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This document draws together an overview of the audit approach, sample selection, and error resolution for the Learner Responsive Funding Assurance Audit.
1 Audit overview
1.1 Introduction

Funding audits were undertaken by the LSC since its inception in April 2001. The aim of the funding audit was to address a number of risk areas including learner existence, eligibility and participation under the LSC’s broad legal powers to fund whilst providing confirmation as to the providers performance based on the underlying data. The funding audit was a risked based approach:  an inherent risk assessment together with an assessment of funding systems / controls at each provider determined the level of substantive testing.  As a result the LSC’s funding audit approach provided assurance over the completeness and accuracy of the data and funding claim submitted by a provider. 
Following the gradual reduction in those providers subject to a full funding audit, which commenced in 2003/04, the LSC carried out different approaches to providing assurance over the funding claim and data, namely:
· Learner Eligibility and Existence (LEE) audits – completed in 2004/05, 2005/06 2006/07 and 2007/08

· Pilot Controls audit 
· Funding Assurance Reviews – completed in 2008/09

Following:

· changes in the funding methodology and importantly over funding reconciliation and clawback introduced in 2008/09, see below*;

· cessation of the LSC; and

· the issue of the new Joint Audit Code of Practice (part 1) setting out the responsibility for the newly formed Skills Funding Agency and the Young Peoples Learning Agency (YPLA)
new assurance arrangements are required.

*The 2008/09 funding methodology introduced a clear distinction between the allocations for both 16-18 year old and adult learners:

· 16-18 year old – not subject to formal repayment of funds (but performance will impact future years’ allocations);

· Adult Learner Responsive – funding reconciliation for providers below the 97% threshold.
1.2 Audit Approach
The core emphasis of the audit approach will be coverage of learners returned on the providers ILR as being enrolled on provision funded under recurrent funding grants allocated by the Skills Funding Agency and Local Authority/YPLA. 

The audit will confirm that the submitted funding claim is not overstated and is supported by documentation held by the provider.

The approach has not been designed to consider the ALS element of the funding claim.
The approach will require separate samples to be selected for 16-18 learners (including Foundation Learning) and adult learners.  The sample of learners will be selected from the ILR LR returns made by Providers. See sampling section 2.3 below for sample sizes.
In addition to reviewing the sampled learners the approach includes:
· a review of DSATs. This review will highlight potential irregularities/errors in the ILR F data return and hence potential issues within the funding claim. This review will involve undertaking some testing of the data back to source documentation; 
· Testing around the other funding sources to confirm that there is no double funding of provision / learners;
· Review of EMA and ALG payments for May 2011;
· Follow up of previous recommendations.
Outcomes from the funding audit will be shared with the provider, the Local Authority/YPLA and Skills Funding Agency.  The results of an audit may lead to a recovery of funds by the Skills Funding Agency in respect of Adult Learner Responsive funding and will inform negotiations between a provider and the Local Authority/YPLA regarding future funding profiles in respect of the 16-18 funding.  In exceptional cases results may be referred for further investigation.
1.3 Timetable and days required to complete the audit

Details of the process and timeline are provided below in section 2.  The number of days required to complete the audit will be dependent on the size of the provider and the sample size. As an estimate, a small provider with the smallest sample of 30 learners for 16-18 funding and 30 learners for ALR funding would require 15 days; where as a large provider with largest sample of 80 learners for 16-18 funding and 80 learners for ALR funding would require 25 days.
As a guide, from the point of the sample being selected the auditor should allow 7 weeks to get to a point of being able to finalise an opinion on the funding claim. The deadline to submit all claims is the 21 November 2011; therefore the sample needs to be sent to the provider no later than 3rd October 2011; if 10 working days are provided for the provider to collate the documents required for the sample.
2 The Audit Process
2.1 Planning 

	Stage
	Action
	Details

	1
	Letter confirming selected in sample
	A letter will be sent by the Skills Funding Agency informing the provider that they have been selected for a Learner Responsive audit. 



	2
	Determine what is to be tested
	Determine which funding streams are to be audited (16-18, Adult, ALG, EMA)



	3
	Contact provider 
	The auditor should contact the Provider and arrange a convenient time  to undertaken the Audit Planning meeting



	4
	Planning meeting to agree audit and timescales
	Attend Audit Planning Meeting (using Planning Meeting Aide Memoir Section E7) and agree dates, scope of the Audit, date that the FO4 will be forwarded by the Provider.  Ensure that the Provider is aware to notify you of any changes made to the ILR that will affect the funding between sending the FO4 to you and the start of the Audit. 

When agreeing dates, working backwards from the Reporting deadline of 21 Nov 2011 – this will ensure that the audit can be conducted within timescales, notice of samples can be given and allows for any follow up work to be undertaken. 



	5
	Issue Letter and confirm dates to relevant parties
	See Section 2.2 below.
Inform Mentor of the Audit dates and agree timescale for reviewing DSATs to ensure sample is issued to provider within the agreed time frame


	6
	Update Galileo
	Update Galileo to confirm that the booking letter has been issued and record the planned visit dates



	7
	Audit File
	Set up the audit visit file using the standard documentation issued by the agency at the following link in Audit Manual, Learner Responsive. https://teamsites.lsc.gov.uk/sites/eastofengland/nationalpfa/default.aspx


2.2 Timeline for Learner Responsive Funding Assurance Audits 2010/11 after planning meeting/discussion with Provider


	Stage
	Action
	Details

	1
	Letter to Provider confirming arrangements for audit
	Providers should be sent a letter detailing a plan for the audit and requesting the ILR from which sample(s) will be selected. Example of the letter is in B2.

	2
	Running DSATs
	When the ILR has been returned by the provider the auditor should select samples using DSATs; this will ensure that the sample is random, statistically based and therefore valid for any extrapolation


	3
	Sample selection and issuing of sample(s)
 

	Load ILR into LIS and run the LIS Report 35 “LR Funding Claim Report”.  This will show the total SLNs for 16-18 and ALR funding. These numbers will determine the sample sizes for 16-18 and ALR funding that need to be selected using DSATs. Detailed  instructions for this process are provided in section 2.3 and 2.4 below)

It is important that the “LR Funding Claim Report” is kept on file as these will form the starting point for the audit and will be starting point of any reconciliation.  Further details provided in section 3.
You can extract LIS Report 30 and by using a pivot table produce a list of all learners and the funding attached to them.  See E10 for detailed instructions how to do this.

	4
	Review DSATs
	Review DSATs to identify any issues to be followed up with the provider.  Complete document in C1.  You will need to copy the ‘Current Load’ that is generated by DSAT Report 110-01-010 into working paper C1.  Any learners (data) that needs to be tested back to source documentation should be selected and sent with main audit sample (as per stage 4 below). In particular:

· Review of ‘Investigative DSATs’ is MANDATORY as will highlight issues which appear to be irregular/ potential errors

· Other DSATs to inform other testing, ie sources of funding on the provider questionnaire (see B2) matches data on the ILR.

Overall instructions for auditors are provided in the column ‘Action required by auditor’ in C1.


	5
	Send the samples (including EMA and ALG) with the prepared by provider document

	The main audit sample, along with the samples from DSATs (stage 3 above) and EMA and ALG samples should be sent to the provider at least 5 working days in advance of the testing commencing. The prepared by provider document (see E3) should also be sent with the sample, as this will detail the documents that are required for our testing of the sample.

Note: The 5 working days notice period is a minimum; however with FE Colleges and large providers the norm is to give them 10 working days due to the large number of learners they have.

Ensure the samples are zipped and encrypted.

	6
	Testing on site of main sample and follow up on DSATs samples & queries.
 

	Auditor to visit provider site to undertake substantive testing as per audit programmes Section D and DSAT testing Section C.
This should also include follow up from previous audits.

Note: The number of days spent on site will depend on the sample size. As an estimate the members of the audit team would be expected to be on site Monday to Friday and provide feedback to the provider on the Friday. This discussion should include proposed actions for the provider.


	7
	Issuing of initial audit findings and error evaluation
 
 
 
 
	The Auditors should provide written feedback using the form provided in section B3 on at least the last date of the audit or however frequently was agreed at the planning meet at Section 2.1.4 above. 

As part of this written feedback a timetable should be agreed for:

· any further information / explanations that may be required; and / or
· potential corrections that need to be made to the ILR; and
· potential visits required for retesting. 
The auditor will need to allow time for:
· a new ILR to be submitted;
· selecting samples for retesting;
· providing the provider time to collate the documents for retesting; and 
· retesting to be undertaken on site.

	8
	Changes made to the ILR
	Note some providers will continue to make changes to the ILR whilst the audit is in progress. The auditor should ask the provider to note all changes to the ILR from the ILR that was submitted for audit and from which the sample was selected for testing. In addition after the initial testing any corrections should also be tracked. This is important as the auditor will need to undertake a reconciliation from the ILR submitted for audit to the ILR submitted with the final funding claim as per section 3.2 below and form B4.
Please ensure that you make it clear what issues have been grouped together under a single heading

	9
	Review of Additional Evidence

	The provider may request the auditor to review additional evidence (that may not have been presented during the first visit). The auditor should allow time for this. 

	10
	Retesting (if applicable)
 
	Retesting should only be undertaken to establish if a certain error that existed in the ILR data has been corrected by the provider. For example if the only error found at a provider was in respect guided learning hours recorded for unlisted learning aims, then a sample of unlisted learning aims would be selected for testing; we would not retest learner eligibility in this instance. See B3/E2 for further guidance


	11
	Extrapolation
	If the provider is unable to make all of the corrections to the ILR due to timing issues, the auditors should look to identify the sample population and value of the error and perform an extrapolation to identify the exposure to the Skills Funding Agency/YPLA. Only errors arising from learners selected in the main sample are subject to extrapolation; all other samples are not considered statistically valid and other methods of agreeing these will be required. See B3/E2

	12
	Reconciliation
	Auditors should ensure all movements in respect of data changes post the audited ILR are reconciled to the F05 which forms the basis of the final claim.  
Sample testing will need to be completed where appropriate, for example if the provider has added a significant number of learners or learning aims that were not on the audited ILR.
Where errors have been identified during the course of the testing these need to be reviewed to ensure that they have been adjusted.
Please ensure you do not include ALS figures.

	13
	Communication of results of additional evidence review and close out meetings

	The auditors should provide written feedback detailing the results of the additional evidence review and reconciliation within 2 days of completion of the review. Where necessary feedback will be discussed with providers at the close out meeting which, if necessary will follow the review of additional evidence and reconciliation process.

The deadline for submitting the final claim and reconciliation is       21 November 2011.
 

	14
	Reporting
	The audit will provide a final opinion and management report highlighting the key issues during the audit (see section B5)
Please ensure you do not include ALS figures.


.

2.3 Sample selection and sizes
A separate random sample will need to be selected for 16-18 learners and adult learners.  The sample of learners will be selected from the ILR F returns made by providers. The following combinations are to be used for the statistical based sampling selected from the DSAT. 

	SLNs at a Provider
	 

 

 

 

 

 

 

 

 

 

 
	 Sample Size

	>1,300
	
	80

	601 to
	         1,300 
	
	75

	451 to
	            600 
	
	70

	326 to
	            450 
	
	65

	251 to 
	            325 
	
	60

	226 to
	            250 
	
	55

	176 to
	            225 
	
	50

	151 to 
	            175 
	
	45

	141 to 
	            150 
	
	40

	126 to
	140
	
	35

	<125
	
	30


As an example if we have a provider which has 350 SLNs in respect for ALR funding and 260 SLNs in respect of 16-18 funding, using the table above the sample sizes selected will be as follows:
· 65 learners for ALR testing; and

· 60 learners for 16-18 testing.

2.4 Sample production guide
The samples are selected based on the use of the following Skills Funding Agency software:

· LIS version 18
· DSAT 11
· LAD 2011
2.4.1 Generating MDB File in LIS

	No
	Steps required

	1
	Obtain LR04/05 file from the provider;

	2
	Open LIS v18 (password = password) and click on batch import from the drop down menu;

	3
	Ensure that the correct provider is selected in LIS by clicking Change Prov. button;

	4
	Ensure the correct collection type and collection are ticked in LIS using the dropdown menus;

	5
	Link the latest version of LAD (learning aims database) by clicking the change LAD option and linking to the location where the latest LAD database has been stored;

	6
	To import the provider LR04/05 file into LIS click add files and link to the location where the provider LR04/05 file has been stored;

	7
	Under Export Options select DB by ticking the box, then click the change button alongside this - you will be prompted for a location where to store the LIS_MDB file;

	8
	Ensure that the correct boxes are ticked under Select Operations (Import ILR Data, Validate Data, Calculate LR Funding and Calculate Derived Data);

	9
	Ensure that all validation rules have been ticked under “Type of Validation”

	10
	Click start to run the ILR and generate the MDB file for use in DSATS;

	11
	When complete go to Report Manager from the drop down menu on the left;

	12
	Click on report 35 ‘LR Funding Claim Report’ and click on run report – a PDF copy of the report will be produced;

	13
	Save a copy of the report electronically (for use in the reconciliation process) and agree the report values with the provider.


2.4.2 Generating the samples using DSATS

	No
	Steps Required

	1
	Open up DSATS and you will be shown the DSATS Utilities screen;

	2
	Click on the Load LIS_EXP.mdb which will open a search box enabling you to find the MDB file exported from LIS above – click on this file and DSATS will upload it;

	3
	Next to set the Report Directory where the DSAT exports will be saved click onto the Set Report Directory. Choose a location and save a new text document to this location – click on the text document and the Report Directory is set;

	4
	Click on PDSAT Reporting and this takes you to the provider reporting screen, the LR sampling button is located at the bottom of this screen;

	5
	Click on the LR Sample button and you are taken to the sampling screen;

	6
	Specify the grouping (LR);

	7
	Specify the age group (16-18 or adult);

	8
	Specify all for Partnership/Distance learning and Completers;

	9
	Choose the sample size;

	10
	Click on the output sample button at the bottom of the screen – samples are then generated and will be saved in excel format to the report directory;

	11
	DSATS will tell you that the selected reports have been run and ask if you want to review the reports, click yes and save as the relevant sample (16-18 or adult) as running the sampling routine again, which will be necessary to produce the next sample will over write this sample;

	12
	Email samples to provider.


2.4.3 ALG
1.  The purpose of this audit schedule is to gain assurance that the college has an appropriate system of control in place to effectively administer Adult Learning Grant (ALG) payments to learners via the Learner Assessment and Payments System (LAPS).  For this reason, a brief controls questionnaire is provided in the testing schedule below; this should be completed through discussions with the college.  Identified control weaknesses and suggestions for improvement should be reported to the college.  

2.  Substantive testing should be completed for a sample of 30 learners, selected at random, for the weeks commencing:


2 May 2011



9 May 2011

16 May 2011


23 May 2011

3.  Where actual payment errors are identified, these should be clearly recorded on the working papers, and the auditor should determine whether any recovery action has been carried out via LAPS.  The Excel spreadsheet reports supplied to the firms do not identify the amounts actually paid to learners.  

4.  Payment decisions are input by the college via the LAPS interface, which is administered by Capita plc.  The payment decisions are identified as either:


a.
Y: Yes


b.
N: No


c.
D: Decision not made yet.

5.  It is recommended that prior to the audit, the college is advised that during audit access to the LAPS interface may be required and a suitably experienced member of staff should be available to assist with the audit.

6.  Please return a copy of the completed working papers, below, to Aileen Kirkham, Auditor, YPLA Assurance and Financial Monitoring Team, c/o YPLA Manchester office: aileen.kirkham@ypla.gov.uk.

7.  Please refer to the Adult Learning Grant Provider Guidance 2010/11 document, published in July 2010, which has been distributed to the audit firms.  Annex 4 includes an overview of the YPLA audit arrangements for ALG.

2.4.4 EMA
1.  The purpose of this audit schedule is to gain assurance that the college has an appropriate system of control in place to effectively administer Education Maintenance Allowance (EMA) payments to learners via the Learner Assessment and Payments System (LAPS).  For this reason, a brief controls questionnaire is provided in the testing schedule below; this should be completed through discussions with the college.  Identified control weaknesses and suggestions for improvement should be reported to the college.  

2.  Substantive testing should be completed for a sample of 30 learners, selected at random, for the weeks commencing:


2 May 2011



9 May 2011

16 May 2011


23 May 2011

3.  Where actual payment errors are identified, these should be clearly recorded on the working papers, and the auditor should determine whether any recovery action has been carried out via LAPS.  The Excel spreadsheet reports supplied to the firms do not identify the amounts actually paid to learners.  
4.  Payment decisions are inputted by the college via the LAPS interface which is administered by Capita plc.  The payment decisions are identified as either:


a.
Y: Yes


b.
N: No


c.
D: Decision not made yet.

5.  It is recommended that prior to the audit, the college is advised that during audit access to the LAPS interface may be required and a suitably experienced member of staff should be available to assist with the audit.

6.  Please return a copy of the completed working papers, below, to Aileen Kirkham, Auditor, YPLA Assurance and Financial Monitoring Team, c/o YPLA Manchester office: aileen.kirkham@ypla.gov.uk.

7.  Please refer to the Education Maintenance Allowance Guidance 2010/11 document, published in July 2010, which has been distributed to the audit firms.  Annex 2 includes an overview of the YPLA audit arrangements for EMA.

2.5 Testing
Reference Testing programmes and guidance
	Enrolment and eligibility

	Attendance

	Fee remission

	Disadvantage uplift

	NVQ

	DEL

	Partner provider and off-site

	Unitisation

	Achievement


2.6 Additional – other source of funding
In addition to the sampling above, judgemental samples will need to be selected to ensure that the provider is not double claiming funding for learners, for example:

· Employer responsive funding and Learner responsive funding;

· HEFCE funding and Learner responsive funding
For a full list of tests please refer to D4 audit programme. It should be noted that the audit programme does not capture all the funding available to providers. The audit programme highlights the most common sources. The auditors should therefore (as part of the planning process), determine if there are other sources of funding that a provider may be in receipt of, but not covered by the audit programmes and test appropriately.

2.7 DSAT reports
DSAT
 reports have been made available to the FE sector throughout the year.  Section C1 to the audit file includes an audit programme for use by auditors auditing FE colleges. These should be reviewed when the main audit sample is selected and results of the review along with additional samples and queries should be sent to the provider at the same time the main audit sample is sent. The existing DSAT reports can be categorised in to those which are mandatory to be reviewed, as part of the standard audit programme, and others that provide information that may be of assistance to the auditor.

Sample testing and explanations of items will need to be obtained on a case by case basis.
DSATs will have to be reviewed prior to the final submission to ensure any corrections required have been followed through and that no new issues/errors have appeared.

3 Error Collation, Evaluation and reconciliation
3.1 Error Collation and Evaluation

Following the completion of the audit work above, the auditors will be required to complete an Error Collation and Evaluation (section B3) detailing the nature of the errors arising during the course of the testing.  This document should highlight both funding errors and data quality observations.
Within this document the auditors should provide clear feedback to the provider notifying them of the errors identified and suggested ways to resolve the issues on a macro level to enable the Auditor to obtain comfort for the funding claim and opinion.
When assessing the funding errors the auditors will need to consider appropriate processes to identify the populations and methods to retest.

See E2 for guidance of types of errors that may occur and proposed course of action the auditors should take.
Examples of Errors from statistical sampling (Main population) 16-18 Learner responsive
	Details of Potential Funding Error
	Recommended Action to determine if error is isolated or systematic

	Learning Agreement not signed by the provider/learner.
	Review register evidence to ascertain student undertook programme and achievement information.

	Data on the ILR does not agree to the Learning Agreement / Enrolment form.
	Determine if this has an impact on funding, for example, if the Date of Birth is incorrect then the learner may not be 16-18.; or if the post code is incorrect then the learner may be attracting DU in error. 

	Cannot determine the learner is eligible for funding.
	Enquire if the provider holds any other information that would confirm the eligibility of the learner.

	Eligible 16-18 year old learner has been charged tuition fee.  
	Provider should be asked to explain what the fee was for. If it is tuition fee then we should check to ensure that provider also not claimed fee remission for the learner.

The other option is for the provider to refund the fee to the learner.

	Learning aim selected in sample is not on the learning agreement and/or enrolment form.  
	Review register evidence to ascertain student undertook programme and achievement information.

	For an unlisted Learning Aims guided learning hours (glh) recorded in the ILR (Field A32) do not reconcile to registers or equivalent.
	Ascertain why errors occurred.  Are there any patterns in the errors to link them to a particular qualification or group of qualifications which may enable the population affected to be determined.


3.2 16-18 year old and Adult learner responsive

Any errors that occur during the course of this audit should be corrected prior to submission of the F05 on the 21st November 2011.
The auditor will need to identify which funding stream the errors impact on (ie 16-18 or Adults), as these two funding streams will need to be reported on separately within the management report and the opinion on the funding claim.
In the first instance the auditor should determine the population that contains the errors, see section B3/E2 for guidance. This should be discussed with the provider and a timetable should be agreed with the provider for the ILR to be corrected. The auditor may then need to select an additional sample of learners from the updated ILR to ensure that the errors have been corrected. It should be noted that all this is required to be completed in time for a final submission prior to the 21 November 2011.
If the provider is unable to make all of the corrections to the ILR due to timing issues, the auditors should look to identify the sample population and value of the error and perform the extrapolation (contained in Annex A of section D1) to identify the exposure to the Skills Funding Agency.
Where populations can be ring fenced to a particular error type (for example unlisted aims or fee remission) then this is encouraged.

Example extrapolation
The table below shows how and extrapolation may be calculated (see B3 for further guidance) and the impact of ‘ring fenced errors’.

The provider has an overall error rate of 6.7% if we therefore calculate the amount of funding in error on the total population we get £666,667

However, if we analyse the errors and see that they all relate to (say) eligibility and the Guided Learning Hours recorded for Unlisted learning aims we can ring fence the errors. 

Therefore:

· though we have a 15% error rate on unlisted learning aims the funding in error is less as the provider only has £2,000,000 claimed in respect of this.
· Learners where we found an Eligibility error accounted for 1.67% of total population tested. We apply the 1.67% to the whole college population as eligibility impacts on all learners.
· It can be seen from the table below that the provider would want to ring fence the errors as this gives potential error of £466,667 compared to £666,667 if we do not ring fence the errors.

	Extrapolation Working Paper
	Adult Learner Responsive
	Adult Learner Responsive
	Adult Learner Responsive

	Ref
	Description
	Total errors
	Example…Ring fenced errors to Unlisted provision
	Example…Ring fenced errors Eligibility

	a.
	Value of the population
	10,000,000
	2,000,000
	10,000,000

	b.
	Value of the sample
	120,000
	40,000
	120,000

	c.
	Value of actual errors from the sample
	8,000
	6,000
	2,000

	 
	 
	
	
	

	d.
	Error Rate
	6.7%
	15.0%
	1.7%

	 
	 
	
	
	

	e.
	Total Funds at Risk to be Reported, and corrected or recovered
	666,667
	300,000
	166,667

	
	
	
	
	

	
	Ring-fenced Extrapolated Error 
	
	£     466,667
	

	
	
	
	
	


3.3 Reconciliation
Auditors should ensure all movements in respect of data changes post the audited ILR are reconciled to the F05 which forms the basis of the final claim.    

Sample testing will need to be completed where appropriate. For example if the provider has added learners to the ILR (which should be under exceptional circumstances as the ILR submitted for audit would be presented in September 2011 for year end 31 July 2011). In this case as sample of the learners added may need to be tested as the original sample will have been selected from an incomplete data set.
Where errors have been identified during the course of the testing these need to be reviewed to ensure that they have been adjusted.

Note this should be simple and come from values in B3
The deadline for submitting the final claim along with the audit opinion is 21 November 2011.
4 Reporting
The outcome of the audit will be a management report provided by the auditor and issued both to the provider and to the Agency.  The return to the Agency will consist of:

· Audit opinion which includes:
· Original form ILR Funding Claim 2010/11 (signed by the provider)
· Original form Final Diff 2010/11 (signed by the provider)

· Learner Information Suite (LIS) Funding Claim report (as per final F05 ILR – agreed by the auditor). Note this should match the funding claim submitted to the auditor by the provider.
· A management report.
� DSAT, short for data self-assessment toolkit, is a set of data enquiry and analysis reports. 
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