Blaby District Council

Audit & Corporate Governance Committee

Date of Meeting 17 April 2023

Title of Report Local Audit Delays

Report Author Finance Group Manager

1. What is this report about?

1.1 To provide members with an update on progress towards the audit of the
Council’s annual accounts, and actions that are being taken at a national level
to improve the picture in terms of local audit provision.

2. Recommendation(s)

2.1 That the Audit and Corporate Governance Committee note the impact of
local audit delays and expected outcomes of the Redmond Review.

3. Reason for Decision(s) Recommended

3.1 To ensure that the Audit and Corporate Governance Committee is appraised
of the latest position regarding the audit of accounts and likely implications
arising from the Redmond Review.

4. Matters to consider

4.1 Background

Members will be aware of the significant delays that have been experienced
nationally over the past three years in terms of the audit of local government
accounts.

The last financial year that the publication deadline was met was 2018/19,
when the audited accounts were signed off and published by 315t July 2019,
in accordance with the prevailing requirements of the Accounts and Audit
Regulations. The accounts for each subsequent financial year have been
subject to protracted delays.

e 2019/20 Accounts — delays exacerbated by the Covid-19 pandemic and
extended publication deadlines were granted via the Accounts and Audit
Regulations. Unaudited accounts were permitted to be published by 31t
August 2020 instead of 315t May — this deadline was met by officers. The
deadline for publication of the audited accounts was moved back to 30t
November 2020 from 315t July. However, despite a near-final set of




4.2

accounts being brought to this Committee in February 2021, ultimately
the accounts were not signed off until August 2021.

2020/21 Accounts — the extended publication deadlines were 315t July
2021 for unaudited accounts (met), and 30" November 2021 for audited
accounts. Only 12% of local authorities’ accounts were published by the
November deadline and Blaby’s, along with many others, have still not
been concluded. The Executive Director (Section 151) and Finance
Group Manager met with the Council’s auditors, EY, in March to try again
to expedite the conclusion of the audit. The audit files are currently in the
process of being reviewed by the Audit Manager and Partner, and the
latest expectation is that the accounts will be signed off in early May
2023. This is clearly very disappointing, now being more than two years
since the balance sheet date, but at the time of writing there are no
adjustments of a material nature that will affect the substance of the
accounts.

2021/22 Accounts — the publication deadlines were the same as for
2020/21. Blaby met the requirement to publish the unaudited accounts by
315t July but due to the delays in auditing the 2020/21 accounts, the audit
for 2021/22 will not commence until July 2023 at the earliest.

2022/23 Accounts — the Accounts and Audit (Amendment) Regulations
2021 brought the publication deadlines forward to 315 May and 30%
September for unaudited accounts and audited accounts respectively.
The closedown of the 2022/23 accounts is underway and is timetabled to
achieve the May deadline. However, EY have already made it clear that
they will not commence the audit for 2022/23 until June/July 2024, so
there is no immediate end in sight to the audit delays.

The Redmond Review

In July 2019, Department for Levelling Up, Housing and Communities’
(DLUHC) predecessor, MHCLG, commissioned a review of the
arrangements in place to support the transparency and quality of local
authority financial reporting and external audit including those introduced by
the Local Audit and Accountability Act 2014. Sir Tony Redmond was
appointed to undertake the review due to his experience in the Local
Government sector and former role as President of the Chartered Institute of
Public Finance and Accountancy (CIPFA).

The Redmond Review highlighted three key problems:

Current local audit arrangements do not meet the policy objectives
underpinning the Local Audit and Accountability Act 2014. In particular,
weaknesses were highlighted in the functioning and value of local audit,
the timeliness of its findings and how these are considered and managed
by local authorities. This is very pertinent for Blaby in terms of the audit
delays because they have led to uncertainty over the exact resources
available to Members when making financial planning decisions. Whilst



Blaby has a strong track record in delivering its financial accounts in a
timely fashion, until the audit has been concluded there is always the risk
that late adjustments may be required that impact on the availability of
reserves.

e The Redmond Review commented upon how local audit is an
unattractive market within which audit firms and individual auditors must
operate. This could ultimately lead to some audit firms withdrawing from
the market. Again, this holds true in Blaby’s experience where its
external auditor, EY, have struggled to recruit enough adequately
qualified auditors to fulfil their contractual obligations.

e The introduction of a localised audit framework in the Local Audit and
Accountability Act 2014 led to roles and responsibilities for local audit
being spread across multiple organisations, following the abolition of the
Audit Commission. This was seen as a contributing factor in making the
resolution of weaknesses in the system more challenging.

The Redmond Review made several recommendations, the main outcomes
of which will be:

¢ Increased audit fees to enable adequate resources to be deployed to
meet local audit requirements. This has been highlighted to Audit and
Corporate Governance Committee at a previous meeting where it was
disclosed that fees can be expected to rise by around 150% from
2023/24 onwards, under the new local audit contracts. This increase has
been allowed for within the Council’s 2023/24 budget and, whilst some
new burdens funding is expected to be forthcoming, it is unlikely to meet
the full additional cost.

e The deadline for publishing local authority audited accounts has been
revised to 30" September until 2027/28 although, as stated above, this
deadline will not be achieved for 2022/23.

e A new regulator, the Audit Reporting and Governance Authority (ARGA)
will act as the system leader for local audit, effectively performing the role
once undertaken by the Audit Commission. Until the ARGA is
established through legislation, the Financial Reporting Council (FRC)
will assume the role of shadow system leader.

e Legislation will be put in place to make it a statutory requirement to
submit an annual report to Full Council and to have an Audit Committee
with at least one independent member (as described in the Shared
Service Audit Manager’s report elsewhere on this agenda).

e Updated guidance and amended regulations requiring the external
auditor to present an Annual Audit Report to the first full Council meeting
after 30" September each year, irrespective of whether the accounts
have been certified.



DLUHC has written to local authorities and local audit firms in March, setting
out their progress towards establishing the new system leader and also
stating their concerns over the ongoing audit delays.

The FRC has appointed a Director of Local Audit and a new local audit unit
has been established to spearhead the FRC'’s role as shadow system
leader. Shadow arrangements are expected to commence in the coming
months although no firm deadline has been given.

DLUHC has stated that it is incumbent on the Chief Financial Officer to
report to the Chief Executive, and Audit Committee if there are any concerns
over the capacity, capability, and ability to deliver high quality draft financial
statements by the statutory deadline. As mentioned in paragraph 4.1, Blaby
has continued to meet the statutory deadline for publishing its unaudited
accounts in every year but the year of the pandemic, when the deadline was
relaxed. There is no doubt that it will be challenging to revert to the earlier
deadline of 315t May, but the Finance team is committed to meeting that
deadline despite having to also manage the demands of earlier outstanding
audits.

A copy of DLUHC'’s letter is attached at Appendix A to this report.

5. What will it cost and are there opportunities for savings?

5.1 There are no direct financial implications arising from this report, although
audit fees are expected to rise by around 50% under the contracts effective
from 15t April 2023.The sum of £175,000 has been allowed within the
2023/24 budget. DLUHC has declared its intention to make new burdens
funding available but final details have not yet been shared, and the funding
will not fully cover the additional cost of audit.

6. What are the risks and how can they be reduced?

6.1 To follow

Current Risk Actions to reduce the risks

That the additional burdens placed | This will be kept under review and reflected

on the Council by the increase in in the annual budget process and MTFS

the audit fees and reporting projections.

requirements will not be covered by
additional funding.

The Council will find difficulty in Working Group to be established as
recruiting a suitably experienced outlined in the report of the Shared Service
independent member to sit on the Audit Manager's report on this agenda.

Audit and Standards Committee.

That the deadline for publication of | A detailed timetable is in place covering all
the unaudited accounts is not met. elements of work required to close the




accounts. Experienced and committed team
of Finance officers. Weekly team meetings
to monitor progress.

7.1

8.1

9.1

10.

11.

Other options considered

None.

Other significant issues

In preparing this report, the author has considered issues related to Human
Rights, Legal Matters, Human Resources, Equalities, Public Health
Inequalities, and Climate Local and there are no areas of concern.

Appendix

Appendix A — DLUHC letter to local authorities and local audit firms.
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