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1. Introduction & Bacbround 

1.1 The Scottish Executive has recently published a consultative document entitled “A Financial 
Framework for the Scottish Parliament”, the main purpose of which is to put in place clear rules and 
procedures for the setting and approval of budgets by the Scottish Parliament. The framework will 
be presented in the form of an Accountability, Budgeting and Audit Bill which will establish a 
system for holding the Scottish Executive accountable to the Parliament. It will also provide a 
mechanism for effective and independent financial and value for money audit. 

1.2 The Executive’s aim is to have the financial framework in place by the end of 1999 to enable 
Parliament to scrutinise budget proposals for the year 2000/01. Through COSLA, comments were 
sought within an extremely tight timescale of 20 August with views requested specifically on the 
following areas:- 

0 budget approvals 

0 the structure of Audit Scotland 

0 the qualifications required by auditors 

1.3 It was anticipated that most comments about the consultation paper would focus on the issue of the 
structure of Audit Scotland and in this regard a response was sent to COSLA outlining the Council’s 
views on the three options set out on Annex C of the document. Details of that submission are 
contained in the paragraphs below along with comment on the other two areas of particular 
importance. 

Much of the consultation document relates to the procedures adopted for the presentation of the 
Budget to the Scottish Parliament and the accounting arrangements to be operated within the 
Scottish Executive. Generally, these arrangements have no impact on local authorities. Where the 
proposals do affect local government they are discussed below. 



2. Amroval of the Budpet 

2.1 The framework was considered by the Financial Issues Advisory Group (FIAG), a body representing 
both public and private sector interests. FIAG’s recommendations on the process and timetable for 
consideration of the Budget are as follows:- 

0 Stage I - A discussion of future strategy and priorities with public input through subject 
committees. Debate will be facilitated by the Executive’s publication of an annual report by 
20 April setting out budget proposals for the following year and provisional plans for two 
further years. The report should also cover policy objectives and some assessment of 
performance against past objectives. 

0 Stage 2 - Consideration of the Executive’s draft budget proposals, which should take 
account of the outcome of committees’ considerations at Stage 1. Parliament would have 
the option of proposing an alternative budget, not involving more money in total than the 
Executive’s proposals. This would not be binding the Executive. 

0 Stage 3 - Consideration of the Executive’s final budget proposals leading to approval or 
rejection by the Parliament by the start of the financial year. FIAG recommends that the 
Scottish Executive should publish the detailed budget by 20 January. 

2.2 The Scottish Executive has endorsed the recommendation of FIAG: that Parliamentary scrutiny of 
spending strategy and priorities should take place before the summer recess and of detailed budgets 
in late autumn ie., Stage 2. It agrees that the Scottish Parliament should have power to approve or 
reject the total budget but should not be able to amend details within the budget ie., Stage 3. 

2.3 The proposals of the Scottish Executive on budgeting as they impact on local government are to be 
broadly welcomed. The framework proposed by the Scottish Executive at stage 1 acknowledges the 
principle of three-year budgeting. It will assist the Council in developing its three-year budgeting 
strategy if the Scottish Executive publishes its priorities and plans for expenditure on local 
government services in the spring of each year. 

2.4 In order that the Council can compile its budget for the following year, it is important that the local 
government financial statement is known as early as possible and that there is certainty that the level 
of funding will be available. This is recognised by the Scottish Executive insofar as the Parliament 
will be able to accept or reject the proposed budget but not to amend it in detail at stage 2. 
However, the Executive also intend to seek the views of the public at this stage. It is important that 
this consultation, while welcome in principle, does not delay notification to local authorities of firm 
financial settlement figures on which they can base their own budget decisions in compliance with 
statutory requirements. 

3. The Structure of Audit Scotland 

3.1 Audit in the public sector is currently carried out by two separate bodies, the Accounts Commission 
for Local Authority and Health Service audit and the National Audit Office for government audit. 
FIAG recommended the creation of a single public audit body entitled Audit Scotland, combining 
the staff of the Accounts Commission and the National Audit Office. The Cosla Strategy Forum 
last year stressed that the method of delivering audit must preserve the autonomy of local 
government as a separate democratically accountable tier of government. The consultative 
document makes three alternative proposals for the audit arrangements. 



Option 1 - Audit Scotland as an audit delivery Body only 

3.2 Audit Scotland would provide audit services to the Auditor General and the Accounts Commission, 
with the possibility that the Auditor General could be appointed Chief Executive of Audit Scotland. 
This option would require bureaucratic arrangements between Audit Scotland, the Auditor General 
and the Accounts Commission, with separate organisations having to issue and receive charges for 
services. These charges would attract VAT which could not be recovered and would therefore 
represent an additional cost. This option would also place the Auditor General as Chief Executive of 
Audit Scotland and would thus appear to diminish the role of the Controller of Audit of the 
Accounts Commission, with potential implications for the status of local government audit. 

Option 2 - Audit Scotland as both a Commissioning. and Audit Delivery Body 

3.3 Under this option, the Auditor General and the Accounts Commission would simply receive reports 
from Audit Scotland. They would not commission services from Audit Scotland and therefore no 
VAT would arise. This option would also allow both the Auditor General and the Accounts 
Commission to have a role in the management of Audit Scotland and would thereby enhance the 
standing of local government audit. However, doubts are raised as to whether this arrangement is 
consistent with the Scotland Act 1998, in that the Act requires the Auditor General to have direct 
responsibility for the exercise of audit functions. 

Option 3 - Audit Scotland as the staff of the Auditor General for Scotland 

3.4 This option would meet the legal difficulty of option 2. Audit Scotland would provide all public 
sector audits, whether by in-house staff or by professional firms, with the Auditor General as Chief 
Executive and the Controller of Audit as a senior member of staff. This is based on the present 
National Audit Office arrangements. The Auditor General would be in control of all public sector 
audits, for the Executive, NHS and local government. Within Audit Scotland, there might be 
several divisions, with the Controller as the head of the local government division. 

3.5 Audit Scotland reports would be presented to the appropriate customer - the Commission for local 
government and Parliament for other services. The Controller would continue to oversee local 
government audit work, and present reports to the Accounts Commission as at present. Local 
government would be subsumed into the government audit organisation. Although this could be 
seen as diminishing the stature and independence of local government, statutory safeguards could be 
provided to protect the antonomy of the Accounts Commission and thereby local government audit. 
These might include Accounts Commission representation on the Board of Audit Scotland. 

Conclusion: 

3.6 It is sensible that there should not be two separate public audit bodies. 
premises, systems and other elements of two bodies who have basically the same aims and objects 
should result in improved in economy, efficiency and effectiveness, to the benefit of all concerned, 
including the taxpayer. 

To merge the staff, 

3.7 While none of the options is perfect, on balance Option 3 is preferable. 
safeguards are introduced, there is no reason to believe that standards of local government audit, or 
the independent status of local government, will be diminished by this arrangement. In this regard, 
the Council’s response to COSLA supported this option, with the proviso that there be a regulatory 
board to oversee Audit Scotland, on which the Accounts Commission would be represented. 

Provided suitable 



4. Qualifications of Auditors. 

4.1 FIAG did not discuss the possibility of specifying the qualifications to be required of public sector 
auditors. The consultative document makes three alternative proposals for the qualifications of 
those authorised to sign audit certificates. 

Option 1 - The Auditor General for Scotland. 

4.2 The Auditor General may not be a qualified accountant. In any event the requirement for one person 
to sign all certificates would create an administrative bottleneck. There will be several people in 
practice signing “pp the Auditor General”. This option is, therefore, impractical. 

Option 2 - A person eligible under the terms of Section 25 of the Companies Act 1989. 

4.3 The Companies Act 1989 refers to any UK body which awards professional qualifications in 
accountancy, but mentions as examples only four of the major accountancy bodies in the UK. 
CIPFA is not referred to in the Companies Act. However, it does not seem logical to exclude the 
one accountancy body which is geared specifically towards the public sector. There are six 
professional bodies (including CIPFA) which constitute the Consultative Council of Accountancy 
Bodies (CCAB), and a more appropriate requirement would be for all signatories to be CCAB 
qualified. 

Option 3 - A member of the staff of Audit Scotland who holds a professional accountancy 
qualification. 

4.4 It is suggested that this is too vague. Again, the specification of CCAB qualification would clarify 
the situation. 

5.  Recommendation 

5.1 The Council is requested to note the proposals outlined in the consultation document and the 
possible effect for local government as detailed in this report 

/ 
Director of Finance 


