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Public Sector Auditor Appointments Action Plan in response to the Cardiff Business School report – ‘Review of lessons learned by Public Sector Audit Appointments Limited in its role as an Appointing Person 2016 – 18.’


	Lessons
	Recommendations
	PSAA response (updated April 2023)

	CFOs were generally very positive about PSAA communications. Audit Committee Chairs, on the other hand, presented a more mixed picture -some were relatively satisfied while others were less so; some felt that PSAA should communicate more directly with them while others preferred not to receive direct communications. A majority of authorities appear to have engaged with PSAA (and the LGA) and clearly felt well placed to make timely informed decisions; others were less engaged and felt that they had limited time to make important decisions.
	Direct communication and consultation with Audit Committee Chairs (and Committees) should be further developed by PSAA, and they may benefit from further sector wide programmes, ideally involving the LGA, to clarify and underpin their roles.
Consultation on the next scheme should be undertaken in good time before the end of the current scheme in 2023.
	PSAA introduced its Local Audit Quality Forum (LAQF) with the aim of communicating and consulting with key Audit Committee members, and the officers that advise and support them. PSAA will also evaluate ways to communicate directly with Audit Chairs when developing its new communications strategy.
PSAA recognises that elements of the consultation process for the latest procurement round were not ideal as they were dictated by the legislative process rather than design. As much flexibility as possible was built into the timetable. Consultation will begin in good time for the next round.
Complete – we consulted with opted-in bodies in June 2021 and reflected their feedback into our Prospectus for the 2023/24-2027/28 scheme. We surveyed current and potential suppliers to inform our thinking on the procurement strategy. We held a series of webinars for bodies and the market over a 9-month period to explain our role and detail our approach and provide Q&A opportunities.

	PSAA was very successful in attracting eligible bodies to joining the scheme for its first round of audit appointments. Our research indicates that future rounds are likely to contain further challenges, and to maintain its market share it will be increasingly important for PSAA to ensure that it meets the aspirations and requirements of eligible bodies.
	PSAA should engage on a continuous basis with eligible bodies to ensure that:

audited bodies understand what they can expect from their auditors; and
it is alerted at an early stage to any audited body concerns about their auditors.
	PSAA is committed to an on-going dialogue with its clients (individually and via groups such as Treasurers’ societies) about what they can expect from their auditors, and actively seeking feedback from both S151 officers and Audit Committee Chairs on the audit service that they receive.
PSAA will continue to communicate in other ways, including responding to consultation comments, sharing the Statement of Responsibilities, quality reporting and by participating in discussions on audit.
Ongoing – alongside our Advisory Panel which we established in 2016, we have introduced e-bulletins, webinars, use of Teams to respond to opted-in bodies’ enquiries, engaged with Treasurers’ Societies and more recently attended Audit Committee Chair Regional Fora. 
During our preparations for the next appointing period, we undertook significant comms and engagement with bodies, the market and local audit stakeholders. More recently we have commenced work to refresh our website recognising its importance as a communication tool.

	A number of aspects of the procurement including the price: quality evaluation rating and lot sizes and composition remain live issues.
	PSAA should remain open-minded about its procurement approach and use the time between now and the next procurement to conduct further research.
	PSAA will be researching options for all aspects of its approach ahead of the next procurement.
Complete – we commissioned an independent review of the sustainability of the local government audit market which informed our thinking. Stakeholders acknowledged the useful market insight provided by the review’s findings.  An example of how we updated our approach to reflect the changes in the audit world was that our second procurement moved to a quality-price evaluation basis of 80-20.

	There are significant challenges to ensuring a long term sustainable competitive and quality audit supply market including:

the lower fees, increased regulatory requirements and higher audit risks arising from local government financial challenges may discourage firms from remaining in the market (although firms stated that they are currently intending to stay in the market);
there is evidence that gaining new entrants will be challenging;
the relationship between number and size of audit firms in a market and quality and price is not clear. But there is a clear preference from CFOs for larger firms for their assumed higher quality.

Given the above factors, positive ‘market making’ action may be advisable.
	A Market Strategy should be developed in the near future setting out the best route to ensure a strong competitive supply market from 2023 (which may include more or less emphasis on different types of firms).
Following this, feasibility work can be undertaken in good time to facilitate required actions before 2023 to nurture smaller/larger non/registered firms in the market.
Dialogue with all registered firms should be maintained on a regular basis including gaining their views on how the new contracts are in practice, and what approach can be developed for the procurement of new contracts in 2023.
	PSAA recognises that maintaining a long term sustainable competitive and quality audit supply is a significant and critically important challenge and will conduct research to evaluate the options for achievement. This will include reviewing options for attracting additional firms into the market.
PSAA has regular dialogue with the current providers and will seek discussions with the other registered firms. PSAA will review the current contract with firms with a view to whether changes are appropriate for the next procurement round.
Complete – in addition to the independent research into the sustainability of the local audit market in 2019/20 we also undertook a project to explore the potential for a further procurement to attract additional audit capacity. In January 2021 we cancelled the project as market conditions for local audit had continued worsened which meant the project was very unlikely to deliver the desired outcome.
Further in our 2022 audit services procurement strategy we revised the contract significantly and amended the bidding rules to maximise the opportunity for new/returning entrants.

	There is evidence that the process of gaining agreement to fee variations or additional work may be unnecessarily protracted.
	A review should be completed to ascertain if the fee variation/additional work processes can be speeded-up.
	PSAA has reviewed the current process and is committed to a new IT system that facilitates easier submission of information, including fee variations, and quicker processing by PSAA itself. PSAA will provide training on the key aspects to enable roll-out through the firms.
Complete – in response to an exponential increase in the number of fee variations we adapted our approach within the boundaries of the statutory framework for audit fees under the Appointing Person Regulations. Our approach to processing fee variations received substantial assurance from an internal audit review in March 2023.

	In light of the concerns raised by CFOs regarding future quality standards and their views on what constitutes audit quality there is a need to engender and communicate a common understanding of audit quality.
	Further informational work with opted-in bodies is needed to ensure the requirements of auditors to apply the Code of Audit Practice, the NAO's responsibility and sovereignty in relation to the content of the Code and PSAA’s inability to alter the Code is fully understood.
A new Code of Audit Practice will need to be approved and issued by no later than April 2020. In formulating its input into the consultation on the updated code, PSAA should explore more fully some CFOs’ concerns regarding future audit quality, and the latter’s preference for a wider scope audit, identified in this report.
The LAQF should also be used as a vehicle to test further local authorities’ views on the scope of the audit, again with the aim of informing PSAA’s input into the consultation on the updated code.
	PSAA is committed to becoming more outward-facing and will actively seek opportunities to discuss its new role, and the various measures which it has put in place to strive to maintain and continuously improve audit quality.
PSAA will respond to the Code of Audit Practice consultation, and encourages audited bodies, firms and other interested parties also to do so. PSAA is aware that there is a range of views on these matters as a result of regular dialogue with various groups and individuals.
The NAO has presented at both LAQF events to-date, with the Code of Audit Practice being a key theme, and the discussions will help to inform PSAA’s response to the consultation. PSAA recognises the opportunity that the Code review provides to debate different views about audit scope, and to try to find a way forward which will best meet the needs of the sector.
Ongoing – since 2018 we have responded to many local audit related consultations. We continue to use our unique position in the local audit system to gather a holistic view on opportunities and challenges from our regular contact with both bodies and audit firms. We are an active participant in the local system and committed to supporting its return to a more stable position.

	Although it is too early in the process of results, performance and quality monitoring and reporting to evaluate, the concerns about quality raised more generally highlight the importance of the monitoring process.
	PSAA should continue to prioritise seeking feedback from local bodies on audit quality issues and further refine its approach to quality monitoring and reporting once the new system is up and running.
	PSAA has based its approach to assessing audit services quality on the Framework for Audit Quality developed by the International Audit & Assurance Standards Board (IAASB).
The three main areas auditors will be assessed on are whether they meet contractual requirements, comply with all of the relevant professional standards and guidance, and are underpinned by positive auditor-client relationships. The quality assessments will be published openly and transparently on the PSAA website. PSAA will review its approach to quality monitoring on an ongoing basis and refine it where necessary.
Complete – on our website we publish quarterly and annual quality monitoring reports which cover all three areas including the results of our independent client survey. 
We worked with FRC to design the questions used to evaluate tender quality in our 2022 audit services procurement. 
In response to feedback from bodies for strengthened contract monitoring arrangements, we reviewed our contract terms and explained these to bodies in a webinar and the slides are available on website.

	PSAA was successful in delivering the Appointing Person role during a short time scale with very efficient use of resources. Whilst the organisation had a very successful start, our findings suggest space for strengthening

Board-staff interactions and investing in ongoing dialogues with external stakeholders, including but not limited to audit suppliers.
	PSAA needs to put increased effort in building relationships with current and potential suppliers, as part of a wider package of risk mitigation strategies needed to assure a “long term competitive, sustainable market for audit services”.
The Board and new management of PSAA should ensure the effective approach to project management (including clear objectives, milestones and methods to achieve them) for the Appointing Person scheme continues to be used in the future.
The opportunity of the arrival of new management should be used to review how the Board works with the staff team to underpin the future challenging agenda.
	PSAA is committed to working with its suppliers on a partnership basis, whilst also respecting the contractual nature of the relationship. PSAA will also seek to build relationships with potential suppliers.
The PSAA Board and new management recognise the importance of the project management processes in place, and the need to ensure that they are continued. The Board/staff relationship is being reviewed with a view to ensuring that we make the most of the collective skills and knowledge, recognising the challenging agenda ahead.
Ongoing – we adopt a partnership-based approach in our work with suppliers. Examples include supplier engagement with PSAA’s Chair, commissioning an independent review of the sustainability of the local government audit market and expressing our concerns about the market in our response to the Redmond Review. 
As outlined earlier we undertook significant market engagement to inform the development of our procurement strategy. This included the creation of development lots specifically designed to provide opportunities for new entrant firms, and a range of lot sizes to better align with the capacity and appetite of potential suppliers.
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