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Guidance for ILR auditors on treatment of errors and use of B3


_________________________________________________________________________

Introduction
This guide has been developed to assist auditors in dealing with errors identified as part of the audit of the final funding claims for Learner Responsive Funding Assurance audits.  
This guide and the flow chart at annex 1 provide a step by step guide for dealing with errors, however, if auditors are unclear about how to deal with a specific error they should contact the RAM or their Mentor in the first instance.  Where RAMs or Mentors are unable to resolve issues these should be discussed with Steve Finnemore, who can be contacted at: 

Steve.Finnemore@skillsfundingagency.bis.gov.uk 
The role of B3 – Error evaluation and collation document

The B3 form is provided to record all errors identified during the audit.  Its main role is to summarise all these errors in one place and record how these have been dealt with in concluding the audit.  In this way there is no need to go back to the earlier working papers and update following the resolution of an error. 

All errors identified during the audit should be recorded in B3. Errors may be identified as a result of, Planning, Substantive (including achievement), and DSATs.

Once all errors are recorded we can proceed to their resolution with the provider.  The B3 form is used to record the resolution of the error in a step-by-step way.  This step-by-step approach is set out in the flow chart at annex 1 and considered in more detail below.

Grouping types of error

The first stage in the error resolution process is to gather all similar errors together and enter them in full or in summary on the B3 together with the audit programme reference to link back to the testing, which resulted in the error.  For the substantive testing phase auditors should prepare a detailed error list to bring all errors together in one place prior to entry onto the B3 in summary form.  It is important to ensure that similar errors are grouped on the B3.  For example:

The audit may have identified a number of problems with the Providers recording of withdrawals, however, the detail of the errors may show the following examples:

· Withdrawals not been recorded at all; (i.e. learners still recorded as continuing)

· Incorrect withdrawal dates recorded, but learner recorded as withdrawn;

· Learners recorded as completing when they should have been withdrawn.

Errors falling within each of these example types should be grouped in the appropriate categories, as they will be dealt with in different ways when trying to resolve errors and identifying any population for retesting.

Liaison with the provider
At appropriate stages during the audit the provider should be informed of the errors identified.  The provider should then consider the errors and inform the auditors of the reason(s) for the error(s) and the population(s) affected by the error(s).  This response should be recorded on the B3 form.

The auditor should then consider whether the reason(s) for the error(s) and population(s) affected are reasonable based on their experience of the sector or previous experience of the provider and understanding of the Agency’s audit approach (see below comments on isolated and systematic errors).  In many cases this work will lead to the provider providing an estimate of the impact on their funding claim.  

If the reason for the error or the population does not appear reasonable the provider should be asked to consider this further.  If the explanation remains unreasonable the auditor may wish to re-test using a new sample, which should be chosen judgementally and targeted at the population affected.

If the auditor considers the explanation and the population satisfactory and the error is isolated (see below) the funding impact (if any) and the funding affected should be recorded on the B3. No further audit work is likely to be necessary in the case of an isolated error, with the exception of the provider amending the ILR for that particular learner / error.
If the auditor considers the explanation and the population identified by the provider as satisfactory and the error is systematic (see below), the funding impact will need to be estimated.  The estimation can be provided by the provider or calculated by the auditor or a combination of both.  Once a figure has been provided the provider can correct the ILR or a manual manual adjustment can be made.  Where the adjustment is made to the ILR the auditor may want to re-test using a new sample, which should be chosen judgementally from the specific population affected. 
Auditors should be aware that for some errors arising from the substantive testing the total population may be identifiable from DSAT reports.  Where this is the case the clearance of the DSAT errors may remove the whole population affected by the error.  
When all errors have been dealt with in this way the total funding adjustment (excluding changes made to the ILR) can be made as a manual audit adjustment to the final funding claim.
Management Report points

The B3 should clearly indicate whether the error has resulted in a management letter point (MLP) or not.  Where an error does not result in an MLP the reason should be clearly stated on the B3.

Isolated and systematic errors and their possible extrapolation

Finding an error in a small sample implies that the error is not a rare occurrence. Finding a “one off” (or isolated) error is unlikely in a small sample. Auditors classify errors as either “isolated” or “systematic”: the distinction between the two is not always clear-cut. The following is offered as guidance, but in the final analysis the decision will be an audit judgement based on the evidence gathered by the auditor and information from the provider. 

Is it an isolated error?


ISA UKI 240,para 87 “the auditors cannot assume that an instance of fraud or error is an isolated occurrence”. Thus in order to decide whether the error is truly isolated evidence must be collected from the provider through enquiry, previous audit work and/or further testing and a judgement taken about its nature, that is, whether or not the error can be defined as being down to one occurrence.  The auditors should be satisfied that the error could not reasonably affect any other learners at the provider prior to deciding if the error isolated.  The justification for the decision must be documented in B3. 

The approach to the extrapolation of these types of error may take different forms. The first will be confined to a sub-population and extrapolated over that, or all the occurrences will be corrected and so there will be no extrapolation from the sample. The second may need to be extrapolated across the whole population being tested. The exact circumstances will be decided once the provider has responded to the auditor’s queries about errors discovered in the audit. This can be summarised as Isolated, no extended testing required, potential adjustment on ILR / manual audit adjustment.
Is it a systematic error? 

A systematic error is one that is likely to re-occur for a particular reason. For example, in a computer environment there is a possibility of systematic errors. This may take place because of program faults or hardware malfunction in computer operations. In the provider environment it can also occur when there is a failure to observe a particular procedure or the procedure is not implemented in the provider.  In other circumstances a systematic error may be the result of human error.  There could be a series of so-called ‘isolated’ errors that occur as a result of a human failure.

Whether or not an error is systematic, and the extent of such error, can only be assessed once the provider has responded to the error(s) raised with them. Once the auditor has determined the nature and extent of the error(s), the provider should correct the total population of the identified error.  In this case the error in the original sample now has no impact. Alternatively the auditor could extrapolate across the relevant population. That can be determined by consideration of the nature of the error and its impact on the population from which it was selected.

The error may be confined to a small population and extrapolated over that, or all the errors will be corrected so there will be no need to extrapolate.  The error may need to be extrapolated across the entire population.

 The action required for systematic error(s) could be summarised as:

· No funding impact therefore no extended testing required and adjustment to ILR data; and,

· Extended testing required, potential adjustment on ILR.

The distinction between isolated and systematic errors

The distinction between errors that are distinct from one another, but arise from a common type of failing (e.g. human error) and systematic error is subtle. But it all too easy to classify an error as isolated when really the one found in the sample is representative of a class of distinct errors. It is important in deciding whether an error is isolated or systematic, to determine its context within the audited population has been properly assessed and the appropriate extrapolation from the sample to the population captured.

Extrapolation

The formulae for the extrapolations are given in the guidance contained within B3.
It is likely that the use of this type of extrapolation will be limited to occasions where the other options available to the auditor are not viable.
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