly  Ma y 2 0 2 3  w h e re  w e  c o m m u n ic a t e  p ro g re s s  o n  t h e  
a u d it  p la n , a n y  m is s t a t e m e n t s , c o n t ro l d e f ic ie n c ie s  a n d  s ig n if ic a n t  is s u e s .

— Clo s in g  m e e t in g  w it h  m a n a g e m e n t  in  la t e  Ma y 2 0 2 3  w h e re  w e  d is c u s s  t h e  
a u d it o r ’s  re p o r t  a n d  a n y  o u t s t a n d in g  d e live ra b le s

— Au d it  a n d  r is k  c o m m it t e e  m e e t in g  o n  2 4  Ma y 2 0 2 3  w h e re  w e  c o m m u n ic a t e  
a u d it  m is s t a t e m e n t s  a n d  s ig n if ic a n t  c o n t ro l d e f ic ie n c ie s

Ch a n g e s  t o  o u r  a u d it  a p p ro a c h :

— IS A 3 1 5  (re v is e d ) is  a  re v is e d  a u d it  s t a n d a rd  re la t in g  t o  a u d it  r is k  a s s e s s m e n t , 
w it h  a n  in c re a s e d  fo c u s  o n  IT e n v iro n m e n t s  a n d  IT r is k . Th is  re v is e d  s t a n d a rd  
w ill im p a c t  t h e  a u d it  o f  t h e  g ro u p  fo r  t h e  f ir s t  t im e  fo r  t h e  ye a r  e n d in g  3 1  
Ma rc h  2 0 2 3 . Fu r t h e r  d e t a il w it h  re s p e c t  t o  t h e  im p a c t  o f  IS A 3 1 5 r  is  d e t a ile d  
in  t h e  a p p e n d ix  t o  t h is  d o c u m e n t  o n  p a g e s  2 5  t o  2 6 .

— IS A 2 4 0  (re v is e d ) is  a  re v is e d  a u d it  s t a n d a rd  w it h  m in o r  w o rd in g  c h a n g e s , 
h o w e ve r , t h e re  a re  c le a r  m e s s a g e s  f ro m  t h e  t o n e  o f  t h is  s t a n d a rd  re g a rd in g  
c la r if ic a t io n  o f  t h e  a u d it o r ’s  re s p o n s ib ilit y  w it h  re s p e c t  t o  f ra u d . Fu r t h e r  
d e t a il w it h  re s p e c t  t o  t h e  im p a c t  o f  IS A 2 4 0 r  is  d e t a ile d  in  t h e  a p p e n d ix  t o  
t h is  d o c u m e n t  o n  p a g e  2 7 .

Using the work of others and areas requiring specialised skill

We  o u t lin e  b e lo w  w h e re , in  o u r  p la n n e d  a u d it  re s p o n s e  t o  a u d it  r is k s ,  w e  
e xp e c t  t o  u s e  t h e  w o rk  o f  o t h e rs  o r  re q u ire  s p e c ia lis e d s k ills /k n o w le d g e  
o r  e xp e r t is e  in  a  s p e c ia lis e d a re a  o f  a c c o u n t in g  o r  a u d it in g  t o  p e r fo rm  
p la n n e d  a u d it  p ro c e d u re s  o r  e va lu a t e  re s u lt s .  

Overview of planned scope including materiality (Cont.)

Specialist
s Extent of planned involvement or use of work

IT Au d it  
t e a m

Th e  IT t e a m  w ill a s s is t  w it h  p ro c e d u re s  in vo lve d  
in  g a in in g  a n  u n d e rs t a n d in g  o f  t h e  IT 
e n v iro n m e n t  a n d  in lin e  w it h  re v is e d  IS A 3 1 5  
re q u ire m e n t s  p e r fo rm  t e s t in g  o ve r  re le va n t  
a u t o m a t e d  c o n t ro ls  a s  w e ll a s  p e r fo rm in g  
t e s t in g  o ve r  t h e  g e n e ra l IT c o n t ro ls .  

Ac t u a r ia l 

Th e  KP MG P e n s io n s  s p e c ia lis t s  w ill a s s is t  t h e  
a u d it  t e a m  b y  p e r fo rm in g  a  re v ie w  o f  t h e  
p e n s io n  a s s u m p t io n s  a n d  p ro v id in g  a  c o n c lu s io n  
o n  w h e t h e r  t h e y  a re  a p p ro p r ia t e  in  re la t io n  t o  
KP MG a c c e p t a b le  ra n g e s .
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Scope definition
Au d it  S c o t la n d  h a s  a p p o in t e d  KP MG LLP  a s  a u d it o r  o f  S c o t t is h  
Wa t e r  in  a c c o rd a n c e  w it h  t h e  P u b lic  Fin a n c e  a n d  Ac c o u n t a b ilit y  
(S c o t la n d ) Ac t 2 0 0 0 ).  Th e  in it ia l p e r io d  o f  a p p o in t m e n t  w a s  2 0 1 6 -1 7  
t o  2 0 2 0 -2 1 , in c lu s ive , w h ic h  w a s  fu r t h e r  e x t e n d e d  b y  o n e  ye a r  t o  
2 0 2 1 -2 2 . KP MG h a s  b e e n  s u b s e q u e n t ly  re -a p p o in t e d  fo r  t h e  p e r io d  o f  
2 0 2 2 -2 3  t o  2 0 2 6 -2 7 .

Our 2022 -23 audit activities will include:
— a n a u d it o f t h e f in a n c ia l s t a t e m e n t s a n d p ro vis io n o f a n  o p in io n o n

w h e t h e r  t h e  f in a n c ia l s t a t e m e n t s :
– g ive  a  t ru e  a n d  fa ir  v ie w  in  a c c o rd a n c e  w it h  t h e  Wa t e r  In d u s t ry   

(S c o t la n d ) Ac t  2 0 0 2  a n d  d ire c t io n s  m a d e  t h e re u n d e r  b y t h e  
S c o t t is h   Min is t e rs  o f  t h e  a f fa irs  o f  S c o t t is h  Wa t e r  a s  a t  3 1  
Ma rc h  2 0 2 3  a n d  o f  t h e   in c o m e  a n d  e xp e n d it u re  o f  t h e  g ro u p  
fo r  t h e  ye a r  t h e n  e n d e d ;

– International Financial Reporting Standards using the cost model for property, plant 
and equipment and, where otherwise appropriate, as adapted and interpreted by 
the FReM; 

– Re le va n t  s t a t u t e s , a n d  a n y  o t h e r  Dire c t io n s  o r  g u id a n c e  is s u e d  
b y  S c o t t is h  Min is t e rs .

We  h a ve  p re v io u s ly  p ro v id e d  a  Lo n g  Fo rm  Au d it  Re p o r t  (LFAR).  
Wh ils t  S c o t t is h  Wa t e r  a d h e re  t o  s o m e  o f  t h e  p r in c ip le s  o f  t h e  UK 
Co rp o ra t e  Go ve rn a n c e  Co d e , yo u  d o  n o t  m e e t  t h e  c r it e r ia  o f  
‘vo lu n t a ry  c o m p lia n c e ’ a n d  yo u r  g o ve rn a n c e  d ire c t io n s  h a ve  c h a n g e d  
t h is  ye a r  t o  re m o ve  t h e  re q u ire m e n t  t o  a d h e re  t o  t h e  Co m b in e d  
Co d e .  Th e re  is  n o  re q u ire m e n t  t o  p ro v id e  a  Lo n g  Fo rm  Au d it  Re p o r t  
a s  a  re s u lt .

Other reporting:

— Co m p le t io n o f  re t u rn s  t o  Au d it  S c o t la n d  (in c lu d in g  Na t io n a l 
Fra u d  In it ia t ive  a r ra n g e m e n t s  a n d  Clim a t e  c h a n g e ).

— Re p o rt in g  t o   Wa t e r  In d u s t ry  Co m m is s io n  fo r  S c o t la n d  o n  
Re g u la t o ry Ac c o u n t s .

— Re p o rt in g  t o  S c o t t is h  Go ve rn m e n t  o n  Wh o le  o f  Go ve rn m e n t  
Ac c o u n t s  (WOGA).

In  a d d it io n  t o  re s p o n s ib ilit ie s  u n d e r  o u r  a p p o in t m e n t  b y  Au d it  
S c o t la n d ,  S c o t t is h  Wa t e r  h a s  a p p o in t e d  u s  a s  a u d it o r  o f  it s  
s u b s id ia r ie s  a n d  fo r  t h e   p ro v is io n  o f  a n  o p in io n  in  re s p e c t  o f  
re vie w  o f  t h e  in t e r im  f in a n c ia l s t a t e m e n t s   fo r  t h e  s ix  m o n t h s  
e n d e d  3 0  S e p t e m b e r 2 0 2 2 .

Planned Scope (continued)
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Our risk assessment draws upon our 
historic knowledge of the business, the 
industry and the wider economic 
environment in which Scottish Water 
operates. 

We  a ls o  u s e  o u r  re g u la r  m e e t in g s  w it h  
s e n io r  m a n a g e m e n t  t o  u p d a t e  o u r  
u n d e rs t a n d in g  a n d  t a k e  in p u t  f ro m  
c o m p o n e n t  a u d it  t e a m s  a n d  in t e rn a l 
a u d it  re p o r t s .

Ou r  a p p ro a c h  t o  t h e  s ig n if ic a n t  r is k  
re la t in g  t o  Ca p it a l Ad d it io n s  m a y  
c h a n g e  d e p e n d in g  o u t  o n  t h e  o u t c o m e  
o f  t h e  re q u e s t  t o  S c o t t is h  Go ve rn m e n t  
t o  c h a n g e  t h e  d ire c t io n s  is s u e d  fo r  
S c o t t is h  Wa t e r .  

Du e  t o  t h e  c u r re n t  le ve ls  o f  e c o n o m ic  
u n c e r t a in t y  t h e re  is  a n  in c re a s e d  
lik e lih o o d  o f  s ig n if ic a n t  r is k s  e m e rg in g  
t h ro u g h o u t  t h e  a u d it  c yc le  t h a t  a re  n o t  
id e n t if ie d  (o r  in  e x is t e n c e ) a t  t h e  t im e  
w e  p la n n e d  o u r  a u d it .  Wh e re  s u c h  it e m s  
a re  id e n t if ie d  w e  w ill a m e n d  o u r  a u d it  
a p p ro a c h  a c c o rd in g ly  a n d  c o m m u n ic a t e  
t h is  t o  t h e  Au d it  a n d  Ris k  Co m m it t e e .

Significant risks and Other audit risks

Significant risks

Ca p it a l Ad d it io n s  

Ma n a g e m e n t o ve rr id e  o f  c o n t ro ls

Re ve n u e  Re c o g n it io n  

Ba d  De b t  P ro v is io n  

P e n s io n  Lia b ilit y  

Other audit risks

Go in g  Co n c e rn

Im p a irm e n t  o f  in ve s t m e n t  in  
s u b s id ia r ie s

1

2

3

4

5

6

7

KEY

S ig n if ic a n t  f in a n c ia l s t a t e m e n t  a u d it  
r is k s  

Ot h e r  a u d it  r is k

Ch a n g e  c o m p a re d  t o  p r io r  ye a r

Ne w  k e y  a u d it  m a t t e r /s ig n if ic a n t  a u d it  
r is k

1

1

1 P
o

te
n

ti
al

 i
m

pa
ct

 o
n

 f
in

an
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al
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ta
te

m
en

ts

Lik e lih o o d  o f  m a t e r ia l m is s t a t e m e n tLo w

Hig h

Hig h

1

7

3

5

4

2
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Wider scope

Risk assessment

We  c o n s id e r  t h e  re le va n c e  a n d  s ig n if ic a n c e  o f  t h e  
p o t e n t ia l b u s in e s s  r is k s  fa c e d  b y  p u b lic  b o d ie s ,  
a n d  o t h e r  r is k s  t h a t  a p p ly  s p e c if ic a lly  t o  S c o t t is h  
Wa t e r .  Th e s e  a re  t h e  s ig n if ic a n t  o p e ra t io n a l a n d  
f in a n c ia l r is k s  in  a c h ie v in g  s t a t u t o ry  fu n c t io n s  
a n d  o b je c t ive s ,  w h ic h  a re  re le va n t  t o  t h e  
a u d it o r ' s  re s p o n s ib ilit ie s  u n d e r  t h e  Co d e  o f  Au d it  
P ra c t ic e .  In  d o in g  s o , w e c o n s id e r :
— S c o t t is h  Wa t e r ’s  o w n  a s s e s s m e n t  o f  t h e  r is k s  it  f a c e s ,  a n d

it s
a r ra n g e m e n t s  t o  m a n a g e  a n d  a d d re s s  t h o s e r is k s ;

— Evid e n c e  g a in e d  f ro m  p re v io u s  a u d it  w o rk , in c lu d in g  t h e  
re s p o n s e  t o  t h a t  w o rk ; a n d

— Th e  w o rk  o f  o t h e r  s t a k e h o ld e rs ,  s u c h  a s  t h e  Wa t e r  
In d u s t ry  Co m m is s io n  fo r  S c o t la n d .

Approach

We  a re  re q u ire d  t o  a s s e s s  a n d  p ro v id e  c o n c lu s io n s  in  t h e  An n u a l Au d it  Re p o r t  in  re s p e c t  o f  fo u r  w id e r  s c o p e  a re a s : 
f in a n c ia l s u s t a in a b ilit y , f in a n c ia l m a n a g e m e n t ,  v is io n , le a d e rs h ip  a n d  g o ve rn a n c e , a n d  t h e  u s e  o f  re s o u rc e s  t o  im p ro ve  
o u t c o m e s . We  s e t  o u t  b e lo w  a n  o ve rvie w  o f  o u r  a p p ro a c h  t o  w id e r  s c o p e  re q u ire m e n t s  o f  o u r  a n n u a l a u d it .  We  p ro v id e  
o u r  2 0 2 2 -2 3 r is k  a s s e s s m e n t  in  r e s p e c t  o f  t h e s e  a r e a s  o n  t h e  n e x t  p a g e .  We  w ill p ro v id e  n a r ra t ive  o n  t h e s e  a n d  o t h e r  
a re a s  in  t h e  An n u a l Au d it  Re p o r t  w h e re re le va n t . Identification of significant risks

Th e  Co d e  id e n t if ie s  a  m a t t e r  a s  s ig n if ic a n t  if ,  in  
t h e  a u d it o r ’s  p ro fe s s io n a l v ie w , it  is  re a s o n a b le  t o  
c o n c lu d e  t h a t  it  w o u ld b e  o f  in t e re s t  t o  t h e  
a u d it e d  b o d y  o r  t h e  w id e r p u b lic .

S ig n if ic a n c e  h a s  b o t h  q u a lit a t ive  a n d  q u a n t it a t ive
a s p e c t s .

If  w e  id e n t ify  a n y  s ig n if ic a n t  w id e r  s c o p e  r is k s ,  w e  w ill 
h ig h lig h t t h e  r is k t o  S c o t t is h  Wa t e r  a n d  c o n s id e r  t h e  m o s t  
a p p ro p r ia t e  a u d it re s p o n s e in  e a c h  c a s e , in c lu d in g  t o  
c o n s id e r  t h e  re s u lt s  o f  w o rk  b y  S c o t t is h  Wa t e r  a n d  o t h e r
s t a k e h o ld e rs .

Concluding on wider scope
At  t h e  c o n c lu s io n  o f  t h e  w id e r  s c o p e  a u d it  w e  
w ill c o n s id e r   t h e  re s u lt s  o f  t h e  w o rk  
u n d e r t a k e n  a n d  a s s e s s  t h e a s s u ra n c e   o b t a in e d  
a g a in s t  e a c h  o f  t h e  w id e r  s c o p e  a u d it a re a s .

If  a n y  is s u e s  a re  id e n t if ie d  t h a t  m a y b e  s ig n if ic a n t  t o  t h is  
a s s e s s m e n t ,   a n d  in  p a r t ic u la r  if  t h e re  a re  is s u e s  t h a t  
in d ic a t e  w e  m a y n e e d  t o  c o n s id e r   q u a lify in g  o u r  w id e r  
s c o p e  c o n c lu s io n , w e  w ill d is c u s s  t h e s e  w it h   
m a n a g e m e n t  a s  s o o n  a s  p o s s ib le .  S u c h  is s u e s  w ill a ls o  b e  
c o n s id e re d   m o re  w id e ly  a s  p a r t  o f  KP MG’s  q u a lit y  
c o n t ro l p ro c e s s e s ,  t o  h e lp  e n s u re   t h e  c o n s is t e n c y  o f t h e  
a u d it o r ' s d e c is io n s .

Reporting
We  w ill p e r fo rm  a w id e r  s c o p e  r is k  a s s e s s m e n t   
a n d  re p o r t  o n  a n y  re la t e d s ig n if ic a n t  r is k s .  We  w ill 
u p d a t e  o u r  a s s e s s m e n t  t h ro u g h o u t  t h e  ye a r  a n d   
s h o u ld  a n y  is s u e s  p re s e n t  t h e m s e lve s  w e  w ill 
r e p o r t  t h e m  in   o u r  An n u a l Au d it Re p o r t .
We  w ill r e p o r t  o n  t h e  re s u lt s  o f  o u r  w o rk  in  re la t io n  t o  
w id e r  s c o p e  t h ro u g h   o u r  An n u a l Au d it  Re p o r t .  Th is  w ill 
s u m m a r is e  a n y  s p e c if ic  m a t t e r s  a r is in g ,  a n d  t h e  b a s is  fo r  
o u r  o ve ra ll c o n c lu s io n .
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Wider scope (cont.)

Financial
sustainability

Financial
management

Re m u n e ra t io
n   
d is c lo s u re
s

Potential risk type: Wid e r
s c o p e

FY 2 0 2 2 -2 3  r is k s

Ca p it a l
p ro g ra m m e

Vis io n , 
le a d e rs h ip  a n d  

g o ve rn a n c e

Au t h o r is a t io n
a n d   
a p p ro va ls

Co m p ly in g  
w it h   FRe M
d is c lo s u re   

r e q u ire m e n t s

Bu d g e t  
s e t t in g   a n d
m o n it o r in g

P ro c u re m e n
t   
a r ra n g e m e n
t s

Bu s in e s s
p la n n in g

De c is io n
m a k in g

Re s p o n s e  t o   
f ra u d  a n d
e r ro r

P e r fo rm a n c e
a t   a  g la n c e
KP Is

Op e n n e s
sa n d

t ra n s p a re n c y

In t e rn a l a u d it  &   
c o rp o ra t e

g o ve rn a n c e   
a r ra n g e m e n t s

Risk assessment

We  h a ve n o t id e n t if ie d a n y f in a n c ia l s t a t e m e n t s ig n if ic a n t r is k s in re la t io n t o w id e r s c o p e . Th e k e y a s p e c t s o f S c o t t is h Wa t e r ’s
a r ra n g e m e n t s w h ic h w e in t e n d t o c o n s id e r in re s p e c t o f w id e r s c o p e re s p o n s ib ilit ie s a re s e t o u t b e lo w . Th e  c h a rt  b e lo w  s u m m a ris e s  
t h e  a re a s  w e  c o m m e n t e d  o n  in  o u r 2 0 2 1 -2 2  a u d it  a n d  t h o s e  id e n t ifie d  d u rin g  re vie w  o f t h e  2 0 2 2 -2 3  g u id a n c e o n a u d it p la n n in g .
No t e t h a t n o a s s e s s m e n t o f r is k is m e a n t t o b e in d ic a t e d b y t h e p la c e m e n t o f it e m s o n t h e c h a r t .

De p e n d e n c y
o n   k e y
s u p p lie rs

Ch a n g in g  la n d s c a p e  fo r   
p u b lic  f in a n c ia l

m a n a g e m e n t

Fin a l De t e rm in a t io n  
a n d  De live ry  P la n

Go ve rn m e n t  fu n d in gIn f la t io n a ry p re s s u re s  

Us e  o f  re s o u rc e s  t o  
im p ro ve  o u t c o m e s
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Group involvement – Significant component audits

KP MG p e r fo rm  t h e  a u d it  o f  
S c o t t is h  Wa t e r  a s  w e ll a s  it s  
s u b s id ia ry  e n t it ie s .  Th e  o n ly  
s ig n if ic a n t  c o m p o n e n t  t o  t h e  
g ro u p  a u d it  is  S c o t t is h  Wa t e r  
Bu s in e s s  S t re a m  Lim it e d .

Th e  re m a in in g  fo u r  s u b s id ia ry  
e n t it ie s  a re  n o t  s ig n if ic a n t  a n d  
t h e s e  a u d it s  a re  s c h e d u le d  t o  b e  
c o m p le t e d  a f t e r  t h e  s ig n  o f f  o f  t h e  
g ro u p  f in a n c ia l s t a t e m e n t s  o f  
S c o t t is h  Wa t e r .

Fo r  t h e  s ig n if ic a n t  c o m p o n e n t ,  w e  
w ill r e v ie w  t h e  p la n n e d  
p ro c e d u re s  in  re la t io n  t o  
s ig n if ic a n t  r is k  a re a s  a n d  w e  w ill 
a s s e s s  t h e  e xe c u t io n  o f  t h is  w o rk . 

Fro m  1  Oc t o b e r  2 0 2 2  t h e  a c t iv it ie s  
o f  t h e  Ab e rd e e n  En viro n m e n t a l 
S e rv ic e s  Lim it e d  (AES ) h a ve  b e e n  
a b s o rb e d  in t o  t h e  re g u la t e d  
a c t iv it ie s  o f  S c o t t is h  Wa t e r .  AES  
c e a s e d  t ra d in g  f ro m  t h a t  d a t e .  It  is  
e xp e c t e d  t h a t  AES  w ill b e  
d e re g is t e re d  a n d  n o t  s u b je c t  t o  
a u d it  fo r  t h e  2 0 2 3  p e r io d .

1 2 3 4 5 6
Components

Areas of audit risk

Scottish Water      

Scottish Water Business Stream 
Limited

    

Risks impacting statutory audits only (not group audit)

Scottish Water Business Stream 
Holdings Limited 

 

Scottish Water Horizons Limited  

Scottish Water Horizons Holdings 
Limited

 

Scottish Water Services 
(Grampian) Limited 
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Audit risks and our audit approach 

The risk

— Ca p it a l a d d it io n s  a re  s ig n if ic a n t ,  
c o m p r is in g  t h e  la rg e s t  e le m e n t  o f  S c o t t is h  
Wa t e r ’s  a n n u a l e xp e n d it u re ,  re la t e d  t o  t h e  
d e live ry  p la n  fo r  re g u la t e d  a c t iv it ie s .

— Me m b e rs  a re  in c e n t iv is e d  a c ro s s  a  n u m b e r  
o f  f in a n c ia l a n d  o t h e r  m e a s u re s  in c lu d in g  
c a p it a l s p e n d  a n d  c o m p le t io n  o f  c a p it a l 
in ve s t m e n t  p ro g ra m m e s .

— Th e re  is  ju d g e m e n t  in vo lve d  in  t h e  
a llo c a t io n  o f  e xp e n d it u re  b e t w e e n  c a p it a l 
a d d it io n s  a n d  re ve n u e  w h ic h  c a n  a f fe c t  
p ro f it  a n d  in ve s t m e n t  m e a s u re s  re p o r t e d  
in  t h e  f in a n c ia l s t a t e m e n t s .

Business risks related to audit risks include:

— In a p p ro p r ia t e  a m o u n t s  c a p it a lis e d  a n d  
d e v ia t io n  f ro m  d e live ry  p la n  

S ig n if ic a n t  a u d it  r is k   

1
Capital additions – existence and accuracy of 
amounts capitalised to property, plant and 
equipment

Fra u d  r is k  re la t e d  t o  t h e  in a p p ro p r ia t e  
c a p it a lis a t io n  o f  a s s e t s .

— Te s t in g  t h e  d e s ig n  a n d  o p e ra t in g  e f fe c t ive n e s s  o f  c o n t ro ls  o ve r  t h e  a llo c a t io n  o f  c o s t s  
b e t w e e n  c a p it a l a n d  re ve n u e  w it h in  t h e  f in a n c ia l le d g e r  a t  t h e  p ro je c t  in it ia t io n  s t a g e  a n d  
o n  a n  o n g o in g  b a s is ;

— Te s t in g  t h e  d e s ig n  a n d  o p e ra t in g  e f fe c t ive n e s s  o f  c o n t ro ls  o ve r  t h e  c o n s is t e n c y  b e t w e e n  
t o t a l c a p it a l e xp e n d it u re  re p o r t e d  in  t h e  f in a n c ia l s t a t e m e n t s  a n d  t h a t  re p o r t e d  t o  t h o s e  
c h a rg e d  w it h g o ve rn a n c e  a s  p a r t  o f  o n g o in g  c a p it a l p ro je c t m o n it o r in g ;

— Te s t in g  t h e  d e s ig n  a n d  o p e ra t in g  e f fe c t ive n e s s  o f  c o n t ro ls  o ve r :
• t h e  a p p ro va l s t a g e s  o f  c a p it a l e xp e n d it u re  o n  p ro je c t s ;
• t h e  a llo c a t io n  o f  c o s t s  b e t w e e n  c a p it a l a n d  re ve n u e ;
• h e  t h e  a p p ro p r ia t e n e s s  o f  re c la s s if ic a t io n  f ro m  a s s e t s  in  t h e  c o u rs e  o f  c o n s t ru c t io n ;

— Co m p a r in g  t h e  re p o r t s  o f  S c o t t is h  Wa t e r ’s  c a p it a l p ro je c t m o n it o r in g  g ro u p  t o  t h e  c a p it a l 
a d d it io n s  re c o rd e d  in  t h e  f in a n c ia l s t a t e m e n t s ;

— Us e  o f  s a m p lin g  m e t h o d s  t o  e va lu a t e  t h e  a p p ro p r ia t e n e s s  o f  t h e  c la s s if ic a t io n  o f  
e xp e n d it u re  a s  c a p it a l b y  c o n s id e r in g  t h e  n a t u re  o f  t h e  e xp e n d it u re  t o  e n s u re  it  is  
e n h a n c in g  w it h  re fe re n c e  t o  in vo ic e , c e r t if ic a t e  o r t im e s h e e t s a n d c o n s id e r in g t h e
a p p lic a t io n o f t h e  re le va n t p o lic ie s a n d  a c c o u n t in g  s t a n d a rd s ;

— Re vie w  o f  h ig h  r is k  m a n u a l jo u rn a ls  re la t in g  t o  c a p it a l a d d it io n s ; a n d
— Us e  o f  KP MG’s  D&A c a p a b ilit ie s  t o  a n a lys e  t h e  g e n e ra l le d g e r  t ra n s a c t io n s  a n d  t e s t in g  a n y  

o u t lie r s  b y  a g re e in g  t ra n s a c t io n s  b a c k  t o  va lid  s o u rc e  d o c u m e n t s ,  s u c h  a s  in vo ic e s ,  
c e r t if ic a t e s ,  c o n t ra c t s ,  t im e s h e e t s .

Planned response

In c re a s e  f ro m  p r io r  
ye a r  d u e  t o  f ra u d  
r is k  a p p lie d

The risk that additions to property, plant and equipment are recorded 
Inappropriately when: the expenditure is not eligible for capitalisation, the
Items are not accurately recorded, the entity does not have the rights to
the assets or the assets do not exist. 
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Audit risks and our audit approach (cont.)

The risk the financial statements are misstated due to 
management override of controls

The risk

— P ro fe s s io n a l s t a n d a rd s  re q u ire  u s  t o  
c o m m u n ic a t e  t h e  f ra u d  r is k  f ro m  
m a n a g e m e n t  o ve r r id e  o f  c o n t ro ls  a s  
s ig n if ic a n t .  

— Ma n a g e m e n t  is  in  a  u n iq u e  p o s it io n  t o  
p e rp e t ra t e  f ra u d  b e c a u s e  o f  t h e ir  a b ilit y  t o  
m a n ip u la t e  a c c o u n t in g  re c o rd s  a n d  
p re p a re  f ra u d u le n t  f in a n c ia l s t a t e m e n t s  b y  
o ve r r id in g  c o n t ro ls  t h a t  o t h e rw is e  a p p e a r  
t o  b e  o p e ra t in g  e f fe c t ive ly .

— Me m b e rs  a re  in c e n t iv is e d a c ro s s  a  n u m b e r  
o f  k e y  f in a n c ia l p e r fo rm a n c e  m e a s u re s ,  
in c lu d in g  c a p it a l in ve s t m e n t  w h ic h  
in c re a s e s  t h e  r is k  o f  m a n ip u la t io n .

Business risks related to audit risks include:

— Ris k  o f  m is a p p ro p r ia t io n  o f  a s s e t s  a n d  
e r ro n e o u s  f in a n c ia l re p o r t in g .

S ig n if ic a n t  a u d it  r is k  

2 Management override of controls
Fra u d  r is k  re la t e d  t o  u n p re d ic t a b le  w a y  
m a n a g e m e n t  o ve r r id e  o f  c o n t ro ls  
m a y o c c u r

Ou r  a u d it  m e t h o d o lo g y  in c o rp o ra t e s  t h e  r is k  o f  m a n a g e m e n t  o ve r r id e  a s  a  d e fa u lt  
s ig n if ic a n t  r is k .
We  p la n  t o :
— In  lin e  w it h  o u r  m e t h o d o lo g y , e va lu a t e  t h e  d e s ig n  a n d  im p le m e n t a t io n  o f  c o n t ro ls  o ve r  

jo u rn a l e n t r ie s  a n d  p o s t  c lo s in g  a d ju s t m e n t s ;
— Id e n t ify  jo u rn a l e n t r ie s  t o  t e s t  b a s e d  o n  h ig h  r is k  c r it e r ia  a n d  c o m p a r in g  t h e  id e n t if ie d  

e n t r ie s  t o  va lid  s u p p o r t in g  d o c u m e n t a t io n  a s  w e ll a s  c o n s id e r in g  w h e t h e r  s u c h  jo u rn a ls  
a re  a p p ro p r ia t e ly  a u t h o r ize d  a n d  h a ve  a  va lid  b u s in e s s  ra t io n a le .;

— Eva lu a t e  a c c o u n t in g  e s t im a t e s ,  in c lu d in g  t h e  c o n s id e ra t io n  o f  b a d  d e b t  p ro v is io n , 
p e n s io n  lia b ilit ie s ,  in c o m e  u n c e r t a in t y  p ro v is io n , re ve n u e  re c o g n it io n  in  S WBS  a n d  
c re d it  n o t e  p ro v is io n ;

— Eva lu a t e  t h e  s e le c t io n  a n d  a p p lic a t io n  o f  a c c o u n t in g  p o lic ie s ;
— As s e s s  t h e  a p p ro p r ia t e n e s s  o f  c h a n g e s  c o m p a re d  t o  t h e  p r io r  ye a r  t o  t h e  m e t h o d s  a n d  

u n d e r ly in g  a s s u m p t io n s  u s e d  t o  p re p a re  a c c o u n t in g  e s t im a t e s ; a n d
— As s e s s  t h e  b u s in e s s  ra t io n a le  a n d  t h e  a p p ro p r ia t e n e s s  o f  t h e  a c c o u n t in g  fo r  s ig n if ic a n t  

t ra n s a c t io n s  t h a t  a re  o u t s id e  n o rm a l c o u rs e  o f  b u s in e s s ,  o r  a re  o t h e rw is e  u n u s u a l.
— We  w ill u n d e rs t a n d  a n y  c o rp o ra t e  a n d  p e rs o n a l o b je c t ive s  o f  d ire c t o rs  a n d  w h e t h e r  

t h e s e  w o u ld  p ro v id e  a n y  in c e n t ive  fo r  m a n a g e m e n t  t o  o ve r r id e  c o n t ro ls  t o  a c h ie ve  
t h e m .  We  w ill d e s ig n  a u d it  p ro c e d u re s  t o  a d d re s s  a n y  a re a s  o f  c o n c e rn .

Planned response

Co n s is t e n t  w it h  p r io r  
ye a r



1 2© 2 0 2 3  KP MG LLP , a  UK lim it e d  lia b ilit y  p a r t n e rs h ip  a n d  a  m e m b e r  f irm  o f  t h e  KP MG g lo b a l o rg a n is a t io n  o f  in d e p e n d e n t  m e m b e r  f irm s  a f f ilia t e d  w it h  KP MG In t e rn a t io n a l Lim it e d ,  a  p r iva t e  En g lis h  
c o m p a n y  lim it e d  b y  g u a ra n t e e .  
A ll r ig h t s  re s e rve d .

Audit risks and our audit approach (cont.)

Revenue is recognized for arrangements that; do not exist or do not 
meet the definition of a contract under the standard .

The risk

— P ro fe s s io n a l s t a n d a rd s  re q u ire  u s  t o  p re s u m e  (u n le s s  
re b u t t e d ) t h a t  t h e  f ra u d  r is k  f ro m  re ve n u e  re c o g n it io n  is  a  
s ig n if ic a n t  r is k .

— Th e re  is  a  r is k  t h a t  re ve n u e  is  re c o g n ize d  fo r  a r ra n g e m e n t s  
t h a t ; d o  n o t  e x is t  o r  d o  n o t  m e e t  t h e  d e f in it io n  o f  a  
c o n t ra c t  u n d e r  t h e  s t a n d a rd .

— P e rfo rm a n c e -b a s e d  re m u n e ra t io n  g ive s  m a n a g e m e n t  a n  
in c e n t ive  t o  a c h ie ve  c e r t a in  f in a n c ia l re s u lt s  w h ic h  
in c re a s e s  t h e  r is k  o f  f ra u d u le n t  p re m a t u re  re ve n u e  
re c o g n it io n .

— Ac c ru e d  re ve n u e  in c lu d e s  s u b je c t ive  m e a s u re m e n t s  a s  it  is  
e s t im a t e d  b a s e d  o n  h is t o r ic a l d a t a  f ro m  p a s t  b ills  t o  c re a t e  
a n  e xp e c t a t io n  o f  t h e  u n b ille d  a m o u n t  b e t w e e n  t h e  la s t  b ill 
a n d  t h e  ye a r  e n d . Th u s  re q u ir in g  m a n a g e m e n t  t o  e xe rc is e  
s ig n if ic a n t  ju d g m e n t  w it h  re s p e c t  t o  t h is  e s t im a t io n .

— To  n o t e , t h e re  h a s  b e e n  a  c h a n g e  in  t h e  b illin g  s ys t e m  in  
t h e  c u rre n t  ye a r . All c u s t o m e r  d a t a  w a s  m ig ra t e d  t o  a  n e w  
b illin g  s ys t e m - Ge n t ra c k  d u r in g  Fe b ru a ry  2 0 2 3 .  Th e re  is  a  
r is k  t h a t  t h e  d a t a  is  n o t  c o m p le t e ly  a n d   a c c u ra t e ly  
m ig ra t e d  im p a c t in g  o n  t h e  re ve n u e  re c o g n is e d  in  t h e  
c u rre n t  ye a r .

Business risks related to audit risks include:

— Ris k  o f  in c o rre c t  re ve n u e  re c o g n is e d  re s u lt in g  in  
e r ro n e o u s  f in a n c ia l re p o r t in g

S ig n if ic a n t  a u d it  r is k

3 Revenue recognition (Scottish Water Business 
Stream) – risk that revenue does not exist

Fra u d  r is k  re la t e d  t o  m is s t a t e m e n t  o f  
re ve n u e s

Ou r  p ro c e d u re s  in  re s p e c t  o f  t h e  r is k  in  S c o t t is h  Wa t e r  Bu s in e s s  S t re a m   in c lu d e :
— Co n firm in g  o u r  u n d e rs t a n d in g  o f  t h e  re ve n u e  s t re a m s  id e n t if ie d  b y  f lo w c h a r t in g  a n d  

c o m p le t in g  a  w a lk t h ro u g h  o f  e a c h  s e p a ra t e ly  id e n t if ia b le  re ve n u e  s t re a m  in  b o t h  t h e  
o ld  a n d  n e w  s ys t e m s ;

— Co n s id e r in g  t h e  d e s ig n  a n d  im p le m e n t a t io n  o f  k e y  c o n t ro ls  (c o ve r in g  b o t h  s ys t e m s ), t h e  
re ve n u e  re c o g n it io n  p ro c e s s e s  a n d  m a n a g e m e n t ’s  c a lc u la t io n  o f  a c c ru e d  a n d  d e fe r re d  
re ve n u e s ;

— P e rfo rm in g  c a s h  re c e ip t s  t o  re ve n u e  p re d ic t ive  a n a lys is  o n  re ve n u e  re c o g n is e d  in  t h e  
ye a r ; a  re c o n c ilia t io n  o f  a ll c a s h , d e b t o rs  a n d  a c c ru e d  re ve n u e  fo r  t h e  ye a r . Th is  
p re d ic t ive  a n a lys is  w ill b e  d o n e  in  t h re e  p h a s e s , p re -m ig ra t io n , p o s t  m ig ra t io n  a n d  a t  
ye a r  e n d ;

— P e rfo rm in g   ye a r  e n d  c u t  o f f  t e s t in g  t o  a s s e s s  w h e t h e r  s a le s  t ra n s a c t io n s  a re  
re c o g n is e d  in  t h e  c o rre c t  p e r io d ;

— Co n s id e r in g  t h e  d e fe r ra l o f  re ve n u e  re c o g n is e d  in  re s e c t  o f  a d va n c e d  b illin g  t o  e n s u re  
t h is  is  a p p ro p r ia t e  a n d  c o rre c t ly  c a lc u la t e d ; 

— Ch a lle n g e  o f  a s s u m p t io n s  u s e d  in  e s t im a t in g  t h e  a c c ru e d  re ve n u e  in  re la t io n  t o  t h e  
u n b ille d  p o r t io n  o f  re ve n u e  a t  t h e  ye a r  e n d  a n d  re p e rfo rm a n c e  o f  t h e  c a lc u la t io n s  u s e d  
b y  m a n a g e m e n t  t o  a r r ive  a t  t h e  e s t im a t e ; a n d

— Te s t in g  t h e  c o m p le t e n e s s  a n d  a c c u ra c y  o f  t h e  d a t a  in  t h e  n e w  b illin g  s ys t e m  p o s t  
m ig ra t io n .

We rebut the risk in respect of Scottish Water and other subsidiaries.
We  re b u t  t h e  re ve n u e  f ra u d  r is k  in  S c o t t is h  Wa t e r  a s  t h e re  is  lim it e d  o p p o r t u n it y  fo r  
m a n a g e m e n t  t o  m a n ip u la t e  re ve n u e  re c o g n is e d  a n d  re ve n u e  t ra n s a c t io n s  a re  n o n  c o m p le x  
w it h  lo w  le ve l o f  ju d g e m e n t  a n d  e s t im a t io n .
— Fo r  S c o t t is h  Wa t e r , w e  w ill re q u e s t  c o n f irm a t io n  o f  h o u s e h o ld  a n d  w h o le s a le  re ve n u e  

f ro m  in d iv id u a l lo c a l a u t h o r it ie s  a n d  lic e n c e d  p ro v id e rs  re s p e c t ive ly ;
— Fo r  S c o t t is h  Wa t e r  Ho r izo n s  Lim it e d , re ve n u e  is  re c o g n is e d  b a s e d  o n  c o n t ra c t  va lu e s ; 

a n d
Fo r  S c o t t is h  Wa t e r  S e rv ic e s  (Gra m p ia n ) Lim it e d  t h e  m a in  s o u rc e  o f  re ve n u e  is  (d ire c t ly  

Planned response

In c re a s e  f ro m  p r io r  
ye a r  d u e  t o  s ys t e m  
c h a n g e  a t  S WBS
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Audit risks and our audit approach (cont.)

The risk receivables are overstated.

Provision for doubtful debts at 30/09/22:
Scottish Water: £465m 
Scottish Water Business Stream: £51m

— Th e re  a re  a  n u m b e r  o f  a s s u m p t io n s  in c lu d e d  in  t h e  
c a lc u la t io n  o f  t h e  b a d  d e b t  p ro v is io n ; t h e  m o s t  s e n s it ive  o f  
t h e s e  is  t h e  o ve ra ll fo re c a s t  c o lle c t io n  ra t e  b a s e d  o n  
h is t o r ic a l d a t a .

Scottish Water

Household bad debt provision.

— Ho u s e h o ld  w a t e r  d e b t  is  a  s t a t u t o ry  d e b t  re c o ve ra b le  f ro m  
t h e  o c c u p ie r . Th e  h o u s e h o ld  b illin g  a n d  c a s h  c o lle c t io n  is  
p e r fo rm e d  b y  lo c a l a u t h o r it ie s  a n d  c a n n o t  b e  in f lu e n c e d  b y  
S c o t t is h  Wa t e r .

Scottish Water Business Stream

General

— Th e  b a d  d e b t s  p ro v is io n  fo r  S WBS  is  h ig h ly  ju d g e m e n t a l in  
n a t u re  a n d  t h e  r is k  is  e xp e c t e d  t o  h a ve  in c re a s e d  d u e  t o  t h e  
c h a n g e  in  b illin g  s ys t e m  d u r in g  t h e  2 0 2 2 -2 3  f in a n c ia l ye a r .

— Th e re  is  t h e re fo re  a n  in h e re n t  r is k  o f  e r ro r  s u c h  t h a t  
in a p p ro p r ia t e  a s s u m p t io n s  a re  m a d e  t o  in fo rm  t h is  p ro v is io n .

Business risks related to audit risks include:

— In c re a s e d  e c o n o m ic  a n d  f in a n c ia l p re s s u re s  in c re a s e  t h e  r is k  
o f  d e fa u lt  b y  c u s t o m e rs  re s u lt in g  in  f in a n c ia l lo s s  t o  t h e  
b u s in e s s

S ig n if ic a n t  a u d it  r is k  

4
Bad debt provision – risk that the valuation of 
the bad debt provision is misstated 

S ig n if ic a n t  r is k  d u e  t h e  ju d g e m e n t a l 
n a t u re  o f  t h e  b a d  d e b t  p ro v is io n  
c a lc u la t io n

— Te s t in g  t h e  d e s ig n  a n d  im p le m e n t a t io n  o f  c o n t ro ls  o ve r  t h e  re v ie w  a n d  a p p ro va l 
o f  t h e  p ro v is io n  a n d  a s s o c ia t e d  a s s u m p t io n s , b y  t h o s e  c h a rg e d  w it h  g o ve rn a n c e  
d u r in g  t h e  ye a r  a n d  a t  t h e  ye a r e n d .

— S a m p le  t e s t in g  o f  t h e  re c o n c ilia t io n  o f  in fo rm a t io n  p ro v id e d  o n  a  m o n t h ly  b a s is  b y  
lo c a l a u t h o r it ie s  fo r  h o u s e h o ld  b a d  d e b t  p ro v is io n  in  re s p e c t  o f  a m o u n t s  b ille d  a n d  
c o lle c t e d . Th is  h is t o r ic a l in fo rm a t io n  fo rm s  t h e  b a s is  o f  t h e  fo re c a s t  c o lle c t io n ra t e .

— We  w ill c o m p a re  t h e  in fo rm a t io n  o n  h is t o r ic a l c o lle c t io n  ra t e s  (fo r  S c o t t is h  Wa t e r ) 
a s  t h e  b a s is  fo r  t h e  c u rre n t  ye a r  p ro v is io n  c a lc u la t io n , t o  t h e  re c o rd s  h e ld  in  re s p e c t  
o f  p r io r ye a rs .

— We  w ill a g re e  t h e  t o t a l a m o u n t  b ille d  a n d  c o lle c t e d  in  re s p e c t  o f  2 0 2 2 -2 3 , a s  
re c o rd e d  in  S c o t t is h  Wa t e r ’s  re c o rd s , t o  c o n f irm a t io n s  re c e ive d  f ro m  in d iv id u a l 
lo c a l a u t h o r it ie s .

— Fo r  S c o t t is h  Wa t e r  Bu s in e s s  S t re a m , w e  w ill e va lu a t e  t h e  a d e q u a c y  o f  t h e  p ro v is io n s  
a g a in s t  t ra d e  re c e iva b le s  b y  c r it ic a lly  a s s e s s in g  t h e  a s s u m p t io n s  m a d e  in  d e t e rm in in g  
t h e  le ve l o f  p ro v is io n  fo r  e a c h  c a t e g o ry o f  a g e d  d e b t s , w it h  re fe re n c e  t o  t h e  p ro f ile  o f  
a g e d  d e b t s  a t  t h e  b a la n c e  s h e e t  d a t e  c o m p a re d  w it h  e q u iva le n t  d a t a  o b s e rve d  
s u b s e q u e n t  t o  a n d  a t  p r io r  ye a r-e n d s  a lo n g  w it h  a n  a s s e s s m e n t  o f  t h e  le ve l o f  p o s t  
b a la n c e  s h e e t  c a s h  re c e ip t s .

— We  w ill t e s t  t h e  re le va n c e  a n d  re lia b ilit y  o f  u n d e r ly in g  d a t a  u s e d  fo r  t h e  c o m p u t a t io n . 
In  a d d it io n , w e  w ill a s s e s s  w h e t h e r  d a t a  f ro m  HiAff in it y w a s  a c c u ra t e ly a n d  
c o m p le t e ly m ig ra t e d  t o  t h e  n e w  b illin g  s ys t e m  – Ge n t ra c k . Ou r  t e s t in g  w ill in c lu d e  
a t t r ib u t e  t e s t in g  (o n  re le va n t  d a t a  e le m e n t s  s u c h  a s  in vo ic e  d a t e ) a n d  re c o n c ilia t io n  o f  
d a t a  f ro m  b o t h  b illin g  s ys t e m s .

— We  w ill c o m p a re  t h e  c h a n g e  in  fo re c a s t  h o u s e h o ld  c o lle c t io n  ra t e  in  t h e  c u rre n t  
ye a r , t o  t h e  h is t o r ic a l t re n d  o f  c o lle c t io n  ra t e s  s in c e 1 9 9 6 -9 7 .

— We  w ill p e r fo rm  s e n s it iv it y  a n a lys is  a n d  c h a lle n g e  m a n a g e m e n t  in  re s p e c t  o f  t h e  
fo re c a s t  c o lle c t io n  ra t e  b y  in c re a s in g  a n d  d e c re a s in g  it  b a s e d  o n  o u r  ju d g e m e n t  a n d  
a s s e s s in g  t h e  im p a c t  o n  t h e p ro v is io n .

— We  w ill a s s e s s  t h e  d is c lo s u re  o f  s e n s it iv it ie s  b y  t h e  m e m b e rs , a n d d e s c r ip t io n  o f  
t h e  p ro v is io n  in  t h e  f in a n c ia l s t a t e m e n t s .

Planned response

In c re a s e d  r is k  d u e  
t o  n e w  b illin g  
s ys t e m  in  S WBS  
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Audit risks and our audit approach (cont.)

An  in a p p ro p r ia t e  a m o u n t  is  e s t im a t e d  a n d  re c o rd e d  fo r  
t h e  d e f in e d  b e n e f it  o b lig a t io n

The risk

— S m a ll c h a n g e s  in  t h e  m a in  a s s u m p t io n s  
a n d  e s t im a t e s  (i.e .  d is c o u n t  ra t e ,  in f la t io n  
ra t e  a n d  m o r t a lit y  ra t e ) u s e d  t o  va lu e  t h e  
p e n s io n  o b lig a t io n  w o u ld  h a ve  a  
s ig n if ic a n t  e f fe c t  o n  t h e  n e t  p e n s io n  
lia b ilit y .

— Em p lo ye e s  o f  S c o t t is h  Wa t e r  p a r t ic ip a t e  in  
t h e  S c o t t is h  Lo c a l Go ve rn m e n t  P e n s io n  
S c h e m e  t h ro u g h  t h re e  fu n d s ; No r t h  Ea s t  
S c o t la n d  p e n s io n  fu n d ; t h e  Lo t h ia n  
p e n s io n  fu n d ; a n d  t h e  S t ra t h c lyd e  p e n s io n  
fu n d .

— Em p lo ye e s  o f  S c o t t is h  Wa t e r  Bu s in e s s  
S t re a m  p a r t ic ip a t e  o n ly  in  t h e  S t ra t h c lyd e  
P e n s io n s  Fu n d .

Business risks related to audit risks include:

— Ma rk e t  vo la t ilit y  a n d  w id e r  e c o n o m ic  
u n c e r t a in t y  in c re a s e s  t h e  r is k  o f  p e n s io n s  
b e in g  m is s t a t e d

S ig n if ic a n t  a u d it  r is k

5 Pension Liability – risk that the valuation of 
the defined benefit obligation is misstated 

S ig n if ic a n t  r is k  o ve r  in a c c u ra t e  
va lu a t io n  o f  p e n s io n  lia b ilit y .

Ou r  a u d it  a p p ro a c h  t o  IAS  1 9  c o ve r in g  b o t h  S c o t t is h  Wa t e r  a n d  S c o t t is h  Wa t e r  Bu s in e s s  
S t re a m  in c lu d e s :

— Te s t in g  t h e  d e s ig n  a n d  o p e ra t in g  e f fe c t ive n e s s  o f  c o n t ro ls  o ve r  t h e  p ro v is io n  o f  
m e m b e rs h ip  in fo rm a t io n  t o  m a n a g e m e n t ’s  a c t u a ry  w h o  u s e s  it ,  t o g e t h e r  w it h  t h e  
a s s u m p t io n s , t o  c a lc u la t e  t h e  p e n s io n  o b lig a t io n .

— Re vie w  o f  m a n a g e m e n t ’s  e xp e r t  u s e d  in  t h e  va lu a t io n  o f  t h e  d e f in e d  b e n e f it  p e n s io n  
o b lig a t io n .

— Ch a lle n g in g , w it h  t h e  s u p p o r t  o f  o u r  o w n  a c t u a r ia l s p e c ia lis t s ,  t h e  k e y  a s s u m p t io n s  
a p p lie d , b e in g  t h e  d is c o u n t  ra t e ,  in f la t io n  ra t e  a n d  m o r t a lit y /life  e xp e c t a n c y  a g a in s t  
e x t e rn a lly  d e r ive d  d a t a .

— Ch a lle n g in g  t h e  ra t e  o f  in c re a s e  in  t h e  p e n s io n a b le  s a la r ie s  a s s u m p t io n , b y  
c o m p a r in g  it  t o  o t h e r  e v id e n c e  s u c h  a s  t h e  re g u la t o ry  d e live ry  p la n  a n d  o u r  
u n d e rs t a n d in g  o f  S c o t t is h  Go ve rn m e n t  e xp e c t a t io n s .

— Co n s id e r in g  t h e  a d e q u a c y  o f  t h e  d is c lo s u re s  in  re s p e c t  o f  t h e   s e n s it iv it y  o f  t h e  
d e f ic it  t o  t h e s e  a s s u m p t io n s .

— Ou r  a p p ro a c h  t o  t h e  a u d it  o f  p e n s io n  s c h e m e s  c o n t in u e s  t o  in c lu d e  e n h a n c e d  q u a lit y  
p ro c e d u re s ,  a c c o rd in g ly , w e  w ill lia is e  w it h  t h e  s c h e m e  a c t u a r ie s  a n d  fu n d  a u d it o rs  
re g a rd in g  t h e  u n d e r ly in g  d a t a  a n d  p ro c e d u re s  a t  t h o s e  e n t it ie s .  G ive n  t h e  c u r re n t  
vo la t ile  m a rk e t  c o n d it io n s  c a u s e d  b y  lo c a l a n d  g lo b a l e c o n o m ic  u n c e r t a in t y , w e  
e xp e c t  s o m e  s ig n if ic a n t  f lu c t u a t io n s  in  t h e  p e n s io n  lia b ilit y  p r im a r ily  d r ive n  b y  
c h a n g e s  t o  a s s u m p t io n s .

Planned response

In c re a s e d  r is k  d u e  t o  m a rk e t  
vo la t ilit y  a n d  d e m o g ra p h ic  
d a t a  (e .g .  m o r t a lit y  t a b le s )
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Audit risks and our audit approach (cont.)

Risk that the entity will not be a going concern into the 
foreseeable future.

The risk

— Ma n a g e m e n t ’s  a s s e s s m e n t  o f  t h e  g ro u p ’s  
a b ilit y  t o  c o n t in u e  a s  a  g o in g  c o n c e rn  
in vo lve s  s ig n if ic a n t  ju d g m e n t  w it h  re s p e c t  
t o  it  b e in g  b a s e d  o n  a n  e va lu a t io n  o f  t h e  
in h e re n t  r is k s  t o  S c o t t is h  Wa t e r’s  b u s in e s s  
m o d e l, a s  w e ll a s  t h a t  o f  it s  s u b s id ia ry 
e n t it ie s , a n d  h o w  t h o s e  r is k s  m ig h t  a ffe c t  it s  
f in a n c ia l re s o u rc e s  o r  a b ilit y  t o  c o n t in u e  
o p e ra t io n s  o ve r  a  p e r io d  o f  a t  le a s t  1 2  
m o n t h s  f ro m  t h e  d a t e  o f  a p p ro va l o f  t h e s e  
f in a n c ia l s t a t e m e n t s .

— Dis c lo s u re s  in  t h e  f in a n c ia l s t a t e m e n t  a n d  
t h e  a n n u a l re p o rt  a re  n o t  a d e q u a t e  w it h  
re g a rd  t o  t h e  e ffe c t  o f  id e n t if ie d  r is k s  t o  t h e  
e n t it y’s  f in a n c ia l p o s it io n , p e rfo rm a n c e , 
b u s in e s s  m o d e l a n d  s t ra t e g y.

Business risks related to audit risks include:

— Du e  t o  t h e  c u r re n t  e c o n o m ic  u n c e r t a in t y , 
in c re a s e d  c o s t  o f  liv in g  a n d  m a rk e t  
vo la t ilit y ,  t h e  a b ilit y  t o  a c c u ra t e ly  fo re c a s t  
is  d if f ic u lt  a n d  in vo lve s  e s t im a t e s  a n d  
ju d g e m e n t s  t h u s  im p a c t in g  a n  a s s e s s m e n t  
o n  g o in g  c o n c e rn . 

Ot h e r  a u d it  r is k

6 Going Concern
Ris k  re la t in g  t o  d is c lo s u re s  re la t e d  t o  g o in g  c o n c e rn  
in c lu d in g  t h e  ju d g e m e n t  o f  w h e t h e r  t h e re  is  m a t e r ia l 
u n c e r t a in t y

— Eva lu a t e  h o w  m a n a g e m e n t ’s  r is k  a s s e s s m e n t  p ro c e s s  id e n t if ie s  b u s in e s s  r is k s  re la t in g  t o  
e ve n t s  a n d  c o n d it io n s  t h a t  m a y  c a s t  s ig n if ic a n t  d o u b t  o n  t h e  g ro u p ’s  a b ilit y  t o  c o n t in u e  
a s  a  g o in g  c o n c e rn .

— Eva lu a t e  t h e  m o d e ls  m a n a g e m e n t  u s e s  in  it s  a s s e s s m e n t ,  in c lu d in g  u s e  o f  t h e  w o rk  o f  
m a n a g e m e n t ’s  s p e c ia lis t s ,  a n d  e va lu a t e  h o w  t h e  in fo rm a t io n  s ys t e m  c a p t u re s  e ve n t s  a n d  
c o n d it io n s  t h a t  m a y  c a s t  s ig n if ic a n t  d o u b t  o n  a b ilit y  t o  c o n t in u e  a s  a  g o in g  c o n c e rn .

— Eva lu a t e  w h e t h e r  m a n a g e m e n t ’s  a s s e s s m e n t  h a s  fa ile d  t o  id e n t ify  e ve n t s  o r  c o n d it io n s  
t h a t  m a y  c a s t  s ig n if ic a n t  d o u b t  o n  g o in g  c o n c e rn  a n d  w h e t h e r  t h e  m e t h o d  u s e d  b y  
m a n a g e m e n t  is  a p p ro p r ia t e .

— Eva lu a t e  w h e t h e r  s u f f ic ie n t  a n d  a p p ro p r ia t e  a u d it  e v id e n c e  h a s  b e e n  o b t a in e d  t o  c o n c lu d e  
w h e t h e r  a  m a t e r ia l u n c e r t a in t y  e x is t s  a n d  t h e  a p p ro p r ia t e n e s s  o f  m a n a g e m e n t ’s  u s e  (o r  
o t h e rw is e ) o f  t h e  g o in g  c o n c e rn  b a s is  o f  a c c o u n t in g .

— Eva lu a t e  w h e t h e r  t h e re  is  a d e q u a t e  s u p p o r t  fo r  t h e  a s s u m p t io n s  u n d e r ly in g  m a n a g e m e n t ’s  
a s s e s s m e n t ,  w h e t h e r  t h e y  a re  re a lis t ic  a n d  a c h ie va b le  a n d  c o n s is t e n t  w it h  t h e  e x t e rn a l 
a n d /o r  in t e rn a l e n v iro n m e n t  a n d  o t h e r  m a t t e r s  id e n t if ie d  in  t h e  a u d it .

Planned response

Co n s is t e n t  w it h  
p r io r  ye a r



1 6© 2 0 2 3  KP MG LLP , a  UK lim it e d  lia b ilit y  p a r t n e rs h ip  a n d  a  m e m b e r  f irm  o f  t h e  KP MG g lo b a l o rg a n is a t io n  o f  in d e p e n d e n t  m e m b e r  f irm s  a f f ilia t e d  w it h  KP MG In t e rn a t io n a l Lim it e d ,  a  p r iva t e  En g lis h  
c o m p a n y  lim it e d  b y  g u a ra n t e e .  
A ll r ig h t s  re s e rve d .

Audit risks and our audit approach (cont.)

The value of investments are overstated 

The risk

— In f la t io n a ry  p re s s u re s  a n d  w id e r  e c o n o m ic  
u n c e r t a in t y   t r ig g e r  t h e  r is k  o f  im p a irm e n t  
in  s u b s id ia r ie s  in  t h e  s e p a ra t e  f in a n c ia l 
s t a t e m e n t s  o f  S c o t t is h  Wa t e r  a s  a t  3 1  
Ma rc h  2 0 2 3 , w it h  a  h ig h e r  r is k  in  re la t io n  
t o  t h e  in ve s t m e n t  o f  S c o t t is h  Wa t e r  
Bu s in e s s  S t re a m  Ho ld in g s  in  S c o t t is h  
Wa t e r  Bu s in e s s  S t re a m  a n d  t h e  in ve s t m e n t  
in  S c o t t is h  Wa t e r  Ho r izo n s  Lim it e d .

Business risks related to audit risks include:

— Th e  u n c e r t a in  e c o n o m ic  e n v iro n m e n t ,  
in f la t io n a ry  p re s s u re s  a n d  e ve r  in c re a s in g  
c o s t s  in c re a s e s  t h e  r is k  o f  e r ro r  in  
fo re c a s t in g  a c c u ra t e ly , t h u s  im p a c t in g  
im p a irm e n t  a s s e s s m e n t s  fo r  in ve s t m e n t  in  
s u b s id ia ry  e n t it ie s .

Ot h e r  a u d it  r is k  

7 Impairment in investment of Subsidiaries 
(valuation assertion) 

Ris k  t h a t  in ve s t m e n t s  s h o u ld  b e  
im p a ire d

— Fro m 1  Oc t o b e r  2 0 2 2  t h e  a c t iv it ie s  o f  t h e  Ab e rd e e n  En viro n m e n t a l S e rv ic e s  Lim it e d  (AES ) 
h a ve  b e e n  a b s o rb e d  in t o  t h e  re g u la t e d  a c t iv it ie s  o f  S c o t t is h  Wa t e r .  AES  c e a s e d  t ra d in g  
f ro m  t h a t  d a t e .  Th e  a c t iv it ie s  fo r  S c o t t is h  Wa t e r  S e rv ic e s  (Gra m p ia n ) w e re  a ls o  a b s o rb e d  
in t o  t h e  t ra d in g  a c t iv it ie s  o f  S c o t t is h  Wa t e r  f ro m  1  Oc t o b e r  2 0 2 2 . Th is  re s t ru c t u re  w ill 
im p a c t  t h e  in ve s t m e n t s  h e ld  b y  S c o t t is h  Wa t e r .  Th e  jo u rn a ls  re la t in g  t o  t h e  re s t ru c t u re ,  
w ill b e  a u d it e d , in c lu d in g  d is c lo s u re  re la t in g  t h e re t o  in  t h e  a n n u a l re p o r t ;

— We  w ill c o m p a re  t h e  c a r ry in g  a m o u n t  o f  in ve s t m e n t  in  s u b s id ia r ie s  w it h  t h e  re le va n t  
s u b s id ia r ie s ’ n e t  a s s e t s  t o  id e n t ify  w h e t h e r  t h e ir  n e t  a s s e t s ,  b e in g  a n  a p p ro x im a t io n  o f  
t h e ir  m in im u m  re c o ve ra b le  a m o u n t ,  w e re  in  e xc e s s  o f  t h e ir  c a r ry in g  a m o u n t ;

— We  w ill a ls o  fu r t h e r  c o n s id e r  t h e  c a r ry in g  a m o u n t  o f  t h e  in ve s t m e n t  in  t ra d in g  s u b s id ia ry  
e n t it ie s  w it h  t h e  e xp e c t e d  va lu e  o f  t h e  b u s in e s s  b a s e d  o n  a  d is c o u n t e d  c a s h  f lo w  b a s is ; 
a n d

— Ch a lle n g e  m a n a g e m e n t ,  w h e re  a p p ro p r ia t e ,  o n  t h e  re a s o n a b le n e s s  o f  a s s u m p t io n s  u s e d  in  
t h e ir  d is c o u n t e d  c a s h  f lo w  w o rk in g s .

Planned response

Co n s is t e n t  w it h  
p r io r  ye a r
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Other significant matters related to our audit approach

Impacts of climate risk 

As  p e r  t h e  2 0 2 2 /2 3  a u d it  p la n n in g  g u id a n c e  is s u e d  b y  Au d it  S c o t la n d , a u d it o rs  o f  P u b lic  b o d ie s  w ill b e  re q u ire d  t o  p ro v id e  fe e d b a c k  o n  t h e  b e lo w  s ix  q u e s t io n s  o n  
c lim a t e  c h a n g e  t o  Au d it  S c o t la n d .

P u b lic  b o d ie s  h a ve  s t a t u t o ry  d u t ie s  t o  a c t  o n  c lim a t e  c h a n g e , in c lu d in g  h e lp in g  t o  d e live r  S c o t la n d ’s  n e t  ze ro  e m is s io n s  t a rg e t  b y  2 0 4 5 . Au d it o rs  n e e d  t o  b e  a w a re  
o f  h o w  a u d it e d  b o d ie s  a re  p la n n in g  a n d  re s p o n d in g  t o  c lim a t e  c h a n g e . Ou r  a u d it  a p p ro a c h  t o w a rd s  c lim a t e  c h a n g e  w ill c o n t in u e  t o  e vo lve  a n d  a lig n  w it h  fu t u re  
a u d it in g  s t a n d a rd s .

Th e  s ix  q u e s t io n s  t o  w h ic h  Au d it  S c o t la n d  re q u ire s  re s p o n s e s  a re  n o t e d  b e lo w :

1 . Wh a t  t a rg e t s  h a s  t h e  b o d y  s e t  fo r  re d u c in g  e m is s io n s  in  it s  o w n  o rg a n is a t io n  o r  in  it s  lo c a l a re a ?

2 . Do e s  t h e  b o d y  h a ve  a  c lim a t e  c h a n g e  s t ra t e g y  o r  a c t io n  p la n  w h ic h  s e t s  o u t  h o w  t h e  b o d y  in t e n d s  t o  a c h ie ve  it s  t a rg e t s ?

3 . Ho w  d o e s  t h e  b o d y  m o n it o r  a n d  re p o r t  p ro g re s s  t o w a rd s  m e e t in g  it s  e m is s io n s  t a rg e t s  in t e rn a lly  a n d  p u b lic ly?

4 . Ha s  t h e  b o d y  c o n s id e re d  t h e  im p a c t  o f  c lim a t e  c h a n g e  o n  it s  f in a n c ia l s t a t e m e n t s ?

5 . Wh a t  a re  t h e  a re a s  o f  t h e  f in a n c ia l s t a t e m e n t s  w h e re  c lim a t e  c h a n g e  h a s , o r  is  e xp e c t e d  t o  h a ve , a  m a t e r ia l im p a c t ?

6 . Do e s  t h e  b o d y  in c lu d e  c lim a t e  c h a n g e  in  it s  n a r ra t ive  re p o r t in g  w h ic h  a c c o m p a n ie s  t h e  f in a n c ia l s t a t e m e n t s  a n d  is  it  c o n s is t e n t  w it h  t h o s e  f in a n c ia l 
s t a t e m e n t s ?

As  p a r t  o f  o u r  p ro c e d u re s  o n  o t h e r  in fo rm a t io n , w e  w ill o b t a in  a n d  re a d  yo u r  d ra f t ES G/c lim a t e  c h a n g e  d is c lo s u re s  t o  b e  in c lu d e d  in  t h e  a n n u a l re p o r t .  Ou r  a u d it  
a p p ro a c h  w ill b e  a d a p t e d  b a s e d  o n  t h e  e x t e n t  o f  s u c h  d is c lo s u re s .
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Other significant matters related to our audit approach (cont.)
Our Use of Data and analytics

We  w ill b e  in t e g ra t in g  Da t a  & An a ly t ic s  (D&A) p ro c e d u re s  in t o  o u r  p la n n e d  a p p ro a c h  fo r  t h e  a u d it  o f  S c o t t is h  Wa t e r .

Risk assessment

― Account Analysis allows us to compare journal entry postings to our industry expectations. This provides us greater insight i nto your accounting 
processes and can highlight unexpected entries or transaction flows.

Substantive testing

― We will analyse PPE transactions in the period and, use our D&A analysis to identify any unusual items that have been capital ise d. We will perform 
additional procedures on the exceptions identified.

Management override of controls surrounding journal entries

― KPMG Clara General Ledger Analysis provides insights such as the breakdown between manual and automated entries, time series ana lysis and 
stratification of journal populations by user, amount and line numbers. This provides us a better understanding of your proce sse s, highlights 
inconsistencies and aids us in identifying high -risk entries requiring substantive testing.
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Mandatory communications

Type Statements

Management’s responsibilities 
(and, where appropriate, those 
charged with governance)

P re p a re  f in a n c ia l s t a t e m e n t s  in  a c c o rd a n c e  w it h  t h e  a p p lic a b le  f in a n c ia l re p o r t in g  f ra m e w o rk  t h a t  a re  f re e  f ro m  
m a t e r ia l m is s t a t e m e n t ,  w h e t h e r  d u e  t o  f ra u d  o r  e r ro r .

P ro v id e  t h e  a u d it o r  w it h  a c c e s s  t o  a ll in fo rm a t io n  re le va n t  t o  t h e  p re p a ra t io n  o f  t h e  f in a n c ia l s t a t e m e n t s ,  
a d d it io n a l in fo rm a t io n  re q u e s t e d  a n d  u n re s t r ic t e d  a c c e s s  t o  p e rs o n s  w it h in  t h e  e n t it y .

Auditor’s responsibilities Ou r  e n g a g e m e n t  le t t e r  d a t e d  1 8  Ma rc h  2 0 2 2  c o m m u n ic a t e s  o u r  re s p o n s ib ilit ie s  t o  fo rm  a n d  e xp re s s  a n  o p in io n  
o n  t h e  f in a n c ia l s t a t e m e n t s  t h a t  h a ve  b e e n  p re p a re d  b y  m a n a g e m e n t  w it h  t h e  o ve rs ig h t  o f  t h o s e  c h a rg e d  w it h  
g o ve rn a n c e . Th e  a u d it  o f  t h e  f in a n c ia l s t a t e m e n t s  d o e s  n o t  re lie ve  m a n a g e m e n t  o r  t h o s e  c h a rg e d  w it h  
g o ve rn a n c e  o f  t h e ir  re s p o n s ib ilit ie s .

Auditor’s responsibilities - Fraud Th is  re p o r t  c o m m u n ic a t e s  h o w  w e  p la n  t o  id e n t ify , a s s e s s  a n d  o b t a in  s u f f ic ie n t  a p p ro p r ia t e  e v id e n c e  re g a rd in g  
t h e  r is k s  o f  m a t e r ia l m is s t a t e m e n t  o f  t h e  f in a n c ia l s t a t e m e n t s  d u e  t o  f ra u d  a n d  t o  im p le m e n t  a p p ro p r ia t e  
re s p o n s e s  t o  f ra u d  o r  s u s p e c t e d  f ra u d  id e n t if ie d  d u r in g  t h e  a u d it .

Independence Ou r  in d e p e n d e n c e  c o n f irm a t io n  le t t e r  o n  p a g e  2 5  d is c lo s e s  m a t t e r s  re la t in g  t o  o u r  in d e p e n d e n c e  a n d  o b je c t iv it y  
in c lu d in g  a n y  re la t io n s h ip s  t h a t  m a y  b e a r  o n  t h e  f irm ’s  in d e p e n d e n c e  a n d  t h e  in t e g r it y  a n d  o b je c t iv it y  o f  t h e  
a u d it  e n g a g e m e n t  p a r t n e r  a n d  a u d it  s t a f f .  



2 0© 2 0 2 3  KP MG LLP , a  UK lim it e d  lia b ilit y  p a r t n e rs h ip  a n d  a  m e m b e r  f irm  o f  t h e  KP MG g lo b a l o rg a n is a t io n  o f  in d e p e n d e n t  m e m b e r  f irm s  a f f ilia t e d  w it h  KP MG In t e rn a t io n a l Lim it e d ,  a  p r iva t e  En g lis h  
c o m p a n y  lim it e d  b y  g u a ra n t e e .  
A ll r ig h t s  re s e rve d .

Appendix
Contents

Page

Co n firm a t io n  o f  In d e p e n d e n c e 2 2

IS A (UK) 3 1 5  a n d   IS A (UK) 2 4 0  Re vis e d 2 5

Ne w ly  e f fe c t ive  s t a n d a rd s 2 8

Tim e lin e 2 9

Au d it  S c o t la n d  c o d e  o f  c o n d u c t 3 0

Yo u r  Dig it a l Au d it 3 2



2 1© 2 0 2 3  KP MG LLP , a  UK lim it e d  lia b ilit y  p a r t n e rs h ip  a n d  a  m e m b e r  f irm  o f  t h e  KP MG g lo b a l o rg a n is a t io n  o f  in d e p e n d e n t  m e m b e r  f irm s  a f f ilia t e d  w it h  KP MG In t e rn a t io n a l Lim it e d ,  a  p r iva t e  En g lis h  
c o m p a n y  lim it e d  b y  g u a ra n t e e .  
A ll r ig h t s  re s e rve d .

We  c o n f irm  t h a t ,  in  o u r  p ro fe s s io n a l ju d g e m e n t ,  KP MG LLP  is  in d e p e n d e n t  w it h in  t h e  m e a n in g  o f  re g u la t o ry  a n d  p ro fe s s io n a l re q u ire m e n t s  a n d  t h a t  
t h e  o b je c t iv it y  o f  t h e  P a r t n e r ,  Dire c t o r  a n d  a u d it  s t a f f  is  n o t  im p a ire d . 

Confirmation of independence

Assessment of our objectivity and independence as auditor of Scottish Water

P ro fe s s io n a l e t h ic a l s t a n d a rd s  re q u ire  u s  t o  p ro v id e  t o  yo u  a t  t h e  p la n n in g  s t a g e  o f  t h e  
a u d it  a  w r it t e n  d is c lo s u re  o f  re la t io n s h ip s  (in c lu d in g  t h e  p ro vis io n  o f  n o n -a u d it  s e rv ic e s ) 
t h a t  b e a r  o n  KP MG LLP ’s  o b je c t iv it y a n d  in d e p e n d e n c e , t h e  t h re a t s  t o  KP MG LLP ’s  
in d e p e n d e n c e  t h a t  t h e s e  c re a t e , a n y  s a fe g u a rd s  t h a t  h a ve  b e e n  p u t  in  p la c e  a n d  w h y 
t h e y  a d d re s s  s u c h  t h re a t s , t o g e t h e r  w it h  a n y  o t h e r  in fo rm a t io n  n e c e s s a ry  t o  e n a b le  
KP MG LLP ’s  o b je c t ivit y a n d  in d e p e n d e n c e  t o  b e a s s e s s e d .

Th is  le t t e r  is  in t e n d e d  t o  c o m p ly w it h  t h is  r e q u ire m e n t  a n d  fa c ilit a t e  a  s u b s e q u e n t  
d is c u s s io n  w it h  yo u  o n  a u d it  in d e p e n d e n c e  a n d a d d re s s e s :

— Ge n e ra l p ro c e d u re s  t o  s a fe g u a rd  in d e p e n d e n c e  a n d o b je c t ivit y;

— In d e p e n d e n c e  a n d  o b je c t iv it y  c o n s id e ra t io n s  re la t in g  t o  t h e p ro vis io n

o f  n o n - a u d it  s e rv ic e s ; a n d

— In d e p e n d e n c e  a n d  o b je c t iv it y  c o n s id e ra t io n s  re la t in g  t o  o t h e r m a t t e rs .

General procedures to safeguard independence and objectivity

KP MG LLP  is  c o m m it t e d  t o  b e in g  a n d  b e in g  s e e n  t o  b e  in d e p e n d e n t . As  p a r t  o f  o u r  
e t h ic s  a n d  in d e p e n d e n c e  p o lic ie s , a ll KP MG LLP  p a r t n e rs  a n d  s t a ff  a n n u a lly  c o n f irm  
t h e ir  c o m p lia n c e  w it h  o u r  e t h ic s  a n d  in d e p e n d e n c e  p o lic ie s  a n d  p ro c e d u re s  in c lu d in g  in  
p a r t ic u la r  t h a t  t h e y  h a ve  n o  p ro h ib it e d  s h a re h o ld in g s . Ou r  e t h ic s  a n d  in d e p e n d e n c e  
p o lic ie s  a n d  p ro c e d u re s  a re  fu lly  c o n s is t e n t  w it h  t h e  re q u ire m e n t s  o f  t h e  FRC Et h ic a l 
S t a n d a rd s . As  a  re s u lt  w e  h a ve  u n d e rlyin g  s a fe g u a rd s  in  p la c e  t o  m a in t a in  in d e p e n d e n c e
t h ro u g h :

— In s t illin g  p ro fe s s io n a l va lu e s ;

— Co m m u n ic a t io n s ;

— In t e rn a l a c c o u n t a b ilit y ;

— Ris k  m a n a g e m e n t ; a n d

— In d e p e n d e n t re v ie w s

Th e  c o n c lu s io n  o f  t h e  a u d it  e n g a g e m e n t  p a r t n e r  a s  t o  o u r  c o m p lia n c e  w it h  t h e  FRC Et h ic a l S t a n d a rd  in  re la t io n
t o  t h is  a u d it  e n g a g e m e n t  is  s u b je c t  t o  re v ie w  b y  a n  e n g a g e m e n t  q u a lit y c o n t ro l r e v ie w e r, w h o  is  a  p a r t n e r  n o t  

o t h e rw is e  in vo lve d  in  yo u r  a f fa irs .

We  a re  s a t is f ie d  t h a t  o u r  g e n e ra l p ro c e d u re s  s u p p o r t  o u r  in d e p e n d e n c e  a n d o b je c t ivit y.

Independence and objectivity considerations relating to the provision of non -audit services

We  h a ve  c o n s id e re d  t h e  fe e s  c h a rg e d  b y  u s  t o  S c o t t is h  Wa t e r  Gro u p  fo r  p ro fe s s io n a l s e rvic e s  p ro vid e d  b y  u s
d u r in g  t h e  re p o r t in g  p e r io d .

To t a l f e e s  (e xc lu d in g  VAT) c h a rg e d  b y  u s  fo r  t h e  p e r io d  e n d e d  3 1  Ma rc h  2 0 2 2  a n d  a g re e d  fo r  t h e   2 0 2 3  
w e re  a s  fo llo w s :

2 0 2 3 2 0 2 2
£ 0 0 0 £ 0 0 0

Audit fee – Audit Scotland allocation 355.0 135.0
Review fee – Half year 17.6 21.0
Audit fee – other areas of scope (ISA 315r) 25.0 29.7
Audit fee – Subsidiary entities 135.8 1 3 8 .1
Audit fee – Regulatory reporting 17.0 15.4
To t a l n o n -a u d it  s e rv ic e s 2 .5 2 .5

To t a l Fe e s 5 5 2 .9 3 4 1 .7
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Audit Scotland code of audit practice (cont.)

2
2

Responsibilities of auditors

Appointed 
auditor 
responsibilities

Au d it o rs  a p p o in t e d  b y  t h e  Au d it o r  Ge n e ra l a n d  t h e  Ac c o u n t s  Co m m is s io n  u n d e r t a k e  t h e  a u d it  o f  a c c o u n t s  
in c lu d in g  t h e  w id e r-s c o p e  re s p o n s ib ilit ie s  a n d , w h e re  a p p ro p r ia t e , Be s t  Va lu e . On c e  a p p o in t e d , a u d it o rs  
a c t  in d e p e n d e n t ly  in  c a r ry in g  o u t  t h e ir  re s p o n s ib ilit ie s  a n d  in  e xe rc is in g  p ro fe s s io n a l ju d g e m e n t . Th e  
a p p o in t e d  a u d it o r  re p o r t s  t o  t h e  a u d it e d  b o d y  a n d  o t h e rs  o n  t h e  re s u lt s  o f  a u d it  w o rk
Ap p o in t e d  a u d it o r  re s p o n s ib ilit ie s  a re  d e r ive d  f ro m  s t a t u t e , In t e rn a t io n a l S t a n d a rd s  o n  Au d it in g  (UK) a n d  
t h e  Et h ic a l S t a n d a rd  fo r  a u d it o rs , o t h e r  p ro fe s s io n a l re q u ire m e n t s  a n d  b e s t  p ra c t ic e , t h e  Co d e  a n d  
g u id a n c e  f ro m  Au d it  S c o t la n d . 
We a k n e s s e s  o r  r is k s , in c lu d in g  f ra u d  a n d  o t h e r  ir re g u la r it ie s , id e n t if ie d  b y  a u d it o rs  a re  o n ly  t h o s e  w h ic h  
c o m e  t o  t h e ir  a t t e n t io n  d u r in g  t h e ir  n o rm a l a u d it  w o rk  in  a c c o rd a n c e  w it h  t h e  Co d e  a n d  m a y  n o t  b e  a ll 
t h a t  e x is t
Ap p o in t e d  a u d it o rs ’ s t a t u t o ry  d u t ie s  a re  d e r ive d  f ro m  a p p o in t m e n t  b y  t h e  Au d it o r  Ge n e ra l u n d e r  t h e  
P u b lic  Fin a n c e  a n d  Ac c o u n t a b ilit y  (S c o t la n d ) Ac t  2 0 0 0 . Ap p o in t e d  a u d it o rs ’ re p o r t s  (ie , t h e  in d e p e n d e n t  
a u d it o r ’s  re p o r t  in  re la t io n  t o  t h e  a c c o u n t s ) m u s t  s e t  o u t  t h e  a u d it o r ’s  f in d in g s  o n :
•  w h e t h e r  t h e  e xp e n d it u re  a n d  re c e ip t s  s h o w n  in  t h e  a c c o u n t s  w e re  in c u rre d  o r  a p p lie d  in  a c c o rd a n c e  
w it h :

– a n y  e n a c t m e n t  b y  v ir t u e  o f  w h ic h  t h e  e xp e n d it u re  w a s  in c u rre d  o r  t h e  in c o m e  re c e ive d
– t h e  Bu d g e t  Ac t (s ) fo r  t h e  f in a n c ia l ye a r , o r  a n y  p a r t  o f  t h e  f in a n c ia l ye a r , t o  w h ic h  t h e  a c c o u n t s  
re la t e
– S e c t io n s  4 -7  o f  t h e  2 0 0 0  Ac t , re la t in g  t o  t h e  S c o t t is h  Co n s o lid a t e d  Fu n d  (t h e  Fu n d )

•  w h e re  s u m s  h a ve  b e e n  p a id  o u t  o f  t h e  Fu n d  fo r  t h e  p u rp o s e  o f  m e e t in g  s u c h  e xp e n d it u re , w h e t h e r  t h e  
s u m s  w e re  a p p lie d  in  a c c o rd a n c e  w it h  S e c t io n  6 5  o f  t h e  S c o t la n d  Ac t  1 9 9 8
•  w h e t h e r  t h e  e xp e n d it u re  a n d  re c e ip t s  s h o w n  in  t h e  a c c o u n t s  w e re  in c u rre d  o r  a p p lie d  in  a c c o rd a n c e  w it h  
a n y  a p p lic a b le  g u id a n c e  (w h e t h e r  a s  t o  p ro p r ie t y  o r  o t h e rw is e ) is s u e d  b y  t h e  S c o t t is h  m in is t e rs
•  w h e t h e r  t h e  a c c o u n t s  c o m p ly  w it h  a n y  a p p lic a b le  d ire c t io n  b y  v ir t u e  o f  a n y  e n a c t m e n t .
Ap p o in t e d  a u d it o rs  m u s t  s e n d  t h e  a c c o u n t s , in c lu d in g  t h e  in d e p e n d e n t  a u d it o r ’s  re p o r t ,  t o  t h e  Au d it o r  
Ge n e ra l w h o  m a y  p re p a re  a  s t a t u t o ry  re p o r t  o n  t h e  a c c o u n t s  u n d e r  S e c t io n  2 2  o f  t h e  2 0 0 0  Ac t .

General
principles

Th is  c o d e  d e s c r ib e s  t h e  h ig h  le ve l,  p r in c ip le s  b a s e d  p u rp o s e  a n d  s c o p e  o f  p u b lic  a u d it  in  S c o t la n d . Th e  c o d e  
re f le c t s  t h e  le g a l re q u ire m e n t s  fo r  a u d it .  It  a ls o  re f le c t s  t h e  p ro fe s s io n a l a n d  e t h ic a l s t a n d a rd s  w it h  w h ic h  
a u d it o rs  m u s t  c o m p ly

Appendix 5
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We  c o n f irm  t h a t ,  in  o u r  p ro fe s s io n a l ju d g e m e n t ,  KP MG LLP  is  in d e p e n d e n t  w it h in  t h e  m e a n in g  o f  re g u la t o ry  a n d  p ro fe s s io n a l re q u ire m e n t s  a n d  t h a t  
t h e  o b je c t iv it y  o f  t h e  P a r t n e r ,  Dire c t o r  a n d  a u d it  s t a f f  is  n o t  im p a ire d . 

Confirmation of independence (Cont)

Th e  ra t io  o f  n o n -a u d it  f e e s  t o  a u d it  f e e s  fo r  t h e  ye a r  w a s  0 .0 1 :1 .  We  d o  n o t  
c o n s id e r  t h a t  t h e  t o t a l n o n -a u d it  f e e s  c re a t e  a  s e lf -in t e re s t  t h re a t  s in c e  t h e  
a b s o lu t e  le ve l o f  f e e s  is  n o t  s ig n if ic a n t  t o  o u r  f irm  a s  a  w h o le .

Independence and objectivity considerations relating to other matters

Th e re  a re  n o  o t h e r  m a t t e rs  t h a t , in  o u r  p ro fe s s io n a l ju d g m e n t , b e a r  o n  o u r  
in d e p e n d e n c e  w h ic h  n e e d  t o  b e  d is c lo s e d  t o  t h e  Au d it  a n d  Ris k  Co m m it t e e .

Confirmation of audit  independence

We  c o n f irm  t h a t  a s  o f  t h e  d a t e  o f  t h is  le t t e r , in  o u r  p ro fe s s io n a l ju d g m e n t , 
KP MG LLP  is  in d e p e n d e n t  w it h in  t h e  m e a n in g  o f  re g u la t o ry a n d  p ro fe s s io n a l 
r e q u ire m e n t s  a n d  t h e  o b je c t ivit y o f  t h e  p a r t n e r  a n d  a u d it  s t a f f  is  n o t  
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ISA (UK) 315 Revised: Overview
Summary

IS A (UK) 3 1 5  Identifying and assessing the risks of material misstatement in c o rp o ra t e s  
s ig n if ic a n t  c h a n g e s  f ro m  t h e  p re v io u s  ve rs io n  o f  t h e  IS A. Th e s e  h a ve  b e e n  in t ro d u c e d  t o  
a c h ie ve  a  m o re  r ig o ro u s  r is k  id e n t if ic a t io n  a n d  a s s e s s m e n t  p ro c e s s  a n d  t h e re b y  p ro m o t e  
m o re  s p e c if ic it y  in  t h e  re s p o n s e  t o  t h e  id e n t if ie d  r is k s . Th e  re v is e d  IS A is  e f fe c t ive  fo r  
p e r io d s  c o m m e n c in g  o n  o r  a f t e r  1 5  De c e m b e r  2 0 2 1 .

Th e  re v is e d  s t a n d a rd  e xp a n d s  o n  c o n c e p t s  in  t h e  e x is t in g  s t a n d a rd s  b u t  a ls o  in t ro d u c e s  n e w  
r is k  a s s e s s m e n t  p ro c e s s  re q u ire m e n t s  – t h e  c h a n g e s  w ill h a ve  a  s ig n if ic a n t  im p a c t  o n  o u r  
a u d it  m e t h o d o lo g y  a n d  t h e re fo re  a u d it  a p p ro a c h . 

Why have these revisions been made?

Wit h  t h e  c h a n g e s  in  t h e  e n v iro n m e n t , in c lu d in g  f in a n c ia l re p o r t in g  f ra m e w o rk s  b e c o m in g  
m o re  c o m p le x , t e c h n o lo g y  b e in g  u s e d  t o  a  g re a t e r  e x t e n t  a n d  e n t it ie s  (a n d  t h e ir  g o ve rn a n c e  
s t ru c t u re s ) b e c o m in g  m o re  c o m p lic a t e d , s t a n d a rd  s e t t e rs  re c o g n is e d  t h a t  a u d it s  n e e d  t o  
h a ve  a  m o re  ro b u s t  a n d  c o m p re h e n s ive  r is k  id e n t if ic a t io n  a n d  a s s e s s m e n t  m e c h a n is m . 

Th e  c h a n g e s  a re  a im e d  a t  (i) p ro m o t in g  c o n s is t e n c y  in  e f fe c t ive  r is k  id e n t if ic a t io n  a n d  
a s s e s s m e n t , (ii) m o d e rn is in g  t h e  s t a n d a rd  b y  in c re a s in g  t h e  fo c u s  o n  IT, (iii) e n h a n c in g  t h e  
s t a n d a rd ’s  s c a la b ilit y  t h ro u g h  a  p r in c ip le  b a s e d  a p p ro a c h , a n d  (iv ) fo c u s in g  a u d it o r  
a t t e n t io n  o n  e xe rc is in g  p ro fe s s io n a l s c e p t ic is m  t h ro u g h o u t  r is k  a s s e s s m e n t  p ro c e d u re s .

What does this mean for an audit?

To  m e e t  t h e  re q u ire m e n t s  o f  t h e  n e w  s t a n d a rd , a u d it o rs  w ill b e  re q u ire d  t o  s p e n d  a n  
in c re a s e d  a m o u n t  o f  t im e  a c ro s s  t h e  r is k  a s s e s s m e n t  p ro c e s s , in c lu d in g  m o re  d e t a ile d  
c o n s id e ra t io n  o f  t h e  IT e n v iro n m e n t . We  e xp e c t  t h e s e  c h a n g e s  t o  re s u lt  in  s ig n if ic a n t ly  
in c re a s e d  a u d it  e f fo r t  le ve ls  w h ic h  w ill,  in  t u rn , a f fe c t  a u d it o r  re m u n e ra t io n . Th is  a d d it io n a l 
e f fo r t  is  a  c o m b in a t io n  o f  t im e  n e c e s s a ry  t o  p e rfo rm  t h e  e n h a n c e d  r is k  a s s e s s m e n t  
p ro c e d u re s  a n d  t h e  a n t ic ip a t e d  n e e d  t o  in vo lve  m o re  t e c h n ic a l s p e c ia lis t s  (p a r t ic u la r ly  IT 
Au d it  p ro fe s s io n a ls ) in  o u r  a u d it s .

Give n  t h e  le ve l o f  c h a n g e s  t o  t h e  s t a n d a rd , d e b a t e  re m a in s  o n g o in g  a b o u t  t h e  e x t e n t  o f  
im p a c t  o n  a p p lic a t io n  o f  s o m e  p a ra g ra p h s . Glo b a l re g u la t o rs  h a ve  c o m m it t e d  t o  p ro v id in g  
fu r t h e r  c la r if ic a t io n  in  t h is  a re a  in  a d va n c e  o f  a d o p t io n , a n d  t h e re  m a y  t h e re fo re  b e  s o m e  
la t e r  u p d a t e s  t o  o u r  in it ia l a s s e s s m e n t  o f  re la t ive  im p a c t . 

Low High
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ISA (UK) 315 Revised: Summary of key changes

Impact on audit effort
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p ro fe s s io n a l 
s c e p t ic is m
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Area

In c re a s e d  fo c u s  o n  a p p lyin g  p ro fe s s io n a l s c e p t ic is m  – p a r t ic u la r ly  t h e  n e e d  fo r  a u d it o rs  n o t  t o  b ia s  t h e ir  a p p ro a c h  t o w a rd s  o b t a in in g  
e vid e n c e  t h a t  is  c o r ro b o ra t ive  in  n a t u re  o r  e xc lu d in g  c o n t ra d ic t o ry e vid e n c e , w h ic h  re q u ire s  m o re  in d e p e n d e n t  e vid e n c e  t o  b e  s o u g h t . In  a ll 
c a s e s , t h e re  w ill b e  e n h a n c e d  d o c u m e n t a t io n  re q u ire m e n t s  in  t h is  a re a .

Re q u ire m e n t s  t o  o b t a in  a n  u n d e rs t a n d in g  o f  t h e  e n t it y  h a ve  b e e n  re s t ru c t u re d  a n d  e n h a n c e d . Th e  c h a n g e s  a re  fo c u s e d  o n  t h e  im p o r t a n c e  o f  
u n d e rs t a n d in g  t h e  a p p lic a b le  f in a n c ia l re p o r t in g  f ra m e w o rk  a n d  t h e  e n t it y’s  a c c o u n t in g  p o lic y c h o ic e s , a s  w e ll a s  t h e  e xt e n t  o f  IT u s a g e  in  
t h e  b u s in e s s ’ p ro c e s s e s . Th is  w ill re s u lt  in  in c re a s e d  r is k  a s s e s s m e n t  p ro c e d u re s  a n d  d o c u m e n t a t io n  re q u ire m e n t s . 

Th e  p re vio u s  s t a n d a rd  in c lu d e d  re q u ire m e n t s  fo r  u n d e rs t a n d in g  c o m p o n e n t s  o f  t h e  e n t it y’s  s ys t e m  o f  in t e rn a l c o n t ro l.  Th e  re vis io n s  a d d  
a n o t h e r  s t e p  b y re q u ir in g  a u d it o rs  p e r fo rm  e va lu a t io n  p ro c e d u re s  o ve r  t h e s e . Th is  m a y re q u ire  a d d it io n a l e f fo r t  t o  e va lu a t e  t h e  e n t it y’s  
p ro c e s s e s  o ve r  r is k  a s s e s s m e n t  a n d  m o n it o r in g  a c t iv it ie s  o ve r  in t e rn a l c o n t ro l s ys t e m s  t o  a s s e s s  t h e ir  a p p ro p r ia t e n e s s  t o  t h e e n t it y’s  s ize  
a n d  c o m p le xit y .

Th e  re q u ire m e n t s  in t ro d u c e  a n  in c re a s e d  fo c u s  o n  u n d e rs t a n d in g  t h e  e n t it y’s  o w n  m a n a g e m e n t  o f  IT. Th is  m a y e n t a il p e rfo rm in g  a d d it io n a l r is k  
a s s e s s m e n t  p ro c e d u re s  a n d  t a k in g  a  b ro a d e r vie w  a c ro s s  t h e  IT e n viro n m e n t , c o n s id e rin g  m o re  s ys t e m s  a n d  s ys t e m s  in  g re a t e r  d e p t h , t h a n  
p re vio u s ly. Give n  t h e  c o m p le xit y a n d  s p e c ia lis t  k n o w le d g e  re q u ire d  t o  p e rfo rm  t h e s e  p ro c e d u re s , in c re a s e d  u s e  o f  IT Au d it o rs  w ill b e  a  n a t u ra l 
c o n s e q u e n c e  o f  t h is  re vis io n .

Th e  re vis e d  s t a n d a rd  e n h a n c e s  t h e  w a y w e  id e n t ify  IT a p p lic a t io n s  a n d  a s p e c t s  o f  t h e  IT e n viro n m e n t  t h a t  a re  s u b je c t  t o  a s s e s s e d r is k s  
a r is in g  f ro m  IT. Th is  m a y re s u lt  in  s ig n if ic a n t  e xp a n s io n  o f  r is k  a s s e s s m e n t  p ro c e d u re s  t o  o b t a in  a n d  e va lu a t e  t h e  n e c e s s a ry in fo rm a t io n . 
Fu r t h e r , t h e  s t a n d a rd  a d d s  n e w  re q u ire m e n t s  in  c o n t ro l t e s t in g  a c t iv it ie s  t o  m a n d a t e  e va lu a t io n  o f  g e n e ra l IT c o n t ro ls  t h a t  a d d re s s  r is k s  
a r is in g  f ro m  IT a s s o c ia t e d  w it h  s ig n if ic a n t  r is k s  a n d  c e r t a in  jo u rn a l e n t r ie s . Fo r  t h e s e  c o n t ro ls , t h e  a u d it o r  is  re q u ire d  t o e va lu a t e  t h e  d e s ig n  
a n d  im p le m e n t a t io n  o f  t h e  in d ivid u a l c o n t ro ls . Th is  c o u ld  re s u lt  in  a  s ig n if ic a n t  c h a n g e  in  a p p ro a c h , w it h  m o re  e m p h a s is  a n d  e f fo r t  s p e n t  o n  
e va lu a t in g  c o n t ro l a c t iv it ie s . Ag a in , w e  a n t ic ip a t e  in t e g ra t in g  m o re  s p e c ia lis e d  e xp e r t is e  in t o  o u r  a u d it  t e a m  t o  m e e t  t h e  re vis e d  
re q u ire m e n t s .

Th e  c h a n g e s  re q u ire  m o re  d e t a ile d  a s s e s s m e n t  o f  r is k s  a t  b o t h  t h e  f in a n c ia l s t a t e m e n t  a n d  a s s e r t io n  le ve ls  fo r  c la s s e s  o f  t ra n s a c t io n s , 
a c c o u n t  b a la n c e s  a n d  d is c lo s u re s  t h a n  p re vio u s ly . Fu r t h e r , t h e  re vis io n s  in t ro d u c e  a n  in h e re n t  r is k  s p e c t ru m  a n d  n e w  in h e re n t r is k  
a s s e s s m e n t  fa c t o rs , e a c h  o f  w h ic h  t h e  a u d it o r  e va lu a t e s  t o  a s s e s s  t h e  le ve l o f  r is k  a n d  t h e re b y s h a p e  t h e  a u d it  re s p o n s e . Th is  w ill in c re a s e  
t h e  a u d it  e f fo r t  n e e d e d  t o  e va lu a t e  a n d  d o c u m e n t  t h e  r is k s  o f  m a t e r ia l m is s t a t e m e n t .

Ne w  re q u ire m e n t  t o  a s s e s s  in h e re n t  r is k  a n d  c o n t ro l r is k  s e p a ra t e ly  fo r  e a c h  r is k  o f  m a t e r ia l m is s t a t e m e n t  id e n t if ie d  w h e re  t h e  a u d it o r  
p la n s  t o  t e s t  t h e  o p e ra t in g  e f fe c t ive n e s s  o f  c o n t ro ls . Th e  s e p a ra t io n  o f  a s s e s s m e n t s  w ill re q u ire  in d ivid u a l a t t e n t io n , in c re a s e d  
d o c u m e n t a t io n  a n d  is  lik e ly  t o  a f fe c t  s a m p le  s ize s  fo r  s u b s t a n t ive  p ro c e d u re s .

Ne w  re q u ire m e n t  t o  p e r fo rm  a  s t a n d -b a c k  a s s e s s m e n t  fo r  m a t e r ia l c la s s e s  o f  t ra n s a c t io n s , a c c o u n t  b a la n c e s  o r  d is c lo s u re s  w h ic h  h a ve  n o t  
b e e n  id e n t if ie d  a s  s ig n if ic a n t , t o  a s s e s s  w h e t h e r  t h is  d e t e rm in a t io n  re m a in s  a p p ro p r ia t e  in  t h e  c o n t e xt  o f  t h e  o ve ra ll a u d it . Th is  w ill re q u ire  
in c re a s e d  c o n s id e ra t io n  o f  a g g re g a t io n  r is k  a n d  in t ro d u c e  a d d it io n a l d o c u m e n t a t io n  re q u ire m e n t s .

Summary of changes and impact
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ISA (UK) 240 Revised: Summary of key changes

Summary and background

IS A (UK) 2 4 0  The auditor’s 
responsibilities relating to 
fraud in an audit of financial 
statements in c lu d e s  re v is io n s  
in t ro d u c e d  t o  c la r ify  t h e  
a u d it o r ’s  o b lig a t io n s  w it h  
re s p e c t  t o  f ra u d  a n d  e n h a n c e  
t h e  q u a lit y  o f  a u d it  w o rk  
p e rfo rm e d  in  t h is  a re a . Th e  
re v is e d  IS A (UK) is  e f fe c t ive  
fo r  p e r io d s  c o m m e n c in g  o n  o r  
a f t e r  1 5  De c e m b e r  2 0 2 1 . 
Un lik e  IS A (UK) 3 1 5  w h ic h  
m ir ro rs  u p d a t e s  in  t h e  
in t e rn a t io n a l IS A, t h e  u p d a t e d  
UK fra u d  s t a n d a rd  is  n o t  b a s e d  
o n  in t e rn a t io n a l c h a n g e s  b y  
t h e  IAAS B.

Th e  im p a c t  o f  t h e  re v is io n s  t o  
IS A (UK) 2 4 0  is  le s s  e x t e n s ive  
c o m p a re d  t o  IS A (UK) 3 1 5 , b u t  
w ill n e ve r t h e le s s  re s u lt  in  
c h a n g e s  t o  o u r  a u d it  
a p p ro a c h . Th e  t a b le  b e lo w  
s u m m a ris e s t h e  m a in  c h a n g e s  
a n d  o u r  in it ia l a s s e s s m e n t  o f  
t h e ir  im p a c t .

Ris k  a s s e s s m e n t  
p ro c e d u re s  a n d  

re la t e d  a c t iv it ie s

In t e rn a l 
d is c u s s io n s  a n d  

c h a lle n g e

Co m m u n ic a t io n s  
w it h  

m a n a g e m e n t  / 
TCWG

[1 ] In c re a s e d  fo c u s  o n  a p p ly in g  p ro fe s s io n a l s c e p t ic is m  – t h e  k e y  a re a s  
a f fe c t e d  a re :
— t h e  n e e d  fo r  a u d it o rs  n o t  t o  b ia s  t h e ir  a p p ro a c h  t o w a rd s  o b t a in in g  

e v id e n c e  t h a t  is  c o rro b o ra t ive  in  n a t u re  o r  e xc lu d in g  c o n t ra d ic t o ry  
e v id e n c e , 

— re m a in in g  a le r t  fo r  in d ic a t io n s  o f  in a u t h e n t ic it y  in  d o c u m e n t s  a n d  
re c o rd s , a n d  

— in ve s t ig a t in g  in c o n s is t e n t  o r  im p la u s ib le  re s p o n s e s  t o  in q u ir ie s  
p e r fo rm e d . 

[2 ] Re q u ire m e n t s  t o  p e rfo rm  in q u ir ie s  w it h  in d iv id u a ls  a t  t h e  e n t it y  a re  
e xp a n d e d  t o  in c lu d e , a m o n g s t  o t h e rs , t h o s e  w h o  d e a l w it h  a lle g a t io n s  o f  
f ra u d .
[3 ] Eve ry  a u d it  n o w  re q u ire s  a  s p e c if ic  d e t e rm in a t io n  a s  t o  w h e t h e r  t o  
in vo lve  t e c h n ic a l s p e c ia lis t s  (in c lu d in g  fo re n s ic s ) t o  a id  in  id e n t ify in g  a n d  
re s p o n d in g  t o  r is k s  o f  m a t e r ia l m is s t a t e m e n t  d u e  t o  f ra u d . Th is  w ill re s u lt  in  
in c re a s e d  in vo lve m e n t  o f  s p e c ia lis t s  a n d  a n  e xp a n d e d  s c o p e  o f  w o rk  fo r  
t h e s e  s p e c ia lis t s ,  o n  a u d it  e n g a g e m e n t s .
En h a n c e d  re q u ire m e n t s  fo r  in t e rn a l d is c u s s io n s  a m o n g  t h e  a u d it  t e a m  t o  
id e n t ify  a n d  a s s e s s  t h e  r is k  o f  f ra u d  in  t h e  a u d it ,  in c lu d in g  a  re q u ire m e n t  t o  
d e t e rm in e  t h e  n e e d  fo r  a d d it io n a l m e e t in g s  t o  c o n s id e r  t h e  f in d in g s  f ro m  
e a r lie r  s t a g e s  o f  t h e  a u d it  a n d  t h e ir  im p a c t  o n  o u r  a s s e s s m e n t  o f  t h e  r is k  o f  
f ra u d .

Ne w  re q u ire m e n t s  fo r  c o m m u n ic a t in g  m a t t e rs  re la t e d  t o  f ra u d  w it h  
m a n a g e m e n t  a n d  t h o s e  c h a rg e d  w it h  g o ve rn a n c e , in  a d d it io n  t o  t h e  re p o r t in g  
in  o u r  a u d it  re p o r t s .

Area Summary of changes and impact

What does this mean for an audit?

Th e  c h a n g e s  in t ro d u c e  n e w  re q u ire m e n t s  w h ic h  w ill in c re a s e  a u d it  e f fo r t .  Th e  a d d it io n a l w o rk  is  la rg e ly  t h e  re s u lt  o f  in ve s t in g  
m o re  t im e  id e n t ify in g  a n d  a s s e s s in g  t h e  r is k  o f  f ra u d  d u r in g  r is k  a s s e s s m e n t  a n d  in vo lv in g  s p e c ia lis t s  t o  a id  w it h  b o t h  r is k  
id e n t if ic a t io n  a n d  t h e  a u d it o r ’s  re s p o n s e  t o  r is k .

Effect on audit effort

Low High
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Newly effective standards and relevant IFRIC items

Expected impact Effective for years beginning on or 
after

Standards High Moderate Low None 1 January 2022 1 January 2023

On e ro u s  Co n t ra c t s  – Co s t  o f  Fu lf illin g  a  Co n t ra c t  
(Am e n d m e n t s  t o  IAS  3 7 )



An n u a l Im p ro ve m e n t s  t o  IFRS  S t a n d a rd s  2 0 1 8 -2 0 2 0 

P ro p e r t y , P la n t  a n d  Eq u ip m e n t : P ro c e e d s  Be fo re  In t e n d e d  
Us e  (Am e n d m e n t s  t o  IAS  1 6 )



Re fe re n c e  t o  t h e  Co n c e p t u a l Fra m e w o rk  (Am e n d m e n t s  t o  
IFRS  3 )



Cla s s if ic a t io n  o f  Lia b ilit ie s  a s  Cu rre n t  o r  No n -c u rre n t  
(Am e n d m e n t s  t o  IAS  1 )



IFRS  1 7  In s u ra n c e  c o n t ra c t s 

Ac c o u n t in g  P o lic ie s , Ch a n g e s  in  Ac c o u n t in g  Es t im a t e s  a n d  
Erro rs : d e f in it io n  (Am e n d m e n t s  t o  IAS  8 )



Am e n d m e n t s  t o  IAS  1  P re s e n t a t io n  o f  Fin a n c ia l 
S t a t e m e n t s  a n d  IFRS  P ra c t ic e  S t a t e m e n t  2  Ma k in g  
Ma t e r ia lit y  J u d g e m e n t s



IFRS  1 6  - Le a s e s 

De fe rre d  Ta x  Re la t e d  t o  As s e t s  a n d  Lia b ilit ie s  Ar is in g  f ro m  
a  S in g le  Tra n s a c t io n  – Am e n d m e n t s  t o  IAS  1 2  In c o m e  
Ta xe s


Th e  a b o ve  a s s e s s m e n t  is  o u r  h ig h  le ve l v ie w  a t  t h is  p la n n in g  s t a g e  o f  t h e  a u d it .  An  a s s e s s m e n t  o f  t h e  im p a c t  o f  e a c h  n e w  s t a n d a rd  a n d  IFRIC it e m  w ill b e  c o n s id e re d  d u r in g  t h e  a u d it .
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Timeline
Appendix 3

1 7 Ap r il 2 0 2 3
1 5  Ma y 2 0 2 3
2 4  Ma y 2 0 2 3
3 1  Ma y 2 0 2 3

Key dates
Ye a r -e n d  a u d it s t a r t
Clo s in g  m e e t in g
Au d it  a n d  Ris k  
Co m m it t e e
Fin a n c ia l s t a t e m e n t s a p p ro va l 
a n d s ig n in g

AP R MAY J UN J UL AUG S EPS EP OCT NOV DEC J AN FEB MARAUG

P la n n in g  & Ha lf -ye a r ly
f ie ld w o rk

Ye a r -e n d  
f ie ld w o rk

Ye a r -e n d
p la n n in g
re f re s h  & 
in t e r im  w o rk FY-2 2  De b r ie f

Ha lf -ye a r  J o in t  Re p o r t  & 
in t e r im  s t a t e m e n t

Au d it  p la n  a n d  
s t ra t e g y  re p o r t

Ye a r -e n d  J o in t  Re p o r t , 
AAR & S t a t u t o ry  
a c c o u n t s  s ig n in g

NFI Qu e s t io n n a ire Wo GA
Re t u rn

2 0 2 2 2 0 2 3

P la n n in g  & Ha lf-Ye a r  
f ie ld w o rk

Co n t ro l e va lu a t io n  
& in t e r im

S u b s t a n t ive  
t e s t in g Co m p le t io n

Re g u la t o ry 
a c c o u n t s  
re p o r t in g
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Audit Scotland code of audit practice

Responsibilities of management

Financial statements Au d it e d  b o d ie s  m u s t  p re p a re  a n n u a l a c c o u n t s  c o m p ris in g  f in a n c ia l s t a t e m e n t s  a n d  o t h e r  re la t e d  
re p o r t s . Th e y  h a ve  re s p o n s ib ilit y  fo r :
• p re p a r in g  f in a n c ia l s t a t e m e n t s  w h ic h  g ive  a  t ru e  a n d  fa ir  v ie w  o f  t h e ir  f in a n c ia l p o s it io n  a n d  

t h e ir  e xp e n d it u re  a n d  in c o m e , in  a c c o rd a n c e  w it h  t h e  a p p lic a b le  f in a n c ia l re p o r t in g  
f ra m e w o rk  a n d  re le va n t  le g is la t io n

• m a in t a in in g  a c c o u n t in g  re c o rd s  a n d  w o rk in g  p a p e rs  t h a t  h a ve  b e e n  p re p a re d  t o  a n  a c c e p t a b le  
p ro fe s s io n a l s t a n d a rd  a n d  t h a t  s u p p o r t  t h e ir  a c c o u n t s  a n d  re la t e d  re p o r t s  d is c lo s u re s

• e n s u r in g  t h e  re g u la r it y  o f  t ra n s a c t io n s , b y  p u t t in g  in  p la c e  s ys t e m s  o f  in t e rn a l c o n t ro l t o  
e n s u re  t h a t  t h e y  a re  in  a c c o rd a n c e  w it h  t h e  a p p ro p r ia t e  a u t h o r it y

• p re p a r in g  a n d  p u b lis h in g , a lo n g  w it h  t h e ir  f in a n c ia l s t a t e m e n t s , re la t e d  re p o r t s  s u c h  a s  a n  
a n n u a l g o ve rn a n c e  s t a t e m e n t , m a n a g e m e n t  c o m m e n t a ry  (o r  e q u iva le n t ) a n d  a  re m u n e ra t io n  
re p o r t  in  a c c o rd a n c e  w it h  p re s c r ib e d  re q u ire m e n t s  

• e n s u r in g  t h a t  t h e  m a n a g e m e n t  c o m m e n t a ry  (o r  e q u iva le n t ) is  fa ir ,  b a la n c e d  a n d  
u n d e rs t a n d a b le .

It  is  t h e  re s p o n s ib ilit y  o f  m a n a g e m e n t  o f  a n  a u d it e d  b o d y , w it h  t h e  o ve rs ig h t  o f  t h o s e  c h a rg e d  
w it h  g o ve rn a n c e , t o  c o m m u n ic a t e  re le va n t  in fo rm a t io n  t o  u s e rs  a b o u t  t h e  e n t it y  a n d  it s  f in a n c ia l 
p e r fo rm a n c e , in c lu d in g  p ro v id in g  a d e q u a t e  d is c lo s u re s  in  a c c o rd a n c e  w it h  t h e  a p p lic a b le  
f in a n c ia l re p o r t in g  f ra m e w o rk . Th e  re le va n t  in fo rm a t io n  s h o u ld  b e  c o m m u n ic a t e d  c le a r ly  a n d  
c o n c is e ly . Au d it e d  b o d ie s  a re  re s p o n s ib le  fo r  d e ve lo p in g  a n d  im p le m e n t in g  e f fe c t ive  s ys t e m s  o f  
in t e rn a l c o n t ro l a s  w e ll a s  f in a n c ia l,  o p e ra t io n a l a n d  c o m p lia n c e  c o n t ro ls . Th e s e  s ys t e m s  s h o u ld  
s u p p o r t  t h e  a c h ie ve m e n t  o f  t h e ir  o b je c t ive s  a n d  s a fe g u a rd  a n d  s e c u re  va lu e  fo r  m o n e y  f ro m  t h e  
p u b lic  fu n d s  a t  t h e ir  d is p o s a l.  Th e y  a re  a ls o  re s p o n s ib le  fo r  e s t a b lis h in g  e f fe c t ive  a n d  
a p p ro p r ia t e  in t e rn a l a u d it  a n d  r is k -m a n a g e m e n t  fu n c t io n s .

Prevention and 
detection of fraud and 
irregularities

Au d it e d b o d ie s a re re s p o n s ib le fo r e s t a b lis h in g a rra n g e m e n t s fo r t h e p re ve n t io n a n d d e t e c t io n
o f f ra u d , e r ro r a n d ir re g u la r it ie s , b r ib e ry a n d c o rru p t io n a n d t o e n s u re t h a t t h e ir a f fa irs a re
m a n a g e d in a c c o rd a n c e w it h p ro p e r s t a n d a rd s o f c o n d u c t b y p u t t in g p ro p e r a r ra n g e m e n t s in
p la c e .

Appendix 5



3 0© 2 0 2 3  KP MG LLP , a  UK lim it e d  lia b ilit y  p a r t n e rs h ip  a n d  a  m e m b e r  f irm  o f  t h e  KP MG g lo b a l o rg a n is a t io n  o f  in d e p e n d e n t  m e m b e r  f irm s  a f f ilia t e d  w it h  KP MG In t e rn a t io n a l Lim it e d ,  a  p r iva t e  En g lis h  
c o m p a n y  lim it e d  b y  g u a ra n t e e .  
A ll r ig h t s  re s e rve d .

Audit Scotland code of audit practice (cont.)

3
0

Responsibilities of management (cont.)

Corporate governance 
arrangements

Ea c h  b o d y , t h ro u g h  it s  c h ie f  e xe c u t ive  o r  a c c o u n t a b le  o f f ic e r , is  re s p o n s ib le  fo r  e s t a b lis h in g  
a r ra n g e m e n t s  t o  e n s u re  t h e  p ro p e r  c o n d u c t  o f  it s  a f fa irs  in c lu d in g  t h e  le g a lit y  o f  a c t iv it ie s  a n d  
t ra n s a c t io n s , a n d  fo r  m o n it o r in g  t h e  a d e q u a c y  a n d  e f fe c t ive n e s s  o f  t h e s e  a r ra n g e m e n t s . Au d it e d  
b o d ie s  s h o u ld  in vo lve  t h o s e  c h a rg e d  w it h  g o ve rn a n c e  (in c lu d in g  a u d it  c o m m it t e e s  o r  e q u iva le n t ) 
in  m o n it o r in g  t h e s e  a r ra n g e m e n t s .

Financial position Au d it e d  b o d ie s  a re  re s p o n s ib le  fo r  p u t t in g  in  p la c e  p ro p e r  a r ra n g e m e n t s  t o  
e n s u re  t h a t  t h e ir  f in a n c ia l p o s it io n  is  s o u n d ly  b a s e d  h a v in g  re g a rd  t o :
• s u c h  f in a n c ia l m o n it o r in g  a n d  re p o r t in g  a r ra n g e m e n t s  a s  m a y  b e  s p e c if ie d
• c o m p lia n c e  w it h  a n y  s t a t u t o ry  f in a n c ia l re q u ire m e n t s  a n d  a c h ie ve m e n t  o f  f in a n c ia l t a rg e t s
• b a la n c e s  a n d  re s e rve s , in c lu d in g  s t ra t e g ie s  a b o u t  le ve ls  a n d  t h e ir  fu t u re  u s e
• h o w  t h e y  p la n  t o  d e a l w it h  u n c e r t a in t y  in  t h e  m e d iu m  a n d  lo n g e r  t e rm
• t h e  im p a c t  o f  p la n n e d  fu t u re  p o lic ie s  a n d  fo re s e e a b le  d e ve lo p m e n t s  o n  t h e ir  f in a n c ia l p o s it io n .

Best Value, use of 
resources and 
performance

Th e S c o t t is h P u b lic Fin a n c e Ma n u a l s e t s o u t t h a t  a c c o u n t a b le o ff ic e rs a p p o in t e d b y  t h e P r in c ip a l
Ac c o u n t a b le  Off ic e r  fo r  t h e  S c o t t is h  Ad m in is t ra t io n  h a ve  a  s p e c if ic  re s p o n s ib ilit y  t o  e n s u re  t h a t  
a r ra n g e m e n t s  h a ve  b e e n  m a d e  t o  s e c u re  b e s t va lu e .

Appendix 5



3 1© 2 0 2 3  KP MG LLP , a  UK lim it e d  lia b ilit y  p a r t n e rs h ip  a n d  a  m e m b e r  f irm  o f  t h e  KP MG g lo b a l o rg a n is a t io n  o f  in d e p e n d e n t  m e m b e r  f irm s  a f f ilia t e d  w it h  KP MG In t e rn a t io n a l Lim it e d ,  a  p r iva t e  En g lis h  
c o m p a n y  lim it e d  b y  g u a ra n t e e .  
A ll r ig h t s  re s e rve d .

Your digital audit – Introducing KPMG Clara
To deliver a quality audit, not only do we need to understand your business and risks, we also need to implement market -leading technology. Technology is the core 
of our audit, assisting our risk assessment, delivering powerful data analytics and collaborating with management in real tim e o n our audit. KPMG Clara is our global 
audit platform through which we plan, execute and manage the audit. 

Full transparency and real -time collaboration

Th ro u g h o u t  t h e  a u d it ,  m a n a g e m e n t  w ill h a ve  2 4 /7  
a c c e s s  t o  t h e  KP MG Cla ra  c o lla b o ra t io n  p o r t a l a n d  
s t a t u s  o f  t h e  a u d it .  Th e  t e c h n o lo g y  p ro v id e s  e a s y  
a c c e s s  t o  k e y  a u d it  s t a t u s  in fo rm a t io n , in c lu d in g :

— Ho w  t h e  a u d it  is  p ro g re s s in g

— Tra c k in g  o f  e n g a g e m e n t  t a s k s

— Fin d in g  o u t  w h o  f ro m  o u r  KP MG t e a m  is  le a d in g  
o n  a  d e live ra b le . 

A c le a r  a n d  t ra n s p a re n t  v ie w  o n  m ile s t o n e s , 
p ro g re s s , a n d  a c c o u n t a b ilit ie s  fa c ilit a t e s  d ire c t  
c o lla b o ra t io n  w it h  m a n a g e m e n t .

Globally efficient execution

At  t h e  c o re  o f  t h e  KP MG Cla ra  w o rk f lo w  is  a  
m o d e rn , in t u it ive ly  w r it t e n , e a s ily  a p p lic a b le  
a u d it  m e t h o d o lo g y , t h a t  c o u p le d  w it h  o u r  
n e w  fu n c t io n a lit y :

— Drive s  g lo b a lly  c o n s is t e n t  a n d  e f f ic ie n t  
e xe c u t io n

— En a b le s  e a r ly  d e t e c t io n  o f  is s u e s  s o  t h e y  
c a n  b e  q u ic k ly  a n d  e f fe c t ive ly  
a d d re s s e d .

Insights -driven, efficient operations

Va lu a b le  in s ig h t s  h e lp  yo u  b e t t e r  u n d e rs t a n d  o u r  
in d e p e n d e n t  a u d it  a s s e s s m e n t  a n d  s h o u ld  b e  
re le va n t  t o  t h e  e n t it y . Th ro u g h  KP MG Cla ra  
a n a ly t ic s , w e  a re  e m p o w e re d  t o  le ve ra g e  t h e  
la t e s t  t e c h n o lo g ie s , in c lu d in g  d a t a  & a n a ly t ic s . 

We  u s e  D&A t o :

— Vis u a lis e  t h e  f lo w  o f  t ra n s a c t io n s  t h ro u g h  
yo u r  s ys t e m

— Id e n t ify  r is k s  in  yo u r  f in a n c ia l d a t a

— P e rfo rm  m o re  s p e c if ic  a u d it  p ro c e d u re s .

Value from our transformative capabilities

We  a re  c o m m it t e d  t o  e n s u r in g  c o n t in u o u s  
im p ro ve m e n t  o f  t h e  a u d it  e xp e r ie n c e . 

Ou r  a llia n c e s  w it h  t e c h n o lo g y  le a d e rs  s u c h  
a s  Mic ro s o f t  a n d  IBM e n a b le  u s  t o  s t a y  a t  
t h e  fo re f ro n t  o f  d is ru p t io n  a n d  le ve ra g e  o u r  
c a p a b ilit ie s  t o  d e live r  e ve n  m o re  va lu e  
t h ro u g h  o u r  a u d it .

Wit h  KP MG Cla ra , o u r  re la t io n s h ip  w ill b e  
m o re  im p a c t fu l.

K P M G  
C l a r a

Global 
Effectivenes

s

Collaboration

Audit 
experience

Quality
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