
 

 

 

AUDIT SCRUTINY COMMITTEE 
 

CHAIRMAN:  Cllr Chris Clarance 

 

 

DATE: 
 

15 December 2016 

REPORT OF: Audit Manager 
 

SUBJECT: Appointment of External Auditor  
 

PART I 
  

 
RECOMMENDATION 
 
To recommend that the Council accepts Public Sector Audit Appointments’ 
(PSAA) invitation to “opt in” to this sector led option for the appointment of 
external auditors for up to five financial years commencing 1 April 2018. 
 
1. PURPOSE 
 

1.1 This report summarises the changes to the arrangements for 
appointing the Council’s external auditors following the closure of the 
Audit Commission and the ending of the transitional arrangements 
which will expire after the external audit for 2017/18 has been 
completed. 
 

1.2 Members’ approval is sought to enable the Council to “opt in” to the 
national framework for appointment of external auditors which is to be 
led by PSAA.    

 
2. BACKGROUND 

 
2.1 External auditors are an important component in the stewardship of 

public funds, providing effective accountability and promoting good 
governance.    

 
2.2 Before its closure in March 2015 the Audit Commission used to 

manage the procurement and appointment of external auditors to all 
Local Government and NHS organisations.    

 
2.3 The Local Audit and Accountability Act 2014 (the Act) brought the Audit 

Commission to a close, and established transitional arrangements for 
the appointment of external auditors and the setting of audit fees while 
all parties prepared for the change.    These transitional arrangements 
will end on 31 March 2018 and Councils must now move to locally 
appoint their auditor. 



 

 

2.4 Teignbridge’s current external auditors, Grant Thornton, were originally 
appointed under a contract let by the Audit Commission.  This contract 
was subsequently managed by PSAA when PSAA were appointed by 
the Secretary of State for Communities and Local Government as the 
transitional body.  PSAA have now been approved as the “appointing 
person” for future procurement of auditors under a national framework. 

 
2.5 Councils’ current audit contracts are based on discounted rates offered 

by firms in return for substantial market share. As the contracts covered 
both NHS and local government bodies, significant economies of scale 
were achieved.  Teignbridge’s current external audit fee is £54,000. 

 
2.6 The scope of future audits will still be specified nationally, with the 

National Audit Office (NAO) responsible for writing the Code of Audit 
Practice which must be followed by all firms appointed to carry out the 
Council’s audit. Bidders will have to demonstrate that they have the 
required skills and experience so it is unlikely that small, independent 
audit firms will be eligible. 

 
2.7 In response to a consultation on the new arrangements, the LGA 

successfully lobbied for Councils to be able to “opt in” to a national 
Sector Led Body (SLB) appointed by the Secretary of State under the 
Act. A SLB has the ability to negotiate contracts with the firms 
nationally, maximising opportunities for the most economic and efficient 
approach to procurement of external audit on behalf of the whole 
sector.    The SLB is also referred to as an “appointing person” under 
the Act.  

 
2.8 In July 2016 the Secretary of State for Communities and Local 

Government approved PSAA as an “appointing person”, meaning that 
PSAA will be able to appoint and auditor to authorities that choose to 
opt in to its national collective scheme.  PSAA’s prospectus showing 
how it intends to operate its scheme can be found here. 
http://www.psaa.co.uk/supporting-the-transition/appointing-person/  

 
2.9 The Audit Scrutiny Committee received a report at its meeting on 21 

July which outlined the new requirements, together with the three 
options available to the Council for local appointment.   These included: 

 

 making a stand-alone appointment with own Auditor Panel; 

 setting up a joint Auditor Panel and local joint procurement with 
other Councils; or  

 opting in to a national framework / sector led approach (i.e. 
PSAA). 

 
  

http://www.psaa.co.uk/supporting-the-transition/appointing-person/
http://www.psaa.co.uk/supporting-the-transition/appointing-person/


 

 

2.10 Further details on the options are as follows: 
 

Option 1: Undertake a Stand Alone Procurement 
 

2.11 In order to make a stand alone appointment, the Council would need to 
set up and maintain an Auditor Panel.  The majority of the panel 
members must be independent appointees, which precludes current 
and former elected members (or officers) and their close families and 
friends.    The Panel role cannot, therefore, be performed by the Audit 
Scrutiny Committee. The Auditor Panel selects the external auditor and 
awards the contract.    

 
2.12 Although this option would allow the Council to take maximum 

advantage of the new local appointment regime, there are some 
drawbacks: 

  
Disadvantages / Risks 
 
2.13 Recruitment and servicing of the Auditor Panel, running the bidding 

exercise and negotiating the contract is estimated by the LGA to cost in 
the order of £15,000 plus ongoing expenses and allowances. 

 
2.14 The Council would not be able to take advantage of reduced fees that 

may be available through joint or national procurement contracts. 
 
2.15 The assessment of bids and decision on awarding the contract would 

be made by independent appointees and not solely by elected 
members. 

 
Option 2: Set up a Joint Auditor Panel / Local Joint Procurement 
Arrangement 
 
2.16 The Act enables the Council to join with other authorities to establish a 

joint auditor panel.  Again, this would need to be constituted of a 
majority of independent appointees.   The advantages of this approach 
would be shared costs of the panel and procurement exercise, as well 
as greater opportunity for negotiating economies of scale.    

 
 Disadvantages / Risks 
 
2.17 The Council is further removed from local input as each participant may 

only have one elected Member representing each Council on the panel. 
 
2.18 The choice of auditor could be complicated if independence issues 

prevented the chosen auditor operating in a Council to which it 
provides consultancy or advisory services.  Should this occur, the 
Council may still need to make a separate procurement with all the 
associated costs and loss of economies possible through the joint 
approach. 

 



 

 

Option 3: Opt in to the Sector Led Body – PSAA 
 
2.19 As explained in 2.6 and 2.7 above, PSAA are the national sector led 

body appointed by the Secretary of State.   PSAA has the ability to 
negotiate contracts with firms nationally, maximising the opportunities 
for the most economic and efficient approach to procurement of 
external audit on behalf of the whole sector.   

 
Other advantages include: 

 

 The costs of setting up appointment arrangements and negotiating 
fees are shared across all opt in authorities. 
 

 By offering large contract values it should bring economies of scale 
with firms able to offer better rates and lower fees than are likely to 
result from local negotiation.   

 

 PSAA will ensure appointed auditors are suitably qualified and 
registered, and expects to be able to manage the appointments to 
allow for appropriate groupings and clusters where audited bodies 
work together.   This is especially relevant to Teignbridge due to 
our joint working with neighbouring authorities. 

 

 Any conflicts at individual authorities will be managed by PSAA 
who will have a number of contracted firms to call upon. 

 

 PSAA will monitor contract delivery and ensure compliance with 
contractual, audit quality, and independence requirements. 

 

 PSAA is able to act in the collective interests of opted in authorities.  
Their prospectus pledges significant financial benefits to 
participants. 

 
Disadvantages / Risks 
 

2.20 Individual elected Members have less opportunity for direct 
involvement other than through the LGA and / or stakeholder 
representatives.  PSAA will, however, consult with authorities on 
auditor appointments, giving the Council the opportunity to influence 
which auditor is appointed. 

 
2.21 Councils need to commit before final contract prices are known. 

 
3. THE WAY FORWARD 
 

3.1 In considering the options, we must firstly rule out Option 2 (joint local 
appointment) as almost all Councils Devon-wide are opting into the 
PSAA approach, which leaves little or no scope for joint arrangements. 

 



 

 

3.2 Currently there are only nine providers that are eligible to audit local 
authorities, all of these being firms with a national presence.   This 
means that a local procurement exercise would most likely seek 
tenders from the same firms that the PSAA will be dealing with, plus it 
would incur the costs in time and resources for the requisite Auditor 
Panel. 

 
3.3 The primary aim of the PSAA procurement strategy is to secure high 

quality audit services at the most competitive prices and to maximise 
the value for opted-in local government bodies.    Best value for 
Teignbridge is therefore most likely to be achieved through joining the 
PSAA approach as opposed to going it alone. 

 
4. FINANCIAL IMPLICATIONS 
 

4.1 The current cost of Teignbridge’s external audit is £54,000.   Until the 
procurement takes place we will not know what audit fees will apply, as 
the costs will depend on the proposals from the participating firms. 

 
4.2 Nationally, the LGA states that the present joint commissioning 

arrangements have achieved reductions in auditor fees in the region of 
50% and this was certainly the case for Teignbridge.   Opting in to the 
sector-led national approach would therefore seem a logical way of 
maintaining the collective purchasing power that a national framework 
would provide. 

 
4.3 PSAA’s costs for setting up and managing the scheme will need to be 

included in the audit fees charged.  They are a not-for-profit company 
and have pledged minimise the scheme management costs, returning 
any surpluses to opted-in scheme members.   

 
4.4 By using PSAA Teignbridge will avoid the costs of running its own 

procurement, setting up and maintaining an independent auditor panel, 
and management of the audit contract. 

 
4.5 Certification of the Housing Benefit subsidy claim does not fall within 

PSAA’s remit.  Any certification work required by grant paying 
government departments will need to be undertaken using a tripartite 
agreement between the audited body, an audit firm and the grant 
paying body, under instructions prepared by the grant paying body.  
The Department for Work and Pensions is developing its arrangements 
for subsidy claim certification from 2018/19 on this basis. Local 
authorities will appoint an auditor for this certification work (for which an 
auditor panel is not required) and may choose to use the same auditor 
appointed by PSAA for the audit of the accounts, if they are opted-in 
bodies. The current annual certification fee is £7,500. 

 
  



 

 

5. RISK MANAGEMENT 
 

The main risks are that the Council fails to appoint an auditor in line with the 
new legislation or does not achieve value for money in the appointment 
process.  These risks are considered to be best mitigated by opting into the 
sector led approach by PSAA. 

 
6. TIMESCALE 
 

6.1 PSAA have sent a formal invitation to opt in to their arrangement which 
requires acceptance by 7 March 2017. 

 
6.2 The decision to opt in to this approach must be made by the Members 

of the authority meeting as a whole – i.e. Full Council. 
 
6.3 PSAA will commence the formal procurement process from March 

2017.  It expects to award contracts in summer 2017 and consult with 
authorities on the appointment of auditors so that it can make an 
appointment by the statutory deadline of December 2017. 

 
7. RECOMMENDATION 
 

That the Audit Scrutiny Committee recommends that the Council opts into the 
LGA established sector-led body – Public Sector Audit Appointments Ltd. for 
external auditor appointments from 1 April 2018. 

 
 
 
Sue Heath – Audit Manager  

 

Wards affected N/A 

Contact for any more information Sue Heath – Audit Manager – 01626 215258 

Background Papers (For Part I reports only) Local Audit and Accountability Act. 
PSAA Prospectus and invitation. 

In Forward Plan N 

In Audit Scrutiny Work Programme Y 

 


