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The Statement of Responsibilities of Auditors and Audited Bodies issued by the Audit
Commission explains the respective responsibilities of auditors and of the audited
body. Reports prepared by appointed auditors are addressed to

non-executive directors/members or officers. They are prepared for the sole use of the
audited body. Auditors accept no responsibility to:

e any director/member or officer in their individual capacity; or
e any third party.



During 2007/08 Surrey Police achieved excellent value for money by delivering high
performance across a range of key services while keeping overall costs to the taxpayer
at a relatively low level. The processes for managing and improving value for money
are robust and optimising value for money continues to be a cere principle of the
organisation.

Implementing the current strategic change programme stecessfully will be essential to
delivering the Local Police Plan and to securing the financiakstanding of Surrey Police
in the long term. In the short to medium term the Authority will face.some difficult, and
significant, financial challenges; the decisionby central government te_'nominate’ the
budget in 2009/10 will place additional pressures on an already tight-financial position.

As at October the organisation was predicting.a funding shortfall of £13.1 million over
the next three years. There is further potential for'this gap in resources to increase as
a result of the current financial crisis. At present efficiencies have been identified which
aim to secure £12.3 million in savings-ever a five year period, but these will not meet
the gap in full. As with any plan of this-nature.there is the risk that not all of the savings
identified will be achieved and, when combined with the“difference in the timing of the
financial pressures and phasing of'the planned savings, this poses a significant threat
to the Authority's financial position.

The audit of theAuthority's financial statements in 2007/08 did not go as well as
expected. The valume and’nature of issues identified in the accounts presented for
audit were more_ significant than anticipated and reflected deterioration from previous
years. In addition;the finance team-faced pressures during the closing processes due
to additional work surrounding the restructuring of the Basic Command Units and the
redeployment-of key staff to.the new financial systems implementation project. This
resulted in delays to'the auditprocess and led to the audit taking substantially longer
thanplanned. It also led to the need to increase resources to deliver the audit.
Following amendments to the accounts by management, we issued an unqualified
opinion on 30 September 2008.

The Police Useof Resources (PURE) Assessment in 2008 demonstrated a positive
direction of travel. Although the overall score remains a 3, the score for the internal
control theme increased from a 2 to a 3 and value for money theme increased from a 3
to a 4 when compared to the assessment carried out in 2007. Of particular note are the
arrangements in place for allocating resources against priorities, which represent an
example of good practice, and the opportunities being explored in relation to sharing
assets with local partners, which, if realised, should secure better value for money and
provide more opportunities for partnership working in local areas.

There remain areas where the Authority could secure further improvements. Risk
management arrangements could be strengthened by formally identifying and
managing the risks in relation to key partnerships. A structured approach to Member



development has been introduced but has received a mixed reception with a variable
take up from members. Particular attention should be paid to maximising member
attendance for the training available on financial issues.

Reuvisit the phasing of the five year efficiency savings plan to maximise the
opportunities for realising savings within the first three years and minimise the
impact of the identified three year funding gap.

Identify and secure savings in addition to those already recognised through the
strategic change programme so that the predicted funding shortfall is met in full.

Review the closing and audit facilitation process to ensure that delays and
difficulties experienced in 2007/08 are not repeated in future years.

Strengthen risk management arrangements with a particular focus on identifying
and managing risks in relation to key partnerships.

Build on arrangements for member development by encouraging further take up of
the 360 degree approach and training on financial matters.



Purpose, responsibilities and scope

Purpose, responsiblilities and
scope

7 This Annual Audit Letter (letter) provides an overall summary of the Audit
Commission's assessment of the Authority, based on audit work performed in relation
to the accounting period ending 31 March 2008. Where relevant this work has included
assessment of the arrangements in place in the Police Force, as well as the Authority.

8 | have addressed this letter to members as it is the respd
ensure that proper arrangements are in place for the

bility of the Authority to
of its business and that it

9 This letter also communicates the significa akeholders,
including members of the public. | will pub Commission
website at www.audit-commission.gov.uk iti e Authority is planning to

publish it on its website.

10 I have prepared this letter as required by the Statement of Responsibilities of Auditors
and Audited Bodies issued by therAudit-Commiss

mission’s Code of Audit Practice (the Code).
and report on:
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| issued an unqualified opinion on the Authority's accounts on 30 September 2008.

In 2007/08 the audit of the accounts did not run as smoothly as it has done in previous
years. Due to delays in the production of the draft accounts we were unable to start the
audit on the date agreed with management. When the audit did start the absence of
key finance staff often made it difficult to make progress and resulted in further

slippage.
We identified the following issues during our audit:

two operating leases had been incorrectly classified-as finance leases resulting in a
material misstatement of £2.7 million which management agreed to amend in the
final version of the accounts;

a significant, although not material, amount of staff salaries (E692k) had been
capitalised during the year which should-have been charged to revenue.
Management declined to amend the accounts in this reSpect; and

the accounting treatment for some of the financial instruments did not comply with
the guidance set out in the Statement of Recomimended Practice (SORP).
However, management were able to demonstrate that the impact on the accounts
was not material and no amendment-was made in this respect.

Before giving my opinion | reported the issues highlighted above to the Audit
Committee who agreed-with management's decisions not to amend the accounts for
the significant errors. identified.

Central goevernment embarked on a programme leading to the preparation of
consolidated accounts for the ‘whole of government’, including local government. The
Authority is required to.submit a ‘consolidation pack’ to Communities and Local
Govefnment and | am required, as your auditor, to undertake a range of procedures
and report on the pack.

The whole of. government accounts consolidation pack was provided for audit on 28
October 2008, which is'three weeks after the submission deadline for auditor reports.
Finance staff informed the Treasury of this delay and the audited consolidation pack
was submitted on'25 November.

There were no significant issues identified as a result of our audit of the whole of
government accounts consolidation pack.

We did not carry out any additional services work at the Authority during 2007/08.



. Use of resources

‘Use of resources

21 1 am required to:

e conclude whether the Authority has put in place proper arrangements for securing
economy, efficiency and effectiveness in its use of resources. This is known as the

value for money conclusion; and

e assess how well the Authority and Force manage and use financial resources by

providing scored judgements on the arrangements on
known as the Police Use of Resources Evaluation

e specific themes. This is

Value for Money conclusion

22 1 concluded that the Authority had proper ar
efficiency and effectiveness in the use of

23 There were no significant issues identified.th
for money conclusion.

ments in place

ughwo

secure economy,

carried out as part of our value

Police Use of Resources scores

24 | assessed the Authority's arrangements
to 4 Informal feedbackon-the findings

s and scored each theme from 1
assessment and highlighting

areas for improveme been provided to officers. A detailed report is planned for

issue to the Authority in December.

Table 1 POWSCOI’GS

Commission

Theme 2008 Assessment 2007 Assessment
Financial reporting 2 out of 4 3outof4
Financial management 3 outof4 3 outof4
Financial standing 3 out of 4 3 out of 4
Internal control 3 out of 4 2 out of 4
Value for money 4 out of 4 3 outof4
Overall assessment of the Audit 3 out of 4 3 out of 4

((1 = inadequate performance, 2 = adequate performance,

3 = performing well and 4 = performing strongly).

I
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The key issues arising from the audit, as reflected in the above judgements, are
reported in the following sections.

The key findings from our audit of the financial statements have been highlighted in
paragraphs 14 and 15 of this report. The volume and nature of amendments required
in the financial statements presented for audit meant that the Authority did not pass
key criteria at level three in the PURE assessment.

The Authority is unable to demonstrate that it produces summary financial information
that meets the needs of a range of stakeholders. A consultation exercise was
undertaken last year which sought the views of a cross section of local people with
regard to the way that they would like to see financial information about Surrey Police
presented. The outputs from this exercise have yet to result'in any firm actions and at
present the Authority do not produce summary financial statements.or an annual
report.

The Authority has a robust process for allocating revenue-and capital resources in a
transparent way and is able to demonstrate clear links between funding decisions and
corporate priorities.

The Medium Term Financial Strategy-sets-eut the Authority's plans in financial terms
over a three year period; this provides\the-Authority with.a solid framework for financial
decision making. On an annual basis the ‘Making it Count” approach to revenue
resource allocation provides-transparency-about the reasons behind budgeting
decisions and how these witl.help to achieve Surrey Police's wider aims. Similarly the
‘gateway’ process for approval of capital\schemes focuses capital investment on
priority areas.

The Authority could.do-mere to-ensure thatmembers are provided with structured
training and-development in relation to financial management. During 2007/08,
financial management training for non-finance managers and Authority members was
introduced and provided. However attendance by members was variable and
cofsideration should be given.to'ways of maximising member attendance at these
training events. Financial management training for members should be considered as
part of the wider discussions currently underway at the Authority regarding the best
means of\meeting the' development needs of members.

The Authority~has’entered into a number of arrangements with local partners for
sharing assets, thus providing the taxpayer with better value for money and increasing
the opportunities for partnership working at a local level. Lease arrangements for
office accommodation are already in place with Woking Borough Council and Reigate
and Banstead Borough Council, similar arrangements due to be implemented in the
2008/09 financial year with other local partners.

Historically Surrey Police has consistently met its key financial targets; and has a
particularly strong track record in relation to the identification and achievement of

The Authority's revenue budget setting process



savings via its Efficiency Plans. The planned savings of £1.9m were delivered in
2007/08, although in part this was achieved through non recurring means, such as
holding open vacancies during the year. This approach would not be sustainable for
securing longer term savings.

In the medium term, Surrey Police faces significant financial challenges. Papers for
the October Finance and Performance Panel predicted a £13.1 million funding gap
over the next three years, and there remains the risk this funding gap could increase
further. The Authority and the Force have been quick to recognise the financial
pressures posed by the likely levels of grant funding from central government and the
constraints on council tax revenues.

In response to these pressures Surrey Police have embarked on a strategic change
programme which aims to secure savings to meet the“identified funding shortfall. As
part of this programme the decision was taken to reduce the number of Basic
Command Units (BCU) within Surrey Police fromfour to three. This restructuring is
now complete and should secure approximately £5 million in net'savings over the next
five years. Reviews of the Human Resourcées and Finance functions are currently
underway and, when combined with the savings identified from the BEU restructuring,
current forecasts predict total net savings of £12.3m by '2013. The successful
implementation of the strategic change plan will'be essential to the delivery of the local
police plan.

The delay between securing savings-through the strategic change programme over a
five year period and the funding pressures which will be realised in the next three
years will require the use of general fund reserves inthe short term. The
Government's decision to ‘nominate’ the Adthority's-budget following a six per cent
council tax increaseé in2008/09 will place constraints on the Authority's budget setting
process in 2009/10and as a consequence impact on the organisation's financial
health.

The scale of the financial ehallenges faeing the Authority should not be
underestimated. There iS little room for slippage in the realisation of savings or the
achievement-of budgets. It will be essential for management to remain focused on
managing its finances and securing savings in the timeframes identified, to identify
potential slippage at an early stage and, in such an event, to take immediate and
robust.corrective action.

Risk Management‘arrangements have been improved and further embedded during
2007/08. The Risk Management strategy and policies have been updated and the
quality of reporting to members has improved. However arrangements to identify and
manage the risks in relation to partnerships could be strengthened by making them
more formal.

Arrangements to promote and ensure probity and propriety have also improved in
2007/08. As well as taking steps to encourage the appropriate use of the registers of
gifts and hospitality, the Authority also plans to provide member training on ethical
governance following requests from members themselves.

The recently introduced '360 degree' questionnaire for members includes questions on
ethics which allow members to assess their understanding of the issues in this area.



This is a good example of how member development might be taken forward by the
Authority. Unfortunately take up was not universal in 2007/08 with only 50 per cent of
members making use of this process during the year. The Authority should take steps
to improve the take up rate in this area.

Surrey Police achieve very good value for money. High performance is delivered
across a range of key services while costs demonstrate best value when adjusted for
local factors such as higher staffing and retention costs. The most recent HMIC
Inspection awarded a total of only 19 'excellent’ grades across all 43 forces in the
country. Surrey was awarded five of these 19 grades. In addition‘to this, in the most
recent Police Performance Assessment, Surrey was one of‘only 7 police forces to
achieve an excellent grade category of resources and efficiency. This consistently high
level of performance places Surrey among the top performing-forces in the Country.

When compared to similar forces Surrey Police receives a very low level of grant
funding from central government and has the lowest expenditure per.Band D property
of any force in England and Wales. The high'level of performance from. a relatively low
level of funding demonstrates excellent value for money to‘the taxpayer

There is a strong understanding of performance outcomes and comparative costs and
decisions regarding the allocation of-resources and are supported by solid data quality
arrangements. Surrey Police are able to-demonstrate a'solid track record of managing
costs whilst maintaining a focus on\the quality-of services and responding to local
needs. Maintaining this focus on costs and the quality.of outputs will be essential to
successfully meeting the financial challenges facing-the“Authority in the medium term.

The Authority and Force-have identified\the issues that have an impact on the ability to
fund policing priorities’and this is providing the focus for its efficiency programmes and
an ongoing examination of how it will fund\services in the future.

TheNational Fraud Initiative is'a data matching exercise that compares sets of data to
identify inconsistencies or other circumstances that might indicate fraud or error. It also
helps.auditors to assess the arrangements that audited bodies have put in place to
deal with fraud.

There were relatively few data matches identified for Surrey Police as part of the
National Fraud Initiative. All variances were followed up by the Force's finance team
but no actions were required.

We did not carry out any pieces of specific risk-based work during the year.



Closing remarks

Closing remarks

47 We have agreed this letter with the Chief Executive, the Treasurer and the Director of
Finance. We will present the letter at the Audit Committee on 15 December 2008 and
we will provide copies to all Authority members.

48 Further detailed findings, conclusions and recommendations on the areas covered by
audit work are included in the reports issued to the Authority during the year.

Table 2 Reports issued

Report Date of issue

Audit plan March 2007

Report to those charged with governance November 2008

Opinion on financial statements September 2008

Value for money conclusion September 2008

Use of resources planned for December 2008
Annual audit letter November 2008

CQ/ERY

49 The Authority and Force‘has taken a positive and constructive approach to our audit. |
d like-to take this.opportunity to thank officers for their support and cooperation
Afing dif

Paul Grady
District Audito
November 2008
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