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This report makes the following recommendations to the final decision-maker: 
 

1. That the Audit & Governance Committee notes the latest and further information on 
the external auditor appointment. 

 

  

This report relates to the following Five Year Plan Key Objectives: 

 A Prosperous Borough 

 A Green Borough 

 A Confident Borough 

 

This report concerns the internal control and governance of the Council, underpinning all 
corporate priorities. 

  

Timetable  

Meeting Date 

Audit & Governance Committee 20 September 2016 

(Timetable from here may vary due to timing of PSAA’s offer)  

Audit & Governance Committee 

(If received, to recommend to Full Council whether to opt-in) 

5 December 2016 

Full Council 

(formal response to PSAA on whether to opt in) 

7 December 2016 



 

External Auditor Procurement 
 

 
1. PURPOSE OF REPORT AND EXECUTIVE SUMMARY 
 
1.1 To give an outline to the Committee on the Council’s alternatives for external 

audit appointment. 

1.2 The Council’s engagement with its External Auditor is due to expire, and it will 
need to appoint a new auditor before 31 December 2017.  The new auditor will 
take on responsibility for examining the 2018/19 financial statements and 
deliver their first opinion in July 2019. 

1.3 This paper follows a previous paper to this Committee on 26 July 2016 
outlining the alternatives open.  Rather than repeat that detail, this paper 
focuses on the specific information sought by members to shape further 
discussion and updated information received in the last two months. 

 

 
2. INTRODUCTION AND BACKGROUND 
 
2.1 The Committee sought three specific extra pieces of information during its 

discussion on possible routes for external auditor appointment: 

 Likely costs of an individual procurement;  

 Attitude of neighbouring and other authorities towards the procurement 
routes;  

 Experience of the NHS in auditor selection.  

2.2 This report has been formed on the basis of further research on each area and 
aims to help members in discussing the topic.  One important condition 
remains: the power for local authorities to select their own auditors is new, and 
untested.  Therefore, this report involves speculation and interpretation of 
legislation and guidelines not shaped by precedent. 

2.3 The report also contains a brief update and clarification as events have moved 
forward since July. 

 

3. AVAILABLE OPTIONS 
 
3.1 The three alternatives available to councils remain: 

 Directly appointing auditors based on its own Auditor Panel’s 

recommendation; 



 

 Directly appointing auditors based on a joint Auditor Panel’s 

recommendation; and 

 Handing the appointment decision and contract management over to an 

Appointed Person (the “Sector-Led Body”). 

3.2 The July report noted other Appointed Persons could come forward apart from 

Public Sector Audit Appointments Limited (PSAA). There remains no sign of 

any other body considering putting itself to the Secretary of State for approval 

and, given the timescales, little reasonable possibility of an alternative body 

emerging.  Therefore the Council should continue the understanding that 

opting in to PSAA’s proposal will be the sector-led approach. 

Updates since July 

3.3 PSAA have provided a frequently asked questions (FAQ) document on the 

main principles of the sector-led approach.  This is attached at Appendix A.  

The timetable for Tunbridge Wells on page one of this report follows the 

timetable suggested by PSAA. 

Procurement Costs 

3.4 There are limited cash costs to the Council undertaking the procurement 

alone. The Council must advertise, both for independent members of the 

Auditor Panel and for the audit contract itself, but in both cases the Council 

would access online advertising meeting demands without incurring cost. 

3.5 Regulations demand Auditor Panel members have their reasonable expenses 

met, but councils must decide when drawing up the job descriptions whether 

and how much to pay members.  This decision, multiplied by the number of 

independent Panel members needed (a minimum of two) represents the only 

cash cost of this procurement route.  As the Panel has continuing 

responsibilities beyond procurement these costs would recur. 

3.6 The more significant cost will be officer time.  This is a new power and one 

with little chance to draw on expertise from other authorities.  As a result, 

documentation such as the invitation to tender, criteria selection, evaluation 

scoring and final letter of engagement must be locally created or adapted from 

non-local government sources.  Although the Council could achieve this task 

based on officers’ expertise, it will be time-consuming.  An early estimate, 

considering audit, legal and finance time needed, is around 10-15 days. 

  



 

Attitude of other authorities 

3.7 The July report cited data from PSAA suggesting upwards of 200 authorities 

were potentially considering opting in to the sector-led body.  At the time, we 

speculated that this information drew from an LGA survey with a low response 

rate so undertook to complete more research into how other authorities 

intended to appoint their auditors. 

3.8 The research included consultation with CIPFA (who wrote the guidance on 

Auditor Panels and offered training earlier this year), local and regional internal 

auditor networks and a (brief) examination of audit committee minutes from all 

354 English local authorities. 

3.9 The conclusion is that it has not been possible to identify a single other 

authority openly considering or taking steps toward creating an Auditor Panel.  

Every authority having expressed a view has favoured the sector-led 

approach, with several audit committees having already recommended ahead 

of receiving PSAA’s formal offer. 

3.10 The table below summarises the position among Kent authorities, as 

explained by minutes of their audit committees (or equivalent). 

Authority Meeting Conclusion 

Ashford BC 16 Jun Recommended Sector-Led Body 

Canterbury CC 10 Mar No recommendation but asked for further 

details on Joint Panel and Sector-Led Body 

Dartford BC 29 Jun Noted, no preferences expressed 

Dover DC 3 Dec Recommended Sector-Led Body 

Gravesham BC 16 Jun No recommendation but preferred Sector-Led 

Body (Local Panel also discussed) 

Kent CC 21 Jul Recommended Sector-Led Body 

Maidstone BC  No public discussion identified 

Medway UA  No public discussion identified 

Sevenoaks DC 15 Mar Expressed interest in Sector-Led Body 

Shepway DC 29 Jun Recommended Sector-Led Body 

Swale BC 8 Jun No recommendation but asked for further 

details on Joint Panel and Sector-Led Body 

Thanet DC 9 Dec Noted, no preferences expressed 

Tonbridge & 

Malling BC 

5 Apr Recommended Sector-Led Body 

 

  



 

NHS Experience 

3.11 The Government created Foundation Trusts (FT) as semi-autonomous units 

within the National Health Service in the Health and Social Care (Community 

Health and Standards) Act 2003.  The Act allowed Health Trusts to seek 

approval from a newly created regulator – Monitor – to work with less 

oversight from central NHS control.  Among the added freedoms given to 

Foundation Trusts is the ability to choose their own external auditor rather 

than have one appointed in arrangements similar to local government. 

3.12 So far, 152 Trusts have successfully gained Foundation status.  One key 

governance change for Foundation Trusts is setting up Governors, individuals 

elected or selected to represent various interest groups in the community 

including patients and employees.  Selecting an external auditor is a matter for 

these Governors rather than the executive or non-executive members of the 

Trust’s Board, although board members typically advise Governors and 

manage any procurement. Foundation Trusts need not to seek a change in 

auditors; board members are free to recommend to Governors that existing 

arrangements continue. 

3.13 It is also an important caution that the responsibilities of auditors vary for 

Foundation Trusts.  The Foundation Trust accounts are much closer in form to 

company accounts and so, typically, ask less of an auditor. This reduced 

demand and scope is reflected in the fee.  An equivalent change will not occur 

in local government, where the National Audit Office sets the same demands 

of auditors regardless of their appointment method. 

3.14 In this review the annual reports of the five Foundation Trusts approved 

between 1 April 2012 and 31 October 2014 were examined.  This period was 

chosen to provide enough post-conversion analysis to see if the pattern of fee 

changes continued while being recent enough that historical records from 

before change-over are still online. 

Details of the five Trusts are below: 

Trust Type Date Approved Operating 
Expenses 
15/16 

Net Assets 
15/16 

Great Ormond 
Street 

Specialist 
Teaching Acute 

1 April 2012 £403m £496m 

Royal Free Teaching Acute 1 April 2012 £1,015m £558m 

West Midlands Ambulance 1 January 2013 £231m £52m 

Kingston Acute 1 May 2013 £241m £94m 

West Sussex Teaching Acute 1 July 2013 £418m £248m 

 
Four of the five Trusts changed their external auditor during the review period (3 years 

approval, 3 years post-approval) 



 

Trust Auditors (pre-FT) Auditors (as-FT) Last 
Tendered 

Great Ormond 
Street 

Deloitte Deloitte 2013 

Royal Free Audit Commission Grant Thornton (until 2013) 
PWC (from 2013) 

2013 

West Midlands Audit Commission (until 2012) 
Grant Thornton (from 2012) 

Grant Thornton (2012) 
KPMG (from 2013) 

2013 

Kingston Audit Commission (until 2012) 
Grant Thornton (from 2012) 

Grant Thornton Unknown 

West Sussex 
 

Audit Commission (until 2012) 
Ernst & Young (from 2012) 

Ernst & Young 2014 

 

3.15 The table below shows changes to audit fees over this period. Note the 

amounts below are purely for the statutory audit, so do not cover any extra 

fees that Trusts paid to their auditors for additional work.  Those extra fees can 

be significant, especially around the time of change-over (for instance, Royal 

Free extra fees topped £100k). 

Trust FT -3yrs FT -2yrs FT -1yr FT FT +1yr FT +2yrs 

Great Orm £150k £160k £170k £116k £116k £100k 

Royal Free £141k £190k £200k £107k £123k £134k 

West Mids 127k £115k £115k £57k £57k £57k 

Kingston £94k £128k £102k £48k £64k £48k 

West Sus £191k £192k £162k £114k £72k £80k 

 

3.16 When examined as an index (with FT-3 as the base year) the change in fees 

for each Trust is as the chart below. For comparison, the chart also includes 

an index of changes to TWBC audit fees over the past six years. 
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3.17 Tunbridge Wells’ external audit fees have fallen as far and as fast largely in 

parallel with Trusts moving to Foundation Status.  One explanation could be 

that public audit fees had been historically high and spent the past few years 

unwinding.  That unwinding prompted by, in health, Trusts moving to select 

their own auditors and in local government by new contracts following abolition 

of the Audit Commission.  On that analysis, one may argue there is little scope 

for further fall in local government audit fees whatever route to procurement an 

authority undertakes.  Those FTs who re-tendered after approval (so 

unaffected by change in audit scope) saw no significant further saving. 

3.18 Whether procurement route does make a difference to audit fees in local 

government will only become clear once the new arrangements are in place 

from late-2017 onwards.  There are several reasons which might influence 

audit fees including the firm’s bid costs, location, timing, expertise needed, 

current and future risk and so on.  How these causes play out in commercial 

decisions of auditors invited to bid for one of PSAA’s national contracts as 

against a local arrangement is a matter for conjecture. 

 

 
4 PREFERRED OPTION AND REASONS FOR RECOMMENDATIONS 

 
4.1 No decision is required now; we present this report for information.  The final 

decision on which route to take must be by the Full Council.  This includes a 
decision, following invitation, on whether or not to opt into any arrangements 
proposed by a sector-led body. 

 
4.2 As proposed in the timetable above, a further report will be brought forward 

once PSAA’s offer is known in detail.  At that time this Committee will be 
asked for a recommendation to Full Council on whether or not to accept 
PSAA’s offer. 

 

 
5 CONSULTATION RESULTS AND PREVIOUS COMMITTEE FEEDBACK 
 
5.1 This paper draws on feedback from the initial discussion in July 2016, 

providing further information to members to help inform a recommendation to 
Full Council. 
  



 

6 CROSS-CUTTING ISSUES AND IMPLICATIONS 
 

Issue Implications Sign-off 

(name of officer 
and date) 

Legal including 
Human Rights Act 

The report is presented for information rather than 
decision and so presents no cross-cutting issues 
or implications at present. 

Rich Clarke 

 

Head of Audit 
Partnership 

 

September 2016 

Finance and other 
resources 

 

Staffing 
establishment 

 

Risk management    

Environment  
and sustainability 

 

Community safety  

Health and Safety  

Health and 
wellbeing 

 

Equalities  

 

7 REPORT APPENDICES 
 

Appendix A: Frequently Asked Questions on the role and approach of the Sector Led Body, 
published by PSAA in August 2016. 

 

 
8 BACKGROUND PAPERS  
 
Local Audit and Accountability Act 2014 
Local Audit (Auditor Panel) Regulations 2014 
Local Audit (Appointing Persons) Regulations 2015 
Further details on Auditor Panels are included in CIPFA’s comprehensive guide produced 
with CLG and available for free download here. 
 
 

http://www.legislation.gov.uk/ukpga/2014/2/contents
http://www.legislation.gov.uk/uksi/2014/3224/contents/made
http://www.legislation.gov.uk/uksi/2015/192/contents/made
http://www.cipfa.org/policy-and-guidance/publications/g/guide-to-auditor-panels-pdf

