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Ladies and Gentlemen
2010/11 Annual Governance Report
| am pleased to present the results of my audit work for 2010/11.

| discussed a draft of my report with the Chief Executive and Deputy Chief
Executive & Treasurer on *********** 2011 and updated it as issues have
been resolved.

My report sets out the key issues that you should consider before | con
the audit.

It asks you to:
m consider the matters raised in the report before approvj
statements (pages 6 to 8);

issue my opinion and conclusion (appekdi

Yours faithfully

Mark Kirk
Distric Aud

Date
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Key messages

This report summarises the findings from the 2010/11
audit which is substantially complete. It includes the
messages arising from my audit of your financial
statements and the results of the work | have
undertaken to assess your arrangements to secure
value for money in your use of resources

Table 1: Key messages - financial statements
Financial statements Page
Unqualified audit opinion

Important weaknesses in internal <
control

10

Proper arrangements to ec’ 5”\

2 | have identified three material misstatements which management have
agreed to adjust.

3 The adoption of International Accounting Standard 19 (IAS19), as part
of the wider implementation of IFRS, has resulted in a change in accounting
policy in respect of police injury award benefits. This change gave rise to a
£36.17m liability for the Authority which should have been recognised as a
prior period adjustment. The liability was incorrectly recognised as an in
year transaction in your draft financial statements and appropriate
adjustments have been made.
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4 The disclosure of financial liabilities within the draft financial instruments
note was not fully consistent with the definition of financial instruments
under IAS39. Adjustments have been made to both remove balances
included in error, and add a balance omitted in error. There is no impact on
the financial position of the Authority.

5 Three adjustments have been made to the disclosure of Capital charges
& impairment of assets within Note 1 Summary spending details. Whilst not
material on an individual basis, in aggregate they result in a material
£4.268m adjustment to the balance disclosed in your draft financial
statements.

Value for money

6 | expect to issue an unqualified value for money conclusion
am satisfied you made proper arrangements to secure econom
and effectiveness in the use of resources.

Independence

7 | can confirm that | have complied with the Audit'R
standards for auditors, including ES 1 (revised) - Integri
Independence. | can also confirm there we

8 The Audit Commission's Audit Practice has
non-audit work for the Authorit ing 2010/11.
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Next steps

This report identifies the key messages that you should
consider before | issue my financial statements
opinion, value for money conclusion, and audit closure
certificate. It includes only matters of governance
interest that have come to my attention in perfo S
my audit. My audit is not designed to identify @

matters that might be relevant to you.

9 | ask the Police Authority to:
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Financial statements

The Authority's financial statements and annual
governance statement are important means by which
the Authority accounts for its stewardship of public
funds. As Authority members you have final
responsibility for these statements. It is import t
you consider my findings before you adopt t

Statement.

Opinion on the financial statements

an to issue

Business risks associated with this
issue have not resulted in material
errors or misstatements within the
accounts.

Implementation of Mtional Testing identified both material and

Financial Reporting Standards non material errors but your revised

(IFRS) financial statements present a true
and fair view of your financial
position.

Replacement of key finance officers The replacement of key officers has

responsible for producing the not resulted directly in any material

financial statements errors or misstatements within the
financial statements.

The degree of estimation There are processes and controls
uncertainty with regards to actuarial in place to minimise the risk of
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pension fund valuations material error or misstatement in
the actuarial pension fund
valuations.

Errors in the financial statements

12 | identified three material errors within the financial statements.

13 The adoption of International Accounting Standard 19 (IAS19), as part

of the wider implementation of IFRS, has resulted in a change in account

downward adjustment but affects the disclosure note™q
impact on your main financial statements.

following three errors in the draft disclosure?
m  £1.584m overstatement dus

entries;
m  £0.677m overstate

corrected. The errors a

m The disclosure of Note 47 Actuarial gains and losses should show an
analysis of the current period and the previous four periods as required
by IAS19. The draft disclosure shows only the current period and the
previous three periods. This disclosure does not affect the audit opinion.

m  £1.8m of Property, Plant & Equipment (PPE) additions were double
counted in the 2009/10 financial statements. | reported the issues in my
2009/10 Annual Governance Report as an unadjusted error and
management agreed to take corrective action to address the error in the
2010/11 revaluation exercise. However, not all assets with an element
of double counting were included in the revaluation exercise, and a
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£0.759m overstatement in the valuation of PPE remains in the 2010/11
financial statements.

m  The balance sheet includes £0.366m of cash which has been seized
and banked under the Proceeds of Crime Act (2002), with a
corresponding creditor balance. There is also an estimated £0.400m of
seized cash being held in secure police custody which is not recorded in
the financial statements. The accounting treatment of cash seizures is
therefore inconsistent. As the cash relates to third party monies, it
should all be excluded from the financial statements.

Important weaknesses in internal control

21 My audit identifies only those weakné&ssesthat are releva
the financial statements. | am not express Qpinien_on thec
effectiveness of internal control.

contains issues | want toxaise

Accounting practi es)}@es and estimates and financial

statement disclosukes

The draft financial statements did
not include opening 2009/10
comparative balance sheet figures
as required by regulations.

First time adopti

Presentational issues Comparative figures were not
presented in a consistent manner
throughout the draft financial
statements.

The sign convention used for
income and expenditure was not
consistent throughout the draft
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financial statements.

Note 2 Note of Reconciling Items The draft note had been carried
for the Statement of Movement on  forward from the previous format of
the General Fund Balance accounts and had not been tailored

to IFRS requirements.

Other significant matters relevant to the financial reporting process

of the Audit Commission Act 1998 has changed to 4

Letter of representation

representation.
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Value for money

| am required to conclude whether the Authority put in
place proper corporate arrangements for securing
economy, efficiency and effectiveness in its use of

resources. This is known as the value for money
conclusion.

25 | assess your arrangements to secure economy, efficien

avings requirements are identified within the
Financial Plan and progress is achieved
through the CSR2015 programme and Integrated Business
Management (IBM) model. Management of reserves is
}ncorporated into medium term financial planning. Financial
Monitoring information is timely and provides a reliable basis
for clear, informed financial management decisions to be
made. The monitoring process has been supported by
changes to budget management arrangements.

that enables it to ¢ontirfue
operate for the foresgedble future.

2. Securing economy efficiency Business change is managed through the IBM model, which

and effectiveness considers aspects of economy, efficiency and effectiveness
The organisation has proper alongside each other. This includes effective reviews of
arrangements for challenging organisational priorities and key financial targets, and IBM
how it secures economy, links to other initiatives such as the voluntary early
efficiency and effectiveness. redundancy scheme to target the most efficient methods of

service delivery. Regional collaboration is being considered as
a means of achieving savings and efficiencies in 'back office'

Focus for 2010/11: functions.
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The organisation is prioritising its
resources within tighter budgets,
for example by achieving cost
reductions and by improving
efficiency and productivity.
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Appendix 1 Draft independent auditor's report
to Members of Humberside Police Authority

Opinion on the Authority and Pension Fund accounting statements

| have audited the accounting statements and the police pension fund

accounting statements of Humberside Police Authority for the year ended
31 March 2011 under the Audit Commission Act 1998. The accounting
statements comprise the Movement in Reserves Statement, the
Comprehensive Income and Expenditure Statement, the Balance S
Cash Flow Statement and the related notes. The police pensionAf
accounting statements comprise the Fund Account, the Net A
Statement and the related notes. These accounting statement
prepared under the accounting policies set out in the Sta
Accounting Policies.

. the

ting statements, in
PFA/LASAAC Code of

the accounting stat
accounting statements are free from material misstatement, whether caused
by fraud or error. This includes an assessment of: whether the accounting
policies are appropriate to the Authority and Pension Fund’s circumstances
and have been consistently applied and adequately disclosed; the
reasonableness of significant accounting estimates made by the Authority
and the Pension Fund; and the overall presentation of the accounting
statements. | read all the information in the explanatory foreword to identify
material inconsistencies with the audited accounting statements. If | become
aware of any apparent material misstatements or inconsistencies | consider
the implications for my report.

Opinion on accounting statements

In my opinion the accounting statements:
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m give a true and fair view of the state of Humberside Police Authority’s
affairs as at 31 March 2011 and of its income and expenditure for the
year then ended;

m give a true and fair view of the financial transactions of the police
pension fund during the year ended 31 March 2011 and the amount and
disposition of the fund’s assets and liabilities as at 31 March 2011; and

m have been properly prepared in accordance with the CIPFA/LASAAC
Code of Practice on Local Authority Accounting in the United Kingdom.

Opinion on other matters
In my opinion, the information given in the explanatory foreword for the

financial year for which the accounting statements are prepared is
consistent with the accounting statements.

Matters on which I report by exception

I have nothing to report in respect of the governance stategmerit on which |
report to you if, in my opinion the governance statement deés not reflect

my conclusio
criteria specifi

| report if significantyattefs have come to my attention which prevent me
from concluding that thé Authority has put in place proper arrangements for
securing economy, efficiency and effectiveness in its use of resources. | am
not required to consider, nor have | considered, whether all aspects of the
Authority’s arrangements for securing economy, efficiency and effectiveness
in its use of resources are operating effectively.

Basis of conclusion

| have undertaken my audit in accordance with the Code of Audit Practice,
having regard to the guidance on the specified criteria, published by the
Audit Commission in October 2010, as to whether the Authority has proper
arrangements for:

m securing financial resilience; and
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m challenging how it secures economy, efficiency and effectiveness.

The Audit Commission has determined these two criteria as those
necessary for me to consider under the Code of Audit Practice in satisfying
myself whether the Authority put in place proper arrangements for securing
economy, efficiency and effectiveness in its use of resources for the year
ended 31 March 2011.

| planned my work in accordance with the Code of Audit Practice. Based on
my risk assessment, | undertook such work as | considered necessary to
form a view on whether, in all significant respects, the Authority had put in
place proper arrangements to secure economy, efficiency and effectiveness
in its use of resources.

Conclusion

Commission.

Mark Kirkharn

3 Leeds City
Holbeck
Leeds

West Yorkshire
LS11 5BD

7 October 2011

Audit Commission Annual governance report
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Appendix 2 Amendments to the draft financial
statements

| identified the following misstatements during my audit and management
have adjusted the financial statements. | bring them to your attention to help
you in fulfilling your governance responsibilities.

Table 6:

Adjusted mis- Comprehensive income Balance sheet

statement and expenditure statement

(CIES)

Dr £000 Cr £'000 Dr £'O/0Q Cr £900
Description Account entry and value Account entry and value
£6.183m of estates Service Service N&impact No impact
overhead costs were headings < eadings
apportioned to service  £6,183
headings on the face of
the CIES using an

{

a £1.632m reduction in

inappropriate base.

Adjustments affect all

service headings, wi <

the largest impact bei §

movement withi
cost of services is

As part of the IFRS 2009/10 2009/10
restatement exercise, Restated Restated
£2.164m of 2009/10 Service Taxation and
capital grant income headings non specific
was apportioned to £2,164 grant income
service headings on the £2.164

face of the CIES when
it should have been
disclosed as part of
Taxation and non-
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Adjusted mis- Comprehensive income Balance sheet

statement and expenditure statement

(CIES)

Dr £'000 Cr £'000 Dr £'000 Cr £'000
Description Account entry and value Account entry and value
specific grant income.
£0.748m was credited Surplus/ Service Unusable Usable
to the CIES deficit on Headings reserves £71  reserves £677

£0.071m of the initial

credit was posted in

error as it relates to

writing back of

revaluation reserve

balances and should

have been posted to < \
the Capital Adjustment

Account as a debit. b
There were two

compensating errors of

£0.677m debit entries

posted to CIES costqf < b

surplus/deficit on revaluation of £677

revaluation of non- non-current >
current assets. This assets <
entry should have been £1,425

a debit. In addition, ?

services impairments

and MiRS Mo ts

£1,584 £1,584
impairments of
current assets of
£1.584m. A
compensating error
was disclosed in the
MiRS General Fund
balance

The CI&S N Service Useable
services | Headings reserves

The CIES includes total Service Useable
debit balances of Headings reserves
£2.007m, relating to £2.007 £2,007
capital grant

expenditure incurred,

apportioned across

Audit Commission Annual governance report
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Adjusted mis- Comprehensive income Balance sheet

statement and expenditure statement

(CIES)

Dr £'000 Cr £'000 Dr £'000 Cr£'000
Description Account entry and value Account entry and value

services. This debit
entry was posted in
error as it should have
been debited to the
MiRS General Fund

nd lump
m

N\

balance. /
The Police Pensions Police Police &\
Fund Account includes  Pension Pension

£40,000 of pensions Fund Fund ?

payable within Account: Account:

commutations and lump Benefits Benefit

sum retirement benefits Payable - Payable

in error. pensions £40 commutatio

Various entries within impac N iM Mpact No impact
Note 13 Senior Officers'

and Relevant Police )

Officers' Emoluments

did not agree directly to

payroll inforpration.

Whilst amén

required

sensitivty

disclosur

maximum si

was less than £3,0

Note 14 Related PW No impact No impact No impact No impact

Transactions omitted a
£26,000 disclosure
relating to transactions
with a related party of a
senior officer of the
Police Authority. The
officer had declared the
relationship and was
not involved in the
authorisation of the
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Adjusted mis-

Comprehensive income

Balance sheet

statement and expenditure statement

(CIES)

Dr £'000 Cr £'000 Dr £'000 Cr £'000
Description Account entry and value Account entry and value
transactions.

Note 3 Operating No impact
segments understates

2009/10 support

services expenditure by

£1.710m due to

omission of relevant

expenditure figures.

No impact

No impact No impact

)

<

Note 55 sub note 4
Cash and Cash
Equivalents overstates
the adjustments to both
cash and cash
equivalents and short
term investments by
£0.860m. This
represents accrued
interest on short term

investments incorrectly
accounted for as ca%

N\

= A

and cash equivalents

/0&09 0
Restated

RestateckShort
Term
Investments
£860

Note 54 Financi }I/ act Mct

within the disclosure.

No impact No impact

2009/10
Restated

Note 55 sub note 1
Short-term
Accumulating CIES Cost of
Compensated Services
Absences shows a £790
£395,000 debit

adjustment made to the

CIES Cost of Services.

This should have been

a credit therefore the

impact on the 09/10

2009/10
Restated
Accumulated
Absences
Account
£790
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Adjusted mis- Comprehensive income Balance sheet
statement and expenditure statement
(CIES)

Dr £000 Cr £'000 Dr £000 Cr £'000

Description Account entry and value Account entry and value

CIES was an
overstatement of net
expenditure of
£790,000

O

disclosed within the

adjustments for items
that are investing and
financing activities \

No impact

depreciation within p

The Cash Flow No impact No impact No impact >No impact
Statement includes <

£277,000 of cash

receipts relating to

and other employment

asset disposals within
@pact
costs.

SN

Note 1 Restated No impact W
2009/10 expenditure

incorrectly disclosed

£128,000 of )

the adjustment for non-

cash movements.

These should be

The Mogve i 0 impac No impact No impact No impact
Res

a result of issues
identified above.
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Appendix 3 Unadjusted misstatements in the
financial statements

| identified the following misstatements during my audit, including

uncorrected misstatements brought forward from earlier years, but
management has not adjusted the financial statements. | bring them to your
attention to help you in fulfilling your governance responsibilities and as

uncorrected errors, individually and collectively, is immaterial, pt€agé rs
this in the representation letter. Please attach a schedule of the™dnhcorrecte
errors to the representation letter.

Table 7:

Balance sheet

Unadjusted mis- § Comprehensive

income and
expenditure statement

statement

N
Dr £000 Cr £'000 Dr £'000~_ ~6r £1000

Description ACCOM\Q value A ount entry and value

The disclosure of >Io mpact impact  No impact
Note 47 Actuarial

gains and losses

should show
analysis
curreniperiod 5
and the previous

4 periods.as

required by
IAS19. The dr
disclosure shows

only the current
period and the

previous 3

periods.

£1.8m of Apportioned Property,
Property, Plant &  across Cost Plant &
Equipment (PPE) of Services Equipment
additions were Gross £759
double counted in  Expenditure

2009/10. , maximum

Corrective action  impact £759
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Unadjusted mis-

Statement

Comprehensive
income and
expenditure statement

Dr £000 Cr £'000

Balance sheet

Dr £000 Cr £'000

Description

Account entry and value

Account entry and value

was taken via the
2010/11
revaluation
exercise, but PPE
values remain
overstated by up
to £0.759m as not
all errors were
rectified.

The balance
sheet discloses
£0.366m of cash
seized and
banked under the
Proceeds of
Crime Act (2002).
An additional
estimated
£0.400m of cash
seizures is being
held securely on
police premises,
and has not b
recognised’on

The tkeatment of
cash seizures is
therefore
inconsistent
within the
financial
statements. As
the cash relates
to third party
monies, it should
be omitted from
the financial
statements
altogether.

Dr Short Cr Cash

te a ash
credit quivalents
£366 66

Audit Commission

Annual governance report
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Appendix 4 Draft letter of representation

To:

Mark Kirkham

Audit Commission

3 Leeds City Office Park
Holbeck

Leeds

West Yorkshire

LS11 5BD

the finapcia :
Theseisstatements have\begen dis

m reason 1 etg;
m reason?2

Supporting records
All relevant information and access to persons within the entity has been
made available to you for the purpose of your audit, and all the transactions
undertaken by the Authority have been properly reflected and recorded in
the financial statements.

Irregularities

| acknowledge my responsibility for the design, implementation and
maintenance of internal control to prevent and detect fraud or error.
| also confirm that | have disclosed:

= my knowledge of fraud, or suspected fraud, involving either

management, employees who have significant roles in internal control

Audit Commission Annual governance report
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or others where fraud could have a material effect on the financial
statements;

m  my knowledge of any allegations of fraud, or suspected fraud, affecting
the entity’s financial statements communicated by employees, former
employees, analysts, regulators or others; and

m the results of our assessment of the risk that the financial statements
may be materially misstated as a result of fraud.

Law, regulations, contractual arrangements and codes of practice

| have disclosed to you all known instances of non-compliance, or
suspected non-compliance with laws, regulations and codes of practice,
whose effects should be considered when preparing financial statements

Transactions and events have been carried out in accordance with |a

contractual arrangements that could have a material effect on
statements in the event of non-compliance.

applicable financial reporting framework.

Accounting estimates including fair valoe

of the entity, where
ates and disclosures;
ness under the financial reporting

related parties and allthe related party relationships and transactions of
which | am aware. | have appropriately accounted for and disclosed such
relationships and transactions in accordance with the requirement of the
framework.

Subsequent events

All events subsequent to the date of the financial statements, which would
require additional adjustment or disclosure in the financial statements, have
been adjusted or disclosed.

Comparative financial statements
Prior period financial statements have been restated as a result of the
implementation of International Financial Reporting Standards (IFRS)

Audit Commission Annual governance report
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Written representations previously made in respect of the prior period
remain appropriate.
Signed on behalf of Humberside Police Authority

| confirm that the this letter has been discussed and agreed by the Authority
on [date]

Signed
Name
Position

Date
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Appendix 5 Glossary

Annual governance statement

A statement of internal control prepared by an audited body and published
with the financial statements.

Audit closure certificate

A certificate that | have completed the audit following statutory
requirements. This marks the point when | have completed my
responsibilities for the audit of the period covered by the fina
statements.

Audit opinion

On completion of the audit of the financial statements
opinion on the financial statements, including:
m  whether they give a true and fair viewo
audited body and its spending and incg ' in Question; and
m  whether they have been prepared prop j
accounting rules.

Opinion

financial statementsysuch’as the addressees of the auditor’s report; also a
misstatement is material if it would have a similar influence. Materiality may
also be considered for any individual primary statement within the financial
statements or of individual items included in them. We cannot define
materiality mathematically, as it has both numerical and non-numerical
aspects’.

The term ‘materiality’ applies only to the financial statements. Auditors
appointed by the Commission have responsibilities and duties under statute,
as well as their responsibility to give an opinion on the financial statements,
which do not necessarily affect their opinion on the financial statements.
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‘Significance’ applies to these wider responsibilities and auditors adopt a
level of significance that may differ from the materiality level applied to their
audit in relation to the financial statements. Significance has both qualitative
and quantitative aspects.

Weaknesses in internal control

A weakness in internal control exists when:

m acontrol is designed, set up or used in such a way that it is unable to
prevent, or detect and correct, misstatements in the financial statements
quickly; or

m a control necessary to prevent, or detect and correct, misstatement
the financial statements quickly is missing.

An important weakness in internal control is a weakness, or a cor
of weaknesses that, in my professional judgement, are importa
that | should report them to you.

Value for money conclusion

proper arrangements for securing economy, efficiency
its use of resources based on criteria spegffi

arrangements for:
planning finances e

promoting and displaying the principles and values of good governance;

managing risks and maintaining a sound system of internal control;

making effective use of natural resources;

managing assets effectively to help deliver strategic priorities and
service needs; and

m planning, organising and developing the workforce effectively to support
the achievement of strategic priorities.

If | find that the audited body had adequate arrangements, | issue an
unqualified conclusion. If | find that it did not, | issue a qualified conclusion.
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