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Executive Summary 
Introduction 
In 2005-06 we audited the financial statements of the Scottish Qualifications Authority (SQA) and looked at 

aspects of performance management and governance.  This report sets out our key findings. 

Financial Statements 
We have given an unqualified opinion on the financial statements of SQA for 2005-06.   

At the planning stage we identified audit risks which informed our audit procedures.  From our audit work 

we can conclude that these risks are being satisfactorily managed by SQA. 

Governance 
SQA’s corporate governance and control arrangements operated satisfactorily in the period under review 

as reflected in the Statement on Internal Control.  We have also found the work of the internal audit service 

to be satisfactory and continue to place formal reliance on its work.  

Performance Management 
During 2005-06 we completed a baseline Best Value analysis of SQA’s management arrangements for 

achieving Best Value. We found that although SQA’s procedures were under development, satisfactory 

progress was being made on developing arrangements to support the accountable officer’s duty of best 

value.  

We carried out an overview of SQA’s management arrangements in relation to the requirements of the 

Scottish Executive’s Efficient Government Initiative. SQA has agreed to absorb inflationary increases on its 

operational costs to 2007-08.  SQA is developing its monitoring systems to demonstrate achievement 

against planned savings.  

We are completing work on the performance management framework for the SQA; whether it provides an 

appropriate basis for monitoring performance and whether information is used effectively to encourage 

continuous improvement.  The report is due for publication later in 2006. 

I would like to record my thanks to management and staff for their co-operation and assistance. 

 

 
 
Peter Tait CPFA, Assistant Director – 29 September 2006 
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Introduction 
Scope of the Audit 

1. This report summarises the findings from our 2005-06 audit of SQA.  The scope of the audit was set 

out in our Audit Risk Analysis and Plan (ARAP), which was submitted to the Audit Committee on 28 

February 2006.  This plan described the work we planned to carry out on financial statements, 

governance and performance. 

2. This report to management sets out our findings from the review carried out.  The weaknesses 

outlined are only those which have come to our attention during the course of our normal audit work 

and are not necessarily, therefore, all the weaknesses which may exist.  It is the responsibility of 

management to determine the extent of the internal control system appropriate to SQA.  We would 

stress, however, that an effective internal control system is an essential part of the efficient 

management of any organisation.   

3. The contents of this report have been agreed with relevant officers to confirm factual accuracy. 

4. This is the final year of a five year audit appointment.  We would like to take this opportunity to 

express our appreciation for the assistance and co-operation provided by officers and members of the 

Council during the course of our appointment.  This report will be submitted to the Auditor General for 

Scotland and will be published on our website at www.audit-scotland.gov.uk. 

Outcome on Risks Identified in the Audit Risk Analysis and Plan 

5. Up until 2004-05 the level of additional grant funding was increasing year on year and SQA was not 

demonstrating recovery towards being self-financing.  For 2005-06 additional grant funding was 

£10.4m, a decrease of over £2m from the previous year [£12.7m 2004-05; £18m 2003/04].  This was 

due to increased entry charges and part of funding arrangements agreed with the Scottish Executive 

for 2005-06 (see paragraphs 13 and 25). 

6. Six risks were identified at the audit planning stage.  The outcome against planned activity is 

summarised at Appendix A.  We can conclude from the results of our work on these risks that they are 

being satisfactorily managed by SQA and do not indicate areas of material concern.  
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Prior Year Follow Up 

7. One issue was identified in our Report on the Audit for the year from 1 April 2004 to 31 March 2005.  

SQA were to consider group accounts as the results of Awards UK were increasing and SQA were 

investigating setting up a trading subsidiary for their commercial and international work.   

8. Group accounts were not prepared for SQA for 2005-06 as they are still in discussion with the Scottish 

Executive on establishing a trading subsidiary and the results of Awards UK are not material for 

consolidation.  Group accounts should be considered for 2006-07, depending on progress with 

establishing the subsidiary. 

Action point 1 

Management Action 

9. Audit recommendations, together with management comments, on those areas where further 

improvements could be achieved are included in the action plan at Appendix B of this report. 
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Financial Statements 
Our Responsibilities  

10. We audit the financial statements and give an opinion on whether: 

 they give a true and fair view, in accordance with the Education (Scotland) Act 1996 and directions 

made thereunder by the Scottish Ministers, on the state of affairs of the Scottish Qualifications 

Authority as at 31 March 2006 and of its deficit, recognised gains and losses and cash flows for the 

year then ended; 

 in all material respects the expenditure and receipts shown in the financial statements were 

incurred or applied in accordance with any applicable enactments and guidance issued by the 

Scottish Ministers. 

11. We also review the Statement on Internal Control by considering compliance with Scottish Executive 

guidance and the adequacy of the process put in place by the Accountable Officer to obtain 

assurances on systems of internal control.  We also assess whether disclosures in the Statement are 

consistent with the information emerging from our normal audit work. 

Overall Conclusion 

12. We have given an unqualified opinion on the financial statements of SQA for 2005-06.  We are able to 

conclude that the financial statements of SQA give a true and fair view of the financial position for the 

period from 1 April 2005 to 31 March 2006 and that, in all material respects, the expenditure and 

receipts shown in the accounts were incurred or applied in accordance with applicable enactments 

and relevant guidance. 

Financial Performance 

13. SQA’s income increased from £36m to £41m and operating expenditure increased from £50m to 

£52m.  The increase in income is primarily due to above inflationary increases in entry charges from 1 

August 2005; up to 12% for some entries.  These increases were agreed with the Scottish Executive 

as part SQA’s plans to become self-financing.  Expenditure increased due to increased staff numbers, 

property expenses, publications and events (e.g. 80 years of HN qualifications).  The impact of 

increased entry charges was for additional revenue grant funding to reduce from £12.6m in 2004-05 to 

£10.6m in 2005-06.   
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14. The net asset position as at 31 March 2006 is £15.4m compared to £13.4m as at 31 March 2005.  

Tangible fixed assets increased by £4m, which relates to fit-out costs of the new premises.  These are 

treated as construction in progress because SQA did not occupy the new Glasgow offices until after 

the financial year-end.  SQA received capital grants for this work and this is included within deferred 

income.  For 2006-07 onwards this will be released to the income and expenditure account to match 

the depreciation charged on the fixed assets. 

Pension Liabilities 

15. Accounting for the costs of pensions presents a difficult challenge.  The amounts involved are large, 

the timescale is long, the estimation process is complex and involves many areas of uncertainty that 

are the subject of assumptions.  Financial Reporting Standard 17 (Retirement Benefits) is based on 

the principle that an organisation should account for retirement benefits at the point at which it 

commits to paying them, even if the actual payment will be made years into the future.   

16. Note 1(8) to the accounts provides information on the accounting policy regarding pensions.  All 

eligible employees are entitled to membership of the Strathclyde Pension Fund which is administered 

by Glasgow City Council.  SQA’s share of the Fund’s assets and liabilities are disclosed at Note 23 to 

the accounts under the terms of Financial Reporting Standard 17 (Retirement Benefits).   

17. Each year, the Fund commissions professional actuaries to produce the information which requires to 

be included in the financial statements in accordance with FRS17.  During the audit of local 

government pension funds in late 2005, Audit Scotland became aware that some of the figures 

calculated by the actuaries were not estimated as expected and discussions were held with the 

actuary to resolve the matter. 

18. SQA has restated the 2004-05 position for changes to the pension liability.  The actuaries advised that 

a revised discount rate was being used which now followed the rates as recommended by the 

government actuary’s department.  Details of the restatement are given at Note 26.  The result is that 

for 31 March 2005 an asset of £1.3m is shown compared to a previous liability of £8.9m and therefore 

represents a significant restatement. 

Statement on Internal Control 

19. A draft Statement on Internal Control was presented to the Audit Committee on 11 May 2006 and 

signed by the Chief Executive on 28 September 2006.  This set out the arrangements operated for 

risk identification and review, management of identified risks and assurance of effectiveness. 
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20. We are satisfied that the Statement complies with Scottish Executive guidance, the process put in 

place by the Accountable Officer to obtain assurances on systems of internal control is adequate and 

the contents of the Statement are consistent with the information emerging from our normal audit 

work.  We note SQA’s disclosures on further developments, demonstrating its commitment to 

continuous improvement. 

ISA 260: Communication of Audit Matters to Those Charged with 
Governance 

21. My responsibilities in relation to the communication of audit matters to those charged with governance 

are covered in International Standard on Auditing 260.  On 14 August I wrote to the Chief Executive 

setting out the matters arising from the audit of the financial statements. In line with normal practice, 

issues were discussed and resolved with staff during the course of the audit. Appendix C summarises 

the position. 

Issues Arising  

22. We would like to draw attention to the following issue arising from our audit of the financial 

statements: 

Format of the account 

 SQA is a non departmental public body and also a registered charity.  NDPBs would normally 

follow the Financial Reporting Manual (FReM) introduced in 2005-06 and which includes a 

Remuneration Report and Management Commentary.  In line with requirements of the FReM, 

charities follow the Statement of Recommended Practice (SORP) Accounting by Charities and 

SQA’s Annual Report and Accounts follow these requirements.  The FReM comments that 

bodies should also follow the principles in the Manual and provide the additional disclosures 

required by the Manual (for example, notional costs and disclosure on salary and pension 

entitlements) where these go beyond the Companies Act or the SORP.  SQA does disclose 

notional costs and salary and pension entitlements.   

 An overview of the guidance was carried out for any other additional disclosures to be 

considered.  We identified that an area which could be expanded relates to having a separate 

Remuneration Report.  Additional information (to that currently disclosed) would include 

information on the Remuneration Committee, explanations and methods used to assess 

performance and notice periods. 

 SQA is to lose its charity status in March 2007.  2006-07 would be an opportunity to review all 

the disclosure requirements to meet the future change of status.  
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 Action point 2 

 The wider aspects of SQA losing its charitable status will be considered as part of planning for 

2006-07. 
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Governance 
Introduction 

23. Our interim work covered the follow-up of previous reports and aspects of the funding arrangements in 

place for 2005-06.  The majority of action plan points were addressed with VAT training being carried 

forward into 2006-07 when the new finance system is implemented. 

Overall Conclusion 

24. During our audit we reviewed the governance systems operating at SQA. In general, we are content 

that they are soundly based. 

Systems of Internal Control 

25. In February 2005 Ministers agreed to revised funding arrangements for 2005-06 whereby: 

 SQA would recover the full cost of its “engine room” functions (i.e. the delivery of qualifications) 

from charges to its customers.  SQA agreed increased qualification charges for 2005;  

 a grant-in-aid regime would be set in place whereby the Executive procure a specified level of 

service from the SQA in terms of the delivery of policy advice and development work; and 

 SQA would prepare business cases for major project funding where this is required to improve 

the quality of the qualifications’ system and for investment in capital infrastructure. 

26. Testing, on a sample basis, confirmed that: new entry charges are being applied correctly and that 

claims made to the Scottish Executive for development funding and business cases were supported 

by related costs.   

27. As the Minister’s letter states, SQA is to recover the full cost of “engine room” functions through 

charges but we could not clearly see progress on this being reported to the Board during the year.  

Receipts of entries and invoicing do not take place steadily across the year so a monthly update may 

not be appropriate and monthly reporting to the Board is by business areas as this improves 

accountability.  However, we consider SQA could improve its reporting to the Board on progress of 

matching “engine room” costs with charges.   

Action point 3 
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Review of Internal Audit 

28. SQA recognises that internal audit is a key element of the internal control system set up by 

management.  A strong internal audit function is necessary to ensure the continuing effectiveness of 

the internal control system established.  To maximise the reliance that external audit can place on 

internal audit and to avoid duplication of effort, the adequacy of internal audit is assessed each year. 

29. Internal audit is provided by PricewaterhouseCoopers (PwC).  An assessment was made of the 

adequacy of the internal audit input, including a visit to PwC to review files, and we concluded that we 

could continue to place reliance on the work of internal audit for 2005-06. 

30. PwC submitted their annual report to the Audit and Performance Committee in May 2006.  This report 

provides an evaluation of SQA’s internal control system, based on internal audit work during the year.  

The 2005-06 report commented that overall SQA’s established internal control procedures were 

adequate to meet management’s control objectives for each system reviewed.  We noted internal 

audit were able to undertake more operational reviews in 2005-06 as financial control improvements 

reported in 2004-05 continued into 2005-06.    
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Performance Management 
Introduction 

31. This section covers our assessment of the way in which SQA secures value for money in the use of its 

resources.  This year we focused on two main areas: 

 Efficient Government; and 

 Best Value. 

Efficient Government 

32. The Efficient Government initiative is a 5 year programme with the aim of reducing waste, 

bureaucracy and duplication in Scotland’s public sector.  The primary objective is to deliver the same 

services with less money or to enable frontline services to deliver more or better services with the 

same money.  The Efficient Government Plan sets targets to achieve £745 million (rising to £900 

million) of cash-releasing savings and £300 million (rising to £600 million) of time-releasing savings, 

by 2007-08.  

33. SQA has committed to cash releasing savings of £1 million over the 3 year period from 2005-06 to 

2007-08 from operating expenditure.  As part of its contribution to Efficient Government savings SQA 

has agreed to flat line its operational costs over a three year period essentially absorbing any 

increases that would normally be caused by inflation. 

34. During 2005-06 Audit Scotland completed a management arrangements diagnostic on Efficient 

Government activities across a number of Central Government organisations including SQA. It aimed 

at providing baseline information on arrangements across a range of Efficient Government related 

topics.  

35. Overall we concluded that for 2005-06, SQA did not have systems in place for the regular monitoring, 

measuring and reporting of the efficiency savings which contribute to the efficient government plan.  

To complete the statement of efficiency savings for 2005-06, SQA undertook a review of operational 

costs compared to 2004-05 baseline costs, identifying where savings were made, as opposed to 

decrease in activity.  SQA reported cash releasing savings of £0.5 million, compared to a target of 

£0.3 million.  For 2006-07 onwards SQA are reviewing costs v forecasts on a quarterly basis and 

identifying whether the savings are due to efficiency savings or reduction in activity.   
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36. A detailed position statement of the sample of public sector organisations in Scotland is being 

produced by Audit Scotland and will be issued. 

Best Value 

37. Since April 2002 there has been a duty of Best Value on Accountable Officers to “ensure 

arrangements are in place to secure Best Value”.  High level guidance was issued in May 2003, 

followed by more detailed draft secondary guidance in August 2003. This duty can be described as: 

 to make arrangements to secure continuous improvement in performance (while maintaining an 

appropriate balance between quality and cost); 

 to have regard to economy, efficiency and effectiveness, and the equal opportunity requirements; 

and 

 to contribute to the achievement of sustainable development. 

38. In May 2005, Ministers decided that they would not bring forward legislation which extends Best Value 

in the wider public sector.  However, Ministers do wish to encourage and embed the principles of Best 

Value across the wider public sector and revised guidance was issued in May 2006. 

39. For 2005-06 Audit Scotland reviewed how well advanced arrangements are in place by public bodies 

across the central government sector to demonstrate Best Value, and to identify areas of good 

practice.  As part of this review we completed a Best Value analysis to establish baseline information 

on the management arrangements in place within SQA.  The overall aim of this analysis was to 

establish the organisation’s arrangements for taking forward the Best Value agenda and 

demonstrating continuous improvement.   

40. Overall, we assessed SQA’s arrangements to secure Best Value as being under development and 

indicating satisfactory progress.  We noted that SQA had already undertaken a self-assessment, the 

internal auditors had carried out an independent review of arrangements and during the course of 

2005-06, SQA introduced Business Area Performance Reviews, all demonstrating a commitment to 

continuous improvement. 

41. The results of the review across the wider public sector are currently being evaluated and will be 

published by Audit Scotland during 2006. 
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National Studies 

42. The Central Government team within the Performance Audit division of Audit Scotland is currently 

undertaking a study on SQA.  The overall aim of the study is to determine whether the performance 

management framework for SQA provides an appropriate basis for monitoring performance and 

whether information is used effectively to encourage continuous improvement. The study addresses 

three key questions: 

 What information is available to assess the performance of SQA? 

 Is this range of information adequate to the purpose of assessing SQA’s performance? 

 Is performance information used to encourage continuous improvement i.e. is performance 

managed, or simply measured? 

43. Fieldwork will be completed soon with publication planned for Autumn 2006. 
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Appendix C: ISA 260 
A letter was sent to the Chief Executive on 14 August 2006 to formally communicate the up to date position 

on the outcome of the audit work prior to the accounts being signed.  The letter was in keeping with the 

International Standard on Auditing 260: Communication of audit matters to those charged with governance.  

The main applicable requirements are set out below. 

 

ISA 260 Requirement: Outcome: (as at 14 August) 

1. The nature and scope of the audit, 
including any limitations, and the form of 
reports expected to be made 

This information was outlined in the Audit Planning 
Memorandum presented to the Risk Monitoring and 
Audit Committee on 28 February 2006. 

2. Expected modifications to the audit 
report 

We will be issuing a clear audit opinion. 

3. Unadjusted misstatements There are no unadjusted misstatements in the 
accounts. 

4. Material weaknesses in the accounting 
and internal control systems identified 
during the audit 

The audit has not identified any material weaknesses 
in accounting and internal control arrangements; the 
Statement on Internal Control appropriately reflects 
circumstances. More detailed comments on less 
significant items have been brought to SQA’s 
attention by internal audit and external audit. 

5. Views about the qualitative aspects of 
accounting practices and financial 
reporting 

The significant judgements included in the accounts 
relate to: 

Format of the accounts: see Page 6, paragraph 18. 

Website development costs: Fixed asset additions 
included website development costs of £165,000.  
The Financial Reporting Manual comments that on 
applying the guidance to the public sector, costs 
should not be capitalised if the primary purpose of the 
website is for informing stakeholders of services or 
other objectives of the entity.  Website planning costs 
should be expensed as incurred. Whilst the Annual 
Report discusses developments for web-based 
processes, the website is still primarily for providing 
information and costs should not be capitalised.  The 
accounts were amended and website costs expensed. 

 



Scottish Qualifications Authority 
Report on the 2005-06 Audit 
 

 

 
21 

 
 

 

ISA 260 Requirement: Outcome: 

5.   Continued - Views about the qualitative 
aspects of accounting practices and 
financial reporting 

The significant judgements included in the accounts 
relate to: 

Contingent liability: note 20 discloses information on 
a writ issued against SQA.  Accounting standards 
provide guidance on when liabilities should be 
accounted for as contingent liabilities or provisions.  
Details were obtained on the timing and status of the 
legal process and considered in light of the 
accounting standards.  It was agreed that contingent 
liability was the most appropriate disclosure. 

Income sources: SQA receive income from overseas 
work including entry charges for China and 
consultancy fees across other countries.  SQA also 
receive funds from the European Union.  These funds 
are currently not separately disclosed as they are still 
a small part of the overall income sources of SQA.  
With growing commercial and international work fuller 
disclosure in the accounts of sources of income would 
better demonstrate the activities of SQA.  The 
Business Manager Finance agreed to review the 
income disclosures for 2006-07. 

 

6. Matters specifically required by other 
auditing standards to be communicated 
and any other matter relevant to the 
audit 

Nothing to report 

 

 
 
 
 
 
 


