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Scottish Commission for Public Audit  
 

1st Report, 2009 (Session 3) 
 

Audit Scotland's Budget Proposal for 2010-11 
 
The Commission reports to the Parliament as follows— 
 
1. In this report the Commission reports on Audit Scotland’s audited accounts 
and report for the year ended 31 March 2009, its proposals for the application of 
end-year flexibility to financial year 2009-10 through the Autumn Budget Revision, 
and its expenditure proposals for the financial year 2010-11. The report, therefore, 
addresses three different financial years. Where the issues raised flow through all 
three, the Commission has mainly commented on them in relation to future 
expenditure proposals. 

2. The report also provides a summary of the Commission’s recent work, in 
accordance with section 12(4) of the Public Finance and Accountability (Scotland) 
Act 2000 (the Act). 

REPORT ON THE WORK OF THE COMMISSION 

3. The Commission has met formally four times in the course of 2009, 
examining a range of issues. Section 25(4) of the Act empowers the Commission 
to initiate an examination into the economy, efficiency and effectiveness with 
which Audit Scotland has used its resources in discharging its functions. In 2008 
the Commission instructed Audit Scotland’s external auditors, HW Chartered 
Accountants, to conduct work to follow up a 2006 review of Audit Scotland’s 
approach to fees and charges. The Commission considered the findings at the end 
of 2008, and completed this work in May 2009 by taking evidence from Audit 
Scotland on its response to the recommendations.  

4. In May, the Commission also took evidence from the Auditor General and 
representatives of Audit Scotland’s management team on Audit Scotland’s 
response to the Commission’s 2nd Report 2008 on Audit Scotland’s Budget 
Proposal for 2009-10. At that meeting, the Commission also took preliminary 
evidence on Audit Scotland’s budget estimate for the 2010-11 financial year.  

5. In September, the Commission took evidence from the Auditor General, 
representatives of Audit Scotland’s management team and HW Chartered 
Accountants on Audit Scotland’s annual report and audited accounts for the year 
to 31 March 2009. It also took evidence on Audit Scotland’s proposal for the 
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Autumn Revision of its 2009-10 budget. In October and November, the 
Commission took evidence on and considered Audit Scotland’s expenditure 
proposals for 2010-11.  

6. The Commission wishes to record its thanks to Audit Scotland and HW 
Chartered Accountants for their co-operation with it throughout the year. 

7. In addition to the cycle of work described above, throughout the year the 
Commission has continued to monitor developments arising from its 2008 review 
of the corporate governance arrangements of Audit Scotland.1 The Public 
Services Reform (Scotland) Bill, introduced in the Parliament by the Scottish 
Government on 28 May 2009, includes provisions implementing some of the 
recommendations made by the Commission in that review. The Commission made 
a submission to the Finance Committee, which was designated as the lead 
committee for consideration of the Bill at Stage 1, and has continued to discuss 
implementation of the provisions with Audit Scotland. This will continue in the 
coming year. 

ANNUAL REPORT AND AUDITED ACCOUNTS FOR  
THE YEAR TO 31 MARCH 2009 

8. In accordance with section 25(3) of the Act, the Commission is required to 
receive a report on Audit Scotland’s accounts, together with a report from qualified 
auditors. At is meeting on 13 May 2009, the Commission took evidence on the 
annual report and audited accounts for the year to 31 March 2009 from Robert 
Black, Auditor General for Scotland (who is the accountable officer for Audit 
Scotland), Russell Frith, Director of Audit Strategy, Audit Scotland and Diane 
McGiffen, Director of Corporate Services, Audit Scotland.2 

9. Further evidence was provided by Richard Gibson of HW Chartered 
Accountants (the external auditors of Audit Scotland), who gave the Commission 
assurances that he and his team had received all the information and explanations 
required by them to form their unqualified opinion on the annual accounts.  

10. The Commission notes that HW Chartered Accountants had no issues that it 
felt needed to be brought to the attention of the Commission or the management 
of Audit Scotland. Richard Gibson confirmed that the one internal control 
weakness identified for improvement in the management report for the year 
(regarding failure to follow procedure in a small proportion of purchase order 
cases) was of no significant concern, and would be improved by a new ordering 
system which should be operational by December.3 

11. The Commission sought explanations from the Auditor General and Audit 
Scotland management on a number of specific matters arising from the annual 
report and accounts and these are outlined below.  

                                            
1 Scottish Commission for Public Audit. 1st Report, 2008 (Session 3). Review of the Corporate 
Governance of Audit Scotland (SP Paper 160). Available online at: 
http://www.scottish.parliament.uk/s3/committees/scpa/reports-08/scpar08-01.htm
2 Audit Scotland Annual Report and Accounts Year ended 31 March 2009 :  
http://www.scottish.parliament.uk/s3/committees/scpa/documents/0809Accounts.pdf
3 Scottish Commission for Public Audit. Official Report, 16 September 2009, Col 224. 

 2

http://www.scottish.parliament.uk/s3/committees/scpa/reports-08/scpar08-01.htm
http://www.scottish.parliament.uk/s3/committees/scpa/documents/0809Accounts.pdf


Scottish Commission for Public Audit, 1st Report, 2009 (Session 3) 

General issues 

12. The Auditor General stated that, setting aside movements relating to 
pensions and funds carried forward through end-year flexibility, the outturn is 
within approximately 2% of overall budget.4 The Commission notes and 
welcomes the position illustrated by the accounts that the outturn at year-
end was much closer to budget than in previous years, which it believes 
aids transparency in assumptions for forward budgeting.  

13. The accounts note that efficiency initiatives generated savings of £92,000. 
Audit Scotland explained that these savings arose from initiatives such as 
reviewing suppliers and contracts. This is less than the target of £260,000 savings 
which Audit Scotland set for 2008-09 when it presented its budget for that year. 
However, Audit Scotland stated that, in addition to the documented savings, it has 
taken on additional work at no extra cost to support the development of 
streamlined scrutiny work and planning for the extension of best value audits. The 
value of this extra work does not appear to have been quantified.5 

Income issues 

14. The accounts show an 11% increase year-on-year in the fees paid by the 
Scottish Government and its sponsored bodies. Similarly, Scottish Water’s audit 
fee has increased by 6%, while the fees of other sectors fell. Audit Scotland 
explained that some of the fluctuation in recorded fee income in this financial year 
was due to the £1 million one-off fee rebate which was paid out of end-year 
flexibility to a number of bodies during the year. This was considered by the 
Commission in its 2nd Report 2008.6 More generally, fluctuation in the figures is 
attributed to variations in the timing and volume of audit work which is done pre-
and post-31 March each year.7 

Expenditure issues 

15. The accounts show that expenditure on fees to appointed auditors was 
£354,000 more than budgeted (£6,078,000 as against a budget of £5,724,000 – 
an overspend of 6.2%). The previous year this line showed an underspend of 7%. 
Similarly, operating costs have fluctuated quite significantly over recent years, 
being £3,884,000 in 2008-09 – up 9.1% over the previous year’s  £3,557,000, 
which was itself significantly less than in 2006-07 (£3,932,000) – a fall of about 
9.5% (after rising by 15% the previous year).  

16. Audit Scotland explained that the biggest element in the ‘operating costs’ line 
is for consultancy and other professional fees, where the expenditure had come 
closer to budget than in previous years. The accounts show a significant increase 
of £427,000 in legal and professional costs from £815,000 in 2007-08 to 
£1,242,000 in 2008-09. This expenditure in 2008-09 is significantly (18%) above 

                                            
4 Scottish Commission for Public Audit. Official Report, 16 September 2009, Col 209. 
5 Scottish Commission for Public Audit. Official Report, 16 September 2009, Col 219. 
6 Scottish Commission for Public Audit. 2nd Report, 2008 (Session 3). Report on Audit Scotland’s 
Budget Proposal for 2009-10 (SP Paper 171). Available online at: 
http://www.scottish.parliament.uk/s3/committees/scpa/reports-08/scpar08-02.htm
7 Scottish Commission for Public Audit. Official Report, 16 September 2009, Cols 213-4. 
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the budget (£1,057,000) initially approved by the Parliament for that year, although 
further provision was made through end-year flexibility at the Autumn Budget 
Revision. 

17. The Commission has previously asked about the high level of expenditure on 
consultants. Audit Scotland explained that the increase in 2008-09 reflected an 
increase in the volume of work, with a large element due to paying the Audit 
Commission for work it does on the national fraud initiative – work which is 
required every second year.8   

18. Audit Scotland also elaborated on the statement in the annual report that it 
had applied the recommended standards from a study on central government’s 
use of consultants to its own internal processes. It stated that it was seeking to 
improve practice on identifying potential tenders for its relatively low-value 
consultancy contracts.9 

19. The Commission welcomes Audit Scotland’s statement that it will 
produce a clear strategy to explain how it will routinely consider the lessons 
its external audit work might have for its internal management of the 
business.10 The Commission looks forward to seeing this work. 

20. The accounts show expenditure on property leases to have increased year 
on year by £137,000 from £586,000 to £723,000 (up 24%). Audit Scotland 
explained that this fluctuation is due to rent reviews, and to the expenditure in 
2007-08 being artificially low because the figure for rent reviews that year was 
lower than expected.11 

21. The accounts report on success in paying invoices within 30 days. 
Presuming that the number and complexity of invoices dealt with by Audit Scotland 
is comparatively low, the Commission asked whether it now aims to pay invoices 
within the 10 days now being used as a standard by many public bodies to assist 
businesses during the recession. In supplementary correspondence, Audit 
Scotland stated that, while its system records date of issue rather than date of 
receipt of invoices, it estimates that in the six months to September 2009 it paid 
48% of invoices within the ten day target. In the three months to September the 
figure was 58%.12 The Commission welcomes Audit Scotland’s confirmation 
that the new electronic purchase ordering system that it is about to 
introduce will allow it to speed up payments towards that 10-day target.13 
However, the Commission believes that this is an important target in the 
current economic situation, and urges Audit Scotland to meet it regardless 
of the payment system in place. The Commission would also welcome 
information about the volume of invoices dealt with by Audit Scotland. 

                                            
8 Scottish Commission for Public Audit. Official Report, 16 September 2009, Col 222. 
9 Scottish Commission for Public Audit. Official Report, 16 September 2009, Col 222. 
10 Scottish Commission for Public Audit. Official Report, 16 September 2009, Col 218. 
11 Scottish Commission for Public Audit. Official Report, 16 September 2009, Col 222. 
12 Correspondence from the Auditor General for Scotland to the Scottish Commission for Public 
Audit, dated 20 October 2009. Available online at: 
http://www.scottish.parliament.uk/s3/committees/scpa/papers-09/scpap09-03.pdf
13 Scottish Commission for Public Audit. Official Report, 16 September 2009, Col 216. 
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2009-10 AUTUMN BUDGET REVISION 

General approach to end-year flexibility 

22. The Commission recommended in its report on Audit Scotland’s budget 
proposals for 2008-09 that Audit Scotland examine thoroughly what it would 
require to move to a more consistent budgeting that did not rely so heavily on end-
year flexibility (EYF). The Commission considered that this would aid transparency 
in budgeting and allow appropriate scrutiny of assumptions during the 
parliamentary budget scrutiny process in the autumn of each year. The Auditor 
General confirmed that Audit Scotland would seek to rely less in future on EYF 
and address the cumulative end-year position.14 

23. As a revision to the originally-approved budget for 2009-10, Audit Scotland 
has sought approval to carry forward £500,000 of revenue EYF and no capital 
EYF. Audit Scotland stated that it is able to accommodate all capital plans within 
the core 2009-10 capital budget of £300,000. 

24. The amount requested this year as EYF is substantially reduced from recent 
years. The sums being sought for 2009-10 compare to £2,483,000 revenue EYF 
and £40,000 capital EYF sought in 2008-09.  

25. The total revenue EYF potentially available to Audit Scotland as at 31 March 
2009 was £2,192,000 and the capital was £177,000.15 As a result of requesting 
that £500,000 of this be approved to carry forward, £1,869,000 of funding originally 
allocated to Audit Scotland is effectively able to be returned to the Scottish 
Consolidated Fund for the Scottish Government to allocate to other priorities. 

26. The Auditor General confirmed that Audit Scotland had been able to make 
faster progress than it had expected towards the financial objectives sought by the 
Commission of reducing routine reliance on EYF and securing an end-year 
position closer to budget. 

27. The Commission notes and welcomes the significant progress made on 
EYF this year, and looks forward to this trend being continued in future 
years. The Commission also welcomes the more detailed and helpful 
presentation of information in the Autumn Budget Revision paper on how 
the underlying underspend arose in 2008-09, the funds that Audit Scotland is 
able to release to the Scottish Consolidated Fund and what is sought by way 
of end-year flexibility. The Commission also welcomes the fact that Audit 
Scotland has produced the Autumn Budget Revision earlier this year, in 
response to the Commission’s request to be able to consider it in plenty of 
time before the formal parliamentary authorisation is sought in a statutory 
instrument later in the autumn.  

                                            
14 Scottish Commission for Public Audit. Official Report, 5 November 2008, Col 155. 
15 Audit Scotland Autumn Budget Revision 2009-10. Available online at: 
http://www.scottish.parliament.uk/s3/committees/scpa/papers-09/scpap09-02.pdf
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The available revenue EYF 

28. The total revenue EYF potentially available to Audit Scotland as at 31 March 
2009 was £2,192,000. A list of the areas from which this is said to have arisen is 
included in the Autumn Budget Revision paper. Pension items contribute £784,000 
to the underspend. The paper states that “the actuary is saying that the cost of 
pension contributions which are required to be recognised in the accounts is less 
than the contributions that we are required to pay over to the pension scheme”. 
Audit Scotland noted that it is quite possible that, in some future years, pension 
adjustments would be in the opposite direction and may require additional funds 
being sought in the Autumn Budget Revision. 

Proposed use of EYF 

29. On the proposed use of end-year flexibility, Audit Scotland has identified 
three areas of expenditure: property repairs; development of the business; and 
implementation of a revised performance management system. The Auditor 
General confirmed that all the funds sought are for continuation of projects which 
had been approved in previous years, and for which revised lower sums were now 
being sought. There are no new purposes for which EYF is being sought this 
year.16 

30. The funding sought to implement the performance management system as 
part of the revised reward and competency project is understood to be a non-
recurring cost for the establishment of the system and additional staff training. The 
£68,000 sum sought has been revised downwards from the £108,000 estimated 
the previous year. 

31. Similarly, funding for the replacement of lifts at 18 George Street is 
understood to be a one-off, non-recurring expenditure item. The £47,000 sought is 
the contribution to completing a project started in the previous year. Although it is 
relatively near the end of a long lease at 18 George Street, Audit Scotland 
confirmed that it is contractually obliged to contribute to these repairs, rather than 
the cost of them falling on the landlord. Last year, EYF of £75,000 was also 
requested for roof repairs at 18 George Street, although Audit Scotland has now 
confirmed that this work has not yet been carried out and is not expected in 2009-
10. The funds for this have effectively been surrendered as part of this budget 
revision. The Commission considers property costs further below in regard to the 
2010-11 budget proposal. 

32. Last year the Commission sought clarification on why Audit Scotland was 
proposing to use £81,000 of EYF to pilot new correspondence-handling 
arrangements by employing a new senior manager to centralise it, when this work 
already appeared to be taking place. The Autumn Budget Revision refers to the 
appointment of one senior manager with responsibility for correspondence 
handling, and states that this responsibility will now be funded from core budgets 
going forward. Audit Scotland explained further that this is not to deal with routine 
business correspondence, but matters requiring complex investigation.  

                                            
16 Scottish Commission for Public Audit. Official Report, 16 September 2009, Col 225. 
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33. Of the revenue EYF being sought, the largest amount is for ‘development of 
the business’. Audit Scotland wishes to use £203,000 in 2009-10 and £182,000 in 
2010-11. This represents a reduction of £97,000 on the amount requested for this 
purpose last year. Audit Scotland has also said that it has responded to the 
Commission’s previous recommendation that development of the business should 
be budgeted for in the usual way rather than relying on EYF. The Auditor General 
emphasised that the most efficient way to fund additional pressures – such as 
developing the new approach to scrutiny – is to use EYF rather than the 
alternative of adjusting fee levels to include costs in annual budgeting.17  

34. The Commission recommended in its report on Audit Scotland’s budget 
proposals for 2008-09 that Audit Scotland should provide a greater level of detail 
on the precise purposes for which any future proposed EYF would be used. 
Limited details of how this ‘development of the business’ money will be allocated 
are given in the Autumn Budget Revision paper, although it does state that it will 
support “additional staff including a staff secondment from a Scottish Local 
Authority”. In evidence, Audit Scotland stated that it is still difficult for it to profile 
and distinguish the one-off developmental costs from ongoing costs.18  

35. The Commission acknowledges the importance of this development work, 
but has found it difficult to be clear on exactly how the cash will be spent. The 
Commission requests that, in future, Audit Scotland provides full 
explanation of exactly how proposed EYF funds will be spent – for example, 
identifying consultants’ costs and explaining the total number of staff and 
secondees who have been or will be appointed to assist in the development 
of a project, and whether they have been appointed on a fixed-term basis. 
This would give greater transparency to how EYF funds are being used by 
clarifying exactly where new cash is required, as opposed to areas where 
development activity is being accommodated within existing staff resources. 

AUDIT SCOTLAND’S EXPENDITURE PROPOSALS FOR 2010-11 

36. Under section 11(9) of the Act, the Commission must examine Audit 
Scotland’s proposals for its use of resources and expenditure for each financial 
year, and report on them to the Parliament.  

37. Audit Scotland’s presentation of its proposals for 2010-11 has helpfully 
continued in the format which allows greater comparison of headings between the 
budget and the audited accounts, and which shows out-turn for previous years. 
Audit Scotland has also provided an updated fee strategy which explains the 
principles and policies adopted in setting fees and charges, and considers the 
application of the policies to the circumstances of setting fees for the 2009-10 and 
2010-11 audit years and the preparation of the budget for the financial year 2010-
11.19 

38. Audit Scotland’s proposed total gross administrative costs for 2010-11 is 
£27,687,000. Its estimated income from charges to audited bodies is £20,603,000, 
                                            
17 Scottish Commission for Public Audit. Official Report, 16 September 2009, Cols 225-6. 
18 Scottish Commission for Public Audit. Official Report, 28 October 2009, Col. 246 
19 Audit Scotland Budget Proposal 2010-11 and Fee Strategy September 2009. Available online at: 
http://www.scottish.parliament.uk/s3/committees/scpa/papers-09/scpap09-03.pdf  
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and the total resource requirement (expenditure which is payable out of the 
Scottish Consolidated Fund) for 2010-11 is £7,384,000. This is made up of a net 
operating cost of £7,084,000 and a capital budget of £300,000. This total resource 
requirement is actually £14,000 less than the initial estimate for 2010-11 that Audit 
Scotland provided in March 2009. The net operating cost is £8,000 lower than 
originally estimated and the capital £6,000 lower. 

39. Overall, the net budget required from the Scottish Consolidated Fund and the 
total gross administrative costs for 2010-11 are both falling slightly in real terms 
year on year, when the standard Treasury deflator for 2010-11 of 1.5% is applied. 
In evidence the Commission explored a number of issues arising from the budget 
proposal.  

Cost pressures 

40. The budget proposal and fee strategy documents outline the principal 
assumptions underpinning the budget. Pay for Audit Scotland staff represents 
about 55% of its total budget and so movements have a significant bearing on the 
budget. Supplementary correspondence from Audit Scotland provided some detail 
on the outcome of the review of its remuneration strategy and its impact on 
budgets. 2010-11 is the second year of implementation of the revised strategy, 
with costs incurred as staff are assimilated onto the new pay ranges over the 
course of three years. 

41. Audit Scotland stated that the annual pay uplift budgeted for 2010-11 is 
1.5%, which is the limit set by the Scottish Government’s public sector pay 
guidance for 2009-10 (although Audit Scotland is not formally subject to that 
guidance). The actual uplift for 2010-11 has not yet been negotiated. The budget 
assumes that pay progression for those who qualify to move up ranges will mean 
that average annual awards will total 3.2%. Progression is now based on an 
assessment of contribution to the organisation. Audit Scotland said that its new 
pay system represented a marginal tightening of pay progression costs, although 
there would be a short-term hump caused by the cost of assimilation to the new 
scales and moving closer to full staff establishment.20 The total pay bill is 
budgeted to increase by 1.1%, which takes account of the “effect of average pay 
increases for our staff but is also net of planned staff efficiency savings and 
benefits arising from revisions to our skill mix”.21 

42. The budget proposal highlights a number of other cost pressures. One of 
these is lower bank interest, which appears likely to continue at a low level. Audit 
Scotland has budgeted for miscellaneous income of £109,000 – maintaining the 
lower budget set for 2009-10, However, out-turn for the previous two years was 
much higher at £346,000 and £321,000 respectively. It is not clear whether there 
may be some positive variance again.  

43. Another pressure arises from the extra costs for external appointed auditors 
for work related to the introduction of International Financial Reporting Standards 

                                            
20 Scottish Commission for Public Audit. Official Report, 28 October 2009, Cols 235-6. 
21 Supplementary correspondence from the Auditor General for Scotland to the Scottish 
Commission for Public Audit, dated 3 November 2009. Available online at:  
http://www.scottish.parliament.uk/s3/committees/scpa/papers-09/scpap09-04.pdf 
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(IFRS) to the local government sector from 2010-11. The Commission sought to 
examine how these additional costs would work through the budget. The fee 
strategy document states that the 2009-10 budget included an assumption that 
fees to auditors would rise by 6% to cover work on opening balance sheets and 
shadow accounts in the central government and health sectors. There will be 
continuing effects on the budget as the IFRS-related work rolls through the various 
audit sectors. Audit Scotland confirmed that the 6% addition to central government 
and health costs is expected to continue into the first full audit of IFRS-based 
accounts, and then will reduce to about 3%. It is not wholly a one-off increase that 
will subsequently be removed because IFRS-based accounts are expected to 
continue to require more work than those prepared under previous practice.22 
Audit Scotland confirmed that there is a less formal requirement for IFRS shadow 
accounts or an audit of these for the local government sector, which is allowing it 
to permit auditors to agree the work required on a case-by-case basis. 

Efficiencies 

44. The Commission asked whether, given the pressure which salary costs and 
these other pressures exert on the budget, Audit Scotland can continue to 
constrain its overall budget in the way it has this year. 

45. The cost pressures identified are offset by efficiencies outlined in the budget 
proposal document. Audit Scotland stated that it has incorporated efficiency 
savings of £540,000 in the budget for 2010-11, amounting to 2% of the 2009-10 
gross expenditure budget. Some of these have been achieved through reduced-
price supply contracts. It has also applied a 2% efficiency to the uprated fees paid 
to appointed auditors. The budget also includes staffing efficiencies of £266,000 in 
2010-11 achieved through various initiatives including changing the skill mix 
required for particular tasks. These will be recurring savings.  

46. The Auditor General, however, emphasised that efficiencies will be 
increasingly difficult to identify in the future. The bulk of costs are those for staff 
and essential goods and services to run the business, which has to fulfil statutory 
obligations to deliver certain audit work to an acceptable standard.23 He stated 
that, “Without revisiting fundamentally the nature and scope of audit work, it is 
difficult to see ways in which we can generate large cash savings in future 
years.”24 

47. Audit Scotland emphasised rationalisation of its property costs as a specific 
area which would be targeted to achieve future efficiencies. This is an area about 
which the Commission has enquired repeatedly, specifically in relation to 
significant contributions to repair works which have been discussed in the context 
of carrying forward end-year flexibility. Audit Scotland confirmed that it is subject to 
a number of long-term leases. The first of these ends in 2012, with others in 2014 
and 2015. It is, therefore, beginning to plan now for 2012 to be the start of a 
phased rationalisation, with the first phase being consolidation of three Edinburgh 

                                            
22 Scottish Commission for Public Audit. Official Report, 28 October 2009, Col 245. 
23 Scottish Commission for Public Audit. Official Report, 28 October 2009, Col 232. 
24 Scottish Commission for Public Audit. Official Report, 16 September 2009, Col 210. 
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offices into the two existing George Street bases.25 This phased review is intended 
to look not only at direct property costs but also at issues such as the way in which 
audit is delivered, travel to work patterns and the next procurement of external 
audit contracts from private firms.  

48. Audit Scotland also highlighted the savings it had made in energy usage as a 
result of upgrades of its IT equipment. However, rising fuel costs had meant that 
this had so far not resulted in any net savings. It stated that it was in the process of 
looking at supply options, and aimed to benefit from lower energy costs as a result 
of office rationalisation in due course.26 

49. The Commission sought to clarify details on the number of staff employed by 
Audit Scotland, as various documents show the average number of staff in post or 
the total whole-time equivalent staff complement, with agency staff and secondees 
in addition. Some also show figures net of posts funded by end-year flexibility. The 
annual accounts state that the average number of whole-time equivalent staff 
employed by Audit Scotland increased by 15 from 278 in 2007-08 to 293 in 2008-
09. Similarly the number of agency and seconded staff increased from 14 to 20 
year on year. This rise was partly explained by improved filling of vacancies. Audit 
Scotland stated that the staff complement has remained “fairly constant over the 
past four or five years at 297”.27  

50. Supplementary correspondence states that Audit Scotland’s overall staffing 
establishment for 2009-10 was 298 whole time equivalents (with 287, 295 and 297 
for the preceding three years respectively) and for 2010-11 is 295 (including board 
members and posts funded by end-year flexibility). However, the budget proposal 
states that the complement for 2010-11 remains the same as for 2009-10 at 292, 
omitting the board and EYF-funded posts. The Commission recommends that 
Audit Scotland presents staff figures in future in a consistent manner across 
documents, with full explanation of what is included or not, in order to 
improve transparency and allow informed discussion about efficiencies.  

51. The different staffing figures appear to show a gradual increase in staff 
resources over the last few years. However, evidence to the Commission 
suggested that there are a number of issues around the potential for improved 
productivity. The budget proposal document states that some staffing efficiencies 
have already resulted from restructuring business groups, and Audit Scotland 
confirmed that it has looked at some areas where it can change the skill mix 
required and the components of the job.28 It is not clear what scope there is for 
further revision of the skill mix, or how the approach which Audit Scotland takes to 
allocating different grades of staff to audit work compares with others such as 
private sector audit firms. The Commission requests further information from 
Audit Scotland on any work it has done to analyse the skill mix it uses 
compared to other audit sectors, including the private sector. 

                                            
25 Scottish Commission for Public Audit. Official Report, 28 October 2009, Col 232. 
26 Scottish Commission for Public Audit. Official Report, 28 October 2009, Cols 238-9. 
27 Scottish Commission for Public Audit. Official Report, 16 September 2009, Col 212. 
28 Scottish Commission for Public Audit. Official Report, 28 October 2009, Col 236. 
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52. The Auditor General also said that the “work that is being undertaken on 
improving our audit methodologies and linking into the scrutiny review” is helping 
to reduce the burden on audited bodies.29 The budget proposal outlines the new 
scrutiny co-ordination responsibilities that Audit Scotland has taken on. The 
Accounts Commission has said that streamlining scrutiny has resulted in 25% less 
scrutiny contact days over the last two years. Audit Scotland’s budget proposal 
also states that one objective of the corporate plan is to “deliver more streamlined 
audit” as a result of examining and co-ordinating overall scrutiny of public bodies. 
Developing this revised scrutiny approach is an additional cost for Audit Scotland 
in the immediate term. However, it is not yet clear whether it expects this work 
(particularly the work on shared approaches to risk assessment) to feed through in 
time into reduced audit contact time and costs and, if so, what effect this can be 
expected to have on future budgets. The Commission requests that Audit 
Scotland keep it informed of progress on this. 

53. A related issue is the longer-term impact of the Scottish Government’s public 
sector simplification programme. Changes in the landscape of Scottish public 
bodies have so far only marginally affected the number of bodies audited each 
year, and Audit Scotland has explained that there is no linear relationship between 
the number of bodies (or, indeed, the total spend of the audited bodies) and the 
costs of audit. The Commission has previously heard that some of the bodies 
abolished did not prepare separate annual accounts, so this has had no effect on 
audit costs. The removal of other bodies has not yet had an effect as the need to 
audit historic accounts for them has not yet ended. Some new bodies have also 
been established. The planning assumptions about how continued public services 
reform will affect Audit Scotland’s costs in the medium term are, therefore, not yet 
clear.  

Context and future trends 

54. The annual accounts state that 2008-09 has been “the most challenging 
external economic environment” since Audit Scotland was established. While the 
retrospective nature of audit means that this has not yet had a direct effect on it, 
Audit Scotland acknowledged that “we are entering quite unprecedented times 
with regard to the performance of the economy and the conditions that are going 
to apply more widely in the public sector”.30 

55. Audit Scotland explained how it had benchmarked its salary scales with 
appropriate comparators, mainly in the public sector rather than in the 
accountancy profession in general, during its pay system review. Although it 
competes widely for graduate recruits, it considers that using “any other 
comparator would quickly become unaffordable” as private sector salaries tend to 
run ahead of its own.31  

56. The Commission recognises that expected public finance constraints in the 
next few years may have an impact on Audit Scotland. In this context, the 
Commission makes a number of recommendations.  

                                            
29 Scottish Commission for Public Audit. Official Report, 16 September 2009, Col 210. 
30 Scottish Commission for Public Audit. Official Report, 28 October 2009, Col 234. 
31 Scottish Commission for Public Audit. Official Report, 28 October 2009, Col 234. 
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57. In previous years the Commission has expressed interest in details of how 
Audit Scotland assesses the impact of its work. The annual accounts highlight 
“£40 million in cumulative overpayments and savings now identified” in the 
national fraud initiative. This commentary is one good example of highlighting the 
impact which robust and well-directed public audit work can have. It is particularly 
important during a period of public finance constraints that the impact of funding 
public audit work appropriately is understood. The Commission appreciates the 
difficulty of directly quantifying the impact of audit work, and acknowledges the 
evidence Audit Scotland has given it to date on its work in this area. However, the 
Commission recommends that Audit Scotland should redouble its efforts to 
identify and present in an appropriate manner the contribution it makes to 
efficient management of expenditure across the public sector. 

58. Secondly, the discussion above on cost pressures and the staffing and 
accommodation efficiencies which can help to offset pressures covers several 
issues of a strategic nature. The budgetary impacts of these will develop over 
more than one year. Similarly, the public finance context is expected to be very 
tight for several years. The Commission, therefore, requests that Audit 
Scotland considers and reports back to it on how it can engage 
constructively with the Commission on all of these strategic issues beyond 
the immediate annual budget process. The Commission requests, in 
particular, detailed consideration of the property rationalisation strategy and 
of the staffing efficiencies which can arise from the three main issues 
outlined (development of skill mix, scrutiny reform and public sector 
simplification). 

59. Finally, the way in which the budget is constructed, and the dynamic of a 
number of key influences on it, mean that several budget lines routinely have the 
potential to fluctuate significantly year-on-year. For example, this year the 
Commission has heard evidence that— 

o The proposed budget for legal and professional fees remains at a high level 
for 2010-11, and Audit Scotland has confirmed that a substantial sum for 
the national fraud initiative appears every second year. 

o The capital budget for 2010-11 is unchanged from the previous year and is 
said to be primarily for the continued programme of IT upgrades. However, 
IT spending is cyclical and the capital budget has been subject to significant 
variation in previous years. 

o In considering the annual accounts, significant year-on-year variation in the 
operating costs and fee income from audits has been noted. 

 
60. Similarly, there are other areas in which costs clearly influence the budget 
perspective for more than one financial year. For example, in the course of 
evidence this year Audit Scotland has explained that— 

o Some of the effects on future years of the revised remuneration structure 
are already known. 

o The fee strategy provides indicative figures which will affect budgets for the 
2011-12 financial year as well as 2010-11. 

o The additional costs of IFRS-related work will flow through the different 
audit sectors and then reduce again. 
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o Some assumptions about fees payable to appointed auditors may be set for 
the life of the five-year contract. Audit Scotland has indicated that it will 
consider whether the principal assumptions underpinning the approach to 
the fee strategy can be simplified in future. 

o Some end-year flexibility funding is sought for two years at a time. 
Authorisation is being sought in this year’s Autumn Budget Revision for 
spending on developing the business to be taken forward to 2010-11 rather 
than simply used in the current financial year. 

 
61. The Commission appreciates that these are complex issues subject to other 
influences which cannot be predicted with certainty, and that some elements may 
be contingent or uncertain. However, the factors outlined in paragraphs 59 and 60 
above show the ongoing rationale for a longer-term perspective on Audit 
Scotland’s budgeting. In addition, the current economic context demands a 
strategic focus on budget trends across the public sector. The Commission, 
therefore, recommends that Audit Scotland should consider and report to it 
on how it can in future present budget proposals that cover a longer-term 
perspective than previously – for example, by routinely providing a 
provisional or indicative budget for the financial year subsequent to the one 
for which formal approval is being sought. 

CONCLUSION 

62. The Commission draws the Parliament’s attention to the observations and 
recommendations contained in this report. It considers that these 
recommendations will, in particular, encourage progress towards a more strategic 
understanding of Audit Scotland’s budget requirements. The Commission requests 
that Audit Scotland provides a formal response to this report, detailing the action it 
intends to take to address the recommendations. 

63. Taking account of these comments, the Commission recommends that Audit 
Scotland’s proposal for total net expenditure of £27,687,000 and total resource 
requirement from the Scottish Consolidated Fund of £7,384,000 for the year 2010-
11 be approved by the Parliament. In doing so, the Commission also recommends 
approval of Audit Scotland’s request for £500,000 of revenue underspend to be 
carried forward by means of end-year flexibility through the Autumn Budget 
Revision. 
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ANNEXE: EXTRACTS FROM THE MINUTES 

1st Meeting, 2009 (Session 3) Wednesday 13 May 2009 

Audit Scotland’s response to the Commission’s 2nd Report 2008 on Audit Scotland’s 
Expenditure Proposals for 2009-10, and Audit Scotland’s provisional budget estimate for 
2010-11: The Commission took evidence from— 

Robert Black, Auditor General for Scotland, Russell Frith, Director of Audit Strategy, Barbara Hurst, 
Director of Public Reporting, and Diane McGiffen, Director of Corporate Services, Audit Scotland. 

Economy, efficiency and effectiveness examination of Audit Scotland: The Commission 
considered correspondence from Audit Scotland in relation to follow-up work by the auditors of 
Audit Scotland on the economy, efficiency and effectiveness examination of Audit Scotland’s fees 
and charges, and took evidence from— 

Robert Black, Auditor General for Scotland, Russell Frith, Director of Audit Strategy, Barbara Hurst, 
Director of Public Reporting, and Diane McGiffen, Director of Corporate Services, Audit Scotland. 

2nd Meeting, 2009 (Session 3) Wednesday 16 September 2009 

Audit Scotland Annual Report and Accounts for the year to 31 March 2009 and Auditor’s 
Report on the Accounts: The Commission took evidence from—  

Robert Black, Auditor General for Scotland, Russell Frith, Director of Audit Strategy, and Diane 
McGiffen, Director of Corporate Services, Audit Scotland, 

and then from— 

Richard Gibson, HW Chartered Accountants, External Auditors to Audit Scotland. 

Audit Scotland’s Autumn Budget Revision 2009-10: The Commission took evidence from— 

Robert Black, Auditor General for Scotland, Russell Frith, Director of Audit Strategy, and Diane 
McGiffen, Director of Corporate Services, Audit Scotland.  

3rd Meeting, 2009 (Session 3) Wednesday 28 October 2009 

Decisions on taking business in private: The Commission agreed to take agenda item 3, and 
future consideration of a draft report on Audit Scotland’s Budget Proposal for 2010-11, in private. 
The Commission also agreed to consider a paper from the Secretary on extending the contract of 
the auditors of Audit Scotland in private at a future meeting. 

Audit Scotland’s Budget Proposal for 2010-11: The Commission took evidence from— 

Robert Black, Auditor General for Scotland, Russell Frith, Director of Audit Strategy, and Diane 
McGiffen, Director of Corporate Services, Audit Scotland.  

Audit Scotland evidence (in private): The Commission considered the evidence heard to date to 
inform the preparation of its report on Audit Scotland’s Budget Proposal for 2010-11.  

4th Meeting, 2009 (Session 3) Wednesday 11 November 2009 

Auditors of Audit Scotland (in private): The Commission considered a paper from the Secretary 
on extending the contract of the auditors of Audit Scotland. The Commission agreed to offer the 
auditors a one-year extension to their contract. 

Audit Scotland’s Budget Proposal for 2010-11 (in private): The Commission considered a draft 
report on Audit Scotland’s budget proposal for 2010-11. The Commission agreed the report subject 
to revisions. 
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