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PUBLIC AUDIT AND POST-LEGISLATIVE SCRUTINY COMMITTEE

 
AGENDA

 
23rd Meeting, 2019 (Session 5)

 
Thursday 10 October 2019

 
The Committee will meet at 9.00 am in the David Livingstone Room (CR6).
 
1. Decision on taking business in private: The Committee will decide whether to

take items 4, 5 and 6 in private.
 
2. Section 22 report - The 2018/19 audit of the Scottish Government

Consolidated Accounts: The Committee will take evidence from—
 

Caroline Gardner, Auditor General for Scotland;
 
Stephen Boyle, Audit Director, and Pauline Gillen, Audit Manager, Audit
Services, Audit Scotland.
 

3. Section 22 report - The 2018/19 audit of Social Security Scotland: The
Committee will take evidence from—

 
Caroline Gardner, Auditor General for Scotland;
 
Mark Taylor, Audit Director, Audit Services, Gemma Diamond, Audit
Director, and Kirsty Ridd, Senior Auditor, Performance Audit and Best
Value, Audit Scotland.
 

4. Section 22 report - The 2018/19 audit of Social Security Scotland: The
Committee will  consider the evidence heard at agenda item 3 and take further
evidence from—

 
Caroline Gardner, Auditor General for Scotland;
 
Mark Taylor, Audit Director, Audit Services, Gemma Diamond, Audit
Director, and Kirsty Ridd, Senior Auditor, Performance Audit and Best
Value, Audit Scotland.
 

5. Section 22 report - The 2018/19 audit of the Scottish Government
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Consolidated Accounts: The  Committee  will  consider  the  evidence  heard  at
agenda item 2 and take further evidence from—

 
Caroline Gardner, Auditor General for Scotland;
 
Stephen Boyle, Audit Director, and Pauline Gillen, Audit Manager, Audit
Services, Audit Scotland.
 

6. Work programme: The Committee will consider its future scrutiny of the Auditor
General for Scotland's reports entitled "Transport Scotland's ferry services" and
"Scottish Public Pensions Agency: Update on management of PS Pensions
project". The Committee will also consider its post-legislative scrutiny of the
Control of Dogs (Scotland) Act 2010.

 
 

Lucy Scharbert
Clerk to the Public Audit and Post-legislative Scrutiny Committee

Room T3.60
The Scottish Parliament

Edinburgh
Tel: 0131 348 5390

Email: papls.committee@parliament.scot
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Agenda Item 2  
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PRIVATE PAPER PAPLS/S5/19/23/2
(P)

Agenda Item 3  

Note by the Clerk PAPLS/S5/19/23/3

PRIVATE PAPER PAPLS/S5/19/23/4
(P)

Agenda Item 6  

PRIVATE PAPER PAPLS/S5/19/23/5
(P)
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Public Audit and Post-legislative Scrutiny Committee 

23rd Meeting, 2019 (Session 5), Thursday 10 October 2019 

The 2018/19 audit of the Scottish Government Consolidated Accounts 

Introduction 
 
1. At its meeting today, the Public Audit and Post-legislative Scrutiny Committee will 

take evidence from the Auditor General for Scotland on her report entitled The 
2018/19 audit of the Scottish Government Consolidated Accounts, which was 
published on 26 September 2019. The report also refers to the 2018/19 Scottish 
Government Consolidated Accounts.   
 

2. The Auditor General has provided a briefing on the key messages from the report, 
which is attached in Annexe A.  A copy of the report can be found in Annexe B. 

 

Clerks to the Committee 
7 October 2019 

 
 

Annexe A 
 

REPORT BY THE AUDITOR GENERAL FOR SCOTLAND 

THE 2018/19 AUDIT OF THE SCOTTISH GOVERNMENT CONSOLIDATED ACCOUNTS 

 

1. The Auditor General’s report on the 2018/19 audit of the Scottish Government 
Consolidated Accounts was laid in the Parliament on 26 September 2019. The report is 
made under section 22 of the Public Finance and Accountability (Scotland) Act 2000. The 
Consolidated Accounts are a key component of the Scottish Government’s accountability 
to the Scottish Parliament and the public. The report is presented to support the Scottish 
Parliament in its important scrutiny role of public finances in Scotland. 

2. Key messages from the report are  

• The Scottish Government Consolidated Accounts show that total net expenditure 
during 2017/18 was £36,137 million, £778 million less than budget. Budget 
management during the year was effective in managing total spending against the 
limit set by the Scottish Parliament. My independent audit opinion on the 2018/19 
accounts is unqualified. 

https://www.audit-scotland.gov.uk/uploads/docs/report/2019/s22_190926_scottish_gov.pdf
https://www.audit-scotland.gov.uk/uploads/docs/report/2019/s22_190926_scottish_gov.pdf
https://www.gov.scot/binaries/content/documents/govscot/publications/publication/2019/09/scottish-government-consolidated-accounts-year-ended-31-march-2019/documents/scottish-government-consolidated-accounts-year-ended-31-march-2019/scottish-government-consolidated-accounts-year-ended-31-march-2019/govscot%3Adocument/scottish-government-consolidated-accounts-year-ended-31-march-2019.pdf
https://www.gov.scot/binaries/content/documents/govscot/publications/publication/2019/09/scottish-government-consolidated-accounts-year-ended-31-march-2019/documents/scottish-government-consolidated-accounts-year-ended-31-march-2019/scottish-government-consolidated-accounts-year-ended-31-march-2019/govscot%3Adocument/scottish-government-consolidated-accounts-year-ended-31-march-2019.pdf
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• In recent years, the Scottish Government has taken a direct role in providing financial 
support to private companies. The valuation of loans and guarantees to private 
companies, such as Ferguson Marine, Burntisland Fabrications Ltd and Prestwick 
Airport, declined significantly during 2018/19. The Scottish Government has not yet 
developed a clear framework to outline its overall approach to financial interventions 
in private companies. 

• The Scottish Government needs to improve the quality of financial reporting to better 
support Parliament. In May 2019, the Scottish Government published its second 
medium-term financial strategy, but it does not reflect all the basic components of a 
medium-term financial plan. It does not include indicative spending plans or priorities, 
or links to outcomes. The Government has still not fulfilled its commitment to publish 
a consolidated account covering the whole devolved public sector in Scotland. This 
would fill an important gap and improve strategic public financial management, 
support Parliamentary scrutiny and enable better decision-making.  

• The Scottish Government made some improvements to its governance arrangements 
during 2018/19 including the appointment of new non-executive directors. They have 
also taken some initial steps to improve the effectiveness of their role in sponsoring 
public bodies. The Government's Audit and Assurance Committee needs to provide 
greater scrutiny and challenge to support the advice and assurances given to the 
Permanent Secretary as the Principal Accountable Officer. This is particularly 
important given the scale of challenges facing the Scottish Government including the 
implementation of new powers, continued pressures on public finances and the 
uncertainty and risks associated with the UK's withdrawal from the European Union. 

• My audit work has highlighted a number of areas for improvement to help support the 
Parliament and the public in their scrutiny of public finances, which are undergoing 
significant change. The Scottish Government should: 

o Develop a framework outlining its approach to financial interventions in 
private companies covering financial capacity, risk tolerance and expected 
outcomes. 

o Improve the quality of financial reporting to Parliament. This should include 
ensuring the basic components of a financial strategy are included in the 
medium-term financial strategy, and publishing a public consolidated account 
to cover the whole public sector in Scotland. 

o Prepare a performance report that clearly links to the financial resources 
outlined in the Consolidated Accounts. Greater transparency around the 
Scottish Government's own performance towards meeting its strategic 
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objectives would provide greater accountability for its use of financial 
resources  

o Ensure its Audit and Assurance Committee provides greater scrutiny and 
challenge to better support the advice and assurances given to the 
Permanent Secretary and operates in line with good practice. 

 
 
 





The 2018/19 audit
of the Scottish 
Government 
Consolidated 
Accounts

 

Prepared for the Public Audit and Post-Legislative Scrutiny Committee by the Auditor General for Scotland

Made under section 22 of the Public Finance and Accountability (Scotland) Act 2000

September 2019

A   n     n    e    x    e      B 



Audit Scotland is a statutory body set up in April 2000 under the Public 

Finance and Accountability (Scotland) Act 2000. We help the Auditor General 

for Scotland and the Accounts Commission check that organisations 

spending public money use it properly, efficiently and effectively.

Auditor General for Scotland
The Auditor General’s role is to:

• appoint auditors to Scotland’s central government and NHS bodies

• examine how public bodies spend public money

• help them to manage their finances to the highest standards 

• check whether they achieve value for money. 

The Auditor General is independent and reports to the Scottish Parliament  

on the performance of:

• directorates of the Scottish Government  

• government agencies, eg the Scottish Prison Service,  

Historic Environment Scotland 

• NHS bodies

• further education colleges 

• Scottish Water 

• NDPBs and others, eg Scottish Police Authority, Scottish Fire and  

Rescue Service.

You can find out more about the work of the Auditor General on our website: 

www.audit-scotland.gov.uk/about-us/auditor-general 
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Introduction 
1. The Consolidated Accounts are a key component of the Scottish Government's accountability 

to the Scottish Parliament and the public. The boundary for the Consolidated Accounts is 
determined by the Scottish Government and reflects the areas for which it has direct 
responsibility and accountability, including the core portfolios and supporting administration, 
the executive agencies and NHS bodies. It does not include bodies where the Scottish 
Government holds significant shareholdings such as Caledonian Maritime Assets Limited 
(CMAL), Scottish Futures Trust or Prestwick Airport. The Consolidated Accounts:  

 cover around 84 per cent of the spending approved by the Scottish Parliament 

 report the amounts the Scottish Government spent against each main budget heading, 
and the reasons for any significant differences 

 show the amounts distributed to other public bodies including local government 

 report the assets, liabilities and other financial commitments of the core Scottish 
Government, and bodies within the consolidated boundary, carried forward to future 
years  

 contain a performance report, in which the government gives a limited account of its 
performance during the year.  

2. The Scottish budget is now more complex and subject to greater uncertainty and volatility as a 
result of tax and borrowing powers arising from the Scotland Acts in 2012 and 2016. 
Comprehensive, transparent and timely reporting of the Scottish Government's budget and 
financial performance, and what it achieves, has never been more important. The ongoing 
uncertainty and significant risks emerging from EU withdrawal is providing unprecedented 
challenges for the Scottish Government's management of public finances. This comes at the 
same time as ongoing pressures in available public finances, the implementation of significant 
new powers for social security benefits and increasing public demands for improved public 
services.  

3. In December 2017, the Scottish Government published its draft 2018/19 Scottish Budget 
which set out its spending priorities and plans for the year. The Scottish Government's 
Consolidated Accounts for 2018/19 provides information on how this budget was managed 
and where money was spent.  

4. My independent audit opinion on the 2018/19 Consolidated Accounts is unqualified. This 
means I am content they show a true and fair view, following accounting standards, and that 
the income and expenditure for the year is lawful. My audit opinion is set out at pages 59 to 63 
of the accounts.  

5. This report highlights key information in the Consolidated Accounts. It explains what they 
show about the Scottish Government’s management of its budget. It also provides information 
on governance, financial and performance management and highlights significant audit 
findings where action is required by the Scottish Government.  
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6. I provide this report on the 2018/19 Consolidated Accounts to support the Scottish Parliament
in its important scrutiny role of public finances in Scotland.

Key messages 

 The Scottish Government's Consolidated Account for 2018/19 meets the 
requirements of the Government Financial Reporting Manual (FReM) and my 
opinion on them is unqualified. The accounts show that the total net expenditure 
during 2018/19 was £36,137 million, £778 million less than budget. 

 In recent years, the Scottish Government has taken a direct role in providing 
financial support to private companies. In 2018/19, the Scottish Government 
provided a further loan of £30 million to Ferguson Marine Engineering Limited 
(FMEL) in addition to a loan of £15 million in 2017/18. The Scottish Government 
impaired the value of the loans to nil at the end of the financial year due to the 
challenging financial position of FMEL. The valuation of loans and guarantees to 
other private companies, such as Burntisland Fabrications Ltd and Prestwick 
Airport, also declined significantly during 2018/19. The Scottish Government has 
recently published guidance to support accountable officers but has not developed 
a clear framework to outline its overall approach to financial interventions in 
private companies. 

 The Scottish Government needs to improve the quality of financial reporting to 
better support Parliament. In May 2019, the Scottish Government published its 
second medium-term financial strategy, but it does not reflect all the basic 
components of a medium-term financial plan. It does not include indicative 
spending plans or priorities, or links to outcomes. There is no detail on how the 
Scottish Government would address a possible £1 billion shortfall due to forecast 
errors. In addition, the government has still not fulfilled its commitment to publish 
a consolidated account covering the whole devolved public sector in Scotland. 
This would fill an important gap and improve strategic public financial 
management, support Parliamentary scrutiny and enable better decision-making.  

 The Scottish Government made some improvements to its governance 
arrangements during 2018/19 including the appointment of new non-executive 
directors. They have also taken some initial steps to improve the effectiveness of 
their role in sponsoring public bodies. The government's Audit and Assurance 
Committee needs to provide greater scrutiny and challenge to support the advice 
and assurances given to the Permanent Secretary as the Principal Accountable 
Officer. This is particularly important given the scale of challenges facing the 
Scottish Government including the implementation of new powers, continued 
pressures on public finances and the uncertainty and risks associated with the 
UK's withdrawal from the European Union. 
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Financial management 

Scottish budget performance 2018/19 

7. The Consolidated Accounts show that total net expenditure during 2018/19 was £36,137
million, £778 million less than budget (Exhibit 1). The resource budget was underspent by
£508 million (1.4 per cent) against a budget of £35,109 million and capital by £270 million 
(15 per cent) against a budget of £1,806 million. Budget management during the year was 
effective in managing total spending within the limit set although the total underspend is 
significantly more than in 2017/18 (2017/18: £84 million).

Exhibit 1 
Total expenditure (resource and capital) against the Scottish Budget approved by the 
Scottish Parliament 
The Scottish Government consolidated total was £778 million under budget in 2018/19. 

Portfolio Actual (£m) Budget (£m) Over/(under) 
spend (£m) 

Finance, Economy and Fair Work 501 525 (24) 

Health and Sport 13,855 13,895 (40) 

Education and Skills 4,174 4,471 (297) 

Justice 2,622 2,638 (16)

Communities and Local Government 11,116 11,147 (31) 

Environment, Climate Change and 
Land Reform 

392 452 (60)

Culture, Tourism and External Affairs 286 297 (11) 

Rural Economy 220 135 85 

Transport, Infrastructure and 
Connectivity 

2,370 2,736 (366) 

Social Security and Older People 281 289 (8) 

Government Business and 
Constitutional Relations 

11 11 - 

Crown Office and Procurator Fiscal 
Office 

121 122 (1)

Administration 188 197 (9) 

Scottish Government consolidated 
total 

36,137 36,915 (778)
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Source: Scottish Government Consolidated Accounts 2018/19 (page 64). Further information of individual 
portfolio spending performance can be found in pages 65 to 77 in the Consolidated Accounts. 

8. 

spending remains within budget. Almost half of the underspend relates to the transport, 
infrastructure and connectivity portfolio, including spending on projects deferred to future 
years and lower than anticipated unitary payments for revenue-financed projects. High-level 
reasons for significant variances between actual and budgeted spend are included in the 
Consolidated Accounts (pages 65 to 77). Further information is given in the accounts of other 
bodies.  

Social Security and Older People portfolio 

9. The 2018/19 financial year is the first year that Social Security Scotland, an executive agency, 
is consolidated into the Scottish Government’s accounts as a separate component audited 
body. The relevant expenditure is disclosed within the new Social Security and Older People 
portfolio outturn statement (page 74). This shows £191 million expenditure relating to Social 
Security Assistance. This covers demand-led benefits expenditure for Carer's Allowance, 
Carer's Allowance Supplement and Best Start Grant.  

10. The 2018/19 Social Security Scotland accounts were qualified by the auditor. The qualification 
relates specifically to Carer's Allowance expenditure. The auditor confirmed in his independent 
auditor's report that the other transactions in the accounts, including Carers Allowance 
Supplement, Best Start Grant and administration expenditure comply with all relevant 
legislation, regulations and guidance.  

11. The 2018/19 accounts include Carer's Allowance expenditure of £152 million. The auditor 
qualified his regularity opinion in relation to this because available estimates of error and fraud 
levels from DWP do not provide enough evidence to determine whether this spending was in 
line with the relevant legislation. Carer's Allowance is being delivered by the Department for 
Work and Pensions on behalf of the Scottish Government through an agency agreement, 
meaning there is operational reliance on the DWP. Further details can be found in my 
separate report on the 2018/19 audit of Social Security Scotland. 

12. As a component audit, the qualified audit opinion on the Social Security Scotland accounts 
requires me to assess the potential impact of its inclusion within the Scottish Government's 
Consolidated Accounts. This includes consideration of the qualitative and quantitative impact 
of the auditor's opinion on Carer's Allowance expenditure as it applies to the Consolidated 
Accounts. I concluded that, for 2018/19, the likely amount of maximum error incurred in 
Carer's Allowance is unlikely to be significant enough to influence the economic decisions of 
the users of the accounts. Looking ahead, as the level of benefits expenditure is expected to 
increase significantly in the next few years, the consolidation of Social Security Scotland's 
accounts will have a considerable and increasing influence on the Consolidated Accounts and 
on my successor's audit opinion.  

Variations in each portfolio are managed by the Scottish Government to ensure overall 
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Capital borrowing 

13. Under the terms of the Scotland Act 2016, Scottish ministers' can borrow up to £3 billion for 
capital purposes, with an annual borrowing limit of 15 per cent (£450 million) of the overall 
borrowing cap. In 2018/19, the Scottish Government borrowed £250 million. This was less 
than the £450 million outlined by Scottish ministers as part of the 2018/19 Scottish budget. 
Repayments of the loan, from the National Loans Fund, are to be made over the next ten 
years in line with timescales outlined in the Fiscal Framework.  

14. The Scottish Government reported that 2018/19 borrowing was used to support its overall 
capital programme including major projects such as the completion of the Forth Replacement 
Crossing, trunk road programmes, NHS hospital building programmes and Forth Valley 
College. This is the fourth year that the Scottish Government has used its capital borrowing 
powers and, as at 31 March 2019, the total principal level of capital borrowing outstanding 
was £692.9 million, with interest of £126.7 million applying over its remaining life. 

15. Details of the overall loan, repayments and interest payments are outlined on page 25 of the 
Consolidated Accounts. The Scottish Government's borrowing and associated repayments are 
made via the Scottish Consolidated Fund (SCF). Borrowed amounts and repayments are 
made between the SCF and HM Treasury with the corresponding adjustments made to 
funding received by the Scottish Government from the SCF. This means there is no 
associated liability disclosed in the Statement of Financial Position within the Scottish 
Government's Consolidated Accounts. Details of the amount of capital borrowing and the 
associated liability are set out within a separate account prepared for the SCF. 

Overall financial position 

16. The Consolidated Statement of Financial Position (page 78) is one of the primary financial 
statements in the Consolidated Accounts. It summarises what is owned and owed by the core 
Scottish Government and those public bodies within the consolidated boundary. This shows 
taxpayers' equity – an accounting measurement of the amount of taxpayers' money applied 
that has continuing public benefit. It shows how much of this has arisen from the application of 
parliamentary funding (arising from the Scottish Block Grant, capital borrowing and devolved 
taxes) and how much resulted from changes in the value of physical assets over time. 

17. The key items in the Statement of Financial Position over the last five financial years are 
summarised in Exhibit 2. Taxpayers' equity has increased in each of the last five years, largely 
due to an increase in physical assets (such as property and roads) and financial assets (such 
as loans and investments). Total liabilities (such as payments for private-financed projects) 
have also increased from £5.9 billion to £8.8 billion. It is important to note that the position 
does not reflect all the assets and liabilities of the Scottish public sector. Key liabilities are 
excluded such as capital borrowing, local government borrowing, and all public sector pension 
liabilities funded from the Scottish budget. 
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Exhibit 2 
Scottish Government's year-end financial position, 2015 to 2019 

 
Source: Consolidated Accounts 2014/15 to 2018/19. 

Financial support to private companies 

18. In recent years, the Scottish Government has taken a direct role in providing financial support 
to private companies in addition to support provided through its enterprise agencies; Scottish 
Enterprise and Highlands and Islands Enterprise. This includes: 

 the purchase of Prestwick Airport together with loans of £39.9 million 

 loan facilities of £45 million to Ferguson Marine Engineering Limited (FMEL) 

 loan facilities of £51 million to Burntisland Fabrications Limited (BiFab) including a 
conversion to equity stake. 

 a financial guarantee for power purchase obligations at the hydro plant and aluminium 
smelter at Lochaber with a value of £21.4 million at the time of agreement. 
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Prestwick Airport 

19. In November 2013, the Scottish Government purchased Prestwick Airport for a nominal price 
of £1 with the stated aim of protecting jobs and safeguarding what it considered to be a 
strategic infrastructure asset. As at 31 March 2019, the Scottish Government's level of loan 
support to the Airport totalled £39.9 million. In its 2018/19 annual accounts, Transport 
Scotland impaired the value of this loan by £33 million to reflect expected losses in line with 
new accounting requirements. In June 2019, the Scottish Government announced that the 
sale of Prestwick Airport was being progressed, in keeping with its long-term objective that the 
airport should be returned to the private sector. Prestwick Airport is currently assessing 
expressions of interest in purchasing the airport. No date has been set to complete the sale, 
but Transport Scotland anticipates that a sale may be achievable by the end of 2019/20. 

Ferguson Marine Engineering Limited 

20. In September 2017, the Scottish Government provided a commercial loan facility of £15 
million to FMEL, a ship-building and engineering company based in Port Glasgow. The 
purpose of the loan was to support FMEL's completion of a contract to build two ‘dual-fuel’ 
ferry vessels for Caledonian Maritime Assets Limited (CMAL) valued at around £97 million. In 
June 2018, the Scottish Government provided FMEL with an additional £30 million loan to 
improve their cash flow position to help support the delivery of the CMAL vessels and improve 
the prospects of the company and shipbuilding on the Clyde. CMAL is a company wholly 
owned by the Scottish Government in which Scottish ministers are the sole shareholders. It 
does not fall within the consolidated boundary of the Scottish Government Consolidated 
Accounts and appoints its own external auditors. 

21. By April 2019, FMEL had drawn down the full loan facility of £45 million and no extended 
facilities were provided. The Scottish Government impaired the value of its loans to zero in the 
Consolidated Accounts reflecting its view that the loans were unlikely to be repaid given 
FMEL's challenging financial position.  

22. In August 2019, FMEL entered administration which led to the Scottish Government outlining 
plans to bring the company into public ownership if a private sale is not achieved. The Scottish 
Government reported that completing the two ferry vessels and securing jobs and the long-
term future of the yard was their main priority in acquiring the company. An arrangement was 
reached with the Administrator to allow the Scottish Government to oversee operations while 
the sale process for the business takes place. The Scottish Government appointed a 
turnaround director to manage the company and both the government and Scottish Enterprise 
will be represented on a new oversight Board. The board is expected to produce an 
operational plan including timescales and estimated costs of completing the ferries by the end 
of October 2019. I have asked the auditors of the Scottish Government and Transport 
Scotland to monitor developments at FMEL and I will report to Parliament during 2020 on the 
value for money. 
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Burntisland Fabrications Limited 

23. In November 2017, the Scottish Government entered into an agreement to offer a commercial 
loan facility of £15 million to Burntisland Fabrications Limited (BiFab), a fabricator of oil, gas 
and offshore wind structures, to support the completion of two key contracts. Between January 
and April 2018, the Scottish Government extended the loan facility up to £41 million as a result 
of increasing costs associated with the completion of contracts for the Beatrice Offshore Wind 
Farm. Included in the agreement with BiFab is a provision for the loan to be converted to an 
equity stake, not exceeding a 38 per cent shareholding in BiFab. A further £10 million loan was 
made available to BiFab in April 2018 to support business restructuring following the 
completion of the contracts, taking the total loan support available to BiFab up to £51 million.

24. At the end of March 2019, BiFab had drawn down £37.4 million of the £41 million loan facility. 
This was subsequently converted to equity by the Scottish Government representing a total 
equity stake of 32 per cent. In the 2018/19 Consolidated Accounts, the Scottish Government 
impaired the value of its equity stake from £37.4 million to £2 million to reflect expected losses 
in line with new accounting requirements. This followed an assessment of the valuation of the 
Scottish Government's equity stake by external professional advisors. The Scottish 
Government plans to monitor options for when it will sell its shareholding, but no decision has 
yet been made.

Lochaber Aluminium Smelter - Liberty Group 

25. In December 2016, the Scottish Government entered into a 25-year financial guarantee
relating to the hydro plant and aluminium smelter at Lochaber. This involved the government
guaranteeing the power purchase obligations of the smelter if the business does not fulfil its
obligations to pay for contracted power. The guaranteed annual amounts vary between £14
million and £32 million over the lifetime of the contract. The Scottish Government receives an
annual fee in return for the guarantee which was classed as a financial asset in the
Consolidated Accounts. The asset was valued at £21.4 million at the time of agreement in
2016/17. In 2018/19, the value of asset was impaired to nil as a result of a review of expected
credit losses in line with new accounting standards. Similarly, the calculation of the
government's potential exposure to default payments was also updated, resulting in the
creation of a new provision of £33 million.

26. In August 2019, the Scottish Government published guidance to support accountable officers
on the steps to consider when investing in private companies. However, the Scottish
Government has not yet developed a clear framework to outline its approach to financial
interventions in private companies. Last year, I highlighted the need for the Scottish
Government to be more transparent about its overall approach in providing significant public
funds to support private companies. This included a recommendation that the Scottish
Government should develop a framework that clearly outlines its role in financial interventions
in private companies to support decision making over where, when and at what level to invest.
Such a framework should provide clear information on financial capacity, risk tolerance and
expected outcomes. In doing so, the Scottish Government will provide the Parliament with
greater assurance and better information over its strategic objectives in entering these
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agreements and allow for greater scrutiny of the risks and opportunities that exist, including 
the opportunity costs involved.  

European Social Fund  

27. The Scottish Government is responsible for managing two European Structural and 
Investment Funds for the period 2014 to 2020. One of the programmes, the European Social 
Fund, aims to help people improve their lives by learning new skills and finding better jobs. In 
February 2019, the European Commission (EC) notified the Scottish Government that the 
ESF had been placed in 'pre-suspension' as a result of serious deficiencies in the 
management and control system following issues identified by their auditors. The issues mirror 
similar difficulties with the 2007-13 ESF programme. 

28. The EC aims to avoid making payments where there is a risk that the Scottish Government 
and lead partners (32 councils and other public bodies) have not followed the rules on how 
funds are spent. EC payments are stopped until it considers such risks have been removed. 
Pre-suspension means that the EC stop making payments, and the Scottish Government 
cannot make claims, until the issues identified are resolved.  

29. The Scottish Government has until November 2019 to resolve the issues to enable the pre-
suspension to be lifted and payments made. Lead partners are continuing to make payments 
to beneficiaries from their own budgets during this time. The Scottish Government will not 
reimburse lead partners on related issues until they have confirmation that the pre-suspension 
will be lifted. The Scottish Government is currently working with lead partners to resolve the 
issues that led to pre-suspension. The Scottish Government would face a financial penalty if 
the EC place the programme in full suspension. The EC can impose a maximum penalty of up 
to 25 per cent of the whole programme, which would be in the region of £190 million although 
the possibility of such a significant amount is remote. Any penalty would be subject to 
negotiation between the Scottish Government and the Commission.  

30. A contingent liability of £10.4 million is included in the Consolidated Accounts to reflect the 
amounts paid by the Scottish Government to lead partners but subsequently withdrawn from 
declarations to the EC as a result of the pre-suspension. 

Financial reporting 
31. In May 2019, the Scottish Government published its second medium-term financial strategy, 

Scotland's Fiscal Outlook. The strategy, to be updated annually, aims to provide an 
assessment of the medium-term outlook for Scotland's public finances as the new financial 
powers from the Scotland Acts 2012 and 2016 come into effect. The production of a financial 
strategy followed a recommendation from the Parliament's Budget Process Review Group 
(BPRG) in 2017. The BPRG said that such a strategy should set out expectations and broad 
financial plans for at least five years ahead, including clear policies and principles for using, 
managing and controlling the new financial powers. 

32. The strategy provides an explanation of the fiscal framework and outlines potential funding 
scenarios for the Scottish budget over the next five financial years to 2023/24 based on 



 
 

 

The 2018/19 audit of the Scottish Government Consolidated Accounts Page 13 

 

independent forecasts carried out by the Scottish Fiscal Commission. The strategy includes 
the Scottish Fiscal Commission’s income forecasts, which show a potential £1 billion 
cumulative reduction to the Scottish budget over the next three years. The Scottish 
Government project that available funding for resource spending will grow annually by 1.1 per 
cent in real terms over the next five years. 

33. The 2019 strategy now includes principles and policies on reserves and borrowing powers. 
This is a positive step and will help to improve the transparency of decision-making on the 
capital programme such as the level, type and timing of borrowing, and will support a more 
transparent approach in managing the Scotland Reserve.  

34. The strategy does not reflect some basic components of a medium-term financial plan. It does 
not include indicative spending plans or priorities, or links to outcomes and there is no detail 
on how the Scottish Government would address the possible £1 billion shortfall if this 
materialises. There is also little evidence to demonstrate that the strategy is a key component 
of the government's financial decision-making. The 2018 strategy included spending scenarios 
for the Scottish Government’s priority areas. The 2019 strategy does not include such 
scenarios, instead focusing on the key financial challenges and opportunities and setting out a 
framework for a future Spending Review.  

35. Overall, the 2019 strategy represents a missed opportunity and a step backwards for the 
Scottish Government's financial reporting. The absence of high-level financial plans, priorities 
and scenarios will make the Parliament's scrutiny of the forthcoming 2020/21 budget more 
difficult. This is particularly challenging when considering the impact of changes in spending 
patterns on outcomes set out in the National Performance Framework. 

36. In 2016, the Scottish Government committed to producing a consolidated account to cover the 
devolved public sector in Scotland including total assets, investments and liabilities such as 
local government borrowing and public sector pension liabilities. The Scottish Government 
had designated 2016/17 as a 'shadow year' with a view to producing the account for audit 
during 2018 but this did not happen, and progress slowed. In November 2018, the Scottish 
Government confirmed to the Public Audit and Post-Legislative Scrutiny Committee that an 
account would be published using 2017/18 data by the end of March 2019. Although work was 
undertaken to develop the new account, the planned publication did not happen. In July 2019, 
the Scottish Government issued a draft account to its Audit and Assurance Committee for 
consultation. Audit Scotland will contribute to that process.   

37. The use of the new borrowing powers increases the need for a public consolidated account to 
provide a comprehensive and transparent assessment of the state of Scotland's public 
finances. This is important for decision making over the longer term as it will provide important 
information about the impact of past decisions on future budgets, the scale of liabilities, and 
potential risks to financial sustainability. The Scottish Government needs to quicken the pace 
of its development and should aim to finalise the account for audit by the end of the 2019/20 
financial year. 
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Non-Domestic Rates 2018/19 

38. Non-domestic rates form a key part of the Scottish budget and are a significant source of 
funding for local government. The Non-Domestic Rating (NDR) account prepared annually by 
the Scottish Government shows the amount of non-domestic rates collected by councils and 
redistributed back to them by the Scottish Government during the year. Due to forecasting and 
timing differences between collection and distribution, the balance on the Non-Domestic 
Rating account shows either a surplus or deficit balance.

39. The 2018/19 account shows Scottish ministers received £2,898 million of non-domestic rates 
in the year and paid £2,733 million back to local authorities. This means the overall deficit 
on the account decreased by £165 million, from £141 million in 2017/18 to a surplus of 
£24 million in 2018/19. This is in line with plans outlined in the 2018/19 draft Scottish budget. 
Looking ahead, the Scottish Government plans to allocate £100 million more than forecast 
NDR receipts in 2019/20 to support local government funding, which will return the NDR pool 
to a deficit position (Exhibit 3).

Exhibit 3 
Non-domestic rates contributions and distributions, 2012/13 to 2018/19 
Any surplus or deficit on the NDR account is carried forward to the following financial year. 

2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 

Contributions 
(from councils to 
Scottish 
Government) 

2,442 2,501 2,554 2,628 2,799 2,869 2,898 

Distributions 
(from Scottish 
Government to 
councils) 

2,311 2,513 2,781 2,843 2,807 2,713 2,733 

Surplus/(deficit) 131 (12) (227) (215) (8) 156 165 

Cumulative 
surplus/(deficit) 

165 153 (74) (289) (297) (141) 24 

Source: Scottish Government 

Performance reporting 
40. The 2018/19 Consolidated Accounts include a performance report and an accountability

report in line with the requirements of the Government Financial Reporting Manual (FReM). 
The performance report (pages 5 to 27) summarises financial performance for the year, with 
emphasis on performance against budget. It also contains some specific performance 
information which is required by current guidance on supplier payment performance, and 
signposts where more information is available on sustainability and environmental
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performance. The report provides only very limited performance information on the Scottish 
Government's own progress towards its overall aims and objectives, with users of the 
accounts directed to the National Performance Framework (NPF).  

41. This means that the Consolidated Accounts focus on the government's finances. They do not 
report on the performance of individual portfolios or the Scottish Government as a whole, 
limiting the reader's ability to see the government's own contribution to national outcomes. 
This means that the reader is unable to see the links between the money spent by the 
Scottish Government, what it has achieved, and progress made towards achieving national 
outcomes.  

42. As Scotland's fiscal responsibilities grow, it is increasingly important for the Scottish 
Government to produce more detailed and transparent performance reporting, that better links 
spending with outcomes. The Parliament's new budget process places a greater emphasis on 
the need for better performance reporting to provide a clearer focus on the delivery of 
outcomes. This includes better information about what activity public spending will support, its 
aims, and the contribution it expects to make to national outcomes. The revised National 
Performance Framework provided the opportunity for the Scottish Government to better 
improve the links between Government spending and what it delivers, but the performance 
report does not provide this detail. The Scottish Government should prepare a performance 
report that clearly links to the financial resources outlined in the Consolidated Accounts. 
Greater transparency around the Scottish Government's own performance towards meeting its 
strategic objectives would provide greater accountability for its use of financial resources. This 
would provide a more rounded account of the Scottish Government’s overall performance, 
enhance reporting to the Scottish Parliament and the public, and help strengthen 
accountability and scrutiny. 

Governance 
43. A Governance Statement (pages 29 to 43) prepared by the Permanent Secretary is a key 

feature of the Consolidated Accounts. It forms part of a wider accountability report and 
summarises how the core Scottish Government organisation is controlled and directed. The 
statement confirms that it complies with relevant guidance on corporate governance. It also 
highlights some of the main risks and opportunities for the organisation and any significant 
internal control issues in 2018/19. I am content that the Governance Statement is consistent 
with the financial statements and has been prepared in accordance with guidance issued by 
the Scottish ministers. 

44. The Scottish Government has improved aspects of its governance arrangements during 
2018/19, such as greater consistency in approach to Directors General assurance meetings, a 
greater focus on corporate and directorate risks, and more detailed reports on corporate 
performance.  In addition, the Scottish Exchequer, created in 2017, now has an organisational 
structure in place and appointments have been made to all key posts. The Exchequer has set 
its objectives and a transformation programme is in place to direct its activities. It will be 
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important for the Exchequer to continue to develop its arrangements through its transformation 
programme to ensure that both fiscal risks and opportunities are managed effectively. 

45. The Scottish Government's Audit and Assurance Committee is responsible for advising and 
supporting the Permanent Secretary in her responsibilities for issues relating to risk, control 
and governance. The Committee is made up of non-executive directors. The Committee 
receives regular reports from both internal and external audit, but the Committee's 
consideration of their findings and recommendations remains limited. There is a need for the 
Committee to provide greater scrutiny and challenge to support the advice and assurances 
given to the Permanent Secretary as the Principal Accountable Officer. The Committee does 
not produce an annual report to summarise its work from the past year, nor does it undertake 
a review of its own effectiveness as required by its own terms of reference. The Committee 
should address this to ensure it operates in line with the Scottish Government's own good 
practice guidance on audit and assurance committees. 

46. The Scottish Government has taken initial steps to improve the effectiveness of its role in 
sponsoring public bodies. The Scottish Government has an important leadership role in 
supporting public bodies to better understand the risks and challenges facing them. In June 
and July 2019, the Scottish Government held workshops, supported by Audit Scotland, to 
discuss common themes and issues among sponsors. These covered governance and 
accountability, risk management and relationships. They highlighted the need for greater 
engagement on shared issues and risks between the Scottish Government and its public 
bodies. This is an area that requires ongoing attention and I welcome these initial 
developments.    

47. In March 2019, the Scottish Government appointed four new non-executive directors and two 
deputy non-executive directors to strengthen its capacity in this area. The new appointees 
have a wide-range of knowledge and experience from across both private and public sectors. 
It will be important for the Scottish Government to take advantage of the non-executive 
directors' expertise to strengthen support and challenge to their decision-making and 
assurance processes. This is particularly important given the scale of challenges facing the 
Scottish Government including the implementation of new powers, continued pressures in 
public finances and the uncertainty and risks associated with the UK's withdrawal from the 
European Union. 

Internal audit 

48. The governance structures within the Scottish Government draw on several sources of 
assurance, with substantial reliance placed on the work of internal audit. An efficient and 
effective internal audit function is a key element of good governance. Internal audit review 
whether the framework of internal control operates satisfactorily, and proper arrangements are 
in place for the prevention and detection of fraud and corruption.  

49. Each year, we undertake an overview of the Scottish Government's internal audit 
arrangements in accordance with International Standard on Auditing 610 Using the work of 
internal auditors. Our 2018/19 overview found clear improvements in the standard of internal 
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audit work undertaken compared with 2017/18. We did not find any areas of significant non-
compliance with the Public Sector Internal Audit Standards (PSIAS).  

50. The complex and uncertain environment within which the Scottish Government now operates 
means there is an increasing need for a strong and effective internal audit function. Our work 
found that Internal Audit continues to experience challenges in recruiting the necessary staff 
and skills required to deliver its audit plans. The 2018/19 Scottish Government internal audit 
plan was not complete by the year end and Internal Audit reported capacity issues in 
undertaking unplanned work such as investigating fraud or whistleblowing allegations. 
Recruitment campaigns during the year did not result in all vacancies being filled. In August 
2019, Internal Audit agreed a co-sourcing arrangement with EY to help increase capacity and 
access specialist skills. 

51. From 1 April 2019, the Directorate of Internal Audit and Assurance was formed which 
encompasses Internal Audit, the Digital Assurance Office (formerly Office of the Chief 
Information Officer) and the Project and Programme Management Centre of Expertise. The 
new Directorate is headed by the Director of Internal Audit and Assurance. It is critical that 
Internal Audit ensures that its independence is not lost in this new arrangement to ensure that 
it can support the organisation’s assurance requirements with independent audit judgements 
and conclusions.  

UK withdrawal from the European Union 

52. The uncertainty over the UK's withdrawal from the European Union placed considerable 
pressure on the Scottish Government's capacity and capability during 2018/19. The Scottish 
Government made changes to its governance arrangements, processes and staff roles and 
responsibilities in preparation for the original planned withdrawal date of 29 March 2019. 
Resilience arrangements were adapted and used to direct and scrutinise preparations and 
assess the most critical risks, with a focus on civil contingencies such as food supply, public 
order and access to medicines. New processes for quick, short-term funding and staff 
redeployment decisions were put in place to support contingency planning, and around £32 
million, using Barnett Consequentials, was used during the year to manage the associated 
funding pressures. Preparations evolved and intensified over the first quarter of 2019 with an 
increasing focus placed on a 'no-deal' scenario as UK and EU negotiations failed to reach an 
agreement.  

53. Overall, the Scottish Government's preparations for EU withdrawal were reasonable and 
proportionate given the considerable level of uncertainty over the detailed implications of 
withdrawal. Scottish Government staff were expected to plan for EU withdrawal at the same 
time as working towards Programme for Government commitments resulting in additional 
pressures on staff wellbeing. Although plans were untested with the postponement of the 
withdrawal date, the initial work undertaken provides a good basis for the Scottish 
Government to develop further its resilience arrangements in anticipation of the UK's 
withdrawal on 31 October 2019. 
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54. Looking ahead, the Scottish Government will need to ensure that planning arrangements are 
sufficiently flexible to respond quickly to the scale and pace of change from any further 
developments. The significant risks facing the Scottish Government extend well beyond 31 
October 2019, and they are expected to dominate the public sector landscape in Scotland for 
years to come. In addition to addressing the short-term risks of EU withdrawal, with or without 
a trade deal, the Scottish Government will need to ensure it is able to transition effectively to 
any new partnership or trade arrangements, new funding mechanisms and legislation, as well 
as responding to any adverse impacts on the Scottish economy and public finances.  

Conclusion 
55. The Scottish Government's Consolidated Account for 2018/19 meets the requirements of the 

FReM and my opinion on them is unqualified. This is a critical component of the Scottish 
Government's accountability to the Parliament and the public. 

56. The ongoing significant risks and uncertainty emerging from EU withdrawal will pose 
unprecedented challenges for the Scottish Government's management of public finances over 
the next few years. It will be critical for the Scottish Government to be clear about its spending 
priorities and how it expects to address potential funding shortfalls. Good financial decision-
making is essential to ensure value for money is achieved from the limited funds available. A 
greater focus on linking spending decisions to outcomes has never been more important and 
requires more attention from the government.  

57. My audit work has highlighted areas for improvement to help support the Parliament and the 
public in their scrutiny of public finances in this new environment. This includes 
recommendations from previous audit work where action remains outstanding. The Scottish 
Government should:  

 Develop a framework outlining its approach to financial interventions in private companies 
covering financial capacity, risk tolerance and expected outcomes. 

 Improve the quality of financial reporting to Parliament. This should include ensuring the 
basic components of a financial strategy are included in the medium-term financial 
strategy and the publishing of a public consolidated account to cover the whole public 
sector in Scotland. 

 Prepare a performance report that clearly links to the financial resources outlined in the 
Consolidated Accounts. Greater transparency around the Scottish Government's own 
performance towards meeting its strategic objectives would provide greater accountability 
for the use of its financial resources  

 Ensure its Audit and Assurance Committee provides greater scrutiny and challenge to 
better support the advice and assurances given to the Permanent Secretary and operates 
in line with good practice. 

58. Working with Audit Scotland and the Accounts Commission, I will continue to support the 
independent scrutiny of Scotland's public finances through all our audit work. 
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Public Audit and Post-legislative Scrutiny Committee 

23rd Meeting, 2019 (Session 5), Thursday 10 October 2019 

The 2018/19 audit of Social Security Scotland 

Introduction 
 
1. At its meeting today, the Public Audit and Post-legislative Scrutiny Committee will 

take evidence from the Auditor General for Scotland on her report entitled The 
2018/19 audit of Social Security Scotland,  which was published on 26 September 
2019. 
 

2. The Auditor General has provided a briefing on the key messages from the report, 
which is attached in Annexe A.  A copy of the report can be found in Annexe B. 

 

Clerks to the Committee 
7 October 2019 

 
 

Annexe A 
 

REPORT BY THE AUDITOR GENERAL FOR SCOTLAND 

THE 2018/19 AUDIT OF SOCIAL SECURITY SCOTLAND 

 

1. The Auditor General’s report on the 2018/19 audit of Social Security Scotland was laid in 
the Parliament on 26 September 2019. The report is made under section 22 of the Public 
Finance and Accountability (Scotland) Act 2000 and draws on Social Security Scotland’s 
2018/19 annual audit report. 

2. Key messages from the report are  

• Social Security Scotland (the agency) became operational in September 2018. It has 
published its first Annual Report and Accounts covering the first seven months of its 
operation to 31 March 2019. The accounts include total spending of £203.7 million, 
including £190.9 million of social security assistance expenditure. 

• The auditor has given an unqualified opinion on the agency’s financial statements; 
which means that he is content they show a true and fair view, and follow relevant 
accounting standards and rules.  

https://www.audit-scotland.gov.uk/uploads/docs/report/2019/s22_190926_social_security.pdf
https://www.audit-scotland.gov.uk/uploads/docs/report/2019/s22_190926_social_security.pdf
https://www.audit-scotland.gov.uk/uploads/docs/report/2019/aar_1819_social_security.pdf
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• The auditor has given a qualified opinion on the regularity of Carer’s Allowance 
expenditure in the agency’s accounts, due to a limitation of scope on his audit. This 
means that he cannot confirm that the transactions in the accounts are in accordance 
with all relevant legislation, regulations and guidance. This is a result of the Scottish 
Government’s arrangements for delivery Carer’s Allowance, which place reliance on 
the Department of Work and Pensions (DWP). The 2018/19 accounts include £151.7 
million of Carer’s Allowance expenditure.   

• The Scottish Government took on executive competence for Carer’s Allowance in 
September 2018. The DWP is continuing to deliver Carer’s Allowance in Scotland on 
behalf of the Scottish Government, through an agency agreement. Due to the 
delivery arrangement being used the agency is reliant on the DWP’s estimates of 
error and fraud in Carer’s Allowance. The DWP last measured the error and fraud 
levels in 1996/97 at which point the overpayment rate was found to be 5.5 per cent of 
total Carer’s Allowance expenditure. The caseload and expenditure on Carer’s 
Allowance have increased significantly since this measurement was taken and the 
estimate is only made at the UK level. The auditor has concluded due to these 
factors that the current DWP estimate does not provided a reliable estimate of the 
current levels of error and fraud within the Carer’s Allowance in Scotland.  

• The agency’s approach and processes for managing error and fraud are at an early 
stage of development. There remain key areas that will need further development, 
including arrangements for carrying out investigations, producing estimates of error 
and fraud levels within the Scottish system, adapting core digital systems and 
producing guidance for staff and people who may be entitled to assistance.    

• Having effective and well understood arrangements will become increasingly 
important as the range and scale of benefits for which the agency is responsible grow 
over the next few years. The agency will be using an increasing range of delivery 
methods as more benefits are devolved and existing cases transferred. The risks of 
error and fraud will also increase as the agency becomes responsible for benefits 
that are paid on a regular basis and depend on much more complex determinations 
of eligibility than those it is currently administering.  
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Audit Scotland is a statutory body set up in April 2000 under the Public 
Finance and Accountability (Scotland) Act 2000. We help the Auditor General 
for Scotland and the Accounts Commission check that organisations 
spending public money use it properly, efficiently and effectively.

Auditor General for Scotland
The Auditor General’s role is to:

• appoint auditors to Scotland’s central government and NHS bodies

• examine how public bodies spend public money

• help them to manage their finances to the highest standards

• check whether they achieve value for money.

The Auditor General is independent and reports to the Scottish Parliament 
on the performance of:

• directorates of the Scottish Government

• government agencies, eg the Scottish Prison Service,
Historic Environment Scotland

• NHS bodies

• further education colleges

• Scottish Water

• NDPBs and others, eg Scottish Police Authority, Scottish Fire and
Rescue Service.

You can find out more about the work of the Auditor General on our website: 
www.audit-scotland.gov.uk/about-us/auditor-general 

http://www.audit-scotland.gov.uk/about-us/auditor-general
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Introduction 

1. This report is made under section 22 of Public Finance and Accountability (Scotland) Act
2000. Its purpose is to bring to Parliament's attention issues arising from the annual audit of
Social Security Scotland. The independent auditor's report includes:

• an unqualified opinion on the financial statements; which means he is content they show
a true and fair view, and follow relevant accounting standards and rules

• a qualified opinion on the regularity of Carer's Allowance expenditure, due to a limitation
on the scope of his audit; which means that he cannot confirm that the transactions in the
accounts are in accordance with all relevant legislation, regulations and guidance. This is
a result of the Scottish Government's arrangements for delivering Carer's Allowance,
which place reliance on the Department of Work and Pensions (DWP).

2. Social Security Scotland (the agency) was established in September 2018. It is an executive
agency of the Scottish Government and has been set up to deliver the social security benefits
being devolved to Scotland from the UK Government under the Scotland Act (2016).
Administrative responsibility and accountability for the benefits - executive competence - is
being devolved in stages. By 31 March 2019, the Scottish Government had taken on
executive competence for Carer's Allowance and started paying the Best Start Grant (BSG)
Pregnancy and Baby Payment, which replaces the Sure Start Maternity Grant. Executive
competence for most remaining devolved benefits is to be transferred by 1 April 2020, at
which point the agency will be accountable for approximately £3.5 billion of social security
expenditure.

3. The agency has adopted different delivery arrangements and processes for Carer's
Allowance, Carer's Allowance Supplement (CAS) and BSG as set out in Exhibit 1. The
agency, along with the social security programme, has to work closely with the DWP to
manage and plan for the ongoing devolution of the powers. Delivering benefits through
agency agreements requires a close relationship and results in operational reliance on the
DWP. The interdependence of the devolved and reserved benefits also requires close working
and data sharing, for example where eligibility for a devolved benefit requires the claimant to
be in receipt of a DWP administered reserved benefit.

4. In May 2019, Audit Scotland published the latest in its reports on the Scottish Government's
implementation of the social security powers, Social Security: Implementing the devolved

benefits1. This report concluded that the Scottish Government had done well to deliver on its
public commitments for the last year, including establishing the new social security agency. It
found that delivering the next wave of benefits will be challenging and the Scottish
Government does not yet have a clear understanding of the key things needed to deliver all
remaining benefits in the way that it intends. The report noted that the agency had established
its core approaches and processes, but these were in the early stages of development.  The
report provides more detail on the current delivery arrangements for the implementation of the
benefits.

1 Social Security: Implementing the devolved benefits, May 2019

https://www.audit-scotland.gov.uk/uploads/docs/report/2019/aar_1819_social_security.pdf
https://www.audit-scotland.gov.uk/uploads/docs/report/2019/aar_1819_social_security.pdf
https://www.audit-scotland.gov.uk/report/social-security-implementing-the-devolved-powers
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Exhibit 1 

Current delivery arrangements for Carer's Allowance, Carer's Allowance Supplement and 

Best Start Grant  

Source: Audit Scotland 

5. There is an inherent risk of error and fraud in a social security system that is driven by
individual claims. The system is complex and can be difficult to navigate as each benefit has
its own individual regulations and assessment criteria. The Comptroller and Auditor General of
the National Audit Office has qualified the regularity opinion on the DWP's accounts for the
last 30 years due to the levels of error and fraud in them.
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Key messages 

• The independent auditor has qualified his regularity opinion on the accounts of

Social Security Scotland with respect to expenditure on Carer's Allowance. The

available estimates of error and fraud levels do not provide enough evidence to

determine whether this spending was in line with the relevant legislation. This is a

result of the Scottish Government's arrangements for delivering Carer's Allowance,

which place reliance on the DWP.

• The agency’s approach and processes for managing error and fraud are at an early

stage of development. It has established core processes and policies but there is

much more to be done. Having clear and effective arrangements will become

increasingly important as the scale and complexity of benefits the agency is

responsible for grows.

The independent auditor's opinions on the accounts 

Overall 

6. Social Security Scotland has published its first Annual Report and Accounts covering the first
seven months of the agency's operation to 31 March 2019. This is a key component of the
agency's accountability to the Scottish Parliament and the public. The accounts include total
spending of £203.7 million, including £190.9 million of social security assistance expenditure.

7. The independent auditor has audited the accounts in accordance with the Public Finance and
Accountability (Scotland) Act 2000. The published accounts incorporate an audit certificate
(known as the Independent Auditor's Report) setting out his conclusions, including:

• an unqualified opinion on the financial statements; which means he is content they show
a true and fair view, and follow relevant accounting standards and rules

• a qualified opinion on the regularity of Carer's Allowance expenditure, due to a limitation
on the scope of his audit; which means that he cannot confirm that the transactions in the
accounts are in accordance with all relevant legislation, regulations and guidance.

8. The qualification relates specifically to Carer's Allowance expenditure, as explained below.
The auditor has confirmed in his audit certificate that the other transactions in the accounts,
including CAS, BSG and administration expenditure comply with all relevant legislation,
regulations and guidance.

Carer's Allowance expenditure 

9. The 2018/19 accounts include Carer's Allowance expenditure of £151.7 million. The auditor
has qualified his regularity opinion in relation to this because there is not enough evidence to
determine whether this spending was in line with the relevant legislation.
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10. As outlined above, Carer's Allowance is being delivered by the DWP on behalf of the Scottish
Government through an agency agreement. The UK and Scottish Governments have agreed
that while Carer's Allowance continues to be delivered by the DWP there will be no changes
made to the way it is administered. The Scottish Government has not yet put in place Scottish
regulations for Carer's Allowance. The benefit therefore continues to be regulated by UK
legislation, in this case section 70 of the Social Security Contributions and Benefits Act 1992.2

11. A person is entitled to Carer's Allowance if they meet the eligibility criteria set out in section 70
of the 1992 Act and related regulations. Any payment made to a person who is not entitled to
it, whether through error or fraud, does not comply with the legislation and is therefore
irregular.

12. Due to the delivery arrangement being used, Social Security Scotland cannot at present
directly assess the levels of error and fraud in Carer's Allowance and is instead reliant on the
DWP's published estimates. The DWP last measured the error and fraud levels for Carer's
Allowance in 1996/97, at which point the overpayment rate was found to be 5.5 per cent of
total Carer's Allowance expenditure. This figure was based on confirmation of the
circumstances of a statistical sample of individuals in receipt of the benefit at that time and is
still used in DWP estimates. The caseload and expenditure on Carer's Allowance have
increased significantly since this last measurement was taken. The estimate is calculated only
at the UK level and therefore does not reflect any Scottish specific influences, such as
demographics or behaviours.

13. The auditor has concluded that due to these factors the current DWP estimate does not
provide a reliable estimate of the current levels of error and fraud within Carer's Allowance in
Scotland. Given the underlying risk of error and fraud, the possible impact of this in the related
Scottish expenditure is significant enough to require the auditor to qualify his opinion.

14. It is the agency's responsibility to ensure it can appropriately assess the levels of error and
fraud in the benefits in its accounts. At the UK level, the DWP measures error and fraud levels
by examining and verifying a sample of claims. The agency is not currently able to carry out
equivalent checks of Carer's Allowance cases under the terms of the agency agreement it has
agreed with the DWP.

15. The DWP is working on a new estimate and aims to publish the updated information in May
2020. This will provide an estimate of error and fraud levels in Carer's Allowance expenditure
at the Great Britain level for 2019/20. It does not plan to measure these levels each year as
Carer's Allowance is not a significant area of spend for the DWP and because it considers the
caseload is more stable than some other benefits.

16. This issue does not affect the other aspects of the auditor's regularity opinion that relate to
Carer's Allowance. He has confirmed in his audit certificate that he is content the amounts
incurred are in line with the Budget Act, relate to devolved matters and have been
appropriately met from the Scottish Consolidated Fund.

2 Social Security Contributions and Benefits Act 1992

http://www.legislation.gov.uk/ukpga/1992/4/contents/enacted
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Carer's Allowance Supplement and Best Start Grant 

17. Entitlement to both CAS and BSG (with the exception of cases where the applicant is under
18 years old) requires a person to be in receipt of a specific DWP administered benefit, often
referred to as a qualifying benefit:

• for CAS the person must be in receipt of Carer's Allowance

• for BSG the person must be in receipt of at least one of a list of low-income related
benefits, including for example Universal Credit or Child Tax Credits.

18. This means error and fraud levels in CAS and BSG will be affected by error and fraud in the
underlying DWP administered benefits. Unlike Carer's Allowance, this does not affect the
regularity of the expenditure because of differences in the way the Scottish legislation and
regulations work.

19. The Social Security (Scotland) Act 2018 sets out that the payment of most forms of assistance
covered by the Act will be based upon a determination of entitlement being made by the
Scottish Ministers. Therefore, for BSG, a person must receive an assistance payment if a
determination is made by the agency, acting on behalf of Scottish Ministers, that they meet the
eligibility criteria.

20. This means that any payment made as a result of a determination of eligibility by the agency
complies with the legislation and is therefore regular, irrespective of whether the determination
has been based on incorrect or fraudulent information. The Social Security (Scotland) Act
2018 enables a further decision to be made if it becomes known that any information used for
a determination is found to have been incorrect. Any such decision would allow recovery of
the payment made in cases of client error or fraud.

21. The transitional provisions for CAS follow a different model. The Social Security (Scotland) Act
2018 sets out that a payment must be made where an individual is in receipt of Carer's
Allowance on the qualifying dates and is resident in Scotland. This means that any payment
made as a result of an individual meeting these conditions complies with the legislation and is
therefore regular. This is irrespective of whether the payment of Carer's Allowance has been
based on incorrect or fraudulent information.

22. It is nonetheless important for the agency and the Scottish Government to understand the
underlying levels of error and fraud in any qualifying benefits and what this means for how it
designs and delivers the Scottish social security system, as more benefits are devolved and
implemented. As set out above, the last estimation of the overpayment level due to error and
fraud in Carer's Allowance was 5.5 per cent of expenditure. The latest DWP estimates for
error and fraud levels in the BSG qualifying benefits range from 3.9 per cent to 8.6 per cent.
We discuss the agency's approach to this below at paragraphs 39-41.

The agency's approach to managing error and fraud 

23. The Scottish Government has set out a clear ambition to develop a social security system
which is based on the principles of dignity, fairness and respect. It has also made the safe and
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secure delivery of the devolved benefits a priority. These commitments influence the design
and delivery of policies, processes and systems within the agency. The agency aims to
balance its error and fraud arrangements with minimising any barriers to people accessing the
social security assistance they are entitled to.

Overall arrangements 

24. The social security system is complex and relies on accurate information about the
circumstances of individuals and how these change through time. Mistakes can be made that
lead to errors in the amounts paid to individuals, both underpayments and overpayments.
Errors can include both claimant and official error:

• Claimant error: unintentional error made by the client when applying for assistance or in
keeping a claim up to date, which may result in benefit awards being paid incorrectly

• Official error: mistakes made by the agency when administering claims for assistance,
including human error by staff, technical issues with IT systems, or erroneous data
shared by another government department.

25. Under the Social Security (Scotland) Act 2018 the agency can seek to recover overpayments
made as a result of claimant error. The Act also contains provisions for offences and
investigations in relation to fraud. The Scottish Government defines fraud as when someone
has applied for, or is getting, a benefit they know they are not entitled to. These arrangements
applied to BSG during 2018/19. Pre-existing arrangements have continued in relation to
Carer's Allowance payment. The agency's accounts include historic benefit overpayments of
£12 million relating to Carer's Allowance repayments due from Scottish residents.

26. The agency has established a dedicated error and fraud team. The team has a broad remit to
prevent error and fraud and is staffed by 17 FTE officers. The agency plans to increase this to
47 FTE by the end of March 2020 and to 190 FTE when fully established, reflecting the
increasing scale and complexity of the agency's remit. The team has responsibility for:

• risk analysis and control

• external investigations of potential benefit fraud

• internal investigations and controls

• adjudications and recovery.

27. The agency has several key policies and strategies in place:

• Error Control Strategy 2018-2022 – which sets out the agency’s approach to minimising

error and meeting its strategic objective to protect its budget.

• Counter Fraud Strategy 2018-2022 – which sets out the agency's five key strategy
objectives which are to deter, prevent, detect, investigate and enforce against fraudulent
activity.

• Non-Statutory Code of Practice – which aims to ensure that the agency meets all legal
requirements for an investigation, that investigators follow best practice, and that there
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are assurances over the training and accountability of staff carrying out investigations,
and the processes that they will be required to follow.

• Annual Fraud Action Plan 2019-2020 – which sets out the key actions for the error and
fraud team and its key priorities for 2018/19. Key actions are to put systems in place, to
test and refine processes, and to ensure that there are appropriately upskilled people in
place in preparation for the introduction of the higher risk, recurring benefits.

28. Full arrangements are not yet in place to allow the agency to undertake investigation activity in
the way it aims to. The Scottish Government has produced draft regulations and code of
practice on investigations, which it has consulted on. Further work is being carried out to
address views raised through the consultation process, which relate mainly to the proposed
scope of the agency's investigation powers. The regulations and code are not expected to be
in place, with relevant parliamentary approval, until at least the end of 2019.

29. As an interim solution the agency has published a non-statutory code of practice on
investigations, which outlines how it intends to use existing data-sharing arrangements to
undertake some investigatory activity. The agency needs to understand and manage the risks
arising from not yet being able to undertake investigation activity in the way it had planned.
This will become increasingly important as the agency takes on responsibility for more
benefits and those with more complex entitlement decisions.

30. To date the focus of the error and fraud team has been on prevention activity, including
developing staff awareness and providing support to client advisors. It has also carried out
some case review work, which has led to systems improvements. The agency plans to carry
out more substantial case sampling over 2019 and then to carry out quarterly analysis to
develop its understanding of the trends and profile of error and fraud in the system.

Specific risk areas 

Initial system design 

31. The agency has identified some operational weaknesses in its core case management system
which raised the risk of error and fraud in how some specific processes operated. A range of
manual processes have been put in place to mitigate the identified issues. Manual processes
are not as robust as system controls as they rely on consistent application by staff and add to
staff workloads. Testing carried out as part of the audit process did not identify any concerns
with how individual applications had been processed.

32. The case management system is being developed in an incremental way, which means that
improvements and changes can be made as it is developed. The social security programme
has a process of prioritising the areas for development of the system. Agency staff are
involved in this process, as members of the multi-disciplinary teams responsible for
progressing the work and through representation on relevant governance boards. The
programme is already working at a high pace, and work to improve and adapt current
functions of the system will need to be balanced with the work required to develop the system
to administer the remaining benefits. The Scottish Government and the agency need to
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ensure that operational impacts are sufficiently understood when prioritising future 
development of the case management system. 

Determining residency  

33. Being resident in Scotland is one of the core criteria an individual must satisfy to be eligible for 
the benefits currently being administered by the agency. The Scottish Government has 
defined this residency requirement as a person being 'ordinarily resident' in Scotland and this 
is reflected in the regulations implemented for BSG. It is important that individuals considering 
making a benefit application and the officials who make determinations are clear how the 
overall residency requirements are translated into specific decision rules. There is currently no 
clear guidance on this. This definition is used in other policy areas, such as for higher 
education course fees and access to NHS treatment, where substantial guidance has been 
developed to support its use.  

34. In practice, the agency uses a person's current postcode as the main determinant of 
residency. For Carer's Allowance, the DWP identifies Scottish recipients by postcodes as 
directed by the agency, which in turn also identifies people who are entitled to CAS. The 
agency and DWP have carried out work to check addresses within postcodes along the 
Scottish-English border to ensure these are being accounted for correctly. For BSG 
applications, the agency uses the DWP's customer information system to help verify the 
address information submitted.  

35. Being able to accurately define and identify people who are entitled to Scottish forms of social 
security assistance is critical to ensuring that the agency's expenditure is in line with the 
relevant regulations. This will become more significant as more benefits are devolved, 
caseloads and expenditure increase, and the Scottish and UK systems continue to diverge. 
The agency needs to make sure that it fully understands any implications and risks for how it 
is determining residency, and that people are aware of how the rules are being applied. 

Supporting evidence  

36. In developing application processes, the social security programme and agency have tried to 
balance ease of access for people with the need to have a secure system. To reduce the 
burden on people making applications, the processes put in place try where possible to use 
existing data to reduce the amount of evidence people need to provide to support their 
application. For example, for BSG Pregnancy and Baby Payments, the agency uses 
information already collected through the Baby Box scheme. 

37. To support ease of access, less stringent evidence requirements have been adopted by the 
agency than required by other organisations, for example to claim Housing Benefit from a 
council. The agency does not require the same types of documentation to be provided to 
evidence core aspects of applications such as a person's identity and residency. It also 
accepts photocopies of some core documentation in contrast to standards applied by councils, 
where original copies are required.  
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38. These approaches place a clear focus on making the social security system easy to access
and on supporting people to apply for assistance. The agency needs to understand any
impact of its evidence standards on error and fraud and consider its ability to respond.

Monitoring error and fraud 

39. The agency does not yet have an approach to estimating error and fraud levels for the
benefits it delivers and for those it will become responsible for over the next few years. It is in
the early stages of setting out how it intends to produce these estimates. Estimating the levels
of fraud and error helps to support decision-making on what actions the agency can take to
ensure the appropriate and effective use of the public money it is accountable for. Monitoring
and publishing these estimates should also become an important element of the agency's
performance reporting.

40. It is currently using the DWP's fraud estimates as a base to start creating potential ranges of
error and fraud within the Scottish system. There are challenges in using the DWP estimates,
including their age and GB-wide coverage. These limitations will affect other low-income
benefits still to be implemented, including the recently announced Scottish Child Payment,
which the Scottish Government has estimated will cost £180 million each year. This is
substantially higher than the other low-income benefits, increasing the potential impact of any
error and fraud. The agency needs to develop its understanding of how these underlying
levels of error and fraud affect the Scottish benefits and factor this into its own estimates of
error and fraud for the Scottish system. This will be key to ensuring that error and fraud is
managed effectively.

41. The DWP examines and verifies samples of benefit cases as part of developing its error and
fraud estimates. The agency doesn't yet have its intended investigation powers in place and
will need to consider what this means for its approach to producing estimates.

Further development 

42. The agency is in the early stages of developing its approaches and processes for managing
error and fraud. There remain key areas that will need to be further developed, including
arrangements for carrying out investigations and producing estimates of error and fraud levels
within the Scottish system. Further work is also needed to develop core digital systems and
guidance for staff and people who may be entitled to assistance.

43. Having effective and well understood arrangements will become increasingly important as the
range and scale of benefits for which the agency is responsible grow over the next few years.
The value of assistance expenditure will increase substantially, and the agency will be using
an increasing range of delivery methods as more benefits are devolved and existing cases
transferred. The risks of error and fraud will also increase as the agency becomes responsible
for benefits that are paid on a regular basis and depend on much more complex
determinations of eligibility than those it is currently administering.
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