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Local Audit Webinar FAQ
Introduction 
On 24 September 2024, senior officials from the Ministry of Housing, Communities and Local Government (MHCLG) led a webinar, with support from the National Audit Office (NAO), Financial Reporting Council (FRC) and the Chartered Institute of Public Finance and Accountancy (CIPFA), on measures to address the local audit backlog in England.   
The webinar was attended by Chief Executives, Chief Financial Officers, Local Authority Leaders, audit firm representatives, Audit Committee Chairs and representatives from other relevant entities including police and fire bodies and National Park Authorities.
This document sets out responses to key themes raised during the session or subsequently. The responses have been co-developed by MHCLG, NAO, FRC, PSAA and CIPFA. 
Further detail and information on the measures can also be found via the following links: 
Written Ministerial Statement made by Jim McMahon, Minister of State for Local Government, on 30 July outlining measures to address the Local Audit Backlog.  
Government’s response to feedback received on the Addressing the Local Audit Backlog in England Consultation  (the consultation ran between 8 February and 7 March 2024). 
Accounts and Audit (Amendment) Regulations 2024 (note, these came into force on 30 September 2024).
Draft Code of Audit Practice 2024 -  (the Explanatory Memorandum for the Code can be found here)
NAO Guidance for auditors (endorsed by the FRC) on Implementing the Reset and Recovery of Local Audit in England.  
FRC – Accessible Explainer on Rebuilding Assurance







Timing of the 2023/24 backstop date
We received several queries regarding the timing of the 2023/24 backstop date (28 February 2025) and the fact that this is earlier that the date proposed originally in the consultation (31 May 2025).
Response:
· Consultation feedback on the proposed deadline of 31 May 2025 indicated opposition to that date, due to a clash with the unaudited (draft) accounts deadline for financial year 2024/25 and concerns regarding the interaction with local auditors’ NHS audit work. Of those who suggested alternatives, a clear majority supported an earlier backstop for financial year 2023/24. 
· The backstop date of 28 February also avoids pre-election periods for local authorities holding elections in May, an issue that the Local Government Association emphasised as a key consideration.
· Setting a backstop date for financial year 2023/24 in early 2025 is consistent with the key ambition of enabling the system to focus on the most recent accounts, where assurance is most valuable. 
· As the Written Ministerial Statement highlighted, aspects of the measures are uncomfortable. Auditors are likely to issue hundreds of disclaimed audit opinions at the first backstop for financial years up-to-and-including 2022/23, and these will likely continue for some bodies for a number of years. In a minority of cases, a body that receives an unmodified opinion at the first backstop may receive a disclaimed opinion due to the time constraints of the backstop for financial year 2023/24.
· It is the aspiration of the Government and key local audit system partners that disclaimed opinions driven by backstop dates should, in most cases, cease after the backstop date for 2024/25 (27 February 2026). Page 4 of the FRC’s Accessible Guide provides an example of how this may work for bodies who receive a disclaimed opinion for 2022/23.  








Backstop dates and material issues in accounts
We received queries regarding the implications of backstop dates where there are material issues in accounts, including where a body is subject to intervention. 
Response:
· If action is not taken to clear the backlog, delays may continue and lead to auditors not identifying current issues. It is vital we get the system focused on the most recent position as soon as possible. 
· The Government expects auditing standards are adhered to, including the requirement for auditors to clearly state the basis for their opinion in a separate paragraph in the auditor’s report. Under these measures, this means that auditors will distinguish between disclaimed and modified opinions caused by the backstop date and those caused by other factors such as weaknesses in financial reporting or specific material issues in the accounts.  
· Local bodies should have arrangements in place for accurate and timely financial reporting as part of their internal system control. 
· While there will be modified and disclaimed opinions, auditors’ other statutory duties – including to report on Value for Money (VfM) arrangements and, where appropriate, to make statutory recommendations and issue Public Interest Reports – remain a high priority.  
· For those local authorities in intervention (both statutory and non-statutory), we expect commissioners, Chairs of Improvement Boards and the auditor to work together to meet the backstop date, and understand its implications for financial reporting, governance, and audit. Commissioners and Improvement Boards need to ensure that these authorities are supported to fulfil their financial reporting function, which will sit within a wider set of overall improvement measures.
· Bodies may be exempt from meeting a backstop date in limited and specific circumstances (these align with exemptions for auditors provided in the draft Code of Audit Practice). The Accounts and Audit Regulations 2015, as recently amended, outlines the following scenarios in which bodies may be exempt where the auditor has not entered their opinion by the relevant backstop date:
· where auditors are considering a material objection;
· where an objector has appealed or could still appeal the auditor’s decision in relation to the objection;
· the auditor thinks that an item of account may be contrary to law and has made, or is considering making, an application to the Court on that basis; 
· or from 2023/24, where the auditor is not yet satisfied with the body’s Value for Money (VFM) arrangements.
· Where such an exemption exists, the bodies will be required to publish the audit opinion as soon as practicable and publish an explanation of their exemption at the time of the backstop date.
Preventing a recurrence of the backlog
A number of questions focused on what is being done to stop the backlog from recurring, including in relation to auditor capacity and financial reporting requirements. 
Response:
· The Government has set out that it will continue to review the evidence, including considering the recommendations of external reviews to date, and will update Parliament in the Autumn on the Government's plans to fix the local audit system. 
· In terms of action in relation to the backlog and backstops, it is the Government’s ambition that disclaimed opinions driven by backstop dates should, in most cases, cease after the backstop date for 2024/25 (27 February 2026). The backstop dates for financial years 2023/24 to 2027/28 will enable assurance to be rebuilt over several audit cycle. 
· Without these additional backstop dates, auditors would need to rebuild all assurance in the first year following a modified or disclaimed opinion, creating an exceptional workload. This would risk a recurrence of the backlog.
· It is critical that a repeat of the backlog is avoided in the future. Work across the local audit system must therefore be sustainable and ensure proportionate financial reporting requirements, auditing requirements and regulatory requirements are in place. The Government is clear that a proportionate approach to the rebuilding of assurance is required by auditors - and all system partners including the FRC, NAO and auditors, are aware that this is the Government’s objective.
· To support auditors in meeting their responsibilities under the Code of Audit Practice, the NAO has issued specific guidance, endorsed by the FRC on implementing the reset and recovery of local audit. This guidance sets out the public interest considerations that require auditors to act in ways that enable a return to the completion of audits on a timely manner whilst complying with professional standards. 
· Further guidance will be issued during the period of reset and recovery, to respond to issues identified by the sector as work progresses.
· The FRC has made a commitment that its Audit Quality Review team will not undertake any routine inspections for historic audits for financial years up to and including 2022/23 unless there is a public interest reason for doing so.
· The FRC’s approach to Audit Quality Review inspection for 2023/24 audits will be set out in their Major Local Audit publications later this Autumn. All system partners recognise that addressing underlying systemic issues is also important and recognise the relevance of the specific points raised to considerations in this area. 
· CIPFA is looking at updates to the Code of Practice in partnership with CIPFA LASAAC, alongside wider reforms to the Local Authority accounts via its Better Reporting Group. These efforts include measures to simplify reporting in complex areas which have contributed to the formation of the backlog. 
Audit Fees
The issue of how audit fees would be calculated, including where modified or disclaimed opinions are issued, was also raised. 
· Issuing a disclaimed or modified audit opinion and a subsequent return to full assurance will require differing levels of work by auditors.  Work is ongoing to understand the financial impact further and consequent action. 
· Public Sector Audit Appointments Ltd (PSAA) will set scale fees and determine fee variations where the auditor undertakes substantially more or less work than assumed by the scale fee and will consult with bodies where appropriate.
· In doing so, PSAA will apply the principles: that if auditors have worked in good faith to meet the requirements of the Code of Audit Practice in place at the time the work was conducted (and have reported on work that is no longer required), then they are due the appropriate fee for the work done, and the body is due to pay the applicable fee, including where there is a modified or disclaimed opinion. 
· Conversely, if an auditor has collected audit fees in part or in full, and the backstop date means that the total work done represents less than the fee already collected, then the auditor must return the balance and refund the body the appropriate amount – this ensures that the bodies pay only for work that has been done and reported.
Communication and engagement
There were also questions regarding the importance of communications and engagement, including the need to set public expectations and those of audit committees.
Response:
· Communications and engagement on these measures is important, including to make clear, for a range of different audiences, the necessity of these steps and emphasise the context for modified or disclaimed opinions. 
· As the Minister of State for Housing, Communities and Local Government set out in his written ministerial statement on 30 July, local bodies should not be unfairly judged based on disclaimed or modified opinions caused by the introduction of backstop dates that are largely beyond their control. 
· Auditors will be expected to clearly explain the reasons for issuing such opinions in their auditor’s report to mitigate the potential reputational risk that local bodies may face.
· In addition to the Webinar and the published materials (links set out above), the Department sent two letters, one dated 30 July from the Minister and the second dated 20 September from Catherine Frances (Director General for Local Government and Public Services) to all Chief Executives, Chief Financial Officers, Local Authority Leaders and Local Audit Firm Partners, other local bodies including police, fire and National Park authorities and Audit Committee Chairs providing updates and key messages on  these measures. The Government and system partners will continue to collaborate on a range of communications and engagement activity. 
· CIPFA, for example, will soon publish information to help preparers understand the impact of backstop dates and how they should approach any unpublished accounts, alongside guidance for audit committees via its Better Governance Forum. Additionally, PSAA will facilitate a Q&A session for Section 151 Officers and audit committee chairs and members in early November. 
· The FRC has published a high-level briefing to help stakeholders such as audit committees and finance teams understand how the rebuilding of assurance may operate in practice for local bodies which receive modified or disclaimed audit opinions primarily as a result of the backstop dates.
· The FRC has published a podcast explaining how the Escalated Reporting Framework, which has recently launched, will operate in practice. It is also leading on producing material which explains modified and disclaimed audit opinions and the impact of the measures on the type of audit opinions which will be issued as the backlog is reduced and assurance rebuilt. 

Audit Committees and Consideration of Disclaimed Opinions
The question of audit committees’ ability to be satisfied with accounts where disclaimed audit opinions are issued due to the backstops was also raised.
Response:
·  Audit Committees can take assurance over their authority’s financial performance and financial position ongoing reporting from management, supported by appropriately robust processes and financial controls.
· The backstop measures will result in modified or disclaimed opinions for some bodies, specifically where time constraints mean that an auditor has not been able to obtain sufficient audit evidence to conclude they have reasonable assurance that the financial performance and financial position as a whole are free from material misstatement. Despite this, local bodies should still have sufficient internal controls and processes to enable the Section 151 Officer to be satisfied that the accounts represent a true and fair view (the accounts will also have been certified as such when published in draft and subject to the public inspection period).
· Auditors are required to clearly communicate the reasons for modified or disclaimed opinions in their auditor’s report. They should explain in reports to the audit committee if the modified opinion is caused by the introduction of statutory backstop dates and communicate what work they have been able to carry out.
· While there will be modified and disclaimed opinions as a result of the backstops, auditors’ other statutory duties – including to report on Value for Money (VfM) arrangements, to make statutory recommendations and issue Public Interest Reports – remain a high priority.
· Bodies may also be exempt from meeting a backstop date in limited and specific circumstances as set out earlier in this document. 
Collaboration between auditors and bodies
Feedback also included reference to the need for effective collaboration and communication between auditors and bodies, including where disclaimed opinions are to be issued due to the time constraints of the backstops. 
Response:
· All system partners recognise that elements of these measures are uncomfortable. Continued and effective collaboration between auditors and bodies is vital to ensure the best possible outcomes.
· To ensure auditors can deliver timely opinions ahead of the first two backstop dates, any local body that has not yet done so should publish their unaudited accounts and hold the 30-day public inspection period for all years up to and including FY 2023/24 as soon as possible. If bodies feel they are in a position where they will not be able to comply with the backstop dates, they should contact the Department (localaudit@communities.gov.uk) or their relevant sponsor department at the earliest opportunity. 
· Modified or disclaimed opinions due to the time constraints of the 13 December backstop for FYs up-to-and-including 2022/23 can only be published once both the changes to regulations and the new Code of Audit Practice are in force. The regulations came into force on 30 September; the Code is due to do so in mid-November when the C&AG publishes the new Code on the NAO’s website (following Parliamentary approval). 
· However, the publication of the Code in draft, along with associated guidance for auditors, provides a clear basis for auditors and preparers to work together to ensure that opinions on FYs up-to-and-including 2022/23 are ready to be delivered by the backstop date. This could involve, for example, auditors issuing draft opinions and ISA 260 reports under the new Code and guidance to those charged with governance but not finalising them until mid-November, when the Code comes into force. 
· Under auditing standards, the nature of the audit opinion on an entity’s financial statements is subject to the auditor’s judgement based on the audit evidence obtained. It would not be possible for a third party to influence the nature of the opinion, as this would undermine the fundamental principle of auditor independence and would risk a breach of the ethical standards, to which auditors and finance professionals must comply. 

Publication of Unaudited Accounts
The question of the timetable for publication of unaudited accounts was raised.
 Response:
· In order to comply with the regulations, and to help auditors deliver opinions, any local body that has not yet done so should publish their unaudited accounts (including financial statements, the annual governance statement and narrative statement) and hold the 30-day public inspection period for all years up to and including FY 2023/24 as soon as possible. 
· The Chartered Institute of Public Finance and Accountancy (CIPFA) will soon publish information to help preparers understand the impact of the backstop dates and how they should approach any unpublished accounts, alongside guidance for audit committees via its Better Governance Forum.   
· It should not be necessary for the audit of the previous year’s accounts to be completed for Section 151 Officers to comply with their responsibilities to certify that the unaudited accounts show a true and fair view, as local bodies should have sufficient internal controls and processes for the Section 151 Officer to obtain this assurance.
· It is a legislative requirement for bodies to publish unaudited accounts. If bodies feel they are in a position where they will not be able to do this ahead of the backstop, following engagement with their auditor, they should contact the Department or their relevant sponsor department at the earliest opportunity.   
· For financial years 2024/25 to 2027/28, the date by which bodies must publish unaudited accounts will change from 31 May to 30 June following the financial year to which they relate.  
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