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Key messages 
In 2009/10 we looked at the key strategic and financial risks being faced by Forest Enterprise Scotland 

(FES).  We audited the financial statements and we also reviewed the use of resources and 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 FES for 2009/10.  We have also 

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

incurred or applied in accordance with applicable enactments and relevant guidance, issued by Scottish 

Ministers. 

Financial position and use of resources 

Scotland’s economy is in recession and the public sector is under the greatest financial pressure since 

devolution ten years ago. It will be very challenging to maintain current levels of public services and meet 

new demands when resources are tight.  It remains unclear what impact the current recession will have 

beyond 2010/11. The Scottish budget is likely to reduce in real terms but the full extent of this is not yet 

known. Two per cent efficiency savings will not be sufficient beyond 2011 to bridge the gap between public 

spending and the smaller budget available.  In the current economic climate difficult decisions will have to 

be made across the public sector about priority spending programmes 

FES’s Income and Expenditure Statement for 2009/10 shows a net deficit, after cost of capital of £7.8 

million. After adjusting the total deficit for items not involving the movement in cash and capital expenditure 

and receipts, the net cash funding received from Forestry Commission Scotland (FCS) was £8.1 million. 

This was substantially below the target for 2009/10 set by the Forestry Commission National Committee for 

Scotland of £11.3 million mainly as a result of an increase in the price of timber, resulting in higher income 

from timber sales, and an increase in the volume of timber despatched. 

Governance and accountability 

Corporate Governance is concerned with the structures and process for decision making, accountability, 

control and behaviour at the upper levels of an organisation.  Overall the corporate governance and control 

arrangements for FES operated satisfactorily during the year, as reflected in the Statement on Internal 

Control.   

We examined the key financial systems which underpin the organisation’s control environment. We 

concluded that financial systems and procedures operated sufficiently well to enable us to place reliance on 

them.   
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Performance 

The National Forest Estate Strategic Plan 2009-13 describes how FCS, through its operating arm FES, will 

implement the Scottish Forestry Strategy and deliver a number of priorities for management of the national 

forest estate set out within the Strategy.  For each of the priorities, a number of actions and priority actions 

have been identified for FES within the Strategic Plan which are to be delivered through a mixture of 

national activities and also local activities which are detailed in Forest District Strategic Plans.  These 

District Plans take their lead from the Strategic Plan but account for local priority and context against each 

of the seven themes within the Scottish Forestry Strategy.  Monitoring of progress against both national 

and local activities is currently being established across all ten forest districts to determine collective 

progress in delivering against the Strategy.  The results will be published annually at a national level, with 

the first report expected to be published in October 2010.   

Ten key agency targets for 2009/10 were set by the National Committee for Scotland for FES. These 

targets were generally achieved however performance results against the agreed financial targets and unit 

costs were mixed. 

Looking forward 

The final part of our report notes some key risk areas and issues for FES going forward including 

information management and business continuity arrangements.  FES, like other public bodies, will also 

face significant financial pressure over the next three years to achieve financial balance.  We will continue 

to monitor financial planning arrangements and FES’s financial position. 

The assistance and co-operation given to us by Board members and staff during our audit is gratefully 

acknowledged. 

 Audit Scotland 

September 2010 



 

Introduction 
1. This report summarises the findings from our 2009/10 audit of FES.  The scope of the audit was set 

out in our Audit Plan in accordance with the Code of Audit Practice, which was presented to the Audit 

and Risk Committee on 10 March 2010.  This plan set out our views on the key business risks facing 

the organisation and described the work we planned to carry out on financial statements, performance 

and governance.   

2. We have issued a range of reports this year, and we briefly touch on the key issues we raised in this 

report.  Each report set out our detailed findings and recommendations and the Board’s agreed 

response.   

3. Best value duties apply across the public sector and are a formal duty on all accountable officers.  

Audit Scotland has adopted a generic framework for the audit of best value across the public sector 

and this has been further developed during 2009/10 with the completion of its bank of best value 

Toolkits which, although primarily designed for audit use, are available to all public bodies for 

reference.   

   Exhibit 1: Framework for a best value audit of a public body 

   

3 



 

4. A linked development here has been the Scottish Government’s work to refresh its 2006 best value 

Guidance for Public Bodies.  This latter initiative, due for issue later in 2010, will result in clearer 

guidance to public bodies, and particularly those in the Central Government and Health sectors, on 

securing continuous improvement in performance, with due regard to the balance between cost and 

quality.   

5. Throughout this report we comment on aspects of FES arrangements in this area.  Our comments are 

made on the basis of information made available in the course of the annual audit.  We do not make 

an overall best value judgement because we do not yet have enough evidence to conclude on all 

relevant areas.  Our intention is to build up the corporate assessment over time.  This report 

represents a further step towards that goal. 

6. Another building block for our assessment of best value is the national study programme carried out 

by Audit Scotland on behalf of both the Auditor General for Scotland and the Accounts Commission.  

Where these have a bearing on the activities, risks or performance of FES, we make reference to 

these reports in this document.  Full copies of the study reports can be obtained from Audit Scotland’s 

website, www.audit-scotland.gov.uk. 

7. We would like to take this opportunity to express our appreciation for the assistance and co-operation 

provided by management and members of FES during the course of our audit.  This report will be 

submitted to the Auditor General for Scotland and will be published on our website. 
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Financial Statements 
8. In this section we summarise key outcomes from our audit of FES financial statements for 2009/10 

and the accounting issues faced.  The financial statements are an essential means by which the 

organisation accounts for its stewardship of the resources available to it and its financial performance 

in the use of those resources. 

Our responsibilities  

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

 whether they give a true and fair view of the financial position of FES and its expenditure and 

income for the period in question 

 whether they were prepared properly in accordance with relevant legislation, applicable 

accounting standards and other reporting requirements 

 the consistency of the information which comprises the FES Finances included in the Annual 

Report, is consistent with the financial statements 

 the regularity of the expenditure and receipts. 

10. We also review the statement on internal control by: 

 considering the adequacy of the process put in place by the Chief Executive as Agency 

Accountable Officer to obtain assurances on systems of internal control 

 assessing whether disclosures in the statement are consistent with our knowledge of FES. 

Overall conclusion 

11. We have given an unqualified opinion on the financial statements of FES for 2009/10.   

12. The timetable for the preparation and submission of the accounts for audit and approval was set out 

by FCS in conjunction with the FAS team and agreed with us. The accounts for FES were due to be 

presented for audit on the 14 May 2010 as part of that timetable, however as a result of slippage in 

the FCS accounts timetable, the draft FES accounts were not available until late on the 27 May 2010 

– almost two weeks later than planned.  As the timetable for delivery and audit of the accounts was 

already very tight, this delay in presentation of the accounts meant that the ARC had to be 

rescheduled to 28 July 2010. 
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Issues arising from the audit 

13. As required by auditing standards we reported to the audit committee on 28 July 2010 the main issues 

arising from our audit of the financial statements.  The key issues were as follows: 

14. Bank Reconciliations - The Cooperative Bank account reconciliation was prepared as at the 

31 March but this did not take account of the movements in period 13 within the financial ledger.  As a 

result, approximately £1 million of transactions from period 13 was not reconciled with the bank 

accounts as part of the preparation of the annual accounts.  Revised working papers were prepared in 

support of the financial statements and submitted to us for review on 21 June 2010.  Officers have 

agreed that year end instructions will be refreshed for 2010/11 and that an additional review will be 

undertaken to ensure that all year end procedures are carried out during the 2010/11 annual accounts 

process. 

15. Vehicles, Machinery & Equipment (VME) Revaluation Indices - Incorrect indices were applied to 

the year end revaluation of VME assets resulting in their understatement by some £726,000 within the 

accounts presented for audit. The error was corrected and the accounts were revised, however the 

original indexation journal was not reversed resulting in an unadjusted overstatement of VME assets 

of £26,302.  

16. Donated Funds - FES received a legacy in previous years to spend on a specific forest, with £94,691 

remaining unspent at the year end.  Within FES accounts this remaining donation has been shown as 

deferred income within current assets.  As the donated funds are for a specific purpose we 

recommended that the funds should be shown as a restricted reserve in the accounts.  Officers 

explained that given the reducing balance it would be reasonable to continue to account for this as 

deferred income, and confirmed any further legacies received will be treated as restricted reserves. 

Regularity 

17. The Public Finance and Accountability (Scotland) Act 2000 imposes a responsibility on auditors that 

requires us to certify that, in all material respects, the expenditure and receipts shown in the accounts 

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

Scottish Ministers.  We have been able to address the requirements of the regularity assertion through 

a range of procedures, including written assurances from the Accountable Officer as to his view on 

adherence to enactments and guidance. No significant issues were identified for disclosure. 

6 



 

International financial reporting standards (IFRS) 

18. UK Government departments and other public sector bodies prepared their accounts in accordance 

with International Financial Reporting Standards (IFRS) for the first time in financial year 2009/10.  

The transition arrangements to IFRS required bodies to prepare IFRS shadow accounts for 2008/09, 

including revised opening balances as at 1 April 2008. 

19. We were required to review the 2008/09 shadow accounts and report on them to FES by 28 February 

2010.  The purpose of this exercise was to consider whether the shadow accounts had been properly 

prepared and bring to the attention of FES any matters that might prevent these accounts from 

forming a reliable basis for the first set of IFRS based accounts for the 2009/10 financial year. 

20. The shadow accounts and some supporting documentation for the 2008/09 financial year were 

submitted by FES for audit review on 30 September 2009 although these did not include the restated 

opening balances.  In response to FES’s request for completion of our work by mid-December 2009, 

we prioritised review of the shadow accounts, but we were unable to review the opening balances as 

the information was not available at that time.  We were also unable to fully complete our review in a 

number of areas of work because of delays in the provision of supporting documentation.  These 

matters were reflected in the December 2009 report arising from our review of IFRS 2008/09 shadow 

accounts which concluded that the following areas required further work by FES to ensure that the full 

IFRS accounts in 2009/10 are true and fair: 

 Disclosure and accounting for the forest estate. 

 Non-current Assets held for sale. 

 Leases. 

21. These matters were considered further during our audit of the 2009/10 financial statements and were 

largely resolved following provision of full supporting documentation and discussion with officers, as 

part of the 2009/10 Accounts process.  The main adjustments to opening balances related to accruals 

in respect of pay in lieu of untaken leave and performance related pay bonus.  Adjustments were also 

required for leased land and inventories of felled timber.  In addition, 2008/09 balances were restated 

due to a change in accounting policy relating to roads and restocking expenditure.   These 

adjustments are detailed in the Notes to the Accounts.   
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Use of Resources 
22. Sound management and use of resources (people, money and assets) to deliver strategic objectives 

is a key feature of best value.  This section sets out our main findings from a review of FES 

 financial position 

 financial management 

 management and use of information and communications technology (ICT). 

Financial Position 

Outturn 2009/10 

23. FES is an executive agency of FCS, and manages the forest estate on behalf of the Scottish 

Ministers. The Income and Expenditure Statement for 2009/10 shows a net deficit, after cost of capital 

of £7.8 million (2008/09 restated £8.9 million). After adjusting for the total deficit for items not involving 

the movement of cash and for capital expenditure and receipts, the net cash funding received from 

FCS was £8.1 million, an increase of £3.6 million compared to the previous year. The increase is 

attributable mainly to an increase in FES’s net capital expenditure. 

24. The most significant cost for the year was haulage of timber at £22.0 million, an increase of £1.8 

million on 2008/09, due to increased contracting costs on the harvesting programme.  Recreation, 

Conservation and Heritage costs were £16.9 million, a decrease of £2.9 million, due to a reduction in 

the programme and the postponement of work because of the severe winter weather.  Forest 

Protection and Maintenance costs of £8.3 million were in line with the previous year.  

25. Income from sales of timber was £39.7 million which was an increase of £2.4 million on 2008-09. This 

was attributable to an increase in the volume of timber despatched and to an increase in price due to 

an upturn in demand for timber. 

26. FES Statement of Financial Position at 31 March 2010 shows total net assets of £47.722 million 

(2008/09 restated £42.473 million). The increase is attributable mainly to the reclassification of VME 

assets of £4.7 million from operating to finance leases. 

Scotland’s public finances 

27. The Auditor General’s report on Scotland’s public finances, published in November 2009, contained 

an overview of the financial environment in Scotland and the pressures and challenges facing the 

public sector. The aim of this report was to help to inform the debate on the future of public finances in 

Scotland.  The key messages from this report were: 
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Extract from Auditor General’s report Scotland’s public finances  

The public sector is coming under the greatest financial pressure since devolution. 

 Scotland’s economy is in recession and the public sector is under the greatest financial pressure since 

devolution ten years ago. It will be very challenging to maintain current levels of public services and meet new 

demands when resources are tight. 

 The Scottish Government and the wider public sector need to work together to develop better activity, cost 

and performance information. This information is needed to enable informed choices to be made between 

competing priorities, and to encourage greater efficiency and productivity.  

The Scottish Government faces significant challenges in balancing the budget while also delivering on its 

commitments and meeting increasing demands for public services. 

 It remains unclear what impact the current recession will have beyond 2010/11. The Scottish budget is likely 

to reduce in real terms but the full extent of this is not yet known. 

 In many cases, the public sector uses income from various sources to pay for services. Income levels 

anticipated before the recession are unlikely to be realised, reducing the amount available to spend.  

 The Scottish public sector faces significant challenges in balancing its budget while also delivering on its 

commitments. Changes in Scotland’s population and rising unemployment rates will increase demand for 

public services. 

 Two per cent efficiency savings will not be sufficient beyond 2011 to bridge the gap between public spending 

and the smaller budget available. 

In the current economic climate difficult decisions will have to be made about priority spending programmes. 

 The Scottish Government’s annual budget is largely developed on an incremental basis which involves 

making adjustments at the margin to existing budgets. This approach is not suitable for budgeting in a 

financial downturn because it does not easily allow informed choices to be made about priorities, based on 

robust information about activity, costs and performance.   

 The Scottish Parliament has an important role in scrutinising the government’s spending plans. Better 

information linking spending to costs, activities and service performance, and a rolling programme of 

performance reviews, would support the Scottish Parliament in fulfilling this role. 

 

28. The Director Scotland advised the FCS Management Board in July 2010 that ahead of any further 

Scottish Government (SG) requirement, savings had already been identified within FCS (including 

FES) that amounted to a 10% reduction in spend of £7 million.  The 2010 FES Business Plan 

anticipates that SG funding levels will remain static and proposes a number of options in shared 

services, FES Head Office and at a district level to accommodate any reduction in spend advised by 

the Director Scotland.  A review of Forestry Business Units has also recently been completed which 

may identify further opportunities to produce savings.  The Business Plan is to be revisited during 
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2010 when the Spending Review settlement is known, to determine whether any resource reallocation 

is required.   

Financial sustainability and the 2010/11 budget 

29. Scottish Ministers have agreed budgets for FCS of £79.9 million for 2010/11 which includes FES 

deficit funding of £24.9 million. 

30. Papers to the FES Management Board have highlighted a forecast surplus (£3.5 million at July 2010) 

against the resource budget as a result of additional timber supply income.  It is intended that this 

additional income will accommodate any reduction in funding (outlined at paragraph 28 above) and be 

offset by additional expenditure on Forestry Business Units, restocking programmes, capital 

expenditure, property management and roads.  In addition, the 2010/11 budget includes projected 

income of £2.0 million from entry at Harestanes Windfarm which could be delayed until 2011/12.  

31. In order to ensure that the financial position is monitored effectively, cashflow forecasts are presented 

regularly to the Management Board which track income/expenditure and cashflow during the year 

(actual and forecasts).  The main drivers such as timber income and volumes are captured monthly. 

The Management Board is updated within a month of period end. 

32. We will continue to monitor the financial position and the actions taken by FES to manage financial 

and budgetary risks. 

Management and use of ICT 

Payroll system – Follow up  

33. An Application System Review for payroll as undertaken during 2008/09 and followed up during 

2009/10.  Our follow-up review identified that Forestry Commission GB and Shared Services (FC) has 

addressed the risks that were reported in the initial review, including: 

 potential duplicate payroll records have been investigated by internal audit and payroll 

 user accounts are monitored to ensure they are up to date and all terminations and transfers 

have been actioned timeously. 

eFinancials system – Follow up 

34. An Application System Review for eFinancials was also followed up during 2009/10.  Our follow-up 

review identified that FC has implemented actions to address many of the risks that were reported in 

the initial review.  Our review also identified that FC plan to implement the following remaining 

planned actions during 2010: 
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 piloting and then fully implementing new supplier maintenance functionality  

 developing a business continuity strategy including a shared services business continuity plan 

for Silvan House. 

35. We will continue to monitor developments in this area during our audit in 2010/11. 

Information Services Service Loss (Altiris Incident) December 2008  

36. As a result of the Information Services (IS) service loss, an action plan was produced and presented 

to the Information Security Management Forum in July 2009.  Members expressed concern over the 

length of time it would take to address key areas of vulnerability and noted that the plan would not be 

fully implemented until March 2011 at the earliest.  

37. A revised plan and costings were subsequently provided and the additional expenditure to achieve 

this agreed by the ICT Service Board.  The revised plan, which also reflected a new IS organisational 

structure effective from 1 March 2010, still records extended implementation dates.  Additional funding 

has been secured and new equipment recently procured to begin to satisfy some of the demands of 

the plan, in particular back-up and recovery arrangements.  Internal Audit plan to test current back up 

and recovery arrangements and will report in the near future.  

Business Continuity Management 

38. We maintained a watching brief in relation to the development of business continuity management 

throughout FC.  As part of the business continuity strategy, a third party contractor (Garrison 

Continuity) has undertaken a business impact analysis of shared services at Silvan House and met 

with all business areas during April – May 2010.  This is intended to assist FC in the development of a 

shared services business continuity plan and disaster recovery plan during 2010/11. 

39. As part of their agreed programme of work, FC Internal Audit carried out a business continuity 

planning review during April 2010.  Their review concluded that: 

 The existence of plans at country level is encouraging, despite the fact that most of these will 

require some modification as the project develops. The testing of plans through the recent 

severe winter weather and also the swine flu outbreak had given management some level of 

assurance. 

 The work contracted to Garrison Continuity and the recent delivery of new IT equipment 

represents a step forward in the overall development of Business Continuity Management at 

FC.  However, addressing the issues of developing adequate Shared Service plans, making an 

effective link with the plans of the countries and working their business needs into a deployable 

Disaster Recovery Plan will take some time.  
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 Information Services’ inability to recover in the event of a disaster or catastrophic systems 

failure is of serious concern and represents a significant risk to FC. 

40. Internal Audit have concluded that in respect of the arrangements for Business Continuity Planning  at 

the present time, there is limited assurance that material risks to the achievement of the business 

objectives are adequately managed.  We will continue to monitor arrangements for business continuity 

management within FC and the actions taken to manage these risks. 

Information Assurance and Data Handling 

41. FC voluntarily completed the Security Policy Framework annual assurance return to the Cabinet 

Office in August 2009 and plan to complete the Cabinet Office 2010 return.  FC has nominated a 

Senior Information Risk Owner for each country and all staff have participated in the Cabinet Office 

security training – protecting information.  One issue that FC have agreed to consider further is 

development of an Information Asset Register outlining key personal and sensitive information held 

within each business area, responsible owners, how the data is stored and who it is shared with 

internally and externally.  Work is also ongoing regarding defining the roles and responsibilities of the 

information asset owners. 

42. FC Internal Audit carried out an Information Assurance and Data Handling review during April 2010.  

Their review concluded that: 

 Work has been carried out by management in connection with Information Assurance and Data 

Handling during 2009/10 although there is still a lot of work to do.   

 The most significant omission is the absence of an overall project plan for full compliance 

which identifies milestone dates against which management’s progress can be measured.   

 The slippage in delivering the change required and the lack of a formal project plan represents 

a major risk to the effective management of information, particularly affecting business 

continuity and reputation. 

43. Internal Audit also concluded that limited assurance could be given that material risks to the 

achievement of the business objectives are adequately managed and that significant improvements 

wee still required to improve the adequacy and effectiveness of control to a satisfactory level.  We will 

continue to monitor developments in this area during our audit in 2010/11.  
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Governance and Accountability 
44. High standards of governance and accountability, with effective structures and processes to govern 

decision-making and balanced reporting of performance to the public, are fundamental features of 

best value.  This section sets out our findings arising from a review of FES arrangements. 

45. Increasingly services are being delivered across the public sector through partnership working, 

sometimes involving complex governance and accountability arrangements.  Best value 

characteristics also include effective partnership working to deliver sustained improvements in 

outcomes.  

Overview of arrangements 

46. This year we considered:   

 partnership working  

 shared services and common account areas 

 key systems of internal control 

 internal audit 

 arrangements for the prevention and detection of fraud and irregularity, including standards of 

conduct. 

47. Our overall conclusion is that arrangements within FES are sound and have operated through 

2009/10. 

Partnership working 

48. In June 2007 Ministers challenged the organisations delivering the rural affairs and environment 

portfolio to create a single environment and rural delivery service (SEARS).  SEARS brings together 

nine delivery-focused bodies within the Rural and Environment sector to provide more joined-up 

services.  FES, through FCS, is one of these bodies. 

49. The first annual review of SEARS was published in June 2009 and noted how far the nine 

organisations had come in working closely together to deliver for Scotland’s land managers.  This year 

there have been further benefits and reductions have been made on inspections resulting in more 

time saved for customers.  Good progress also continues on bio security, co-locations and reducing 

bureaucracy.  Preparatory work began late in 2009 to develop a pilot of the “rural hubs” concept, to 

further improve access to services. 
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50. Looking forward FES recognise that there should be further opportunities within SEARS for future 

efficiencies through shared projects and services. 

Shared services and common account areas  

51. The structure of the Forestry Commission Audit has changed in recent years due to the devolution 

settlement across Scotland and Wales. This has made the administration of the Forestry Commission 

more complex, with a similar impact for the audit process across the three external bodies. 

52. The audit arrangements are designed to: 

 Secure proper representation of the interests of the Comptroller and Auditor General, the 

Auditor General for Scotland and the Auditor General for Wales in forestry accounts laid before 

the respective Parliaments/Assembly, taking assurance from the Quality Assurance 

arrangements operated centrally by Audit Scotland. 

 Observe the public interest by delivering an efficient co-ordinated audit which avoids 

unnecessary duplication and expense. 

 Meet the Forestry Commission’s expectation to deal with a single audit team wherever 

possible, given its single central accounting arrangements. Irrespective of the part played by 

different audit bodies, the audit should appear to the client to be seamless and integrated, 

resulting in a consistent audit view accounting matters. 

53. We carried out audit testing and provided assurance as agreed in detail with the other audit agencies 

for the 2009/10 accounts.  Proposed changes in the provision of accounting services at country level 

will impact on these arrangements and we are monitoring developments with partners in other audit 

agencies. 

Systems of internal control  

54. Key controls within systems should operate effectively and efficiently to accurately record financial 

transactions and prevent and detect fraud or error.  This supports a robust internal control 

environment and the effective production of financial statements.  In her annual report for 2009/10 the 

Head of Internal Audit, the internal auditors, provided their opinion that based on the internal audit 

work undertaken during the year, there was reasonable assurance on the adequacy and effectiveness 

on the systems of internal control. 

55. As part of our audit we reviewed the high level controls in a number of FES systems that impact on 

the financial statements.  This audit work covered shared account areas and linked common systems 

at Forestry Commission Headquarters in Edinburgh as outlined at paragraph 52 above. Our overall 

conclusion was that key controls were operating effectively and that Forestry Commission has 
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adequate systems of internal control in place.  We did identify a number of areas where controls could 

be strengthened and agreed an action plan of improvements with management.  This will be followed 

up as part of our 2010/11 work to confirm that the agreed improvements have been made.  

56. We also reviewed, in conjunction with the FES Inspections Team, a number of systems in place at 

Forest Districts in Scotland which impact on the financial statements. Our overall conclusion was that 

the key controls were operating effectively and that FES has adequate systems of internal control in 

place.  

57. Our review at the Forest Districts did identify several areas for improvement which were reported to 

the relevant Forest District Managers in May 2010.  One of these areas, financial evaluation of 

contractors, was identified as a national issue and revised guidance in this area is currently being 

prepared.  We will monitor progress made against all of the areas identified for improvement as part of 

our 2010/11 work. 

Glentress Peel Project 

58. The Glentress Peel project was initiated in November 2004 and was due for completion by Easter 

2008 at a cost of £3.0m.  However, an opportunity to purchase an adjacent house and land led FCS to 

change the scale and nature of this project to one more capable of handling the large increase in 

visitor numbers.  This is now a £9 million project and although there were some delays, completion is 

expected in April 2011. 

59. At the request of the FES Chief Executive, a review of the Project was carried out in January 2010 by 

FC Internal Audit with assistance from FC’s Head of Procurement.  The purpose of the review was to 

provide an assurance opinion on the effectiveness of the internal control framework and system in 

place for the implementation and management of the project.   

60. A draft report arising from the review was submitted to the July 2010 Audit and Risk Committee which 

records that the audit opinion has been raised to substantial in terms of governance and risk 

management.  A final report arising from the review is currently being compiled.  We will continue to 

monitor developments during our audit in 2010/11.  

Statement on Internal Control  

61. The Statement on Internal Control provided by the Agency Accountable Officer reflected the main 

findings from both external and internal audit work.  This recorded management’s responsibility for 

maintaining a sound system of internal control and set out FES approach to this.   
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Internal Audit 

62. The establishment and operation of an effective internal audit function forms a key element of 

effective governance and stewardship.  We therefore seek to rely on the work of internal audit 

wherever possible and as part of our risk assessment and planning process for the 2009/10 audit we 

assessed whether we could place reliance on the internal audit function.  We concluded that the 

internal audit service operates in accordance with the Government Internal Audit Manual and 

therefore placed reliance on their work in number of areas during 2009/10, as we anticipated in our 

annual audit plan.  This included reliance on aspects of internal audit’s systems work to avoid 

duplication of effort. 

Prevention and detection of fraud and irregularities 

63. FES has appropriate arrangements in place to prevent and detect fraud, inappropriate conduct and 

corruption, including policies and codes of conduct for staff and Board members. 

National Studies 

64. In August 2010 Audit Scotland will be publishing a national study on The Role of Boards which will be 

relevant to the governance of FES.  Boards play a crucial role in ensuring that governance standards 

are maintained in public sector organisations.  Feedback relating to FES will be provided in due 

course where appropriate. 



 

Performance 
65. Public audit is more wide-ranging than in the private sector and covers the examination of, and 

reporting on, performance and value for money issues.  Key features of best value include: 

 setting a clear vision of what the organisation wants to achieve, backed up by plans and 

strategies to secure improvement, with resources aligned to support their delivery 

 a performance management culture which is embedded throughout the organisation and a 

performance management framework which is comprehensive and supports the delivery of 

improved outcomes. 

66. In this section we comment on: 

 strategic plans 

 performance against targets 

 risk management arrangements 

 efficiency programme. 

Vision and strategic direction 

67. The role of FES, as outlined in its Framework Document, is to provide Scottish Ministers’ with a direct 

land management capability for delivering the Scottish Forestry Strategy and other Scottish 

Government priorities.  The National Forest Estate Strategic Plan 2009-13 describes how FCS, 

through its operating arm FES, will implement the Scottish Forestry Strategy and deliver the following 

six priorities for management of the national forest estate set out within the Strategy: 

 Safeguarding national forestry treasures. 

 Delivering forestry for people and rural development benefits where people live and work. 

 Managing landscape scale core areas for threatened species and habitats. 

 Retaining sufficient timber production potential to facilitate market stability and development. 

 Using acquisition/disposal, partnerships and other arrangements to generate a greater scale 

and pace of change. 

 Sustaining sufficient regional presence to exercise policy development, exemplar and 

leadership roles. 

68. For each of the six priorities, a number of actions and priorities have been identified for FES within the 

Strategic Plan which are to be delivered through a mixture of national activities and also local activities 
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which are detailed in Forest District Strategic Plans.  These District Plans take their lead from the 

Strategic Plan but account for local priority and context against each of the seven themes within the 

Scottish Forestry Strategy.  Monitoring of progress against both national and local activities is 

currently being established across all ten forest districts to determine collective progress in delivering 

against the Strategy.  The results will be published annually at a national level, with the first report 

expected to be published in October 2010. 

69. FES has specific Key Agency Targets developed from the range of key performance indicators 

included in its Framework Document.  These are included in the FCS Annual Report and Accounts 

and are discussed at para 70 below.   

Performance overview – key performance indicators 
70. Ten key agency targets were set by the National Committee for Scotland for 2009/10 for FES.  Data 

was not available for one of the targets (annual % reduction in carbon emissions form offices) at the 

time of production of the Annual Report.  The remaining targets were generally achieved however 

performance results against agreed financial targets and unit costs were mixed.  For example: 

 total direct production unit cost (excluding haulage) of £12.52 per m3 was outwith the target of 

£11.50 per m3 

 the cash deficit for the year of £8.2 million was substantially below the target of £11.3 (+/- 1%) 

million mainly as a result of an increase in price and an increase in the volume of timber 

despatched. 

Risk management 
71. Risk registers are formally reviewed by the FES Management Board as a standing item and updates 

on risk management are formally reported to the Audit and Risk Committee throughout the year, in 

line with their terms of reference.  An updated risk register was considered and approved by members 

of the FES Management Board in June 2010.  This was preceded by a separate review undertaken 

by a range of managers from across the organisation who considered the content of each register, 

individual risk scores and the adequacy of the control framework.   

72. The main risk areas identified are: 

 Failure to meet the agreed financial target taking into account major variations to programme 

budgets following the severe winter weather. 

 Delivery of Glentress Peel project including meeting the revised financial limit. 

 Failure to maintain IIP accreditation. 
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73. We will continue to monitor risk management arrangements within FES and the actions taken to 

manage these risks. 

Improving public sector efficiency 

74. The Audit Scotland report Improving public sector efficiency was published on 25 February 2010. It 

provided a provides a position statement on the first year (2008/09) of the Efficient Government 

Programme (the Programme), which aims to deliver £1.6 billion efficiency savings over the three 

years to 2010/11. It also gave an update on how the Scottish Government and public bodies have 

addressed the recommendations made in the 2006 report about the previous efficiency programme.  

75. The report found that Scottish public bodies reported more efficiency savings than the Government’s 

two per cent target. But there are serious financial challenges ahead – the biggest since devolution – 

and making the required savings through efficiency will become increasingly difficult.  

76. The report recommended that to deal with reduced future funding and increase savings public bodies 

need to consider fresh approaches to improving efficiency and productivity.  They must take a more 

fundamental approach to identifying priorities, improving the productivity of public services, and 

improving collaboration and joint working.  

77. The drive to improve efficiency and productivity is not just an exercise for managers and service 

providers. It requires strong leadership and engagement from the very top of public bodies. Leaders 

and senior decision-makers within an organisation have a responsibility to check, challenge, monitor 

and support their organisations in delivering efficiency and productivity improvements.  The report’s 

recommendations highlighted areas that public bodies’ key decision makers should look at to assess 

their organisation’s development and to challenge existing arrangements (see below). 
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Extract from Audit Scotland report Improving public sector efficiency  

In order to improve the delivery of efficiency savings public bodies should: 

 ensure they have a priority-based approach to budgeting and spending  

 continue to improve collaboration and joint working, overcoming traditional service 
boundaries 

 consider using alternative providers of services, if these providers can improve the efficiency, 
productivity or quality of services 

 improve information on costs, activity, productivity and outcomes, including setting baselines 
to measure performance against 

 give greater urgency to developing benchmarking programmes  

 maintain the momentum of activities and initiatives to improve purchasing and asset 
management and extend shared services 

 ensure there is a joined-up approach to efficiency savings across the public sector, avoiding 
duplication 

 ensure that plans are in place to deliver savings, clearly setting out what action will be taken, 
the level of savings to be delivered and how these will be measured 

 strengthen the involvement of front-line staff, service providers and users in redesigning 
public services  

 reduce reliance on non-recurring savings to meet financial targets and generally use these 
as part of a wider and longer term strategy 

 report efficiency savings consistently. 

78. To support these high-level recommendations, Audit Scotland, the Northern Ireland Audit Office and 

the Wales Audit Office have drawn on their combined experience to develop a detailed good practice 

checklist.  The checklist is intended to promote detailed review and reflection and, if necessary, a 

basis for improvement. We recommend that those responsible for leading efficiency and improvement 

work should consider assessing themselves against each question, and recording the results.  

79. For 2010/11, FCS (including FES) is required to make contribution to a 2% per annum cash releasing 

efficiency saving for the Rural Affairs and Environment portfolio.  The 2% efficiency represents in the 

region of £2 million for FCS.  The FCS Delivery Plan for the 2008-11 Efficiency Programme records 

that it plans to sell those assets delivering least against Scottish Government objectives and reinvest 

the excess of income over expenditure (£10 million per annum for each of the three years) on buying 

land and planting trees that better meet Scotland’s needs.  These disposals and acquisitions are 

managed by FES through the ‘Repositioning Programme’ but are held on FCS accounts.  The 

Delivery Plan also records that although FCS plan to sell around £15 million of assets per annum, 

there are risks attached to the programme which will arise from market conditions and also their ability 

to purchase and plant appropriate land using these released funds.  Cash efficiencies delivered by 

FCS/FES through the Repositioning Programme in 2008/09 are recorded by the Scottish Government 

as £11.9 million. 
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80. The Head of Estates, FES, reported to the July 2010 meeting of the FES Management Board that 

disposals and acquisitions secured for 2010/11 were currently £12.2 million and £4.6 million 

respectively. The Board also agreed to revise the 2010/11 forecasts for disposals and acquisitions to 

£20.5 million and £10.0 million respectively (from £23.5 million and £13.0 million).  We will continue to 

monitor the financial position in relation to the programme and the actions taken by FES to manage 

the risks associated with the disposals and acquisitions programme.  
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Looking Forward 
81. FES faces a number of challenges in 2010/11 and beyond, which include:   

 Efficiencies and future funding - Scottish public bodies reported more efficiency savings 

than the Government’s two per cent target in 2008/09, but there are serious financial 

challenges ahead – the biggest since devolution – and making the required savings through 

efficiency will become increasingly difficult.   The 2010/11 FES Business Plan anticipates that 

SG funding levels will remain static and proposes a number of options in shared services, FES 

Head Office and at a district level to accommodate any reduction in funding advised by the 

Director Scotland.  However, the challenge for FES will be to monitor financial and budgetary 

risks to ensure delivery of key targets and objectives within a tighter funding regime beyond 

2010/11. 

 Financial management and affordability - Papers to the FES Management Board have 

highlighted a forecast surplus (£3.5 million at July 2010) against the 2010/11 resource budget 

as a result of additional timber supply income.  It is intended that this additional income will 

accommodate any reduction in funding and be offset by additional expenditure on Forestry 

Business Units, restocking programmes, capital expenditure, property management and roads.   

It remains unclear, however, what impact the current recession will have beyond 2010/11 and 

timber income levels currently anticipated may not be realised, reducing the amount available 

to spend and FES’s ability to deliver the Scottish Forestry Strategy. 

 Protecting information in Government - The Head of Internal Audit has highlighted that 

insufficient progress on key business continuity planning and information assurance work has 

led to a limited opinion in respect of these items.  The most significant omission in respect of 

information assurance is the absence of an overall project plan that addresses all strands of 

the work required for full compliance and that clearly identifies milestone dates against which 

management’s progress can be measured.  Significant improvements are therefore still 

required to improve the adequacy and effectiveness of control to a satisfactory level. 

 Best Value - The concept of best value is seen as a key driver of modernisation and 

improvement in public services.  Audit Scotland has continued its commitment to extending the 

best value audit regime across the whole public sector and significant development work has 

taken place over the last year including the finalisation of its best value toolkits.  This has been 

matched by the Scottish Government’s commitment to refreshing its Best Value Guidance for 

Public Bodies.  FES should continue to respond to this important initiative as it develops. 


	Report on the 2009/10 Audit to Forest Enterprise Scotland and the Auditor General for Scotland

