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UK COVID-19 INQUIRY

CORPORATE WITNESS STATEMENT OF MARK CHEESEMAN

I, Mark Cheeseman, will say as follows: -

. SECTION 1: INTRODUCTION AND EXECUTIVE SUMMARY

| am a senior civil servant and serve as Chief Executive Officer of the Public Sector Fraud
Authority (PSFA) based in the Cabinet Office. | have held this position since May 2023,
having been interim CEO from August 2022. | am also the head of the Government

Counter Fraud Function.

This corporate withess statement has been produced in response to the Inquiry’s request
for evidence pursuant to Rule 9 of the Inquiry Rules 2006 dated 16 December 2024 and
addressed to the PSFA (the Rule 9 request). The relevant period for Module 9, as
specified by the Inquiry, is 1 January 2020 to 28 June 2022. The statement has been
prepared with the assistance of officials within the Cabinet Office, Counsel and the

Government Legal Department.

Introductory overview of relevant fraud governance structures

Public servants play an important role in helping to ensure that taxpayers’ money and
public services are protected, as far as possible, from fraud. In this statement, | set out the
role of the central team of the Government Counter Fraud Function (based in the Cabinet
Office) in addressing public sector fraud as relevant to Module 9 of the Inquiry. Where
relevant and helpful, in this statement | will outline the broader structural changes in the
way fraud has been, and is now, managed across government. This includes the

establishment of the PSFA in August 2022, and the role it plays working across
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1.4.

1.5.

1.6.

1.7.

departments and public bodies to strengthen the effectiveness of the Government’s

overall response to fraud.

The Government Counter Fraud Function, established in 2018, consists of circa 13,000
public servants who work to find and tackle fraud, bribery, corruption and wider economic
crime across the whole of government. These public servants are based in departments
and work through respective departmental accountability structures. The Government
Counter Fraud Function is one of 14 Functions' within government. The Government
functional standards help to set expectations for the management of Functions across
government, including the roles and accountabilities needed.? The functional standards
form part of a suite of management standards that promote consistent and coherent ways
of working across government, and provide a stable basis for assurance, risk
management and capability improvement. All Functions are led by a Head of Function,
who is responsible for setting standards, building capability and shaping
cross-government strategies. | am the Head of the Government Counter Fraud Function,
a role which | hold alongside my main job as CEO of the PSFA, and | report directly to the
Permanent Secretary of the Cabinet Office and Civil Service Chief Operating Officer. The
Government Counter Fraud Function works to bring together and support all public
servants working to find and fight fraud. The Counter Fraud Functional Standard (titled
GovS 013: Counter Fraud®) sets out the basics which a department or public body should

have in place to manage counter fraud effectively.

The Centre of Expertise (CoEx) was the functional centre of the Government Counter
Fraud Function until the creation of the PSFA in August 2022, and was responsible for
setting the strategy, standards and policy for the Government Counter Fraud Function.
CoEx, which | led as Deputy Director from July 2016, was based in the Cabinet Office and

comprised circa 40 staff.

The CoEx team was part of a wider business unit called Fraud, Error, Debt and Grants
which brought together the central teams for: a) the Government Counter Fraud Function;
b) the Government Grants Management Function; and c¢) the Government Debt
Management Function. The Fraud, Error, Debt and Grants business unit was led by

Executive Director, Lyn McDonald, from October 2019.

In April 2020, | was promoted to Director. In parallel to leading the CoEx, | became the

Chief Operating Officer of the Fraud, Error, Debt and Grants business unit and continued

" MC/001 - INQO00497014
2MC/002 - INQOD0497027
¥ MC/003 - INQO00471032
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1.8.

1.9.

1.12.

to report directly to Lyn McDonald.

The terms Government Counter Fraud Function and CoEx are often used
interchangeably, so where reference is made to work undertaken by the Government
Counter Fraud Function in this statement, it refers to work undertaken by CoEx unless

otherwise stated.

In 2018, CoEx led on the development and launch of the Government Counter Fraud
Profession®, which created a framework to build counter fraud capability across the
public sector. The Government Counter Fraud Profession creates a structure that
recognises capability for the counter fraud community under professional standards,
practice and guidance, supporting its growth, and empowering its members to safeguard

public services and combat economic crime.

. The benefit of establishing counter fraud as both a Profession and a Function in

government is that it supports the development of professional capability of all public
servants working in counter fraud, helps to set a collective cross-government vision and
shared strategic objectives for counter fraud professionals, and supports the
modernisation of the Government’s counter fraud response. With over 300 public bodies
in government which vary in scale, size and fraud risk, having a Government Counter
Fraud Function and recognised Profession enables organisations to share practices,
address the fraud and error challenge against government and improve the delivery of
counter fraud work. This model also means that departments and public bodies can

choose what they adopt and tailor to fit their own areas of responsibility and view of risk.

. At the beginning of the relevant period, CoEx reported its cross-government functional

work to the Civil Service Chief Executive Officer (the Civil Service CEO, Sir John
Manzoni). From 14 April 2020, CoEx reported to the Civil Service Chief Operating Officer
(the Civil Service COO, which was Sir Alex Chisholm for the remainder of the relevant

period).

In mid-2022, when ministers sought to make more progress on the fraud agenda in
government, | led the development and launch of the PSFA, which was launched in
August 2022.° The PSFA absorbed the CoEx team and | was appointed as the interim
CEO, before being appointed to the role permanently in May 2023 - | remain in that role

as of the date of this statement.

4 MC/004 - INQ0O00497019

° There were other structural changes around this time. The Government Grants Management Function was
moved from the Fraud, Error, Debt and Grants unit to the Government Commercial Function in April 2022, and
the Government Debt Management Function was moved to HMT in March 2023.
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1.13. CoEX’s, and subsequently PSFA's, remit is to improve the performance of government in
managing fraud risks. This is a cross-government approach, and not specific to one
department. Both the CoEx and PSFA (which are the focus of this statement) are
therefore to be distinguished from the separate Cabinet Office Counter Fraud team.
Like similar teams in other departments, the Cabinet Office Counter Fraud team supports
the Cabinet Office at a departmental level with the detection and prevention of fraud. That
team provides counter fraud advice on the management of risk and carries out fraud
investigations on allegations of fraud, bribery and corruption from across the Cabinet
Office, and reports performance to the PSFA on a quarterly basis as per the Counter
Fraud Functional Standard. | am unable to speak on the actions of the Cabinet Office

Counter Fraud Team during the pandemic.

1.14. Responsibility for managing public sector fraud risks associated with specific schemes or
areas of public spending sits within the circa 300 central government departments and
public bodies. This includes responsibility for implementing, executing and auditing

controls to reduce the threat and risk of fraud.

1.15. Recognising the global challenge that fraud presents and the value and importance of
learning from and working with international partners to improve fraud risk management
practices, the UK co-founded the International Public Sector Fraud Forum in 2017
together with the US, Canada, Australia and New Zealand. The International Public
Sector Fraud Forum is a forum for sharing international experience and best practice in
tackling fraud. The International Public Sector Fraud Forum recognises that there is
always going to be fraud and crucially that, as technology and society evolves and new
fraud risks inevitably emerge, it will take time for organisations to develop a counter fraud

and corruption response.®

Executive summary

1.16. Prior to and during the pandemic, as remains the case now, individual departments and
public bodies were responsible for managing fraud risk in relation to programmes and
schemes within their respective areas of work. Departmental Accounting Officers were
responsible for the management of public funds in accordance with the regulatory and
proprietary requirements and principles contained within ‘Managing Public Money’.
Managing Public Money is guidance published by HMT which sets out the main principles

for dealing with resources in public sector organisations in the UK.’

& MC/005 - INQOD0496988
7 MC/006 - INQO00279942
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1.17. As explained above, the PSFA did not exist until August 2022. This is after the date range
to be considered in Module 9, during which time it was CoEx that delivered
cross-government counter fraud work (including in relation to the pandemic), not the
PSFA. In this statement | have therefore described in broader detail the scope of counter
fraud activity relating to Module 9, focusing on the activity of CoEx, including in the period

immediately prior to the pandemic (as summarised in Section 2 of this statement).

1.18. It is important to emphasise that CoEx was not involved in the design of economic
interventions during the pandemic. This work largely fell within the remit of HM Treasury
(HMT) which had overall fiscal responsibility for determining how the Government would
support businesses through the pandemic, working with other departments on delivery as
necessary. As summarised above, the role of CoEx was to support departments, and to
provide advice and insight to ministers and the Civil Service Chief Operating Officer about

the level of fraud in the system. This remains the PSFA’s role today.

1.19. During the pandemic, CoEx worked to advise departments on how to mitigate fraud and
error risks, and how to conduct post event assurance® in relation to the economic

schemes which they were responsible for administering. This included:

1.19.1.  The Department for Business, Energy and Industrial Strategy (BEIS) which
was responsible, along with the Ministry of Housing, Communities and Local
Government (MHCLG), for administering Business Support Grants (including
the Small Business Grant Fund (SBGF) and the Retail, Hospitality and
Leisure Grant Fund (RHLGF));

1.19.2. The Bank of England which was responsible for administering the Covid

Corporate Financing Facility (CCFF);

1.19.3.  The British Business Bank (BBB) which, together with BEIS, was responsible
for administering the Bounce Back Loan Scheme (BBLS), the Coronavirus
Large Business Interruption Loan Scheme (CLBILS) and the Coronavirus

Business Interruption Loan Scheme (CBILS);

1.19.4. The Department for Work and Pensions (DWP) which is responsible for

administering Universal Credit; and,

1.19.5.  HM Revenue and Customs (HMRC) which was responsible for administering

8 In April 2020, the Government Counter Fraud Function produced a Post Event Assurance toolkit, in which
Post Event Assurance is defined as the systematic process of identifying and understanding the level of loss,
irregularity, and non-compliance through post-payment checks [MC/007 - INQO00497002]
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the Coronavirus Job Retention Scheme (CJRS, commonly known as

furlough) and the Self-Employment Income Support Scheme (SEISS).

1.20. The Government Counter Fraud Function includes over 13,000 people across public
bodies and departments, of which the majority are centred in HMRC and DWP.° Counter
fraud capability and capacity vary across the Function, and have continued to evolve and
develop beyond the relevant period of this Module. As such, where this statement
addresses the Inquiry’s questions about the response to fraud during the pandemic, it
should not be read as making an assessment of the Government’s current response to

fraud.

Statement Qverview

1.21. This statement describes the counter fraud work of the CoEx during the pandemic,
including its involvement with specific economic schemes introduced by the Government.
It also provides information on the creation of the PSFA, which was largely in response to

fraud during the pandemic.
1.22. Section 2 provides information on the activity of CoEx prior to the pandemic.

1.23. Section 3 provides an overview of counter fraud activity that CoEx conducted, including
the governance structures it introduced, to meet the demands of increasing fraud levels

during the pandemic, and enable CoEXx to work across the system during the pandemic.

1.24. Section 4 provides a summary of the CoEx’s involvement with the economic schemes
and interventions introduced by the Government during the relevant period. Specific
involvement on the following schemes/interventions is included: business support grants;
CJRS; SEISS; Universal Credit; CLBILS; CBILS; BBLS; and CCFF.

1.25. Section 5 sets out the establishment of the PSFA in August 2022, and lessons learned

from the pandemic.

¢ MC/001 - INQO00497014
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2,

21.

2.2.

2.3.

2.4.

SECTION 2: COUNTER FRAUD ACTIVITY BEFORE THE COVID-19 PANDEMIC

CoEx between 2018 and 2020

The Government Counter Fraud Function and the Government Counter Fraud Profession
were established in 2018. Once the Government Counter Fraud Function was
established, CoEx continued to develop and promote its counter fraud offering to
departments (who are ultimately responsible for managing fraud related risks in their

respective areas) across government and internationally.

In 2017, the Cabinet Office launched the Government Counter Fraud Functional
Standard, which applied to all government departments and their arm’s length bodies
(ALBs)." The Government Counter Fraud Functional Standard set the minimum
standards for the management of counter fraud, bribery and corruption activity in
government organisations. Prior to this, there were no explicit counter fraud standards,
but Accounting Officers were (and remain) responsible for the management of public
funds in accordance with the regulatory and proprietary requirements and principles
contained within Managing Public Money. This guidance did not include a requirement for
CoEx to be involved in the design of economic schemes.” There have been previous
instances (before the Inquiry’s relevant period) where departments had asked for
assistance in designing high risk schemes. For example, assistance was provided
alongside the Government Grants Management Function to help manage fraud risk in

grant schemes associated with EU Exit.

The Government’s Counter Fraud Functional Standard was updated in August 2021."
Having a functional standard is important to help ensure the basics for technical areas are
in place across departments and their Arms-Length-Bodies. At a fundamental level the
Counter Fraud Functional Standard details the basics that public bodies should have in
place. The basics checklist in the annex covers these, and they include having: an
accountable individual at board level; a counter fraud strategy, policy and response plan;
a fraud risk assessment; established reporting routes; access to trained investigators;
undertaking proactive activity to detect fraud and ensuring staff have appropriate fraud

awareness training."

CoEx worked to publish promotional material outlining the Government’s Counter Fraud

Functional Standard and the assistance that CoEx could offer departments in countering

9 MC/008 - INQD00496987

" Guidance published by HMT which sets out the main principles for dealing with resources in public sector
organisations in the UK [MC/006 - INQ000279942].

2 MC/003 - INQO00471032

3 MC/003 - INQO00471032
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2.5.

2.6.

fraud by providing expert advice, developing capability, setting and assuring standards,
monitoring fraud across government and identifying where fraud could be found or
prevented.™ CoEx also organised the first Counter Fraud International Symposium held in
London in 2018, a group that would go on to form the International Public Sector Fraud

Forum (as referred to above)."

CoEx also worked to explore and improve the way that the Government used data in
order to combat fraud. In June 2019, the Cabinet Office and the Department for Digital,
Culture, Media and Sport (DCMS) produced a ‘Thought Paper’ titled ‘Tackling Fraud in
Government with Data Analytics — Starting the Conversation’.'® This paper identified that
the Cabinet Office was leading the development of the Government Counter Fraud
Function’s use of data to fight fraud and was working with a number of public bodies to
fight fraud in the form of recoveries, cost savings and the development and refinement of
counter fraud systems. The foundations provided by this work assisted in CoEx’s data
analytics work during the pandemic which is described in Section 4. It also noted that
work was being undertaken to coordinate a new Counter Fraud Data Analyst Community
which would support the development of counter fraud analytics as well as best practice
guidance and training on how to use analytics in counter fraud based on experience from

the private sector.

As explained above, prior to the pandemic, CoEx was part of the wider Fraud, Error, Debt
and Grants business unit in the Cabinet Office. The Fraud, Error, Debt and Grants unit
reported to the Civil Service CEO and ministers. CoEx was a small team, and grew from 4
members of staff in 2016 to 40 in February 2020." The organogram in Figure 1 outlines
where CoEx sat within the Cabinet Office in February 2020, and its senior leadership
team at the time. Lyn Mcdonald held overall responsibility for our response and led on

ministerial engagement with Lord Agnew throughout.

Figure 1: Pre-pandemic structure of CoEx

February 2020

Lord Agnew
Minister of State

|

John Manzoni
Chief Executive of the Civil Service

Lyn Mcdonald
Executive Director - Fraud, Error,
Debts and Grants

|
Government Grants Mark Cheeseman Government Debt
Management Function Acting Director of CoEx Management Function

Rich Wentel Laura Eshelby
Acting Deputy Director - Data Acting Deputy Director - Counter
Analytics & National Fraud Initiative Fraud Policy & Professionalisation
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3. SECTION 3: OVERALL RESPONSE AND GOVERNANCE STRUCTURES OF COEX
DURING THE PANDEMIC

3.1. Guidance developed by the International Public Sector Fraud Forum, published in

February 2019, concluded that the risk of fraud rises during emergency situations.'® The

COVID-19 pandemic was no exception. The International Public Sector Fraud Forum

guidance was drafted in advance of the pandemic in the context of planning for general

emergencies, and was used to support the counter fraud responses to COVID-19 in the

UK, US, New Zealand, Australia and Canada. | led the development of this guidance and

wrote the foreword whilst on secondment to the Australian Government, during which |

witnessed the challenges of emergency support management during the bushfire crisis of

late 2019/early 2020. The CoEx response to the pandemic was based on this guidance.

3.2. Part of CoEx’s role during the pandemic was producing and promoting guidance for the
management of fraud. As outlined in the government’s Managing Public Money guidance,
available prior to the pandemic, “Accounting Officers [were] responsible for managing
public sector organisations’ risks, including fraud”." The guidance also set out that “each
organisation should identify, itemise and assess how it might be vulnerable to fraud,
covering the risks in some detail. Fraud should be always considered as a risk for the
departments’ risk register.” Whilst this guidance encouraged organisations to understand
their respective fraud risks, it did not require individual risk assessments to be undertaken
for schemes or initiatives. The functional standard published in 2018 stated that
departments should undertake varying levels of fraud risk assessments on a “regular
basis"?® but at the time of the pandemic there was no explicit requirement for departments
to undertake an assessment of risk prior to the launch of an economic scheme or

intervention.

3.3. The Budget of 11 March 2020 announced a number of economic interventions for
individuals and businesses which included: CBILS; Business Rates Relief; Business
Support Grants; the Small Business Grants Fund; and other interventions.?' Further
interventions were announced on 20 March 2020: the CJRS and changes to Universal
Credit.?? As explained above, CoEx was not involved in the development or design of any
of these interventions. | have outlined later in this statement the counter fraud work

undertaken by CoEx in relation to these schemes during the relevant period.

3.4. After the Budget on 13 March 2020, | emailed the Civil Service CEO stating that, as part

'® MC/013 - INQO00055873
¥ MC/014 - INQD00496989, Annex 4.9
20 MC/008 - INQD00496987
# ' MC/015 - INQO0O0088015
2 MC/016 - INQO00065324

INQO000657728_0009



3.5.

3.6.

3.7.

3.8.

of a cross-government data bid, CoEx had gained funding of £5.5 million over three years

from HMT for counter fraud data work.%

By March 2020, CoEx was raising concerns within government about the potential for
fraud to increase as a result of the emerging pandemic - see for example an email to the
leadership team of CoEx sent on 15 March 2020.%* On 16 March 2020, | emailed Sir John
Manzoni, Civil Service CEO, providing a slide pack which explained how CoEx was
reprioritising its work in response to the pandemic. Lord Aghew (Minister of State for
Efficiency and Transformation jointly in the Cabinet Office and HMT) was also briefed on

this work in a submission dated 25 March 2020.%

In addition to CoEx’s role in advising ministers and the Civil Service CEO on the level of

risk and key issues, the work of CoEx at the time covered five areas:
3.6.1.  Building public awareness of scams;

3.6.2. Sharing and promoting guidance on managing fraud in emergency

responses, such as the guidance produced by CoEx in February 2020;

3.6.3.  Working with counter fraud teams across government to better understand

and reduce their fraud risks;
3.6.4.  Working with departments to shape post-event assurance work;

3.6.5. Using data to carry out upfront checks and post event assurance, using tools

such as Spotlight to implement frictionless controls.?®

On 17 March 2020, | wrote to counter fraud leaders in the Home Office, National Crime
Agency, Serious Fraud Office, HMRC, DWP and the City of London police to encourage a
joined-up approach to effectively dealing with fraud relating to the pandemic. This led to
extensive cross-system working between organisations, enabling sharing of evidence,
data and intelligence (for example in the various meeting structures | describe later in this

section).?

In a submission to Lord Aghew on 25 March 2020, CoEx stated that they “expect the
incidents of fraud to rise over this period, and for the government’s stimulus spending to

be at a high risk of fraud”.?® This was based on the well-established observation that fraud

Z MC/017 - INQO0O0547799
2 MC/018 - INQD00593985
2 MC/019 - INQ000496990
26 MC/020 - INQD00477905
2 MC/021 - INQO00594189
% MC/019 - INQO00496990

10
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3.8.

3.10.

3.11.

rises in the event of crises. In light of this assessment, CoEx re-prioritised the work of the
Government Counter Fraud Function, including by supporting departments to understand

their own fraud risk, particularly where limited fraud resources were in place.?®

On 26 March 2020, | shared with Alex Aiken (Executive Director for Government
Communications) and Lord Agnew, guidance created by CoEx, the National Cyber
Security Centre and HMRC on how to reduce the occurrences of misuse of Government
communications (such as SMS scams). This was in response to misuse of the UK_Gov
text channel. | encouraged Alex Aiken to share it widely with the government

communications function.*®

As indicated in a Home Office submission dated 17 April 2020, shared with Lord Agnew in
parallel to the Security Minister, the initial rise in fraud was much lower than had been
expected.®’ It was expected then to rise as conditions began to “settle around the crisis”
and fraudsters began to “adapt methods to take advantage of people”. The submission
noted that CoEX’s initial risk assessment identified the areas of the public sector most at
risk of COVID-19 related fraud as predominantly the stimulus-related economic schemes.
| have outlined below how CoEx undertook the above five workstreams in its overall

response to the pandemic.

Restructuring CoEx to support the pandemic response

CoEx restructured its resources to help manage the response to increasing fraud risk at
the start of the pandemic. The organogram in Figure 2 below illustrates the new structure

of CoEXx, as at April 2020, and | summarise below the work of its teams.

2 MC/022 - INQ0O00497016; MC/023 - INQD00477905
30 MC/024 - INQD00547798; MC/025 - INQD00547797
# MC/026 - INQO00496991
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3.12.

3.13.

Figure 2

April 2020
Lord Agnew
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Risk and research team

In March 2020, CoEx set up a risk and research team led by Rich Wentel (Deputy Director
within CoEx, now Chief Operating Officer of the PSFA). From March 2020, this team
worked to develop the Global Fraud Risk Assessment to build a deeper understanding of
the fraud landscape across government during the pandemic. The Global Fraud Risk
Assessment was a light-touch review of the inherent fraud risk of schemes. The Global
Fraud Risk Assessment was developed using the Government Counter Fraud Profession
standard for fraud risk assessment, but it was a new approach to fraud risk assessment. It
was a new approach as it was developed to provide a whole-system view of fraud risk
(limited to specific COVID-19 schemes) to support departments and allow CoEx to focus
on the areas of highest risk, to maximise the impact of our limited resource. When a
scheme was announced it was incorporated in the Global Fraud Risk Assessment, which
then highlighted the areas of highest inherent risk. This allowed the targeting of more
detailed scheme-level fraud risk assessments within departments. Departments with
schemes assessed as the highest risk were offered qualified fraud risk assessment

resources by CoEx to assist with detailed assessments.®?

The first initial draft Global Fraud Risk Assessment was created on 23 March 2020 and
listed the priority areas where the fraud risk was assessed to be high as: the Coronavirus

Business Interruption Loan Scheme; business support grants; the furlough scheme; and

%2 MC/027 - INQO00594111
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3.14.

3.15.

3.16.

welfare schemes led by the DWP (the increase of Universal Credit, housing benefit, and
the opening up of Statutory Sick Pay to the self-employed).* The Global Fraud Risk

Assessment was updated, as required, through the relevant period.
Countermeasures team

In March 2020, CoEx set up a countermeasures team led by Rich Wentel. The team was
responsible for: designing and deploying low-friction countermeasures in economic
schemes; utilising data to design these; negotiating with ministers and departments to
obtain this data; designing data collection solutions; and working with departments to
shape post event assurance work on the COVID-19 response. The work of this team and

the specific economic schemes/interventions are detailed in Section 4.

In March 2020, the CoEx commissioned Accenture to provide support to the work of the
team. ‘Scrum squads’ were set up to focus on the fraud risks and potential
countermeasures/controls for each of the highest risk schemes. There were 6 scrum
squads focused on the following areas: Scrum Squad A on CBIlLs; Scrum Squad B on the
Small Business Grant Fund and the Retail Hospitality and Leisure Grant Fund; Scrub
Squad C on HMRC schemes (SEISS and CJRS); Scrum Squad D on NHS procurement;
Scrum Squad E on the Covid Corporate Financing Facility; and Scrum Squad F on
support for charities led by DCMS.* The role of these scrum squads was to engage with
relevant departments and provide them with expert advice where necessary. The scrum
squads changed throughout the pandemic depending on the highest risk schemes.
Section 4 provides detail of the scrum squads’ work with relevant departments in relation
to economic schemes and interventions, and the extent to which their advice was

followed.

On 26 March 2020, CoEx published the Government’s guidance on fraud control in
emergency management, which was based on the aforementioned International Public
Sector Fraud Forum guidance.*® This was published on gov.uk and shared directly with
key stakeholders across the Government Counter Fraud Profession. The guidance stated
that “all public bodies should be attuned to the risks facing their organisations and the
public sector. Public bodies can reduce the threat of widespread fraud by integrating
low-friction controls into payments where possible, and carrying out post-event assurance
work”. The guidance stated that the “imminent threats” to the public sector were: first party

application fraud (i.e the risk that an applicant may misrepresent their circumstances to

% MC/028 - INQD00593955
3 MC/029 - INQ000594184; MC/030 - INQD00594170
% MC/031 - INQO00496698

13

INQO00657728_0013



3.17.

3.18.

3.19.

qualify for a government grant or scheme); and third party impersonation fraud (i.e. the
risk that a third party may impersonate a business to extract grant funding from
government). The guidance stated the principles for effective fraud control were: collecting
consistent data on applicants and payments, in line with the Government Counter Fraud
Function’s minimum data specifications (which were a new set of specifications created at
the start of the pandemic™®); to “put in place robust claw back agreements” to be able to
recover funds paid out incorrectly; making use of available government-wide fraud
prevention tools such as gov.uk Verify and Spotlight (explained in more detail at
paragraph 4.8 below); along with conducting post-event assurance and introducing

frictionless controls.

In April 2020, the Government Counter Fraud Function published the ‘COVID-19 Financial
Support Schemes Counter Fraud Measures Toolkit’.*” The toolkit was developed to assist
public bodies in the design and delivery of COVID-19 financial support schemes, and
stated the offer of support that could be provided by the Government Counter Fraud

Function.

The National Fraud Initiative (which existed prior to the pandemic) is a Cabinet Office data
matching initiative which has prevented and detected nearly £2 billion in fraud and error
since 1996.%® Rich Wentel was the Deputy Director responsible for the National Fraud
Initiative during the relevant period. The National Fraud Initiative is a team based in CoEx
(and, now, in the PFSA) which conducts the data matching exercise with over 1,200
participating organisations across the public and private sectors. Data matching involves
comparing sets of data from organisations (such as payroll or benefit records) with other
records held by the same or another body, to see the extent to which they match.
Inconsistencies are flagged to an organisation to investigate. The National Fraud Initiative
requires certain public sector bodies to provide data on a mandatory basis for the

prevention and detection of fraud.*®

As well as providing direct assistance to its users to detect fraud and also prevent fraud,
the National Fraud Initiative also directly prevents some instances of individuals
fraudulently obtaining benefits. Between April 2020 and March 2022 the National Fraud
Initiative identified and prevented £443 million of fraud across the UK. Examples of the
National Fraud Initiative’s work include preventing fraudulent and wrongful claims for

council tax single person discount; preventing housing benefit overpayments; detecting

36 MC/032 - INQO00477240 Annex A
3 MC/032 - INQD00477240

% MC/033 - INQO00593911

%9 MC/033 - INQD00593911 page 5
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pension fraud and fraudulent applications for housing waiting lists, amongst many other
types of fraud. The National Fraud Initiative publishes reports every two years on its

activities and outcomes.*’

3.20. During the pandemic, CoEx contracted a company called Quantexa to provide a network
analytics and entity resolution tool (known in CoEx as the "Quantexa tool") to “root out
COVID-19 loan fraud through the use of network analytics”. This enabled government to
“identify connections between individuals and organisations, whilst risking the loans and
activity in the network to help surface fraud”, according to a briefing to the Fraud
Ministerial Board.*’ According to CoEx’s post event assurance toolkit, the Quantexa
platform can securely bring together large volumes of complex records (such as
companies, events, people and other intelligence). It also performs an “automated
network analysis (e.g shared addresses, directors, transactions and other linking data)”.
The data of these networks can then be inputted into fraud or compliance detection
models for automated risk scoring. Suspicious entities and networks can then be reviewed
to help direct users to a decision. The platform’s data sources “make it particularly useful
for assessing foreign suppliers or identifying how and where criminals may be using shell

companies, stealing identities, or leveraging cyber channels to defraud government”.*?

3.21. The COVID-19 Loan Schemes Fraud Analytics Programme, run by the countermeasures
team, also provided counter fraud flags to identify instances of potential fraud. These were
then shared with accredited lenders to help them recover fraudulently obtained money.
More detail on how this was used for the Bounce Back Loan scheme is provided in

Section 4.
The intelligence team

3.22. In March 2020, CoEx, as part of its restructure to address the anticipated increase in fraud
as a result of the pandemic, set up an intelligence team to gather intelligence from across
the public and private sector on COVID-19 with the aim of developing an overview of the
fraud threat by monitoring the fraud landscape, and sharing that intelligence with public

bodies where it could reduce fraud risk.

3.23. The central intelligence team was a small team led by Laura Eshelby, Deputy Director
within CoEx. The team worked with stakeholders across sectors, feeding into external
groups such as the Fraud Advisory Panel's ‘COVID-19 Fraud Watch’, and attending

National Crime Agency (NCA)-led governance (Operation Etherin, which was set up by

10 MC/034 - INQD00496741
“' MC/035 - INQO00611209
2 MC/036 - INQO00811227
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the NCA's National Economic Crime Centre to understand, respond, and communicate on

the fraud threats resulting from the pandemic®) to represent the public sector.

3.24. CoEx established the COVID-19 Crime Stoppers Hotline (after a full tender process)
which ran from October 2020 to 31 March 2023. CoEx wrote to all departments on 1
October 2020 to confirm that they could receive the referrals from the Hotline.** In a report
reviewing the performance of the Intelligence function in PSFA dated 16 March 2023 it
was established that up to 28 February 2023, “the Intelligence team received 7058
referrals (and this continues to rise) of which 4964 (cut off date of 8/2/23) came from the
Hotline. All have now been disseminated as of 28/2/23”, with 75% being routed to the
National Investigation Service® and 9% being routed to the Insolvency Service. This
reflected that over 80% of referrals related to the BBL scheme, other BEIS loan schemes
or Business Support grants. The National Investigation Service and INSS were the
primary operational agencies focused on tackling fraud in the BEIS schemes. In addition,
570 intelligence reports were shared as additional fraud flags to BBB and were shared

with the accredited lenders for the BBL and other loan schemes.*®

3.25. The decision to set up the hotline was based on a balance between the benefits it could
be expected to deliver, the additional intelligence on COVID-19 fraud that would be
available against the costs to operate it and the reputational risk (and potential public trust
damage that could result) if public bodies were not able to deal with the referrals. We had
concerns that public bodies may not be able to deal with the referrals, but received
confirmations from the main departments that they could. As a result, CoEx’s advice was
that the hotline was a worthwhile investment, as it would provide the public with a clear
reporting space, increase our intelligence on the actual fraud likely to be occurring and

would likely lead to benefits for the taxpayer as public bodies dealt with the cases.*’

3.26. The value of the intelligence team and hotline can be measured through both financial
and non-financial metrics. As of 16 March 2023, in addition to savings on PPE
procurement set out in Module 5, there was a further audited saving of £50,000 relating to
BBLS. There was a further £1.5 million in (unaudited) savings relating to intelligence flags
shared with and acted upon by BBLS lenders, leading to prevented fraud or detected

fraud that was subsequently recovered. The intelligence team at a cost of circa £1.07

4 MC/037 - INQ000497003

“ Separate emails were sent to each department. | exhibit one of these emails to BEIS by way of example
(MC/038 - INQO00547825).

“> The National Investigation Service investigates serious crime where public authorities or the funds they

manage have been targeted. The National Investigation Service is a service of Thurrock Council with staff
based across the UK (MC/039 - INQ0O00593948)

6 MC/040 - INQO00547805

4 MC/041 - INQO00610620
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million had delivered audited benefits of over £76.5 million.*®

3.27. The intelligence team delivered significant non-financial value, including internal
newsletters for the Government Counter Fraud Function, and public facing alerts as to
possible threats (e.g. SMS fraud, COVID Pass fraud*®), and other counter fraud benefits

not relevant to the scope of Module 9.

3.28. The central intelligence team also coordinated the dissemination of intelligence. In the
case of economic schemes, fraud information was passed to named officers in the
corresponding organisational fraud units to respond to. This applied for any information
obtained via the COVID-19 Crime Stoppers Hotline, received centrally, or via the National

Crime Agency, which was shared directly.

3.29. Along with the restructuring of CoEx, the demands of the pandemic called for a new
structure of meetings for the counter fraud response. Figure 3 below illustrates the
ministerial and official-level meeting structures in place throughout the relevant period
which were governed by CoEx. | have summarised below the meetings which took place
within this structure. CoEx’s work described in Section 4 fed into and was discussed in

these meetings as appropriate.

Figure 3 - Ministerial and official-level meeting structures governed by CoEx
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Boards set up in March 2020

3.30. Initially two boards were established in March 2020 under this new structure. The first of
these boards was the COVID-19 Counter Fraud Pseudo Board, which was established as
an intelligence and information sharing forum. It was designed to bring the wider counter
fraud community together to ensure common understanding and was attended by senior
representatives from the public sector including law enforcement. The actions and
decisions were circulated after each meeting.%® At each meeting the Pseudo Board would
discuss general business and public sector fraud threats, as well as hear updates from
specific departments. The Pseudo Board met 14 times from 26 March 2020 to 2 July
2020.%' From July 2020 the Pseudo Board was renamed the COVID-19 Fraud Ministerial
Advisory Board.’”? The COVID-19 Fraud Ministerial Advisory Board met 6 times from July
2020 to October 2021.5°

3.31. The second board was the COVID-19 Counter Fraud Function Sub-Board. This
established a public sector-specific functional sub-board with counter fraud senior leads
from the Home Office, HMRC, DWP, Government Internal Audit Agency (GIAA), BEIS,
BBB and other departments/organisations. The Sub-Board met from March 2020 to June
2020.%

The GPSMIG and the creation of the Fraud Ministerial Board

3.32. On 7 May 2020, the Government Counter Fraud Function was commissioned to work with
colleagues in the Home Office, DWP, Department of Health and Social Care (DHSC) and
others to produce a paper for a meeting of the General Public Sector Ministerial
Implementation Group (GPSMIG, one of the four ministerial implementation groups which
co-ordinated the Government’s response to the pandemic between March and May 2020).
This work was presented to a GPSMIG meeting on 12 May 2020 where ministers
considered work to counter fraud during the pandemic. The Government Counter Fraud

Function produced a paper® for the meeting which noted that:

3.32.1. The Government Counter Fraud Function had brought the public sector

together to create new intelligence sharing arrangements which included

%0 MC/044 - INQO00593890

51 MC/045 - INQO00593897;MC/046 - INQD00593895; MC/047 - INQO00593894 (March 2020). MC/048 -
INQO00594004; MC/049 - INQO00594006; MC/050 - INQD00594005; MC/051 - INQD00593906; MC/052 -
INQO00594206 (July 2020).

52 MC/052 - INQO00594206

53 MC/053 - INQOD0593903; MC/054 - INQD00593904; MC/055 - INQO00593905; MC/056 - INQO00593876;
MC/057 - INQO00593877; MC/058 - INQO00593878; MC/059 - INQ0O00593879; MC/060 - INQD00593880;
MC/061 - INQO00593881; MC/062 - INQ0O00593882

% MC/063 - INQO00594014

% MC/064 - INQO00083562
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work across traditional law enforcement and public sector boundaries.

3.32.2. The Government Counter Fraud Function had published guidance on key

issues and controls for public bodies to use; and

3.32.3. The Government Counter Fraud Function had worked with banks and credit
agencies to develop and launch two new fraud prevention tools and were

piloting five further tools.*®

3.33. The Government Counter Fraud Function recommended that the GPSMIG require all
departments to commit o Post Event Assurance Activity and to developing an action plan
by the end of May 2020. The Government Counter Fraud Function also stated that more
could be done on investing in intelligence sharing, exploring new legislative powers and
reviewing lessons learned. The Government Counter Fraud Function also recommended
that all COVID-19 fraud activity be brought together in a new Fraud Ministerial Board,
chaired by the Cabinet Office, HMT and the Home Office.”

3.34. At the GPSMIG meeting, ministers agreed to the recommendations on tackling the public

sector fraud threat as a result of COVID-19, and the following actions were issued:

3.34.1. “ALL DEPARTMENTS, with support from the CABINET OFFICE, to commit
to post event assurance activity and to develop an action plan by the end of

May.

3.34.2. CABINET OFFICE to work with other departments to invest in intelligence

sharing.

3.34.3. CABINET OFFICE to explore any new legislative powers that might be

needed, or existing legislation to be better understood and used.
3.34.4. CABINET OFFICE to commission a review of lessons learned.

3.34.5. CABINET OFFICE to oversee activities to tackle COVID-19 related fraud in a
new Ministerial Board, to be chaired with HM TREASURY and the HOME
OFFICE.”

3.35. The Fraud Ministerial Board was co-chaired by Lord Agnew and James Brokenshire
(Minister of State for Security, in the Home Office)*® and its purpose was to “coordinate

and advise on the response to fraud for COVID-19 with a focus on the public sector”. It

% An update on the status of the implementation of the tools is provided at MC/065 - INQO00471014.

57 MC/066 - INQO00083567;MC/067 - INQD00272906; MC/068 - INQ000083623

%8 The Fraud Ministerial Board's approved terms of reference which were agreed at the first meeting on 16 July
2020 are at MC/069 - INQO00477265.
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reported, if required, to the newly formed COVID-19 Ministerial Board(s). In particular the

Fraud Ministerial Board was to:

3.35.1. Gain an understanding of what fraud and irregularity there was in the
COVID-19 support packages, repurposed grants and increased demand and

if there was any further policy action needed as a result;

3.35.2. Review the use of existing legislation and consider the need for new
legislation for public bodies, wider law enforcement and the banking sector to

counter fraud in response to COVID-19;

3.35.3. Review the opportunities to increase fraud intelligence sharing between

banks, police and public sector post COVID-19; and

3.35.4. Oversee a lessons learnt review of the public sector fraud response to
COVID-19 to inform future emergency management responses. This was

conducted in November 2020 and is summarised in Section 4.

3.36. As set out in the chronology below, the Fraud Ministerial Board had significant
involvement in driving Post Event Assurance activity. Post Event Assurance is described
in further detail later in this section. A meeting of the Fraud Ministerial Board was held on
16 July 2020%, where it was agreed that departments should provide returns detailing the
amount of counter fraud resource in place to undertake Post Event Assurance activity;
that departments should incorporate fraud threat intelligence sharing and checks within
their Post Event Assurance activity; and departments should ensure the “correct legal

gateways” were in place to share data for counter fraud purposes.

3.37. On 17 June 2020, CoEx provided a COVID-19 fraud update to Lord Agnew.®® This update
identified the key areas for fraud risk which were (in relation to the scope of Module 9):
Universal Credit (DWP), the CJRS (HMRC), Business Support Grants (BEIS), and
Bounce Back Loans (BEIS/BBB). The submission stated that DWP and HMRC had
significant counter fraud capability and were taking action to reduce the risk of fraud,
which was “having an identifiable financial impact’. The submission stated that in other
areas, departmental capability was not as strong, and CoEx was assisting these
departments to implement counter measures to fraud, and use Post Event Assurance
activity to understand the extent of irregularity in these schemes and recover loss where

possible. This statement explores both of these aspects of work in greater detail below.

%9 MC/070 - INQO0O0497000
80 MC/071 - INQO0O0477258
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3.38. On 30 June 2020, CoEx updated the Fraud Ministerial Board on the COVID-19 fraud
landscape. The paper stated an estimated £440 billion had been committed to financial
stimulus packages in response to COVID-19, of which an estimated assessed value of
£194 billion had been spent, with fraud and irregular spend across the packages being
estimated at £2.2 (0.5%) - £22 billion (5%). In response to this, government departments
had implemented additional measures to mitigate COVID-19 fraud (e.g. HMRC pivoted
fraud investigation, compliance, risking and cyber teams to focus on COVID-19 specific
threats). CoEXx, in response to public sector fraud, had produced a Global Fraud Risk
Assessment for all the COVID-19 financial stimulus packages to enable departments to
identify where risk appeared in different stimulus packages and prioritise their resources
effectively. In providing direct support to departments improving up-front controls, CoEx

and the GIAA had detected £31.8 million of irregular payments.®’

3.39. The Fraud Ministerial Board met on 16 July 2020 and the accompanying minutes are
exhibited.®? The Fraud Ministerial Board discussed departments’ Post Event Assurance
action plans and agreed that departments should provide returns detailing the counter
fraud resource in place to undertake Post Event Assurance activity, and incorporate fraud
threat intelligence sharing and checks within the Post Event Assurance activity wherever

appropriate.

3.40. The Fraud Ministerial Board met on 20 October 2020.%° The Fraud Ministerial Board first
discussed intelligence sharing, where it was agreed that access to criminal intelligence
should be increased and provided through a central team that coordinated information to
and from the public sector. A Bounce Back Loan threat assessment was discussed and
the Fraud Ministerial Board requested that HMT and BEIS examine what further checks

could be taken on those applying for Bounce Back Loans.

3.41. At a Fraud Ministerial Board meeting on 25 November 2020% there was discussion on:
tackling fraud in the Bounce Back Loan scheme; counter fraud legislative options; and
departmental action plans for PEA. A paper was produced by BEIS for the meeting titled
‘Tackling Fraud in the Bounce Back Loan Scheme’ which sets out some of the counter
measures introduced by BEIS to combat fraud.®® | set out how CoEx was involved in
working with BEIS on tackling fraud in the Bounce Back Loan scheme later in this
statement. The Fraud Ministerial Board agreed in relation to Bounce Back Loans that: a

meeting be set up between the BEIS Secretary of State (Business Secretary), the

5 MC/072 - INQO00497009; MC/073 - INQO00547800
52 MC/070 - INQO00497000
53 MC/074 - INQD00497029
8 MC/075 - INQO00497001
% MC/076 - INQO00594085
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Economic Secretary to the Treasury, Lord Agnew and CoEx to discuss fraud in the
scheme; BEIS were to produce a plan for dealing with retrospective borrowers who had
overstated their turnover; and BEIS were to provide guidance for the banks as to when

they should action a suspicious transaction report.

3.42. A paper was also produced by CoEx which stated that “The GCFF [Government Counter
Fraud Function] is conducting an in-depth quality review of the testing for the top six
highest risk schemes”. These schemes were: DHSC procurement; the BBLS; the RHLGF;
the SBGF; CBILS and CLBILS.% The Fraud Measurement and Assurance Expert Panel
would conduct reviews of these schemes which are set out later in this section. The Fraud
Ministerial Board agreed that CoEx should send a submission to the Chancellor of the
Duchy of Lancaster (CDL) to seek agreement on the development of a White Paper on
legislative options to deal with fraud. The Fraud Ministerial Board also agreed that an
update on the Post Event Assurance plans should be given in January 2021, and that it

should meet quarterly thereafter.

3.43. On 21 January 2021, CoEx provided an update to Lord Agnew on all areas of CoEX’s
work, including a strategic update on the fraud landscape. One point within this noted that
“the threat landscape continues to evolve and we have evidence that the lessons learnt
during the earlier phases of COVID-19 are not being applied to new or extended areas of
spend. A few new areas of risk are emerging including vaccine related fraud. These types
of fraud risks are moving beyond financial impact to include human harm and reputation
impact that could, for example, directly harm individuals and undermine confidence in the
UK vaccine distribution.” | understand the reference to “extended areas of spend” to be
to the BBLS (which had been extended on 17 December 2020). CoEx had made
recommendations to introduce additional controls into BBLS to reduce the risk of and
losses from fraud. These had not been taken forward by scheme designers in HMT. For
examples, see paragraphs 4.114 and 4.126. This gave cause for concern that lessons
were not being learned from earlier phases - specifically the benefits of building in controls
into the process. As the submission indicates, the reference to “new areas of spend” is to
vaccine related fraud. | do not address this further in this statement as it is outside the

scope of Module 9.

3.44. The update also stated that “there is evidence of the limited levers available to the
Counter Fraud Function. In many cases fraud experts were not consulted on the scheme

design at the outset. The consequence of this is additional taxpayer loss. In [the] BBL

% MC/077 - INQOO0593871
8 MC/078 - INQO00477271
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[Bounce Back Loan] scheme the Function has saved £millions by the upfront controls we
put in place but they were all too late - they should have, and could have, been in place at

the beginning”.

3.45. The Fraud Ministerial Board met on 18 November 2021 to discuss Post Event Assurance,
transforming fraud management through legislation and a COVID-19 case study which
was an effort to use data to study loan fraud.®® The Fraud Ministerial Board agreed: to
support development of a White Paper and a Bill to transform fraud management through
legislation; that the Cabinet Office was to provide a fuller case study on effective analytics;
and that departments should continue to provide regular updates to the Fraud Ministerial

Board on Post Event Assurance activity.

3.46. The Fraud Ministerial Board itself was an initiative of Lord Agnew that was not continued
by his successor Sir Jacob Rees-Mogg (Minister of State from 8 February 2022 to 6
September 2022). Much of the work overseen by the Fraud Ministerial Board was,
however, continued under Sir Jacob Rees-Mogg including Post Event Assurance work,
the development of legislative options, the COVID-19 Fraud Analytics work and the

workforce and performance review.
The Post Event Assurance Board

3.47. As directed by the Fraud Ministerial Board, fraud measurement and assurance became a
stated objective of Post Event Assurance. In April 2020, the Government Counter Fraud
Function produced a Post Event Assurance toolkit, in which Post Event Assurance is
defined as the systematic process of identifying and understanding the level of loss,

irregularity, and non-compliance through post-payment checks.®°

3.48. The Post Event Assurance Board was a mixed disciplinary group comprising fraud risk,
policy, data and analytics, and fraud measurement experts from across government from
Cabinet Office, HMRC, DWP, HMT, the Office for National Statistics (ONS) and the GIAA
It was first set up in March 2020 to provide strategic leadership and expert advice on the
approach taken within the government’s Post Event Assurance programme, and to hold
departments to account on the progress and quality of work undertaken.” The Post Event
Assurance Board was composed of senior leaders that had responsibility for counter
fraud, bribery and corruption in their organisations and government functions. The

secretariat was provided by CoEx.

% MC/007 - INQO00497002
0 Terms of reference and membership of the Post Event Assurance Board are at MC/080 - INQ000514298
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3.49. The purpose of the Post Event Assurance Board was to commission and evaluate action
plans for Post Event Assurance activity from departments. Departments' activity was then
reviewed to consider whether they were delivering against their action plans and whether
their risk assessment activity was in line with the government standards for FRA.
Supporting this work was the Post Event Assurance working group, made up of subject
matter experts from across the fraud, analytical, finance, commercial, debt management,
audit and grants functions.”" The group would meet as required to support departments

with their action plan delivery, consider lessons learned and share cross-cutting findings.”

3.50. The Post Event Assurance Board reviewed other departments’ counter fraud action plans
for COVID-19 related schemes. This included reviews of fraud risk assessments, as well
as any plans to undertake fraud measurement, such as testing for fraud within specific
schemes, procurement of PPE, ventilators and the NHS Test and Trace (NHST&T)

programme.

3.51. The Post Event Assurance Board met on 4 May 2020, with attendees from the GIAA,
DWP, the Crown Commercial Service, the ONS, Ministry of Justice, HMRC and DHSC.

The meeting explored the principles to be applied when carrying out PEA.™

3.52. The Post Event Assurance Board met again on 18 May 2020 and discussed Post Event
Assurance guidance’™, where Post Event Assurance activity was being undertaken and

what cross-government scheme risks had been identified to date.”

3.53. At a further meeting of the Post Event Assurance Board on 4 June 2020, Post Event
Assurance guidance was discussed again including amendments to the guidance and

timings for it being issued.”

3.54. The Post Event Assurance Board met again on 18 June 2020.”7 The Post Event
Assurance Board discussed a general overview of Post Event Assurance action plans
received. The Post Event Assurance Board met again on 25 June 2020.7® At this meeting
the Post Event Assurance Board discussed a draft Post Event Assurance ministerial
update paper, and agreed that all COVID-19 procurement spend should be included in
this paper.

1 MC/081 - INQ000514298
2 A Post Event Assurance Activity Plan is at MC/082 - INQ000514290
2 MC/083 - INQDO00496993
4 MC/084 - INQD00496994
> MC/085 - INQ000496995
8 MC/086 - INQ000514293
7 MC/087 - INQD00496996
78 MC/088 - INQ000496997
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3.55. On 8 July 2020, the Post Event Assurance Board met and discussed the Stage 2 review

criteria that had been developed by the working group.’

3.56. The Post Event Assurance Board met again on 30 July 2020, with an update on feedback
from the Fraud Ministerial Board, including that departments ensure that correct legal
gateways were in place to share data for counter fraud purposes and that depariments
should provide returns detailing the amount of counter fraud resources they had in place

to undertake Post Event Assurance activity.®

3.57. The Post Event Assurance Board met on 13 August 2020 and discussed Stage 2 Post

Event Assurance action plans and sharing them with other departments.®'

3.58. Another meeting occurred on 20 August 2020 and discussed Stage 2 action plans once

more.%?

3.59. The Post Event Assurance Board met again on 5 and 9 November 2020. The
departmental actions plans that had been through tier 1 and tier 2 review were
considered, and there was a discussion of the content of updates the Post Event

Assurance Board would give to the Fraud Ministerial Board.8®

3.60. The Post Event Assurance Board met on 3 February 2021 where a review of

departmental progress on Post Event Assurance activity was discussed.®

3.61. The Post Event Assurance Board met again on 7 September 2021 where departments
were asked to provide their latest Post Event Assurance action plans, so that overall
progress across government could be captured, and provided advice and

recommendations on departments’ testing plans for their highest risk schemes.®

3.62. When the Post Event Assurance board met on 25 November 2021, it was provided with
an overview of the review started in September 2021 on cross-government Post Event
Assurance activity. The Government Counter Fraud Function received updates from 11
departments as part of this review. Departments had committed to test 92 schemes.
Testing had started on 79 of these, with 27 having been completed. The minutes stated
that by March 2022 there would only be a “partial picture” of fraud losses from COVID-19
spend, with a substantial view not available until 2024, based on current departmental

timescales. The minutes stated that the Fraud Ministerial Board was concerned about the

? MC/089 - INQD00514294
8 MC/090 - INQO00514295
51 MC/091 - INQO00547829; MC/092 - INQD00496998
82 MC/092 - INQ000496998; MC/093 - INQD00496999
83 MC/094 - INQO00514296; MC/095 - INQD00514297
8 MC/096 - INQO00593926
8 MC/097 - INQO00593927
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length of time departments had reported that it would take to understand fraud losses.
The overall fraud losses from COVID-19 were published in the Cross-Government Fraud
Landscape Report 2021-2022 (published in March 2024), which is summarised in Section

5 of this statement.®®

The Fraud Measurement and Assurance Expert Panel

3.63. As part of the actions from the GPSMIG meeting on 12 May 2020, departments were
asked to conduct Post Event Assurance work, to better understand the level of fraud in
their schemes (including economic schemes), and to better estimate the likely level of loss

to fraud.®’

3.64. At the time of the pandemic there were published government standards for fraud
measurement as part of the guidance provided to the wider Government Counter Fraud
Function community, and these were accessible to departments. For example, the
Functional Standard published in 2018%, and the Fraud Risk Assessment Core Discipline
published in March 2022%, which contained the agreed professional standards and
guidance for people and organisations undertaking fraud risk assessments within central

government.

3.65. The Fraud Measurement and Assurance Expert Panel, an independent group of
cross-government experts, reviewed and assessed whether fraud measurement exercises
undertaken by departments met the published government fraud measurement
standards®. As | have previously described at paragraph 3.42, a paper from CoEXx to the
Fraud Ministerial Board stated that a review of the top six highest risk schemes would be
conducted. This focused on the economic schemes: BBLS; CBILS; CLBILS; RHLGF;
SBGF." DHSC procurement was also part of this top six, as described in my Module 5
corporate statement. The Fraud Measurement and Assurance Expert Panel met for the
last time in July 2022. Section 4 details the Fraud Measurement and Assurance Expert

Panel reviews of specific schemes where relevant.

Fraud, Error, Debts and Grants COVID-19 Board July 2020-May 2021

3.66. In June 2020, the Fraud, Error, Debt and Grants business unit submitted a business case
to HMT, and HMT agreed to fund the unit £4.5 million in 2020-21 for COVID-19 response

work. Following steers, the investment was made on a principle that it should be the

8 MC/098 - INQO00514292
5 MC/067 - INQO00272906
8 MC/008 - INQ000496987
8 MC/099 - INQD00497007
% MC/003 - INQO00471032
¥ MC/077 - INQO0O0593871
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minimum cost possible, rather than a case that brought optimal outcomes. The cases
focused on the minimal cost to make the most significant immediate difference. A Fraud,
Error, Debt and Grants COVID-19 Board was set up to monitor the deliverables of the

business case provided to HMT in June 2020 for this funding.

3.67. | chaired the Fraud, Error, Debt and Grants Board, which met monthly from July 2020 to
May 2021. According to the terms of reference, the Fraud, Error, Debt and Grants Board
was to be attended by representatives from each of the three functions in the Fraud, Error,
Debt and Grants business unit (counter fraud, debt and grants) as well as external
attendees invited on an ad hoc basis to “increase scrutiny and challenge”. In terms of
counter fraud work, the Fraud, Error, Debt and Grants Board would review each month:
the development and implementation of scheme specific countermeasures; the
development of fraud risk assessments; and intelligence sharing between the private and
public sector. The Fraud, Error, Debt and Grants Board would monitor the "robustness of
the benefits being delivered to make sure that the methodology and figures have sufficient
scrutiny to report back to HMT, the Cabinet Office Permanent Secretary and other
Ministers”.% The Fraud, Error, Debt and Grants Board would also be updated on the
monitoring of finances at each meeting. Figures on benefits were provided for each
meeting from CoEx, however it should be noted these figures were then subject to audit
by the GIAA. | now summarise the chronology of the Fraud, Error, Debt and Grants Board

meetings, with detail relevant to counter fraud activity and the scope of Module 9.

3.68. The Fraud, Error, Debt and Grants Board first met on 28 July 2020 where it discussed:
Board membership and terms and reference; an update on finance; and deliverables and

savings.%®

3.69. The Fraud, Error, Debt and Grants Board met on 24 August 2020 where it discussed
updates from the three functions.** The CoEx counter fraud update paper stated that: the
implementation of many countermeasures depended on engagement and cooperation
from departments and “There is a risk that these departments do not engage with the
response”. The paper also stated the risks of a second wave of COVID-19 could mean
fraud staff being redeployed in departments. The update also stated that the team needed
to "ensure that departments continue to invest in post event assurance activity. Every

department requires the funding to be able to tackle fraud”.%®

% MC/100 - INQO00594197

% MC/101 - INQ000594202; MC/102 - INQD00594196; MC/100 - INQDO00594197; MC/103 - INQ000611641;
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3.70. The Fraud, Error, Debt and Grants Board met on 21 September 2020. The counter fraud
update discussed the total savings to date from activity, however also noted that these
figures would need to be audited by the GIAA.%

3.71. The Fraud, Error, Debt and Grants Board met on 26 October 2020. The update from CoEx
stated that we were “beginning to provide support for the second wave of economic
stimulus recovery spend for C-19”, and were seeking to prepare a second business case
for additional funding. The update stated the Fraud Hotline was launched on 12 October
2020. Additionally a dashboard was provided to the Fraud, Error, Debt and Grants Board
on overall COVID-19 delivery. This dashboard stated that the CoEx had supported BEIS
in three key areas to improve their ability to find and recover fraud which were fraud risk
assessments, sampling and testing, and Post Event Assurance action plans. Section 4 of
this statement provides an overview of this activity where relevant to economic schemes

administered by the department.”’

3.72. The Fraud, Error, Debt and Grants Board met on 7 December 2020. The Fraud, Error,
Debt and Grants dashboard on the delivery against the business case stated, in respect
of counter fraud activity, that: work on Bounce Back Loans was ongoing with a data
analytics pilot in progress (detailed in Section 4); actions from the Fraud Ministerial Board
were being worked on; and the Fraud Hotline had received 451 reports between 12
October and 30 November 2020, with 390 of 451 reports disseminated to BEIS in relation

to Bounce Back Loans and the Small Business Grant Fund.®

3.73. The Fraud, Error, Debt and Grants Board met on 11 January 2021. The Fraud, Error, Debt
and Grants dashboard stated that: CoEx continued to deliver a comprehensive data
analytics programme to detect fraud in the Bounce Back Loan scheme; and 703 reports
had been made to the COVID-19 Fraud Hotline between 12 October 2020 and 6 January
2021, with 613 referred to BEIS.%

3.74. The Fraud, Error, Debt and Grants Board met on 8 February 2021. CoEx updated that a
further 18 schemes had been through high level FRA, equating to 99% of schemes by
then having conducted high level risk assessments for fraud. 19 of the highest risk
schemes had had a detailed fraud risk assessment conducted. As previously stated, the

figures on savings realised by CoEx (prevented and recovered fraud and error) were

% MC/112 - INQO00594115; MC/113 - INQO00594112; MC/114 - INQD00594113; MC/115 - INQ000594114
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subject to audit by the GIAA. The confirmed figures for savings from CoEx’s work were
verified by the GIAA: £76.8 million of confirmed prevented or recovered fraud savings
from PPE procurement; £33.3 million of confirmed prevented fraud savings from the
Future Fund scheme using the Experian bank account checker tool; £13.6 million of
prevented fraud savings from the Change of Director flag for Bounce Back Loans; and
£0.345 million of confirmed prevented fraud savings from the Business Support Grants
scheme. This totalled £123.1 million savings confirmed by the GIAA’'s audit as of 4
February 2021.1%

3.75. The Fraud, Error, Debt and Grants Board met on 8 March 2021. The Government Debt
Management Function did not attend the meeting as they had completed their
deliverables as set out in the business case. The figure for audited savings from counter
fraud work was revised to £119.7 million by the GIAA in the update paper from CoEx. The
minutes stated that CoEx had received some funding for data analytics work on the
Bounce Back Loan scheme, with the remainder of the funding pending decision. This

work will be detailed further in Section 4.1

3.76. The final Fraud, Error, Debt and Grants Board meeting took place on 10 May 2021. A final
dashboard was reviewed as well as papers from lessons learnt exercises from each of the
functions of the Fraud, Error, Debt and Grants business unit. The final dashboard stated
that CoEx had secured £3.3 million of funding to continue the COVID-19 response for
2021-22. 2,023 reports had been received by the COVID-19 Fraud Hotline from 12
October 2020 to 15 April 2021, 1,373 of which had been disseminated to BEIS. The final
dashboard stated that the total benefits identified by CoEx were £124 million. The counter
fraud lessons learnt paper stated three recommendations: that the cross-departmental
ministerial boards should continue to improve government’s counter fraud response; that
a fraud risk assessment should be undertaken by suitably skilled people for any existing
COVID-19 scheme that was extended; and that departments should have a plan for how

they invest further in counter fraud capacity (proportionate with the level of fraud risk).'%2

COVID-19 Response Board July 2021- April 2022

3.77. HMT allocated further funding for 2021/2022 to the Government Counter Fraud Function
and the Government Grants Management Function to continue to address fraud and error

in the COVID-19 response. The Government Grants Management Function was allocated
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£3 million, and the Government Counter Fraud Function £3.3 million.The COVID-19
Response Board (“the Response Board”)} was established in July 2021 to monitor the
progress and delivery of both the Government Counter Fraud Function and the
Government Grants Management Function against the budget.’® | summarise below the

meetings as relevant to the CoEx COVID-19 counter fraud response.

3.78. The first meeting of the Response Board took place on 7 July 2021 where its terms of
reference were agreed. According to a slide pack provided to the Response Board, CoEx
planned to use the funding to: deliver fraud analytics for the BBLS; deliver a programme
for BEIS and BBB to support accredited lenders to detect and prevent fraud in their
economic stimulus schemes; develop and maintain the Global Fraud Risk Assessment;
maintain central oversight of the COVID-19 Fraud Hotline with prioritisation of referrals to
departments; and run the Fraud Measurement and Assurance Expert Panel reviews in the
top six highest risk COVID-19 schemes.'%

3.79. The Response Board met on 16 August 2021 where it was stated that: the Bounce Back
Loan fraud analytics programme was given a ‘green’ delivery confidence assessment with
three maijor risks mitigated; and the Fraud Measurement and Assurance Expert Panel
was given an ‘amber’ assessment (due to such factors as recruitment campaigns having

limited results) with focus for the programme being given to BEIS and DHSC schemes.'®

3.80. The Response Board met again on 13 September 2021 where an overview of CoEX’s
work on key deliverables was reviewed during the previous month. This included: Global
Fraud Risk Assessment extracts had been sent to counter fraud leads in departments to
verify; there was “continued engagement” with BEIS and DHSC to agree provisional
timelines to fraud measurement testing; and continued work on the Bounce Back Loan

fraud analytics programme.'%®

3.81. The Response Board met on 16 December 2021. Alongside the usual update on progress
against the deliverables, two papers were provided by CoEx. One paper described how
CoEx planned to find £5 million in savings through Post Event Assurance work. The other
paper, provided by CoEx’s intelligence team, stated that the target for £3 million of
savings from the Fraud Hotline would not be delivered in that financial year due to time
lags in intelligence being shared and action being taken and challenges for departments

to action the outcomes from the Hotline (such as lack of capacity and capability). The
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paper did state that £30 million of savings had already been achieved in the previous

financial year with the prior year’s funding from HMT.""’

3.82. The Response Board met on 24 January 2022. CoEx updated on its progress against the
deliverables for the year which included: Phase 2 of the analytics programme was
complete with £81 million (fully audited) prevented fraud and Phase 3 underway; and a
Post Event Assurance review had been commissioned to departments, of which 12 had

engaged; amongst other actions.'%

3.83. The Response Board met again on 28 February 2022. CoEx updated on its progress
against the deliverables for the year which included: Phase 3 of the Bounce Back Loan
fraud analytics programme was underway, tracking ‘green’ against the delivery plan; all
departments had submitted their Post Event Assurance reviews and CoEx were analysing
returns; and a Global Fraud Risk Assessment paper was in draft in preparation for

presentation to the Finance Leaders Group.'®

3.84. The final meeting of the Response Board took place on 12 April 2022. The final
dashboard stated the progress made in the financial year which included: completion of
Phases 2 and 3 of the Fraud Analytics Programme with benefits totalling £81 million in
prevented fraud, £49 million detected and £1.8 million fully recovered to date; six loss
measurement exercises had been assured by the Government Counter Fraud Function
Fraud Measurement and Assurance Expert Panel; and 3,000 intelligence reports had

been shared with departments/law enforcement agencies.'°

Lessons identified by the Government Counter Fraud Function during the pandemic

3.85. In May 2020, ministers agreed™ that CoEx would lead a lessons learned review of the
public sector counter fraud response to COVID-19 to inform future emergency and
operational fraud management. This review covered all areas of counter fraud activity, not

solely in relation to procurement.

3.86. The output of the review was provided by CoEx to the Fraud Ministerial Board in
November 2020 in a paper titled “COVID-19 Counter Fraud Lessons Learnt Policy
Research Paper”.'"? Feedback was gathered from departments responsible for the
delivery of COVID-19 schemes, repurposed grants or increased spending as a result of

the pandemic. Additional input into the review was also sought from cross-public-sector
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counter fraud professionals. This exercise demonstrated the impact of the pandemic on
fraud loss data over time in the public sector: “pre C-19, the value of loss due to fraud and
error in the public sector was estimated at £31-53 billion a year. With the additional
government expenditure in response to C-19, losses are estimated to be a further £1.725

- £17.25 billion in fraud and error”.
3.87. The paper is split into four parts and is summarised below:
3.88. What went well:

3.88.1.  Collaboration with cross-function, cross-sector colleagues and internal
department teams supported the Government's COVID-19 counter fraud

response.

3.88.2. Some departments were able to utilise functional expertise to assist with

activities such as fraud risk assessments.
3.89. Common challenges faced by departments:

3.89.1. The scale of total fraud and error in COVID-19 schemes was likely to be
considerable and the actual level would not be known for some time until

after the event.

3.89.2. Some departments were under-resourced in their counter fraud capacity and
faced recruitment challenges which created gaps in their engagement with

schemes.

3.89.3. Counter fraud risks were not regularly incorporated in the design and
delivery phases of some schemes and therefore some counter fraud risks

were not considered.

3.89.4. Data access, data quality issues and the ability to use data in some

departments.

3.90. Reflections on what could be done differently to improve the COVID-19 counter fraud

response:

3.890.1.  Invest in counter fraud capability and increase capacity proportionate to the

level of fraud risk.

3.90.2.  Undertake fraud risk assessment to understand the need for upfront counter

fraud checks.
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3.90.3. Improve data access, data quality and the ability to use data across

government.

3.90.4. Integrate counter fraud into established processes and procedures for better,

overall decision making.

3.90.5. Review the engagement approach between the Counter Fraud Function and
departments to ensure counter fraud activity was clearly communicated and

supported.
3.91. Recommendations:

3.91.1.  Maintain the cross-departmental ministerial and multi-function advisory
boards to oversee and improve the government's continued COVID-19

counter fraud response.

3.91.2. Departments should have a plan for how they invest further in skilled counter
fraud capacity (proportionate to the level of fraud risk) and there should be a
plan for additional and ongoing investment in the development of the
Government Counter Fraud Function to improve the prevention and

detection of fraud.

3.91.3. A fraud risk assessment should be undertaken by skilled people for any
existing COVID-19 scheme that is extended. This should be reviewed
regularly to monitor and re-assess fraud risks as they evolve to ensure

mitigation is in place.

3.914. Improve common access to key datasets with an agreed minimum and
consistent data specification to improve effectiveness of checks and exploit

the data held across government to verify the eligibility of payments.

3.91.5. There should be a plan in place to invest in counter fraud data analytics to
improve the ability to identify higher risk applications quicker and prevent and

detect a greater level of fraud.

3.91.6. Conduct a review of the Counter Fraud Function engagement approach with
departments to identify areas where working together could be improved in

order to realise better counter fraud outcomes.

3.92. An update briefing on these recommendations was also provided to the Fraud Ministerial
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Board."™ Further lessons learned exercises, beyond the relevant period, are outlined in

Section 5.

"3 MC/176 - INQD00497021
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4.1.

4.2.

4.3.

4.4.

4.5.

SECTION 4: COEX INVOLVEMENT WITH ECONOMIC SCHEMES AND
INTERVENTIONS INTRODUCED DURING THE PANDEMIC

This section sets out a summary of CoEx’s involvement in economic schemes and
interventions introduced by the Government during the pandemic. In addition to the work
described above that CoEx did to feed into the overall COVID-19 response, the below
information describes the work conducted by the countermeasures team on each

economic scheme and intervention.

| repeat the important point that CoEx was not involved in the design of any economic

scheme introduced by the Government during the relevant period.

Business Support Grants

Grant schemes were one way that the Government sought to support businesses and
relieve some of the financial impact of non-pharmaceutical interventions. HMT was the
department responsible for determining how the Government would support businesses
through the pandemic. BEIS was responsible for the operational delivery of the schemes
announced by HMT, including the development of guidance for local authorities which
paid grants directly to eligible local businesses. MHCLG also had a significant role in
working with BEIS to implement the schemes.” As explained above, CoEx was not
involved in the design of grant schemes; its role was purely in relation to the management

of the fraud risks which the schemes gave rise tfo.

CoEx allocated its resources in March 2020 to support MHCLG and BEIS, given that
business support grants were deemed one of the highest risk schemes in the Global
Fraud Risk Assessment. The Government Grants Management Function led the Fraud,

Error, Debt and Grants unit’s response to the schemes, with support from CoEx.

On 18 March 2020, No.10 was provided with an update note on the plan for CoEx and the
Government Grants Management Function (part of the wider Fraud, Error, Debt and
Grants business unit) to offer support to departments working on COVID-19 grants." This
offer of support was approved by CDL in a submission from the Fraud, Error, Debt and
Grants business unit on 19 March 2020."% On 20 March 2020, Lyn McDonald wrote to the
Permanent Secretaries of MHCLG, BEIS and HMT, offering support from the Government
Grants Management Function and CoEx which included: contributing to the drafting and
editing of guidance to include clawback clauses (i.e. that “any business caught falsifying

their records to gain additional grant money will face prosecution and any funding issued

"M MC/M77 - INQO00578213
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4.6.

4.7.

will be subject to claw back [recovery of funds], as may any grants paid in error”™7);
encouraging the use of the due diligence tool Spotlight (explained in further detail below)
into each local authority as a minimum; the expansion of the National Fraud Initiative to
capture business rates as part of biannual mandatory data capture; detailed data
specification for data capture to support both upfront controls and PEA; and assistance

with Post Event Assurance activity.'®

The National Fraud initiative and due diligence tools

On 27 March 2020, CoEx sought approval from Lord Aghew to extend the data matching
activity of the National Fraud Initiative (see above at paragraphs 3.18-3.19) to include the
economic schemes implemented in response to COVID-19. The submission stated that a
number of emergency funding programmes involved local authorities awarding grants to
businesses and individuals, and that CoEx had concerns that “the requirement to disburse
funds quickly in the current climate may result in increased losses due to fraud and error”.
In order to ensure “meaningful post event assurance activity is viable, the National Fraud
Initiative proposes to mandate information from LAs [local authorities] about Covid-19
relief payments as well as any other information (for example a fuller extract of business
rates to support the detention of fraudulent grants)”. " Lord Agnew agreed to this

extension of the National Fraud Initiative on 31 March 2020.'%°

The National Fraud Initiative mandated the provision of COVID-19 grants data from local
authorities as part of the National Fraud Initiative 2020/21 work programme. This allowed
a data matching pilot to be undertaken, which aimed to flag potential fraud where
companies had received multiple grants or where fraudsters impersonated genuine
businesses in order to access grants. The National Fraud Initiative worked closely with
BEIS, local authorities and the National Anti Fraud Network (a local authority based
intelligence service) to progress the pilot and the follow up on fraud flags. The National
Fraud Initiative shared data on known attempts to defraud the system by matching fraud
watchlists data, maintained by the National Anti Fraud Network and BEIS, to the wider
grants data submitted to the National Fraud Initiative by local councils. This additional
work led to £2.1 million in additional fraud detected or prevented, of which £1.7 million

was in recovery.'?'
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4.8.

4.9.

4.10.

Spotlight is an automated due-diligence tool which was designed specifically to improve
the management of government grants. Spotlight compares information from grant
applications against a range of data sources and determines the level of risk. Spotlight
has unique access to government data and helps to ensure that checks are detailed and
rigorous. Spotlight uses Companies House data, the Government Grants Information
System, and the Government contract database to perform basic due diligence checks.
The tool uses this information to quickly process applications to highlight areas of risk and
inform grant-making decisions. Spotlight can assess a large volume of grant applications
against open source and government datasets, and provide summaries for consideration
to aid decision-making. These checks can be done at pace and completed almost
immediately. It is important to note that Spotlight was not designed to replace
due-diligence checks, but to make them quicker, simpler and more rigorous. Grant makers
are usually expected to review the results, performing further checks and investigations
where required. Spotlight highlights risks/flags where grant makers may otherwise be

unaware of them.'®

On 20 March 2020, MHCLG accepted CoEx and the Government Grants Management
Function’s offer of support, which was to provide access to Spotlight for all local
authorities.’” CoEx and the Government Grants Management Function began a pilot on
23 March 2020 to test Spotlight on two grant schemes, SBGF and RHLGF, with two local
authorities: Castle Point Borough Council and Thurrock Council.'?* The Fraud, Error, Debt
and Grants business unit tested the business rate data from the two local authorities
(comprising 2,000 applicants in total). The report stated: “The findings show that Spotlight
is a useful tool to provide risking insight but the indicators from the Spotlight checks
require further investigation. It demonstrated that there is a risk that grants could still be
awarded to companies who do not meet the eligibility criteria, largely due to the lack of
data held by some LAs [local authorities]”.'® | set out later in this statement how CoEx
and the Government Grants Management Function advised BEIS to ensure the collection
of a minimum of data requirements by local authorities in their guidance on business

support grants.

On 24 March 2020, BEIS published guidance on business support grants which stated

“The Government Grants Management Function and Counter Fraud Function will make

22 MC/185 - INQ000593983
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4.11.

4.12.

4.13.

4.14.

4.15.

their digital assurance tool, Spotlight, available to Local Authorities, and will offer support

in using the tool and interpreting results.”'?®

On 26 March 2020, CoEx began working with Experian to build a solution that could
enable the Government to pay a grant to a validated business and current account that is
either matched to the business's credit file, or to an account that is retrieved from the

business credit file.

This became a two tier tool: a Bank Account Verification check which validated bank
accounts against consumer and commercial credit data to reduce the risk of paying funds
into invalid, fraudulent or high risk accounts, and an Active Company Checker using
commercial credit data to see if a company has a commercial footprint. This service went
live and was deployed via the National Fraud Initiative on 30 April 2020, becoming

available for all local and central government users.'?’

The impact of the Experian tool was audited by the GIAA covering 2020/21 and 2021/22
(covering the period that the Experian tool was made available to and used by 228 local
authorities). In total £5,883,814 in additional fraud and error was detected of which
£768,028 was identified as in recovery.'® These savings were all post event detections

and subsequent recoveries.'?®
Guidance and advice on business support grants

As previously stated, guidance was first published by BEIS on 24 March 2020 which
stated that Spotlight was available to local authorities administering grants, and that the
Government Counter Fraud Function and the Government Grants Management Function

would provide support to conduct Post Event Assurance to identify high risk payments.'°

In order to develop a process for the recovery of fraudulently claimed grants, and to
enable more effective upfront checks and post event assurance, CoEx advised MHCLG
and BEIS to ensure minimum data requirements for grants paid were collected by local
authorities. During the early stages of the drafting of guidance, on 20 March 2020 CoEx
advised MHCLG that it was crucial for local authorities to be able to recover grant

131

funding.
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4.16. On 31 March 2020, guidance was updated by BEIS to include Annex B on post-payment
reporting, where local authorities were required to report weekly to BEIS on the SBGF and
RHLGF. The reports were to cover the following minimum data requirements: the number
of businesses eligible per scheme; the number of actual payments; a RAG rating for

delivery confidence; and any issues encountered implementing the scheme.'?

4.17. At a meeting on 17 April 2020 of the Small Business Grant Schemes Advisory Group'3, it
was confirmed by BEIS that the Secretary of State (Alok Sharma) intended to publish data
on 20 April 2020 on payments made by local authorities under the grant schemes online,
to include the percentage of funds paid out of the total original allocation for each local
authority. This planned publication by BEIS became known as a ‘league table’. Some local
authorities who had paid out less than others articulated a view that they had a low
risk/fraud appetite and had chosen to undertake more upfront checking before making

payments.'

4.18. CoEx was also made aware that there was concern in MHCLG and BEIS that the funding
was not being distributed quickly enough given the proposed completion date of the end
of April 2020. BEIS advised in the Small Business Grant Schemes Advisory Group call on
17 April 2020 that Minister Paul Scully had contacted each of the local authorities that had

not distributed any payments (or returned any data on payments to MHCLG)."®

4.19. CoEx was concerned that the proposal by BEIS to publish this ‘league table’ created an
incentive for local authorities to deprioritise anti fraud measures, and together with the
Government Grants Management Function, it subsequently wrote to No.10 special
advisers advising that “One potential outcome is that if they are subject to league tables
based on the rate they have disbursed the funds, then there will be a motivation to simply
get the funds out and all reasonable controls will be removed. We believe that publishing
in this way will drive the wrong behaviours”. CoEx also advised No.10 that a number of
local authorities had used the Spotlight tool and were able to identify and halt payments to
ineligible companies (approximately £23 million across £1 billion in awards checked
through Spotlight as of 17 April 2020)."%

4.20. On 17 April 2020, | wrote to the Director for the Business Support Grants at MHCLG™’

and flagged my concerns in relation to the proposed league table. | stated that “publishing
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the extent LAs [local authorities] have made payments (based on data with known
weaknesses) is likely to drive up irregular payments, as it will pressure LAs to make
payments o improve their standing on this, rather than to not pay where it is not
appropriate. The framing in the meeting today that has been communicated to me is the
line will be "We have paid out x to entitled companies’. | wanted to throw a caution in on
this. We know there will be irregularity in this. Spotlight has already prevented some and
we have a post event assurance team set up to get at others. My strong advice is we

should avoid saying that we have paid eligible companies”."®

4.21. The performance data up to 5 July 2020 (published on 7 August 2020) was not a league
table, but rather a factual account of the amount of funding disbursed by each local
authority across three grants schemes (SBGF - £6.44 billion value, 644,000 volume;
RHLGF - £4.182 billion value, 221,000 volume; Local Authority Discretionary Grant Fund -

£239 million value, 37,500 volume)."*®

4.22. On 30 April 2020, the BEIS Secretary of State sent a letter to local authorities setting out
BEIS’s expectations of local authorities in conducting “reasonable and practicable” fraud
checks stating: “We also know that you are concerned about who is accountable — central
or local government — for money paid out in error or due to fraud. We can confirm that the
Department for Business, Energy and Industrial Strategy will stand behind any erroneous
payments, subject to local authorities having done what is reasonable and practicable to
have avoided this in the first place and then having exhausted all reasonable and
practicable steps to recover any over-payments. The Department for Business, Energy
and Industrial Strategy will be accountable for what is left over. We hope that clarifying the
overall position on financial accountability is helpful in releasing further grant payments”.™°
CoEx supported this position and advised MHCLG/BEIS that this was an appropriate way

to strike the balance between speed and accuracy.

4.23. The Fraud, Error, Debt and Grants business unit then provided ongoing support to
MHCLG and BEIS to administer business support grants throughout the relevant period,
via the Spotlight tool and post event assurance activity. Once the Bounce Back Loan
scheme was announced, much of the Government Counter Fraud Function’s work

focused on this, as set out later in this section.

4.24. The Fraud Measurement and Assurance Expert Panel conducted a review of the RHLGF

and SBGF, finding that the fraud measurement and assurance activity in both grant funds

3 MC/195 - INQ000594168
¥ MC/196 - INQD00593937
0 MC/197 - INQO00543189
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were “Not meeting the standard”. The Panel’s feedback stated that the funds did not meet
the fraud measurement standard, and that they were not satisfied that the work conducted
had led to a credible estimate of the level of fraud and error in the schemes. The main
issues with the report assessed by the Panel (which set out the fraud sampling
methodology, testing plan and results) were: there was “too much reliance” on information
obtained from local authorities with no departmental testing or assurance undertaken on
the information; it was unclear how some fraud and error estimates had been produced;
and that decisions on whether fraud and error had occurred had been taken by third
parties (e.g local authorities), so the Panel were unable to have confidence that a

consistent approach had been taken to the schemes.™’

4.25. At the same time that CoEx was supporting BEIS to develop an enforcement strategy for
the Business Support Grants, CoEx were aware that the National Investigation Service
was being commissioned separately by local authorities to look at fraud in the Business
Support Grants being disbursed by local authorities. BEIS were struggling to find an
enforcement option for the scheme. On 3 June 2020 CoEx facilitated an introduction
between MHCLG/BEIS and the National Investigation Service, and following this BEIS
took the decision to contract the National Investigation Service to lead investigations into

Business Support Grants.'#

4.26. In February 2023, the newly created Department for Business and Trade (DBT) took over

responsibility for the schemes from BEIS.™3

4.27. The Inquiry will be aware that the National Audit Office’s (NAO) March 2023 report on
Business Support Schemes details "£1.1 billion estimated losses occurring as a result of
error and fraud in business grant schemes, 2020-21 and 2021-22 (just under 5% of the

value of grants paid to businesses)"."*

4.28. An evaluation report authored by IPSOS UK for DBT identified that 83% of the £1.1 billion
in estimated losses was related to error as opposed to fraud, and concluded that “The
rapid mobilisation of Cohort One grant schemes is likely to have had the adverse
consequence of comparatively high levels of irregular payments, as the first cohort of
schemes were largely launched without formal application and due diligence processes.
These issues meant that the BEIS Accounting Officer sought a Ministerial Direction for the

expenditure”.'®

" MC/198 - INQ000593875; MC/199 - INQO00611220
2 MC/200 - INQ000594019
3 MC/177 - INQOB0593941
* MC/201 - INQO00576430
% MC/202 - INQO00585832
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