Reflections from the Redmond review - guiding principles for reform

Independent Review into the Oversight of Local Audit and the Transparency of Local Authority Financial

Reporting

Published on the 8t September 2020, Sir Tony Redmond’s findings and recommendations from his independent review
provides a significant opportunity to shape the future sustainability of local government financial reporting and auditing.
We believe this will help ensure audit continues to meet the evolving needs of local authorities, the public, and the public
interest.

Guiding principles for reform

We believe reforms should be guided by the following principles:

» Reforms should enhance, or at least should not create risks to, the quality of financial reporting and external audit.

» The importance of the multidisciplinary audit firm model, to enable local auditors to respond efficiently and effectively
to the increased reporting complexity, risks and financial resilience pressures we have seen facing the public sector pre
and post Covid-19.

» There should not be a two-tier system of generally accepted accounting and auditing standards between the public and
corporate sectors.

» To be effective and sustainable, reforms need to focus on the public sector financial reporting and external audit
ecosystem as a whole.

Our view of what a public sector financial reporting and external audit ecosystem comprises is set out on the next page.
Each part of the ecosystem has a critical role to secure sustainable reforms, and each has specific issues, challenges and
solutions. Only by addressing all of these elements together, will any subsequent reforms become truly effective and long
term.



Reflections from the Redmond review - our view on the ecosystem

Public sector
Financial
s Reporting & Service Dirge,

. pxturnah Budit External Audit

Ecosystem

A2/120.d IONE J° P03 DYN

accounts *
and external aud'



Reflections from the Redmond review - our initial views

Taking our guiding principles, we broadly welcome the Redmond review and proposals, in particular:
Quality of financial reporting and external audit

» The recognition that all stakeholders in the ecosystem have a role to play to improve accountability, transparency and
sustainability. This includes improving the effectiveness of Audit Committees, strengthening the training skills, capacity
capability and attractiveness of the public sector finance and audit professions.

» His conclusion that the current procurement and fee structure does not support sustainable audit quality. We have provided you
with our perspectives on how baseline audit fees need to change to take account of your risk profile, complexity as well as the
regulatory and professional context which drive our audits.

Reforming the public sector financial reporting and external audit ecosystem

» Establishing the Office for Local Audit Regulation (OLAR), which provides a “system leader” and will bring clarity to the existing
framework for local authority audit.

» The importance of MHCLG establishing a liaison committee of all key stakeholders to oversee reforms. To begin with MHCLG
should take urgent action to implement primary legislation to establish OLAR, revise the timetable for financial reporting and
revisit the procurement and fee structure for public sector audit.

Multidisciplinary audit firm model

» The importance of the auditors work to critically assess the financial resilience and viability of public sector bodies and his

proposals on how this assessment could be enhanced within the NAOs code of audit practice.
Safeguarding professional accounting and auditing standards

» The need for CIPFA/LASAAC to revisit the accounting code and introduce summarised accounts. We agree that there is a need
for more proportionality in the Code which also sets out the expectations of practitioners and auditors and how this could be
applied in areas such as pensions and asset valuations. However, we believe that any future proposals on the accounting code
should not create a two-tier system.

What are we doing in the meantime?

1. Planning for a 30 September financial reporting target date for 2020/2021 accounts, integrated with our NHS work.

2. Implementing the new NAO code and changes to our VFM conclusion work and reporting for 2020/2021 audits. We will also
work with the NAO and other audit suppliers on any refinements to how auditors assess financial resilience.

3. Continuing to engage with and influence MHCLG, NAO, PSAA CIPFA/LASAAC, FRC and other key stakeholders on the actions
required to implement the Redmond proposals as swiftly as possible and how these effectively align to the broader package of
audit reforms which BIES will consult on later this year.



