Appendix 1

Future of local public audit — Consultation response

Requlation of local public audit (consultation questions 3 — 10)

3. Do you think that the National Audit Office would be best placed to produce the Code
of audit practice and the supporting guidance?

Proposed response: Yes

4. Do you agree that we should replicate the system for approving and controlling
statutory auditors under the Companies Act 2006 for statutory local public auditors?

Proposed response: Yes, with the assurance that the process is independent,
transparent and robustly monitored.

Whilst the introduction of a register of audit firms may restrict the choice local
councils have in appointing their own external auditor, advantages are evident in
that individual local authorities will have an assurance regarding the quality,
qualification and experience of the firm employed.

The cost benefit of such monitoring / control would need to be assessed against
the potential impact of audit firms reflecting costs in their audit fees.

5. Who should be responsible for maintaining and reviewing the register of statutory
local public auditors?

Proposed response: See Q4, potentially the Financial Reporting Council

6. How can we ensure that the right balance is struck between requiring audit firms
eligible for statutory local public audit to have the right level of experience, while allowing
new firms to enter the market?

Proposed response: Quality must be the cornerstone in attaining an appropriate
balance

7. What additional criteria are required to ensure that auditors have the necessary
experience to be able to undertake a robust audit of a local public body, without
restricting the market?

Proposed response: Any criteria should include appropriate skills, knowledge and
experience of the entity being audited (including understanding of accounting and
reporting requirements) and demonstrable compliance with the Code of Audit
Practice



8. What should constitute a public interest entity (i.e. a body for which audits are directly
monitored by the overall regulator) for the purposes of local audit regulation? How
should these be defined?

Proposed response: Consideration should be proportionate to scope and
magnitude, those listed in Appendix B to the consultation would appear
appropriate.

9. There is an argument that by their very nature all local public bodies could be
categorised as ‘public interest entities.” Does the overall regulator need to undertake any
additional regulation or monitoring of these bodies? If so, should these bodies be
categorised by the key services they perform, or by their income or expenditure? If the
latter, what should the threshold be?

Proposed response: The regulator should have the ability to undertake additional
regulation or monitoring, but this should be proportionate and risk assessed
taking full account of current processes in place to meet the transparency agenda.
Income / expenditure alone maybe a slightly narrow view and impact should also
be considered.

10. What should the role of the regulator be in relation to any local bodies treated in a
manner similar to public interest entities?

Proposed response: See question 9

Commissioning local public audit services (consultation questions 11 — 28)

11. Do you think the arrangements we set out are sufficiently flexible to allow councils to
cooperate and jointly appoint auditors? If not, how would you make the appointment
process more flexible, whilst ensuring independence?

Proposed response: Yes, however whilst the proposed value of joint procurement
with other local authorities is accepted the practicalities of joint Audit Committees
is questioned. Therefore in order to support opportunities for joint procurement,
the mandatory terms for the Audit Committee should be limited to the
appointment of external auditors which would facilitate a ‘joint Audit Committee’
approach to joint procurement.

12. Do you think we have identified the correct criteria to ensure the quality of
independent members? If not, what criteria would you suggest?

Proposed response: These proposals significantly change the role and make up
of the Audit Committee. Whilst it could be argued that proposals ensure an audit
committee is totally independent, the justification for appointing individuals with
no accountability to the local electorate is questioned unless the mandatory role
of the Audit Committee is limited to the appointment of External Auditors.



Councillors take very seriously their stewardship role in ensuring that the
Authority acts responsibility and has high standards in relation to its corporate
governance arrangements, as well as performing effectively. Elected members’
wider role in the activities of the Authority puts them in a strong position to do
this.

Elected members on audit committees, as currently constituted, are independent
of the Executive.

If there are to be independent members it is questioned whether they should hold
a majority on the Committee. Additionally, it is considered that anyone appointed
should not be politically active or be a member of any recognised political party

13. How do we balance the requirements for independence with the need for skills and
experience of independent members? Is it necessary for independent members to have
financial expertise?

Proposed response: Members of the audit committee, as currently constituted,
should display a clear spread of competencies to ensure there is not over reliance
on any one individual. Financial expertise is clearly one of the competencies that
should be considered.

14. Do you think that sourcing suitable independent members will be difficult? Will
remuneration be necessary and, if so, at what level?

Proposed response: It is considered that sourcing willing members may be
difficult, but finding those with an appropriate skills mix may prove even harder. If
the mandatory role is limited to the appointment of external auditors from a pre-
determined short list there would be a question regarding the added-value
particularly if it were to add a further cost burden. It is also questionable whether
independent members would wish to take up such a role limited to just the
appointment of the external auditor.

It would be important for the question of remuneration to be determined locally, in
accordance with the Members’ Allowance Regulations, having regard to the
advise of the relevant Remuneration Panel.

15. Do you think that our proposals for audit committees provide the necessary
safeguards to ensure the independence of the auditor appointment? If so, which of the
options described in paragraph 3.9 seems most appropriate and proportionate? If not,
how would you ensure independence while also ensuring a decentralised approach?

Proposed response: Elected members on audit committees are currently
independent of the Executive. The appointment of External Auditors will be from
a pre-determined short list and the proposals within the consultation are to limit
re-appointment, therefore it is not at all clear that mandatory changes to the
current constitution of the Audit Committees will add any value nor indeed further
independence.



If the desire was to enforce further independence in membership option a) ‘only
the chair and perhaps a minority of members are independent of the local public
body’ provides greatest flexibility

16. Which option do you consider would strike the best balance between a localist
approach and a robust role for the audit committee in ensuring independence of the
auditor?

Proposed response: Option 1 provides a clear remit / requirement whilst allowing
for greater local discretion

17. Are these appropriate roles and responsibilities for the Audit Committee? To what
extent should the role be specified in legislation?

Proposed response: The role should be specified as briefly and simply as
possible, in line with Option one, but with sufficient detail to allow Audit
Committees to have consistent Terms of Reference in the appointment of External
Auditors, which is the matter being addressed by this review.

18. Should the process for the appointment of an auditor be set out in a statutory code of
practice or guidance? If the latter, who should produce and maintain this?

Proposed response: Good practice guidance could be supplied by the National
Audit Office but would have to be appreciative of local procurement requirements
| regulations

19. Is this a proportionate approach to public involvement in the selection and work of
auditors?

Proposed response: Whilst transparency is essential it is questioned the added
value this will provide, however, we concur the process proposed is not overly
bureaucratic.

20. How can this process be adapted for bodies without elected members?
Proposed response: N/A

21. Which option do you consider provides a sufficient safeguard to ensure that local
public bodies appoint an auditor? How would you ensure that the audited body fulfils its
duty?

Proposed response: Options 1 and 2 could be combined as a two stage process
with a timeframe being allocated to option 1, if a public body does not appoint an
auditor within given timeframes then option 2 would be invoked.

22. Should local public bodies be under a duty to inform a body when they have
appointed an auditor, or only if they have failed to appoint an auditor by the required
date?



Proposed response: Only if they have failed to appoint an auditor
23. If notification of auditor appointment is required, which body should be notified of the
auditor appointment/failure to appoint an auditor?

Proposed response: N/A

24. Should any firm’s term of appointment be limited to a maximum of two consecutive
five-year periods?

Proposed response: Yes

25. Do the ethical standards provide sufficient safeguards for the rotation of the
engagement lead and the audit team for local public bodies? If not, what additional
safeguards are required?

Proposed response: Yes

26. Do the proposals regarding the reappointment of an audit firm strike the right
balance between allowing the auditor and audited body to build a relationship based on
trust whilst ensuring the correct degree of independence?

Proposed response: Yes

27. Do you think this proposed process provides sufficient safeguard to ensure that
auditors are not removed, or resign, without serious consideration, and to maintain

independence and audit quality? If not, what additional safeguards should be in place?

Proposed response: Yes

28. Do you think the new framework should put in place similar provision as that in place
in the Companies sector, to prevent auditors from seeking to limit their liability in an
unreasonable way?

Proposed response: Yes

Scope of audit work and the work of the auditors (consultation questions 29 — 41)

29. Which option would provide the best balance between costs for local public bodies, a
robust assessment of value for money for the local taxpayer and provides sufficient
assurance and transparency to the electorate? Are there other options?

Proposed response: Only option 1 will reduce costs. Other options will increase
or maintain costs at existing levels.

30. Do you think local public bodies should be required to set out their performance and
plans in an annual report? If so, why?

Proposed response: No, there is currently a host of financial and performance
information transparently available to the public. An annual report would further
add to the burden of reporting currently in place and indeed cost to the local
taxpayer.



31. Would an annual report be a useful basis for reporting on financial resilience,
regularity and propriety, as well as value for money, provided by local public bodies?

Proposed response: See response to 30.

32. Should the assurance provided by the auditor on the annual report be ‘limited’ or
‘reasonable’?

Proposed response: See response to 30.

33. What guidance would be required for local public bodies to produce an annual
report? Who should produce and maintain the guidance?

Proposed response: See response to 30.

34. Do these safeguards also allow the auditor to carry out a public interest report
without his independence or the quality of the public interest report being
compromised?

Proposed response: Yes

35. Do you agree that auditors appointed to a local public body should also be able to
provide additional audit-related or other services to that body?

Proposed response: Yes, subject to appropriate safeguards with regard
independence.

36. Have we identified the correct balance between safeguarding auditor
independence and increasing competition? If not, what safeguards do you think
would be appropriate?

Proposed response: Yes

37. Do you agree that it would be sensible for the auditor and the audit committee of
the local public body to be designated prescribed persons under the Public Interest
Disclosure Act? If not, who do you think would be best placed to undertake this role?

Proposed response: The proposal assumes independent members in the make
up of the Audit Committee. If this were not to be the case the designated
person may have to be considered further.

38. Do you agree that we should modernise the right to object to the accounts? If not,
why?

Proposed response: Yes, however, the cost benefit that auditors should be
brought within the remit of the Freedom of Information Act requires careful
consideration as does the potential impact on the auditor / audit body
relationship

39. Is the process set out above the most effective way for modernising the
procedures for objections to accounts? If not, what system would you introduce?

Proposed response: Yes



40. Do you think it is sensible for auditors to be brought within the remit of the
Freedom of Information Act to the extent of their functions as public office holders? If
not, why?

Proposed response: See response to question 38, however enquiries on the
financial affairs of the audited body should still be answered by that body.

41. What will be the impact on (i) the auditor/audited body relationship, and (ii) audit
fees by bringing auditors within the remit of the Freedom of Information Act (to the
extent of their functions as public office holders only)?

Proposed response: See response to question 38, potential of fees to increase
dependent on the level of FOI requests administered.

Arrangements for smaller bodies (consultation questions 42 — 50)

42. Which option provides the most proportionate approach for smaller bodies? What
could happen to the fees for smaller bodies under our proposals?

Proposed response: Whilst option 1 removes the burden of procurement and
appointment it does place a significant administrative burden on the county /
unitary authority. which is deemed inappropriate in terms of both the
additional role and also the resultant costs to the Local Authority.

Option 2 places a far greater emphasis on smaller bodies and enables them to
retain accountability for the appointment of their own independent examiner.
The logistics of smaller bodies coordinating to form joint audit committees to
provide independence in the appointment process may be challenging but that
is a matter for them to determine.

Therefore Option 2 is the most appropriate approach.

43. Do you think the county or unitary authority should have the role of commissioner
for the independent examiners for smaller bodies in their areas? Should this be the
section 151 officer, or the full council having regard to advice provided by the audit
committee? What additional costs could this mean for county or unitary authorities?

Proposed response: No there should not be a role for the Unitary Council, this
is a matter for individual ‘smaller organisations’. It would be inappropriate to
add this cost burden to the Unitary Council and therefore local tax payers. See
response to question 42. Costs could be reduced by ensuring that any new
audit framework allows local bodies, both small and large, to share contracts
for audit services where it is advantageous to do so.

44. What guidance would be required to enable county/unitary authorities to:
¢ Appoint independent examiners for the smaller bodies in their areas?
¢ Outline the annual return requirements for independent examiners?
¢ Who should produce and maintain this guidance?

Proposed response: This proposal is inappropriate, smaller local bodies
should be allowed to continue to operate in their current manner, independent
of the Unitary Council. The required guidance for smaller bodies should be set
up in a standard manner and maintained by the overall regulator (potentially
the NAO)



45. Would option 2 ensure that smaller bodies appoint an external examiner, whilst
maintaining independence in the appointment?

Proposed response: Yes - See response to question 42

46. Are there other options given the need to ensure independence in the
appointment process? How would this work where the smaller body, e.g. a port
health authority, straddles more than one county/unitary authority?

Proposed response: Option 2 ensures smaller bodies maintain current level of
independence, that should be continued complete with any required guidance
from NAO per responses to Q 42 — 45 above.

47. |s the four-level approach for the scope of the examination too complex? If so,
how would you simplify it? Should the threshold for smaller bodies be not more than
£6.5m or £500,0007? Are there other ways of dealing with small bodies, e.g. a
narrower scope of audit?

Proposed response: Four-level approach appears reasonable in line with
Option One

48. Does this provide a proportionate, but appropriate method for addressing issues
that give cause for concern in the independent examination of smaller bodies? How
would this work where the county council is not the precepting authority?

Proposed response: Yes, however, our response relates to Option one with
continued independence of smaller bodies, no additional role for the County
Council

49. Is the process set out above the most appropriate way to deal with issues raised
in relation to accounts for smaller bodies? If not, what system would you propose?

Proposed response: Yes, Option One is the most appropriate.

50. Does this provide a proportionate but appropriate system of regulation for smaller
bodies? If not, how should the audit for this market be regulated?

Proposed response: Yes, Option One achieves this.



