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4 Annual Audit Letter

Introduction

The purpose of this letter

1 The purpose of this annual audit letter (letter) is to summarise the key issues
arising from the work that we have carried out during 2006. Although this letter is
addressed to the members of the Metropolitan Police Authority (MPA), it is also
intended to communicate the significant issues we have identified, in an

commission.gov.uk.

2 This letter has been prepared in the context of the Statem
of Auditors and Audited Bodies issued by the Audit Commi
from www.audit-commission.gov.uk.

ary (HMIC).

stabu

Inspectorate of Co

The scope of our work

5 Our main responsibility as your appointed auditor is to plan and carry out an audit
that meets the requirements of the Audit Commission’s Code of Audit Practice
(the Code). Under the Code, we are required to review and report on:

e the MPA's accounts; and

Metropolitan Police Authority
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o whether the MPA has made proper arrangements for securing economy,
efficiency and effectiveness in its use of resources.

6 This letter summarises the significant issues arising from both these areas of work
and highlights the key recommendations that we consider should be addressed
by the MPA. A list of all reports issued to the MPA in relation to the 2005/06 audit
is provided in the closing remarks section of this letter.

Metropolitan Police Authority
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Key messages

7 The MPA and the MPS have faced another challenging year. 2006 has seen
encouraging progress on a number of fronts. Headline policing performance has
improved, with an overall reduction in crime in the capital, while the Safer
Neighbourhoods programme has now established local policing in every ward in
London. In the face of the continuing operational demands, including counter-
terrorism, these successes are impressive. Some significant challenges, however,
remain, in particular to improve the systems of control, governance arrangements
and behaviours that support the delivery of value for money police servi

maintained on delivering the modernisation programme that rpin the
delivery of the MPA's and MPS' medium-to-longer term ambiti

8 The following matters should be considered by members.

Table 1 Conclusions and recomme< ions \>

Area Conclusions /\ Rec%&@ed action

Opinion

nhance the arrangements for
ality assuring the draft
counts.

Direction, of The MPRA continues to Ensure that the implementation
travel develop its capaci plan for the MPA's
sustain future improvement. | organisational development

programme is resourced
appropriately and includes clear
milestones to allow progress to
be monitored.

Police The assessment of police Address the areas for

performance | performance shows a improvement identified by HMIC.

assessment broadly positive picture, with
(incorporating ' improved performance in
HMIC's most areas.

baseline

assessment)

Metropolitan Police Authority



Area Conclusions

Use of resources

Value for We issued our value for
money money conclusion on 29
conclusion September 2006, concluding

that the MPA had proper
arrangements in place to
secure economy, efficiency
and effectiveness in its use
of resources, except for
putting in place
arrangements to maintain a

sound system of internal
control.

The MPA is performing
adequately.

Police use of
resources
evaluation
(PURE)

Financial
standing

Other u ork has identified a
resources e of good practice and
work opportunltles for

Improvement

rs
mains

“Confinue to protect the MPA's

Annual Audit Letter | 7

Recommended action

Address required improvements
in systems of internal control.

Regularise the procurement
process for the provision of
Safer Neighbourhoods' estates,
including-demonstrating value

d the MPS.

J)?u@ ent action to |mprove the
PAIMPS's use of resources, in

P ticular by aligning service and
ial planning, embedding
agement and

aming value for money.

financial position through robust
budget setting, monitoring and
action to address emerging
overspending.

None.

Continue to develop
performance management
processes so that linkages
between corporate priorities and
service plans are embedded
throughout the organisation.

Maintain the momentum on
delivering improvements in
crime data quality and activity
based costing.

Metropolitan Police Authority
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Accounts

9 The MPA's arrangements for the production of draft accounts have shown
Improvements over recent years, and this was sustained in 2005/06. The draft
accounts were presented for audit to the agreed timetable and were supported by
a thorough set of working papers. However, further improvements are required.
Our annual governance report, presented to the Corporate Governance
Committee on 22 September 2006, drew a number of significant issues to
members' attention arising from the audit of the accounts, although none affected

agreed with officers in order to:

e recognise the pension fund £1.4b actuarial loss for 2005
statement of total movement of reserves;

e transfer £101m of assets brought into use from non

assets;
e amend the disclosure of accumulated depreg ;
and
. ognise the application
of grant monies for assets brought
10 A number of these amendments reflect weakn ' ontrols for accounting
for fixed assets. These control weaknesse in tF PA's Statement
on Internal Control. A steering @ address the issues
raised. This will be particularly i i PA is to develop fit for purpose
fixed asset accounting arra @ of the introduction of the more
onerous accounting requi 2007 SORP. We will review the

MPA's progress in de ing arrangements as part of the

2006/07 audit.
11

Recommendatio\Q\//

R1 Improve fixed aését accounting arrangements.

R2 Enhance the arrangements for quality assuring the draft accounts.

Metropolitan Police Authority
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Performance

12 We have followed up the results of the Initial Performance Assessment (IPA) of
the MPA completed in 2004. We did this via a ‘direction of travel’ assessment,
based on the 2006 local government approach, but tailored individually to the
context of the MPA.

13  We also comment in this section on the results of the Home Office police
performance assessment of the MPS, including HMIC's baseline assessment.

Direction of travel

14 The MPA continues to develop its capacity to sustain future imprevement. The
MPA has integrated its strategic planning with the MPS and its stra glc oversight

its engagement with the Londo
community engagement strateg

15

ne to equip the MPA with the skills and
2 WI|| be important elements in achieving

Recommend%on

R3 Ensure that the implementation plan for the MPA's organisational
development programme is resourced appropriately and includes clear
milestones to allow progress to be monitored.

Metropolitan Police Authority
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Police performance assessment

16 The assessment of the MPS, published in October 2006, shows a broadly positive
picture, with improved performance in most areas.

Table 2 Police performance assessment

Performance areas Delivery Direction

Reducing crime Fair Stable N
Investigating crime Good Improvin/g//
Promoting safety Fair Imprgﬁq/g\\
Providing assistance Good Impfmﬁng \\
Citizen focus Fair //Iyéroving
Resource use Good / //Improy'mg

Local policing Excellent \\\kmp{)yiﬁg

Source: Home Office

17 Overall, the MPS fared well on HMIC's bg
excellent, 12 good and eight fair ratlngs
crlme forensic management a

security matters are discharged to
the policing world;

February 2006 f
2006-2009, and will be a key enabler for the MPS to deliver its strategic
outcomes and performance ambitions.

18 HMIC also identified a number of challenges ahead:

e the MPS has developed a coherent strategy to enhance community
engagement in tackling terrorism. This will need a sophisticated approach to
implementation;

Metropolitan Police Authority
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e despite an overall reduction in volume crime in 2005/06, robbery rose by
about 16 per cent compared with the previous year;

e given the scale of the corporate ambition over the next three to four years,
against a background of a significantly tougher resource environment, the
MPS needs to do even more to maximise the delivery of value for money; and

e the MPS has to plan for not only the 60 day period of the 2012 Olympics, but
also for the pre-event construction period, which is already generating
policing issues and incidents, as well as the legacy issues that will result from
London hosting the Games.

Recommendation / <

R4 Address the areas for improvement identified ts/)v{f/llt\\

Metropolitan Police Authority
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Use of resources

We are required to issue a conclusion on whether we are satisfied that the MPA
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.

We are also required to assess how well police authorities manage and use their
financial resources by providing scored judgements on the MPA's arrangements
in five specific areas. This is known as the Police Use of Resources Evaluation
(PURE).

Value for money conclusion

the Corporate Governance Committee on
findings of our PURE work reported belo
MPA has not yet established

a scheme of delegatlon are all
IS has not prevented
[ s been made outside delegated
limits. We the d as a priority that the MPA implement action
plans to ad re i | weaknesses identified in the Statement on
Internal

Recomrﬁe\}x{uon \ \ :

R5 Addres\r\ahkred img/oyements in systems of internal control.

N

Metropolitan Police Authority
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23 The arrangements adopted for the provision of Safer Neighbourhoods’ estates
were reflected in our conclusion on internal control. Internal audit work is ongoing
and will be reported separately to members, but the MPA accepts that key
aspects of the procurement process did not accord with standing orders or with
EC procurement directives. While the accelerated programme - to provide patrol
bases for the Safer Neighbourhoods' teams in every ward in London - remains on
course for delivery, the overall value for money from the procurement process
adopted has yet to be demonstrated. It is apparent that the MPA’s governance
structures and procedures have taken second place to the operational policing
imperative (in this case, to deliver the estates’ programme), curring theme in
recent years which will be familiar to members. This approach poses significant
risks to the MPA’s governance.

AN
Recommendations AN \\

R6 Regularise the procurement process fo rovision of Sa
Neighbourhoods' estates, including demonstrating value for mone

4
Y
R7 Embed the principles of good gover}}qn\ogthrg/gp(fut the MPA and the MPS.
A\

24

25

26

Metropolitan Police Authority
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Table 3 PURE results

Area Score Key recommendations
Financial 2 Ensure that the draft accounts are free from material
reporting misstatements.

Incorporate the needs of a range of stakeholders into

the publication of the summary accounts the
annual report.

Financial 2 Embed processes so that MPS an
management planning drives the medium ter
(MTFS) and resource allocati

objectives.
Improve the manage
service.

Financial

standing

Internal
control
Value fo
money
PS.
vidence the delivery of improved outcomes from the
efficiency plan and modernisation programme in terms
of reduced costs or improved quality within existing
COSts.
Overall 2

Metropolitan Police Authority
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Recommendation

R8 Implement action to improve the MPA/MPS's use of resources, in particular
by aligning service and financial planning, embedding risk management and
mainstreaming value for money.

Financial position

As in previous years, the MPA successfully managed significant financial

pressures to deliver a balanced outturn in 2005/06. Net revehue spending was
£2.7b, £7m less than the original budget. This underspend was transferred to a
number of earmarked reserves.

conditions permit, this being in the
protect the MPA against the unpla

reserves repre
revised policy. |
this percen

1ue to be a feature of spending in 2006/07, as most
in November 2006. The costs of specific counter-

business groups’to reduce expenditure into line with the budget. Members have
also agreed an approach to managing the additional unbudgeted costs of Overt,
based on minimising spending, seeking additional government funding and,
potentially, utilising existing reserves. For its part, the MPS is considering a
planned strategy to deliver a managed underspend across existing budgets,
possibly over a two year period.

Further financial pressures have been identified in planning beyond the current
year, flowing from a number of strategic risks:

e protecting the capital against further acts of terrorism;

Metropolitan Police Authority
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e completing delivery of the Safer Neighbourhoods programme, while
accommodating the reduced funding stream available;

e preparing to police the Olympics 2012;

e implementing the four major programmes of change that will be pursued as
part of the modernisation programme; and

e meeting the Mayor's requirement to submit a balanced budget contained
within the specified precept increase.

Members will need to balance these competing priorities, while ensuring that the
MPA maintains its controls over spending, if financial stability is to %aintained.

Recommendation //

R9 Continue to protect the MPA's financial position throughrobust budget
setting, monitoring and action to address emerging overspen .

Best Value Performance Plan

We issued an unqualified auditor's report on the MRA's 2006/07 Best Value
Performance Plan on 30 November 2006.

Other use of resources

Our value for money conclusio as also bee
work completed in 2006, as et out in table 4 bel

umber of pieces of

Table 4 Other<<>f 7&%

Review / ‘Kek |ons
P

Information and = Thecurtent of information strategies do not link

systems clearly\to he policing priorities, and there is

strategy recognition that the strategies require revision. Revised
strategies will need to show more clearly how information

information systems support the delivery of corporate

ICT service Mew contract should support users by ensuring that

delivery system failures are addressed appropriately and systems
restored as quickly as possible, whilst reducing the number
of similar recurring incidents. A comprehensive suite of
performance measures is defined, although change
management is only partially addressed.

The Bichard The MPS has made good progress in complying with the
inquiry Bichard recommendations. The Police Local Exchange

Metropolitan Police Authority
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Review Key conclusions

system has been implemented successfully. Progress is
being made towards the solution of a national IT system.

Aspects of The corporate strategy was formally adopted in February
performance 2006. Clear priorities were set following high level
management consultation with a range of stakeholders across London.

Work is underway to develop the golden thread of
cascaded performance information through an embedded
performance management framework, links
corporate priorities through service plahs to the individual.
This needs to be completed before e full benefits of the
performance management fram an e realised.

Ov \\
Recommendation // N

R10 Continue to develop performance management’processes so that Ilnkages
between corporate priorities and service plans are embedded throughout the

organisation.

/N

Crime data quality

PS' positive response since receiving a 'red’ ratmg for
s.now a clear commitment to achieving National

Improvements can; however, still be made. The MPA and MPS agreed an action
plan of recommeéndations contained within our report, and we will consider the
progress made during the 2006/07 audit.

Activity based costing

On behalf of the Home Office, we undertook a review of the MPA's systems to
produce accurate activity based costing (ABC) data and also the arrangements in
place to use this data as part of its decision-making framework.

Metropolitan Police Authority
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39 We assessed both the quality of the data submission and the management
arrangements as 'fair'. We identified some significant improvements at the
corporate level in 2005/06, although there were still areas where improvement
was required. While there is no similar mandatory review required in 2006/07, we
will monitor progress in implementing agreed recommendations as part of a wider
data quality audit.

Recommendation

R11 Maintain the momentum on delivering improvements in crime data quality
and activity based costing.

Metropolitan Police Authority
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Closing remarks

40 This letter has been discussed and agreed with the Chief Executive and

Treasurer of the MPA and the Interim Director of Resources of the MPS. A copy
of the letter will be presented to the Corporate Governance Committee on 15
December 2006 and copies will be provided to members.

41 Detailed findings, conclusions and recommendations on the areas covered by our
audit are included in the reports issued to the MPA during the year. These are
listed in the following table. 0
Table 5 Reporting 2005/06 <
Report ) @@a{e f issue
Audit plan / \%uly 2005 \\
Information and systems strategy / / Apr)\2006 \x
Crime data quality \\ )M/ 006 N
Activity based costing A \ y@y 2006
ICT service delivery < \ N J\er@ 2006
Interim report \\\\ J\\}OOG
PURE interim report \ \ //\\\yy 2006
The Bichard inquyf/\\ \ v / September 2006
Annual gover}xégzé report) / \ \ September 2006
Audit opinion\\ //i\\/ September 2006
Value ey\@QCIL(s/on i September 2006
P /E/ﬁmep\\[\ \\ November 2006

«<Op(nion on the é\e\sN/aIURE}rformance Plan November 2006
A}m\u\al\audit Ietter) ) December 2006

42 Finally, | weuldlike‘to take this opportunity to thank the MPA and the MPS for

their assistanee and co-operation during the course of the audit.

Michael Haworth-Maden
District Auditor
December 2006

Metropolitan Police Authority



