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EXECUTIVE SUMMARY:

The purpose of this paper is to provide the Audit Committee with an update against
the provisions within the Local Audit & Accountability Act 2014 empowering local
public bodies to appoint their own auditors. The Act gained Royal Assent on 30
January 2014.

RECOMMENDATION:

1 That the Audit Committee note the update and requirements of the Local
Audit & Accountability Act 2014.
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DETAIL:

1 Introduction

1.1  In August 2010, the Secretary of State for Communities and Local
Government announced the Government’s plans to re-focus local public audit,
allowing local public bodies to appoint their own auditors, which included
safeguards to ensure the continuation of high standards, whilst ensuring that
local people would be able to hold local public bodies to account. The Local
Audit and Accountability Act 2014 (the Act) sets out the new local audit
framework which gained Royal Assent on 30 January 2014.

1.2 The Act makes it possible for the Audit Commission to close, in line with
Government expectations, on 31 March 2015. The new framework for local
public audit will commence after the Commission’s current contracts with audit
suppliers end in 2016/17, or potentially in 2019/20 if all the contracts are
extended.

2 Summary

2.1  The primary focus of the Act places a requirement on relevant authorities to
appoint an external and independent auditor on the advice of an independent
audit panel. This is further underpinned by a series of provisions to support
the abolition of the Audit Commission and subsequent transfer of powers,
including:

e The repeal of legislation under which the Audit Commission operates
(the Audit Commission Act 1998).

e A requirement for relevant authorities in England to keep accounting
records and to prepare an annual statement of accounts, which must
be audited.

e A requirement that an audit of a relevant authority (referred to in the
Act as a “local audit”) must include a value for money element.

e The creation of a regulatory framework whereby the Financial
Reporting Council and professional accountancy bodies regulate the
provision of local audit services.

e The transfer of responsibility for setting the code of audit practice and
supporting guidance to the National Audit Office.
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e The transfer of the Audit Commission’s data matching powers to the
Cabinet Office.

e Comptroller and Auditor General to enable the National Audit Office to
undertake examinations of thematic value for money issues.

The Act extends beyond solely the local appointment of auditors. Additional
provisions include:

e Powers for the Secretary of State to issue codes of practice concerning
the publication of information.

e Amends the Local Government Act 1986 to ensure that local
authorities comply with some or all of a code of recommended practice
on local authority publicity.

e Amends the council tax referendum provisions of the Local
Government Finance Act 1992 so that levies are included in a local
authority’s calculation of whether its council tax is excessive for the
purpose of determining whether it is required to hold a council tax
referendum.

¢ Allows the Secretary of State to make regulations to allow the public to
film, blog and tweet at the public meetings of local government bodies,
and to require written records to be kept of certain decisions taken by
officers of these bodies.

This paper focuses primarily on the area most pertinent to the Audit
Committee through their existing terms of reference and specifically their role
‘to approve the appointment of the Council’'s external auditor’.

Appointment of local auditor

An auditor must be appointed by 31st December in the financial year prior to
the year which will be covered by the accounts to be audited. The
appointment may last for more than one year but a new appointment must be
made at least once every five years.

Each relevant authority must have an ‘auditor panel’. The auditor panel can
be a panel appointed as such, a shared auditor panel appointed by one or
more other authorities, or an existing committee that complies with provisions
applying to auditor panels.

An auditor panel must consist of at least a majority of independent members,
and must be chaired by an independent member.

The auditor panel is in place to advise the relevant authority on maintaining an
independent relationship with its auditor and on selection and appointment of
its auditor. The Act requires the relevant authority to publish advice from its
auditor panel.
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The authority is required, on receiving a request from the auditor panel, to
provide any information held by the authority that is of relevance to the auditor
panel’'s work. The auditor panel may require a member or officer of a relevant
authority to attend a meeting of the panel to answer questions.

A relevant authority must consult its auditor panel and take its views into
account when selecting and appointing an auditor.

For local authorities operating executive arrangements the appointment of the
auditor must be undertaken by Full Council and not the Executive.

To support transparency of the appointment, the relevant authority must
publish a notice within 28 days of making the appointment that: states it has
made the appointment; the term of that appointment; who the appointed
auditor is; sets out the auditor panel’s advice; and if that advice has not been
followed, the relevant authority’s reasons for not following it.

Failure to appoint local auditor

Where a relevant authority fails to appoint an auditor, they must inform the
Secretary of State. In such an instance, the Secretary of State may either
direct the relevant authority to appoint a named auditor, or appoint an auditor
on their behalf.

To exercise these powers, the Secretary of State must inform the relevant
authority of his or her intention to do so not less than 28 days beforehand, and
must also consider any representations made by the relevant authority.
However there is provision for the Secretary of State to move more quickly,
and without considering representations, if he thinks it likely that a function
would need to be exercised by an auditor within 60 days of a direction to
appoint being given or an appointment being made.

Collective Auditor Procurement

Section 17 of the Act provides the power to make provision for certain
relevant authorities to have a local auditor appointed on their behalf by a body
specified by the Secretary of State.

The regulations fulfil the Government’s commitment to enable the
establishment of sector-led collective procurement arrangements. Under
such arrangements, authorities would be able to choose to ‘opt-in’ and have
an auditor appointed on their behalf by a specified appointing person, rather
than appoint their own auditor locally.

The regulations will set out a framework through which the Secretary of State
may specify a body set up by the sector as an appointing person, and give
them the powers and duties to operate collective procurement arrangements.
In addition, the regulations will set out the process through which authorities
may opt-in to such arrangements.
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Participation in sector-led collective procurement arrangements will be
optional. Under the proposed regulations the appointing person will be
required to issue an ‘invitation’ to audited bodies, who will choose whether to
‘opt-in’ to sector-led arrangements. The ‘invitation’ will need to set out the
proposed ‘appointing period’ for which an audited body will opt-in, and during
which the appointing person will be responsible for appointing an auditor to
any body which has opted in. Audited bodies will have at least eight weeks to
respond to the invitation. Regulations require that any decision to ‘opt-in’ to
collective procurement will need to be taken by Full Council.

Authorities that ‘opt-in’ will do so for the duration of the ‘appointing period’,
which the Government intends to limit to a maximum length of five financial
years. After the period has expired, the appointing person would be able to
begin another appointing period, but would be required to run another ‘opt-in’
process first — giving the opportunity for audited bodies to choose whether to
join sector-led arrangements for that period.

Any other audited body (for example one that initially chose not to participate
when the invitation was issued) may request to ‘opt-in”, but it will be for the
appointing person to decide if they accept or decline that request.

The Functions of an Appointing Person

The appointing person will be required to appoint an auditor to each ‘opted-in’
authority, and to do so by the 31 December of the financial year preceding the
year that the appointed auditor is to audit. Before making appointments, the
appointing person will be under a duty to consult each ‘opted-in’ body on the
proposed appointment.

The appointing person will be required to consult on and then set scales of
fees for audit, which ‘opted-in’ bodies will be required to pay. As under the
current framework, while the scale of fees would set the ‘standard’ fee for
‘opted-in’ bodies, the appointing person will be able to charge a higher or
lower fee if it appears to it that the work involved in an audit is more or less
than expected. This enables the fee to account for any additional work that
the auditor may carry out, such as considering objections or carrying out a
public interest report. ‘Opted-in’ bodies will be under a duty to provide the
appointing person with the information they need to carry out their functions,
for example to determine the final fee.

The regulations give the appointing person three further general functions.
These are to design and implement appropriate systems to:

e Oversee the ongoing independence of the auditor;

e Monitor the compliance of appointed auditor with contractual
obligations; and,

e Deal with disputes or complaints relating to audit contracts and the
carrying out of audits.
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2.23 The draft regulations also include a series of modifications to the Act, which
will apply in the case of those audited bodies that ‘opt-in’ to collective
procurement arrangements under these regulations. Most significantly, those
audited bodies that ‘opt- in’ will no longer be under a duty to have an auditor
panel.

2.24 The conditions of the draft regulations to support the collective procurement of
audit went out to consultation in June 2014, with responses required by 18
July 2014. Details from the consultation exercise have yet to be
communicated.

OTHER CONSIDERATIONS:

3 COMMUNITY STRATEGY AND PORTFOLIO PLANS (RELEVANCE TO):

3.1 External audit contributes to the Annual Governance Statement and supports
all facets of the Sustainable Community Strategy and Portfolio Plans.

4 RESOURCE IMPLICATIONS:

4.1  The establishment of an auditor panel will require reasonable expenses to be
met.

4.2  The ‘scale of fees’ should the Council ‘opt-in’ to a collective procurement are
at this stage unknown

5 RISK MANAGEMENT ISSUES

5.1  The relevant risk issues will be considered in accordance with the Council’s
risk management procedures

BACKGROUND DOCUMENTS:

Local Audit & Accountability Act 2014

APPENDICES:

None.
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