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1  Progress in reducing fraud 
1. Benefit fraud is a crime and undermines public confidence in the benefits system. The 
Department for Work and Pensions (the Department) has a well-defined strategy for 
targeting benefit fraudsters. Of the Department’s 110,000 staff, around 4,000 (4%) work 
directly in counter-fraud activity. In 2006–07, the Department reportedly spent some £154 
million on tackling fraud against total benefit expenditure of £120 billion. The Department 
assesses its progress in tackling fraud by using a sampling technique to estimate the total 
level of fraud in the benefits system.3 

2. The estimated level of benefit fraud fell from £2 billion in 2001–02 to £800 million in 
2006–07 (Figure 1). A considerable part of this reduction—some £700 million—occurred 
when the Department concluded that overpayments of Disability Living Allowance and its 
related benefits should no longer be considered as fraudulent.4 Estimated fraud now 
accounts for 0.6% of total benefit expenditure, although the level of estimated fraud as a 
percentage of expenditure ranges from 2.3% for Income Support and Jobseeker’s 
Allowance to zero for the State Pension.5  

3. In 2006–07, the Department identified £106 million of fraudulent overpayments in 
return for the £154 million it spent on counter-fraud activities. This means that the 
Department spent approximately £1.50 to identify every £1 of fraudulent overpayments. 
The Department does not consider that the amount of identified overpayments is an 
accurate reflection of the total impact of counter-fraud work. The measure does not take 
account of the deterrent effect of Departmental activity or the amount of benefits that 
would have been overpaid subsequently if departmental staff had not stopped the fraud.6  

4. The Department is not complacent about reducing the level of fraud even further, but 
believes that it might be more cost-effective to devote any additional resources to tackling 
customer and official error instead. While fraud has fallen since 2001–02, customer and 
official error rose in the same period from an estimated £1 billion to £1.9 billion. For 
example, reported official error on Housing Benefit has increased by around a quarter to 
1.4% of expenditure. In January 2006, the Department established an official error 
reduction taskforce although levels of official error have yet to go down significantly. The 
Department has reported that the taskforce is now correcting £2 million of weekly errors. 
The Department’s error reduction strategy, launched in January 2007, includes a target to 
reduce error by £1 billion by 2012. The key strands of this strategy include: 

• stopping error from entering the system in the first place; 

• ensuring that customers and staff comply with benefit rules; and 

 
3 Q 81; C&AG’s Report, paras 1.1, 1.13, 2.17 

4 People are eligible for Disability Living Allowance if they have difficulty with a range of everyday activities, such as 
walking outdoors or getting dressed and undressed. In 2004–05, the Department acknowledged that some 
customers' circumstances changed so gradually that they could not reasonably be expected to recognise the 
potential impact on their benefit claim. The Department decided that the resulting overpayments to these 
customers should not be classed as fraud or error.  

5 Qq 2, 3, 18–21, 131–139; C&AG’s Report, para 1.1; Figure 3  

6 Qq 6, 71 
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• using data matching to identify high value errors that have already entered the 
system. 

The Department accepts the conclusion of the National Audit Office report on dealing 
with the complexity of the benefits system that benefit rules can led to high error rates.7 It 
expects its current initiatives to reduce error, but believes that it is too early yet to see the 
full impact.8 

Figure 1: Levels of Fraud and Error in 2006–07 

ERROR 
EXPENDITURE FRAUD 

OFFICIAL ERROR CUSTOMER ERROR 

 
 

£M £M % £M % £M % 

REGULARLY REVIEWED 

Income Support 9,100 210 2.3 130 1.4 160 1.8 

Jobseeker’s Allowance 2,500 60 2.3 50 2.1 10 0.4 

Pension Credit 6,900 110 1.6 160 2.3 90 1.3 

Housing Benefit 14,900 150 1.0 210 1.4 420 2.8 

PERIODICALLY REVIEWED (DATE OF ESTIMATE) 

Disability Living Allowance 
(2005) 9,200 40 0.5 70 0.8 60 0.6 

State Pension (2006) 53,700 0 0 60 0.1 40 0.1 

Carer’s Allowance (1997) 1,200 50 3.9 10 0.6 10 1.0 

Incapacity Benefit (2001) 6,600 10 0.1 90 1.3 20 0.2 

Instrument of Payment fraud 
(2006) n/a 10      

Interdependencies (2005) n/a 10  10  10  

STATISTICALLY ASSESSED 

Council Tax Benefit 3,900 30 0.9 50 1.3 100 2.5 

Other unreviewed benefits 11,800 70 0.6 80 0.7 60 0.5 

TOTAL 119,800 800 0.6 900 0.8 1000 0.8 

The value of fraud was highest in Income Support and Housing Benefit during 2006–07, and overall was 0.6% 
of total benefit expenditure. However, levels of official and customer error combined are greater than fraud at 
around 1.6% of expenditure. 

Source: Department for Work and Pensions 

Note: As part of the C&AG’s audit of the Department’s accounts, including the estimate of fraud and error, 
the National Audit Office reviews the Department’s approach to sampling and the methodology applied in 
checking, including re-performance of a sample of items. The National Audit Office also reviews the processes 
for interpreting the data and generating estimates of error and fraud. As a result, the C&AG is satisfied that 
the figures reported by the Department are the best estimates available.  

 
7 C&AG’s Report, Dealing with the complexity of the benefits system, HC (Session 2005–06) 592 

8 Qq 4–5, 32, 56–58, 78, 83, 110–112, 115; C&AG’s Report paras 1.3, 1.9 
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5. The Department’s method of measuring the level of fraud and error compares 
favourably with that of similar agencies in other countries. Research by the National Audit 
Office in 2006 did not find another organisation that uses a rolling measurement system to 
estimate the scale of loss.9 Some degree of subjectivity is inevitable when estimating fraud 
levels. In order to measure its progress and to act in individual cases, the Department must 
use its judgement to decide whether overpayments occur due to fraud or error. While it is 
generally easy to identify official error, it is harder to separate fraud and customer error 
because the Department must judge whether the customer had fraudulent intent. The 
Department told us that it does not arbitrarily reclassify fraud as error, and that both 
internal scrutiny and National Audit Office reviews act as controls on the decision-making 
process. When the Department reclassified Disability Living Allowance overpayments (see 
paragraph 2 above) it did so after consulting the National Audit Office and the matter was 
reported in its annual accounts.10 The Pension, Disability and Carers Service (previously 
the Disability and Carers Service), which administers Disability Living Allowance, has 
enhanced its checks and controls designed to ensure that customers now receive the 
correct amount of benefit.11 

6. The Comptroller and Auditor General has given a qualified opinion on the 
Department’s financial accounts for the last 19 years due to the estimated levels of fraud 
and error. The Department believes that its accounts will continue to be qualified if the 
Comptroller and Auditor General applied the criteria that no more than 1% of payments 
should be incorrect.12 It would prefer that there was a stretching yet attainable target that 
would motivate staff to improve performance, but accepts that it is not feasible to remove 
the qualification simply by raising the threshold on incorrect payments. The Department 
continues to discuss possible solutions with the National Audit Office, and has suggested 
one way may be to set different criteria for different benefit streams.13 

 
9 C&AG’s Report, International Benchmark of Fraud and Error in Social Security Systems, HC (Session 2005–06) 1387 

10 C&AG’s Report, Department for Work and Pensions Resource Accounts 2004–05, HC 477, 2005–06 

11 Qq 13–18, 31, 66, 75, 88, 129–130, 140 

12 The C&AG considers a range of factors when determining whether to qualify his opinion on the accounts including 
the percentage of spend on irregular payments, but we are informed that 1%is not a rigid threshold for this 
decision.  

13 Qq 27–30, 125–127; C&AG’s Report, para 1.1 
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2 Making the best use of available 
resources and powers 
7. The Department’s ability to identify fraud and recover overpayments is constrained by 
the resources it has available. By March 2008, it must reduce its workforce by 30,000 as part 
of a headcount reduction strategy that aims to generate £960 million of annual savings. The 
Department considers that it is compensating for the loss of staff by making more effective 
use of its counter-fraud resources than ever before. For example, the introduction of 
Customer Compliance teams14 enabled the Department to redeploy staff to benefit 
processing centres, reducing staff costs on direct counter-fraud activity by £20 million.  

8. The Department accepts that it needs to improve the proportion of known debt that it 
recovers from customers each year. Social Security regulations limit the speed at which the 
Department can recover overpayments from benefit recipients. While it can be hard to 
track debtors if they enter full-time work, the Department now makes more use of data-
matching and attachment of earnings orders15 to recover debt in such cases. In 2006–07, 
the Department recovered only £22 million of the £339 million of known debt it holds as a 
result of fraud. Overall, recovery of debt from both fraud and error increased by 30% 
between 2005–06 and 2006–07, with £233 million of public funds recovered. The 
Department expects the 2007–08 recovery rate of fraud and error debt to be even higher as 
it had collected £184 million between April and November 2007.16 

9. When the Department opts to prosecute fraudsters, it is usually successful. In 2006–07, 
the Prosecution Division cost around £9.5 million and secured a successful prosecution in 
6,756 out of 7,483 cases where it took court action. The Department estimates that only 
20% of defendants choose to contest their cases. When deciding whether to bring a case to 
court, the Prosecution Division applies an evidential test and considers whether 
prosecution would be in the public interest. Of the 7,483 cases where court action was 
taken in 2006–07, 373 were discontinued for reasons of public interest. The Department 
can opt to use cautions or administrative penalties rather than prosecutions for less serious 
cases, although it may choose to prosecute such cases if the individual has a history of 
defrauding the benefit system. The Department told us that the Prosecution Division is not 
cost-constrained, meaning that cases are not dropped due to a lack of resources. 
Nevertheless, Departmental efficiency targets have led to a 17% reduction in staff since 
2003.17 

10. Our predecessors’ 2003 report on tackling benefit fraud18 found that the Department’s 
inadequate information technology systems were constraining its performance. The 

 
14 During 2006, the Department introduced a new Customer Compliance approach. This approach deals with lower risk 

cases where full criminal investigation is judged unnecessary, enabling the Department’s Fraud Investigation Service 
to investigate higher risk frauds. 

15 An attachment of earnings order is a court order that allows the Department to recover debts from a debtor’s 
wages. 

16 Qq 7–11, 97–98; C&AG’s Report, paras 3.4, 3.20 

17 Qq 33–40; C&AG’s Report, para 2.32; Figure 20 

18 HC (Session 2002–03) 488 
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Department has been slow to improve its management information systems, which are 
hampering its ability to measure the cost-effectiveness of counter-fraud activities. In 
February 2008, the Department introduced a new, nationwide fraud case management 
system called FRAIMS. Although this does not cover some important elements of the 
Department’s counter fraud activity, most notably the Prosecutions Division, the 
Department expects the FRAIMS system to improve management information 
dramatically and to streamline the handling of fraud cases. FRAIMS is expected to cost £65 
million, and the Department forecast that it will enable staff savings of some £10 million a 
year from 2008–09 to 2013–14.19 

11. Counter-fraud activity would be more effective if there was better communication 
between all the different teams that deliver the Department’s counter-fraud strategy. 
Operational staff tend to be highly motivated by their own process-driven targets but are 
less clear on how their work contributes to the Department’s strategic objective of reducing 
fraud by paying the right amount of benefit at the right time. The National Audit Office 
considered that fraud could be tackled more effectively if there was better dialogue between 
teams such as Customer Compliance, the Fraud Investigation Service and the National 
Benefit Fraud Hotline. The Department accepts that it needs to do more to translate its 
high-level targets into measurable action by operational teams, and expects that 
communication between teams will improve now that the new Customer Compliance 
approach has entered its second year of operation.20  

12. The public wants to be assured that the Department protects the benefit system from 
fraud. The Department uses advertising to reassure the public and to deter fraudsters. The 
twin messages of the recent £8 million ‘No Ifs, No Buts’ advertising campaign were that the 
Department does not tolerate fraud and that fraudsters face a high risk of prosecution. 
Evaluation of the campaign found that the proportion of people who believed that benefit 
fraud ‘is easy to get away with’ fell from 40% to 30% during the campaign. If members of 
the public suspect benefit fraud, they can report it to the National Benefit Fraud Hotline. 
Between April and December 2007, the Hotline received 171,000 calls. The Hotline expects 
that 70% of calls will lead to referrals to the Fraud Investigation Service or Customer 
Compliance teams for further investigation, although the Department acknowledges that 
success in reaching this target depends largely on the quality of information that it receives 
from callers. While callers may be frustrated that they receive no feedback on the outcome 
of investigations, it would be hard to comment on individual cases without breaching 
confidentiality.21 

 
19 Qq 65, 67–69; C&AG’s Report, para 2.13 

20 Qq 64, 84; C&AG’s Report, paras 2.20, 2.25 

21 Qq 41–46, 70, 74, 141–145 
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3 Effectiveness in tackling different types 
of fraud 
13. Although fraud levels vary between benefits (Figure 1), the Department is not able to 
say which type of benefit fraud is hardest to tackle. In many cases, fraudsters do not limit 
themselves to one type of fraud. Figure 2 provides the most up to date analysis of the most 
common benefit frauds. When departmental staff discover that someone is receiving a 
benefit fraudulently, they will check all the benefits that the person receives to make sure 
that they stop all overpayments. Many benefits act as a gateway to other benefits, which can 
magnify the extent of any fraud. For example, people who receive Income Support may 
also be entitled to Housing Benefit, Council Tax Benefit and free NHS prescriptions. If the 
Department does not spot invalid claims for the gateway benefit, it can expose other 
benefits to the risk of fraud. Since our predecessors examined benefit fraud in 2003,22 the 
Department has increased its checks on customers’ identities and circumstances at the 
outset of their claim. During 2006–07, around 250,000 in-payment claims were checked for 
accuracy and 13,000 claims were checked before any payment was made.23 

Figure 2: Most common types of benefit fraud in Income Support, Jobseeker’s Allowance and 
Pension Credit (October 2005–September 2006) 

 
TYPE OF FRAUD 

VALUE OF FRAUD 
£ MILLION 

Claiming as a single person, but living with a partner as husband and wife 74 

Fraud committed by customers living abroad  74 

Undeclared earnings  70 

Not at address  46 

Undeclared capital  32 

Other undeclared income  21 

Dependents 16 

Undeclared partners’ earnings 14 

Undeclared maintenance payments 5 

Undeclared other benefits 5 

Prison 3 

Claimant at college 1 

Other 1 12 

1 The Department has recently revised the ‘Other’ category in order to provide more precise estimates. 

Source: Department for Work and Pensions  

14. Organised crime presents a considerable risk to the benefits system. Due to the high 
volume of payments, criminals can obtain large amounts of public money by fraud if they 
identify weaknesses in the system. An intelligence-led team within the Department’s Fraud 

 
22 HC (Session 2002–03) 488 

23 Qq 79, 80, 82, 116; C&AG’s Report, para 2.4 
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Investigation Service targets organised fraud, working closely with the police forces and the 
Serious Organised Crime Agency. In 2006–07, the Department’s Organised Fraud Unit 
instigated some 900 prosecutions for serious offences against the benefits system. Around 
70% of those cases which were prosecuted resulted in an actual or suspended custodial 
sentence, with the longest sentence being seven and a half years. The Department has 
closed off an important weakness in the benefits system by encouraging its customers to 
receive payment directly into their bank accounts rather than by giro cheque. Referrals for 
instrument of payment fraud—such as the theft and forgery of benefit order books—have 
now fallen from 150,000 per year to 6,000 per year. The Department estimates that the 
switch to direct payments is likely to save around £1 billion between 2005 and 2010 
because of the much lower payment costs of direct payment compared with cheques or 
order books.24 

15. The Department accepts that it needs to strengthen its response to the estimated £74 
million of fraud committed by people living outside the UK (Figure 2). These frauds 
typically occur when someone either continues to collect benefits after a customer has died, 
or violates benefit conditions by living abroad. At present, the Department is considering 
how to implement better proof of residence tests for people who are supposed to live in the 
UK, and proof of life checks for people living abroad. It has recruited staff in countries such 
as India and Pakistan to help confirm the validity of payments to local residents, and is 
working with the Royal Mail to help identify people who are no longer living at a UK 
address. Data-matching can help to identify cases of fraud. For example, the Department 
reviews death records in the USA and New Zealand to spot cases where they have not been 
notified of the death of a customer. A weekly scan also identifies customers who are now in 
prison and so no longer entitled to benefits. The Department estimates that £3 million of 
benefits were paid fraudulently to prisoners between October 2005 and September 2006.25 

16. ‘Living together’ fraud occurs when a customer claims a means-tested benefit as a 
single person while living together with a husband, wife or civil partner. The Department 
estimates that ‘living together’ fraud costs £74 million in overpayments per year. The 
nature of the fraud requires time consuming evidence gathering before cases reach the 
required evidential standard. Weaknesses in departmental IT systems mean that the 
Department is not able to track routinely the court success of different types of fraud. 
Despite these problems, the Department denied that it is reluctant to pursue ‘living 
together’ cases. In 2006–07, it used administrative penalties in 3,782 cases (2,300 cases in 
2005–06), while 2,000 cases were referred to the Department’s Prosecution Division.26  

17. Local authorities administer Housing Benefit on the Department’s behalf. Since 2003, 
estimated fraud on Housing Benefit has fallen from 1.9% to 1.0%, but official and customer 
error have risen by 7%. As a result, the Department did not meet its Public Service 
Agreement target to reduce fraud and error in Housing Benefit by 25% by 2005–06. The 
Department feels that the level of fraud on Housing Benefit is still too high and welcomes 
the reform that will allow local authorities to prosecute frauds against other benefits. This 
change should help the Department and local authorities to work more closely together. In 

 
24 Qq 47–54, 86, 89–93, 106–107 

25 Qq 55, 94–96, 99–105; C&AG’s Report, para 1.2 

26 Qq 38, 39, 73; C&AG’s Report, para 2.29 
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six pathfinder areas, Jobcentre Plus offices rather than local authorities are providing 
Housing Benefit services to customers. It is too early to measure the impact of this pilot 
scheme, but the Department believes that taking the whole of the Housing Benefit system 
under its control would create a considerable strain on its resources.27 

 
27 Qq 72, 87, 117–121; C&AG’s Report, para 1.7; Figure 6 
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