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Summary Report

Introduction

1 The purpose of this report is to summarise our work to date on Surrey County
Council's (the Council's) 2007/08 accounts.

2 Our interim work was carried out as required by the International Standards of
Auditing (ISAs) and can be summarised as:

¢ Review of material financial systems;
e Information Technology risk assessment (ITRA);
e Review of Internal Audit.

3 We use the findings of this stage of our audit damount of
i e attach

Main conclusions

4 We have reviewed the council's i
of the CIPFA code and

followed uy h officers but it likely that we WI|| have to carry out some
substantive testing of journals during our post statements audit due to these
procedural weaknesses.

7 Our documentation and walkthrough testing of Schools Payroll has identified
some areas where the Council could improve segregation of duties and the
controls in place over service returns made by Schools. We have made some
recommendations in this respect.

Surrey County Council
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The way forward

Our action plan at appendix 1 sets out the recommendations arising from this
report. We will discuss these with Council officers. We will also use the findings
from this report to inform the scope of our work in our post statements audit,
which will take place from July to September 2008.

We would like to thank the Shared Service Centre and Audit and Risk Assurance
for their support and co-operation during this audit.

Surrey County Council
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Detailed Report

Financial systems

We confirmed our understanding of the Council's key financial systems by
documenting the processes and controls in place for each key system and
carrying out walkthroughs of each system to verify this documentation. We
identified the key financial controls in each system, and we tested controls for
those systems that were due for testing in 2007/08 as par r cyclical testing
strategy, which were:

e general ledger (including cash and bank); and
e benefits and charging.

requesting the jolrnal was not on the authorised list of signatories. Management
responses to this finding are currently being finalised, so we will assess its impact
as part of our post-statements planning. At present it is probable that we will have
to undertake additional and unplanned testing on in year journals to gain
sufficient assurance on the validity of journal transactions.

Surrey County Council
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Recommendation

R1 Processing of journals should be carried out by the FMR team as set out in
the Council's procedures. Any valid exceptions to this general rule should
be identified and appropriate monitoring controls put in place.

Benefits and Charging

15 Our testing strategy aimed to rely on the operation of two key-controls within
Benefits and Charging. However, in our opinion, the contrel environment in
Benefits and Charging is poor and we have been unable’to Obtain the anticipated
level of assurance from controls testing in this area.

he professional

16 The first key control on which we sought to place reliance wa
and financial authorisation of SS358 forms. Theseforms set ou
details provided by the customer and the cos the care plan. also

17 isk ound that the application of
have been inconsistently
In some instances the

18 r e adequacy of the control as it is currently

it was actually the authoriser who has completed the
ould be provided either by some form of authorisation

19 Gi ions about the design of the control and the inconsistent

ey control on which we planned to place reliance was the accuracy
check, carried out by Area Team Managers, of five percent of the assessments
made by their teams. This control, if operating effectively, would give assurance
over the accuracy of data on the benefits and charging system and subsequently
the charges raised through accounts receivable.

20
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Following audit work carried out last year a process was agreed for recording
these accuracy checks. However, Audit and Risk Assurance have found that
compliance with this process has been inconsistent across area teams during
2007/08. The North West team have complied fully with the agreed process,
North East and South West areas are carrying out some checks (but are not
entirely following the agreed process) and the South East team have not
completed checks and are not complying with the agreed procedures.

This inconsistent application means that we are unable to obtain assurance over
the accuracy of transactions initiated through Abacus by all teams except for the
North West area. This weakness will need to be addressed through further testing
during our post statements audit.

"\
Recommendation /\\/ \\

R2 The processes and controls in Benefits n harging should\pbeeviewed
plied by all tears and
compliance monltored. In particularihe<Council Id consider:

e improvements to the processes an r completion of SS358
forms; and

e the application of the fivie percent accura
team managers. ;\

Schools’ Payroll

checks carried out by area

segregation o
entering of thelr
ghos

the absence of an authorised signatories list which could
rance that the authorisation of the returns is made at an

At this stage we are currently assessing the impact of this weakness on our
testing strategy. We may need to carry out further testing in this area to obtain the
level of assurance we require to give our opinion.

Surrey County Council
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Recommendations

R3 Segregation of duties between the creation of an employee and entering of
pay details on SAP should be introduced for schools' payroll.

R4 An authorised signatory list should be created for service returns so that
staff in Employee Services can confirm that returns are approved by staff at
an appropriate level within each school

Internal Audit

the Council's internal audit arrangements aga requirements of the CIPFA
Code and the CIPFA Internal Audi . owing our recent completion of

We reviewed a sample of Audit an S > files in 2007/08 with a view
to relying on the wo 3 led out. We have been able to rely on the
work provided by A ce in all planned areas this year.

We are conti dit and Risk Assurance and are
developing a wri h-will formalise current arrangements and set
out our respectiv ibilities and_expectations. We continue to build on our
managed audi each to deliver our audit plans in a co-ordinated and efficient

Audit Commiss
officers fromnFinancial Accounting and Analysis. We are not aware at this stage
of any significant accounting issues which are likely to impact upon our audit
approach for the final accounts audit visit in July 2008.

Surrey County Council
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Information Technology Risk Assessment (ITRA)

ISA+315 emphasises that the Information Technology (IT) element of internal
control is an important part of the general control environment. The IT
environment is also important because it underpins all of the subsidiary
information systems which generate the material balances within the financial
statements.

ISA+315 requires the completion of a risk assessment (the
IT control environment. We are currently carrying out tf
report any significant matters arising from this reviey
Governance Report in September.

RA) of the general
sessment and will
bers in our Annual

Surrey County Council
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Appendix 1 — Action Plan N

Page Recommendation Priority | Responsibility ' Agreed ,C/o ents
no. 1=Low
2 =Med

7

9

R1

R2

R3

R4

3 = High

Processing of journals should be -
carried out by the FMR team as set

out in the Council's procedures. Any

valid exceptions to this general rule

should be identified and appropriate <

monitoring controls put in place. \

The processes and controls in
Benefits and Charging should be
reviewed and clarified. Procedures

should be consistently applied by all
teams and compliance monitored. In > [
particular the Council should consider:
e improvements to the processes

and controls for completion of <

SS358 forms; and /
¢ the application of the five perce

accuracy checks carried out by \

\ //\

area team managers.
“v -
& &
N

Segregation of duties betw
creation of an employee and
of pay details on SAP should be
introduced for schoals' payroll.

ring

staff at an appropriate level w
each school.

Date
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Appendix 2 — Opinion Audit Plan

The purpose of this appendix is to provide Surrey County Council (the Council)
with an opinion audit plan for 2007/08 setting out a detailed risk assessment in
relation to the planned opinion audit, and to describe our audit approach and
proposed work for the 2007/08 opinion audit.

We issued the initial audit plan for 2007/08 in May 2007, which set out the work
that we proposed to do in order to satisfy our responsibilities under the Audit
Commission’s Code of Audit Practice. We are required by professional auditing
standards to specify the detailed risks that we need to consider as part of our
opinion work. As the initial audit plan was produced at start of the financial
year for fee purposes, it was not possible to specify risks at this time. We
are now in a better position to do this as the opiniof work is*about to commence,
so these detailed risks are considered in this appendix.

We are required to:

e identify the risk of material misstatem

key stages inthe proce
nin Table

ss of producing and auditing the financial statements are

Ta\vs\ ??ed Timetable

Task \/ Deadline

Approval of accounts By 30 June 2008
Forwarding of main audit working papers to the auditor = 30 June 2008
Start of detailed testing 7 July 2008

Present report to those charged with governance at the = 22 September 2008
Audit and Governance Committee

Issue of opinion By 30 September 2008

Surrey County Council
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We have already agreed with you a schedule of working papers required to
support the entries in the financial statements.

Surrey County Council factors

Control environment issues

The detailed report accompanying this opinion audit plan raises some controls
issues which we will need to consider further during our final accounts visit,
including:

e control and suspense accounts;
e journals;

e weakness in benefits and charging controls
debt ; and

e schools payroll.

hich impact re income and

Current developments in sector

Wider risks affecting the Councili
Financial Instruments and Reval
these changes will be reviewed a
accounts audit.

Local risks

hairof the Audit and\Governance Committee.

Surrey County Council
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Table 2 Local Risks

Risk identified Audit Response

Outstanding balances on control and We will review the level of balances on

suspense accounts may result in key suspense and control accounts at

entries in the accounts being year end. Where significant activity

incomplete or incorrectly classified. appears to have been undertaken to
clear these balancés during accounts
close down we will test a sample of

Credit balances on debtors' accounts
may mean that social care income and
debtors are both understated.

ese credit balances will be
selectedfor further investigation.

audit assurance fro
controls over socj

have not been processed by a member
of the FMR team and assess the
potential impact of errors in these
journals on the financial statements. If
necessary we will substantively test a
sample of these journals.

The lack of segregatign of duties in We are currently trying to identify other
schools"payroll poses the risk that controls within schools' payroll which
"ghost" employees are created and will provide us with additional
therefore that payroll expenditure is assurance over the accuracy of the

overstated. payroll. If we are unable to identify
such a control, or the operation of the
control does not prove effective, we will
need to carry out substantive testing in
this area.

Surrey County Council
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Detailed Plan

ISA+315 requires the documentation and understanding of how transactions flow
through the information system from initiation through to appearing in the financial
statements. This exercise is limited to those transactions that are material to the
financial statements - these are known as material subsidiary information
systems. Material subsidiary information systems have been mapped against the
figures in the accounts.

The next requirement of ISA+315 is to document and then
identified systems to confirm our understanding of the sigr
operate within them to prevent material mis-statement j

through the
ant controls which
€ financial statements.

e general ledger (including cash and bank),
e benefits and charging.

Mandatory tes

Cash & Bank: Direct bank confirmation

e Cash & Bank: Year end bank reconciliation

e Related Party Transactions

e Events after the balance sheet date

e Events after balance sheet date: Represent's
e Letter of Representation

e Statement on Internal Control

Surrey County Council
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e Evidence of litigation and claims
e Long term investments

e Income and expenditure cut-off
e FRS17 testing

e Material accounting estimates

e Segmental information

e Law and regulations

e (Going concern review

Documentation standards

We have provided the Council with a comprehe
The standard of working papers in the past i
do not consider this to be an area of risk,

Resourcing

Team allocation and budge

The final accounts audit team includ

the Council to carry out the bulk of our work over a four
ing 7 July 2008.

Surrey County Council
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Fee impact

In our original audit plan, produced in March 2007, the estimated fee for the
2007/08 financial statements opinion audit was based on our best estimate at the
time and agreed at £142,185. We aim to complete the audit within the fee
envelope that was previously agreed, however the interim memorandum sets out
a number of areas where we will need to undertake more testing than originally
anticipated within this fee, because of weaknesses in the Council's control
environment. This additional work may mean we need to revisit and increase the
fee previously agreed. If an additional fee is required then we-will discuss this
with the Council as soon as potential increases are highligh

Reporting

On conclusion of the audit we will present our
governance at the Audit and Governance Co

harged with
er 2008

mittee on 22 Septen

Key Council contacts
e Phil Walker (Head of Finance
e Stewart Nash (Head of Audit and

Risk~Assurance

Surrey County Council



