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1. EXECUTIVE SUMMARY
We were tasked with capturing the views of actual and potential external audit providers on how to
structure a future procurement approach and audit contracts in order to maximise a sustainable audit
supply in the next procurement exercise.
In summary, we have found that sustainability of audit supply will be difficult to achieve and will depend
to a great extent on factors that are outside PSAA’s control.
PSAA operates in a specific market which covers almost 500 ‘principal local authorities’ with nine
approved external audit firms. We have held interviews with all nine of these firms, as well as with six
non-approved firms that are active in the government and not-for-profit sectors.
Key issues
Our research has identified a lack of experienced local authority auditors as the main threat to the future
sustainability of the market. Across the UK there are only 97 Key Audit Partners (KAPs) who are authorised
to act as engagement leads for local audits (which covers both principal local authorities and health audits)
and there is also a shortage of audit managers and audit seniors with experience of these audits. It is not
clear how the future supply chain of auditors will compensate for the retirement of the current cohort of
partners, directors and senior managers.
External auditing is seen as an increasingly unattractive career option, and local auditing is seen as
unattractive relative to corporate auditing.
Firms that are not currently approved to operate in this market
Our research shows that it will be difficult to bring the non-approved firms into the market, due to:
▪

A lack of enthusiasm on their part for getting involved with this market in its current state.

▪

Barriers to entry, including the accreditation process for both firms and KAPs.

▪

A lack of belief that they could succeed in winning tenders against the established firms.

If new firms could be encouraged to enter the market, their initial impact would be small – of the order
of 5-10 audits per firm for perhaps a couple of firms. New suppliers could improve sustainability in the
longer term, but they are not a solution for the next procurement round.
Firms that are approved to operate in this market
Of the nine approved firms, only five have current contracts with PSAA, while four – including KPMG and
PwC – do not. The firms that do not have current contracts employ 33 of the 97 KAPs, meaning that 34%
of KAPs are not currently active in PSAA’s market. If all the approved firms bid for and were awarded
contracts in the next procurement round, the market would become more sustainable.
However, our research shows that almost all of the approved firms have reservations about remaining in
the market, for two main reasons.
First, the firms perceive that their risks have increased since bids were submitted for the current contracts.
Their reasons include:
▪

The unprecedented scrutiny of the whole external auditing profession, which has made auditing less
attractive and riskier for audit partners.

▪

Regulation and scrutiny have, in their view, become more onerous.

▪

Audit risk has increased as a result of the impact of austerity, including local authorities cutting back
on finance staff and in some cases undertaking more risky commercial ventures.

In this climate, fees have not risen to compensate for the higher risks that firms perceive they face. This
makes it harder for local authority audit partners to make the business case to their partners in other
sectors and disciplines for continuing to tender in this market.
The firms acknowledge that audit fees are effectively set by the bids which the firms submitted during the
2017 procurement process.
Final Report - PSAA Review - 260220 website publication

Page 4

PSAA: Future Procurement & Market Supply Options Review: Final Report
They also recognise their ability to claim for additional work through the fee variations process.
Nevertheless, they argue that audit risks have increased since 2017 and that their continued involvement
in the market is now much more difficult to justify.
Second, the timing of local audits is problematic. The target date for signing off audits has been set by
government as 31st July, two months after the working papers should be (but in some cases are not) ready
to be audited. This results in a short peak period during June and July, putting pressure on experienced
staff and requiring less experienced staff to be drafted in, potentially compromising quality.
Options available to PSAA
Some of the issues that impact future sustainability are outside PSAA’s control, including: the
fragmentation of the market for procurement of public sector audits (including different distinctive
arrangements in local government, health and central government); the accreditation regime for local
audits; the timing of local authority audits; and the regulatory regimes for quality checking of audits. PSAA
can, however, lobby for change in some of these areas.
PSAA controls the balance between price and quality in its tender evaluation arrangements. The firms
would like to see this balance shifted further in favour of quality and the Kingman report has also
expressed concern over this issue. Although it is beyond our remit to comment on the balance of interests
between the audit firms on the one hand and audit clients on the other, the firms would like to see higher
weightings given to quality aspects of the next procurement, as well as tenders being subjected to close
scrutiny on clearly defined and differentiated aspects of quality.
PSAA controls the size and composition of the lots that firms will bid for in the next procurement round.
The actual number of audits to be included in the next procurement round will depend on the decisions
of eligible bodies about whether to opt into the PSAA national scheme for the next appointing period.
Firms would like to see a larger number of smaller contracts, with no one contract accounting for more
than 20% of the total market (the two largest lots in the current procurement are for 40% and 30% of the
market respectively). In considering any changes to lot sizes PSAA will, of course, need to satisfy itself that
it can secure sufficient supplier capacity to ensure the appointment of an auditor to every opted-in body.
In our view an ideal outcome would be for PSAA to enter into a sufficient number of contracts to enable
all of the approved firms to participate in the market, subject, of course, to them submitting acceptable
bids.
The firms almost unanimously agreed that five years was the most suitable duration for the next contract.
Although the agreement in itself is positive, there is a risk of resources being eroded from the market if a
major approved firm is locked out of the market for a five year period.
Options for attracting new entrants to the market include:
▪

Introducing ‘starter lots’ of say 5-10 audits, which would be more attractive if they involve: a) similar
types of audit, for example all district councils; and b) locations that are not too widely dispersed.

▪

Promoting joint audit arrangements between established firms and new entrants. These are more
likely to succeed if each firm is responsible for a clearly defined area, such as a stand-alone subsidiary
(it should be noted that PSAA has no role in appointing subsidiary auditors, and so this would not be
a joint appointment and is a matter for local determination). Approved firms consider this option
would increase audit costs.

▪

Promoting mentoring for the new entrants.

We considered the pros and cons of the option to consider establishing a not-for-profit audit supplier.
Perhaps understandably this is not something that would be welcomed by firms. In our view this would
be difficult to achieve particularly if the timetable for publication of audited accounts remains unchanged.
The timetable alone poses a major threat to the viability of the organisation’s business model. The most
significant potential benefits of this option would lie in the long term if the organisation was able to
develop a strong commitment to training and development of staff specialising in local audit. That might
enable it to make an important contribution to mitigating the key threats to sustainability of the market.
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2. PURPOSE AND SCOPE
2.1 Overview
This exercise is a review of options relating to PSAA’s future procurement approach, in preparation for
letting audit contracts for the next appointing period (the five years starting with the audit year 2023/24).
PSAA wish to capture the views of the current cohort of actual and potential audit providers on how a
future procurement approach and audit contracts could be structured so as to maximise a sustainable
audit supply in the next procurement exercise, thereby securing a strong, competitive supply market.
This work is intended to enable PSAA to contribute to developing capacity within the audit market for
the next appointing period, providing the evidence from firms currently registered as local audit providers,
and the broader audit market, as to the possible options that would support this.
This exercise does not include:
▪

The prospective decisions from eligible bodies to opt into the appointing person scheme for the next
appointing period

▪

Making recommendations on the procurement approach itself.

2.2 Specific issues to be addressed
The starting point for the review was research that PSAA commissioned and published in early 2018 from
Cardiff Business School (CBS), as part of a ‘lessons learned’ exercise. The CBS work reported very positively
on PSAA’s project to develop and implement its scheme including its handling of the 2017 procurement
process. However, it also highlighted a series of challenges for the next PSAA audit procurement cycle,
recommending further, more detailed preparatory work to explore several important variables. Key issues
identified for further work were:
▪

Number of lots and lot sizes

▪

Lot composition

▪

Length of contracts

▪

Price:quality ratio

PSAA also cited the following ‘options for consideration’:
▪

How more firms can be encouraged to enter the local audit market, including providing advice and
support to enable them to do so.

▪

Tendering on a basis which could offer a number of smaller “starter pack” contracts for new entrants.

▪

Introducing a number of joint audit appointments to enable new entrants to gain experience of local
public audits alongside established audit suppliers.

▪

Exploring the possibility of a collaborative response with other audit agencies such as the NAO, Audit
Scotland and the Wales Audit Office.

▪

Exploring the possibility of creating a not-for-profit audit supplier to work alongside existing and any
new firms entering the market.

2.3 Other issues
PSAA will need to balance the views of the firms with wider considerations including the needs of audited
bodies and the requirement to appoint an auditor to every individual body opting in to its collective
scheme.
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3. WORK DONE AND METHODOLOGY
3.1 Interviews
In collaboration with PSAA we prepared three interview questionnaires for the three main groups of
interviewees identified by PSAA:
▪

Current contract holders (Grant Thornton (GT), Ernst and Young (EY), Mazars, BDO and Deloitte). We
held interviews with all five of these firms.

▪

Approved firms that do not hold current contracts (KPMG, PwC, Scott Moncrieff and Cardens). We
held interviews with all four of these firms.

▪

Firms that are not approved to operate in this market (‘non-approved firms’). We contacted 13 of
these firms and held interviews with six of them.

The questionnaires, which were sent in advance to all interviewees, addressed the specific questions
arising from the ‘lessons learned’ exercise carried out by CBS, as well as the further questions posed by
PSAA in their specification for our research.
We carried out a mixture of face-to-face interviews and conference calls, according to interviewees’
preferences, in which we invited interviewees to begin by addressing the topics that were of most interest
and relevance to them and proceeded from there.
We also interviewed representatives of the NAO and CIPFA, seeking their views on specific issues that had
emerged from our conversations with the firms.
ICAEW declined our request for an interview, referencing its timing in relation to the Redmond Review.
ICAEW’s representations to the Redmond review were published on 19th December 2019 and included
suggestions to improve the sustainability of the local public audit market.
The interviews were carried out on the basis that comments would be unattributable, promoting an
environment in which interviewees could talk freely and frankly. We therefore needed to record firms’
responses without revealing their sources.
3.2 Analysing responses
This report presents a set of mainly qualitative findings, structured as follows:
▪

The views of approved providers

▪

The views of non-approved firms

▪

Our comments on the issues raised and options for the next procurement.
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4. BACKGROUND
4.1 The market and PSAA’s role
The following comments draw heavily on background notes provided by PSAA, with some additional
points that we have added.
Abolition of the Audit Commission
The Audit Commission (AC) had previously controlled and managed the whole system of audit for local
public bodies, including local authorities, other local government bodies, local police and NHS bodies. Its
responsibilities included setting the scope of audit (by publishing a code of audit practice every five years),
appointing auditors, setting scales of fees, and overseeing the quality of auditors’ work.
The AC’s own arms-length audit force (District Audit) undertook 70% of local audits, with the remaining
30% undertaken by audit firms contracted by the AC. In 2012 all audit work transferred to audit firms,
with many District Audit staff transferred under the TUPE regulations as a result.
The Local Audit and Accountability Act 2014 (the 2014 Act) established the new local audit framework
which introduced changes including:
▪

Relevant bodies were given the power to appoint their own auditors, subject to certain procedural
requirements.

▪

The National Audit Office (NAO) became responsible for publishing the Code of Practice.

▪

Regulatory oversight of the regime and the work of auditors became the responsibility of the Financial
Reporting Council, which has a similar responsibility in relation to listed companies.

▪

The Secretary of State was given the power to specify an ‘appointing person’ to make auditor
appointments on behalf of principal local bodies and giving them the right to opt to subscribe to its
services. Essentially this reflected a value for money argument that a single body procuring multiple
audits would deliver significant savings.

Establishment of PSAA
PSAA was established in August 2014 and, from April 2015, the company undertook transitional functions
delegated by the Secretary of State, including making and managing auditor appointments and setting
fees for local public bodies in England, under contracts originally let by the Audit Commission.
In July 2016 the Secretary of State appointed PSAA to a long-term role as the appointing person for
principal local government bodies as defined by the 2014 Act and including police and fire bodies. The
role of the appointing person is to lead the development, implementation and management of a collective
scheme for appointing auditors for these bodies and also the setting scales of fees.
The bodies can choose either to make their own auditor appointments (thereby ‘opting out’) or to join
the collective scheme provided by PSAA (‘opting in’). Individual NHS bodies, which are also ‘local audits’
subject to the National Audit Office’s (NAO) Code of Audit Practice, appoint their own auditors in the
absence of a national collective scheme for Health.
The current appointing period
The legislation requires the appointing person to discharge its responsibilities for consecutive appointing
periods of five years. The first appointing period began in April 2018 and covers the audits of the financial
years 2018/19 to 2022/23. Following its appointment, PSAA had a period of eighteen months in which to
develop and implement its appointing person arrangements.
PSAA was highly successful in achieving opt-ins of 98% of eligible bodies in 2017, with 484 of the total 494
bodies eligible at that time choosing to opt into the scheme. Once opted-in, an authority remains in the
scheme for the duration of the appointing period.
PSAA let audit services contracts to five audit firms in 2017, enabling it to make auditor appointments for
all opted-in bodies for the 2018/19 - 2022/23 appointing period.
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A further contract was let to a consortium of two further firms, with no guarantee of appointments,
however, that contract is now redundant following firm mergers.
Based on the bids received during the procurement exercise, PSAA was able to reduce scale fees for
2018/19 by 23% compared to the previous year. The first audits under these contracts covering the
2018/19 financial statements of opted-in bodies were undertaken during 2019.
Code of Audit Practice
The National Audit Office (NAO) is required to publish a Code of Audit Practice which defines the scope of
local auditors’ work. The NAO is required to publish the Code at least every five years and consulted during
2019 on the next Code, which will be operational by April 2020.
The Code is currently principles-based and requires local auditors to comply with the detailed technical
and professional standards published by the relevant standard-setting bodies.
The impact of any changes in the Code of Audit Practice will not take effect until audits of the 2020/21
financial year are undertaken in 2021. Their full impact on scale fees may not be clear until PSAA sets the
scale fees for 2022/23 or possibly 2023/24 (PSAA will, as required, consult on and publish a scale of fees
before the financial year to which the scale applies).
Regulation
Local audit is now regulated by the FRC. The first local government FRC reviews of audit quality under the
local audit framework will be completed in 2020.
The FRC monitors and enforces audit quality for Major Local Audits (MLAs - eligible bodies with income
or expenditure in excess of £500 million per year), and those bodies that meet the Public Interest Entity
definition (e.g. with listed debt). PIEs are subject to a further regulatory regime which includes specific
rules for: auditor selection and tendering; auditor rotation; restrictions on non-audit services; and the
FRC’s quality monitoring regime.
Sir John Kingman, in his report of December 2018, has recommended that the FRC be abolished and
replaced by a new independent body - the Audit, Reporting and Governance Authority (ARGA) - with a
new mandate, new clarity of mission, new leadership, wider powers, and a new regime to identify warning
signs when auditees may be at risk. Kingman has been critical of the FRC’s approach to local audit
regulation, for example:
‘The FRC’s execution of its functions regarding local audit appear based on an assumption that financial
audit is a uniform product based on a uniform process, regardless of the body subject to the audit and
the landscape within which it sits. The FRC is an expert in private sector corporate audit; and its expertise
on, and detailed understanding of issues relevant to local audit are currently limited.’
The Institute of Chartered Accountants in England and Wales (ICAEW) is the Recognised Supervisory Body
(RSB), which monitors audit quality for eligible bodies that are not MLAs or PIEs in England and Wales.
The Institute of Chartered Accountants of Scotland (ICAS) has the same role in Scotland.
Registration and licensing
Local public auditors are registered and licensed by the ICAEW in England and Wales, and by ICAS in
Scotland. External audits of eligible bodies (‘relevant authorities’ as defined by the 2014 Act) can, by law,
only be carried out by ‘registered local auditors’. To become a registered local auditor with ICAEW (ICAS
imposes similar requirements in Scotland), a firm must, inter alia: satisfy ICAEW's Audit Registration
Committee that it meets certain criteria; comply with the Local Audit Regulations and Guidance; and
comply with ICAEW’s Professional Indemnity Insurance Regulations.
Individuals who sign local audit reports within a registered local audit firm are called ‘key audit partners’
(KAPs). To become a KAP, the individual must meet detailed eligibility requirements set by the Act and
the FRC’s Guidance to RSBs on the Approval of KAPs for local audit.
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Continuing change in the external audit and local audit sectors
The five years of the current appointing period are likely to require PSAA, its appointed firms and optedin bodies, to adapt to continuing change.
Implementation of the local audit legislation has occurred in parallel with a period of government and
public concern about the role of the auditor, following a number of high profile corporate failures in the
private sector, and questions about the financial resilience of some local authorities after a long period of
austerity.
Several reviews are relevant, as summarised in the table below:
Author

Publication date

Subject matter / Recommendations

MHCLG / Rand
Europe

March 2018

Baselining and scoping work for a possible future evaluation of
the impact of reform of local audit in England.

Sir John Kingman

December 2018

Recommendations re overhauling and replacing the FRC. The
report was critical of the ‘fragmented’ nature of local audit
regulation and procurement and its potential impact on audit
quality.

NAO

January 2019

Recommendations including:
▪ Local public bodies should take prompt and effective action
in response to weaknesses in arrangements to secure value
for money (VFM).
▪ Local auditors should exercise their additional reporting
powers appropriately, especially where local bodies are not
taking sufficient action.

The Competition and April 2019
Markets Authority

Recommendations re:
▪ Separation of audit from consulting services.
▪ Mandatory ‘joint audit’ to enable firms outside the Big 4 to
develop the capacity needed to review the UK’s biggest
companies.
▪ Introduction of statutory regulatory powers to increase
accountability of audit committees.

Sir Donald Brydon

December 2019

Recommendations on quality and effectiveness of audit,
including:
▪ A redefinition of audit and its purpose.
▪ The creation of a corporate auditing profession governed
by principles.
▪ The introduction of suspicion into the qualities of auditing.
▪ The extension of the concept of auditing to areas beyond
financial statements.

Sir Tony Redmond

Due 2020

The arrangements in place to support the transparency and
quality of local authority financial reporting and external audit
including those introduced by the 2014 Act.

The Redmond review is particularly likely to have a significant bearing on PSAA’s work to prepare for its
next procurement approach. The review has already sought the views of audit firms as important
stakeholders.
4.2 Supply of auditors
The supply market for audits of principal local authorities can be summarised as below. The number of
KAPs as stated below are not all available to do local authority audits in England – some are in Scotland,
some work only on NHS audits, some will now no longer be available as firms separate audit from other
services, and most of them undertake other work besides local audit.
▪

Two of the firms commonly referred to as the ‘Big 4’ (EY and Deloitte) currently hold PSAA contracts.
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▪

Of the two other ‘Big 4’ firms, KPMG have considerable capability remaining, including 21 KAPs. We
understand that they are undertaking only one opted-out local government audit. PwC have eight
KAPs but are not undertaking any local government audits. Note that some KAPs who do not carry
out audits of principal local authorities, are involved in conducting local audits of NHS bodies.

▪

Three other ‘top 10’ audit firms (GT, Mazars and BDO) currently hold PSAA contracts. Moore Stephens
(which was a top 10 firm, approved to carry out local audits) merged with BDO earlier this year and is
therefore no longer a separate firm itself.

▪

Two of the ‘top 10’ audit firms (RSM and Smith & Williamson) are not carrying out local audits and
have no KAPs.

▪

Baldwins, a recent entrant to the ‘top 10’, acquired Scott Moncrieff (SM) earlier this year. SM are
approved to carry out local audits and do so in Scotland but not in England and have three KAPs.

▪

PKF have a large share of the smaller bodies market covering town and parish councils but are not an
approved firm for local audit purposes and do not have any KAPs.

▪

Many of the other ‘top 20’ audit firms carry out consultancy and other public sector audit work but
are not approved firms for local audits and do not have any KAPs.

▪

There is one other approved audit firm (Cardens), a local SME firm based in Sussex with one KAP who
has an Audit Commission career background.

The following table shows work that firms currently carry out for eligible local government bodies and the
numbers of KAPs:
Firm

Current work for PSAA eligible bodies

Number of KAPs

GT

40% by value of opted in bodies (183 audits)

26

EY

30% by value of opted in bodies (162 audits)

15

Mazars

18% by value of opted in bodies (85 audits)

9

Deloitte

6% by value of opted in bodies (31 audits)

8

BDO / Moore Stephens

6% by value of opted in bodies (26 audits)

6

Incumbents

Others
Scott Moncrieff / Baldwins

Scotland only

3

KPMG

East Hants only

21

PWC

None

8

Cardens

None

1

Total number of key audit partners

97

KPMG and PwC, two firms that do not hold current contracts, between them have 29 (30%) of the 97
registered KAPs, their absence from the local government audit market significantly reduces the number
of active KAPs. For reference, KAPs are able to and do work in other areas not just local audit.
4.3 Audit fees
Scale fees for 2018/19 for all opted-in bodies were reduced by 23 per cent, as a result of the prices
tendered by firms in the last procurement.
The Kingman report noted that this ‘follows a period from 2012/13 to 2017/18 in which scale fees reduced
in two stages by an aggregate of 55 per cent, in part reflecting reductions in the size and scope of the
Audit Commission, for example with the closure of its inspection services.’ We understand that audit fee
reductions determined by the Audit Commission in 2012 and 2014 reflect the progressive downsizing of
the organisation and reduction of the scope and scale of its activities in the run-up to the organisation’s
closure. There is no doubt, however, that the opportunity for firms to bid for much larger contracts than
previously has resulted in the submission of increasingly competitively priced tenders.
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4.4 Performance in the 2018/19 round of audits
As stated above, 2019 is the first year of audit work on the contracts awarded following the 2017
procurement. PSAA’s quality monitoring for 2019 included the following section (abridged by us, with our
highlights in bold font) concerning the timeliness of audit reports that were due for delivery by 31st July
2019:
“The number of delayed audit opinions in local government has risen sharply this year….. More than 40%
(210 out of 486) of audit opinions on 2018/19 statements of accounts were not available by the target
date of 31 July 2019. The comparable position in relation to 2017/18 accounts was that approximately
13% of opinions were not available by the target date.
A number of factors have driven this deterioration in performance, posing challenges for both auditors
and audited bodies. As previously reported, the target date has been missed in some cases because of a
shortage of appropriately skilled and experienced auditors. In others the standard and timeliness of draft
accounts, and/or associated working papers, has been lacking.
Other delayed opinions arise from difficulties in obtaining responses to and resolving audit queries, and
unresolved technical issues including matters arising within group accounts. In a relatively small number
of cases 2018/19 opinions are delayed by the fact that prior year accounts await sign off.
Whilst the 31st July target date is not a statutory deadline for audit, both audited bodies and auditors
strive to meet it wherever possible. The increase in the number of audit opinions not given by the target
is therefore a significant concern.
Delayed opinions can result in significant inconvenience and disruption, as well as additional costs and
reputational damage for all parties. However, auditors have a professional duty only to give the opinion
when they have sufficient assurance. Bodies that do not publish their audited accounts by 31st July are
required by the Accounts and Audit Regulations 2015 to issue a statement explaining why they are unable
to do so.”
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5. THE VIEWS OF APPROVED PROVIDERS
5.1 Introduction
This section reports on the views expressed by both the current contract holders (GT, EY, Mazars, BDO
and Deloitte) and the approved firms that are not contract holders (KPMG, PwC, Scott Moncrieff and
Cardens).
The topics covered by the two questionnaires are identical in most respects.
We summarise below the responses to each of the questions that we asked.
5.2 In the current contract, what works well and what works less well? (Contract holders only)
What works well
Firms believed that one of PSAA’s main objectives in the last procurement round was to keep fees lower
and ensure a high level of opt-in from eligible bodies, and that PSAA had succeeded very well in those
objectives. It is important to note, however, that bodies were required to make decisions about opting in
in advance of the completion of the procurement process and the setting of the scale of fees.
Most firms agreed that the length of the contract was appropriate. This is discussed further below.
Some firms considered that PSAA had done a successful job of allocating audits to firms, given the range
of different factors involved. This is also discussed further below.
What works less well
Firms were keen to report a multiplicity of issues that they thought worked ‘less well’. The strength of
feeling, the lack of positivity and the unanimity with which those views were held were all quite striking.
Some of the key issues identified by current contract holders are beyond PSAA’s control but nevertheless
have implications for the sustainability of the market. The target date for completing audits by 31st July
was mentioned as an issue by every firm, without any prompting from us. Firms complained about the
resulting peaks in workload, pressures on staff during the summer months, and knock-on effects when
target dates are not met – resulting in pressure on the subsequent audits to which staff have been
allocated. These pressures contribute to making local audit work unpopular with staff.
Firms perceive a decline in the quality and quantity of finance staff in the authorities, which they believe
results in poorer quality of working papers and delays in providing information and answering auditors’
questions. At the same time, they perceive higher expectations from the quality regulators and, in some
instances, from audit clients too. Firms expressed the view that the risks of operating in this market are
higher than they had anticipated when they bid for their current contracts.
The firms identified as another key issue that the rewards have not increased. They stated that if risks are
high and rewards are not sufficient, they will find it increasingly difficult to make the case to their
colleagues (other partners) for remaining in this market. We will consider this and other issues in more
depth below.
5.3 Number of lots and lot sizes
Six out of the nine approved firms said that they would like to see a larger number of smaller lots. Points
that they have made include:
▪

With potentially nine approved firms bidding for five contracts, some approved firms will be excluded
from the opted-in market in each procurement round. This leads to further erosion of scarce
resources from the firms that fail to win contracts.

▪

The 40% and 30% lots have proved excessively challenging for firms in terms of size and demand. The
concentration of most of the work into two peak months is seen as contributing to this.

▪

Suggestions for lot sizes varied considerably and were not consistent but there was no support for
any one lot having more than 20% of the market.
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▪

Two firms suggested allowing bidders to bid for and win multiple lots. This suggestion would be
consistent with having more, smaller sized lots.

5.4 Composition of lots and the allocation of audits to each firm
Six of the nine approved firms felt that the geographical composition of lots could be improved in the
next round of procurement. Suggestions included:
▪

Reverting to a more regional approach, similar to that adopted by the AC in the 2012 procurement.

▪

PSAA doing more detailed research into each firm’s local coverage and modelling the likely impact of
different contract compositions and sizes.

▪

Communicating more closely with firms to understand their preferences.

Several firms would like to know in advance the detailed composition of the lots they are bidding for,
rather than having to adjust their local resources after the contracts have been awarded. If they have to
bid ‘blind’ again in the next procurement round, they would increase their prices to cover unforeseen
risks. Two firms said that they could not budget for expenses if they did not know the locations in advance
and felt that expenses should be separately remunerated outside the main contract.
Some firms felt that allocations of audits would be fairer if each audit was individually priced based on
known factors, including size, known risks and geographical situation. One firm stated that the audits
viewed as more desirable were cross-subsidising those viewed as less attractive, and questioned whether
this was in accordance with ethical standards.
Only two firms expressed a view on the idea of setting up specialist lots containing similar audits. One
firm said that this would help firms to build up knowledge quickly and become experts on the specific
issues that arise in their particular market. Another firm pointed out that a lot comprising (say) only police
audits would be too widely dispersed geographically to be viable.
There were different views about splitting the audits of financial statements and VFM work, with one firm
saying that they were too closely interconnected while another firm thought that they could potentially
be separated.
PSAA was clear in its procurement process that auditor appointments would be made in a systematic way
by reference to a series of explicit criteria. Overridingly, it must ensure the appointment of an auditor to
every opted-in body including those which are based in more remote parts of the country.
5.5 The 5 year duration of the contract and PSAA’s ability to extend by 2 years
There was widespread support for the five year duration of the contract. There was no support expressed
for a shorter duration - most firms regarded five years as the minimum time needed for them to build and
grow their teams and benefit from increasing familiarity with their clients. Only one firm would have
preferred a longer duration.
Several firms did not like the ‘all or nothing’ nature of the current contracts. Points made included:
▪

Letting all the contracts only once every five years locks any losing bidders out of the market for optedin firms (currently 98% of the market) for a long period and causes some of their resource to be lost
to the market, although they can, of course, remain active in the local audit market for Health bodies.

▪

There needs to be more flexibility to transfer audits between firms during the period of the contract.

▪

There needs to be more flexibility to adjust fees in line with changes to clients’ risk profiles during the
period of the contract. Note: we understand from PSAA that Auditors are able to propose changes to
scale fees to reflect changing risk profiles but up to now have rarely taken the opportunity to do so.
More frequently they rely upon fee variations to cover the costs of additional work required in
response to increased risks.

▪

PSAA could consider letting say 20% of the total workload every year, over a rolling 5 year cycle.
Uncertainty about the number of bodies opting into successive appointing periods would, however,
require careful consideration if this model was adopted. More fundamentally, PSAA would need to
ensure that the Appointing Person Regulations allow such an approach.
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5.6 The balance between quality and price used to evaluate the tenders
All the approved firms expressed a wish for more weight to be given to quality relative to price. Various
percentages were suggested, ranging from 60:40 to 100:0. Several firms said that they would not wish to
bid again if quality had less than 60% of the weighting.
The firms recognize that both price and quality assessment criteria were used in the last procurement.
However, several firms made the point that almost all the firms were able to meet the quality criteria and
therefore, in their view, supplier selection tended to depend more on price.
Some advocated a more in-depth assessment of each firm’s quality offering and track record in the next
procurement.
It was suggested that PSAA could consider in more depth which components of quality they should take
into account and what weights to give them in the next procurement. Quality might include, for example:
track record in this market; resilience of resources at KAP level and at all grades of staff; ability to adapt
to new audit clients; sustainability of supply generally; depth of technical resources. We are aware that
PSAA did carry out detailed evaluation of various aspects of quality, and that its methodology will be
reviewed for the next procurement exercise.
One firm mentioned that the objective of expanding the market might not be compatible with maintaining
quality standards. They believed that this was because new entrants to the market would take time to
get up to speed and smaller firms might not provide the same quality as the larger, more experienced
firms. They suggested that the regulators might need to make allowances in some unspecified way, to
encourage larger firms to support smaller firms into the market.
5.7 The degree of emphasis on social value / apprenticeships
This topic elicited little spontaneous interest from the firms, and we had to prompt them for responses.
Two firms made the point that clients want firms to deliver an efficient and effective audit and have little
sympathy with inexperienced staff, whether apprentices or not.
5.8 Timing issues
Apart from fee levels, the timing of audits was the most problematic issue for the approved audit firms.
The target date for audits to be signed off by 31st July (compared to the pre-2017/18 target date of 30th
September, which still applies in Scotland), was stated as exacerbating the peak workloads between May
and July and onwards and the reported impacts on the firms included:
▪

Difficulties in resourcing the audits, which tends to require resources to be drafted in from other parts
of the firm as well as a considerable amount of overtime working.

▪

‘The shorter the period for auditing, the more staff are needed’. Since experienced local audit staff
are a limited resource, firms need to draw in more staff, with less relevant expertise, from other areas.
This contributes directly to the quality of the audits experienced by clients.

▪

Putting undue pressure on staff, especially as regards excessive travel, overtime and weekend
working. This contributes to staff leaving local auditing and, in some cases, leaving the profession
altogether.

▪

Typical comments included: ‘people are exhausted to the point of breakdown, and even then, we
can’t deliver’; and ‘people have delivered out of professional pride this year, but they will not come
back and do it again’.

▪

Particular pressure on senior staff and partners at the end of each audit.

▪

Failure to deliver audits within the target date, resulting in a perception of failure by the auditors
themselves and by other stakeholders.

▪

Delays to local audit completions have a knock-on effect, delaying the start of future audits to which
the staff have been allocated.

A further reason for auditors not always meeting target dates is when clients are unable to provide
adequate papers to review or are unable to react in a timely way to queries.
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5.9 The Code of Audit Practice
This topic was of some interest but was not at the top of the firms’ agendas. Again, we had to prompt for
responses.
Three firms expected requirements around VFM, risk and financial sustainability to increase. Two firms
welcomed this, because it would enable firms to add value and demonstrate quality in this area. One firm
added that the main impact would be on senior managers and partners’ time.
5.10 CIPFA’s Code of Practice for local authority accounting
Three firms commented that local authority accounts are (a combination of) too long, not user-friendly,
‘almost impossible for lay people and even non-specialist auditors to understand’, and needed to be
simplified.
Two firms specifically commented that the Code of Practice put too much emphasis on technical
accounting issues that do not affect operations or council tax and are therefore not of great interest to
councillors, officers or electors.
5.11 The quality monitoring regime
Four firms commented along the lines that the regime had become tougher and that this has changed the
balance of risk and reward since they bid for PSAA contracts in 2017.
The FRC regime was regarded as being more onerous than before. For example, firms are now working
on the basis that they are expected to achieve scores of at least 2a (limited improvements required) on
the 4 point scale used by FRC, whereas under the previous scheme under Audit Commission contracts
scores of 2b (improvements required) were considered acceptable. We note that this is further
complicated by changes in the definition of 2a and 2b.
5.12 Other issues – fees
All the firms believe that fees are now too low across the board and do not offer adequate rewards to
compensate for the risks that they perceive they are taking. Although they acknowledge that the current
fees are based on bids that they themselves have made, they feel that the audit environment has now
changed – especially as regards regulatory expectations and technical complexity. PSAA’s contracts allow
firms to submit fee variations in respect of new regulatory expectations and new (auditing or accounting)
technical requirements. We understand from PSAA that a significantly increased number of variation
requests are currently being evaluated or are anticipated.
One firm (not Scott Moncrieff) has claimed that fees for comparable audits are three times as high in
Scotland as in England. However, it should be noted that the scope of audits is wider in Scotland in relation
to Best Value/value for money arrangements.
Firms have also commented that other types of external audit clients are much more profitable than local
audit. They stated generally that the lack of profitability changes the way that local audit work is perceived
within the firm and that consequently:
▪ It is harder for an experienced local audit manager to make the desired case for promotion to partner,
since their contribution to partnership profits is relatively low.
▪ Experienced auditors are not attracted by local auditing as a career path.
▪ Partners in other parts of the firm are questioning whether local auditing is worthwhile, in terms of
risks and rewards, for the firm as a whole.
Several firms believe that fees now need to be re-based to reflect the current risks and scope of work for
each audit. There was widespread criticism of the level of the current scale fees, though some firms
acknowledge their own role in setting fee levels via their bids in the last procurement round.
Some audits are now perceived by firms as being uneconomic – such as Police and Crime Commissioners
and the smaller District Councils – while leaving other audits reasonably attractive.
Four firms made particularly critical comments about the systems for approving fee variations.
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Their comments included:
▪

The time delay in checking and approving fee variations was far too long.

▪

It is too difficult to get fee variations agreed. It was questioned whether PSAA had the capacity to
deal with a high number of variations.

▪

Average fees for additional work caused by overruns are insufficient to breakeven on the resources
involved.

5.13 What factors would influence the firm’s decision to bid in the next procurement round?
Seven of the nine firms specifically referenced fees in answer to this question. When we commented that
they could bid at any price level they wanted, the firms responded that they would need to have a good
expectation of winning a contract at higher fee levels to justify the resources they would put into the
tendering process.
Four firms said that they were waiting to see what developed, particularly as regards the Redmond review.
Two firms mentioned the target dates for completing audits as a factor that would affect their decision to
bid. Other factors mentioned (by one firm each) were:
▪

Size of lots.

▪

Codes of audit and accounting practice.

▪

The firm’s staffing levels.

▪

Their ability to assess TUPE risks (in terms of the costs that they might need to incur to take on staff
from another firm).

▪

Whether their fellow audit partners would approve the business case for continuing in this market.

5.14 Is your firm’s capacity to deliver local audits increasing or decreasing?
Two firms made the point that resources are scarce for external auditing generally and that local audit
had to compete for these scarce resources. The shorter the time period available to complete local
audits, the more resource has to be borrowed from other parts of the firm and the less capacity there
is in the system. Several firms mentioned that the CIPFA qualification used to provide a pool of qualified
public sector staff, but this is becoming less popular with trainees. ICAEW qualified staff are more
marketable across all sectors but are less likely to remain in local auditing.
Three firms identified a shortage of KAPs as an issue – one from the perspective that there were not
enough KAPs to enable audit engagement partners to be rotated as required. Another firm stated that
some of their KAPs were retiring and would not be replaced. A third firm commented that engagement
leads were too stretched at the end /sign off of audits when their main contribution had to be made.
Two firms commented on a shortage of experienced audit managers and seniors in charge. This was
linked, in their view, to a ‘lost generation’ of new auditors who were not recruited because recruitment
by the AC was put on hold during its final years.
Several firms felt that their overall resources had not declined in terms of the number of staff available,
but the quality of these resources had declined, with more trainees and fewer experienced staff being
involved.
5.15 Is local auditing an attractive career option?
External auditing in general is perceived as being less attractive than in earlier years, with ‘Long hours and
criticism from all sides’ for audit generally.
Local auditing is more or less unanimously regarded as being unattractive at present, for reasons stated,
including:
▪

For newly qualified staff, local auditing is not as well remunerated compared with most of the
available alternatives.
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▪

Within auditing, local audit is ‘outshone by the corporate sector’ and has ‘Cinderella status’.

▪

Colleagues within the firm do not give ‘kudos’ or respect for doing work on the PSAA contract, mainly
because it is less profitable than other work.

▪

It is hard for a local audit manager to make the case for promotion to more senior levels, especially
since promotion depends significantly on the profits made for the firm.

▪

The peak period for PSAA work is very stressful, with long hours and often time spent away from
home.

▪

The work itself is frustrating, especially for junior staff, because clients are often unprepared and slow
to obtain the answers to auditors’ questions.

▪

For those local authorities that meet the criteria for PIEs, the quality standards have become more
onerous and reputational risks have increased.

On the positive side, the senior local audit staff we interviewed are clearly committed to the sector and
generally find their work worthwhile, interesting and relevant to peoples’ lives.
5.16 Would your firm consider participating in a joint or shared audit appointment with a new entrant
to the market?
Of the seven approved firms that commented on this issue, none would consider participating in a joint
audit that required both firms to sign off on the accounts. Comments included that this arrangement
‘would double or triple costs’; would incur additional costs to quality assure the joint auditor; and would
leave councils and electors without one clear focal point to address their questions and concerns.
5.17 How can more firms be encouraged to enter the local audit market? What advice and support
could / should be provided to enable them to do so?
Three firms did not comment on this question, while two firms had no interest in mentoring other firms
at current fee rates.
One firm, while noting that ‘the barriers to entry are significant’, said that they would consider mentoring
other firms subject to receiving some financial reward and ‘risk mitigation from the regulator’. This second
point was presumably a way of pointing out one of the risks of mentoring an inexperienced firm, since it
seems unlikely that the regulator would reduce its standards to accommodate new entrants to the
market. This firm cited support with training, software, quality and ethics as areas where mentoring
support could be valuable.
One firm saw some scope for them to use other firms’ staff on audits controlled by their own KAPs, and
perhaps enabling those staff to build up expertise by learning on the job.
5.18 What are your views on creating a not-for-profit (NFP) supplier to work alongside existing firms
and any new firms entering the market?
Three firms pointed out the practical difficulties of introducing an NFP supplier, including that the senior
staff would presumably have to be transferred over under TUPE from existing firms in the market. One
firm thought it was a good idea but did not offer any detail as to how it might work alongside the firms in
the market.
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6. THE VIEWS OF NON-APPROVED PROVIDERS
6.1 Introduction
It has been difficult to persuade non-approved firms to engage with our review. Out of the 13 firms
contacted, we have been able to obtain interviews only with five, with one firm completing and returning
the questionnaire without an interview.
We summarise below the responses to each of the questions that we asked.
6.2 What capability does your firm currently have to carry out local audits?
The firms we interviewed had limited capability to carry out local audits. Experience levels varied from
firm to firm and included:
▪

Internal auditing, consultancy and other services for local authorities and emergency services.

▪

External auditing including other government bodies, NFP organisations, academies, other
educational bodies, NHS bodies and social housing organisations.

6.3 Awareness of the local audit environment
Two firms were well aware of the local audit market and its issues; two firms had some knowledge of the
local audit framework and PSAA’s role in it; while the remaining two firms had very little knowledge of
this area.
6.4 Would your firm consider bidding for any local audits in the next round of procurement?
There was limited enthusiasm about bidding for work in the next round of procurement, even amongst
the firms that were sufficiently interested to talk to us.
The following table summarises the position of each of the firms we spoke to:
Firm

Overall position

Comments

1

Mildly interested

Very limited understanding of what local audit involves.

2

Would not rule
anything out

The balance of risk and reward is critical. ‘If fees are high enough, why not consider
it?’. The partnership would have to approve the business case for getting involved.
‘The more hurdles there are, the more benefits there would need to be’.

3

Doubtful

They see many obstacles to getting involved in this market. They would need ‘very
positive assurances’ that they had a near certainty of winning some work before they
would consider bidding.

4

Negative

‘We should stick to our knitting’.

5

Doubtful

Current fee levels would negate any interest.

6

Interested

Would need guidance, support and a small lot(s) to bid for.

6.5 How important would the following factors be?
The need to register as an approved firm / key audit partners
Those firms that were aware of the requirements saw them as a deterrent to entry.
Fee levels and reward structures
These were seen as unattractive.
The comparative complexity of local government accounts
This was not specifically seen as an issue by five of the six firms. However, it contributes to the costs of
entry, which three firms saw as a deterrent for reasons including:
▪

A significant ‘learning curve’.

▪

The need to understand the sector and the risks.

▪

The need to prepare audit programmes.

Final Report - PSAA Review - 260220 website publication

Page 19

PSAA: Future Procurement & Market Supply Options Review: Final Report
▪

Investment in technology.

If PSAA provided ‘starter pack’ contracts for new entrants
This was seen as advantageous. One firm mentioned Parks bodies and another firm mentioned smaller
authorities as possible starting points (though it should be noted that these bodies have very little
flexibility to accommodate higher fees).
Two firms felt that as newcomers to the market they would find it hard to compete with the established
firms as regards quality and that they would need some form of protection to enable them to win any
bids.
Advice and support being available to assist with your entry to the market
There was a degree of indifference noted in response to this question. Two firms felt that advice and
support from an external source could do little to offset the bulk of the work that they would need to do
themselves.
However, one firm explained in some detail the support that they would welcome, including:
▪

Technical advice on emerging / current issues in the market and on VFM auditing

▪

Practical advice on timing and budgets, to enable them to plan any future bid

▪

Courses to train staff.

Other factors
Three firms mentioned aspects of the tendering process as a deterrent, including the resources needed
to make a bid and the need for full TUPE implications information.
One firm said that they saw better opportunities for using their scarce resources in their current markets,
while another firm made similar comments but would not dismiss the idea if fees were at an acceptable
level.
6.6 As regards the procurement itself, would any of the following factors affect your decision to bid?
Lot sizes, locations, values and composition of lots
The main point, made by three of the firms, was that they would be more interested in local lots. Three
of the firms said that they would only be interested in smaller lots and a fourth firm implied this as well.
One firm said that they would not bid unless they knew the locations in advance.
The duration of the contract
All firms agreed that five years is an appropriate term, with one firm expressing a preference for the
additional two-year extension in the right circumstances.
The balance between price and quality used to evaluate the tenders
Three firms favoured a higher weighting for quality, with 80:20 and 70:30 ratios being advocated. One
firm added that ‘quality’ needed to be clearly defined. However, another firm ‘would expect about 50:50’
and felt that higher weightings for quality would favour the incumbent firms.
Whether lots include audits subject to FRC review
One firm said that ‘the FRC is a tough regulator. If your file gets picked it can add 20-25% to time and costs
(for that audit)’. Three of the other firms had no comment on the issue and the fifth firm made the general
point that ‘external reviews increase time and costs’ – and, by implication, that they would look for higher
fees to compensate for factors like this.
The legal right of electors to object
One firm described this as problematic, and said that they would find it more attractive if another auditor
could deal with the objections. Other firms did not see it as a major issue.
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6.7 Is local audit an attractive career option? What would make it more attractive?
The comments from the non-approved firms broadly echoed those made by the approved firms, in that
external audit is perceived as an unattractive career option, while local audit is less attractive again.
Positive comments included:
▪

One firm saw some commonality between NFP and local audit clients, such as the need for both types
of client to improve their systems and governance.

▪

One firm saw local auditing as being less risky than the private sector.

▪

Two firms mentioned that the social responsibility aspect of local auditing is attractive.

6.8 How can more firms be encouraged to enter the local audit market?
One firm summed up the tone of many of our discussions by saying that it would be difficult to encourage
new entrants to the market, ‘given where we are currently’, while another firm saw the image of local
government as an underlying problem.
Suggestions made by firms for making the market more attractive included:
▪

‘Communication and encouragement from PSAA and others; wider dissemination of information
about the opportunities.’

▪

Transfers of technology to smaller firms.

▪

Reducing barriers to entry.

▪

Support and information about both technical and practical aspects of these audits.

▪

Being able to participate in relevant courses.

6.9 Would your firm consider participating in a joint audit appointment? On what basis?
Four of the six firms said they would be prepared to consider a joint audit appointment. Three firms
commented on the need for clear separation of responsibility and identifying which firm would be liable
in different circumstances. One of these firms would also look to the ‘senior’ firm to provide technology
transfers and professional indemnity cover.
Another firm stated that they would only be interested in auditing stand-alone commercial subsidiaries,
with a joint audit partner taking sole responsibility for the group audit (note that PSAA does not appoint
to subsidiaries and so this example would be a matter for local determination). Their comment that ‘most
people are nervous of joint audits’ reflects the tone of our conversations with other firms as well.
6.10 What are your views on creating a not-for-profit (NFP) supplier to work alongside existing firms
and any new firms entering the market?
Only two firms commented on this issue. One firm implied that they would not want another supplier
such as the AC, while the other firm commented that an issue for the AC was a lack of quality and they
would not want to see that situation replicated.
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7. ISSUES AND OPTIONS
7.1 Introduction
The two previous sections of this report have focused on capturing the views of the firms. In this section
we provide our own analysis and commentary.
7.2 SWOT analysis for the market for audits of PSAA’s eligible bodies
The table below summarises the strengths, weaknesses, opportunities and threats to the market for
external audits of PSAA’s eligible bodies, based on both the conversations we have had with firms and our
own views. The most striking aspect of the table is how many weaknesses are apparent from our
discussions, and how few strengths.
Strengths

Weaknesses

▪ Current fee levels represent good value for eligible ▪ A perception amongst many auditors that local
bodies.

▪ A perception amongst some auditors that local

authority auditing is less dynamic and exciting than
corporate auditing.

authority work is socially responsible, worthwhile ▪ Negative perception of external auditing generally.
and relevant to people’s lives.
▪ Negative perception of local authorities.

▪ Lack of profitability of PSAA contracts compared to
other audit work.

▪ A limited number of firms approved to operate in this
market.

▪ Barriers to entry including accreditation; technology;
complexity.

▪ Indifference and lack of enthusiasm from nonapproved firms about entering this market.

▪ Specialist nature of the work.
▪ Geographical dispersal of the work.
▪ Timing of the work in a restricted window during the
summer months makes it difficult to resource.

▪ Unattractiveness to auditors of aspects of the job,
including: timing over the summer months; need to
travel; need for overtime work; poor quality of
working papers and client staff.

▪ Lack of experienced staff, especially at KAP and audit
manager level.

▪ Complex and poorly coordinated regimes for
procuring local audit contracts (separation between
PSAA’s eligible bodies and other local audits); quality
monitoring (different regimes for PIEs and other
bodies.

▪ Mismatch between codes of audit and accounting
practice and client needs / expectations, especially as
regards balance sheet work.

▪ Current fee levels are unattractive to firms.
▪ Recent increases in regulatory pressure have
increased risks and pressures for auditors in relation
to local audit work.
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Opportunities

Threats

▪ The

▪

▪
▪
▪

Redmond
review
could
make ▪ Current contract holders withdraw from the market.
recommendations that address the firms’ current
▪ Failure to attract enough new recruits to work on
concerns.
PSAA eligible bodies.
The funding climate for local authorities could
▪ Loss of experienced staff to other disciplines and
improve, putting less pressure on their overall
career paths.
finances and making it easier to fund Finance staff.
▪ Loss of KAPs to retirement.
Options to make future PSAA contracts more
▪ Audit risks may continue to increase as local
attractive, as discussed below.
authorities try to alleviate their financial pressures.
To bring other existing approved suppliers back into
▪ Firms being required to separate external audit from
the market.
advisory and other functions.
Separation of external audit and other services
▪ Possible further increases in regulatory
should reduce conflicts of interest
requirements.

7.3 The CBS report revisited
The specification for our work cites the CBS report (published early in 2019) as the starting point for our
research. We set out below some selected ‘lessons learned’ that CBS highlighted in their report and how
these relate to our own findings.
CBS ‘Lesson’

Our comments / current situation

A number of aspects of the procurement including the This remains the case. Our comments are set out below.
price:quality evaluation rating and lot sizes and
compositions remain live issues.
There are significant challenges to ensuring a long term The challenges have increased since the publication of
sustainable competitive and quality audit supply market, the CBS report. Firms’ experiences of the 2019 audit
including…
cycle have contributed to this.
▪ 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).

These factors remain and are now more strongly felt
than before.
It is no longer the case that ‘firms are intending to stay
in the market’. Their position is now less certain and
dependent on developments ahead of the next
procurement.

▪ there is evidence that gaining new entrants will be This remains the case.
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.

We have not investigated this because the views of the
opted-in bodies are outside the scope of this piece of
work. If true, it indicates the importance of a
procurement regime that aims to attract all the ‘big 4’
firms into the market.

Given the above factors, positive ‘market making’ action If ‘market making’ means opening up the market to new
may be advisable.
entrants then this does not seem an obvious conclusion
to draw from the points above, given the preference
from CFOs for the larger firms and the market’s lack of
attractiveness to new entrants.
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CBS ‘Lesson’

Our comments / current situation

There is evidence that the process of gaining agreement This remains a concern for some firms. We understand
to the fee variations or additional work may be from PSAA that the new IT system, referenced in their
unnecessarily protracted.
response to the CBS report, has not yet been
implemented. The volume of variation requests is
expected to increase sharply following the many
challenges experienced in the 2018/19 audits. PSAA
acknowledge the likely need to strengthen their staffing
to process all of the anticipated submissions on a timely
basis.
In light of the concerns raised by CFOs regarding future This concern is shared by the audit firms, who would like
quality standards and their views on what constitutes the scoring of tender bids to give more weighting to
audit quality there is a need to engender and quality.
communicate a common understanding of audit quality.

7.4 Opening up the market to new entrants
Issues
Our research suggests that this would be difficult to achieve and would not significantly increase the
supply capacity of the market.
Firms that are not currently approved to operate in this market were reluctant to engage with our review,
and those that did engage were (with one exception) unenthusiastic. The issues that they raised are
covered in detail in section 6 of this report, and several themes stand out:
▪

The barriers to entry make it difficult a) to become accredited as a firm and b) to get KAPs
accredited.

▪

Current fee levels are perceived as unattractive.

▪

This is a specialised market and new entrants will need advice and guidance with both technical and
practical issues.

▪

The initial impact of any new firm would be small – of the order of say 5 to 10 audits. A package of
audits of similar entities – say smaller District Councils – would reduce the learning curve and set-up
costs.

▪

The non-approved firms find it hard to see how they could win a tender against the established firms
and would need convincing that such a bid could succeed.

It is important to attract new entrants into the market as part of a longer-term strategy, but this does not
appear to be a solution to developing sustainability in the next procurement round.
Options for PSAA
Options include:
▪

Offering small lots that are attractive to new entrants and making it clear to the interested firms a)
that they have a real chance of winning the lots and b) what they have to do to win them.

▪

Encouraging approved firms to mentor new entrants to the market and offering incentives for them
to do so. ‘Mentoring’ could include support with technology, training, risk assessment and audit
programmes.

▪

In tendering for public sector contracts in other sectors small and medium-sized firms (SMEs) are
assured that a stated percentage of the contracts let will be awarded to them.
In May 2019 the Cabinet Office made the following statement:
‘The government is committed to 33% of central government procurement spend going to small
and medium-sized enterprises (SMEs), directly or via the supply chain, by 2022.’

Final Report - PSAA Review - 260220 website publication

Page 24

PSAA: Future Procurement & Market Supply Options Review: Final Report
7.5 Supply side resources
Issues
A lack of experienced staff is the main threat to the sustainability of this market. If new firms win
contracts for PSAA audits, or if a NFP auditor is created from scratch, in the short to medium term they
will still be looking to the same limited pool of experienced auditors to lead the work.
The firms already have a shortage of experienced auditors, with bottlenecks at the levels of senior
auditors, audit managers and engagement partners. Factors that have contributed to this situation
include:
▪

A ‘lost generation’ of trainees because the AC stopped recruiting during its final years.

▪

The growth of the wider ICAEW qualification (which gives newly qualified accountants wider
opportunities and mobility across all sectors) at the expense of the CIPFA qualification (which is
specifically for the public sector).

▪

Reduced popularity of external audit generally, including the continuing growth of non-audit career
paths within the firms themselves.

This situation is set to get worse as the current cohort of senior managers, directors and partners retires
and firms cannot see who will replace them. The barriers to entry make it difficult to develop new KAPs.
When firms cease to operate in this market, their experienced auditors are drawn into other work and
their capacity diminishes. Local audit staff can remain active in the market for Health bodies (provided
that their firms can win enough of these audits), but that can only slow the attrition rate rather than
offsetting it altogether.
Options for PSAA
PSAA could consider setting a specific target to keep all the approved firms, especially the ‘Big 4’, active
in the market and plan the next procurement accordingly. However, we acknowledge that a
commissioning body would not normally undertake a procurement with targets as to its preferred
successful suppliers and that any such approach would have to be contingent on the suppliers concerned
submitting acceptable bids
7.6 Timing of audits
Issues
The government has set a target date of 31st July for the audits of principal local authorities in England to
be signed off by their auditors. This is two months earlier than the previous target date of 30th September,
which still applies in Scotland.
This target date is causing problems for the audit firms, as described in section 5 of this report. It is the
single most important factor, apart from fees, that makes the market unattractive to audit firms and
therefore threatens its sustainability.
One important effect of the current target date is that it reduces capacity, which is already stretched, by
restricting the number of auditor hours available to a two-month period. This encourages firms to fill the
gap with inexperienced resources drawn from other sectors and disciplines, which impacts quality as well.
Options for PSAA
It is hard to see what PSAA can do, other than lobbying for the target date to be extended.
7.7 Fees and quality
Issues
The firms have been keen to emphasise the extent to which, in their view, the risks of operating in this
market have increased since they submitted their bids in the last procurement round.
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Their unanimous view is that the rewards, in the shape of fees, have not kept pace with the risks. Where
firms perceive that risks and audit costs have increased, they can submit requests for fee variations, but
many firms do not trust this mechanism to provide them with adequate compensation on a timely basis.
The Kingman report (paras 6.24 and 6.25) references the reductions in audit fees for principal local
authorities (both the 23% reduction achieved by PSAA and earlier reductions which amounted to some
55% compared to previous fees) and states that: ‘The Review has serious concern that these
arrangements, in practice, may well be prioritising a reduction in cost of audit, at the expense of audit
quality. The Review understands that CIPFA has raised publicly its concerns that local public audit fees
have been driven too low.’
The audit firms will consider the price:quality ratio as an important indicator of PSAA’s intentions as
regards fees in the next procurement round. The higher the weighting given to quality, the more
confident they will feel about submitting bids at higher fee levels – which in several cases is likely to be
a precondition for them bidding at all.
Options for PSAA
Of all the issues that PSAA can influence, fees are by far the most important to the firms. Their
perception of what level of fees could be acceptable will influence the decisions of most firms whether to
bid or not, and at what price level. PSAA can influence these perceptions by the tone and content of their
discussions with the firms and by the weighting given to quality compared with price in the next
procurement round. It is important to note that the way that the spread of the marks allocated to each
category is as important as the headline price:quality ratio.
PSAA must of course act in the interests of the eligible bodies, one aspect of which involves ensuring that
audit costs represent good value. This aspect of PSAA’s work is outside our brief so we cannot comment
on how the potentially opposing interests of audit clients and auditor firms should be balanced.
7.8 Number of lots and lot sizes
Number of lots
By simple arithmetic, if the number of lots available is fewer than the number of bidders, then one or
more of the bidders will not win any work. In a more robust market this might not matter, but in this
market, there is a strong case, subject to their bids, for attempting to keep all the key players involved.
PSAA do not yet know how many eligible bodies will opt in to the next procurement. If more bodies opt
out then the force of this argument will diminish, as there will be more opportunities for the losing bidders
to win work with eligible bodies outside the PSAA contract.
Size of lots
All the firms favour smaller lot sizes in the next procurement with no support for any lot being tendered
for more than 20% of the total. Again, if fewer eligible bodies opted in to the next procurement then
higher percentage lots would become relatively more manageable because they would involve fewer
audits.
The market appears to us to involve three ‘sizes’ of potential bidders, reflecting the resources and
aspirations of the different suppliers:
▪

Firms capable of handling the larger (say 20%) contracts.

▪

Firms that are comfortable with the 6-7% / £2m contract size.

▪

Firms, including those non-approved firms that expressed an interest in the market, that would only
be interested in lots of say 5-10 audits.

Options for PSAA
Actions could include modelling the potential outcomes for different distributions of lot numbers and
sizes, based on PSAA’s knowledge of the different firms’ attitudes and intentions. The number of eligible
bodies that choose to opt in will be a key variable that can also be modelled for different scenarios.
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The possibility of introducing starter lots, perhaps restricted to new entrants to the market and/or joint
bids involving new entrants, could be considered.
7.9 Composition and location of lots
Allocation of audits
PSAA’s strategy for allocating auditors to individual audited bodies in the last procurement round was
based on the following six principles, illustrating the range of issues that have to be taken into account:
1. Ensuring auditor independence
2. Meeting PSAA’s contractual commitments
3. Accommodating joint/shared working arrangements amongst auditees
4. Ensuring a blend of authority types in each lot
5. Taking account of a firm’s principal locations
6. Providing continuity of audit firm if possible, while recognising best practice on maximum length of
tenure.
Principles 1 and 2 above are non-negotiable. Auditors must be independent, which for some authorities
narrows the choice of auditor very considerably (principle 1), and contractual commitments must be met.
Principle 3 is highly desirable for both auditors and clients, as is principle 6.
We would question the need for principle 4 as a separate principle in its own right. The issues facing
authorities vary between different authority types, and blending them in each lot reduces firms’ ability
to obtain economies of scale and efficiencies by specialising in particular types of audit. For new entrants
to the market there will be less of a learning curve if their initial lots include only one type of authority,
say district councils, rather than exposing them to multiple new types of audit at the same time.
Principle 4 appears to be needed to avoid the risk of firms bidding for an averagely onerous lot only to
discover in due course that the composition of the lot awarded is skewed in some way to what are
perceived to be less attractive audits. Different firms have different perceptions of the factors which make
a particular audit unattractive. They include the size of the body, its geographical location, its reputation
and audit track record, its fee level and how it is classified (as a PIE or non-PIE) for regulatory purposes.
Locations
Regarding principle 5, some firms believe that PSAA could do more to take their office locations into
account, but they may be seeing the issue from their own perspective without understanding the other
factors that PSAA must take into account.
Local authorities tend by their nature and purpose to be more widely dispersed to serve communities and
to have a higher proportion of remote locations than other types of organisation.
The geographical distribution of the audit firms’ resources does not match the distribution of the client
locations. Locations like Manchester and London are well served by audit firms, while the opposite applies
to more remote areas such as Cornwall, Cumbria and Lincolnshire.
Combined with the need to rotate auditors, these aspects of the market are always likely to create
difficulties for the audit firms in terms of inconvenience and travel expenses.
In the last procurement round the firms did not know the geographical locations of the audits that they
were bidding for, resulting in uncertainty about how much to allow for expenses and increasing the risks
associated with each bid. However, they were asked to indicate in advance the regions in which they were
prepared to accept audits.
The increasing automation of audit processes is seen by some as potentially reducing the need for on-site
working, but not to a significant extent within the current period. However, it may impact the next
contract period.
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Specialist lots
One point that the firms made against specialist lots is that they would be too widely dispersed
geographically. However, this need not necessarily be the case, especially where smaller sized lots (say 510 audits) are concerned - for example it would be possible to find groups of district councils or Police /
Crime authorities that are reasonably close together and could form the basis for specialist lots, while
taking into account principles of joint working and continuity.
Options for PSAA
A re-basing of the scale fees, aimed at making each individual audit equally desirable in terms of risk and
reward, would address the imbalances between risks and rewards mentioned above. However, PSAA have
pointed out the technical difficulties and resource implications of such an exercise.
The composition of all or perhaps some lots could be specified in advance, removing uncertainty for the
firms. However, this would potentially disbar firms which have independence conflicts in relation to one
or more of the bodies within a lot. PSAA’s current methodology enables the composition of lots to be
designed around such conflicts.
If the composition of lots cannot be specified in advance, PSAA could devise a mechanism to take some
of the risks associated with unknown travel expenses away from the firms, perhaps by enabling expenses
to be charged at cost on the basis of agreed guidelines.
Specialist lots could be considered, perhaps as a feature of the starter lots mentioned above.
7.10 Contract duration
Issues
The 5 year contract duration is popular with firms and any shorter period would not be welcomed.
There was little support for a longer duration.
Options for PSAA
PSAA has the option to extend the existing contracts for a further 2 year period. However, firms have
indicated little or no support for this option.
7.11 Contract structure
Issues
The last procurement included a lot that was let with no guarantee of appointments, but that contract
became redundant following the merger of one of the firms to which it was let. Such a contract provides
a ready-made alternative if one of the incumbent firms needs to give up one of their allocated audits for
any reason – for example due to a conflict of interest or if a firm’s resources become over-stretched.
However, this could be difficult to price given comments on pricing for the less attractive audits.
This principle could be extended so that a framework agreement contract becomes the basis for the whole
procurement, or a significant part of it, providing PSAA with greater flexibility to offer individual audits or
groups of audits to selected firms within the framework agreement.
There are precedents for this approach in the public sector audit market e.g. the Eastern Shires Purchasing
Organisation (ESPO) Framework 664 that includes ‘Audit Services’ within its service offering – PSAA
approved audit firms may also be ESPO framework holders.
Also, we note that a procurement notice was issued in July 2019 by Crown Commercial Services, via
Contracts Finder, with the purpose ‘to establish a pan government commercial agreement for the
provision of audit services to be utilised by UK Public Sector Bodies………..including: local government…..’
Options for PSAA
PSAA can consider a range of options involving pre-qualifying firms to carry out audits via framework
agreements.
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7.12 Joint audit options
Issues
Joint audits, in the sense of audits for which two different firms are equally responsible and for which
both firms sign the audit opinion, were not a popular option with the approved firms. However, not all
of these firms would rule them out and several of the non-approved firms said that they would consider
them as a route into the market, provided other objections and barriers to entry were resolved.
Firms were more relaxed about having one auditor signing the group accounts of an entity for which other
firms have audited discrete units such as stand-alone subsidiaries. One of the non-approved firms, that
was otherwise not interested in local auditing, saw the audit of commercial subsidiaries of local
authorities as an area that they could become involved with.
The idea that new entrants could carry out the VFM aspects of some audits, while established firms take
responsibility for the audit as a whole, did not appeal to most firms. VFM work requires understanding
and experience of the local authority environment, which is exactly what new entrants do not have.
Options for PSAA
Consider tendering for joint audits as a potential future option. Consider whether there is potential for
‘match-making’ between approved and non-approved firms.
7.13 Collaborative response with other audit agencies
The current system, with PSAA procuring only the audits of principal local government bodies while other
public entities are subject to different procurement and regulatory regimes is, in our view, structurally
flawed. Issues include the creation of a brief but very intense peak audit period for the work procured by
PSAA, with a lack of other work to occupy specialist local auditors during a prolonged trough period.
Areas where collaboration could be conceivable, under a different structure, are briefly noted below.
SAAA
The Smaller Authorities’ Audit Appointments (SAAA) commissions desktop reviews for more than 9,000
smaller authorities. These are not full audits and are not subject to the same Code of Audit Practice and
regulation as the principal authorities. They do have certain features in common, such as the requirement
to deal with electors’ objections. However, firms would still need to be accredited to carry out principal
local audits and the audit requirements are of a completely different magnitude compared to those for
smaller audits.
NAO
The NAO is responsible for auditing central government departments, government agencies and nondepartmental public bodies. The NAO also carries out value for money (VFM) audits into the
administration of public policy.
Scotland, Wales and Northern Ireland
Some of PSAA’s current contract holders also carry out work in the other jurisdictions. For example, EY,
GT, Deloitte and Mazars carry out audits in Scotland, along with Scott Moncrieff and KPMG.
The obstacles to achieving closer co-operation include:
▪

Different codes of practice – for example the requirements for auditing ‘best value’ in Scotland are
different from those of auditing VFM arrangements in England.

▪

Different fee structures. One firm stated that fees for comparable audits are higher in other
jurisdictions than in England, notwithstanding the differences in the scope of audits.

Options for PSAA
PSAA’s options are constrained by the current fragmented structure of the market and by PSAA’s precisely
defined role within it.
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7.14 Creating a not-for-profit supplier
Issues
Most firms did not comment on this option. We see its key features as follows:
▪

In the short to medium term the not-for-profit (NFP) supplier would be competing for the same scarce
resources that the firms are currently using and would probably have a more limited appeal than the
private firms. It could therefore struggle to recruit and retain the best staff. However, if in the longer
term the NFP supplier developed a strong commitment to staff training and development it might be
able to make a distinctive contribution to growing local audit capacity.

▪

It would suffer from the same issues as the current suppliers, especially the peaks and troughs in
workloads, without having the same opportunities to redirect its resources to other work during the
troughs.

▪

It would take time and resource to set up.

▪

To some it might appear as a retrograde step, recreating the direct labour force element of the AC.
Its creation would cast doubt on the claims made at the time of the breakup of the AC, about the
capacity of the private sector to handle this market.

▪

The NFP entity might be designed for a particular set of circumstances that then changed due to the
ongoing reviews within the sector.

The case for the NFP supplier would involve it working alongside other agencies, such as perhaps CIPFA,
ICAEW, the NAO and others, to actively develop resources for this market; and acting as the employer of
last resort for staff who would otherwise be lost to the market.
Options for PSAA
If PSAA chooses to pursue this option, it should carry out a careful assessment of the viability of the
prospective NFP supplier having regard to the various challenges it would be likely to face.
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GLOSSARY
Initials

Definition

AC

Audit Commission

ARGA

Audit, Reporting and Governance Authority

AS

Audit Scotland

CBS

Cardiff Business School

CFO

Chief Finance Officer

CIPFA

Chartered Institute of Public Finance Accountants

FRC

Financial Reporting Council

ICAEW

Institute of Chartered Accountants in England and Wales

ICAS

Institute of Chartered Accountants of Scotland

KAP

Key Audit Partner

LGA

Local Government Association

MHCLG

Ministry of Housing, Communities and Local Government

NAO

National Audit Office

NFP

Not for profit

PIE

Public Interest Entity

PSAA

Public Sector Audit Appointments Ltd.

RSB

Recognised Supervisory Body

SAAA

Smaller Authorities’ Audit Appointments

TUPE

Transfer of Undertakings (Protection of Employment) Regulations 2006

WAO

Wales Audit Office
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