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This document draws together an overview of the audit approach, guidance on risk evaluation for planning purposes and sample selection, and a risk evaluation document.  The document links the planning process and risk evaluation to other sections on the audit file.  This document contains four sections:
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1. Audit overview
Introduction

The learner existence and eligibility (LEE) audit is one of the changes introduced under the LSC’s Audit Code of Practice issued in December 2004.  These changes were products of Trust in FE and of plan-led funding applied to most colleges for 2004/05.  Plan-led funding saw the end of the need for annual funding audit, an audit that looked in great depth at colleges’ compliance with the whole LSC further education funding methodology.  
After consulting widely in late 2004 and early 2005, we developed an outline audit approach to review learner existence and eligibility at individual providers.  We then contracted with three audit firms to pilot the approach at nine volunteer colleges.  In August 2005, we met the colleges and audit firms to talk about how the pilot had gone.  Their feedback has greatly helped us in developing the audit approach outlined below.  The approach is risk based and makes use of judgemental sampling within the scope of audit prescribed by the LSC.

The aim of the LEE audit is to address the perceived residual risks concerning learner existence and eligibility under the LSC’s broad legal powers to fund.  Within the LSC’s assurance framework the LEE audit is needed to review these risks as they present themselves to both the LSC and to its providers.  
The general risks concerning learner ineligibility and non-existence are considered to be heightened where educational provision is delivered at ‘arms length’ from the provider.  Arms length provision may include that delivered in conjunction with a partner organisation (formerly referred to as franchising, partnership or collaborative provision) or provision delivered by a provider’s own staff at locations away from its main site(s).  The inherent risks associated with this type of provision are recognised in the audit approach, which seeks to ensure they receive sufficient coverage to gain the necessary level of assurance required by the LSC. 

The cycle of audit work will also encompass coverage of other sources of funding as these become the responsibility of the LSC or as they come under plan led-funding, for example education maintenance allowances (including adult learning grant), and work based learning.  The audit will also seek to ensure the LSC’s recurrent funding grant is not duplicating or displacing other sources of public funding, including other funding streams provided by the LSC.

Outcomes from the LEE audit will be shared with both the provider and the LSC.  The results of an audit will not automatically lead to a clawback of funding; however, the results may inform negotiations between a provider and the LSC regarding future funding profiles.  In exceptional cases results may be referred for further investigation.

Frequency of Audit and Annual Resource Requirement

The frequency of the LEE audit at each provider is determined by the LSC as part of its annual business cycle for those providers in plan-led funding.  The frequency of audit will be determined in part by the results of previous audit work; for 2006/07 this will include previous funding audits and the results of any LEE audit work in 2005/06.

It is anticipated that for most providers the LEE audit will take approximately six to eight days.  This will be dependent on the mix of provision at the provider and the provider’s own risk management and control framework.

Audit Overview: Learner Existence and Eligibility
The core emphasis of the LEE audit approach will be coverage of learners enrolled on provision funded under recurrent funding grant allocated by the LSC.
In looking at learner existence, the audit approach is not concerned with learner attendance or duration of programmes, except to establish that learners have taken part in learning.  The approach looks for basic evidence that learners exist, through a combination of techniques including reviewing source documentation and observing learning provision (direct validation). 
With regard to learner eligibility, the approach is concerned with ensuring both the LSC’s and providers’ compliance with the Further and Higher Education Act 1992 and the Learning and Skills Act 2000 by considering providers’ procedures and evidence in support of learner eligibility.  The audit will seek assurance regarding learner eligibility under the following criteria:

· Groups of learners corresponding to the groups listed in the Education (Fees and Awards) Regulations 1997 (including learners from the 10 countries joining the European Union on 1 May 2004 and learners from the 2 countries joining the European Union on 1 January 2007); and
· Other groups of learners the LSC considers to be eligible for LSC funding.
The criteria are outlined in the ‘Funding Guidance for Further Education in 2006/07’ (Section 6: Eligibility Arrangements, paragraphs 269 to 326 refer).  Further guidance may be obtained from:

· Funding Guidance for Further Education in 2006/07 (Section 6); and
· FE ILR Funding Compliance Advice for 2006/07 (section 2).
The Audit Programme

The LSC will provide an audit programme outlining the scope of audit and methodologies to be adopted.  The audit programmes consists of sections covering Planning and Risk Evaluation and Substantive Audit.
Planning and Risk Evaluation
As part of the planning process a risk evaluation is made to assess the provider’s inherent risk and controls risk.  The documented assessment is used to determine the extent of work to be completed as part of the audit programme and to inform selection of the main substantive sample.
Information is gathered for the assessment of inherent risk from the following sources:

· Provider business environment and control evaluation questionnaire (PBCEQ, Section B of the audit file); and
· LSC audit planning questionnaire (Section C).

Controls risk is assessed by reference to the controls environment governing a provider’s learner records system.  An initial assessment of controls risk may be made by reference to the responses given in the PBCEQ, supporting documentation, and, where provided, audit assurance from the provider’s internal auditor (or other audit provider).  It is anticipated that the LEE auditor will clarify aspects of the provider’s response as part of a pre-visit planning meeting and also through observation.  

Further notes on the risk evaluation process are provided in Annex A to this document.
Substantive Audit
The LEE audit includes the following substantive audit programmes:

	· Main substantive sample
	(Section E)

	· Other sources of funding
	(Section F)

	· Fee remission
	(Section G)

	· Education Maintenance Allowance* 
	(Section H (1))

	· Adult Learning Grant*
	(Section H (2))

	· Direct validation (partner providers)
	(Section I (1))

	· Direct validation (direct off-site)
	(Section I (2))


*Note that the EMA and ALG work is separate to the LEE audit work and does not inform the conclusion reached for the LEE audit.
Main substantive sample

This section provides the core testing of learner existence and eligibility and audit working papers are provided covering the minimum level of testing expected.  

Substantive sample sizes are prescribed by the LSC and will comprise samples of 30 learners for sixth form colleges and 50 learners for general FE and land-based colleges.  The sampling approach is outlined in Annex B to this document. 
Other sources of funding

Providers are asked to supply details of other sources of funding as part of their response to the PBCEQ.  LEE auditors are required to complete the standard audit programme to section F of the audit file.  The standard audit programme requires auditors to sample test lists of learners maintained by the provider in support of other sources of funding, to ensure these do not duplicate or displace the LSC’s recurrent funding grant.

Fee remission
A separate substantive audit programme is provided at Section G for the review of fee remission.  This will be consistent with that used for funding audit in 2005/06.
Education Maintenance Allowance and Adult Learning Grant
Separate substantive audit programmes are provided at Section H for the review of education maintenance allowance and adult learning grant.  

Direct validation

For 2006/07, and where applicable for the provider, this will form a programme of unannounced visits to provision delivered with partner providers and direct off-site provision funded through the recurrent funding grant.  Visits will need to be agreed with the provider, and auditors will need to accompany provider staff when performing this work. The programme of direct validation work is to be agreed in advance with the LSC.
Provision delivered with a partner provider

Providers are requested to supply information confirming their provision delivered with a partner as part of the PBCEQ.  Where the total level of provision delivered with a partner is less than 1% of a provider’s recurrent funding, no direct validation work will be required.  The exception to this will be where the provision includes a partner provider specified for direct validation work by the LSC.
For providers delivering provision with a partner provider or providers in 2006/07 the LEE auditor will undertake direct validation work covering up to one third of contracts, including all contracts which constitute 5% or more of the provider’s recurrent funding or 50% or more of provision delivered with a partner provider (measured in £s), dependent on the auditor’s risk assessment.
As part of the annual LEE audit cycle the LSC may require direct validation to be undertaken for specified partner providers.  Where specified, these partner providers will need to be included in the programme of visits.

Direct off-site provision

Direct off-site provision is considered material to a provider’s business where it forms more than 1% of its recurrent funding allocation.  Providers are asked to provide details of programmes delivered as part of direct off-site provision as part of the PBCEQ.  In determining the level of direct validation work to be undertaken to direct off-site provision, auditors will need to understand the nature of the programmes delivered and to calculate the level of such provision as a percentage of recurrent funding.    The table below prescribes the level of audit coverage required dependent on the level of direct off-site provision delivered by a provider.

	Level of direct off-site provision delivered by the provider

 (as a percentage of recurrent funding)
	Level of direct validation coverage 



	5% or greater
	Programmes comprising up to 10% of direct off-site provision (measured in £s), dependent on the auditor’s risk assessment.

	1% or greater but less than 5%
	Programmes comprising up to 5% of direct off-site provision (measured in £s), dependent on the auditor’s risk assessment.

	Less than 1%
	No direct validation work required. 


DSAT reports
For 2006/07 the LEE audit will make use of the existing DSAT
 reports available to the FE sector.  Section J to the audit file includes an audit programme for use by auditors auditing FE colleges.  The existing DSAT reports can be categorised in to those requiring a mandatory review, as part of the standard audit programme, and others that provide information that may be of assistance to the auditor.

Outcomes, reporting, and follow-up action

The outcome of a LEE audit will be a management letter provided by the auditor and issued both to the provider and to the LSC.  The format of this report will provide:

· A management summary, including an overall conclusion;

· Observations and recommendations concerning the provider’s system of controls; and 

· Annexes detailing an action plan for implementing recommendations and a summary of eligibility and existence issues identified from substantive testing.

The suggested wording for the overall conclusion is provided below:

“The LEE audit has been carried out to provide assurance to the LSC only on [college name]’s system of controls in respect of the residual risks presented by learner ineligibility and non-existence. We have carried out our audit work solely in accordance with the work programmes and guidance issued to us by the LSC. 

On the basis of the work carried out, and within the scope of the LSC’s audit approach and guidance as explained above, in our opinion, [subject to satisfactory implementation of the audit recommendation detailed later in this report], the systems of controls in operation at the College are satisfactory for the purpose of providing assurance to the LSC in respect of the residual risks presented by learner ineligibility and non-existence.”

The management letter should include observations and recommendations arising from the overview of a provider’s system of controls undertaken as part of the risk assessment and planning process.  In addition, the effectiveness of the provider’s control environment may be gauged from the results of substantive audit work.  Where audit errors are identified in respect of learner existence and eligibility, the cause of such errors should be identified and recommendations raised in the management letter; this will include observations concerning controls omissions or failure. 

In instances where the auditor is unable to complete the audit programme or it is considered there is no adequate control framework, or significant findings are identified or impropriety suspected which may carry potential risks to the public purse, these concerns should be brought to the attention of the LSC at the earliest opportunity.

2. Risk evaluation document

Prior to completion:

· Read guidance to section 1 above

· Complete assessment of LSC audit planning questionnaire

· Complete controls risk assessment of PBCEQ 

Inherent risk assessment

	Source
	Inherent risk assessment

High/medium/low
	Auditor comments

	PBCEQ assessment
	
	

	LSC audit planning questionnaire: Contract management
	
	

	LSC audit planning questionnaire: Financial health
	
	

	LSC audit planning questionnaire: Provider internal controls
	
	

	Overall Inherent Risk Assessment
	High/medium/low

	Auditor comments:


	Prepared by
	Date

	Reviewed by
	Date

	Reviewer’s comments.




Control risk assessment

It is recommended that the provider’s responses to Section 3 of the PBCEQ are discussed with the provider as part of a planning meeting prior to completion of on-site audit work.  This should inform the assessment of controls risk.  Action points agreed with the provider as a result of initial observation and discussion should be recorded in the table below for consideration for inclusion in the management letter.

	Risk Area
	Control risk assessment

High/medium/low
	Action Point

	1. Learner Existence & Eligibility/Initial Assessment and Guidance (Risk - ineligible learners enter a learning programme)
	
	

	2. Continued Learning (including learner existence) (Risk – inadequate monitoring of learner participation in a structured learning programme)
	
	

	3. Other sources of funding (Risk – LSC funding duplicates or displaces other sources of funding)
	
	

	4. Provision delivered with partner providers  (Risk – provision may be made at ‘arms length’ from the providers standard control environment)
	
	

	5.
Direct off-site provision (Risk – standard control procedures may be weak away from main sites)
	
	

	Overall controls risk assessment
	High/medium/low

	Auditor comments:


	Prepared by
	Date

	Reviewed by
	Date

	Reviewer’s comments:



	
	Completed by (initial and date)
	Reviewed by (initial and date)

	The PBCEQ has been satisfactorily completed and signed by an appropriate representative of the provider
	
	

	All supplementary information to the PBCEQ has been received as indicated
	
	

	The LSC audit planning questionnaire has been satisfactorily completed and signed by an appropriate LSC representative
	
	

	All supplementary information to the LSC planning questionnaire has been received as indicated
	
	


3. Audit programme checklist

This section should be used to collate information from the PBCEQ to determine which audit programmes are to be completed as part of the LEE audit.

	Audit programme
	File section
	Audit programme to be completed (Yes/No)

	Main substantive sample

	Section E
	Yes

	Other sources of funding
	Section F
	

	Fee remission
	Section G
	

	Education Maintenance Allowance
	Section H (1)
	(Yes – these are a separate exercise to the LEE work and must be completed)

	Adult Learning Grant
	Section H (2)
	

	Direct validation (partner providers)
	Section I (1)
	

	Direct validation (direct off-site)
	Section I (2)
	

	DSAT reports
	Section J
	Yes


	Prepared By:
	Date:

	Reviewed By:
	Date:


Annex A

Risk evaluation
As part of the planning process a risk evaluation is made to assess the provider’s inherent risk and controls risk.  

Inherent risk

Inherent risk is the natural degree of risk presented by the provider’s business. 

The Regional Audit Manager, within the relevant Regional LSC Finance and Resources Directorate, will be responsible for coordinating the collation of LSC information to be supplied in the LSC audit planning questionnaire.

Using the information provided, the auditor will document an overall inherent risk assessment for the provider using a scale of low, medium or high risk.  The overall inherent risk score and relevant observations should be recorded on the ‘Risk Evaluation Document’. 
Controls risk

Controls risk reflects the potential effectiveness of a control activity, assuming it is applied consistently, combined with the extent to which it is complied with.  

Controls risk is determined by reference to a provider’s responses to Section 3 of the PBCEQ, and through discussion and observation.  
The assessment of control risk allows the auditor to document assumptions which underpin the extent of the review undertaken.  The auditor’s assessment will determine the extent of any controls work to be completed, sample sizes used for substantive testing, composition of the main substantive sample, and the extent and focus of direct validation work.

In cases where the provider’s response regarding its control environment is unsatisfactory, and/or no assurance can be gained from other auditor work or it is otherwise deemed necessary, the LEE auditor may need to complete an overview of the provider’s control environment to determine control risks.  There is no audit programme provided for compliance testing and there is no mandatory requirement for this as part of the audit approach; however, auditors will need to exercise their professional judgement in determining whether or not there is a need for compliance testing.

Control risk assessments for each risk area outlined in the PBCEQ and an overall control risk assessment for the provider should be made by the auditor using a scale of low, medium or high risk.  The overall control risk score and relevant observations should be recorded on to the ‘Risk Evaluation Document’.
Annex B
Main substantive sample: Sampling methodology and selection

Sampling methodology
This sampling methodology will be used to compile the main substantive sample and will be based upon the following factors:

Quantum of provision 

The quantum of provision (estimated funding for 2006/07 quantified in £s) can be obtained from the PBCEQ (Table 1) for the following categories:

· Core provision
· Direct off-site provision
· Provision delivered with a partner provider
Inherent risk factor 
Inherent risk is used to derive factors for compiling the main substantive sample and these are applied to each category to recognise the differing levels of risk associated with the varying types of provision.  The three factors to be used for each level of risk are as follows:

· Low Risk - 1
· Medium Risk - 1.5
· High Risk – 2
The LSC assumes an inherent risk of high risk for direct off-site provision and provision delivered with a partner provider.  The inherent risk factor used for the provider’s core provision will be determined from the auditor’s inherent risk assessment as recorded in the risk evaluation document.
Control risk factor 

The control risk factor to be used for the categories of provision will be determined from the auditor’s control risk assessment as recorded in the risk evaluation document.
This will be determined from discussions with the provider and the completed PBCEQ. The two factors used are:

· Low and medium risk - 1
· High risk - 2
Application of factors
The factors are applied to the quantum of provision for each of the three categories.  An example of this is provided in the table below.  Once the factors have been applied the weighted total is used to derive the percentage total for each category.  This percentage is then applied to the total sample size to determine the number of sample points in each area.

Example application of factors used to determine sample composition 
	Area of provision
	£’000s
(a)
	Inherent risk factor (b)
	Planning total 
(a*b)
	Controls risk factor (c)
	Total 
(a*b*c)
	%

(d)
	Sample points

(e.g. 50*d)

	Partner provider
	1,000
	     2
	2,000
	      2
	4,000
	     27
	      14

	Direct off-site provision
	2,000
	     2
	4,000
	      1
	4,000
	     27
	      13

	Core provision
	7,000
	    1
	7,000
	      1
	7,000
	     46
	      23

	Total
	10,000
	
	12,000
	
	15,000
	    100
	      50


Sample selection

The samples to be selected in each area will be judgemental. However, certain factors will need to be considered.  
Provision delivered with a partner provider
Overall rational
The sample of 14 (in example above) should consider a mix of targeted and random learners. 
Factors to consider in selecting sample

The factors listed below are examples and do not provide a complete list of all issues to be considered.  The auditor may identify other factors during the planning meeting or when undertaking the controls assessment part of the audit.
· Provider programme of unannounced visits and including visits undertaken by an independent organisation (e.g. internal auditor, other auditors). If no issues were identified at these visits reliance may be placed on this work; or if issues were identified it may be necessary to determine how these are being resolved;
· Potential issues identified from DSAT reports (e.g. high number of enrolments on a certain learning aim or high retention rates);
· Funding attaching to provision delivered by each partner provider (e.g. there may be 12 partners but 90% of funding for this type of provision may be generated by just 3 partners);
· Funding attaching to each learning aim (e.g. a partner may be delivering 10 learning aims but 90% of the funding may be attached to just two.)
Targeting the sample
When all the factors have been considered, the auditor should be left with a target list (for example) of:

· partners; and
· learning aims.
Subjective listings of learners corresponding to the target list may be obtained from the provider or may be available from FE DSATs.  Learners can be selected randomly from these listings (e.g. every ‘nth’ learner).

Direct off-site direct provision
Overall rational

13 sample points in example above.  The sample should consider a mix of targeted and random learners. 
Factors to consider in selecting sample

Examples are: 
· Provider reports of QA reviews (for example classroom observations) undertaken at the sites;
· Learner satisfaction surveys or any other form of feedback obtained from learners;
· Staff delivering the provision at the sites.  For example a full-time member of the provider’s teaching staff who also delivers provision at the provider main site is likely to be of less concern than a part-time teacher (or agency staff) who never comes to the provider’s main site;
· Potential issues identified from DSAT reports (e.g. high number of enrolments on a certain learning aim or high retention rates);
· Funding attached to each site (e.g. there may be 10 sites but 85% of the funding generated may be generated at just two of the sites);
· Funding attached to each learning aim (e.g. a site may be used to deliver 10 learning aims but 90% of the funding may be attached to just two).
Targeting the sample
When all the factors have been considered, the auditor should be left with a target list (for example) of:

· sites; and
· learning aims.
Subjective listings of learners corresponding to the target list may be obtained from the provider or may be available from FE DSATs.  Learners can be selected randomly from these listings (e.g. every ‘nth’ learner).

Core provision 

Overall rational

23 sample points in example above.  The sample should consider a mix of targeted and random learners. 
Factors to consider in selecting sample

Examples are: 
· Provider reports of QA reviews (for example classroom observations);

· Learner satisfaction surveys or any other form of feedback obtained from Learners;

· Issues from DSAT reports. For example high number of enrolments on a certain learning aim and high retention rate;
· Funding attached to each department/programme area (e.g. across six departments the provider may generate 35% of its funding from just one).
· Funding attached to each learning aim. 
Targeting the sample
When all the factors have been considered, the auditor should be left with a target list.   The sample selected for the core provision will be mixture of targeted and randomly selected learners as for the other categories above. 
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� DSAT, short for data self-assessment toolkit, is a set of data enquiry and analysis reports similar to CAATs (computer-assisted audit techniques). 
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