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FORWARD TIMETABLE OF CONSULTATION AND MEETINGS:
Audit and Risk Commiittee 19th June 2015

Review of the Anti-Fraud, Bribery and Corruption Policy and Strategy

Report of the Director of Finance

1. PURPOSE OF REPORT

1.1 The Terms of Reference of the Audit and Risk Committee include the
requirement “To review and approve, on an annual basis, the Council’s anti-
fraud and corruption and whistle-blowing policies and procedures”.

1.2  The purpose of this report is to present to the Committee a review of the Anti-
Fraud and Corruption Policy and Strategy. The aim is to ensure that Members
and Officers consider the provisions of the Bribery Act 2010, which came into
force on 1 July 2011.

1.3  The revised Anti-Fraud and Corruption policy is supported by guidance notes
for officers.

1.4  The purpose of the policy is to ensure that Members and Officers take the
necessary steps to prevent, deter, detect and investigate fraud and that the
Council has in place proper procedures to prevent corruption including
bribery.
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RECOMMENDATIONS

The Audit and Risk Committee is recommended to:

a) Receive the report;

b) Approve the Anti-Fraud, Bribery and Corruption Policy; and,

c) Make any recommendations to the City Mayor and Cabinet or the
Director of Finance.

SUMMARY

The Council has had an Anti-Fraud and Corruption Policy for a number of
years and demonstrates its commitment to addressing fraud and corruption.
The policy is reviewed annually and this latest review includes consideration
of the new Bribery Act, introduced onto the Statute Book on 1 July 2011.

The amendments to the current Anti-Fraud, Bribery and Corruption Policy
are to update the references to the Corporate Investigations Team and the
updating of the annual audit commission report Protecting the Public Purse.

The revised Anti-Fraud, Bribery and Corruption Policy are included as
Appendix 1 and recommendations for management action to prevent and
deter bribery are included as Appendix 2.

REPORT

The prevention, detection and investigation of financial irregularities including
fraud and corruption (which may involve bribery) are an important activity for
local authorities.

The current economic climate may lead to an increase in fraud as some
individuals struggle with increasing debt and lower incomes. Evidence of
increased threat is reflected in the fact that in May 2011 the Secretary of State
for Communities and Local Government identified Ten Ways to Tackle Fraud
in the Public Sector and shortly after that the Cabinet Office published a
further report entitled Eliminating Public Sector Fraud.

Business areas at risk of fraud are to be provided with mandatory awareness
and refresher training, together with assistance in developing and pursuing
preventative measures.
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There have been a number of attempted frauds against the Council from
external organisations. These include a number of invoices being received for
goods neither ordered nor received, in some cases followed up by demands
made by telephone. Fraud Warning Notices are posted on INTERFACE
and the School’s Extranet to alert employees of the danger.

The Anti-Fraud, Bribery and Corruption Policy, attached as Appendix 1 to this
report, sets out the Council’s stance on fraud and corruption, including
bribery. Members and officers need to ensure that processes and procedures
are in place to prevent, deter, detect and investigate fraud. Where the Council
suffers loss, procedures for sanctions and recovery also need to be in place.

Any act of fraud by, on behalf of or against the Council, e.g. theft of
monies, could fall within the ambit of this policy.

For the purposes of this report the terms fraud, bribery and corruption are
defined as follows:

a) Fraud — dishonestly making a false representation, failing to disclose
information which there is a legal duty to disclose or abuse of position to
make a gain for their self or another, or to cause loss to another or to
expose another to a risk of loss.

b) Bribery - giving someone a financial or other advantage to encourage that
person to perform their functions or activities improperly or to reward that
person for having already done so.

c) Corruption - Forms of corruption vary, but include bribery, extortion,
cronyism, nepotism, patronage and embezzlement. By its nature
corruption can be difficult to detect as it usually involves two or more
people entering into a secret agreement.

THE BRIBERY ACT 2010

The Bribery Act received Royal Assent on 8 April 2010 and came into force on
1 July 2011.

The Act contains two general offences

a. The offering, promising or giving of a bribe (active bribery); and;
b. The requesting, agreeing to receive or accepting of a bribe (passive
bribery).

It also sets out two further offences which specifically address commercial
bribery. Section 6 creates an offence relating to bribery of a foreign public
official in order to obtain or retain business or an advantage in the conduct of
business, and section 7 creates a new form of corporate liability for failing to
prevent bribery on behalf of a commercial organisation.
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Only a ‘relevant commercial organisation’ can commit an offence under
section 7 of the Bribery Act. Whilst the Act does not specifically identify local
authorities as commercial organisations, guidance from the Ministry of Justice
would suggest that public authorities are included. The following paragraph
from the Ministry of Justice Guidance sets out the Government’s intention as
regards the application of the phrase:

“As regards bodies incorporated, or partnerships formed, in the UK, despite
the fact that there are many ways in which a body corporate or a partnership
can pursue business objectives, the Government expects that whether such a
body or partnership can be said to be carrying on a business will be answered
by applying a common sense approach. So long as the organisation in
question is incorporated (by whatever means), or is a partnership, it does not
matter if it pursues primarily charitable or educational aims or purely public
functions. It will be caught if it engages in commercial activities, irrespective of
the purpose for which profits are made.”

The Council already has in place some measures to prevent bribery. Failure
to have measures in place, or widespread failure to follow procedures, may
leave the Council liable to criminal proceedings.

REVIEW OF THE CURRENT ANTI-FRAUD, BRIBERY AND CORRUPTION
POLICY

The revisions to the Anti-Fraud & Corruption Policy and Strategy (Appendix 1
— changes are highlighted in italics) and the report on Protecting the
Public Purse (Appendix 2) are the starting point. However, the onus lies
with Managers to ensure that they have in place processes that employees
are aware of and follow, in order to ensure that the Council has in place
sufficient measures to ensure compliance with the Bribery Act. Managers
will need to carry out a fraud and bribery risk assessment to determine what
steps they need to take.

The policy identifies the need to embed the risk of fraud and corruption,
including bribery, into the culture of the organisation. Managers and
employees are provided with advice and training to ensure that they consider
ways to minimise the risks of fraud, bribery and corruption as part of their day-
to-day duties. Guidance on this and further advice for managers is provided
in documentation supporting the Policy as well as from the Corporate
Investigations Team.

The Policy also identifies the need to provide adequate investigative
resources to support managers in deterring, detecting and preventing fraud,
bribery and corruption. This falls to two support / investigations teams in the
council:
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a) The Corporate Investigations Team considers cases of suspected
fraud and irregularity other than Council Tax and Housing Benefit.
There are no direct comparisons with staffing levels of other local
authorities. In addition to undertaking specific investigations, the
Corporate Investigations Team support managers by providing advice,
fraud awareness training and carrying out proactive work. The team
co-ordinates the National Fraud Initiative (NFI) data matching exercise
and measures and assesses the risk of fraud and corruption and
exception reporting using council systems, e.g. exception reporting of
payroll data may identify individuals who regularly receive amounts
in excess of their contracted salary, indicating potential excessive
amounts of overtime. Such reports may also reveal excessive
expense claims or processing errors.

b) The Revenue and Benefits Investigation Team investigates alleged
Housing Benefit and Council Tax fraud. The Council has slightly below
the average number of staff for benefit fraud investigators, in
comparison to other members of the Chartered Institute of Public
Finance and Accountancy (CIPFA) benchmarking group;
nevertheless the team continue to maintain a high level of
performance in combatting benefit fraud. Management continue to
ensure that they receive regular training to remain compliant with any
legislative change. Their performance remains consistently high
against the national level in terms of number of benefits fraudsters
identified and sanctioned.

FINANCIAL, LEGAL AND OTHER IMPLICATIONS
Financial Implications

There are no direct financial implications arising from this report.
However, theft, fraud and corruption, including bribery, are all offences
of a financial nature and can cause significant financial loss to the
Council.

Colin Sharpe, Head of Finance.

Legal Implications

The Bribery Act 2010 applies to the Council and/or senior Council
personnel (Officers and/or Members) to the extent that it is covered by
the offences of bribing another person, being bribed and bribing a foreign
public official. Council Officers could be liable for offences committed with
their ‘consent or connivance’.

In addition, to the extent that it engages in commercial activities, the
Council (and any company established by it) is also covered by an offence
of failure to prevent bribery (subject to the defence that is available). A
defence is available in respect of the offence of failing to prevent bribery if
the Council (or company) can show that it had in place adequate

procedures designed to prevent persons associated with the Council
5
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from undertaking such conduct (bribery).

Guidance about commercial organisations preventing bribery may be
issued from time to time and there needs to be a mechanism in place
for adopting such guidance as and when it is issued.

Kamal Adatia, City Barrister & Head of Standards.

Climate Change Implications

There are no significant climate change implications arising from the
attached report.

Louise Buckley, Senior Environmental Consultant (Climate Change), 372
293.

Equality Implications
There are no significant equality implications arising from the attached
report.

Irene Kszyk, Corporate Equalities Lead.

OTHER IMPLICATIONS

OTHER IMPLICATIONS YES/NO | Paragraph references within
the report
Equal Opportunities No
Policy Yes
Sustainable and Environmental No
Crime and Disorder Yes
Human Rights Act No
Elderly/People on Low Income No
Corporate Parenting No
Health Inequalities Impact No
Risk Management Yes

BACKGROUND PAPERS - LOCAL GOVERNMENT ACT 1972
PROTECTING THE PUBLIC PURSE 2014.

CONSULTATIONS

Risk Management & Insurance Services,

Legal Services, Revenues and Benefits,

Regeneration, Highways & Transportation, Environment Section, Equality.

REPORT AUTHOR
Stuart Limb, Corporate Investigations Manager 0116 4542615
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Appendix 1

Leicester City Council Anti-Fraud, Bribery and Corruption Policy and
Strategy

Policy Statement

Leicester City Council is totally committed to maintaining a zero tolerance
towards fraud, bribery and corruption and to the prevention, deterrence,
detection and the investigation of all forms of fraud, bribery and corruption
affecting its activities.

This policy applies equally to the City Mayor, Members and officers, agency
staff, consultants, those contracted to deliver services for or on behalf of the
Council and agents of the Council as well as to third parties including
members of the public and third party organisations.

Policy Objectives

To establish and promote a culture of integrity, openness and honesty in the
conduct of the Council’s business, thereby reducing levels of fraud, bribery,
corruption and financial irregularity by:

. Embedding risk management including fraud and bribery into the culture
and operations of the Council.

. Providing a framework for managers to enable them to detect, deter and
prevent fraud, bribery and corruption.

. Providing adequate professional investigative resources to deter, detect
and prevent fraud, bribery and corruption.

Desired outcomes from the Policy

. Higher profile and awareness of fraud, bribery and corruption throughout
the Council.

. Greater management awareness of the risks of fraud, bribery and
corruption.

= Improved management controls arising from better risk assessments.

. Improved compliance with Council policy, procedures and practices, for
example Finance Procedure Rules and Contract Procedure Rules, as
evidenced by on-going management monitoring, Internal Audit reviews
and the level of identified fraud and irregularity.
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Strategy

In order to implement its policy objectives the Council will:

Put in place a counter-fraud and corruption strategy linked to the
Council’s overall strategic objectives. The strategy will incorporate a Risk
based approach to managing threats of bribery.

Stimulate commitment from Members and officers to reduce fraud,
bribery and corruption losses to an absolute minimum.

Provide a dedicated professionally trained corporate investigations team.

Raise awareness of fraud risks with new staff, existing staff and
members.

Ensure that policies and procedures designed to prevent and deter fraud;
bribery and corruption are adopted and consistently implemented across
the Council. This will be demonstrated by including the risk of fraud and
bribery in operational risk registers and if appropriate the Strategic Risk
Register.

Ensure that any new policies and procedures consider the risk of fraud,
bribery and corruption and are designed to minimise the risk of financial
irregularity and loss.

Utilise the full range of integrated actions available to prevent, deter,
detect, sanction and seek redress for fraud, bribery and corruption.

Measure the level of fraud and corruption across the Council and
introduce and maintain measures to reduce it.

Require support by Members and Directors to foster a zero tolerance
culture against fraud, bribery and corruption throughout the organisation.

Provide the necessary resources and appropriate authority to
management and those tasked with countering and dealing with fraud,
bribery and corruption.
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Measuring success

The following indicators will be used to monitor the effectiveness of the Anti-
Fraud and Corruption Policy and Strategy:

. The number of suspicions of fraud identified by the Corporate
Investigations Team and the Revenue & Benefits Investigations Team.

=  The number of cases investigated in which fraud or corruption is proven.

. The value of amounts misappropriated (of all kinds including employee
time), both in absolute terms and as a proportion of the Council’s annual
budget.

. Periodic surveys by the Corporate Investigations Team to ascertain
the level of management’s awareness of fraud, bribery and corruption.

* Housing Benefit and Council Tax Benefit Fraud sanctions.

«  The number of employees disciplined for offences involving fraud,
bribery or corruption.
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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.

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.

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

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

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.

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.

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.

10
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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 2016, 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.

11
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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 maijority 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).

12
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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.

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.

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.

When the Commission closes, the National Fraud Initiative’s (NFI) 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).

13
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Recommendations

All local government bodies should:

a)

e)

use our checklist for councillors and others responsible for audit and
governance (Appendix 2) to review their counter-fraud arrangements
(Para. 120);

adopt a corporate approach to fighting fraud, to ensure they fulfil their
stewardship role and protect the public purse from fraud (Para. 78);

actively pursue potential frauds identified through their participation in the
National Fraud Initiative (NFI) (Para. 6);

assess themselves against the framework in CIPFA’s new Code of Practice
on Managing the Risk of Fraud and Corruption (Para. 115); and

engage fully with the new CIPFA Counter Fraud Centre (Para. 132).

Councils in particular should:

f)

g)
h)

protect and enhance their investigative resources, so that they maintain or
improve their capacity to detect fraud (Para. 100);

be alert to the risk of organised crime, notably in procurement (Para. 31);

be alert to the risks of fraud, particularly in growing risk areas such as Right
to Buy (Para. 51) and social care (Para. 54);

apply the lessons from the approach encouraged by PPP to tackle housing
tenancy fraud, to other types of fraud (Para. 57);

focus on prevention and deterrence as a cost-effective means of reducing
fraud losses to protect public resources (Para. 80);

focus more on recovering losses from fraud, using legislation such as the
Proceeds of Crime Act (Para.114); and

take up the Commission’s offer of receiving a fraud briefing to help them
benchmark their performance and promote greater transparency and
accountability (Para. 129).

14
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The government should consider:

m) mandating local government bodies to complete the annual survey of

detected fraud and corruption, to ensure it remains a comprehensive and
robust source of data on fraud in the local public sector (Para. 125);

extending the requirement to report information on detected cases of fraud to
academies and free schools (Para. 48);

commissioning research into the extent of the annual loss to local authority
fraud and the costs and benefits of fraud prevention activities (Para. 83);

encouraging CIPFA to use the detected fraud and corruption survey in the
future to investigate the extent to which fraudsters use digital and on-line
technology to defraud local government (Para. 85);

extending powers for councils to investigate all frauds, to protect the public
purse (Para. 91); and

working with councils to anticipate and mitigate any unintended risks of fraud
created by new policies (Para. 42).

15
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Fighting Fraud Checklist for
Governance

Protecting the public purse 2014

October 2014
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i) General

. Previous action

. 2014 Update

Previous action
2014 Update

Previous action
2014 Update

Previous action
2014 Update

Previous action
2014 Update

Previous action
2014 Update

Previous action
2014 Update

Previous action
2014 Update
9. Do we raise awareness of fraud risks with:
« new staff (including agency staff)?
Previous action
2014 Update
» existing staff?
Previous action
2014 Update
e elected members?
Previous action
2014 Update
e our contractors?
Previous action

2014 Update

Previous action
2014 Update

i Previous action



{ 2014 Update

Previous action

2014 Update

Previous action

2014 Update

Previous action

2014 Update

* reporting fraud?

Previous action

2014 Update

* recording fraud?

Previous action

2014 Update

= aware of our whistle-blowing arrangements?

Previous action

2014 Update

= confident in the confidentiality of those arrangements?

Previous action

2014 Update

« confident that any concerns raised will be addressed?

Previous action

2014 Update

Previous action

2014 Update
ii) Fighting fraud with reduced resources

Previous action

2014 Update

Previous action

2014 Update

Previous action

2014 Update
iii) Current risks and issues




Previous action

2014 Update

Previous action

2014 Update

Previous action

2014 Update

Previous action

2014 Update

= prevent us employing people working under false identities?

Previous action

2014 Update

= confirm employment references effectively?

Previous action

2014 Update

= ensure applicants are eligible to work in the UK?

Previous action

2014 Update

= require agencies supplying us with staff to undertake the checks that
we require?

Previous action

2014 Update

i Previous action

- 2014 Update

{ Previous action

. 2014 Update

! Previous action

' 2014 Update

e The National Fraud Initiative?

Previous action

2014 Update




» The Department for Work and Pensions Housing Benefit matching
service?

Previous action
2014 Update

= internal data matching?
Previous action
2014 Update

- private sector data matching?
Previous action
2014 Update

iv) Other fraud risks

30. Do we have appropriate and proportionate defences against the following
fraud risks:

e business rates?
Previous action
2014 Update

» Right to Buy?
Previous action
2014 Update

e council tax reduction?
Previous action
2014 Update

* schools?
Previous action
2014 Update

» grants?
Previous action
2014 Update

Source: Audit Commission (2014)
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