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Outline of Presentation

e General measures of fraud
e Past measurement of fraud
e The annual fraud indicator and fraud

UNIVERSITYor
PORTSMOUTH



There’s no fraud
here, I've got the
statistics to prove it!
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Measures of fraud

* Crime statistics

* England and Wales crime survey

e Detected statistics

* Barometers

e Survey guestimates

e Public expenditure tracking surveys (PETS)
e Random sampling

e Fraud loss measurement

e Baskets of estimates
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OVERVIEW

2.1  The analysis in this section is based on fraud data supplied by 46 central
government bodies, including all the main departments, covering the period 1 April
2004 to 31 March 2005. Overall the analyses show:

¢ 17 bodies provided 'nil’ returns (i.e. had no cases of theft or fraud to report);

¢ The remaining 29 bodies reported 450 cases of internal theft or fraud with a total
value of £3,136,900 (compared to £3,907,000 last year).

¢ There were 28 large value cases (i.e. £20,000 or more) accounting for a total loss of
£2 637,700 (84% of total losses reported). Included were 10 cases with values of
£100,000 or more totalling over £1.8 million (2 cases involved the theft of assets, 2
were procurement frauds and 6 cases with a total value of £1,020,000, involved
collusion with members of the public and the processing of false claims).

¢ The analysis of anti-fraud questionnaires (Annex A) shows that most bodies had
taken appropriate action to deal with fraud risk such as assessing risk, allocating
responsibilities for managing fraud risk, introducing fraud polices and fraud
response plans.

ANALYSIS OF FRAuUD DaTa

2.2 The following paragraphs provide detailed analyses of the business areas in
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REPORT TO THE NATIONS

ON OCCUPATIONAL FRAUD AND ABUSE

TACFE

2016 GLOBAL FRAUD STUDY Aasotation f CoodFrad Exsinies

Costs  Schemes Detection Victims  Perpetrators  Case Results About  Resources

Executive Summary

The CFEs who participated in our survey estimated that the typical organization loses 5% of revenues in a given year as a result of fraud.

SB 3 The total loss caused by the cases in our study exceeded $6.3 billion, with an average loss per case of $2.7 million.
]
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The median loss for all cases in our study was $150,000, with 23.2% of cases causing losses of $1 million or more.

Asset misappropriation was hy far the most common form of occupational fraud, occurring in more than 83% of cases, but causing the smallest median loss
of $125,000. Financial statement fraud was on the other end of the spectrum, occurring in less than 10% of cases but causing a median loss of $975,000.
Corruption cases fell in the middle, with 35.4% of cases and a median loss of $200,000.
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What is fraud loss measurement?

* FLM focuses on a particular type of expenditure or activity (payroll,
procurement, social security payment, insurance claim etc)

e Select a statistically valid sample (usually 1700+)

e Assess each case for existence of fraud, using the civil test and making
higher checks than the normal audit

e |dentify each case as Fraud, Error or OK

e Extrapolate to an overall level of fraud giving the statistical confidence level
of the estimate

e Varies usually between 90% or 95% confidence levels at range of 1% to 2.5%
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NHS Procurement Fraud Measurement Exercise (Goods and Services)
Procurement - England

Summary of findings
Tackling fraud and managing security
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Evaluating FLM

e Challenges

e Can only be used on
comparable
transactions:
procurement, insurance
claims, payroll etc

e Costly and timely

* Will end result be
politcaly palatable
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* Benefits
e Accurate measurement

 Enables clear ROl to be
demonstrated

 Uncovers where
problems are, which can
then be dealt with




Average cost of fraud reports

Number of loss measurement exercises
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The Financial Cost / s
of Fraud 2018

1997 to 2001 2002 to 2006 2007 to 2011 2012 to 2016
The latest data from around the world

2 Appendix C 1o Office of Management and Budget Circular A-123
? European Healthcare Fraud and Corrupfion Declaration 2004

Payroll Procurement Housing Education Social security
Healthcare Insurance Tax credits Pensions Agriculture
Smart decisions. Lasting value.
UNlVE RS'TYOF Construction Compensation Mining
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Percentage of measurement Increasing losses since 2007
exercises where losses were
found to be at stated levels
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k& The global average loss rate for the entire
period of the research, when taken as
a proportion of global GDP for 2017,
equates to £3.24 trilion — a sum more
than three quarters greater than the UK’s
entire GDP. 9
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Annual fraud indicator
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National Fraud
Authority
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Annual Fraud Indicator
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Annual Fraud Indicator 2017

Identifying the cost of fraud to the UK economy
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Fig 2: Breakdown of fraud losses by victim group Wholesale and Retail Trade; Repair of

Maotor Vehicles and Motorcycles

£16.1 billion
Manufacturing
£7.4 billion

Not-for-profit sector
£1.1 billion

Financial and
Insurance Activities
£3.5 billion

Private sector
£45.5 billion

Construction
£3.0 billion

Fraud loss
P Professional, Scientifiic
£73 b | I I | On and Technical Activities

£2.8 billion

Tax
£14.0 billion
Other sectors
£12.7 billion

Central Government

£2.5 billion H
Public 5*e<st0r L. Mass marketing fraud
£20.3 billion Individuals £3.5 billion
£6.1 billion
Local Government
£2.2 billion
Identity fraud
Benefits & Tax credits £1.2 billion

£1.6 billion Other
Mote: lllustrative: Not to scale £1.4 billion

JOIEDIPU| PRELY [ENUUY



Old AFI total costs
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Abolition of National Fraud
Authority and AFI
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The new fraud indicator

e Establishment of a UK Fraud Costs Measurement Committee

e Agreed methodology in partnership with UoP, Experian and PKF/Crowe Clark
Whitehill

Classification of confidence

Category Definition

Gold standard analysis is met when a statistically valid sample of expenditure/income
has been examined, with a clear and legally-anchored concept of fraud applied.
Estimates produced offer a 90% minimum level of statistical confidence, with an
accuracy level of + or — 2.5%, or better. Results have also been independently validated.
Included in the Gold standard were statistically valid assessments of the levels of
victimisation of individuals, conducted by reputable crganisations.

The silver standard is met when detected cost levels of fraud have been identified

and underpinned by a credible estimate of undetected fraud to offer a credible total
fraud cost.

The bronze standard is met when an attemnpt at identifying the cost of fraud has been
made, but there may be limited confidence in its credibility.
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Ctd

e Focus upon expenditure NOT GDP

e GDPis “.the monetary value of all the finished goods and services produced within a
country's borders in a specific time period.”

e Focus instead upon public expenditure and private sector expenditure

* Total turnover for UK private sector excluding financial and insurance activities is
£3,739,171 million (i.e. £3.7 trillion). Total turnover for non-profit sector is £93,824
million (i.e. £94 billion).

 Adding these three figures gives us £4.6 trillion

e 1% fraud rate on this would be £46 billion
e 5% fraud rate would be £230 billion

e Committee uses a variety of fraud rate estimates ranging from the financial cost of
fraud discounted rate, application fraud rate, specific exercises on
procurement/payroll etc

‘Igg“;éﬁglshpogst specific data uprated for inflation
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Option 1 Option 2:
default FLM sample

Materials & seri .
P Lapital £mn (1] Total£mn (1) Eraud £mn Fraud £mn
PPF.1 Small buzsinesses 51?,504' 51 37"2.' 675,576 27073 32,283
FPPF.2  |Medium businesses 397,959 23,214 421173 16,736 20,032
FPF.53  |Large businesses 1.343.247 103,712 1.452.353 57,5943 53,106
FPF.4 | Tatal 2,358,710 134,235 2,553,008 101,812 121428
FFF.5 Fraud rate: 3.99 4 TB>
Private sector purchasing fraud Spend £Emn  Fraud £mn Fraud % Selection
PPF.& Option 1: FLM default 101,812 3.99% I:l
2,553,008
PFF.7 Option 2: FLM sample 121,428 4.76%

[T OMNS 2017 L# dadwce mantat . Retrieved from:

https:www . ons. gov. uklemplovmentandlabourmarketpeopleinw orklemploymentandemplovestupe slbulletinziuklabourmark etljan 2017

[Z1BEIS [2016). Smaiwass poocdakian asinams o e L and racians . Retrieved fram: https: ihwww . gov. uklgovernment!statistics!business-

population-estimates-2015
PRF.1 | Awerage grossweekly wage £ 503
PRF.2 | Awerage gross annual salary £ 26,156
PPrF.3  [Emplover's Ml =R

B i ! Option 1: Option 2:

delault FLM sample
Emplllfmn  Totalpsufmn Frawd fmn Fraudi<

PPF.d | Small businesses 12,485,000 326,558 30,435 356,933 9,257 5,063
PRF.5  |Madium businesses 3,250,000 85,007 7923 32,330 3,706 1.580
PPF.E |Large businesses 10,455,000 273,461 25,487 295,945 1,322 5.052
FPRF.7 | Tatal 26,130,000 655,025 53,544 745,570 23,564 12,731
PPiF.8 Fraud rate: 399 170

Private sector payroll fraud Spend £Emn  Fraud £mn Fraud % Selection
PPrF.9 Option 1: FLM default 29,864 3.99%

748,870

PPF10 | Option 2: FLM sample 12,731 1.70%
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Healthcare costs 2016-2017

NHS England fraud

Victim Total Fraud type Confidence | Coverage | Year Income/ Fraud %
fraud loss expenditure | (Emillion)
(Emillion) (Emillion)

Dental charge fraud Gold# E 2013114 1,132 43 3.80%
Optical charge fraud Gold# E 2013114 T66 23 3.00%
Prescription charge fraud Gold# E 2013/14 1,676 237 3.09%
Dental contractor fraud Bronze# E 2013/14 3,010 1 4.02%
Phamaceutical contractor Bronze# E 2013/14 2,094 83 3.96%
MHS
2472 fraud
England
Optical contractor fraud Bronze# E 201314 518 13 2.51%
General practice contrac- Bronze# E 201314 7,632 349 4.57%
tor fraud
Other procurement fraud Bronze E 2013114 21,900 1,048 4.78%
Payroll fraud Bronze E 201314 32,660 555 1.70%
Total 2,472
Victim loss Fraud type Confidence  Coverage Year expenditure o Lo Fraud %
£ million £ million : -
Dental charge frawsd England 2007 to 2016 TEES 2a .80
Ogpticad charge fraud England 2007 to 2016 458 14 .00
Prescription change fraud England 2074 to 2018 9,199 a4 309
Derttal contractar frawd England 2013 to 2018 3,31% 118 348
Phiarmaceulical
NHS 3423 e Sy e England 2013 to 2018 2108 B4 147
Optical contractor fraud England 2073 fo 2018 Bd2 13 247
General practios
fraaid England 2013 to 2018 T.a8E A58 4.57
Other procurement fraud Emgland 2015 te 2018 368,301 1.73F 476
UNIVERSI Payroll fraud LK 2015 4o 2018 47 084 B0 170
PORTSMO

# Data updatad fo the most recent costs based on the Bank of England’s inflation calculator




Private Sector
Annual UK fraud losses

fraud losses estimated

could be

to be

£193 billion | £144 billion

per year

Public Sector fraud estimated at

£31.5 billion

per year

Annual UK Private sector
fraud losses fraud losses
are indicated to cost are estimated to be

£190 billion £140 billiol

Public sector fraud losses are
estimated to be

£40.4 billion
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UK fraud by estimate confidence

The AFI results can be presented in terms of the confidence of the estimates used.

* Tax fraud

* NHS fraud

* Benefits fraud

» \fehicle excise fraud

» Payroll fraud
* Procurement fraud

* TV licence fee fraud * Grants fraud

* Blue badge fraud * Mortgage fraud

* Retail and telecommunications fraud | ﬁm’d'f‘fdf’t”" card ;r"ﬂﬂg
* Council tax fraud ousing tenancy frau

* Rail transport fraud and ID fraud : :'u'lnt-::-r f'“a?ﬂﬂ Lraud
against the consumer nsurance frau

Silver (S) Bronze (B)
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Any questions?
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