
AUDIT COMMITTEE

AGENDA

15th Meeting, 2002 (Session 1)

Tuesday 12th November 2002

The Committee will meet at 2.00 pm in the Hub, Castlehill, Edinburgh to consider the
following agenda items:

1. Item in private: The Committee will decide whether to take agenda item 7 in
private.

2. Declaration of Interests: The new member of the Committee will be invited
to make a declaration of any interests.

3. Proposed Changes to Standing Orders: The Committee will consider a
paper from the Clerk on a proposed change to the remit of the Committee as
set out in Standing Orders.

4. Report on Public Accounts: The Committee will consider a response from
the Scottish Executive to its report entitled ‘Report on Public Accounts’ (SP
Paper 615).

5. Meeting with Public Accounts/Audit Committees of the United Kingdom
Parliament and the Devolved Institutions: The Committee will consider a
letter from the Chairman of the Public Accounts Committee of the Northern
Ireland Assembly, Mr Billy Bell MLA.

6. How Government Works in Scotland: The Committee will receive a briefing
from the Auditor General for Scotland on his report entitled ‘How Government
Works in Scotland’ (AGS/2002/6).

7. How Government Works in Scotland: The Committee will consider the next
steps in its consideration of the report by the Auditor General for Scotland
entitled ‘How Government Works in Scotland’ (AGS/2002/6).

Shelagh McKinlay
Clerk to the Audit Committee

Room 2.1, Committee Chambers
Ext. 0131 348 5390

Email: shelagh.mckinlay@scottish.parliament.uk
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AUDIT COMMITTEE

Subject: Proposed Amendments to Standing Orders

Meeting No: 15th Meeting

Meeting Date: 12 November 2002

Author: Note by the Clerk

Background
Attached is a paper seeking changes to Standing Orders in relation to the remit of
the Audit Committee and reports of the Auditor General for Scotland (AGS). The
paper has been discussed and agreed with the Parliament’s legal staff.

Audit Committee Remit
Rule 6.7.1.(b) of Standing Orders states that the Committee may consider and report
on “any report laid before the Parliament by the Auditor General for Scotland”.
However, the Public Finance and Accountability Scotland Act 2000 does not give the
Auditor General any formal laying powers. In order to rectify this situation, it is
suggested that Standing Orders be amended to allow the Committee to consider
“any report laid before or made to the Parliament by the Auditor General for
Scotland”.

The issue is explained in depth in the attached paper.

Next Steps

If the Committee agrees to pursue changes to Standing Orders as set out in the
paper, the next step is for the proposed changes to be put before the Procedures
Committee for consideration. Ultimately it is for the Parliament to approve changes to
Standing Orders following consideration by the Procedures Committee.

Recommendation
The Committee is asked to agree to:

• seek changes to Standing Orders as described in the attached paper; and
• note that the next step is for the issue to be considered by the Procedures

Committee.

Shelagh McKinlay
Clerk to the Committee
November 2002
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AUDITOR GENERAL FOR SCOTLAND – REPORTS TO PARLIAMENT

PROPOSED AMENDMENT TO STANDING ORDERS

Purpose

1. This paper requests a change to Standing Orders in relation to the work of the
Audit Committee, namely a change to the Committee’s remit which is set out in
Rule 6.7.  The specific change required is :

• in Rule 6.7.1.(b) after “any report laid before” insert “or “made to” so that the
Rule reads “The Remit of the Audit Committee is to consider and report on
…any report laid before or made to the Parliament by the Auditor General
for Scotland;”

Remit of the Audit Committee

2. The remit of the Audit Committee (Rule 6.7) is to consider and report on-

• any accounts laid before the Parliament;

• any report laid before the Parliament by the Auditor General for Scotland; and

• any other document laid before the Parliament concerning financial control,
accounting and auditing in relation to public expenditure.

3. Reports of the AGS therefore have to be laid before the Parliament in order for
them to be considered in terms of part (b) of the Audit Committee’s remit. In
terms of the Parliament’s Standing Orders (Rule 14.1.4), no report or other
documents shall be laid before the Parliament unless it is required or authorised
to be laid under an enactment or otherwise, or it is laid by a member of the
Scottish Executive.  Section 23(10) of the Act provides for the AGS to report to
the Parliament the result of examinations carried out under that section, and does
not provide for such reports to be laid. The result is therefore that AGS reports of
this type cannot properly be taken by the Audit Committee under its current remit.

4. There are two broad types of reports that the AGS may make.  Reports on
accounts which are laid by the Scottish Ministers, and reports following value for
money examinations under section 23(10) which, due to the reasons set out
above, are not.

AGS REPORTS LAID BY THE SCOTTISH MINISTERS

Reports on Accounts
5. Under section 20(5) of the Act, the AGS reports on the compatibility of Ministerial

determinations with consolidated accounts of public bodies. He or she then sends
the report to the Scottish Ministers who must lay a copy of the accounts and the
AGS report before the Parliament under section 20(6).
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6. In the case of audited accounts under section 22 of the Act, the AGS must send
the account, the auditor’s report(s) and his or her report to the Scottish Ministers
who, under section 22(5), must lay before the Parliament and publish every such
account and report.

7. In both of these cases, therefore, AGS reports are laid and can
consequently be taken by the Audit Committee in terms of its current remit.

AGS REPORTS WHICH ARE NOT LAID

Section 23(10) reports
8. In terms of section 23(10) of the Act, the AGS may report the results of any

economy, efficiency and effectiveness examinations to the Parliament.  However
in contrast to the provisions for reporting on accounts as detailed above, there is
no mechanism in the Act allowing such reports to be laid before the Parliament
and they therefore fall outwith the Audit Committee’s current remit.

9. These reports constitute the main vehicle by which the Parliament can
investigate and secure the proper use of public resources and it is
imperative that the Audit Committee is empowered to consider and report
on such reports. The intention was that the Audit Committee should
consider and report on reports made under section 23(10) of the Act. The
difference in terminology between section 23(10) and Rule 6.7 means that
consideration of such reports is not part of the remit of the Audit
Committee.

Solution

10. The AGS could rely on Scottish Ministers using their general powers under Rule
14.1.4 to lay his reports.  Such a report would then fall within paragraph (c) of the
Committee’s remit. This is undesirable and inappropriate in the case of economy,
efficiency and effectiveness examinations, as they are initiated by the AGS
himself possibly after suggestion by the Parliament and, more importantly, may
constitute examinations into areas of Executive responsibility as envisaged by
section 70(2)(c) of the Scotland Act. The proper separation of powers and needs
of democratic scrutiny dictate that Ministers should not be seen to have the ability
to prevent or delay the examination of such reports, however unlikely it may be
that they would seek to do so.

11. A second option would be to amend the Act to allow the AGS to lay section 23
reports before the Parliament.  This would require Parliamentary time to be set
aside and would therefore be time-consuming and expensive. It would appear to
be unnecessary to use valuable time and resources when there is a simpler and
less expensive way of remedying the situation.

12. The third and preferred option is for a change to Standing Orders which
would allow the Committee to consider and report on any report made to
the Parliament by the Auditor General for Scotland. The required
amendment to Rule 6.7 of Standing Orders is:
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Amendment to Rule 6.7 Audit Committee

In paragraph 1(b), after “any report laid before” insert “or made to”

Conclusion

13. For the reasons set out above it is proposed to amend the remit of the Audit
Committee such that the Committee may consider and report on any report made
to the Parliament by the Auditor General for Scotland.

Shelagh McKinlay
Clerk to the Audit Committee
November 2002
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Andrew Welsh MSP
Convener
Scottish Parliament Audit Committee
Scottish Parliament Headquarters
EDINBURGH
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Dear Mr Welsh

AUDIT COMMITTEE 5TH REPORT: REPORT ON PUBLIC ACCOUNTS

Further to my letter of 26 August on the accounting treatment of PPP/PFI contracts the Committee
may wish to be updated on developments.  Work is progressing on gathering the necessary
information from departments and the private sector operators to inform the survey being undertaken
by the Financial Reporting Advisory Board (FRAB) and a preliminary report is expected by the end
of the year.   However, given the range of schemes and the technical issues involved further work
may be necessary thereafter before the FRAB is able to finalise its commentary on the issue.

The Report also included the recommendation that the Scottish Executive should continue to monitor
schemes involving financial assistance in order that future breaches of EC state aid rules are avoided.
The Committee may be interested to know that specific guidance is now included in the Scottish
Public Finance Manual requiring all financial assistance provided by the Scottish Executive and
relevant sponsored bodies to comply with the state aid rules. EC state aid issues have to be addressed
as early as possible in the policy development stage and before any payments are made. The
guidance also requires that existing schemes should be proofed against the state aid rules where this
has not already been done.

Yours

Dr P S COLLINGS
Principal Finance Officer
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Andrew Welsh MSP
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Dear Mr Welsh

AUDIT COMMITTEE 5TH REPORT
ACCOUNTING TREATMENT OF PPP/PFI PROJECTS

In my evidence to the Committee on the above I indicated that I would raise with the Financial
Reporting Advisory Board (FRAB) our concerns on the anomalies which can arise in accounting for
PPP/PFI contracts.

At their meeting on 23 May the FRAB had an initial discussion on the subject and indicated that they
would be concerned were the treatment accorded to Kilmarnock prison replicated across the public
sector.  The FRAB asked that they be provided with a list of all PPP/PFI projects being accounted for
such that they could select a suitable sample for more detailed investigation of the accounting
approach adopted by both departments and the private sector.

From the list provided the FRAB selected, on 22 July, some 24 projects and asked that Treasury
establish in each case the balance sheet accounting treatment.  This work will be pursued over the
coming months.  The Board will share the outcomes of the analysis with the Accounting Standards
Board.

I will provide the Committee with a report on the outcome of the FRAB’s deliberations when that is
available.

Yours

Dr P S COLLINGS
Principal Finance Officer
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SCOTTISH PARLIAMENT AUDIT COMMITTEE

MEETING 12 NOVEMBER 2002

REPORT BY THE AUDITOR GENERAL FOR SCOTLAND

HOW GOVERNMENT WORKS IN SCOTLAND

There is an expectation that those responsible for the conduct of public business and
the handling of public money are held fully accountable for the conduct of that
business in accordance with the law and proper standards. ‘How government works
in Scotland’ has been produced because it is in the public interest that the
responsibilities and accountabilities of public bodies in Scotland, and their inter-
relationships, are as transparent and as well understood as possible. This is the first
time that the responsibilities and accountabilities of different types of public body
have been brought together in a single report.

The report explains the organisation of government in Scotland and how the different
types of public body relate to each other. It also outlines how public servants are
made aware of their responsibilities and how they are held accountable. The report
does not seek to analyse or assess the effectiveness of the accountability
mechanisms in place. Rather, it should be seen as a source of reference on public
bodies and how they are held accountable.

The report draws attention to the recent trend towards “cross-cutting” initiatives,
where public service delivery is dependent on various public bodies working in
partnership. Traditional accountability mechanisms, whereby each public body is
responsible only for expenditure it incurs, may no longer be appropriate. There may
be a need to develop a new, collective approach to accountability.

The report outlines the role of public audit in holding public bodies to account, and
the importance of areas such as corporate governance and performance
management.




