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SCOTTISH COMMISSION FOR PUBLIC AUDIT 
 

AGENDA 
 

3rd Meeting, 2015 (Session 4) 
 

Thursday 10 December 2015 
 
The Committee will meet at 10.00 am in the Robert Burns Room (CR1). 
 
1. Decision on taking business in private: The Commission will decide whether 

to take item 3 in private and whether to take its draft report on Audit Scotland's 
budget proposal in private at future meetings.  

 
2. Audit Scotland’s Budget Proposal for 2016/17: The Commission will take 

evidence from— 
 

Ian Leitch, Board Chair, Audit Scotland; 
 
Caroline Gardner, Auditor General for Scotland; 
 
Russell Frith, Assistant Auditor General, and Diane McGiffen, Chief 
Operating Officer, Audit Scotland. 
 

3. Audit Scotland evidence: The Commission will consider the evidence heard to 
date to inform the preparation of its report on Audit Scotland’s Budget Proposal 
for 2016/17.  

 
 

Alison Wilson 
Secretary to the Scottish Commission for Public Audit 

Room T3.60 
Tel: 0131 348 5205 

Email: Alison.Wilson2@scottish.parliament.uk  
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Scottish Commission for Public Audit 
 

3rd Meeting, 2015 (Session 4), Thursday 10 December 2015 
 

Audit Scotland’s budget proposal 2016/17 and fee strategy 
 

Purpose 
 

1. The purpose of this paper is to invite the Commission to consider Audit 
Scotland’s 2016/17 budget proposal and associated fee strategy. Copies of 
the budget proposal and fee strategy are attached. Audit Scotland will give 
oral evidence to the Commission. 

 
 Role of the SCPA  
 

2. Section 11(9) of the Public Finance and Accountability (Scotland) Act 2000 
states—  

 
“Audit Scotland must, for each financial year, prepare proposals for its use of 
resources and expenditure and send the proposals to the Scottish Commission 
for Public Audit (constituted under section 12), which is to examine the proposals 
and report to the Parliament on them.”  

 
3. The SCPA is required to consider the budget proposal and then report to the 

Finance Committee. Under the Written Agreement between the Finance 
Committee and the SCPA on the budget process in Session 4 of the Scottish 
Parliament, it—  

 
“will provide to the Finance Committee no later than the end of the first week in 
November each year, its report on Audit Scotland’s budget proposals for the next 
financial year.”  
 
4. However, as Members will be aware, the the timing of the UK Spending 

Review meant the Scottish Government did not receive confirmation of its 

budget totals and associated technical conditions until the Review was 

published on 25 November 2015.   This has had a significant impact on the 

timing of the Scottish Government’s Draft Budget 2016-17. 

 

5. The Cabinet Secretary for Finance, Constitution and Economy wrote to the 

Finance Committee on 10 November 20151 setting out a proposed revised 

timetable for scrutiny of the Draft Budget and the legislative process for the 

Budget Bill.  The Draft Budget will be published on 16 December 2015 with 

Stage 3 of the Budget Bill proposed for completion by 24 February 2016. 

                                            
1
 Letter from the Cabinet Secretary for Finance, Constitution and Economy. 10 November 2015. 

Available at: 
http://www.scottish.parliament.uk/S4_FinanceCommittee/General%20Documents/Letter_to_Convener
_10.11.2015.pdf 
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6. Therefore, to meet the Finance Committee’s deadline of 15 January 2016 for 

reports from Committees, a draft report on the budget proposal will be 
considered at the Commission’s meeting on 14 January 2016.  
 

Conclusion  
 

7. The Commission is invited to consider Audit Scotland’s budget 
proposal and fee strategy. Members may wish to seek clarification on 
any points with Audit Scotland witnesses.  

 
Secretary to the Scottish Commission for Public Audit  

December 2015 
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Introduction 

Audit Scotland provides services to the Auditor General for Scotland and the Accounts 

Commission. The principal activities of Audit Scotland are to carry out the annual external 

audit of public bodies and to carry out a programme of performance and Best Value audits 

across the Scottish public sector. The number of public bodies we audit is around 220. 

Audit Scotland’s vision is to be a world class audit organisation that improves the use of public 

money. In order to achieve this vision, meet relevant professional standards and retain the 

independence of audit it is important that appropriate resources are available. 

Audit Scotland’s funding comes from charges to audited bodies and from the Scottish 

Consolidated Fund. Audit Scotland is required to submit its budget proposals to the Scottish 

Commission for Public Audit (SCPA) for their consideration. The SCPA then make a report to 

the Scottish Parliament as part of the annual Budget Act approval process. 

This paper presents Audit Scotland’s budget proposal for the 2016/17 financial year which 

should be read alongside the Fee Strategy. 

This year we have again given updated projections of resource requirements for two further 

years to 2018/19.  

This paper is presented in four parts. 

• Summary 

• Context 

• Resource Requirements 2016/17 

• Cost profiles 2016/17 to 2018/19. 

 

Appendix 1 - Operating Cost Statement expenditure trends 

Appendix 2 - Index of supporting data tables 
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Summary 

Our budget proposal for 2016/17 will continue to deliver real cost reductions in audit fees while 

maintaining the quality of our work. 

The proposal requests a Revenue Resource Requirement of £6,382k. This is £56k lower than 

that approved for 2015/16. Following investment in our new Edinburgh office during 2015/16 

our capital investment requirements in 2016/17 fall to £200k.  

Our budget proposals request a Total Resource Requirement of £6,582k. 

We have frozen 2015/16 audit fees in cash terms and we anticipate being able to achieve 

further average real terms fee reductions for the 2016/17 audit year. This follows fee 

reductions of over 20% in real terms over the last four financial years. 

We could have further reduced fees and our Revenue Resource Requirement were it not for 

increases in National Insurance contributions which will add £253k to our payroll costs in 

2016/17. We have also added £100k to our resource budget to allow us to plan for the audit 

implications of further devolution. These pressures add 1.4% to our cost base. 

When additional audit obligations and employer National Insurance cost pressures are 

excluded, the budget will deliver:  

 a reduction in gross administrative costs of £298k (1.2%). In real terms (2015/16 prices) 

this represents a 2.9% reduction 

 a cost reduction (efficiency) target amounting to 1.8% of our 2015/16 expenditure budget 

 a freezing of fees for 2015/16 at 2014/15 levels. In real terms this represents a 1.6% 

reduction at 2015 prices 

 an expectation that further real price fee reductions will be made for 2016/17 audits  

 excluding the impact of new audit work the revenue resource requirement sought from 

the Scottish Consolidated Fund has been reduced by 2%. In real terms (2015/16 prices) 

this represents a 3.6% reduction. 

Our budget proposals include savings in property costs following investment in a single site 

office in Edinburgh.  
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Context 

The budget for 2016/17 has been prepared in the context of a number of key uncertainties 

which are: 

 the outcome of the UK Spending Review and its impact on Scottish budgets 

 the amount of work required to be undertaken as a result of the Scotland Bill 2015 to 

provide support to Parliament and to prepare for the financial impact of the Bill. The draft 

budget makes an assumption about this for 2016/17 but greater clarity will only emerge 

once agreement is reached on the extent and timing of the financial aspects of the Bill 

 the outcome of the procurement exercise currently underway. The size and sectoral 

distribution of any savings generated will not be known until spring 2016. 

New work 

The impact of legislative changes means that additional audit is required. In brief this includes: 

 From 2015/16, 30 new Integrated Joint Boards will be created under the Public Bodies 

(Joint Working) (Scotland) Act 2014 to secure joint provision of health and social care 

services by councils and health boards. The joint boards will be audited by the auditors of 

the relevant councils and the work will be funded by additional audit fees. Revenue 

Scotland and Food Standards Scotland will produce their first set of accounts for 

2015/16. Legislation does not allow us to charge a fee for these audits so the costs need 

to be recovered through parliamentary support. 

 Further work will be required to provide assurance to Parliament on the financial aspects 

of the Scotland Bill 2015. The full extent of the additional work will not be known until the 

administrative arrangements to implement the legislation are agreed but it is likely to 

include further work with the National Audit Office to provide assurance on income tax 

and VAT income, work on the audit of devolved social security benefits and further work 

supporting Parliament as the complexity of the Scottish finances increases. 

Quality 

High quality audit work remains a priority for Audit Scotland and this budget proposal supports 

this goal. We regularly seek feedback from public bodies on the quality of our audit work. 

Details can be found in our 2014/15 annual report on Transparency and Quality 

http://www.audit-scotland.gov.uk/report/transparency-and-quality-annual-report-201415 

 

Property cost reductions 

At the beginning of November 2015 we moved into a single office in Edinburgh. This move will 

generate savings of £2.8 million over 10 years in respect of rent rates and service charges. 

Total savings of £306k are included in the budget for 2016/17. 
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Resource Requirements 2016/17 

The total Resource Requirement for 2016/17 requested for approval by the SCPA is £6,582k. 

This represents an overall cash reduction of £1,386k on the approved 2015/16 budget. Lower 

levels of capital funding contribute £1,330k to the decrease following the investment made in 

our new office during 2015/16.   Revenue support sought from the Scottish Consolidated Fund 

is £56k lower than that approved for 2015/16. 

The following table summarises the total Resource Requirements included in the 2016/17 

budget proposal and provides a comparison with the approved 2015/16 budget. Further 

information on expenditure categories is provided in Appendix 1, which also provides 

information on actual expenditure levels in 2013/14 and 2014/15. 
 

Table 1 – Summary of resource requirements for 2016/17 

 Resource requirements              Change 

      2015/16 2016/17       Real 

           £000       £000   Cash   Prices 

 Expenditure      

  People costs  14,552 15,021    3.2%    1.5% 

  Other administrative costs  9,972 9,558  -4.1%    -5.7% 

  Gross administrative costs     24,524 24,579    0.2%    -1.4% 

       

  Income      

  Income from charges to audited bodies    18,062 18,177 0.6% -1.0% 

 Bank interest & miscellaneous income           30           25      -16.7%    -18.1% 

  Total income     18,092 18,202 0.6% -1.1% 

 

 

Corporation Tax payable 

 

 

6 5   -16.7%    -18.1% 

 Net Operating Cost       6,438 6,382 0.9% -2.5% 

  Capital         1,530 200 -86.9% -87.1% 

  TOTAL RESOURCE REQUIREMENT      7,968 6,582 -17.4% -18.8% 
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The revenue support sought from the Scottish Consolidated Fund includes the full year impact 

of the creation of Revenue Scotland and Food Standards Scotland. In 2015/16 the audit work 

associated with these new bodies increased costs by £37k and a further increase in costs of 

£73k in 2016/17 takes the full year cost to £110k. Excluding the impact of the new audit work, 

the revenue support sought in 2016/17 has been reduced by 2%. In real terms (2015/16 

prices) this represents a 3.6% reduction. 

People costs included in the 2016/17 budget proposals are £469k (3.2%) higher in cash terms 

than provided in the approved 2015/16 budget. Increases in employer National Insurance 

contributions account for £253k (1.7%) of the increase, with a further £100k being included to 

allow for planning for the audit implications of the 2015 Scotland Bill. Excluding these 

additional costs, people costs in the 2016/17 budget are £116k (+0.8%) higher in cash terms 

being the impact of pay growth (+1.0% pay scales and +0.8% progression) partly offset by the 

vacancy factor assumed in the 2016/17 budget. In real terms (2015/16 prices) and excluding 

the impact of increased National Insurance contributions and the costs to plan for the 2015 

Scotland Bill, people costs are 0.9% lower than included in the 2015/16 budget. 

Other administrative costs in 2016/17 are in cash terms £414k less than included in the 

approved 2015/16 budget. In the 2015/16 budget our property costs were increased by £360k 

as we closed two properties and moved to a single site. Excluding this sum other 

administrative costs are £54k less than in 2015/16.  Property costs have been reduced by 

£306k per annum as a result of our property rationalisation. However the budget includes the 

biennial cost of undertaking the National Fraud Initiative (£200k) and further investment in 

training cost to support the expansion our professional training scheme (£59k).  

On a comparable basis excluding payroll cost pressures and discounting the additional 

property cost included in the 2015/16 budget, our Gross Administrative costs proposals for 

2016/17 are on a comparable cash basis £62k (+0.2%)  more than provided in the 2015/16 

budget. In real terms (2015/16 prices) this represents a 1.4% reduction. 
 

Principal budget assumptions - 2016/17 

The principal assumptions underlying the budget proposal for 2015/16 are: 

2015/16 Budget Revision 

Audit Scotland has not requested any revision to its 2015/16 budget through the Autumn 

Budget Revision (ABR) process. We will be seeking an adjustment as part of the 2015/16 

Spring Budget Revision (SBR) to meet non-cash pension adjustments. A similar adjustment 

was applied in 2013/14 and 2014/15. The need for this adjustment again in 2015/16 has been 

discussed with the Scottish Government Finance department who have advised that it will be 

dealt through the Annually Managed Expenditure (AME) process agreed with HM Treasury. 

We estimate the AME adjustment required for 2015/16 will be £2.0m. This estimate is based 

on information provided by the pension scheme actuary.  
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Our 2016/17 budget proposals have been prepared on the assumption that the 2015/16 SBR 

requirement is agreed.  

Constitutional change 

Our 2016/17 budget proposals reflect the changes introduced in the Scotland Act 2012 and 

we have included a provisional sum of £100k under workforce to provide capacity to respond 

to any requirements of the 2015 Scotland bill. It is too early to quantify the full impact of the bill 

but further additional resources may be required in future years. 

Work programme 2016/17 

Our Corporate Plan for 2015 - 2018 was published in May 2015. This plan describes our 

strategy and work plans for the three years from 2015. Our 2016/17 budget proposals will 

support the delivery of this new plan.  

The plan can be found at http://www.audit-scotland.gov.uk/docs/corp/2015/as_15-

18_corporate_plan.pdf  

Our core work on public audit in Scotland covers over 220 public organisations including the 

Scottish Government, the NHS in Scotland and local councils. These organisations spend 

over £40 billion of public money annually. Our work programme for 2016/17 is based on the 

current public sector landscape. 

We will complete the first full year of the audits of 30 Integrated Joint Boards (IJB), Revenue 

Scotland and Food Standards Scotland. 

We will carry out a programme of national performance audits. The programme of work for 

2016/17 will be determined by the Accounts Commission for Scotland and the Auditor General 

for Scotland following consultation with stakeholders. No volume changes are assumed in this 

work.  

We will continue to deliver a programme of Best value audits in local authorities, determined 

by the shared risk assessment process in the 32 councils.  

The volume of issues identified through annual financial audits that lead to the use of the 

statutory reporting powers of the Auditor General for Scotland to the Scottish Parliament and 

the Controller of Audit to the Accounts Commission for Scotland varies year on year and we 

continue to ensure that those issues are appropriately resourced.  

We continue to work closely with colleagues in England, Wales and Northern Ireland to extend 

the impact of the National Fraud Initiative (NFI), which has now identified £85 million of fraud 

and error in Scotland since 2000.  

Audit Scotland places the highest importance on audit quality and we have robust quality 

control and monitoring arrangements in place. We are able to continue to assure the quality of 

our work through new technology and improved ways of working. 
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Pay 

Our current pay deal ends on 31 March 2016. Our 2016/17 budget proposals assume that pay 

scales at April 2016 will increase by 1% from the April 2015 levels. In line with our 

remuneration strategy, progression payments will continue to be made. These equate to 0.8% 

of our pay budget. 

Pensions   

The majority (+95%) of Audit Scotland’s staff are members of the Local Government Pension 

Scheme. The actuarial valuation on 31 March 2014 set employer contribution rates for the 

three years from 1 April 2015.  For 2016/17 these are 17.2% for the current cost of pensions, 

plus a lump sum payment of £77k to contribute to the scheme deficit.  

Our budget proposal does not include resource to meet any large non-cash accounting 

adjustments required under International Accounting Standard 19 (IAS 19). In 2013/14 and 

2014/15  a SBR adjustment of £1,045k and £1,716k was agreed to meet the increased non-

cash pension accounting charge applied in those years. For 2015/16 a similar adjustment will 

be required which we estimate at £2.0m. The expectation of continuing low interest rates in 

the next few years may require similar large accounting charge adjustments in 2016/17 and 

beyond. In the longer term if interest rates were to increase it is possible the required 

accounting adjustment could be a credit as has happened in the past. In such circumstances 

a reduction in our budget would be sought and the benefit retained by the Consolidated Fund. 

It is very difficult to predict the impact of these non-cash pension accounting adjustments as 

part of the annual budgeting process. Information from our actuaries is provided once a year 

as part of each year-end and includes a projection of pension cost items for the following year. 

Information for 2016/17 will not be available until May 2016.  

In such circumstances we have assumed that SBR will continue to be requested to fund any 

adjustment. This approach is in line with the AME process agreed by the Scottish Government 

Finance department with HM Treasury to account for such adjustments. 

National Insurance 

Employer contributions will rise in April 2016. Currently staff who are part of an employer 

provided contracted out pension scheme are contracted out of the additional state pension. As 

a result both employees and employers pay reduced national insurance rates through a 

rebate. This rebate is being removed in April 2016 as part of revisions to state pension 

provisions. Currently the rebate is 3.4% for employers and its removal will add £253k to our 

payroll costs in 2016/17 which equates to 1.7% of our payroll budgets.  
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Appointed auditors (firms) 

The budget assumes that payments to appointed auditors (firms) for 2015/16 audits will be 

frozen at 2014/15 levels. For 2016/17 audits it is assumed that price levels will increase by 

1%. These increases are contractual and are linked to pay scale movements for our own staff.  

2015/16 is the final year of current audit appointments and a procurement and appointment 

process for the five years from 2016/17 has commenced. Our 2016/17 budget proposals 

assume for planning purposes that the remuneration paid to external audit firms will on 

average remain at the levels included in the current contracts. The procurement process 

places emphasis on price and quality. 

Property 

At the beginning of November 2015 we moved into a single office in Edinburgh following the 

closure of our two properties in George Street, Edinburgh (the leases for our offices terminate 

in November and December 2015). This move completes the rationalisation of our property 

portfolio and reduces annual running costs (rent, service charges and rates) by £280k and 

£2.8m over the ten years of the lease. Our 2016/17 budget assumes we will occupy three 

properties in Edinburgh, Glasgow and Inverness. 

Training and organisational development 

Our budget assumes continuing our work to develop and restructure our business to improve 

the way we work and to ensure we deliver ongoing efficiencies while maintaining the quality of 

our work.  During 2015/16 we started work to simplify our pay and grade structures to help us 

invest in and retain a skilled workforce who can deliver high quality audit. This work will be 

concluded during 2016/17. 

GDP deflators 

A GDP deflator of 1.7% has been assumed for 2016/17. This is consistent with the September 

2015 rates published by HM Treasury.  These are used to remove the effect of price changes 

(inflation) when comparing expenditure over time.  

VAT 

The budget assumes that the current VAT arrangement under which the Accounts 

Commission recovers input VAT on audit fees from firms undertaking local government audits 

continues, in line with the agreement with HMRC. 

Expenditure  

An analysis of expenditure by category is attached as Appendix 1.  This provides information 

on actual expenditure levels in 2013/14 and 2014/15 and the approved budget for 2015/16.  

The expenditure budget is set after reviewing actual costs for each of the last two years and 

the current year's budget and taking account of any planned developments and cost 

reductions.  
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Gross administrative costs (our total operating costs) within the proposed budget for 2016/17 

increase by £55k (0.2%) from the levels approved in 2015/16 budget in cash terms. In real 

terms (2015/16 prices) this represents a 1.4% reduction.  

The proposed budget identifies a staffing requirement for 276 w.t.e. This number is 1 w.t.e. 

more than provided in the 2015/16 budget.  

Staff costs account for 61% of our expenditure budgets and in our 2016/17 budget are £469k 

(3.2%) higher in cash terms than provided in our approved 2015/16 budget. The table below 

provides an analysis of this movement. 

 

 

 

 

 

 

 

Increases in employer National Insurance contributions contribute £253k (1.7%) to the 

increase with a further £100k being included to allow for planning for the audit implications of 

the 2015 Scotland Bill. Excluding these additional costs, people costs in the 2016/17 budget 

are £116k (+0.8%) higher in cash terms being the impact of pay growth (+1.0% pay scales 

and +0.8% progression) partly offset by the vacancy factor assumed in the 2016/17 budget. In 

real terms (2015/16 prices) excluding the impact of increased National Insurance contributions 

and the costs to plan for the 2015 Scotland Bill, staff costs are 0.9% lower than included in the 

2015/16 budget. 

Other administrative costs in the proposed 2016/17 budget are £414k (4.1%) lower than that 

provided in the 2015/16 budget. The main contributor to reduction is lower property costs 

following our move to a new office in Edinburgh. In the 2015/16 budget our property costs 

were increased by £360k as we closed two properties and moved to a single site. Excluding 

this sum other administrative costs are £54k less than in 2015/16.  Recurring property costs 

have been reduced by £306k per annum as a result of our property rationalisation. The budget 

includes the biennial cost of undertaking the National Fraud Initiative (£200k) and further 

investment in training cost to support the expansion our professional training scheme (£58k). 

The table opposite provides an analysis of the main cost movements within other 

administrative costs. 

 

 

 £k 

Additional National Insurance costs 

Planning provision for 2015 Scotland Bill 

Cost of employing an additional 1 w.t.e. staff 

253 

+100 

+40 

Impact of ongoing business restructuring - grade mix  -44 

Vacancy factor 

Annual pay growth                                                                                           

-138 

+258 

Total +469 
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Income 

Audit Scotland is required broadly to break even, taking one year with another, for that audit 

work which is charged to audited bodies. Money voted by Parliament covers the cost of the 

annual audits that under legislation we cannot charge for, together with most performance 

audit work within the Auditor General’s remit.   

Audit Scotland’s fee strategy is set out in a separate paper. This proposal covers audits for 

two periods, 2015/16 and 2016/17. 

The 2016/17 budget proposal means that we can freeze audit fees in cash terms. For most 

bodies this equates to a reduction of 1.6% in real terms.  

For the 2016/17 audit year we estimate that based on our budget assumptions, average fees 

will see a further real terms reduction. The work that we are currently undertaking on the 

allocation of costs between sectors and between audits within sectors may lead to variations 

in reductions or increases between bodies. This will also be affected by the level and 

distribution of any savings generated from the current audit procurement exercise.   

This budget results in an average increase of 0.6% (+£115k) in the fees budget for the 

financial year 2016/17 when compared to the 2015/16 budget. The additional fee income is 

driven by the increased audit work associated with IJB's and EAFA.   Income from charges to 

audited bodies by financial year is analysed below: 

 

 

 

 

     £k 

Property - 2015/16 double running 

Property - recurring savings 

Travel & subsistence 

Biennial National Fraud Initiative 

 -360 

 -306 

   -44 

+200 

Audit support - external fees                                                               -79 

Training and Organisational Development 

Depreciation                                                                                           

  +59 

+137 

Other small savings -21 

Total -414 
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Table 2 – Income from charges to audited bodies         

     Actual    Actual  Budget    Budget 

  2013/14  2014/15  2015/16   2016/17 

        £000      £000       £000        £000 

Local authorities 11,665 11,459 11,528 11,519 

NHS bodies 3,750 3,777 3,786 3,738 

Further education colleges 629 509 412 438 

Scottish Government depts. & sponsored bodies 1,957 2,398 2,336 2,482 

Total income from charges to audited bodies    18,001 18,143   18,062     18,177 

% cash increase in fees from 2015/16 budget    +0.6% 

 

Capital  

Our capital requirements for 2016/17 are £200k. This is £1,330k less than 2015/16 when the 

budget included £1,340k for the fit-out and furnishing of the new office in Edinburgh. The 

2016/17 budget of £200k will continue to support Audit Scotland’s rolling Information 

Technology programme. Details of the 2016/17 capital requirements are provided below: 

 

                  £000 

Telephony            60 

Tablets            40 

Hardware replacements            50 

Software            25 

Conference and presentation equipment       25 

TOTAL          200 
 

Efficiencies and cost reductions 

The table opposite shows the main efficiencies and cost reductions which have been 

incorporated into the 2016/17 budget proposal. These amount to 1.8% of gross expenditure in 

cash terms in the 2015/16 budget net of property double running costs.  
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                                 £000 

Property costs                      306 

Staffing costs                        44 

Audit Support - external fees           79 

TOTAL                                  429 

 

Property Costs 

At the beginning of November 2015 Audit Scotland moved into a new single site office in 

Edinburgh and closed two offices located in George Street. This move is expected to generate 

savings of £2.8 million over 10 years in respect of rent rates and service charges. Annual 

savings of £306k including the impact of reduced utility and property maintenance costs are 

included in the budget for 2016/17. 

Staffing costs 

Staff costs account for 61% of our expenditure budgets. Although our 2016/17 budget 

includes a staffing establishment increase of 1 w.t.e. compared to the 2015/16 budget, the 

increased cost of these staff is offset by the impact of grade mix changes arising from 

business restructuring which has reduced costs by £44k.   

Audit Support - external fees 

The completion of performance and best value audits can often require external consultancy 

and professional skills not available from our in-house staff. In recent years our need to use 

such support has fallen and in the 2016/17 budget we have targeted a reduction of £79k (17% 

of the 2015/16 approved budget). 
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Cost profiles 2016/17 to 2018/19 

In addition to our budget proposal for 2016/17, cost projections for the following two years 

have been prepared. 

Principal assumptions 

The principal assumptions for 2016/17 are presented on pages 6 to 9 of this submission.  

Details of the main assumptions for 2017/19 and 2018/19 are detailed below. 

Context 

As with our budget proposal for 2016/17, our cost projections have also been prepared 

recognising a number of key uncertainties. These are: 

 the outcome of the UK Spending Review and its impact on Scottish budgets for future 

years 

 the amount of work required to be undertaken as a result of the Scotland Bill 2015 to 

provide support to Parliament and to prepare for the financial impact of the Bill. Our cost 

projections make an assumption about this but greater clarity will only emerge once the 

governments agree the extent and timing of the financial aspects of the Bill 

 the outcome of the procurement exercise currently underway. The size and sectoral 

distribution of any savings generated will not be known until spring 2016. 

Constitutional change 

Our cost projections reflect changes introduced in the Scotland Act 2012. We have included a 

provisional sum of £100k under workforce in each year of the cost projections to provide 

capacity to respond to any requirements of the 2015 Scotland Bill. It is too early to quantify the 

full impact of the bill. 

Workload 

The workload assumptions set out for 2015/16 on page 7 of this submission also apply for 

2017/18 and 2018/19. Our cost projections assume the volume of work delivered in 2017/18 

and 2018/19 will remain the same as planned for 2016/17.   

Pay 

The budget for 2016/17 assumes that Audit Scotland’s salary scale points will be increased by 

1% from the April 2015 levels. In addition, contribution payments in accordance with our 

remuneration strategy will continue to be made. In 2016/17, these payments equate to 0.8% 

of our pay bill. Audit Scotland negotiates pay awards on an annual basis and actual awards 

will be determined as part of this process. However, for planning purposes only, we have 

assumed that in 2017/18 and 2018/19 pay levels will increase by 2% per annum; 1% for 

salary scale increase and 1% for staff performance contribution.   
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Pensions   

The majority (+95%) of Audit Scotland’s staff are members of the Local Government Pension 

Scheme. The actuarial valuation on 31 March 2014 set employer contribution rates for the 

three years from 1 April 2015. The rates for 2016/17 which are 17.2% for the current cost of 

pensions, plus a lump sum payment of £77k to contribute to the scheme deficit will also apply 

for 2017/18. In advance of the next actuarial valuation scheduled for March 2017 we have 

assumed the current rates effective in 2016/17 will also remain in place in 2017/18 and 

2018/19.   

The rates for the three years of the projection are noted below.      

   Current cost  Scheme deficit 

 2016/17     17.2%        £77k  actual                                    

           2017/18     17.2%        £77k  actual 

           2018/19     17.2%        £77k  estimate    

  

Appointed auditors (firms) 

Audit prices and volumes for 2017/18 and 2018/19 have been set at the levels included in the 

2015/16 budget proposal. The budget assumes for planning purposes that payments to 

appointed auditors (firms) will increase at 1% per annum in line with our payroll assumption for 

our own staff salary scales.  

Non-pay costs 

Price increases for non-pay costs, excluding fees and expenses paid to appointed audit firms, 

are assumed to be 2.5% per annum for 2017/18 and 2018/19. 

GDP deflators 

The GDP deflator used for each year is noted below. The rates are consistent with those 

published by HM Treasury. 2015/16 forms the base year for our projections for 2016/17 and 

the two following years.   

 

  2016/17  1.7% 

  2017/18  1.8% 

  2018/19  1.9% 

Cost profiles 

The table below highlights Audit Scotland’s expenditure profile for the period 2016/17 to 

2018/19.    

In cash terms, people costs are rising in all years of the projection. Explanations of the 

movements in 2016/17 have been provided on pages 9 and 10. The increased costs in the 
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following years are as a result of our pay growth assumptions of 2% per annum. The impact of 

a small reduction in our staff projection from 2017/18 (see next section) has party offset the 

impact of pay growth.  

Other administrative costs in 2016/17 are projected to be £414k (4.1%) lower than included in 

the approved 2015/16 budget.  As noted on page 9, increased property costs are the main 

reason for the decrease. In the following two years, expenditure falls firstly in 2017/18 and 

then increases in 2018/19 mainly as a result of work on the National Fraud Initiative which 

takes place every two years.   

By 2018/19 we predict that expenditure will be £25.4m. This is 2.0% lower in real terms than 

the 2015/16 budget. On comparable basis exclusive of costs of the NFI a reduction in real 

terms of 2.7% is predicted. 

Table 3 – Cost profiles for 2016/17 to 2018/19      

 

Agreed 

Budget 

Proposed 

Budget Projection 

 2015/16 2016/17 2017/18 2018/19 

  £000 £000 £000 £000 

Expenditure      

People costs 14,552 15,021 15,276 15,576 

Other administrative costs 9,972 9,558 9,493 9,784 

Gross administrative costs 24524 24,579 24,769 25,360 

Corporation Tax payable 6 5 5 5 

Bank int. & misc. income (30) (25) (25) (25) 

Net cost – actual prices 24,500 24,559 24,749 25,340 

Annual GDP deflators           -1.7% -1.8% -1.9% 

Net cost at 2015/16 prices         24,148 23,905 24,019 

Cumulative savings at 2015/16 prices              352          595 481 

Cumulative savings %            1.4% 2.4 % 2.0% 

 

Staffing projections 

Our budget proposal for 2016/17 includes an increase of one w.t.e. being an investment in our 

publication and design resources Thereafter we anticipate staff levels will fall by 1 w.t.e. as the 

full benefits of our property rationalisation are delivered. The table below provides details of 

our staffing projections. 
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Table 4 – Staffing projections for 2016/17 to 2018/19 

 
Agreed 

Budget 

Proposed 

Budget Projection 

 2015/16 2016/17 2017/18 2018/19 

Staff (w.t.e.) 275 276 275 275 

Staff change – annual w.t.e.  1 -1 nil 

Staff change – cumulative w.t.e.  1 nil             nil 

SCPA approved funding 

In 2016/17 our budget proposals include a cash decrease of £1,386k in the level of total 

funding required from that approved for 2015/16 mainly due to lower levels of capital funding 

following the investment made in our new office during 2015/16. Further details are provided 

on pages 5 and 6. 

Revenue support sought comprises two elements, core recurring expenditure and funding to 

resource the biennial NFI work. In 2016/17 core funding reduces by 5.6% in real terms 

(2015/16 prices). By 2017/18 we estimate that in real terms (2015/16 prices) SCPA-approved 

core revenue funding will be 6.0% lower than included in 2015/16 budget. 

The table below provides further information on our projections. 

Table 5 – SCPA approved funding for 2015/16 to 2018/19 

 
Agreed 

Budget 

Proposed 

Budget Projection 

 2015/16 2016/17 2017/18 2018/19 

  £000 £000 £000 £000 

Net Cost  24,500 24,599 24,749 25,340 

SCPA approved revenue funding - core 6,438 6,182 6,275 6,385 

SCPA approved revenue funding - NFI - 200 - 200 

SCPA approved total revenue funding  6,438 6,382 6,275 6,585 

SCPA approved capital funding 1,530 200 200 200 

TOTAL SCPA APPROVED FUNDING  7,968 6,582 6,475 6,785 

Total core revenue funding –  

cumulative % reduction (real prices) 

 
5.6% 5.9% 6.0% 
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Fees 

As noted above we plan to freeze 2015/16 audit fees in cash terms at the 2014/15 levels. For 

most bodies this equates to a reduction of 1.6% in real terms. For the 2016/17 audit year we 

estimate that average fees will see a further real terms reduction. The work that we are 

currently undertaking on the allocation of costs between sectors and between audits within 

sectors may lead to variations in reductions or increases between bodies. This will also be 

affected by the level and distribution of any savings generated from the current audit 

procurement exercise. Beyond 2016/17 fee movements will be very dependent on the current 

procurement exercise. 
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Appendix 1 - Operating Cost Statement expenditure trends 

OPERATING COST STATEMENT

Current Proposed

Budget Budget

2013/14 2014/15 2015/16 2016/17

£000 £000 £000 £000

People costs

Salaries, pensions and temporary staff 11,281 11,186 11,254 11,433

Employers on costs 2,852 2,908 3,025 3,314

Pension adjustments 489 745 115 113

14,622 14,839 14,394 14,860

Accounts Commission members 133 148 158 161

Total people costs 14,755 14,987 14,552 15,021

Appointed audit firm fees and expenses 5,193 5,128 5,016 5,012

Other costs

Rent & rates 747 733 1,018 535

Other accommodation costs 513 535 583 400

Travel & subsistence 889 878 1,018 975

Audit support - external fees 225 311 465 586

Legal & other professional fees 216 286 176 172

Stationery & printing 179 146 194 172

Training & organisational development 527 464 478 537

Staff recruitment 148 127 125 125

Communications (telephone, postage) 61 59 55 54

Insurance 75 87 92 78

Information technology 277 335 349 367

Internal Audit 27 19 30 30

External Audit - financial statements 25 29 30 30

Other -89 62 67 73

Depreciation 365 304 276 412

Total other adminstrative costs 9,378 9,503 9,972 9,558

GROSS ADMINISTRATIVE COSTS 24,133 24,490 24,524 24,579

Corporation Tax payable 8 8 6 5

Income

Fees and charges payable 18,001 18,143 18,062 18,177

Bank Interest 41 41 30 25

Miscellaneous income 164 60 0 0

Other finance income - pensions related -713 -847 0 0

Total income 17,493 17,397 18,092 18,202

NET OPERATING COST 6,648 7,101 6,438 6,382

Actual
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Audit Scotland is a statutory body set up in April 2000 under the Public Finance and Accountability 

(Scotland) Act 2000. It provides services to the Auditor General for Scotland and the Accounts 

Commission. Together they ensure that the Scottish Government and public sector bodies in 

Scotland are held to account for the proper, efficient and effective use of public funds. 
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Summary 
1. Audit Scotland submits its budget to the Scottish Commission for Public Audit in the autumn 

each year for the following financial year e.g. in autumn 2015 the budget for the financial year 

ending 31 March 2017 is submitted. 

2. However, a significant part of Audit Scotland’s activity relates to the audit of the annual 

accounts of public bodies which takes place over the period from November to October (an 

audit year). Bodies are charged for the work undertaken in the audit year. This paper sets out 

Audit Scotland’s strategy for the charges to be made to audited bodies over the three audit 

years from 2015/16 to 2017/18. 

3. The overall aims of the strategy are to: 

 support Audit Scotland in meeting its corporate vision of being a World Class audit 

organisation providing high quality public audit in Scotland whilst keeping charges to the 

minimum necessary  

 establish a transparent framework for the setting of fees and charges in a stable and 

predictable way; and 

 enable Audit Scotland to meet its statutory and professional obligations as independent 

external auditors of public bodies in Scotland. 

4. Over the last four audit years Audit Scotland has reduced average audit charges by around 

22% in real terms. Audit Scotland has been able to achieve these reductions while still 

assuring the quality of our work following investments in new technology and improved ways 

of working. 

5.  Based on our Budget proposal for 2016/17 and projections for the following year we are able 

to freeze average audit charges for 2015/16 audits at 2014/15 levels in cash terms (1.6% 

reduction in real terms). We expect to be able to further reduce average audit charges in real 

terms for the 2016/17 audits but the amount and distribution of it will depend inter alia on the 

outcome of the current audit procurement exercise. The effect of our proposals for 2015/16 

audits are shown in the table below: 

 

 Average cash change  
on 2014/15 charges 

Real terms reduction  
 

Local government Freeze -1.6% 

NHS Freeze -1.6% 

Central government Freeze -1.6% 

Further education Freeze -1.6% 

Overall average Freeze -1.6% 

 

6. Over the last year we have reviewed the funding and fee arrangements and will continue this 

over the coming months. In particular we have revised the apportionment of costs between 
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sectors to better reflect our current operating environment. Over the coming months we will 

continue the review of fee arrangements to  

 further refine allocations of costs between sectors including the medium term impact of 

the creation of over 30 new bodies in 2015/16, 

  take account of the results of the audit procurement exercise and 

 review the relative costs of audits within sectors based on the 2014/15 outturn information 

including the balance between chargeable and non-chargeable audits in the central 

government sector with the objective of achieving closer balance between fees and 

related expenditure in each sector on an ongoing basis. 

7. Following consultation with stakeholders, this will result in proposals for revised fees to take 

effect from 2016/17, the first year of the new audit appointments. 
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Introduction & background 
9. Audit Scotland’s principal statutory function is to provide services to the Auditor General and 

the Accounts Commission. Together, these three bodies and firms appointed by them provide 

independent external audit to most public bodies in Scotland.  

10. Audit Scotland makes charges to the audited bodies for a significant proportion of its work 

(around 75% of total income). This fee strategy paper sets out the principles and policies 

adopted in setting fees and charges to audited bodies and the application of those policies to 

the fee setting process for the 2015/16 and 2016/17 audit years and the 2016/17 financial 

year. This Fee Strategy should be read in conjunction with Audit Scotland’s Budget 

submission to the SCPA for the 2016/17 financial year. 

11. The remainder of this document 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 2015/16 and future audit years. It also describes the work done to review fee and 

funding arrangements. 
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Overall strategy 
Objectives of the fee strategy 

12. The overall objectives of the fee strategy are to: 

 support Audit Scotland in meeting its corporate vision of being a World Class audit 

organisation providing high quality public audit in Scotland whilst keeping charges to the 

minimum necessary  

 establish a transparent framework for the setting of fees and charges in a stable and 

predictable way; and 

 enable Audit Scotland to meet its statutory and professional obligations as independent 

external auditors of public bodies in Scotland. 

Context for the fee strategy 

13. The fee strategy does not exist in isolation. It is one part of the overall planning process within 

Audit Scotland and takes account of the external factors affecting the environment in which 

Audit Scotland operates including any known changes in the number of bodies to be audited, 

the increasing work as a result of the proposals for further devolution and the cost pressures 

such as increasing employers National Insurance contributions. 

14.  Medium-term planning is led by the Corporate Plan 2015-18. On an annual basis Audit 

Scotland prepares a budget for approval by the Audit Scotland Board and then the SCPA.  

15. That process starts by establishing the nature and volume of activity to be undertaken and 

assessing its cost. That cost will be funded from a combination of charges to audited bodies 

and funding from Parliament. The fee strategy aims to show how the level of charges is 

determined. As some of the Parliamentary funding pays for similar activities to the charges to 

audited bodies (e.g. the annual audit of the Scottish Government’s financial statements), the 

fee strategy is also influential in assessing the proposed level of Parliamentary funding.  

Fee setting process and governance 

16. Fee setting is one part of the annual budget process. The legislative provisions relating to 

charging are set out in Annex 1. 

17. During June to August draft cost budgets are prepared for the following financial year. The 

implications of these for the levels of charges and Parliamentary funding are considered and 

draft proposals taken to the Audit Scotland Management Team for discussion. The 

discussions take account of new audit burdens, cost pressures, efficiency targets, outturn from 

the previous financial year and any potential End Year Flexibility available. 
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18. Following further refinement, budget proposals, including levels of charges, are presented to 

the Audit Scotland Board for discussion and approval, normally in mid-September, and to the 

Accounts Commission for consideration of the level of charges to local government bodies, 

before being submitted to the SCPA for their consideration as part of the Budget Bill process. 

19. Because charges are set for audit years that run from approximately November to October, 

the fee setting process related to each financial year covers two audit years. Therefore in 

September 2015, Audit Scotland confirmed the levels of charges for the 2015/16 audits which 

were provisionally set as part of the 2015/16 financial year budget in September 2014. We 

also indicate our plans for charges over the next two audit years. 

Principal assumptions underpinning the fee strategy 

 Mixed Market  - the Auditor General and the Accounts Commission require a mixed 

market for the conduct of financial audit to be operated involving around 37% of annual 

audit work being carried out by firms under five year fixed term appointments (with an 

option to extend for up to two years). The current appointments cover the 2011/12 to 

2015/16 audits. 

The benefits of a mixed market are that Audit Scotland can obtain access to 

developments in audit approaches in the private sector and that there is a constant 

degree of challenge to the cost and audit approach between firms and in-house audit 

teams. 

The Audit Scotland Board has reviewed the continuation of a mixed market as part of its 

review of the procurement strategy for the next round of audit appointments and 

concluded that a mixed market should continue. 

 The level of charges paid by an audited body within a given sector should not 

depend on whether the audit is undertaken by a firm or an Audit Scotland team - 

indicative fees are set for all bodies in a sector irrespective of the identity of the appointed 

auditor and in the case of firms irrespective of the level of discount offered.  

To the extent that the budgeted cost of in-house teams is different from the estimated 

value of fees earned the difference will be spread across the fixed charge for all audits. 

 Smooth movements in fees between years are preferable to volatility - whilst audit 

charges may be a small element of an audited bodies overall costs they are often a 

significant item for the budget holder. Informal discussions over a number of years with 

audited bodies show a clear preference for smooth movements and little volatility e.g. 

councils would rather contribute towards best value audits every year rather than face a 

large charge in the specific year when a significant Best Value or Community Planning 

Partnership audit takes place. 

 Charging should follow funding allocations - where specific funding is distributed to 

audited bodies (e.g. for Best Value audits) then the audit charges should follow the 

funding distribution. 

 Indicative fees should be set on the basis of good systems of internal control and 

well prepared draft accounts - the expected fee for an audit is based on the audited 
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body operating efficient and effective systems of internal control and being able to 

prepare complete draft accounts with no material errors and which are underpinned by 

good quality working papers. 

 Final fees should be agreed between auditors and audited bodies based on local 

circumstances - auditor and audited body involvement in fee setting helps to ensure that 

audited bodies understand the relationship between audit cost and the quality of systems 

and draft accounts and those auditors are challenged on the value of their work. 
 

Implementing the strategy in practice 

20. In applying the principal assumptions in practice a number of more detailed policies, 

estimations and apportionments have to be made. These are set out in Annex 2. 

Reviewing the funding and fee arrangements 

21. Building on the interest shown by the SCPA in our fee arrangements, over the last year Audit 

Scotland has been reviewing its funding and fee arrangements in order to ensure that they are 

fit for purpose. Several papers and a presentation have been discussed by the Audit Scotland 

Board and more work is now being undertaken to further refine the basis for allocating central 

costs between audits and to consider the relative levels of fees for individual bodies with a 

view to any further changes being implemented for the 2016/17 audits. 

22. Funding - the review considered the overall approach to funding the work of Audit Scotland 

and looked at options ranging from all work being funded by fees to all work being funded by 

Parliament. The conclusion is that broadly the existing balance of funding from fees and from 

Parliament remains appropriate. 

23. Fees - due to the difference between the audit year and the financial year, the different 

elements of audit work covered by fees in the different sectors and the amount of joint working 

across sectors, the apportionment of costs between sectors for the purpose of monitoring the 

extent to which income and expenditure balance by sector is complex. Over recent years 

there have been some imbalances arising between income and expenditure in each sector. 

The methodology for apportioning costs between sectors had remained stable for some time 

and has now been revised to reflect changes in our operating environment including: 

 The increasingly cross sector nature of performance audit and introduction of Community 

Planning Partnership audits 

 The changing public audit landscape with the creation of single police and fire authorities 

in central government, the initial impact of 30 integration joint boards, Revenue Scotland 

and Foods Standards Scotland and the abolition of 13 police and fire bodies in local 

government 

 Audit Scotland reducing average fees by 22% in real terms over the last four audit years 

exceeding its plan for a reduction of at least 20% 
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 The changing shape and cost profile of the organisation resulting from the cost reductions 

including the effect of VERA schemes and property rationalisation 

 Restructuring of Audit Scotland’s cost centres 

24. The first outturn figures since the apportionment method was revised were reported to the 

SCPA in evidence on our 2014/15 accounts. These showed income from local government 

bodies of £11.5m and expenditure of £11.4 m; and income from the health sector t £3.8m and 

expenditure of £3.5m. For central government audits as a whole income and expenditure are 

broadly equal but there is a difference between the chargeable and non-chargeable audits 

with chargeable audits showing a shortfall of income over expenditure and non-chargeable 

audits showing a surplus. The reasons for this and possible solutions form part of the further 

review work. 

25. The operating environment continues to change as the impact of further devolution becomes 

clearer and we will continue to reflect such changes in the apportionment methodology. 

26. Further work is now being undertaken to assess the balance between the direct audit fee for 

each audit and the central charge element of the total charge and on the calculation of the 

central charge for each sector. This work will also consider the remaining imbalances between 

income and expenditure, particularly between the chargeable and non-chargeable audits 

within the central government sector. 

27. Additionally, the relative levels of the direct audit fee for each body within a sector are also 

being reviewed to ensure that the appropriate level of fee is being charged to each body. This 

is particularly applicable to small bodies where the volume of work and documentation 

required to complete a standards compliant audit has increased in recent years and fees have 

not increased to reflect this. 

28. This work is being carried out on the basis that any resulting increases for some bodies will be 

offset by decreases for other bodies and within the overall expectation that average fees will 

continue to fall in real terms for the 2016/17 audits. It also aims to close any remaining gaps 

between income and expenditure at a sector level. 

Implementing the fee strategy for the 2016/17 financial year 

Context 

29. This year’s budget and fee charging proposals are set against a background of continued 

downward pressure on public expenditure. In such an environment audit is an important part 

of the overall system of control that provides assurance that high standards of financial 

management are being maintained. It also acts as a deterrent against temptation by 

managers to take actions to meet short term pressures that fall below the expected standards. 

30. Audit Scotland recognises that it needs to play its part in responding to the financial pressures 

facing the public sector. We have therefore looked at how we can reduce expenditure and 

consequently audit charges whilst still meeting professional standards and the expectations of 

stakeholders. Since 2010/11 we have reduced the cost of audit by over 20% in real terms.  
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31. Financial audit work mainly takes place in arrears and the 2016/17 financial year budget 

includes work on carrying out the final audits of the 2015/16 accounts and initial work on the 

2016/17 audits.  

32. In preparing the 2016/17 financial year budget and charging proposals for 2015/16 and 

2016/17 audits the following information and issues have been taken into account: 

 Audit Scotland’s approved revenue budget for the 2015/16 financial year is gross revenue 

expenditure of £24.5, funded by charges to audited bodies of £18.1m and Parliamentary 

funding of £6.4m.  

 Audit Scotland’s gross expenditure budget for 2016/17 as set out in the Budget proposal 

is £24.6 million, funded by charges to audited bodies of £18.2m and Parliamentary 

funding of £6.4m. 

 The budget and fee strategy take account of known changes in public bodies such as the 

creation of Revenue Scotland, Food Standards Scotland and 30 Integration Joint Boards 

for health and social care. 

 VAT arrangements are assumed to remain constant. 

 

Options for the level of charges 

33. Taking into account the above information, the following options were considered: 

 Maintain fee levels in cash terms across all sectors for 2015/16 audits at the 2014/15 

levels which is in line with the expected position indicated to audited bodies in autumn 

2014. 

 Apply small variations in fees between sectors (both increases and decreases) to start to 

move to more closely matching income and expenditure at a sectoral level. 

 Apply variations in fee levels for each sector so as to exactly break even in 2016/17 in 

each sector. 

Consideration of options 

34. Maintaining a freeze on audit fees in cash terms across all sectors is a simple and 

straightforward approach for the final year of the current audit appointments and does not 

attempt to prejudge either the result of the audit procurement exercise or the outcome of 

further review work on fees. 

35. Applying small variations in fees for 2015/16 audits to more closely align income and 

expenditure could potentially reduce any movements required for 2016/17 audits but, 

depending on the outcome of the audit procurement exercise and the further work on fee 

levels being undertaken, could result in volatility for a number of bodies in both 2015/16 and 

2016/17 fees. 
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36. Similarly, moving in one year to budget to exactly break even in each sector would produce 

some significant changes for individual bodies which, depending on the results of the 

procurement exercise and further work, change further for 2016/17. 

37. Taking into account the effect of different options for the 2015/16 fee levels Audit Scotland has 

decided to freeze fees across all sectors. This option will reduce the potential volatility in fee 

levels that may emerge from the audit procurement exercise and further work on fee levels 

and mean that all changes can be considered together for 2016/17 audits, the first under the 

new round of audit appointments. 

Effect of proposals 

38. The effect of the above proposals and actual changes since 2011/12 on the average level of 

charges in cash terms for each sector is shown below: 

 

Audit Years Local   Central 

 Gov. NHS FE Gov. 

     

2011/12  -6.9% -9.8% 0.0% -5.4% 

     

2012/13 -4.5% -4.5% 0.0% -4.5% 

     

2013/14  0.0% 0.0% 1.0% 0.0% 

     

2014/15  1.0% 1.0% 1.0% 1.0% 

     

2015/16 Freeze Freeze Freeze Freeze 

     

Note – the variations between sectors in 2011/12 and 2012/13 are due to the differing discounts 

offered by firms across sectors during the 2010/11 tender exercise. 

For 2015/16  and 2016/17 audits, at this stage we expect to hold average audit charges at or 

close to those for 2014/15 audits. The 2016/17 levels will depend on the outcome of the audit 

tender exercise to be carried out in 2015/16 and assume that the same overall level of 

discounts will be offered by firms as for the current appointments.  
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Annex 1 
 Legislative provisions relating to Audit Scotland charges 

39. Audit Scotland is subject to several statutory provisions in the setting of charges which are set 

out in the Public Finance and Accountability (Scotland) Act 2000. Specifically, section 11 of 

the Act states that “Audit Scotland may impose reasonable charges in respect of the exercise 

of its functions in connection with” certain of its functions. 

40. Further provisions specify that charges may be determined by reference to particular cases or 

classes of case and that in determining the amounts of those charges Audit Scotland must 

seek to ensure that the total sum received in respect of the charges is, taking one year with 

another, broadly equivalent to its expenditure in connection with the matters for which charges 

are made. Where an examination or study covers more than one body each body is to pay 

such proportion of the charge as is determined by Audit Scotland. 

41. Sums received by Audit Scotland in respect of charges are to be retained by it and applied to 

meet the related expenditure. Other sums received are to be paid into the Scottish 

Consolidated Fund subject to any provision for them to be applied for any other purpose eg 

through the Budget Acts. 

42. Any expenditure of Audit Scotland, so far as not met out of sums received and applied from 

charges is payable out of the Scottish Consolidated Fund. 

43. The full text of section 11 of the PFA Act is set out at the end of this Annex. 

Application of the legislation 

44. The following paragraphs show which work Audit Scotland charges for and which it does not 

in order to comply with legislative provisions and existing precedents: 

       Work that Audit Scotland makes charges for 

 Local government – all work (annual audit, performance audits, Best Value Audits, 

Community Planning Partnership audits, statutory performance indicators, housing 

benefit audit,). 

 NHS – annual audit + part of cost of performance audits (note 1). 

 Central Government – annual audits except the Scottish Government, its Executive 

Agencies and the Scottish Parliament Corporate Body. 

 Further Education – annual audit. 

 Scottish Water – annual audit. 
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Work that Parliamentary funding pays for 

 NHS – part of the cost of performance audits (note 1). 

 Central government – annual audits of the Scottish Government, its Executive Agencies 

(note 2), Scottish Parliamentary Corporate Body, Scottish Consolidated Fund + 

performance audits. 

 Further education – performance audits. 

 Scottish Water –  performance audits. 

 Cost of supporting the work of the Parliament and its committees particularly the public 

audit committee and the cost of the Board, Accounts Commission and the Auditor 

General. 

 Cost of Audit Scotland not met through fees including NFI. 

note 1 – historically the NHS paid for all of its audit work through charges. Following devolution 

it was agreed that as the Parliament was the beneficiary of at least some of the performance 

audit work it was appropriate that it should bear some of the cost. 

note 2 - whilst these financial audits are not charged for in cash, fees are calculated in the same 

way as for other financial audits and appear as a notional charge in the accounts of the bodies. 

45. The requirement to determine charges by reference to particular cases or classes of case is 

interpreted as being by sector i.e. local government, health, central government, further 

education and Scottish Water. 

46. Audit Scotland has the power to charge for all performance audit work except that relating to 

the Scottish Government, its executive agencies and other bodies receiving funds from the 

Scottish Consolidated Fund eg SPCB. In practice all central government, further education 

and water studies together with part of the cost of NHS studies are paid for through the 

Parliamentary funding. This is partly for historical reasons - pre devolution all performance 

audit work carried out by the NAO was paid for by the UK Parliament whereas performance 

audits carried out by the Accounts Commission on the NHS were paid for by the audited 

bodies. Following the creation of Audit Scotland it was agreed with the then SCPA that it 

would be appropriate for performance audits to be largely paid for through Parliamentary 

funding as the programme of work is drawn up on a national basis taking account of national 

priorities and the resultant reports are laid in Parliament and considered by the Audit 

Committee. However, as the NHS bodies had previously paid for this work and continued to 

benefit from it, it was agreed that the NHS bodies should continue to make a contribution to 

the cost of this work. 
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Extract from the Public Finance and Accountability (Scotland) Act 2000 

11 Audit Scotland: financial provisions  

(1) Audit Scotland may impose reasonable charges in respect of the exercise of its functions in 

connection with:  

(a)  the provision of services under arrangements made in pursuance of section 10(5)  

(b)  the audit under sections 21 and 22 of an account, other than one prepared in 

pursuance of section 19(1) to (3) or 20(1)  

(c)  the carrying out under section 23 of an examination, other than one in respect of an 

office-holder in the Scottish Administration or a body or other office-holder to whom sums 

are paid out of the Fund  

(d)  the audit of an account in pursuance of Part VII of the Local Government (Scotland) 

Act 1973 (c. 65)  

(e)  the undertaking or promotion of any study under section 97A or 105A of that Act  

(f)  giving of directions under section 1 of the Local Government Act 1992 (c. 19).  

(2) Charges under subsection (1) may be determined by reference to particular cases or classes of 

case.  

(3) In determining the amounts of those charges Audit Scotland must seek to ensure that the total 

sum received in respect of the charges is, taking one year with another, broadly equivalent to its 

expenditure in connection with the matters mentioned in subsection (1)(a) to (f).  

(4) Charges under subsection (1) (b) to (f) are payable by the body or office-holder whose account 

is audited or, as the case may be, in respect of whom the examination is carried out, the study 

undertaken or promoted or the direction given.  

(5) Where a charge under subsection (1)(c), (e) or (f) relates to an examination, study or direction 

in respect of more than one body or office-holder, each body or office-holder is to pay such 

proportion of the charge as is determined by Audit Scotland.  

(6) Sums received by Audit Scotland in respect of charges under subsection (1) are to be retained 

by it and applied to meet the expenditure mentioned in subsection (3).  

(7) Any other sums received by Audit Scotland are to be paid into the Fund, subject to any 

provision made by any enactment for such sums to be applied for any purpose instead of being 

paid into the Fund.  

(8) Any expenditure of Audit Scotland, so far as not met out of sums received and applied in 

accordance with subsection (6), is payable out of the Fund.  

(9) Audit Scotland must, for each financial year, prepare proposals for its use of resources and 

expenditure and send the proposals to the Scottish Commission for Public Audit (constituted under 

section 12), which is to examine the proposals and report to the Parliament on them.  
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Annex 2   
Detailed policies for the implementation of the principles of the fee 

strategy 

47. In implementing the principles of the fee strategy in practice a number of assumptions, 

estimations and apportionments have to be made including: 

 Total audit charges for a body comprise two elements – the agreed fee (the amount 

paid to the appointed auditor for the annual audit work) and a fixed charge which covers 

the cost of performance audits, best value audits, Housing Benefit audit and a 

contribution to the central costs of running Audit Scotland. The proportion of the total fee 

which is represented by the fixed charge will vary according to which elements of audit 

work such as performance audits are charged for. Therefore, because local government 

bodies pay for the performance audits conducted by Audit Scotland central teams 

whereas central government bodies do not, the proportion of the total charge represented 

by the fixed charge is higher for local government. 

 Indicative fees and agreed fees – indicative fees are Audit Scotland’s centrally arrived 

at estimate of the fee for the financial audit element of audit work to be undertaken at 

each body based largely on historical experience. The appointed auditor is free to 

negotiate the agreed fee with the audited body based on their collective greater 

knowledge of the circumstances of the body in relation to that audit year taking into 

account such factors as the quality of internal control systems, the scope and extent of 

internal audit work, the quality of draft accounts and supporting papers and the scope of 

any additional audit work agreed. Auditors have discretion to agree fees within a range of 

+ or - 10% of the indicative (20% for very small audits) without reference to Audit 

Scotland. Outside of that range fees can be agreed but only with the consent of Audit 

Scotland. This acts as a safety valve if either the auditor or the audited body is exerting 

undue pressure on the other. 

 Costs of financial audit – the estimated costs of firms and of in-house audit teams are 

pooled and shared between all audits across all sectors.  

 Travel costs – all cash costs of travel and subsistence relating to financial audits are 

pooled and shared across all audited bodies. In this way the amount paid by each audited 

body does not depend on the location of the appointed auditor (although the ability of 

each auditor to conduct audits in each area of Scotland is considered before 

appointments are made). 

 Best value audit in local government – when the duty of Best Value audit was 

introduced by the Local Government in Scotland Act 2003 the additional funding for this 

new duty was distributed between councils in accordance with the normal funding 

formula. In order to reflect this pattern of funding best value audit costs are charged to 

councils based on relative populations. The charge is included in the annual total audit 
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charge rather than being made only in the year in which the main best value audit is 

conducted in order to keep movements in total audit charges as smooth as possible. 

 Housing benefit audit/inspection function – funding and charges are distributed in the 

same way as for best value audit. 

 Costs of performance audit work – the chargeable element is spread across audits in 

each sector on the basis of the relative indicative cost of the financial audit work. 

 Audit Scotland central costs – costs of Audit Scotland central services such as finance, 

human resources, information technology and depreciation are spread across audit work 

in proportion to the budgeted direct cost of the work. 

 VAT – Audit Scotland does not charge output VAT on its charges for statutory audit work 

as they are deemed to be statutory services. Audit Scotland cannot therefore recover 

most of its input VAT. However by agreement with HM Revenue & Customs Audit 

Scotland can recover, on behalf of the Accounts Commission, the input VAT on invoices 

from professional firms for the conduct of local government statutory audit work only. The 

amount recovered reduces the fixed charge paid by all local government bodies. 

 Capital expenditure – all capital expenditure is initially funded through a separate part of 

Parliamentary funding. The costs incurred are then charged to operating activities 

through depreciation over the lives of the assets and are thereby included in charges to 

audited bodies or Parliamentary funding as appropriate. 
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