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Purpose of Report

1. Regulation 19 of the Local Audit (Appointing Person) Regulations 2015 requires
that Members of an Authority meeting as a whole approve the decision for a
sector led arrangement for the appointment of external audit for the financial years
2018/19 onwards. Therefore this report seeks approval from Members to ratify the
decision made by the Audit and Scrutiny Sub-Committee on 15" September 2016
for a sector led arrangement for the appointment of external audit.

Recommendation

2.  That Members;

a. note the change to the arrangements for appointing external auditors for
financial year 2018/19 onwards; and

b. note the options considered in relation to the appointment of external
auditors from 1% April 2018, and,

c. agree to sign-up to a sector led arrangement for the appointment of
external auditors as advocated by the Local Government Association
(LGA), and

d. agree to sign-up to the LGA’s Public Sector Audit Appointments Limited
(PSAA) as the Authority’s “appointing person” for the external audit
appointment for 2018/19 and future years.

Introduction and Background

3.  The Local Audit and Accountability Act 2014 abolished the Audit Commission
and established transitional arrangements for the appointment of external
auditors and the setting of audit fees for all local government and NHS bodies
in England. On 5" October 2015 the Government determined that the
transitional arrangements for local government (including fire and rescue
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authorities) would be extended by one year to also include the audit of the
accounts for 2017/18.

The Act also set out the arrangements for the appointment of auditors for
subsequent years, with the opportunity for authorities to make their own
decisions about how and by whom their auditors are appointed. Regulations
made under the Act allow authorities to ‘opt in’ for their auditor to be appointed
by an ‘appointing person’.

The Authority’s current external auditor is Grant Thornton, this appointment
having been made under a contract let by the Audit Commission with external
audit fees for 2016/17 of £32,424.

The current transitional arrangements come to an end on 31% March 2018
therefore for the audit of the accounts of the 2018/19 financial year, there must
be a local auditor appointed by 31%' December 2017. The Authority is be
able to appoint its own auditors if it so wishes. There are three options available
to local public bodies for appointing an auditor under the Local Audit and
Accountability Act 2014. These are to:

a) undertake an individual auditor procurement and appointment exercise;

b) undertake a joint audit procurement and appointing exercise with other
bodies, those in the same locality for example; or

c) join a ‘sector led body’ arrangement where specified appointing person
status has been achieved.

Option 1: Make a stand-alone appointment

In order to make a stand-alone appointment the Authority will need to set up an
Auditor Panel. The panel will be responsible for choosing the auditor and must
consist of wholly or a majority of independent members. Independent members
for this purpose excludes current and former elected members (or officers) and
their close families and friends. Under this option elected members will not
have a majority input when assessing bids and choosing which firm of
accountants to award a contract for the Authority’s external audit.

The main advantage of setting up an auditor panel would be to allow the
Authority to take advantage of the new local appointment regime with decision
making at the local level. However, the main drawbacks would appear to be:

e The cost and administrative effort of setting up the Panel, i.e. the
recruitment of suitable and qualified independent panel members, deciding
remuneration etc.

e Servicing the Auditor Panel, running the bidding exercise and negotiating

the contract. Estimates produced by the LGA indicate costs of about
£15,000 plus on going expenses and allowances.
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o The Authority will not be able to take advantage of reduced fees that may
be available through joint or national procurement contracts. Note that the
current procurement arrangements were very successful at driving down
the cost of external audit to the point whereby a number of even the largest
firms were priced out of the market. There is a real risk therefore that any
individual authority contracts will not benefit from scale economies and
audit firms will increase bids accordingly.

Option 2: Set up a Joint Auditor Panel/local joint procurement
arrangements

8. The Act enables the Authority to join with other Authorities to establish a joint
auditor panel. Again, this will need to consist of wholly or a majority of
independent appointees.

Under this option the cost of setting up the panel, running the bidding exercise
and negotiating the contract will be shared across a number of Authorities and
there is an opportunity for negotiating some economies of scale by being able
to offer a larger combined contract value to the firms.

The main drawbacks are:

e Decision-making will be further removed from local input, with potentially
only one elected member representing each organisation, depending on
the constitution agreed with the other bodies involved.

e The choice of auditor could be complicated where individual organisations
have independence issues, i.e. where an auditor is carrying out work such
as consultancy or advisory work for the Authority/Council. Where this
occurs some auditors may be prevented from being appointed by the terms
of their professional standards. There is a risk that if the joint auditor panel
choose a firm that is conflicted for this Authority then the Authority may still
need to make a separate appointment with all the attendant costs and loss
of economies possible through joint procurement.

Option 3: Opt-in to a sector led body

9. The LGA have successfully lobbied for Councils/Fire and Rescue Authorities to
be able to ‘opt-in’ to a Sector Led Body (SLB) when making external audit
appointments. An SLB would have the ability to negotiate contracts with audit
firms nationally, maximising the opportunities for the most economic and
efficient approach to procurement of external audit on behalf of the whole
sector.

10. The benefits of opting in are:

e The cost of setting up the appointment arrangements and negotiating fees
would be shared across all opt-in Authorities.

o By offering large contract values the firms would be able to offer better
rates and lower fees than are likely to result from local negotiation
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11.

12.

13.

e Any conflicts at individual Authority level would be managed by the SLB
who would have a number of contracted firms to call upon.

The LGA have set-up the Public Sector Audit Appointments Limited (PSAA) to
be such a body, with the PSAA utilising the knowledge and experience
acquired from the previous procurement process. In July 2016, the Secretary of
State for Communities and Local Government, specified PSAA as an
appointing person under regulation 3 of the Local Audit (Appointing Person)
Regulations 2015. This means that PSAA can make auditor appointments for
audits of the accounts from 2018/19 of principal Authorities that choose to opt
into its arrangements. PSAA was originally established to operate the
transitional arrangements following the closure of the Audit Commission under
powers delegated by the Secretary of State. PSAA is an independent, not-for-
profit company limited by guarantee and established by the LGA

The scope of the audit will still be specified nationally, the National Audit Office
(NAO) is responsible for writing the Code of Audit Practice which all firms
appointed to carry out the Authority’s audit must follow. Not all accounting firms
will be eligible to compete for the work, they will need to demonstrate that they
have the required skills and experience and be registered with a Registered
Supervising Body approved by the Financial Reporting Council. The registration
process has not yet commenced and so the number of firms is not known but it
is reasonable to expect that the list of eligible firms may include the top 5 - 12
firms in the country, and is likely to include the Authority’s current auditor. It is
unlikely that small local independent firms will meet the eligibility criteria.

Conclusion:

The Authority will have until December 2017 to make an appointment. In
practical terms this means that one of the options outlined above will need to be
in place by Spring 2017 in order that the contract negotiation process can be
carried out during that year.

Given that the LGA have developed a sector led approach, PSAA, then it would
seem advantageous for the Authority to opt-in to such arrangements given the
significant benefits associated with this option:-

e A sector-wide procurement conducted by PSAA will produce better
outcomes and will be less burdensome for the Authority than any
procurement undertaken locally. More specifically,

e The audit costs are likely to be lower than if the Authority sought to appoint
locally, as national large-scale contracts are expected to drive keener prices
from the audit firms, and

e Without the national appointment, the Authority would need to establish a
separate independent auditor panel, which could be difficult, costly and
time-consuming, and

e PSAA can ensure the appointed auditor meets and maintains the required
quality standards and can manage any potential conflicts of interest much
more easily than the Authority, and
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14.

15.

16.

e Supporting the sector-led body will help to ensure there is a vibrant public
audit market for the benefit of the whole sector and this Council/Authority
going forward into the medium and long term.

If the Authority is to take advantage of the national scheme for appointing
auditors to be operated by PSAA for the subsequent years, it needs to take the
decision at this meeting to enable it accept the invitation by the PSAA deadline
of 9" March 2017.

If the Authority accepts the PSAA invitation to ‘opt in’ to the sector led option for
the appointment of external auditors it will be for five financial years
commencing 1 April 2018.

A decision to become an opted-in authority must be taken in accordance with
the Regulation 19 of the Local Audit (Appointing Person) Regulations 2015 that
requires the members of an authority meeting as a whole to approve the
decision and hence why the previous decision of the Audit and Scrutiny Sub-
Committee has had to come to the full Authority meeting to be ratified.

Equality and Diversity Implications

17.

Not applicable.

Staff Implications

18.

Not applicable.

Legal Implications

19.

The Local Audit and Accountability Act 2014 abolished the Audit Commission
and established transitional arrangements for the appointment of external
auditors. Additional Regulations, the Local Audit (Appointing Person)
Regulations 2015 and the Accounts and Audit Regulations 2015 require the
Authority to meet various requirements when determining the appointment of
the external auditor.

Financial Implications & Value for Money

20.

21.

22.

The cost of the current external audit function is £32,424. The audit fees for
2018/19 are unlikely to be finalised until March 2018.

If the Authority approves the recommendation to appoint future external
auditors via the PSAA route then the PSAA will not charge a membership fee.
The audit fees that opted-in bodies will be charged will cover the costs to
PSAA.

If the Authority went down the audit panel route then it would need to cover the

cost of appointing independent members, servicing the Audit Panel, all the
costs associated with an appointment of external auditor procurement process
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and the costs of managing and monitoring the contract. The Authority is also
unlikely to benefit from any saving on audit fees that are likely to be delivered
via the PSAA being able to negotiate the audit fees for large contracts.

Risk Management, Health & Safety, and Environmental Implications

23. Not applicable.

Contribution to Our Mission: Safer Stronger Communities — Safe Effective Firefighters

24. External audit help ensure the Authority’s internal controls and financial
management are robust and therefore funds earmarked for fire operational
activities remain intact.

BACKGROUND PAPERS

CFO/071/16 “Arrangements for Appointing External Auditors” Audit and Scrutiny Sub
Committee 15" September 2016.

GLOSSARY OF TERMS

LGA Local Government Association

PSAA Public Sector Audit Appointments Limited
SLB Sector Led Body

NAO National Audit Office
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