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Moderador
Notas de la presentación
Good morning. My name is Mick Waite and I am a District Auditor, employed by the Audit Commission to audit the accounts of local authorities in England. 

I am going to give you an oversight of what is involved in the audit of local authorities’ accounts. I will take you through the main elements of the audit, provide you with some information about the amount of time that an audit takes and when we spend the time on the audits.  

I then want to spend a bit of time to tell you something of our interesting history and how that has influenced the broad remit that we currently have. Perhaps most interesting will be some examples of work where the auditor has intervened in local authorities to look after the interests of local taxpayers.

I will finish by telling you about the UK government's current plans for our future and for the future of local government audit.
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What’s involved

Opinion on the accounts

Moderador
Notas de la presentación
There are 3 main elements to our audit of a local authority’s accounts.

The first and largest element is our audit opinion on the financial statements. 

This is where we carry out audit procedures to enable us to provide an opinion as to whether the accounting statements give a ‘true and fair’ of the financial position at the year-end, and of the income and expenditure for the year. 

Our audit approach is designed to comply with 42 International Standards on Auditing. And we satisfy ourselves that the accounts comply with the statutory requirements, and with the Code of Practice on Local Authority Accounting issued by the Chartered Institute of Public Finance and Accountancy

Local authorities in England were required to comply with the relevant  International Financial Reporting Standards (IFRS) for the first time in 2010/11. This brought about a number of changes in accounting practice, including:
New requirements when accounting for leases and financial instruments
The need to accrue at the year end for untaken annual leave entitlement
A change in accounting for income from grants
A huge increase in the amount of information required in the accounts, including more comparative figures from previous years, and both new and more detailed disclosure notes. 

Typically, at my larger local authority audits, the financial statements increased from 60 pages before IFRS to over 120 pages after IFRS. So this was a huge increase – and more work for the auditor to do, too.  

Our audit work starts with a detailed risk assessment – and I imagine that is something that everyone here in this room does, too. We also look to see what reliance we can place on the controls in the authority’s financial systems, and on the work of internal auditors. We then carry out a combination of:

Compliance testing of controls in financial systems
Substantive testing of transactions and balances

We try to make sure we apply the most effective and efficient mix of compliance testing and substantive testing. This helps to improve the efficiency of the audit and to keep down audit costs and fees
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What’s involved

Value for money

Moderador
Notas de la presentación
The second element of our audit of a local authority’s accounts is in relation to value for money or ‘vfm’. This leads to our vfm conclusion statement within our report on the accounts.

We have done this in different ways over the years. In the past we have carried out significant reviews of the main areas in which local authorities spend money. These have, for example, included:
Maintenance of roads
Reorganisation of schools
Provision of social services, and mental health services
Housing strategy and property maintenance

More recently we have concentrated on financial planning, financial management and financial resilience. In these times of austerity this seems to make sense. [I presented in more detail our current vfm approach at a previous Eurorai seminar in Bad Homburg. The slides and notes from this presentation are available through the Eurorai website]

So, our focus is very much about how councils prioritise their spending plans, how they improve efficiency and how they manage their performance to deliver their aims and objectives. As in other areas of our work, we are keen to make sure there are adequate arrangements in place to protect the interests of local residents and taxpayers from waste and inefficiency.
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What’s involved

Legal powers

Moderador
Notas de la presentación
The third element is the use of our legal powers and duties. Often this is the area of our work on local authority accounts that attracts the most attention in the national and local media.

I will come back to this in more detail later on. But first, I want to talk briefly about the size and timing of our audits.
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How much time do we spend?

Typically…
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Moderador
Notas de la presentación
As you would expect, the size of local authorities and of local authority audits varies quite significantly in practice. But there are two basic types and sizes of principal local authorities or ‘councils’.

The smaller ‘district council’s are typically ones that spend between E20m and E130m. On average, we spend typically about 120 days on these audits, and the audit fee is about E110k – but again please remember these are the average figures.

The larger councils, such as London authorities and the big cities and towns will spend between E500m and over E1bn. The audit of these authorities takes on average 350 to 400 days and would attract an average audit fee of E330k to over E350k

As you will see, the largest element of the audit is on the financial statements, followed by vfm. There is comparatively little time spent on legal powers work. But again this is on average. In some cases there is virtually none – but at some authorities, in some years, it can be massive.
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Timeline for a typical audit, with 
year end 31 March 2012
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Moderador
Notas de la presentación
This chart is for a large local authority with an accounting year–end of 31 march 2012 - all our local authorities have an accounting year end of the 31 March. 

You can see that the elapsed time for the audit is quite long - and in fact we are often carrying out 2 or even 3 years’ audits at the same council at any one time.

We would start our opinion planning work from about October 2011
Our interim work on testing systems, and our vfm work, would be mostly between Dec 2011 and the end of April 2012
Our post statements planning and our testing of the financial statements is between June and the end of September
Most of our final reporting and our work on grants received by local authorities would be from October to the end of November

The deadline for the issue of our audit opinions and vfm conclusions at local authorities is the 30 September. As you can see from the chart, the biggest peak of our is in July.

But, the audit can take much longer if we have to use our legal powers to a significant extent………….(next slide)
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With legal powers the time can vary 
enormously…

15 – 20 days To 1,000 days +

Additional audit time 
could be anything from:

Moderador
Notas de la presentación
I mentioned earlier that the amount of work we do in relation to use of our legal powers varies a lot – both from authority to authority and from year to year.

A typical small piece of work of this type would take only 15 to 20 days to complete and report. 

But every now and then a huge one comes along. They can be as large as 1000 days audit input, or more, and span more than one calendar year. In some cases the work can have impact on the opinion and vfm conclusion.

I will give brief details from examples of some of the more significant pieces of work in a short while.


…But first, I’d like to show you a picture…….. (next slide)    
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Moderador
Notas de la presentación
This is a newspaper picture of a District Auditor, riding boldly to work …on his horse, back in the late 19th century. You will notice he is reading while he is riding. This is perhaps equivalent to using your mobile phone while driving. So it would now be forbidden!

The first District Auditor was appointed back in 1846. His job was to look after taxpayers’ interests, just as it is today, in fact (as the French would say, ‘plus ca change…’).

The local taxpayers paid their taxes to help provide workhouses for poor people to both live in and work in. It was the District Auditor’s job to highlight and stamp out any fraud and unlawful use of public funds. The auditor acted more like a lawyer than an auditor in those days. But the main principles of public audit endured, and continue to this day.

…And we now have some specific powers and duties to help us to do the job……… 
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Specific powers and duties

Moderador
Notas de la presentación
Members of the public have some specific rights in relation to the accounts and our audit of them. They have a right to inspect the accounts during the audit, and all the supporting information - and then they can ask the auditor questions about them. 

They can also make formal objections to items in the accounts and can ask the auditor to take some specific action. The auditor has to respond to the member of the public on these questions and objections. And the auditor must explain what action he proposes to take in response the requests.

If the auditor believes that the authority has spent money unlawfully, the auditor can take action through the courts. For instance, the auditor can:
Ask the court to declare that an item in the accounts (income, expenditure or balance) is unlawful. This may lead to a need to change the accounts 
The auditor can also require that an authority delays a decision and reconsiders what it was proposing to do. 

The auditor can issue a report in the pubic interest. This is a very high profile report that usually highlights important weaknesses or failings in governance. These reports can be very influential and lead to significant change. The authority has to respond in public and explain what action it proposes to take in response to recommendations from the auditor. Even the threat of such a report is often sufficient to bring about necessary change, and to make the authority improve its arrangements. 

I will now give you some examples of how auditors have used their powers and duties to protect public funds, and bring about necessary change. 
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Some interesting cases …

• Political interference 
‘Homes for votes’ scandal (Westminster) 
- Refusal to set a budget (Liverpool) 
- criminal activity (Doncaster)

• ‘Gambling’ with public money 
- interest rate swaps (Hammersmith and Fulham) 
- time share development (Allerdale) 
- theme park with TV personality (Lancaster) 
- Icelandic Bank investments (NE Lincolnshire)

• Current cases ongoing 
- clearance of travellers’ site in Essex 
- waste procurement and EU tendering rules

Moderador
Notas de la presentación
The first group is on the theme of political interference

And the first within this group is at Westminster City Council. This is possibly the biggest and most significant piece of audit work in the Audit Commission's time and was in the late 1980s. 

The council had a programme called ‘building stable (strong) communities’. But in practice it involved moving out of the city those people who rented council properties. The ruling party wanted to bring in people who owned their properties rather than those who rented. This was because they thought that those who owned their properties would be more likely to vote for the ruling party at council elections.

So when council properties became empty, they were either designated for commercial sale, or left empty.
So there was additional net cost to the council because of loss of income from rents, and from the additional costs of securing the properties from squatters or vandalism

The auditor took the council leader and colleagues through the courts. 
The council policy was declared illegal. It had been designed to obtain electoral advantage.
The auditor ‘surcharged’ the council leader and a colleague for £33m, later reduced on appeal to £12.3m

At Liverpool:
The councillors did not agree with spending restrictions imposed on the council by central Government
The elected councillors refused to set a budget and refused to collect the local taxes.
This caused a massive loss to the public purse because of uncollected income.
The auditor took the council to court. He required the Council to set a legal budget. And he surcharged the councillors for the lost income.

At Doncaster council:
There was a breakdown of corporate governance in the council. There was a lot of corruption and criminality.
Councillors had awarded contracts to favoured companies without complying with the council’s rules.
The auditor issued a report in the public interest, and brought the matters to the attention of the public and the police. A number of councillors were arrested and removed from office.
The auditor’s actions led to big change and improvement in the way the Council was run.

The next set of examples are where councils went beyond their legal remit and started to gamble with public money (never a good idea). 

At Hammersmith & Fulham Council:
Council officers tried to make profits for the authority by trading in financial markets 
They entered into complex financial deals, in effect gambling on future interest rates
The council officers gambled that interest rates would fall, but in fact the interest rates increased
At one time the Council had £4.2bn in financial derivatives
So the deals would have cost the council millions and millions of pounds

The auditor declared that the deals were unlawful because the council had no powers to enter into them
The banks lost out, but the local taxpayers were protected

In Allerdale council
The council set up a company to provide a leisure development
The company borrowed money to finance the development
The council guaranteed to company’s borrowing. So if the company had gone bust or defaulted on the loan, the council would have had to repay the loan

The auditor declared that the council had no powers to guarantee the loan. The courts declared the guarantee to be void and, again, the local taxpayer was saved by the auditor

The Lancaster council case is similar in that the council guaranteed a certain amount of financial return for a development set up by a television personality. Again, the auditor declared that the council had no powers to provide such a guarantee.

In North East Lincolnshire
The auditor issued a report in the public interest about the council’s failure to comply with its investment strategy.
The council had invested £7m in Icelandic banks when it was clear that the banks had lost their creditworthiness.

The auditor’s report resulted in the council introducing much stronger controls in its treasury management arrangements 

Moving on to a case that is in the news at the moment in England. 
In Basildon in Essex, a group of travellers bought some land and built structures on the land without obtaining the necessary planning permission. 
In fact the land had been classified as ‘green built’ land, which means it was not eligible for development.
The council is spending money to evict the travellers and to demolish the structures
The estimated cost to date is £8.5m plus a further estimated £10m to provide police security to control the protests by the travellers and their supporters.
A member of the public has referred the matter to the auditor, claiming that the council has not obtained value for money in the way it has dealt with the issue. Some have also questioned whether the council has acted lawfully in in incurring the costs.

The auditor is currently looking into this case.

So this is just a flavour of some of the work that auditors can have to deal with when auditing the accounts of local authorities.

….And now, change is coming…….(next slide) 
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A new age of auditing

Moderador
Notas de la presentación
We are currently facing massive change in our audit regime. I think the picture is of a new dawn. 

After September 2012, all local authorities will be audited by companies in the private sector. External auditors (like me) will transfer to work for private companies such as KPMG or PwC.

There is also a major review of the current audit regime. In future, local authorities will be able to choose and appoint their external audit firm – much like the banks and other private sector companies can do now. So the auditor will probably have to sit in front of selection panels and bid for the external audit work. Some people are concerned about what impact this may have on the independence of the external auditor.

There is also a proposal to reduce significantly the powers and responsibilities of the auditor. 

It is certainly a big change from when the external auditor used to ride boldly into town on horseback. But we will have to wait and see what comes from the proposals, and what safeguards there will be to the auditor’s independence and objectivity.

Thank you very much for listening.
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