Summary and recommendations

This is the last report in the Protecting the public purse (PPP) series
from the Audit Commission before we close in March 2015. It draws on
the learning from the Commission’s 25-year experience in counter-
fraud in local government.

m  The Commission published PPP reports from 1991 to 2000 and again
from 2009 to 2014. PPP reports have:

— raised awareness of the importance of fighting fraud;

— promoted transparency and accountability about counter-fraud in
local government bodies;

— improved data on fraud detection, including benchmarking; and

— promoted good practice in fighting fraud.

The scale of fraud against local government is large, but difficult to
quantify with precision.

= |n 2013, the National Fraud Authority estimated that fraud cost local
government £2.1 billion, but this is probably an underestimate.

m Each pound lost to fraud reduces the ability of local authorities to provide
public services.

m  The more councils look for fraud, and follow good practice, the more they
will find. Increasing levels of detection may be a positive sign that
councils take fraud seriously rather than a sign of weakening of controls.

In total, local government bodies detected fewer cases of fraud in
2013/14 compared with the previous year, continuing the decline noted
in PPP 2013. However, their value increased by 6 per cent.

m  The number of detected cases fell by 3 per cent to just over 104,000,
while their value increased by 6 per cent to over £188 million.

m The number of detected cases of housing benefit and council tax
benefit fraud fell by 1 per cent to nearly 47,000, while their value rose
by 7 per cent to nearly £129 million.

m  The number of detected cases of non-benefit fraud fell by 4 per cent to
just over 57,400, while their value rose by 2 per cent to £59 million.
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In the past 5 years, councils have shifted their focus from benefit fraud
to non-benefit fraud. From 2016, they will no longer deal with benefit
fraud.

Between 1991 and 2000, nearly all fraud detected by councils was for
housing benefit and later council tax benefit. During this time, councils
had financial incentives to look for those frauds.

These incentives ended in 2006, and councils have increasingly focused
on non-benefit fraud in the past five years. Benefit frauds still comprise
45 per cent of all cases of detected fraud, and 69 per cent of their value.

By 2018, all benefit fraud investigation will have transferred from councils
to the Single Fraud Investigation Service (SFIS), run by the Department
for Work and Pensions. The government’s funding of £16 million from
2014, awarded under competitive bidding, to help councils refocus their
efforts on non-benefit fraud during the transition will end at the same
time.

Councils will need to focus on the non-benefit frauds that present the
highest risk of losses, including those that arise from the unintended
consequences of national policies.

Between 2009/10 and 2013/14, councils consistently detected more
council tax discount fraud than any other type of non-benefit fraud. In
the most recent year, nearly 50,000 cases were found, worth £16.9
million.

Detected Right to Buy fraud cases have increased nearly five-fold since
2009/10 to 193 per year. In 2013/14 these were worth £12.3 million. The
rise in the number of these frauds followed large increases in the
discount threshold over this period.

The number of detected cases of social care fraud has more than
trebled since 2009/10 to 438. In 2013/14, they were worth £6.2 million.

Detected cases of insurance fraud rose from 72 in 2009/10 to 226 in
2013/14 and were worth £4.8 million.

Overall, councils are detecting more non-benefit frauds, but detection
rates for some types of frauds have fallen.

In 2010/11, councils detected 319 cases of business rates fraud worth
£5.7 million. In 2013/14, they detected 84 cases worth £1.2 million.

In 2010/11, councils detected 145 cases of procurement fraud worth
nearly £14.6 million. In 2013/14, they detected 127 cases worth less than
£4.5 million.
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A small minority of 39 councils failed to detect any non-benefit frauds
in 2013/14. This number is down by more than half since 2012/13, which
is encouraging. Our experience suggests it is extremely unlikely that no
non-benefit fraud occurred at these councils.

Councils believe that organised criminals present a low risk of fraud, but
there is concern that organised crime is more prevalent in procurement
fraud.

Councils are detecting more housing tenancy fraud

The number of social homes recovered from tenancy fraudsters
increased by 15 per cent in the last year to 3,030.

In 2013/14, councils outside London recovered more than two in five (40
per cent) of these homes. This represents a marked improvement in their
performance. In 2009, when the Audit Commission’s PPP reports first
highlighted this issue, councils outside London accounted for less than 5
per cent of all social homes recovered.

These figures do not include fraud against housing associations, which
provide the majority of social homes.

. . and more fraud in schools.

Detected cases of fraud in maintained schools have risen by 6 per cent
to 206, worth £2.3 million. We have no data on fraud in non-maintained
schools.

Most of these frauds were committed by staff, suggesting that some
schools may have weak governance arrangements that mean they are
more vulnerable to fraud.

Local government bodies have a duty to protect the public purse. A
corporate approach to tackling fraud helps them to be effective
stewards of scarce public resources and involves a number of core
components.

Prevention and deterrence: it is not currently possible to quantify
accurately the financial benefit from deterring fraud, but professionals in
the field believe the prospect of detection is the most powerful deterrent.
Councils should widely publicise what fraud is, the likelihood of detection,
and the penalties fraudsters face.

Investigation and detection: between 2009/10 and 2013/14, the mean
average number of full time equivalent (FTE) fraud investigators
employed by councils declined steadily from 5.2 to 4.7, a fall of 10 per
cent over the period. Our analysis suggests that a fall in FTE numbers is
associated with lower fraud detection levels (see Chapter 4).
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s Recovery and redress: after 2016, when central government no longer
contributes funds for counter-fraud activity, councils will need to recover
more losses than they have in the past. They can use legislation such as
the Proceeds of Crime Act to do so.

m Openness and transparency: councils should look for fraud and record
how many frauds they detect. Doing so would show leadership, allow
them to compare their performance with other organisations, and alert
them to emerging fraud risks more effectively.

m In 2013, only three in five (62 per cent) councils took up the offer of
receiving one of the Commission’s new fraud briefings, which contain
comparative information on their detection levels.

From April 2015, the Commission’s counter-fraud activities will transfer
to new organisations.

m  When the Commission closes, the National Fraud Initiative's (NFI1) data
matching service will transfer to the Cabinet Office.

= The remainder of our counter-fraud staff and functions, including the
PPP series and fraud briefings, will transfer to the Counter Fraud Centre,
run by the Chartered Institute of Public Finance and Accountancy
(CIPFA).

Audit Commission Protecting the public purse 2014



