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Post 16 Audit Code of Practice Assurance over
ESFA Funding
Audit requirements

Current Position - 2020/21 onwards

The primary objective of the work performed
by external auditors is to obtain reasonable
assurance that an organisation’s financial
statements give a true and fair view and are free
from material misstatement.
Reasonable assurance means a high (but not
absolute) level of assurance and to obtain it
the auditor must design and perform audit
procedures to obtain sufficient appropriate
audit evidence to be able to draw reasonable
conclusions on which to base their opinion.

Since the Funding Audit was first implemented
by the Agency it has reduced the number of
colleges audited from 100% to the current
position of only testing the student records
systems at between c50 - 60 colleges annually.
Following a review of the Agency’s own
assurance framework it identified that it was
no longer in a position to provide assurance to
external auditors over a college’s student records
system unless the college was selected for a
funding audit.

Background
With the formation of the Learning and Skills
Council (‘Agency’) in 2001 all FE colleges became
subject to an audit of their student records
(‘Funding Audit’) by this agency. An annual
statement was provided to the college by the
Agency from which the income earned for the
year could be determined and included within
the financial statements. This return was relied
upon by both the college, its corporation and
external auditor.
Since the funding audit was the responsibility of
the Agency no additional audit assurance work
was completed on the student records system
by the external auditor where it related to Agency
income.

Therefore, on 31 March 2021, the ESFA published
the updated ACoP that clarified this point.
Clarification Para 14
Clarification that, whilst the ESFA will continue to
provide both corporations and their auditors with
a statement of grant payments made in respect
of the funding year, the statement does not
constitute assurance over the funds earned by
the college (Para 73)

This assurance framework was included within
the Audit Code of Practice with clear guidance to
external auditors.

(Para 73) The ESFA, and where applicable the
relevant MCA/GLA, will notify both corporations
and their auditors the value of their main funding
grants through funds’ payments statements,
generated through the individualised learner
record (ILR) returns, to be included as income
within the corporation’s annual accounts.
Responsibility for the accuracy of funding claims
remains with the corporation.

The following is an extract from the 2019/20 Post
16 Audit Code of Practice (ACoP):

Impact on the college and its financial
statements audit

(Para 65) The ESFA, and where applicable the
relevant MCA/GLA, will confirm the value of its
main funding grants, generated through the
individualised learner record (ILR) returns, to be
included as income within the corporation’s annual
accounts. The auditor will rely on assurance
provided by the ESFA or the MCA/GLA when
considering whether income, recognised in
the accounts from the main funding grants
generated through ILR returns, is fairly stated.
Responsibility for the accuracy of funding claims
remains with the corporation.

Prior to FY21 the student records system was the
responsibility of the College and external audit
gained its assurance from the Agency’s annual
income statement.
For FY21 the Agency is no longer providing
assurance on this key system and therefore the
external auditors will need to obtain appropriate
assurance from alternative sources including
direct testing. This work is in addition to that
completed previously and will have a cost
implication on the college.
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Responsibility
The student records system remains the
Corporations responsibility and Governors need
to obtain sufficient assurance to satisfy itself that
the student records returns made to the ESFA
are accurate.
With this change to the ACoP the Corporation
should review its processes to ensure it is
obtaining sufficient assurance over this key
system.
Should the College be subject to a funding
audit and an error identified, the Agency would
determine whether this error existed in earlier
years and reclaim funds accordingly. It should be
noted that the Agency currently seek repayment
for all over claimed funds with no automatic
offset for any under claim.

Audit evidence is used to reduce to an
acceptably low level the risk that the auditor
could express an inappropriate opinion when
the financial statements are materially misstated.
Audit evidence only allows the auditor to draw
reasonable conclusions when it is sufficient and
appropriate to the circumstances. Whether the
evidence obtained is sufficient and appropriate
is a matter of professional judgment, which
should be informed by a structured approach
to gathering evidence, based on the assessed
risks of material misstatement of the financial
statements.
The extent of the audit work required on college
grant income should be influenced by the
quality of the evidence that the college itself can
present to the auditor. In short, the better the
quality of the college’s learner data, the greater
the likelihood that any additional audit activity
will be minimised.

External audit approach
Under International Standard on Auditing (ISA)
500 – auditors are required to obtain sufficient
appropriate audit evidence.
Much audit work involves obtaining and
evaluating audit evidence, which is primarily
derived from audit procedures carried out during
the audit, but can also be gained from other
sources, such as previous audits, internal audits
or the college’s own control procedures, subject
to assessments by the auditors. The procedures
may be applied in combination, and can
include inspection, observation, confirmation,
recalculation, re-performance and analytical
review.

In respect of a college’s student record system,
an auditor will need to complete sufficient direct
testing to support their opinion. This system
is fundamental to a college since it generates
between 70% - 95% of a its total income (ESFA/
GLA element).
Each audit firm will determine the level and
nature of work required.
The external auditors work will be determined
by the level of materiality applied to the financial
statements and the risk associated with each
funding stream.
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Internal audit or specialist funding audit work
Colleges should consider the nature and scope
of work commissioned.
The ESFA funding rules and regulations are
complex and data requirements extensive.
Simple small errors can have unintended
consequences if not identified promptly.

Historically agency funding audits have not
resulted in claw back of funds in year but a
change to future allocations.
On this basis the risk of a material misstatement
within this funding stream is low. Therefore,
associated testing would be limited.
Adult Educational Budget (AEB)

Under auditing standards the external auditor
is unable to place full reliance upon work
completed by an internal auditor unless the
work was re-performed. However, any work
completed by an internal auditor would inform
the direct testing required at the year end. This
may reduce the level of testing completed by the
external auditor.

This income stream is funded based on a yearly
allocation but subject to a year end reconciliation
processed after applying an agreed tolerance
(FY21: 90%).

Reliance on a specialist – it may be possible to
reduce direct testing further where one of the
firms contracted by the ESFA are commissioned
to complete the funding audits. However,
additional work may be required by the external
auditor to establish whether reliance can be
placed on this specialist especially if the team
completing the assignment has never worked on
the ESFA contract itself.

Detailed testing is required of this data but limited
to those areas most at risk of generating a
material error.

Work of external auditors
The work of the external audit would be informed
from an assessment of the matters highlighted
above.

This funding stream is complex and can involve
third party employers whose actions can invalidate
claims made to the ESFA. It is common for
funding audits to identify errors associated with
apprenticeship.

The direct testing of the student records system
would be split into the three distinct funding
streams:

The risks of ineligible funding claims being made
is higher and therefore an increased risk factor and
sample tested.

16 – 19
This income stream is funded under a lagged
learner approach that effectively equates to a
block grant for the year. The funding allocation
should match the income received in the year with
no claw back applied.

Colleges should be familiar with this funding
stream but claw back of funds remains a normal
result following a funding audit.

Apprenticeships
This income is earned as training is delivered and
funding paid throughout the year. Year end debtors
are expected in line with on-going training.
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Additional testing
Provider Data Self-Assessment Toolkit (PDSAT)
Colleges operate data integration tools that are
issued by the ESFA. These are PDSATs that is an
electronic suite of reports that can be used to
identify data anomalies. These reports will be
reviewed as part of the external audit work.
This review would provide an assessment of data
mismatches and whether it indicates any significant
anomalies requiring further investigation.
Other matters
It should be noted that the level of testing
undertaken as part of the external audit is not
equivalent to that of an Agency funding audit.
Therefore, the Corporation should not place
reliance on work completed as part of the
external audit as assurance that the student
records system is free from material error.
The work is performed for the sole purpose
of the external audit of the college’s financial
statements, not ESFA and the ESFA is not a party
to the engagement.
Consequently, there is no obligation on the
part of the auditor to report the outcome of
its work to the ESFA or any other party. Issues
brought to light in the course of testing would
be discussed with the college and the college
would be expected to take any appropriate action
in respect of any misstated income or other ILR
errors as if it had discovered them itself.
Any accounting adjustments required would be
agreed with the college and either adjusted for
or included as an unadjusted error highlighted
within the audit management letter, which is
shared with ESFA.
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