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Dear Convener 
 
External audit arrangements 
 
I welcomed the opportunity to engage with the Committee at its meeting on 12 January 2017.  The 
Committee raised some important issues about public audit in Scotland, and I thought it would be helpful to 
provide members with some further information about the arrangements, as well as to address the detailed 
questions raised.  I have cross-referenced my responses to the clerk's email where relevant. 
 
Audit appointments 
The Accounts Commission and I appoint the external auditors for over 220 public bodies in Scotland.  The 
auditors are either members of the staff of Audit Scotland or private firms of accountants, and are entirely 
independent of the body being audited.  I work closely with colleagues in the Accounts Commission and 
Audit Scotland to ensure that consistent arrangements are in place across the public sector.  There is one 
Code of Audit Practice and a single audit procurement exercise. 
 
Code of Audit Practice 
All appointed auditors are required as a condition of their appointment to comply with the Code of Audit 
Practice, which is approved by me and the Accounts Commission (Question 3).  The Code is revised every 
five years; Audit Scotland consulted with audited bodies and other stakeholders, including the Scottish 
Parliament, on the draft revised Code in autumn 2015.  The new Code came into effect for the new audit 
appointments, which commenced in autumn 2016.  
 
The Code sets out the responsibilities of auditors and audited bodies, in line with statutory requirements, 
International Standards on Auditing and relevant ethical standards.  Responsibility for the management of 
public bodies and the stewardship of public funds lies with those charged with governance.  The role of 
external auditors is to provide an opinion on the financial statements and other parts of the annual report of 
public bodies (such as the governance statement) in accordance with International Standards on Auditing.  
Public sector auditors in Scotland are also required to consider and report on four wider audit dimensions: 
financial sustainability; financial management; governance and transparency; and value for money.  If the 
Accounts Commission and I considered that the scope of audit needed to be broadened further then this 
would be done through the Code of Audit Practice, following consultation with public bodies, auditors and 
other stakeholders, and would not require legislative change.  This was the case with the 2016 Code, which 
introduced the four wider audit dimensions.  Any change to the scope of public sector audit would still require 
audit work to comply with statute, International Standards on Auditing and ethical standards. 
 
Auditors report their audit opinion through the independent auditor's report, published as part of the annual 
report and accounts of each body.  Auditors also produce an Annual Audit Report addressed to those 
charged with governance and to me (or the Controller of Audit in the case of local government).  The Annual 
Audit Report provides information on the scope of the audit work, audit findings and recommendations for 
improvement.  All Annual Audit Reports and, from 2016/17 audits, audit plans are published on Audit 
Scotland's website, in line with our commitment to increase the transparency of audit. 
  

http://www.audit-scotland.gov.uk/report/code-of-audit-practice-2016
http://www.audit-scotland.gov.uk/report/code-of-audit-practice-2016


Audit procurement 
The new audit appointments made in 2016 are based on the procurement strategy developed by Audit 
Scotland in consultation with me and the Accounts Commission.  The core strategy: 
 

 confirmed that a single procurement exercise should be undertaken 
 

 decided that the overall amount of annual audit work to be undertaken by firms should remain at 
around one third by value 

 

 identified the audits which would be available for firms, taking account of a number of factors 
including: the grouping of council, health board and Integration Joint Board audits; the need to 
rotate audits between in-house teams and firms; the location of audits; and the number of firms 
likely to be appointed in each sector 

 

 described the procurement process to be undertaken including the weighting to be given to 
quality-related elements (80%) and price (20%). 

 
The tender was advertised in autumn 2015 and resulted in healthy competition including the largest auditing 
firms in the UK.  After the evaluation process was completed, six firms were recommended for appointments 
in one or more parts of the public sector: Deloitte, EY, Grant Thornton, KPMG, Mazars and Scott-Moncrieff.  
Once the successful firms had been identified, they were appointed to portfolios of audits taking account of 
any conflicts of interest arising from factors such as internal audit appointments, non-audit work or close 
relationships with senior staff at audited bodies. 
 
The competitive bids received have led to savings of around £900,000 per year which, together with other 
efficiencies made by Audit Scotland, has enabled average audit fees to be reduced by 6.7% for 2016/17 
audits. 
 
Audit quality 
I place great emphasis on ensuring that audit work is of consistently high quality, and robust arrangements 
are in place to ensure that quality is maintained.  These include both quality control processes that operate 
before audit reports are issued, and quality monitoring arrangements that review the quality of audit work 
and reports after the report has been issued.  Audit Scotland publishes an annual Transparency and Quality 
report that describes the arrangements in place and the results of quality monitoring work undertaken.  I am 
satisfied with the quality of the work undertaken by the auditors whom I appoint. 
 
Audit Scotland is currently reviewing these arrangements to ensure that they appropriately reflect the 
expectations of the new Code of Audit Practice, are consistent across all auditors and all types of audit work, 
and that findings from audit quality reviews lead to continuous improvement in audit quality.  The results of 
this review will be implemented in time for the 2017/18 audits. 
 
Audit work 
The responsibilities of external auditors set out in the Code of Audit Practice are derived from statute, 
International Standards on Auditing (UK and Ireland), ethical standards, professional requirements and best 
practice.  The annual audit of a Scottish public body involves the auditor reviewing the financial statements 
as well as carrying out the wider scope requirements that are set out in the Code.  All audit work is based on 
an assessment of risk at each body.  Audit work on financial statements includes consideration of the 
systems in place at the body and sample testing of transactions and balances.  To fulfil their responsibilities 
auditors apply the concept of materiality as laid out in the International Standards on Auditing; this means 
that the transactions they examine are designed to be representative of the items being audited.  Wider 
scope audit work looks at the overall arrangements in each area; wherever possible, auditors integrate their 
work on financial statements and their wider scope audit work. 
 
It is management's responsibility to prepare financial statements and to have in place effective internal 
controls.  It is not part of the external auditor's role to review management decisions in advance, or to 
endorse or approve any particular decisions or course of action.  The auditor also has no power to stop 
transactions from occurring. 
 
Following their review of the financial statements, the auditor will decide whether to qualify their opinion on 
the financial statements or not.  The opinion will be qualified where failure to follow accounting standards has 
resulted in amounts in the annual accounts being materially misstated.  Auditors may also give a qualified 
opinion if information in the annual accounts is inconsistent with the financial statements or has otherwise 



not been properly prepared; if income or expenditure is not in accordance with legal requirements; or if 
adequate accounting records have not been kept. 
 
As part of their responsibilities, auditors also carry out wider scope audit work (Questions 1 and 2) which 
involves reporting on: 
 

 Financial sustainability – looking forward to the medium and longer term, for example: Can short-
term (current and next year) financial balance be achieved? Is there a long-term (5-10 years) 
financial strategy? Is investment effective?  

 

 Financial management – concerned with financial capacity, sound budgetary processes and 
whether the control environment and internal controls are operating effectively.  For example: Is 
financial management effective?  Are the budget setting and monitoring processes operating 
effectively?  Is there sufficient financial capacity?  

 

 Governance and transparency – concerned with the effectiveness of scrutiny and governance 
arrangements, leadership and decision making, and transparent reporting of financial and 
performance information.  For example: Is governance effective? Is there effective leadership?  Is 
decision making transparent?  Is there transparent reporting of financial and performance 
information?  

 

 Value for money – concerned with using resources effectively and continually improving services. 
For example: Are resources being used effectively?  Are services improving?  

 
The starting point for the auditor’s work on the wider audit dimensions is the public body's responsibility to 
ensure it has proper arrangements in place.  Auditors review and reach a conclusion on these arrangements 
in discharging their wider Code responsibilities.  The arrangements should be appropriate and proportionate 
to the nature of the public body and the services that it delivers.  Where arrangements are not effective or 
are absent then the auditor will comment and make recommendations for improvement in the Annual Audit 
Report.  
 
The 2016 Code requires all Annual Audit Reports from 2016/17 to include a summary on each dimension 
that sets out the work done in the year by the appointed auditor and the assurances, risks and any good 
practice that they have identified. Some common audit terminology is set out in an appendix to this letter 
(Question 8). 
 
Section 22 reporting 
I prepare reports under Section 22 of the Public Finance and Accountability (Scotland) Act 2000 to bring to 
Parliament's attention significant matters that arise from the audits of public bodies within my remit.  I base 
my decision about whether to report on the information contained within the Annual Audit Report, in 
discussion with the external auditor and Audit Scotland. Section 22 reports are based on the work carried 
out by the external auditor under the Code of Audit Practice, as described above.  For future Section 22 
reports, I will include a link to the relevant Annual Audit Report.  In addition, as proposed in your letter of 3 
February, we will routinely inform the clerking team when a Section 22 report is sent to the Scottish 
Government for laying before Parliament. 
 
Section 22 reports are required to be laid before Parliament with the audited accounts within nine months of 
the year-end to which the accounts relate. College accounts must be laid by 30 April each year and NHS 
and central government accounts by 31 December.  The timescale can be tight but this does not 
compromise the quality of audit reporting (Question 7).  In exceptional circumstances I could highlight a 
significant problem facing a public body in the course of a financial year under Section 23 of the Act if I felt 
that were appropriate, rather than wait until the auditor has prepared their Annual Audit Report (Question 6). 
 
Over 80 Section 22 reports have been prepared since Parliament was established, covering a range of 
central government, NHS and further education bodies.  Where a Section 22 report has been prepared on a 
body, this is considered as part of the audit planning for the following year (Question 4).  I may decide to 
prepare a further Section 22 report to report on progress or if I consider that significant issues remain.  It is 
unusual for me to prepare a Section 22 report on a body on numerous occasions, although I have reported 
on the Scottish Police Authority for each of the last three years.  I believe that the existing audit powers, 
together with the powers of the Committee, are sufficient to hold public bodies to account. It is of course for 
the Committee to decide what action it takes on my reports; I would be very happy to discuss this further with 
the Committee (Question 5). 
  



2015/16 audit of NHS Tayside 
The Committee was interested in the audit arrangements for NHS Tayside following my recent Section 22 
report.  PricewaterhouseCoopers were appointed to this audit for the five-year period covering 2011/12 to 
2015/16.  The auditors carried out their work as required by the Code of Audit Practice and to the expected 
standard of quality.  The fee for the 2015/16 audit was £256,667, which included a contribution of £74,120 to 
Audit Scotland’s costs including the costs of performance audit (Question 10). 
 
Internal audit arrangements in public bodies 
Internal audit is an important part of an organisation’s system of internal control.  The role of internal audit is 
to provide independent assurance that the organisation’s risk management, governance and internal control 
processes are operating effectively. 
 
Each public body appoints its own internal auditor; this is different from the arrangements for external 
auditors, who are appointed by me and are independent of the public bodies they audit.  Internal audit may 
be provided by an in-house team; by a shared service across more than one body; or by a private firm of 
accountants appointed by the public body.  Internal auditors in the public sector operate in accordance with 
their own professional standards, Public Sector Internal Audit Standards, which have been mandatory since 
2013 (Question 9).  The scope and volume of internal audit activity at each body is a matter for management 
and those charged with governance.  External and internal auditors liaise about their respective audit work 
and the external auditor will consider whether to place reliance on internal audit work. 
 
I hope this is useful.  I would be happy to discuss any of these matters with the Committee if that would be 
helpful. 
 
Yours sincerely 
 

 
 
 
Caroline Gardner 
Auditor General for Scotland 
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Appendix - Common audit terminology 

 
Accounting or financial 
year 

An accounting, or financial, year is the 12-month period covered by an 
organisation’s published annual accounts. Accounting periods can be longer 
or shorter than 12 months, usually when there is a proposed change to the 
accounting year. In most of the Scottish public sector, the accounting year 
covers the period 1 April to 31 March apart from the college sector which runs 
from 1 August to 31 July, the same as the academic year. 

  
Annual accounts The annual accounts of an organisation provide information on its financial 

performance during the financial year and its financial position at the end of 
that year (called the year-end). Their preparation is required by law, and is an 
important part of how organisations are accountable to stakeholders. The 
format of the annual accounts is set out in guidance. This differs across 
sectors, for example central government, health and local government. But all 
accounts contain: 

 remuneration report 

 governance statement 

 a statement of comprehensive income and expenditure (though may 
just contain expenditure, for example in agencies and health boards 

 a statement of financial position (balance sheet) showing the 
organisation's assets and liabilities at the year-end 

 a cash flow statement 

 a statement showing changes in reserves from the previous 
financial year 

 notes to the accounts 

 independent auditor's report (auditor’s opinion on the accounts). 
 

In annual accounts, assets include cash and the value of property and 
liabilities include money owed. 

  
Annual Audit Report A final report by a body's external auditor on the findings from the audit 

process. The report covers regularity, governance and whether the annual 
accounts present a true and fair picture of how the organisation has spent its 
money. Audit Scotland publishes annual audit reports on its website. 

  
Emphasis of matter A paragraph included in the auditor’s report that refers to a matter 

appropriately presented or disclosed in the financial statements that, in the 
auditor’s judgment, is of such importance that it is fundamental to users’ 
understanding of the financial statements 

  
Financial management The way an organisation’s finances are managed to achieve financial 

objectives. Financial management has three parts: financial planning, 
financial control and financial decision-making. 

  
Financial reporting The process of financial reporting covers making financial information 

available, for example in audited accounts, budget documents and published 
plans. 

  
Financial sustainability How an organisation evaluates decisions taken in the short term that commits 

it to long-term consequences, such as long-term funding. 
  
Governance Governance describes the structures, systems, processes, controls and 

behaviours by which an organisation manages its activities. 
Those charged with governance are defined in auditing standards as ‘those 
persons entrusted with the supervision, control and direction of an entity’. In 
most cases, for example, this might be a full council or board of management, 
an audit committee (where established) or another committee with delegated 
responsibility for receiving the financial statements. 



Independent auditor's 
report 

Sets out the auditor's opinion on the financial statements and is included in 
the body's annual accounts. It includes a summary of their responsibilities and 
tends to be around a page in length. 

  
Internal audit The way an organisation appraises and monitors its internal controls such as 

procedures and policies. An independent function in the organisation does 
this work and recommends ways to improve the internal controls. 

  
Internal controls Internal controls are procedures and policies that are designed to ensure an 

organisation has reliable financial reporting, operates efficiently and effectively 
and complies with laws and regulations that apply to its work. 

  
International Standards 
on Auditing 

These are professional standards for the audits of financial statements. The 
Code of Audit Practice requires auditors to comply with these standards. 

  
Materiality Materiality is a feature of relevance which applies at an individual organisation 

level. Information is material if omitting it or misstating it could influence 
decisions that users make on the basis of that information. Only items 
material enough in amount will affect the true and fair view given by a set of 
accounts. 

  
Qualified opinion Auditors may qualify their opinion on the annual accounts of a public body. 

This qualified opinion may be on: 

 the financial statements if they judge that any amount is materially 
misstated. This may be the case where the body has not properly 
followed accounting standards 

 regularity if they judge that expenditure or income is not materially in 
accordance with enactments or guidance issued by Scottish 
ministers 

 the remuneration and staff report if they judge that any amount in 
this report is materially misstated 

 performance report or governance statement if they judge that the 
information in the performance report or governance statement is 
not materially consistent with the financial statements or if they have 
not been prepared in accordance with relevant requirements 

 conclusion on adequate accounting records if they judge that 
adequate accounting records have not been kept 

  
Stewardship Managing and planning resources, such as money, responsibly. 
  
Unqualified audit opinion The auditor provides an unqualified opinion on the financial statements when 

they conclude that the financial statements have been prepared in 
accordance with the identified financial reporting framework, including the 
requirements of applicable law, and give a true and fair view of the affairs of 
the body for the year ended at the balance sheet date and the financial 
transactions for that year 

 


