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Foreword 
Technical bulletins are prepared by Audit Scotland's Technical Services Unit (TSU), and 

approved by the Assistant Auditor General, to provide external auditors appointed by the 

Accounts Commission and Auditor General for Scotland with 

 information on the main public sector technical developments in the quarter that are 

relevant to their audit appointment 

 guidance from the TSU on any emerging risks identified in the quarter. 

Technical bulletins are available to external auditors from Audit Scotland's Technical reference 

library, and published on the Audit Scotland website so that audited bodies and other 

stakeholders can access them. 

It is important that auditors read this technical bulletin promptly so they are familiar with the 

information and guidance provided.  The auditor action checklist section at the end of each 

chapter should be completed by a senior member of the audit team.   

The articles on technical developments are intended to highlight the key points that the TSU 

considers external auditors require to be aware of.  It may still be necessary for auditors to 

read the source material where greater detail is required.  The documents referred to in the 

articles can be obtained by using the hyperlinks, where available.  They are also available to 

external auditors from Audit Scotland's Technical reference library. 

While auditors act independently, and are responsible for their own conclusions and opinions, 

the TSU has a role in ensuring that those conclusions and opinions are reached on the basis 

of informed judgement.  Consistency in similar circumstances is important and Audit 

Scotland's Code of audit practice therefore states that auditors should normally follow 

TSU guidance.  Auditors should advise the TSU promptly if they intend not to follow guidance 

provided in this technical bulletin on an emerging risk. 

The TSU encourages feedback on this technical bulletin.  Comments should be sent to 

pobrien@audit-scotland.gov.uk. 

More in-depth and extensive guidance is provided in separate technical guidance notes 

published by the TSU.  Technical guidance notes published in the quarter are referred to in 

this technical bulletin, and can be obtained by using the hyperlinks to the Audit Scotland 

website.  

 

 

 

 

 

Audit Scotland makes no representation as to the completeness or accuracy of the contents of technical 

bulletins or that legal or technical guidance is correct.  Points of law, in particular, can ultimately be decided 

only by the Courts.  Audit Scotland accepts no responsibility for any loss or damage caused as a result of 

any person relying upon anything contained in this technical bulletin. 

http://www.audit-scotland.gov.uk/work/technical_guidance.php#bulletins
mailto:pobrien@audit-scotland.gov.uk
http://www.audit-scotland.gov.uk/work/technical_guidance.php#reports
http://www.audit-scotland.gov.uk/work/technical_guidance.php#reports
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Headlines 
This chapter provides brief headlines for the articles on technical developments and 

guidance in this technical bulletin, classified by the audit year to which it relates, and 

referenced to the paragraphs containing the main article. 

Cross sector chapter 

 

Paragraphs  

2016/17 audit year 

Technical developments 

The TSU has provided an update on adopting new auditing standards in 

the Scottish public sector. 
1-4 

The PAF has issued a revised practice note on auditing the financial 

statements of public sector bodies. 
5-14 

ICAS has issued a revised professional judgement framework. 15-20 

The FRC has issued a revised bulletin on illustrative auditor's reports 21-26 

The FRC has issued a report on root cause analysis 27-31 

A joint FRC and ICAS Steering Committee has issued a report on 

auditor skills. 
32-36 

 

Local authority chapter 

 

Paragraphs 

2016/17 audit year 

Technical developments 

The TSU has issued a technical guidance note on auditing the 

2016/17 local authority annual accounts. 
38-41 

Audit Scotland has issued a 2015/16 financial overview report.  42-43 

CIPFA has issued a revised property handbook. 44-46 

CIPFA/LASAAC has issued an update on the highways network asset. 47-51 

CIPFA has issued guidance notes on the good governance 

framework. 
52-55 

CIPFA has issued guidance on the treatment of corporate costs. 57-60 

The DWP has issued two circulars on housing benefit. 61-65 
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Central government chapter 

 

Paragraphs 

There are no items in this technical bulletin specific to central government bodies 

 

Health chapter 

 

Paragraphs 

2016/17 audit year 

Technical developments 

Audit Scotland has issued a 2015/16 overview report on the health 

sector 
67-70 

 

Further education chapter 

 

Paragraphs 

2015/16 audit year 

Technical developments 

Colleges Scotland has issued a revised code of good governance. 72-77 
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Cross-sectoral chapter 
Introduction 

This chapter contains technical developments and guidance from the TSU on emerging 

risks in the quarter that are relevant to all sectors. 

It should be read by all external auditors.  Information on developments and guidance from 

the TSU in the quarter that are relevant to only one sector are covered in the relevant 

sector-specific chapter. 

Auditing developments 

Application of revised auditing standards to Scottish public sector 

1. Technical bulletin 2016/2 (paragraph 5) drew attention to the issue by the Financial Reporting 

Council (FRC) of revised international standards on auditing in the UK [ISAs (UK)] for periods 

commencing on or after 17 June 2016.   

2. The TSU has carried out a consultation exercise with auditors on adopting the revised ISAs 

(UK) in the Scottish public sector.  After some consideration, it was decided that Audit 

Scotland would not adopt the revised ISAs (UK) early. The effective dates of the revised ISAs 

(UK) is therefore 

 2017/18 for the local authority, central government and health sectors 

 2016/17 for the further education sector. 

3. Although not formally adopting the revised ISAs (UK) in most sectors until 2017/18, model 

independent auditor's reports for 2016/17 in all sectors will be amended to reflect the 

requirements of ISA (UK) 700 Forming an opinion and reporting on financial statements.  For 

example 

 the ‘opinion’ paragraph will be moved to the first section of the report followed by a ‘basis 

for opinion’ paragraph 

 the description of auditor’s responsibilities will be cross-referred to a significantly 

expanded description located on the Audit Scotland website  

 the opinion on the financial statements will be included in a separate section from other 

reporting responsibilities. 

4. In addition, the reporting responsibilities will include new opinions required by an amendment 

to the Companies Act which requires opinions on whether the management 

commentary/performance report and governance statement have been prepared in 

accordance with applicable legal requirements.  Although the Companies Act applies directly 

only to the private sector, Audit Scotland's approach is to apply equivalent requirements in the 

public sector as a matter of good practice.   

http://www.audit-scotland.gov.uk/uploads/docs/um/tb_2016_2.pdf
https://www.frc.org.uk/About-the-FRC.aspx
https://www.frc.org.uk/About-the-FRC.aspx
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Revised practice note on ISAs in the public sector 

5. The Public Audit Forum (PAF) has issued a revised version of Practice note 10 Audit of 

financial statements of public sector bodies in the UK (PN 10) which provides guidance on the 

application of ISAs to the audit of public bodies’ financial statements.  The PAF has been 

designated by the FRC as a ‘SORP-making body’ for the purposes of maintaining and 

updating PN 10. 

6. This revised PN 10 has been prepared by the PAF with advice and assistance from 

representatives from Audit Scotland and each of the UK national audit agencies. The Auditor 

General for Scotland and the other heads of the national audit agencies in the UK require 

auditors to have regard to PN 10.   

7. The revised PN 10 is based on ISAs and legislation in effect at 1 September 2016, and 

therefore includes the revised ISAs (UK).  PN 10 nevertheless applies to 2016/17 other than 

the guidance on the new ISAs (UK).  PN 10 is supplementary to ISAs and sets out in  

 part 1 the special considerations relating to the audit of public sector bodies which arise 

from certain individual ISAs.  A table on pages 4 to 6 lists the ISAs on which application 

guidance is provided 

 part 2 guidance on the audit of regularity. 

8. PN 10 has also been revised to 

 reflect other changes since the previous version was published in 2010 

 make the guidance more principles-based and applicable to all public sector auditors 

 reflect current practice across the UK in relation to auditors’ work on regularity and the 

relevant legislative requirements that apply to this work. 

9. Particular examples of the application guidance on individual ISAs are included in the 

following paragraphs.  

10. Paragraphs 45 to 47 refer to ISA (UK) 240 The auditor’s responsibilities relating to fraud in an 

audit of financial statements which states that the auditor ordinarily presumes that there are 

risks of fraud in revenue recognition.  In the public sector, auditors focus their consideration of 

the risk of fraud and error on expenditure.  As most public bodies are net spending bodies, the 

risk of material misstatement due to fraud related to expenditure recognition may be greater 

than the risk related to revenue recognition. 

11. Paragraph 86 provides illustrative examples of applying different benchmarks for setting 

materiality in accordance with ISA (UK) 320 Materiality in planning and performing an audit.  

One example is of an audited body with significant non-current assets where its main role is to 

provide services to the public.  It suggests that it is more appropriate to use gross expenditure 

rather than non-current assets as a benchmark for setting materiality to reflect the entity’s role 

and interest of the users of the financial statements. 

12. Paragraphs 114 to 115 consider the risk of management bias in accounting estimates.  In the 

public sector, factors outside the scope of the financial reporting framework can have a 

http://www.public-audit-forum.org.uk/
http://www.public-audit-forum.org.uk/wp-content/uploads/2016/12/Statement_of_recommended_practice_PN10.pdf
http://www.public-audit-forum.org.uk/wp-content/uploads/2016/12/Statement_of_recommended_practice_PN10.pdf
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significant influence on management’s estimates.  Auditors need to understand these 

influences when considering the appropriateness of accounting estimates and the 

assumptions applied by management.  For example 

 central government departments must adhere to HM Treasury budgetary controls, and 

estimates in the financial statements can be influenced by the impact they have on 

departmental expenditure limits or the administration budget 

 in the health sector, statutory limits or targets can similarly influence management 

decisions.   

13. Paragraphs 144 to 159 consider the application of ISA (UK) 570 Going concern to the public 

sector.  In the public sector, bodies may have a deficit of income over expenditure or an 

excess of liabilities over assets. However, the operational existence of the body will not always 

cease as a result of an inability to finance its operations or of net liabilities.  Cessation is most 

likely to result from a legislative change or a decision made by Parliament.  The auditor should 

ascertain whether there is a known intention to abolish, transfer or privatise the activities of the 

audited body.  Where that is the case, the following may apply 

 If the body’s operational activities are likely to be transferred elsewhere in the public 

sector, the going concern basis of accounting is likely to remain appropriate. 

 If not, the auditor may decide to request that the audited body secures from the 

sponsoring body a letter of financial support, confirming that the body continues to have 

financial backing to utilise its assets and meet liabilities as they fall due 

 Where the auditor judges that the going concern basis is appropriate substantially on 

the basis of a sponsoring body’s confirmations, the auditor should considers whether 

this should be reported in an ‘other matter’ paragraph  

 If no appropriate confirmations can be obtained, the auditor should consider whether 

there is a material uncertainty that requires to be reported in the auditor's report. 

14. Auditors should have regard to the revised practice note when applying auditing standards to 

the audit of public bodies' financial statements. 

New professional judgement framework 

15. The Institute of Chartered Accountants of Scotland (ICAS) has issued A professional 

judgement framework for financial reporting decision making which provides a structured 

process to guide decision-makers through how to make, assess and document significant 

judgements. It targets judgements across narrative and financial reporting including 

accounting treatment, materiality, estimates and disclosures. 

16. The original framework in 2012 was primarily targeted at accountants (including auditors) 

when determining the appropriate accounting treatment for particular transactions.  This new 

edition has been broadened to make it more universally applicable to decision-makers 

involved in financial reporting, including non-accountants. It also includes a new section on 

audit committees. 

https://www.icas.com/about-icas
https://www.icas.com/__data/assets/pdf_file/0018/256104/Professional-judgement-framework.pdf
https://www.icas.com/__data/assets/pdf_file/0018/256104/Professional-judgement-framework.pdf
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17. The framework is aimed at situations where the relevant standard does not provide sufficient 

detail, where significant judgement is required, or where there is no specific standard covering 

the transaction.  

18. The framework identifies principles for preparers, auditors, audit committees, and regulators.  

For example, the principles in respect of auditors are that a professional auditing judgement 

can only be made 

 once all relevant and determinable information has been collected and analysed 

 in the context of the applicable accounting framework, accounting and auditing standards, 

and other relevant guidance/literature 

 after undertaking appropriate due process to assess and challenge the client’s judgement 

 if the auditing judgement and the assessment and challenge of the client’s judgement is 

suitably documented. 

19. The framework also provides detailed guidance in the form of illustrative lists of actions that 

might be undertaken to apply the principles  For example, the actions for principle 3 in respect 

of assessing and challenging the client’s judgement include 

 considering the uncertainties and range of possible outcomes of the transaction and 

comparing these with the client’s assessment 

 reviewing the client’s assessment of alternative treatments and the reasons for rejection 

 evaluating whether significant assumptions made by the client are reasonable 

 assessing the client’s proposed accounting treatment 

 considering the interaction with other judgements and the cumulative impact 

 obtaining appropriate advice from experts. 

20. Auditors are encouraged to refer to this guidance when forming judgements on significant 

narrative and financial reporting matters. 

Revised bulletin on illustrative auditor's report 

21. The FRC has issued a bulletin that provides a compendium of illustrative auditor’s reports 

applicable to periods commencing on or after 17 June 2016 for bodies in the private sector.  

The auditor’s reports set out in the appendices to the bulletin illustrate how the requirements 

of the revised ISA (UK) 700, and other reporting requirements of the revised ISAs (UK), can 

be applied.  The bulletin replaces the examples in bulletin 2010/2. 

22. The bulletin provides examples of unqualified opinions but paragraph 7 advises that, although 

the examples in the appendix of the revised ISA (UK) 705 have not been tailored for the UK, 

they illustrate the requirements where an opinion is qualified. 

23. The illustrative examples in the bulletin include the two most common scenarios when 

reporting on going concern under the revised ISA (UK) 570, i.e. 

https://www.frc.org.uk/Our-Work/Codes-Standards/Audit-and-assurance/Standards-and-guidance/Standards-and-guidance-for-auditors/Bulletins.aspx
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 Appendices 1, 2, 3, 5 and 7B illustrate reporting by exception under the heading 

‘Conclusions relating to going concern’ where the going concern basis of accounting is 

appropriate and no material uncertainty has been identified.  

 Appendix 4 illustrates a ‘Material uncertainty related to going concern’ section for cases 

where a material uncertainty has been identified and adequately disclosed in the financial 

statements. 

24. The appendices also include illustrative examples of ‘Other information’ sections as described 

in the revised ISA (UK) 720. Where the auditor concludes that there is an uncorrected material 

misstatement of the other information, paragraph 35 of the bulletin advises that, in addition to 

including a statement in the auditor’s report that describes the material misstatement, the 

auditor should also consider the reporting implications for the specific opinions, conclusions or 

statements required by ISAs (UK), law or regulation.  A table at paragraph 37 sets out 

example wording that the auditor should include in the auditor’s report when a material 

misstatement of the other information, arising from an inconsistency between the other 

information and the financial statements, has been identified. 

25. In the illustrative auditor’s reports, the alternatives for including a description of the auditor’s 

responsibilities are shown as follows: 

 Appendix 2 illustrates where the responsibilities are located within the body of the 

auditor’s report. 

 Appendix 6 illustrates where the responsibilities are located within an appendix to the 

auditor’s report. 

 Appendices 1, 3, 4, 5, 7A and 7B illustrate where a reference is included in the auditor’s 

report to an appropriate website with a description of the responsibilities.  As indicated at 

paragraph 3, this is the approach to be adopted by Audit Scotland. 

26. The TSU will consider the illustrations in this bulletin when preparing model independent 

auditor’s reports for public sector bodies under the revised ISAs (UK). 

Audit quality review of root cause analysis 

27. The FRC has issued a report to set out their findings of a thematic review on the subject of 

root cause analysis (RCA).  RCA is a process for identifying the causes of problems or events 

in order to prevent them from recurring.  It is a developing area in the audit profession, where 

it typically relates to understanding why deficiencies have occurred in audits. 

28. The report is intended to provide an understanding of the RCA procedures of the six largest 

audit firms, including areas of good practice and how the procedures can be improved.  The 

main types of root cause identified by the firms from the RCA reviews are 

 knowledge/skills of individuals, e.g. insufficient knowledge of the business or systems 

 behaviours of individuals, e.g. mind set, lack of professional scepticism, audit risks not 

identified 

https://www.frc.org.uk/News-and-Events/FRC-Press/Press/2016/September/Promoting-Continuous-Improvement-in-Audit-FRC-iss.aspx
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 care of individuals, e.g. insufficiently supported conclusions, responses to risks not 

sufficient 

 direction by partners and senior team members, e.g. insufficient coaching and/or review 

 resources/project management, e.g. not enough time, work performed too late 

 firm’s processes, e.g. gaps or lack of clarity in guidance. 

29. The report notes that the nature of the root causes indicate that they may not have always 

been fully investigated in sufficient depth to establish, for example, why individuals had not 

exercised adequate professional scepticism. 

30. The firms focus on training, guidance and communications to address the root causes 

identified, largely because these often relate to behaviours of individuals.  Actions include 

delivering training within audit teams on the areas of recurring issues to supplement traditional 

classroom training and the use of practical workshops.  While there is some evidence that 

firms are increasing the amount of behavioural related training, they could make more use of 

this. 

31. There is also an increased focus on real time monitoring and use of central teams to directly 

support audit teams, improving the integration of internal experts and coaching related 

initiatives, such as providing practice aids in key areas of the audit. 

Report on auditor skills 

32. A joint FRC/ICAS Steering Committee has issued a report called Auditor skills in a changing 

business world which sets out the findings from research projects into auditor skills.  The 

research assessed the attributes, competencies, professional skills and qualities that require 

to be combined in an audit team in order for it to perform a high quality public interest audit in 

a modern and complex global business environment. 

33. The Steering Committee believes that an opportunity exists for the audit profession to be at 

the forefront of evolving the audit into a more holistic assessment of an entity’s strategy, 

business model, risk profile, operations and performance.  There is evidence that the audit of 

the future will need to provide 

 more transparency into what has been learned during the course of the audit 

 perspectives on key information generated by management 

 deeper insights on entity performance, operations and risks. 

34. However, based on the findings from the research, it is doubtful whether the profession 

currently has the skill base necessary to deliver an audit beyond the traditional financial 

statement audit. 

35. The report therefore highlights the Steering Committee’s view of what needs to change to 

allow auditors to be able to deliver the audit of the future.  It focusses on the three main skill 

areas that need to be developed to equip audit teams to undertake an audit that is more 

holistic and useful for stakeholders and society. These are categorised as 

https://www.icas.com/technical-resources/auditor-skills-in-a-changing-business-world-icas-frc-report
https://www.icas.com/technical-resources/auditor-skills-in-a-changing-business-world-icas-frc-report
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 advanced business acumen skills; if an auditor does not understand the dynamics of the 

business, they cannot challenge it effectively because they will not have the necessary 

understanding to assess the information or explanations provided.  New methods of 

increasing business knowledge therefore needs to be adopted, including providing 

training that focuses on understanding business models 

 technology and data interrogation skills; data analytics enable audit teams to interrogate 

entire populations of data, rather than relying on results of sampling a small part.  Audit 

teams need to have the knowledge and experience to identify when to commission 

specialist services, to know what questions to ask the internal specialists, and to know 

how to decipher the answers they get back 

 soft skills; the auditor will be expected to exercise judgement over a much greater range 

of professional issues and the Steering Committee questions whether professional 

judgement receives sufficient ranking in development and performance measurement 

procedures. To exercise professional judgement and professional scepticism more 

effectively, the Steering Committee believe that much greater emphasis should be given 

to the development of the psychological and behavioural skills that are key to successful 

auditing. Training auditors in how to evaluate corporate culture, behaviours and 

conscious and unconscious bias would help with the development of these skills. 

36. The Steering Committee has identified that the main barriers to change include 

 recruitment and development issues; while high quality talent is being recruited, some of 

the initiative and enthusiasm may be driven out of the trainees by the time they qualify, 

due to the routine nature of the work they undertake 

 the implications of standardisation; the research identified a concern that the current 

levels of global standardisation, where an auditor needs to follow a firm’s methodology 

through its audit software, may inhibit the exercise of professional judgement. 

Auditor action checklist 

 Yes/No/N/A Initials/date W/P ref 

1 Have you carried out the action recommended 

at paragraph 14 in respect of practice note 10? 

   

2 Have you carried out the action recommended 

at paragraph 20 in respect of the new professional 

judgement framework? 

   

TSU contact for cross-sector chapter  

37. The contact in the TSU for this chapter is Paul O'Brien, Senior Manager (Technical) - 0131 

625 1795 or pobrien@audit-scotland.gov.uk.   

mailto:pobrien@audit-scotland.gov.uk
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Local authority sector 
Introduction 

This chapter contains information on the main technical developments, and guidance from 

the TSU on any emerging risks, in the quarter that are relevant to the local authority sector. 

It should be read by external auditors with appointments in the local authority sector.  

Auditors should also read the cross-sectoral chapter. 

Auditing developments 

Technical guidance notes 

Audit of 2016/17 annual accounts 

38. The TSU has published Audit of 2016/17 annual accounts (local authorities) - technical 

guidance note 2016/10(LA) to provide auditors with guidance on planning and performing the 

audit of the 2016/17 local authority annual accounts.  The technical guidance note comprises 

 an overview module 

 8 modules on financial statement areas, e.g. property, plant and equipment, financial 

instruments, group financial statements 

 module 9 on the management commentary, annual governance statement and 

remuneration report.  This has been updated to reflect the new opinions explained at 

paragraph 4 

 module 10 on local government pension scheme accounts 

 module 11 on section 106 charity accounts 

 module 12 on objections to accounts (to be published at a later date). 

39. The modules highlight the main risks of misstatement in each area, explain the correct 

treatment, and set out actions for auditors to assess whether the authority has followed the 

required treatment.  Following extensive consultation with all auditors, the technical guidance 

note represents an agreed position on a range of complex technical issues and is a key 

document as auditors plan and perform the audit of 2016/17 local authority annual accounts. 

40. For the purposes of the Audit Scotland website, all the modules have been combined into one 

document. The individual modules are also available from the relevant subject pages on the 

local government site of the Technical reference library.  There is also a module containing a 

summary of the risks of misstatement available as a word document which may be used as a 

checklist. 

41. While auditors are responsible for their own conclusions and opinions, consistency in similar 

circumstances is important.  Auditors should read the technical guidance note so they are 

http://www.audit-scotland.gov.uk/uploads/docs/um/tgn_2016-7_local_authorities.pdf
http://www.audit-scotland.gov.uk/uploads/docs/um/tgn_2016-7_local_authorities.pdf
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familiar with the guidance provided.  It is important that auditors follow the actions set out, 

subject to local judgements on materiality, to ensure that all auditors adopt a consistent 

approach to common risks. 

2015/16 financial overview 

42. Audit Scotland has issued a report to provide a high-level, independent view of councils’ 

financial performance and position in 2015/16.  Financial overview 2015/16 is aimed primarily 

at councillors and senior council officers as a source of information and to support them in 

their roles. It is in two parts 

 Part 1 focuses on the councils’ income and expenditure in 2015/16 and trends over time. 

 Part 2 comments on the financial outlook of councils at 31 March 2016 and outlines 

important factors to be considered in assessing future spending plans. 

43. The primary sources of information for the report are councils’ audited accounts and their 

2015/16 annual audit reports, supplemented with other information supplied by auditors and 

councils. 

Accounting developments 

Property, plant and equipment 

Revised property handbook 

44. The Chartered Institute of Public Finance and Accountancy (CIPFA) has issued a revised 

Property asset valuation handbook which is intended to help authorities comply with the 

accounting requirements of the Code of practice on local authority accounting in the UK 

(accounting code) in relation to valuing property assets.  The handbook 

 examines issues surrounding local authority property assets including classification, 

valuation and component accounting 

 provides examples based on situations that are likely to arise in practice 

 explains the asset valuation process, the associated data requirements and how asset 

valuations can be used as a tool for good asset management. 

45. The chapters of the handbook are as follows 

 Chapter two explores in detail the reasons for asset valuations, the regulatory framework 

and the impact of asset valuation on both accounting and asset management. 

 Chapter three outlines who needs to be involved in the valuation process and explores 

the various valuation methods and how the valuer applies these in practice; their 

applicability under the accounting code; the frequency of valuations; and how property 

assets should be classified. This chapter has significant changes from the previous 

edition of the handbook to reflect the adoption of IFRS 13 Fair value measurement. 

 Chapter four explores the importance of accurate and reliable data for robust local 

authority property asset valuations and the effective management of those assets. 

http://www.audit-scotland.gov.uk/about-us/audit-scotland
http://www.audit-scotland.gov.uk/uploads/docs/report/2016/nr_161129_local_government_finance.pdf
http://www.cipfa.org/about-cipfa
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 Chapter five provides guidance on instructing internal and external valuers; the required 

skills and qualifications that property professionals should hold; the relationships that 

should exist between accountants and property professionals; and the form and content 

of valuation reports. 

 Chapters six and seven give practical guidance on component accounting and 

depreciated replacement cost valuations, including worked examples to help illustrate 

approaches to be taken. 

46. Auditors may find it helpful to refer to this handbook when auditing property, plant and 

equipment in the 2016/17 annual accounts. 

Highways network asset 

Update on implementation 

47. The CIPFA/LASAAC Local Authority Code Board has issued an update which advises of their 

decision to postpone from 2016/17 the implementation of the move to measuring the 

highways network asset at current value. 

48. A key part of moving to a current value basis is the provision of central gross replacement cost 

rates. The current rates were originally developed at the start of the project and are now over 

five years old. Revised rates are critical given the time frame since the last rates were 

produced. 

49. However, it has become clear that revised rates will not be ready in good time for the 2016/17 

financial statements.  CIPFA/LASAAC has therefore decided to defer implementation for the 

2016/17 financial year. They will review this position in March 2017 with a view to 

implementation in 2017/18.  The restatement of prior year information will not be required. 

50. Although there are no financial reporting requirements in respect of the highways network 

asset that apply in 2016/17, auditors should 

 assess local authorities' progress in ensuring they hold accurate inventory and condition 

data so they are in a position to comply with the accounting code's requirements from 

2017/18   

 report findings from their assessment in their 2016/17 annual audit reports. 

51. Guidance on the assessment is provided in module 2 of technical guidance note 2016/10(LA). 

Governance statements 

New guidance on governance framework 

52. CIPFA has issued guidance notes for Scottish local authorities on the Delivering good 

governance in local government: framework 2016.  The 2016 framework applies to annual 

governance statements prepared for the financial year 2016/17 onwards. 

53. The guidance notes are intended to assist local authorities in reviewing the effectiveness of 

their own governance arrangements by reference to best practice and using self-assessment.  

http://www.cipfa.org/policy-and-guidance/technical-panels-and-boards/cipfa-lasaac-local-authority-code-board
http://www.cipfa.org/~/media/files/policy%20and%20guidance/boards/cipfa%20lasaac/cipfalasaac%20update%20on%20measurement%20of%20highways%20network%20asset%20november%202016.pdf?la=en
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They are intended to be used in conjunction with the framework and are intended to assist 

Scottish authorities in 

 reviewing and testing their governance arrangements against the principles for good 

governance 

 interpreting the principles and terminology contained in the framework in a way that is 

appropriate for their governance structures, taking account of the legislative and 

constitutional arrangements that underpin them. 

54. A comparison of the principles of the 2016 framework with those included in the previous 2007 

framework is included for information at Appendix A to the guidance notes. 

55. Auditors should refer to these guidance notes when auditing the annual governance statement 

in the 2016/17 annual accounts.  Guidance on auditing the annual governance statement is 

provided in module 9 of technical guidance note 2016/10(LA). 

Corporate costs 

Guidance on corporate costs in 2016/17 

56. CIPFA has issued guidance on reporting overheads and internal recharges in the 2016/17 

comprehensive income and expenditure statement (CIES).  This follows the changes to the 

2016/17 accounting code which introduced the requirement for local authorities to report their 

service segments based on the way in which they operate and manage services.  The change 

ends the requirement for the service analysis to be based on the definition of total cost and 

the service expenditure analysis in the Service reporting code of practice (SeRCOP). 

57. The guidance confirms that there is no longer an absolute requirement to apportion support 

service overheads to services in the CIES.  Instead, financial reporting requirements should 

follow the internal management processes as follows 

 If an authority reports the financial performance of corporate departments and support 

services to management separately (e.g. as a service), their expenditure and income will 

be reported as segments rather than spread across other segments as overheads. 

 Where financial effect is spread across services as overheads in the reports to 

management, the CIES should follow the same structure. 

58. There is no requirement in the accounting code to include the line items required by SeRCOP 

for corporate and democratic core or non-distributed costs, though authorities may voluntarily 

continue to do so. 

59. The same principle also applies to internal recharges as follows 

 If the internal recharges do not feature in the monthly budget monitoring reports to 

management (e.g. because they are only made at the year end), they are not expected to 

feature in the segmental analysis in the CIES.  Expenditure will be reported where it was 

originally debited. 

http://www.cipfa.org/~/media/files/policy%20and%20guidance/technical%20inquiry%20service%20faq/tes%20faq%20on%20the%20treatment%20of%20corporate%20costs%20final.pdf?la=en
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 If the internal recharges are included in the monthly budget monitoring reports to 

management, they would need to be included in the segmental analysis in the CIES. 

60. Where included in the segmental analysis in the CIES, the treatment depends on whether the 

recharges are 

 a means of allocating an authority’s corporate expenditure to its other services in which 

case the recharge is eliminated and the expenditure is only shown in the service segment 

to which it is allocated. The service from which the expenditure is allocated would reduce 

its expenditure by the ‘recharged’ amount; or 

 effectively a business arrangement between the corporate departments and the other 

service segments in which case the CIES should include expenditure and income 

incurred for other segments within the corporate departments, and the (other) service 

segments should be charged for their use of the corporate departments' services. 

Other developments 

Housing benefit 

Benefit cap 

61. The Department for Work and Pensions (DWP) has issued HB circular A10/2016 (2nd 

Revision) Administration of the benefit cap 2016 to announce changes to the benefit cap from 

November 2016. 

62. Households will generally no longer be entitled to receive more than £20,000 in benefits 

(£13,400 for single adults with no children), although those that meet certain qualifying 

conditions are exempt.  The revised benefit cap will be implemented by local authorities as 

part of the administration of housing benefit (HB) payments. 

63. Local authorities will administer a cap when they receive a notification from the DWP. 

Authorities then add the current weekly award of HB to the other benefits in payment, and 

reduce the amount of HB by the amount of benefit the claimant is entitled to over the cap 

level. 

Annuities 

64. The DWP has issued HB circular A8/2016 The secondary annuities market and housing 

benefit to confirm the action to be taken in respect of HB claimants who assign their annuity to 

a third party. 

65. Local authorities will need to consider claimants’ total weekly income taking into account any 

deemed income from a lump sum and any other capital as well as considering whether 

claimants have deliberately deprived themselves of income from annuities in order to obtain 

benefits.  

https://www.gov.uk/government/organisations/department-for-work-pensions
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/567103/a10-2016.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/567103/a10-2016.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/554024/a8-2016.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/554024/a8-2016.pdf
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Auditor action checklist 

 Yes/No/N/A Initials/date W/P ref 

1 Have you carried out the action recommended 

at paragraph 41 in respect of the technical guidance 

note on auditing the 2016/17 annual accounts? 

   

TSU contacts for local authority chapter 

66. The contacts in the TSU for this chapter are 

 Paul O'Brien, Senior Manager (Technical) - 0131 625 1795 or pobrien@audit-

scotland.gov.uk.   

 Anne Cairns, Manager – Benefits (Technical) - 0131 625 1926 or acairns@audit-

scotland.gov.uk (for housing benefit).  
 
  

mailto:pobrien@audit-scotland.gov.uk
mailto:pobrien@audit-scotland.gov.uk
mailto:acairns@audit-scotland.gov.uk
mailto:acairns@audit-scotland.gov.uk


Health chapter 

 

 

Page 20 Technical bulletin 2016/4 

 

Health chapter 
Introduction 

This chapter contains technical developments that are relevant to the health sector. 

It should be read by external auditors with appointments in the health sector. Auditors 

should also read the central government sector and cross-sectoral chapter. 

Auditing developments 

2015/16 overview report 

67. Audit Scotland has issued NHS in Scotland 2016 to provide the results of its annual review of 

how NHSScotland is performing.  The report is in the following two parts 

 Part 1 of the report considers the financial and wider service performance in the sector.  

An overall surplus of £4.5 million was reported against the revenue budget of £10.9 billion 

at the end of March 2016. 

 Part 2 of the report focuses on the impact of some of the significant changes that the 

sector is undergoing, including health and social care integration. 

68. There is evidence of boards increasingly using short-term approaches to meet the annual 

financial targets in 2015/16.  Some boards only managed to achieve financial balance through 

one-off measures which included 

 additional funding allocations from the Scottish Government late in the financial year  

 making savings by delaying or under-spending on services or capital projects 

 transferring capital funding to revenue funding to allow it to be used to cover increasing 

operational costs. 

69. One auditor identified a prepayment for the cost of public holidays of over £1 million.  The 

board corrected the entry after the auditor concluded it was contrary to proper accounting 

practice. 

70. NHS Shetland was unable to locate assets included in its fixed asset register costing £1.4 

million. The auditor qualified their conclusion regarding the maintenance of adequate 

accounting records. 

TSU contact for health chapter  

71. The contact in the TSU for this chapter is Neil Cameron, Manager - Central Government and 

Health (Technical) - 0131 625 1797 or ncameron@audit-scotland.gov.uk.  

  

http://www.audit-scotland.gov.uk/about-us/audit-scotland
http://www.audit-scotland.gov.uk/uploads/docs/report/2016/nr_161027_nhs_overview.pdf
mailto:ncameron@audit-scotland.gov.uk
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Further education chapter 
Introduction 

This chapter contains technical developments and guidance from the TSU on emerging 

risks that are relevant to the further education sector. 

It should be read by external auditors with appointments in the further education sector. 

Auditors should also read the central government sector and cross-sectoral chapter. 

Accounting developments 

Governance statement 

Revised good governance code 

72. The Scottish Funding Council (SFC) issued SFC/GD/19/2016 Good practice in college 

governance to set out its determination of the principles of good governance for colleges.  The 

guidance advises that the recently revised Code of good governance for Scotland's colleges 

issued by Colleges Scotland represents the SFC's view of good practice on governance.  It is 

therefore a condition of grant that colleges comply with this code.  It is expected that regional 

strategic bodies will also follow the code where relevant. 

73. Each college is required to state its adoption of the code in the corporate governance 

statement. The chair is encouraged to report personally as to how the principles have been 

applied by the board. 

74. Where a college’s practice is not consistent with any principle of the code, it is required to 

make this known immediately to the SFC (or regional strategic body for assigned colleges). An 

explanation for that inconsistency requires to be clearly stated in its corporate governance 

statement. 

75. Changes from the previous version of the code include the following 

 Individual board members must ensure that they are aware of the provisions of the code 

and that they have a duty to act on concerns about the governance of the body. 

 Guidance has been added on accountability and the ability to delegate responsibilities 

which include maintaining accurate and transparent minutes of board and committee 

business. 

 The audit committee terms of reference should provide for the committee to meet in 

private. 

 The members of the remuneration committee have a responsibility to understand their 

role and responsibilities. 

http://www.sfc.ac.uk/
http://www.sfc.ac.uk/web/FILES/GUI_SFCGD192016_Goodpracticeincollegegovernance/SFCGD192016_Good_practice_in_college_governance.pdf
http://www.sfc.ac.uk/web/FILES/GUI_SFCGD192016_Goodpracticeincollegegovernance/SFCGD192016_Good_practice_in_college_governance.pdf
http://collegesscotland.ac.uk/briefings-and-publications/publications/792-code-of-good-governance-for-scotland-s-colleges-august-2016/file
http://collegesscotland.ac.uk/
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 Expanded guidance on the roles and responsibilities of the Board Chair, members and 

the Board Secretary is provided.   

76. Paragraph D.23 of the SFC guidance requires college boards to keep its effectiveness under 

annual review and have in place a robust self-evaluation process. Boards are required to send 

the self-evaluation and board development plan to the SFC as soon as they are available. 

77. Auditors should refer to this guidance when auditing the corporate governance statement in 

the 2016/17 accounts. 

TSU contact for further education chapter  

78. The contact in the TSU for this chapter is Helen Cobb, Technical Adviser (Central 

Government, Health and Further Education) - 0131 625 1901 or hcobb@audit-

scotland.gov.uk.  

  

mailto:hcobb@audit-scotland.gov.uk
mailto:hcobb@audit-scotland.gov.uk
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Technical Services Unit 
Audit Scotland's Technical Services Unit (TSU) informs the professional judgement of 

appointed external auditors on technical matters and encourages the proper exercise of 

professional scepticism to improve the quality of the audit delivered to the Accounts 

Commission and Auditor General for Scotland.  The TSU provides authoritative guidance and 

practical assistance to support appointed auditors in carrying out their responsibilities under 

the Code of audit practice to 

 provide an opinion on audited bodies’ financial statements and, where required, the 

regularity of transactions 

 review and report on other information published with the financial statements, including 

governance statements and remuneration reports 

 examine and report on approved grant claims and other returns submitted by local 

authorities 

 review and report on whole of government accounts returns. 

Contact details for relevant TSU staff are included at the end of each chapter. 

 

 

 

Feedback on technical bulletins is encouraged and should be sent to 

pobrien@audit-scotland.gov.uk   

 

 

 

 

 

 

 

 

 

Technical Services Unit 

Audit Scotland 

Level 4, 102 West Port 

EDINBURGH 

EH3 9DN         12 December 2016 

mailto:pobrien@audit-scotland.gov.uk
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