Future arrangements for Audit Commission activity – LGA Evidence
A. The Local Government Association

The Local Government Association: The Local Government Association is the single voice for local government. As a voluntary membership body, funded almost entirely by the subscriptions of our 422 member authorities in England and Wales, we lobby and campaign for changes in policy and legislation on behalf of our member councils and the people and communities they serve. We work with and on behalf of our membership to deliver our shared vision of an independent and confident local government sector, where local priorities drive public service improvement in every city, town and village and every councillor acts as a champion for their ward and for the people they represent. www.local.gov.uk/association
The Local Government Group is made up of six organisations that work together to support, promote and improve local government:
· Local Government Leadership;
· Local Government Association;
· Local Government Improvement and Development;
· Local Government Employers;
· Local Government Regulation; and
· Local Partnerships.
	Summary of key points

· Future arrangements for the Audit Commission’s activities need to be set within the context of the Coalition Government’s approach to transparency and stronger local, rather than national, accountability.
· External audit makes an important contribution to the stewardship of public resources and the corporate governance of public services, but the current arrangements are not without the need for improvement.
· Local people and communities should be the primary audience for audit and a simpler and more easily understandable framework for published accounts is required.
· We welcome the proposals for councils to appoint their own auditors. 
· We fully acknowledge the need for appropriate safeguards to preserve the independence of audit and ensure public trust in the process and outcomes is not jeopardised. But at the same time we need to avoid the possibility that the new approach to audit becomes over regulated and prescribed through Government guidance.
· The scope of audit should in future be more tightly focussed around the accuracy of the financial statements and issues of probity (that the authority’s financial activities are materially free from fraud and corruption).
· The current approach to grant certification is expensive and unnecessary. This spending should be audited through the annual audit.
· There is no need to vest the Commission’s existing inspection powers in another body such as the National Audit Office.
· New arrangements need to be put in place – with the LG Group – to ensure the potential burden of remaining inspection activity on individual councils is managed effectively.
· There is an opportunity to secure improvements in the current approach to value for money studies.



B. Context and Introductory remarks

The Committee’s inquiry comes at an important stage in the Government’s fundamental reshaping of the current performance management framework and any consideration of the future arrangements for the Commission’s activities needs to be seen in that context.

As the Government seeks to replace the current top down performance regime with stronger mechanisms for local accountability it has abolished Public Service Agreements, announced an end to the National Indicator set, announced that Local Area Agreements will not be renewed, brought the Comprehensive Area Assessment (CAA) to an end and, along with the Audit Commission, announced that the Government Offices for the Regions will also be abolished. 
We have welcomed this scaling back and refocusing of the current performance framework – much of which we have lobbied for, most recently through our “Freedom to Lead” campaign. It has provided us with the opportunity, working with councils, to develop a new approach to sector self-regulation and improvement which builds on what we have learnt about driving sustainable improvement across the sector.  We are convinced that any new approach to assessment and inspection must be ‘owned’ by councils and be based on a coherent set of principles and approaches that is shared by all the bodies inspecting local public services. 

The following are the key elements of our new approach.
· Councils are responsible for their own performance and improvement and will put in place their own arrangements for monitoring performance.
· Councils are accountable to local people and communities – not to central government or the inspectorates and will make the performance management information they use to manage their own performance available to the public in a format that local people can understand and use. This will enable local people to hold their council to account and compare their performance against other councils;
· The role of the LG Group is to support councils by providing a range of tools that can be used, as appropriate. These include:
· advice and guidance to strengthen community engagement

· tools to enable local people and communities to participate in regular evaluation of performance

· a stronger more flexible approach to peer review
 
· a facility to share and compare key performance information across councils and areas
· Managing the risk of failure. The Local Government Group will meet with the remaining regulators and Government to receive information about the performance of the sector from their perspective. These meetings will provide the opportunity for local government to reassure the Government that sector-led regulation and support is a much more effective way of addressing performance failures.
· Further reductions in the burden of reporting, assessment and inspection. 
· The current plethora of data returns and information requirements should be scaled back. Councils spend as much responding to Government and inspectorate requests for data as they do responding to inspection. The onus in future should be on reporting to local people.
· The approach to adult and child “safeguarding” inspections should be reformed so that they focus on outcomes not process and are risk based and proportionate.
· Statutory financial audit would continue. In this context we see an important continuing role for financial audit – providing essential assurance to local people and communities that public money is being spent properly. Audit is part of the wider governance arrangements and safeguards provided by Monitoring officers, Section 151 officers and the Annual Governance statement setting out arrangements for good governance.
C. Audit of local authority expenditure
External audit makes an important contribution to the stewardship of public resources and the corporate governance of public services. It is an essential part of the process of accountability for public money. External audit has had wide and legitimate powers to hold elected representatives to account for over a century – and arguably this becomes more important when public trust in many public institutions is in decline, when the availability of public resources is constrained, and when other elements of the performance regime are streamlined and re-focussed.

However the current arrangements are not without the need for improvement. The scope of the traditional audit function has expanded, there is little evidence that auditors’ reports currently attract much interest and attention from local people and there have been concerns about capacity around treasury management issues. At the same time the Government has announced its proposals to abolish the Audit Commission and reshape public audit. 
The audience for audit. We see audit as one of the key mechanisms providing accountability for public resources and agree with the Government that the primary audience for audit and audit reports should be local people and communities, including the voluntary sector and business community. 
However the way accounts are presented has become tightly constrained. Councils are required to prepare their financial statements in accordance with international reporting standards (IFRS) with the effect that financial statements become longer and complex. 
As the Audit Commission itself has noted: “Consequently, published financial information has become even more difficult for the general public to understand” (para20, Audit Commission draft Strategic Plan 2010).
A new simpler and more easily understandable framework for published accounts is required that better enables local people to understand the true financial health of public sector organisations and empowers them to hold those responsible to account.

The appointment of auditors. We agree with the Government’s proposals to give councils the freedom to appoint their own independent external auditors from a more competitive and open market among audit firms. This is a practical expression of the localism and devolution agenda and will additionally help drive down audit fees in an era of financial restraint. 

It also provides flexibility to consider different approaches. As well as individual appointment – which might be particularly attractive to large councils – other possibilities are opened up as detailed below.
“Area” appointments. In this scenario it might be possible to envisage the joint commissioning of a single auditor to undertake the audit work for key public sector organisations (councils and their local public sector partners) operating within a particular locality. In line with our proposals for structural reform of public finances this approach would:
· make it easier for local people to see what each organisation spends, what it is spent on, and the outcomes that result and to make their own judgements about effectiveness and value for money;
· similarly provide democratically elected politicians - national and local - with the information they need to challenge the effectiveness and value for money of all public services in an area;
· encourage places to bring together their finance functions, giving a further drive to cross organisational efficiency; and
· allow for economies of scale in the appointment process.
This could be locally designed and commissioned from the private sector.
“Class” appointments. In this scenario a class of councils e.g. shire districts could come together across a discrete geographic area – a county, a sub region, etc – to collectively commission a single auditor to undertake their audit function.
The LG Group will be ready to work with councils to help facilitate any developments along these lines.

Equally we are aware that that there is a possibility that some councils – for example small councils in remote rural areas – may be seen as commercially unattractive and find it difficult to generate enough interest amongst auditors to guarantee a competitive appointment process or could end up paying significantly higher fees than at present. As a result we are in discussion with Treasurer Societies to explore to what extent we can help safeguard value for money in the appointment process by developing framework contracts.
Safeguards: Whilst we welcome the proposed ability for councils to appoint their own auditors we fully acknowledge the need for appropriate safeguards to preserve the independence of audit and ensure public trust in the process and outcomes is not jeopardised. 

But at the same time we need to avoid the possibility that the new approach to audit becomes over regulated and prescribed through Government guidance.
We envisage a range of potential safeguards along the following lines.
· An open and transparent appointment process. The appointment of auditors would require a decision of the full council on the advice of the Section 151 Officer. Appointments could be for a specific period. The length of the appointment would need to balance the opportunity longer appointments provide to benefit from greater knowledge and understanding about organisations with the potential danger that the effectiveness of audit challenge could become blunted by familiarity.
· Open to public scrutiny. Local people should be able to object to the proposed appointment of an Auditor and lodge an objection which should be considered as part of the formal appointment process; auditors, as of now, would make the results of their audits available to the public; and local people should have the right to inspect the accounts, raise issues about them and question auditors. But future arrangements need to be set within the more recent Freedom of Information, Data Protection provisions and the Coalition Government’s proposed transparency agenda. There is an opportunity to provide local people with a simpler and more coherent set of opportunities to question and challenge.
· Public interest reports. Auditors would continue to be under a duty to undertake special investigations where concerns are raised about a council and to publish reports, if necessary making recommendations to the council, the sector, inspectorates and/or to government.
In addition the National Audit Office would retain oversight of audit across local government, including:
· responsibility for the reviewing, updating and securing parliamentary approval for the Code of Audit practice;
· ensuring the quality of auditors – including developing the criteria for the qualifications of auditors and monitoring and regulating the performance of auditors; and
· dealing with any disagreement between the council and appointed auditor.
The scope of Audit: At its heart, public audit is about providing an independent opinion on the accuracy and honesty of the accounts. But over the years the scope of audit has expanded and now includes a value for money assessment – an assessment of whether organisations have made the best use of the resources at their disposal. 
For politically-led organisations like councils there is a real concern that value-for-money assessments begin to encroach on the legitimate role of elected politicians in determining how best to use scarce resources in the interests of their communities and that there is nobody better placed – certainly not private sector auditors - to make these sorts of decisions. Moreover, by the same token, it is local electors who should be the key judges of whether democratically-elected councillors have used public sector resources to best effect.

Neither do we believe that audit should include issues of financial resilience i.e. having proper processes in place to continue to operate for the foreseeable future and manage potential financial risks and opportunities. This is an essential part of councils’ good corporate governance arrangements which they alone are responsible for and which they would test through regular self evaluation and peer challenge and the wider approach to self regulation described earlier.
For these reasons we believe the scope of audit should in future be more tightly focussed around the accuracy of the financial statements and issues of probity (that the authority’s financial activities are materially free from fraud and corruption) - but not value for money or financial resilience.
We also believe it is time to bring to an end the expensive and unnecessary grant certification work. In addition to the annual audit process some grant paying authorities ask the Audit Commission to certify that the grants paid to local authorities are applied to the purposes for which they were intended. 

The Audit Commission charged £19.6 million (2007/8), and £18.7 million (2008/09) in fees for additional certification work. We found that in 2007/08 of the 28 different types of grant claim, only in the case of one grant were the adjustments both substantial in absolute terms and in relation to the cost of the audit. The most recent figures suggest that the situation remains the same; certification of claims amounting to £45.6 billion in 2008/09 resulted in amendments in excess of £1 million in only eight cases.

Councils can be trusted to spend money for the purpose for which it is given, and the cost of providing this kind of detailed ‘assurance’ is an unnecessary luxury. We propose that all spending should be carefully audited, but should only be checked once. That audit should be the annual audit.

D. Oversight and inspection of local authority performance
Whilst the early experience of the Comprehensive Performance Assessment (CPA) certainly helped stimulate improved performance the sector has made a persuasive case that the current approach to monitoring council performance is no longer sustainable. The burden of inspection and assessment activity is simply no longer affordable and there is powerful evidence that separate uncoordinated performance regimes constrain the ability of councils and their local partners to work together effectively at local level.

Whilst the Government has recognized this and begun to dismantle many aspects of the current approach the local public service inspectorates (Audit Commission, Ofsted, CQC, and the three criminal justice inspectorates) retain independent inspection powers. The Audit Commission, for example, has wide powers to inspect under section 10 of the Local Government Act 1999, and the Local Government and Public Involvement in Health Act 2007. 
Until recently, the Audit Commission undertook service inspections (of culture, environment, housing and benefits) and crosscutting inspections (access to services, regeneration, community safety) adopting a generic framework requiring self-assessments and assuming 44 days inspectorate time. 
More recently these inspections have been replaced by a new risk-based approach where the focus of inspection and the time taken was tailored to the issue under review. Whilst this is a much more proportionate approach the actual number of remaining inspections undertaken by the Audit Commission has been relatively small and as a result we propose that there is no need to vest the Commission’s existing inspection powers in another body such as the National Audit Office. 

However we acknowledge that inspection does have a potential role to play in the new approach to sector self regulation and improvement which we set out earlier. In future inspection should:
· be reserved for high risk areas where the impact of failure is high – such as adult and child safeguarding;
· only be undertaken following discussion with the sector about the most appropriate response to poor performance; and
· only be initiated once the sector has first had a chance to provide improvement support.
One of the more valuable functions the Commission undertook in the context of the Comprehensive Area Assessment was to attempt to coordinate inspection and assessment activity across the local public service inspectorates at local level. The Commission acted as a “Gatekeeper” to manage the burden of inspection on individual councils.
Whilst the Inspectorates are under a general duty to work together there is a real danger that this “gate-keeping” function will be lost with the abolition of the Commission. 

The Local Government Group continues to receive examples from councils where multiple inspections are taking place simultaneously and requiring the input of council officers for multiple purposes and there is clearly a continuing need to manage the burden on individual councils and areas. 
As a result we therefore propose that the remaining inspectorates be required draw up a coordinated annual inspection plan for consultation with the sector through the LG Group.
E. Value for Money studies
The Commission is under a duty to undertake studies designed to help it make recommendations about economy, efficiency and effectiveness and to improve the financial and other management of local public bodies. The Commission has consulted the sector about the annual studies programme. Studies are funded through the audit and inspection fees.

We have a number of observations about the studies programme as laid out below.
· Consultation over the forward studies programme has not always felt meaningful and as a result it has not always been clear that the programme reflects the needs of the sector.
· In the same way sector involvement in individual studies has been variable – and as a result the ability of the sector to help ensure the final product is both meaningful and useful has sometimes felt constrained.
· On occasion it seems that the Commission’s apparent desire to grab headlines when launching individual studies could have distorted the overall message and jeopardized the potential uptake amongst councils.
· Finally, because implementing reports of this nature can consume significant organizational capacity, we think a more effective approach in the future would be to focus on a smaller number of high quality studies.

Whilst we understand that the Government plans to strengthen the National Audit Office's role in this area, we would like to explore an alternative approach that would: 

· involve the NAO studies focusing on improvements to the way in which money is used across the public sector as a whole; and 

· create a more locally-focused studies programme commissioned independently of the LG Group but aligned to the Group’s productivity programme, and more general improvement support and best practice activities. These studies could be funded through RSG top slice, a levy from audit fees (as at present) but collected through the NAO, or through savings accruing from the abolition of the Audit Commission.
� Peer review is the process by which councils invite a small team of members and officers drawn from other authorities (and, as appropriate, from other sectors such as health, police, voluntary and community sector) to review their leadership and corporate capacity or other element of their service provision and give constructive challenge and advice on how to further strengthen what they do. Our experience is that peer reviews are a successful improvement tool and the Local Government Group has long experience of delivering a wide variety of reviews.





