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ANNEXE A 
 
Scottish Commission for Public 

Audit 

Wednesday 27 September 2006 

[THE CONVENER opened the meeting at 10:10] 

Item in Private 

The Convener (Margaret Jamieson): Good 
morning. I welcome everyone to this meeting of 
the Scottish Commission for Public Audit. I realise 
that I am opening the meeting five minutes early, 
but I can do that because the SCPA is not seen as 
an official committee of the Parliament. I ask 
everyone to switch off mobile phones, pagers and 
so on, and I welcome to the meeting Richard 
Gibson from Haines Watt. We have received 
apologies from Cathy Peattie and from Margaret 
Smith, who is unwell. 

Under agenda item 1, I seek members’ 
agreement to take in private agenda item 6 in 
order to consider the evidence that we will take at 
this morning’s meeting. Are members agreed? 

Members indicated agreement. 

Visit (Public Accounts 
Commission) 

10:11 
The Convener: Agenda item 2 is consideration 

of a report on a fact-finding visit to the Public 
Accounts Commission on 4 July 2006. I have to 
say that it seems a lot longer ago than that. I 
certainly found it very useful to learn about some 
of the working practices of the PAC, the 
Comptroller and Auditor General and the National 
Audit Office, and I know that the clerk and the 
adviser to the commission felt the same. Do 
members have any comments on the paper? Roz 
Wheeler and I will try to answer any questions. 

Mr Andrew Welsh (Angus) (SNP): The report 
quotes the NAO’s 2006 corporate plan, which 
says: 

“the National Audit Office is committed to reducing 
annual costs by over £1.3 million over the four years to 
2008-9”. 

How difficult is such a target to meet? What would 
be the equivalent in Scotland? 

The Convener: As we did not look into that 
matter, we cannot really give you that information. 

Mr Welsh: The report points out that the NAO 
has achieved a saving of £8 for every pound of net 
expenditure. Was there a reason for adopting that 
particular ratio? 

The Convener: I do not think that it is a 
question of adopting such a position. The NAO 
has found itself in that position as a result of the 
various peer reviews and the external review that 
have been undertaken. Indeed, I believe that the 
figure is being changed. 

Mr Welsh: I see that in 2007 it will go up to £9 
for every pound spent. 

The Convener: Indeed. You should also 
understand that the departments and budgets that 
the NAO examines are much larger than those 
under examination in Scotland. 

Do members agree to note the conclusions in 
paragraphs 14 and 15 of the paper? 

Members indicated agreement. 
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Accounts 2005-06 

10:15 
The Convener: Agenda item 3 is the first of our 

two evidence-taking sessions this morning. I 
welcome the Auditor General for Scotland, Robert 
Black; Russell Frith, director of audit strategy in 
Audit Scotland; and Diane McGiffen, director of 
corporate services in Audit Scotland. They will 
give evidence on Audit Scotland’s annual 
accounts and report on accounts for the year to 31 
March 2006. 

I invite Mr Black to make a short opening 
statement. 

Mr Robert Black (Auditor General for 
Scotland): Thank you, convener. I should point 
out that Caroline Gardner has kindly agreed to 
come along and help me. 

It is a pleasure to bring to the commission Audit 
Scotland’s annual report, which outlines our 
progress under our three corporate priorities. I 
believe that those priorities, having been set out in 
our corporate plan, are well known to the 
commission and to the Parliament’s Audit 
Committee. They are, first, to support effective 
democratic scrutiny, which is, in effect, the work of 
the Parliament; secondly, to maximise the value of 
audit—because, after all, we account for a 
significant amount of public spending; and, thirdly, 
to build an efficient and effective organisation. 

Over the past year, we have made significant 
progress in delivering an audit regime that is 
valued by the audited bodies and useful to the 
Parliament. As we are still a comparatively young 
organisation, we continue to develop. Our twin 
aims continue to be to hold public bodies 
independently to account, which is our core aim, 
and to use Audit Scotland’s expertise and 
knowledge to continue to improve the services that 
those bodies deliver. We have made real progress 
in achieving those goals. For example, as the 
commission knows, the largest amount of our 
resource is spent on auditing all the public bodies 
in Scotland. Indeed, Audit Scotland interacts with 
roughly 200 public bodies. 

In 2005-06, we rolled out our modernised audit 
approach completely across the health service 
and piloted it in both local government and central 
Government. We continue to look for ways of 
improving the new audit model, which I venture to 
suggest is a pioneering approach not only in the 
United Kingdom but in a much wider context. So 
far, the audited bodies, particularly those in the 
health service where the model has been rolled 
out most fully, have responded positively to the 
model, and our annual report contains information 
on how we are maximising the value of audit 
through the process. 

This year, we have responded to suggestions 
that were made by the Audit Committee—and, 
indeed, by the commission in earlier days—that 
we should provide some examples of good work 
that we have found in public services. We have 
attempted to summarise and include some 
examples of that in the annual report. I have 
absolutely no doubt that with our unique and 
independent insight into all public bodies we are 
well placed to identify what works best and to 
encourage the roll-out of such practice to the rest 
of the public sector. Public bodies have been 
responsive in that respect. Because the reports 
that I present to Parliament must be strategic, we 
do not always have the opportunity to reflect on 
our positive engagement with the audited bodies, 
but that is a great strength of the current audit 
regime in Scotland. 

The SCPA is concerned, quite rightly, with the 
costs of our work. We strive to keep the costs of 
audit down. Indeed, since Audit Scotland’s 
inception, I have avoided coming to the 
commission to ask for a significant increase in 
resources other than those that are needed to 
support new burdens such as the introduction of 
best value, the establishment of Transport 
Scotland and taking over responsibility for auditing 
further education colleges and Scottish Water. I 
should also point out that, although it is right for 
the commission to scrutinise it, our annual 
expenditure remains at significantly less than 0.1 
per cent of the public expenditure that we audit. 

We must keep challenging ourselves to deliver 
public audit more efficiently and effectively and, as 
we have attempted to itemise in the report, we 
have responded to the challenge of best value in 
our organisation. We are certainly making 
progress in that area and we are happy to answer 
the commission’s questions in that regard. We will 
continue in that direction, which was, after all, set 
out clearly in the corporate plan that we produced 
earlier this year and which we had the pleasure of 
discussing at the previous SCPA meeting. 

I want to capture some highlights of our work 
over the past year to show what the public and the 
Parliament are getting for their investment in Audit 
Scotland. The local government best-value regime 
has now been fully rolled out and, in 2005-06, 
there were eight best-value audit reports on eight 
Scottish councils. Moreover, 38 performance audit 
reports and 196 annual audit reports on Scottish 
public bodies were produced. The Parliament 
tends not to have direct sight of those reports but, 
through the offices of Audit Scotland, I draw on 
them to compile my reports to Parliament. I am 
satisfied that the quality of the work in the reports 
is improving steadily and that the work is valued 
more and more by the audited bodies. 

Last year, we concluded the national fraud 
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initiative, which was conducted for all local 
authorities and through which we identified £15 
million of overpayments and savings. As I pointed 
out recently to the Finance Committee, that alone 
is well over twice the resources that we call for 
from the Parliament—it is a significant sum. 

Last year, we published integrated overview 
reports on the national health service and local 
government. The Audit Committee appreciated 
receiving the NHS overview report, which was 
taken to a new level last year, because we 
reported in an integrated way on the overall 
performance of the health service in Scotland as 
well as on its use of resources. Generally, the 
report was seen as a significant contribution to 
holding the health service to account. Such a 
report could not be produced without the detailed 
audit work that is done on the health bodies in 
Scotland, which allows us to build up a consistent 
national picture. 

This year, we will extend the overview reporting. 
Later this week, we will lay before the Parliament 
an overview of the transport budget that will cover 
all transport spending in Scotland and give a 
description of the performance for all transport 
activity. 

A significant achievement last year was the 
successful procurement process to appoint five 
firms to work with us for the next five years in 
undertaking the audit of public bodies. 

That is a brief overview, but my colleagues and I 
are happy to answer any questions that the 
commission may have. 

The Convener: I thank Robert Black for that 
introduction. I apologise to Caroline Gardner—I 
understood that she was here only for agenda 
item 4. She is welcome to chip in. 

The income that you have received from local 
authorities has increased significantly. Is that all as 
a result of additional work that you have 
undertaken, for instance on best value? 

Mr Black: Russell Frith will help you with that. 

Russell Frith (Audit Scotland): The increase is 
a result of a combination of factors. The main 
factor during 2005-06 was that, following the 
reorganisation of the in-house audit teams during 
2004-05, the teams made more progress in 
completing the audits during 2005-06, which 
means that they earned more income. The amount 
of income that is earned depends primarily on the 
stage of completion of audits at 31 March, which is 
our financial year-end. In 2006, the local 
government teams were considerably further 
advanced in their audits than they were at the 
same date the previous year. The teams did about 
109 per cent of a year’s work in that year—they 
caught up. 

The Convener: Obviously, that adds to the local 
authorities’ burden. 

Russell Frith: No, it does not. We charge local 
authorities an agreed fee for the audits, 
irrespective of the period over which the audits 
take place. We agree the fee for the audits of the 
financial statements for a given year. Some of the 
work is done before the end of March and some is 
done after that; if the proportion changes from 
year to year, that does not affect the amount that 
we charge local authorities, but it affects the way 
in which our income is set out in our accounts, 
under the resource accounting rules. 

Mr Black: I will build on Russell Frith’s 
comments. I remind the commission of our 
business cycle versus the financial cycle. This 
summer, we had to estimate the cost of the audits 
that start in early November and run through to the 
following October. That is broadly the timescale for 
the audits for the financial year 2006-07. In putting 
together the budget, we must try to anticipate how 
much work will be concluded this year and how 
much will go over into next year. We also need to 
think beyond November to the spring of 2008, 
because the auditors will then start the work for 
the audits of the next financial year, which will start 
in the autumn. 

There is always volatility in the area. Russell 
Frith referred to a significant improvement in audit 
performance and a significant improvement on the 
part of local government in presenting good 
accounts in a timely way for the auditors to 
examine. We are succeeding in bringing forward 
the timetable for undertaking the audits of local 
authorities. That is a benefit of the modernised 
audit approach that I mentioned in my introductory 
remarks. I see it as a productivity and efficiency 
gain that we are doing the work more quickly, but 
it means that for our budget we have the 
somewhat artificial cut-off date of 31 March, when 
we are just part way through the work. 

The Convener: Russell Frith indicated that 
there had been a 9 per cent increase in 
productivity. That does not equate to the 38 per 
cent increase in fees that has been charged. 

Russell Frith: Not entirely, but the 2005 figure 
was lower than it might have been. I said that 109 
per cent of a year’s worth of work was done in 
2005-06, but 100 per cent of a year’s worth of 
work was not done in 2004-05. Largely because of 
the reorganisation of teams, the auditors slipped 
back. In 2004-05, only 94 or 95 per cent of a 
year’s worth of work was done. 

Mr Black: The auditors underdelivered last year 
and overdelivered this year. 

The Convener: The increase still does not add 
up to 38 per cent. 
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Mr Black: Russell Frith will have to help you 
with the detailed figures. 

The Convener: He may not have that 
information to hand. I would be happy for him to 
provide it to us in writing at a later date—although 
not too late, because we are trying to keep to a 
tight timetable. 

Mr Brian Monteith (Mid Scotland and Fife) 
(Ind): Page 23 of the remuneration report shows 
the salary bands of senior management. Although 
the range of bands is not listed, it appears from 
the information given that some senior staff are 
going through two salary bands as a result of the 
change in remuneration. Is that the case? How do 
the salary increases of Audit Scotland’s senior 
staff compare with those of other Audit Scotland 
staff? 

Mr Black: You asked two questions, the first of 
which was about banding. In 2004-05, there were 
five people in the senior management category. In 
2005-06, there are nine, and in 2006-07, there will 
be seven. The change is due largely to the fact 
that the fixed-point salaries of staff straddle the 
salary bands. If someone is at the top of one band, 
they tend to move to the bottom of the next band. 

The second question was about how salaries 
are determined. As I may have advised the 
committee in the past, the terms and conditions of 
the bulk of our staff mirror those of staff in local 
government. The local government settlement 
tends to drive the salaries of the great majority of 
our staff. The most senior staff are on fixed-point 
salaries. There is an element of job sizing and 
performance rewarding. We set an overall ceiling 
on the amount of money that is available to 
remunerate our senior staff. With the approval of 
the Audit Scotland board, I determine what the 
salary point for those individuals should be. We 
cap the total amount very tightly, broadly having 
regard to the uplift for main-grade staff. 

Mr Monteith: Would it be possible for you to 
provide written evidence on the year-on-year 
percentage pay awards? 

Mr Black: We certainly have that information. 
Individual members of the senior staff are moved 
through the pay bands at different rates. The 
system that I operate at Audit Scotland is that I do 
not believe it is necessary for each colleague to 
know exactly what other colleagues are being 
paid, so, although I am absolutely committed to 
transparency, I am not sure that it would be helpful 
to give you full details of the remuneration of each 
individual person. 

10:30 
Mr Monteith: We understand that. 

Mr Black: However, if you would like some 

aggregated information, we can certainly provide 
that. 

Mr Monteith: Thank you. 

Mr Welsh: Do the advertised jobs in your 
performance audit group represent an increase in 
your overall staff complement beyond 279? 

Mr Black: No. The number of staff in the 
establishment remains at 279 and the posts that 
are advertised are within that. 

Last time we discussed the matter, I assured 
you that the number of staff was around the 270 
mark—I think that that is what I said. In fact, it was 
274. The number has gone up slightly because of 
more efficient working. We are using consultancy 
and agency staff less and using our own staff 
more. By and large, the establishment is now 
stable at 279 posts. 

Caroline Gardner will expand on that general 
comment. 

Caroline Gardner (Audit Scotland): We are 
advertising the posts to replace members of staff 
who have left to take up other career 
opportunities. At Audit Scotland, we are proud of 
the number of staff who move on to more 
significant, wider roles elsewhere. We think that 
that is a good sign of how we are doing. Having 
said that, the number of staff in the establishment 
is currently slightly higher than 279. The increase 
is at the margins, but the number is slightly up. As 
Bob Black said, we made a couple of adjustments 
to our staffing arrangements that make us more 
efficient but have the effect of slightly increasing 
our head count. 

An example is that a significant proportion of our 
performance audit work used to be done via the 
firms and the audit services teams that carry out 
the audit appointments of the 200 bodies that Bob 
Black mentioned. We brought some of that 
resource in house because we found that we can 
do the work more consistently and to a higher 
standard. That involved converting some of the 
money into posts. We made a saving by doing 
that, but it converts into a small increase in head 
count, which will be seen when we consider this 
year’s annual report at the end of 2007. 

Mr Welsh: Audit Scotland deals with a vast 
range of work and there seems to be an ever-
increasing demand for your services. That is a 
measure of your success so far. However, is there 
a danger of overstretch? What do you consider as 
being your establishment of staff? 

Mr Black: There is a risk of overstretch, in the 
sense that we have been through a significant 
change management exercise during the past few 
years. As I mentioned, the larger part of our 
resource is devoted to delivering the audit of 
public bodies. In the past, I have described to the 
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commission the introduction of the modernised 
audit, as we call it, which is founded on a risk-
based approach to the key performance and 
control issues in the public sector. That requires 
the auditors to operate at a much higher and more 
skilful level in their engagement with the auditor 
bodies. 

I compare the modernised audit approach with 
the situation many years ago, when the core work 
comprised providing certificates on accounts and a 
limited level of assurance. We now ask the staff to 
do a lot more, but that is reasonable because they 
are highly expert and fully qualified and I find that 
they are rising to the challenge. The judgment to 
be made in management is how much change one 
can drive through an organisation at one time. I 
am confident that, through the good leadership of 
my colleagues, we are managing to keep that 
balance pretty well in relation to the modernised 
audit. 

The second area of risk is in the bedding in of 
the best-value regime in local government. We are 
asking Audit Scotland staff to look in the round at 
the performance of all local authority activities. 
Across the piece, that has been a highly 
successful innovation. Caroline Gardner and I, and 
Alastair MacNish, who is the chair of the Accounts 
Commission, met representatives of the Society of 
Local Authority Chief Executives and Senior 
Managers earlier in the summer. The local 
authority chief executives acknowledged that the 
regime was appropriate and fit for purpose; 
generally, they gave it their full support. That is a 
development of traditional audit and a new type of 
activity for auditors to undertake. 

Thirdly, producing documents such as the 
overview in the NHS, which considers all aspects 
of performance and financial control, is much more 
challenging for professional staff than what was 
done in years gone by. There are risks, but we 
think that we are managing them reasonably 
effectively. 

Mr Welsh: Adequate staffing is important to 
maintain the quality of what you do. Quality must 
underlie everything that Audit Scotland does. Does 
Audit Scotland employ an external body to peer 
review its financial audit practice on an annual 
basis? 

Mr Black: The short answer is no, but it might 
be helpful if we were to give a description of how 
we quality assure the work. I am conscious of the 
fact that the commission has been informed by the 
visit that the convener and members paid to 
London to interact with the National Audit Office. 
However, some features of the work that we do in 
Scotland are distinctive. 

First, we are a new organisation. It has been a 
pleasure and a privilege to be able to think from 

first principles about how we do our work. Audit 
Scotland’s structure is different from that of the 
NAO. In Audit Scotland, we have got—I will use 
shorthand language—the provider activity, which 
Caroline Gardner leads as the deputy auditor 
general for Scotland and which does all the work. 
Russell Frith, as director of audit strategy, is 
independent of that. He sits at my right hand to 
oversee all the quality work that we do in the 
organisation. That is different from what happens 
in the NAO—it would be rather like Sir John Bourn 
having an independent unit sitting alongside him 
that was somewhat at arm’s length from the 
delivery wing of the NAO. It is important that I 
maintain that distinction and that Russell Frith’s 
accountability is directly to me and to the Accounts 
Commission. Russell Frith prepares reports on the 
quality and performance of all our auditors, in 
house and external, directly to the Accounts 
Commission and to me. The Accounts 
Commission and I sit together in a committee—the 
financial audit and assurance committee—to 
oversee that work. 

Secondly, the audit that we do is wider in scope 
than the audit that is undertaken in the private 
sector. If we were simply to apply the quality 
assurance systems that the accountancy 
profession applies to private sector audits, we 
would be selling short. We have got a more 
comprehensive quality assurance system than is 
the case in the accountancy profession. 

The third element that is different is the amount 
of work that we put out to the firms. About 37 per 
cent of the work is done by the five firms that I 
mentioned earlier. That provides an independent 
check and balance, which Russell Frith can use to 
assess the quality of Audit Scotland’s work against 
the firms’ work and the firms’ work against Audit 
Scotland’s work. We find that that provides a 
healthy constructive tension, shall we say, to 
control the quality of what is achieved. 

Fourthly, when we undertake the design and 
implementation of quality review systems, we 
involve people from the private sector. Senior 
people from the private sector frequently work with 
Russell Frith on the design, updating and 
implementation of the quality assurance process. 

That gives you a general picture of where we 
are with quality assurance. As the performance 
audit work has developed, we have sought to 
apply the same rigour to quality assurance as is 
applied to the performance audit work. Russell 
Frith is engaging with Caroline Gardner on that. 

It might be helpful if Caroline Gardner were to 
give you a brief picture of how things operate in 
relation to performance audit to ensure that the 
quality of studies is assured. 

Caroline Gardner: From the beginning, we 
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have tried to build in a degree of external 
challenge in both the agreement of the overall 
programme that we undertake and the individual 
studies as they are performed. Members will be 
aware from the Audit Committee’s recent work on 
the matter that we consult on the overall 
programme for both the Auditor General for 
Scotland and the Accounts Commission on 
roughly a two-year basis. The consultation ranges 
widely. The aim is to test our thinking about the 
key issues that we might wish to consider and to 
ask people to identify issues that we might have 
missed, which could be high priorities for us to 
work on. That informs the agreement of a shared 
programme by the Accounts Commission and the 
Auditor General, which takes us over an 18-month 
period. 

Once that programme has been agreed, the 
teams go through the application of a well-
established project management framework for 
each of the topics that we intend to take forward. 
That is based on the work of what we call an 
external study advisory group, which brings 
together eight to 10 people, typically, from across 
the range of interests that is affected by a 
particular study. For the study that is under way on 
the social work and health care that are provided 
to people with long-term conditions, we take into 
consideration the professionals involved, the 
health service managers, the social work 
departments, the voluntary organisations that 
provide services, the carers and the people who 
suffer from the conditions in order to ensure that 
the right issues are identified for the study and that 
our proposed methodology is the right one for 
getting under the skin of the issues. Finally, we 
test the findings and recommendations that we 
make at the end. 

We think that bedding in the external challenge 
all the way through the study process is a strong 
way to ensure that we think widely about the right 
issues and that we are not captured by any 
particular professional orientation, including our 
own as finance people and researchers, and to 
ensure that whatever emerges at the other end is 
practical and grounded in real-world 
improvements. 

Mr Welsh: Thank you for that detailed answer. 

As regards assessing the impact of audit, I 
believe that you have been working with other 
audit agencies through the public audit forum. 
What review practices is Audit Scotland 
considering adopting as a result of its work with 
that forum? 

Mr Black: Diane McGiffen is leading that work 
on behalf of Audit Scotland, so she is best placed 
to give you a full answer. 

Ms Diane McGiffen (Audit Scotland): Over the 

summer, we worked with members of the public 
audit forum representing all the United Kingdom 
audit agencies. That has resulted in a paper to the 
forum, setting out high-level principles of a 
framework that all the audit agencies might 
consider adopting and below which they can build 
their own suites of measures for assessing the 
impact of audit. 

As well as that work at national level, we have 
been piloting some new methods for ourselves 
over the summer for following up on the impact of 
our study programme. We considered three 
reports that had been completed between one and 
two years ago, and we tried different methods of 
following up the studies, using existing information 
rather than conducting a full follow-up study, which 
would obviously have resource implications. From 
those three exercises, we found a number of 
actions and activities that we can undertake and 
build into our routine work to ensure that we 
systematically follow up the output from our 
reports and the recommendations that have been 
implemented. We have built that into our project 
management framework so that, as a study ends, 
the way in which we assess its impact on an on-
going basis will be fleshed out. We will not use the 
same method for every study, because the 
method will need to be appropriate to the sort of 
issue that we are looking at.  

However, even in the work that we undertook 
over the summer, we found some efficient ways of 
being able to demonstrate follow-up. One of the 
issues to emerge from that work was the length of 
time that we need to allow between the publication 
of a study and a full assessment of impact being 
made. That will vary by study but, in some cases, 
a minimum of two years seems to be required to 
gauge the total range of activity. Beyond two 
years, there are risks for us in assessing impact, 
because many other factors will have changed in 
the environment that public sector organisations 
are working in. 

We have done some quite detailed work that 
has resulted in revisions to our project 
management framework for performance audit 
studies. We will be able to report in detail across 
the range of historical studies that we have done 
and summarise that information at a point that is 
appropriate for the sort of recommendations that a 
particular study was looking at. 

10:45 
Mr Welsh: Thank you. You have again 

illustrated the complexity in the timescales and the 
range of Audit Scotland’s activities. 

Does Audit Scotland employ an external body to 
peer review its value-for-money work in a similar 
fashion to, for example, the NAO? 
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Caroline Gardner: We do not use the same 
method as the NAO. I have described the way in 
which our project management framework 
includes external challenge all the way through. At 
the moment, the approach that we have taken to 
looking at impacts afterwards is as Diane McGiffen 
described, with a formal stage in the project 
management framework at which people are 
asked to identify the measures of change that we 
expect to see and to specify how they will follow 
them up in the future. We do not use the sort of 
external review that the NAO has in place. 

The Convener: Thank you for your evidence. 

I ask Richard Gibson to confirm that Haines 
Watts has received all the necessary information 
and explanations to inform its opinion on the 
accounts and to provide an overview of any 
observations arising from its work. 

Richard Gibson (Haines Watts): Yes; I confirm 
that we received all the information and 
explanations that we required to undertake our 
audit. Haines Watts was appointed by competitive 
tender this year, and this is the first time that we 
have reported to the commission. 

There are two main requirements of Haines 
Watts. The first is to provide an audit opinion, 
which you will see on pages 47 and 48 of your 
accounts. I am pleased to say that that is an 
unqualified audit report, as you would expect. The 
second requirement is to provide you with a report 
to management—a management letter, as we 
tend to call it in the industry—which is an overview 
of our findings and recommendations for 
improvements in the systems. That document has 
not yet been finalised but will be with you for your 
meeting in November. There is absolutely nothing 
in that document that should concern the 
commission. I suggest that, when you get the 
report in November, it will be simply a case of 
noting its contents and approving it. 

It is fair to say that, for our first year, the conduct 
of the audit went very smoothly. Despite the fact 
that we were new to the job and the fact that new 
financial reporting guidelines were introduced, the 
job went very well—thanks, in significant part, to 
the efforts of the staff of Audit Scotland. I am very 
grateful to them for their help. We are happy with 
the way that the audit went. 

The Convener: Why do we have to wait until 
November for the management letter? 

Richard Gibson: That is the next time that the 
commission will meet. The management letter has 
been discussed with staff at Audit Scotland, and it 
is now simply a case of signing off the letter and 
submitting it to you. That has not been done yet. I 
apologise for that. It should probably be with you 
just now. 

The Convener: I ask that every effort is made to 
ensure that the commission has it when it looks at 
next year’s accounts. 

Richard Gibson: Absolutely. 

The Convener: We would be grateful if we 
could have the further information that we have 
requested from Audit Scotland as soon as 
possible. The commission is required to report to 
the Finance Committee in early November, so we 
need to have sight of that information. In addition, 
can you tell us what your staff turnover was for the 
previous financial year? We can put that 
information together with the information about 
your staffing complement. 

Mr Black: Yes, we can provide that. 

The Convener: Thank you. 



Scottish Commission for Public Audit, 1st Report, 2006 (Session 2) – Annexe A 
 

17 

Budget Proposals 2007-08 and 
Autumn Budget Revision 

10:50 
The Convener: Item 4 is Audit Scotland’s 

budget proposal for 2007-08 and the autumn 
budget revision. Caroline Gardner has been 
identified as giving evidence. I ask Andrew Welsh 
to kick off questions. 

Mr Welsh: Which aspects of the budget bid hold 
the greatest uncertainty in estimating required 
funds? 

Mr Black: Probably the estimation of how far 
through the work the auditors will be by the end of 
the financial year. However, it is a good question 
on which I will ask Russell Frith, who is closely 
involved in the budget preparation, to speak. 

Russell Frith: The Auditor General got it 
absolutely right: the biggest volatility in our budget 
versus outturn in any year is the level of audit 
activity in that year. Where firms are involved in 
carrying out the work, the bottom line of the audit 
is neutral, because the income matches the 
expenditure that we incur. However, we incur staff 
costs with our in-house teams, so there is 
vulnerability to changes in audit activity. 

Mr Welsh: How tight are the budgets? I note 
that some budgets have been reduced. What 
effect will that have on staff in programmes? What 
allowance do you make for unforeseen 
circumstances? 

Mr Black: As we have discussed previously with 
the commission, Mr Welsh, I am reluctant to 
impose a top-down target for an efficiency saving. 
As we have attempted to describe in the various 
papers that we have given you, we take a best-
value approach that considers the actual spend in 
different parts of our activity and the burden going 
forward, and scrutinises the budget for efficiency 
savings that we can deliver. You will find in the 
various papers examples of how we do that. 

As we get to know our business better and bed 
in our new financial management system, we are 
becoming more efficient at managing our 
resources. We have a good fit between our 
request for resources and our knowledge of the 
spend that we are likely to incur. However, as 
Russell Frith and I have indicated, we are similar 
to a business in the sense that our income and 
spending over a short period can fluctuate, 
depending on the volume of activity, so we must 
watch our cash flow. Every year at the year end, it 
is fair to say that I am obsessed with ensuring that 
we do not overspend on the budget, not because 
of loss of control, but simply because of the work 
going at a faster rate than we have resources to 
cover. That is the big risk area, but we understand 

the costs pretty well now in Audit Scotland. 

Mr Monteith: I will pick up on efficiency savings, 
which the Auditor General touched on. Your 
supplementary written evidence shows that for the 
2007-08 budget the corporate services group will 
receive a budget reduction of £115,000 and other 
budgets will be reduced by £250,000. You will also 
make a reduction of £160,000 in senior 
management costs. Those reductions equate to 2 
per cent of total Audit Scotland expenditure. Do 
the cuts to budgets outlined in the 2007-08 budget 
reflect efficiency savings that were made in 2005-
06 and that are anticipated for 2006-07? If so, how 
have such efficiency savings been achieved? 

Mr Black: The answer takes us down into quite 
a level of detail. Although sums such as £115,000 
are significant, if we break them down we end up 
talking about quite small sums of money. I will 
need to call upon Diane McGiffen and Russell 
Frith to help us with our understanding of that. 
However, in answer to your general question, yes, 
these are efficiency savings that are being driven 
out this year and next year. 

It is important that we bear in mind the fact that 
efficiency is about not only cost reduction but 
productivity and output. For example, in corporate 
services, between 2002-03 and 2005-06 the ratio 
of our personnel staff—I think that they are called 
human resources staff in modern language—to 
other staff has moved from 1:56 to 1:70. Similarly, 
the ratio of information technology team members 
to other staff has moved from 1:45 to 1:56. We are 
accommodating growth in the volume of activity in 
Audit Scotland, which has been significant over 
that period. Staff increases would have been 
necessary to deliver things such as best value, but 
we are delivering it with the same core staff in 
corporate services by training and skilling them to 
operate more effectively and by introducing better 
IT such as the new financial management system 
that I mentioned earlier.  

You asked about what comprises the various 
elements of the budget reductions. I ask Russell 
Frith to talk about that and invite Diane McGiffen 
to provide further amplification. 

Russell Frith: The £160,000 saving in 
management costs is a result of a deliberate 
decision not to replace the managing director of 
the audit services group after the post was 
vacated. We are cutting the amount of senior 
management in the organisation. That is a direct 
efficiency measure.  

In our budget proposal we mention that we will 
be reducing the cost of NHS audit by £75,000 as a 
result of the abolition of NHS Argyll and Clyde and 
its merger with NHS Highland and NHS Greater 
Glasgow. That efficiency saving is reflected in a 
reduction in staff numbers in the audit services 
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group. 

In corporate services, we have reduced the 
budget for training and recruitment. The training 
budget has been reduced because, during the 
current year, we have a significant push on our 
management development programme. Although 
that programme will carry on into 2007-08, we 
anticipate that it will not be at the same level of 
cost.  

Ms McGiffen: Within corporate services, the 
other area of reduction is recruitment. That is a 
result of reviewing our recruitment activity last 
year, appointing new partners to work with us on 
recruitment, examining the opportunities to 
generate savings when we advertise by making 
greater use of the internet and developing more 
sophisticated advertising that uses less print 
space and provides more information online. The 
big cost in recruitment advertising is placing 
adverts in newspapers. We are examining more 
effective ways of doing that. 

We need to use our money effectively with 
regard to recruitment. Obviously, it is important 
that we attract a high calibre of staff. We are in a 
competitive market, given the existence of the 
financial services sector in Edinburgh. However, 
through our new partnership arrangements, we 
can deliver a quality recruitment strategy more 
efficiently. We are also taking into account the fact 
that the growth in the organisation will stabilise so, 
with the exception of vacancies arising from 
turnover, we do not expect to be recruiting as 
heavily as when the organisation started up.  

We will always advertise annually for graduate 
trainees to join our graduate training scheme—I 
think that we discussed that at our meeting in 
April—which means that we will always have to 
invest in recruitment and training. The savings in 
recruitment are a combination of a new working 
arrangement following a review, new partners and 
new methods of recruitment, as well as our having 
planned for expected lower levels of activity 
relating to where we are in our organisational 
cycle.  

11:00 
Mr Monteith: You touched on the issue of 

productivity. If possible, could you put a figure on 
the proportion of savings that are cash-releasing 
and the proportion that are time-releasing? That 
would be helpful to us, although you do not have 
to provide that information today. 

Mr Black: We will do our best to answer that. 

Mr Monteith: I want to pick up on the item in 
your letter of 21 September about potential liability 
for former ombudsman pensions. Will you expand 
on that for us? It is fair to say that we are intrigued 
that 

“the Act attempted to transfer all assets and liabilities”. 

Why did the ombudsman seek legal advice? It 
would be interesting to know if that is an opinion or 
advice that has not been qualified. What stage is 
the situation at? You have told us that Audit 
Scotland has not made allowance for the 
£300,000 liability. Why is that and might it 
change? If liability was meant to have been 
transferred to the Scottish public services 
ombudsman, one would expect that office to have 
a liability that might go unused. Will arrangements 
be made for the transfer of that sum from one 
organisation to the other, if that is not ultra vires? 

Mr Black: It might help the commission’s 
understanding if I paint a bit of the background. 
The former local government ombudsman for 
Scotland was established in 1975. The legislation 
provided that the support services should be 
supplied by a designated body to avoid 
unnecessary duplication in establishing separate 
support services for the local government 
ombudsman service, so the issue of the efficiency 
of such bodies has been around for some time. At 
that time, it was decided that the designated body 
would be the Accounts Commission for Scotland. 
Thereafter, the commission met the expenses of 
the local government ombudsman service and 
recovered the costs from local authorities. Clearly, 
the old Accounts Commission used to recover its 
fees in that way, so it made for a streamlined 
recovery process. That all seemed to be in the 
interests of efficient government. 

We then roll forward to 2000, when Audit 
Scotland was created and the statutory 
arrangement for and the powers of the Accounts 
Commission were significantly altered. The 
support services for which the Accounts 
Commission was responsible were transferred to 
Audit Scotland as the provider body. Audit 
Scotland therefore inherited all the duties and 
obligations of the former Accounts Commission 
and became the designated body for a period of 
time. We then roll forward again to the creation of 
the unified ombudsman service under the Scottish 
Public Services Ombudsman Act 2002, when 
Audit Scotland ceased to provide the support 
services. Audit Scotland has always taken the 
view that the Scottish Public Services 
Ombudsman Act 2002 intended that the previous 
liabilities for the constituent ombudsman services 
would be transferred to the new ombudsman. 

As Mr Monteith’s remark indicated, it appears 
that the legislation did not have that effect in 
relation to one of the liabilities of the former local 
government ombudsman. The legal opinion 
offered to Audit Scotland was that the intention of 
the legislation was to transfer that liability, so we 
did not readily accede to the opinion that came 
late in the day from the SPSO’s office that there 
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was no legal provision for the transfer of that 
liability. To resolve the situation, we jointly sought 
the opinion of Queen’s counsel, who gave a clear 
view that what we understood was the intent of the 
legislation was not actually present in statute, 
therefore we are left with the liability.  

I should say that although the pension liability 
rests with us, the financial benefit of the post no 
longer being of the establishment rests with the 
Scottish public services ombudsman. In effect, 
there is a lack of equity in how the issue has been 
treated. 

The secretary to the Audit Scotland board has 
now written to the Scottish Executive asking it to 
consider the options for resolving the difficulty. 
Until we have a response, I do not think that it is 
appropriate to include a provision in our budget 
request, but it is right for the commission to be 
aware that it is an outstanding issue.  

Mr Monteith: Was any provision made for the 
liability in other budgets? 

Mr Black: To the best of our knowledge, no. 

The Convener: Could I pick up on that? You 
said that you jointly sought QC opinion. When was 
that? 

Mr Black: It was very recently—over the 
summer. 

Russell Frith: The QC’s opinion was received 
only in August this year. 

The Convener: Did you raise the liability with 
Haines Watts in preparing the accounts or prior to 
today’s meeting? Is the issue new to it as well? 

Russell Frith: No, we did not raise it with 
Haines Watts. At the time, we were acting on our 
own legal opinion, which was that there was no 
liability.  

The Convener: Would it not have been prudent 
to indicate that there was a possible conflict? 

Mr Black: No, that would have been 
inappropriate, because we did not recognise that 
there was an obligation on Audit Scotland. 

The Convener: You said that you have written 
to the Scottish Executive. To which department 
have you written and is it possible for us to have a 
copy of your correspondence? 

Mr Black: We have written to the public services 
group in the Finance and Central Services 
Department of the Scottish Executive, and you are 
welcome to a copy of the letter, which is dated 7 
September. 

The Convener: My other question is, has the 
issue been flagged up to the Scottish 
Parliamentary Corporate Body, which provides 
funds to Audit Scotland and the Scottish public 

services ombudsman? 

Mr Black: We see it as a matter for the Scottish 
Executive to resolve, as we have no formal 
jurisdiction over the ombudsman. We have 
therefore suggested in our letter that the Executive 
might want to pursue the matter. We will have to 
await a response to see how it is resolved. 

The Convener: There is a £300,000 liability. 
Whether that is deemed to be for Audit Scotland or 
the ombudsman, the money has to come out of 
the top-slicing of the consolidated fund. 

Mr Black: Yes. I would not wish to leave you 
with the impression that the liability would 
necessarily fall to be a burden met by the Scottish 
Parliamentary Corporate Body. The legal opinion 
from Queen’s counsel is that the liability falls to be 
met by Audit Scotland. There is currently no legal 
duty on the corporate body to make allowance for 
that. 

The options that seem to us to be open are: first, 
that the Scottish Executive agrees that we make 
an additional request for funding through the 
Scottish Commission for Public Audit; secondly, 
that the Scottish Executive assumes direct 
responsibility for the costs; or thirdly, that the 
Executive amends the legislation to transfer the 
legal liability to the ombudsman. Until we receive a 
response from the Scottish Executive on those 
three options—or on other options that we have 
not identified—it is difficult for me to advise further. 

Russell Frith: I would like to add one point on 
why we did not feel that there was any liability on 
Audit Scotland. When it was formed, the Scottish 
public services ombudsman made payments 
relating to liability annually. The issue only came 
up once the ombudsman had to produce full 
accruals accounts as opposed to the cash 
accounts it produced in the early years. 

The Convener: That is interesting. Thank you. 

I turn now to the autumn budget revision. We 
note that you plan to apply the 2005-06 
underspend to reduce audit charges and to 
support a number of other issues, including 
£130,000 for the 2006 national fraud initiative and 
£130,000 for the development of best value 
outwith local government. What targets have been 
set for that additional spending? 

Mr Black: I think that the targets are the 
amounts that we have recorded in our paper. For 
the national fraud initiative, the £130,000 relates to 
the costs that have been incurred in our past 
experience. Similarly, for best value, we feel a 
need to apply a resource to develop the best-value 
regime in the rest of the public sector. Those 
comparatively small sums will allow us to do what 
we want to do. I invite Russell Frith to comment 
further on the national fraud initiative and Caroline 
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Gardner to comment on best value. 

Russell Frith: The £130,000 for the national 
fraud initiative represents the cost that we will pay 
to the Audit Commission for the handling and 
processing of all the data. This time, it will cover 
not only local government bodies but NHS boards, 
so it represents an expansion on the previous 
exercise. 

As I said in evidence to the Audit Committee on 
the 2004 national fraud initiative exercise, whether 
the next exercise shows higher or lower savings is 
not a determinant of whether the exercise is more 
successful or less successful. There should be a 
deterrent effect, so I would not necessarily expect 
to see a significant increase in the amount of 
savings identified. Indeed, in one way I hope to 
see a reduction. 

Caroline Gardner: The work on best value in 
local government is having a significant impact. 
We see improvements in the way in which 
councils are run and in the services that they 
provide for local people. That is partly as a result 
of audit work, which gives a rounded picture of 
performance on a cyclical basis. 

Members of the Scottish Commission for Public 
Audit will be aware that best value is also a duty 
on accountable officers across the rest of the 
public sector, although it is played out in rather 
different ways. We have been considering how 
audit can contribute to the same sorts of 
improvements in other parts of the public sector. I 
stress that we do not expect a significant increase 
in demand for audit in best-value areas, but we 
think that investing this sum of money over the 
next 12 months or so will let us re-engineer our 
audit approach at the margins to ensure that 
annual audit work and periodic performance audit 
work give assurance on best value for the other 
half of the public sector. We hope that that will 
generate improvements for the people who use 
and pay for services, and that it will allow us to 
make better use of all scrutiny work in line with the 
scrutiny review that the Executive is currently 
sponsoring. We are doing development work that 
we expect to lead to better use of the rest of our 
resources. 

The Convener: Will the additional expenditure 
on those initiatives recur or is it a one-off for this 
year alone? 

Mr Black: Do we propose to carry out the 
national fraud initiative annually? 

Russell Frith: No, it happens every two years. 

Mr Black: Yes, that was my recollection—it is 
undertaken every second year. 

Caroline Gardner: As I have said, we expect 
the best-value development work to lead to better 

use of our mainstream resources rather than to a 
bid for additional resources. 

Mr Black: I would not want to mislead the 
commission on this: as we roll out the pilots, we 
might feel that there is a need for a continuing 
commitment of resources. It is just too early to 
say. However, we are not talking about large sums 
of money—I give you that assurance. 

The Convener: Thank you for your evidence. At 
our next meeting, which will be in November, we 
will again address the examination of the three 
Es—economy, efficiency and effectiveness—with 
which we have charged Haines Watts. I hope that 
we will get that information in advance of the 
meeting so that members can have a look at it. I 
encourage Audit Scotland and Haines Watts to 
place that high on their agenda. 
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Working Practices 

11:16 
The Convener: Our final item is the 

commission’s working practices. Evidence was 
requested by the Finance Committee, the Auditor 
General and ombudsmen on some of the issues 
that the commission has come up against. Initially, 
we had difficulty in ensuring that all our meetings 
were held in public session, that we had the use of 
microphones and that we had an Official Report. 
We still do not appear in the Parliament’s 
Business Bulletin and we are not entitled to have 
an Official Report of our meetings. We took the 
opportunity to air those concerns, and we received 
some support from the Finance Committee in its 
recent report on its inquiry into accountability and 
governance. 

Do members have any comments on the paper 
that has been circulated or on any of the issues 
that I have raised? 

Mr Monteith: I support the recommendations in 
paragraph 10, which are eminently sensible. The 
Finance Committee’s report discussed some other 
aspects of the Scottish Commission for Public 
Audit. Is it your intention to place on the agenda 
for a future meeting a discussion of our reaction to 
that report, so that we might consider other 
aspects of it? 

The Convener: As we get nearer to dissolution, 
there will be an opportunity for us to have that 
discussion and to produce a legacy paper. 

Mr Monteith: I would be happy with that. 

Mr Welsh: We are, in a sense, the auditor’s 
auditor. We must always be aware of the need to 
respect the independence of Audit Scotland. In 
many ways, we have been an exception to the 
normal parliamentary committee rules. I would 
relish the opportunity to make the work of the 
commission—that is, the work of Audit Scotland—
as widely known as possible, therefore I agree 
with your proposal, convener. 

The Convener: Thanks very much. That brings 
us to the end of the public session. We will take a 
short break before we go into private session. 

11:19 
Meeting suspended until 11:30 and thereafter 

continued in private until 11:44. 




