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Summary

The level of fraud and error in benefit spending remains unacceptably high. The
Department for Work & Pensions (DWP) overpaid some £8.2 billion in 2022-23, of
which £6.4 billion was due to benefit fraud. This has fallen only slightly since last year,
when we reported that DWP overpaid an eye-watering £8.6 billion—compared with
£4.4 billion in 2019-20 before the pandemic—and warned that high levels of benefit
fraud could become perceived as normal. DWP now expects the propensity of people
attempting to commit fraud in society to increase by 5% each year. We are concerned
that, as a result, DWP does not expect benefit fraud and error to return to pre-pandemic
levels until 2027-28 and says it cannot reduce Universal Credit overpayments to the
6.5% of expenditure that it previously committed to.

We acknowledge that DWP is now being more transparent about its plan to tackle the
increase in fraud and error. It is investing an additional £895 million in counter-fraud
activities, has set an annual savings target and forecast of the level of overpayments,
and published a framework for reporting the £9.4 billion of savings it expects to achieve
up to 2027-28. Now DWP needs to implement its plan and demonstrate a meaningful
reduction in the levels of fraud and error. DWP expects most of the savings to come
from a £443-million project to cleanse the benefit system of incorrect payments by
reviewing some 8 million live Universal Credit cases over the next five years. The
success of this project is dependent on DWP’s ambitious plans to scale up recruitment
and productivity of the team reviewing the claims.

We are very concerned that DWP reports yet another historic underpayment of State
Pension, which it estimates may have left some 210,000 pensioners out of pocket by a
total of £1.3 billion. DWP expects to pay back an average of £5,000 to each affected
pensioner. This is in addition to the previous underpayment of £1.2 billion affecting
165,000 pensioners due to historical errors by DWP. DWP must work urgently with
HMRC to provide clarity on how it will fully address this issue and provide assurance
over the integrity of the National Insurance records. DWP must also do more to detect
underpayments before they build up and have a significant impact on pensioners and
other claimants.

DWP is also investing in advanced analytics to tackle fraud and error but needs to
do more to provide public confidence in the fairness of these tools. DWP says that its
use of machine learning to identify potentially fraudulent claims is at an early stage of
development. But it has not yet made it clear to the public what proportion of benefit
claims have been subject to machine learning analysis nor published any assessment of
the impact on customers.
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Introduction

The Department for Work & Pensions (DWP) is responsible for the delivery of work,
welfare, pensions and child maintenance policy. It administers the State Pension and a
range of working age, disability and ill health benefits to around 20 million claimants and
customers. In 2022-23, DWP spent £109.6 billion on State Pension and £125.2 billion on
all other benefit payments’.

Benefit payments are susceptible to both deliberate fraud by organised crime groups and
opportunistic individuals, and unintended error by claimants and DWP. The C&AG has
qualified DWP’s accounts every year since 1988-89 due to material levels of fraud and
error in benefit expenditure. The C&AG qualified DWP’s 2022-23 accounts for fraud and
error in all benefits other than State Pension, which has relatively simple conditions of
entitlement and a lower level of fraud and error.

1 Including grants for Housing Benefit paid on its behalf by Local Authorities.
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Conclusions and recommendations

L.

Benefit fraud and error has yet to fall significantly since the pandemic and DWP
does not expect it will return to pre-pandemic levels until 2027-28. DWP overpaid
6.6% of benefit spending in 2022-23, excluding State Pension, which is equivalent
to £8.2 billion. This is slightly lower than 2021-22, but remains much higher than
pre-pandemic levels - DWP estimates it overpaid 4.7% (£4.4 billion) of benefits
in 2019-20. The majority of fraud and error continues to be driven by Universal
Credit, which was overpaid by a staggering 12.8% (£5.5 billion) in 2022-23. DWP
estimates that 18% of Universal Credit claims—relating to over 800,000 people—
already contain an element of fraud. DWP predicts that benefit overpayments will
not return to pre-pandemic levels until 2027-28. It believes this is in part due to a
general increase in the propensity to commit fraud, which it expects will rise by 5%
per year indefinitely. As a result, DWP no longer expects to reduce Universal Credit
overpayments to the 6.5% figure it previously committed to.

Recommendation 1:

a) DWRP needs to reduce substantially the level of fraud and error in benefit
spending and demonstrate that it is operating a cost-effective control
environment.

b) As part of its Treasury Minute response to this report, DWP should set out the

evidence for its assumption that there will be a general increase in fraudulent
behaviour of 5% per year. In its Annual Report & Accounts, DWP should
explain any variance between its 5% assumption and the official fraud and
error statistics.

DWP expects the activities set out in its counter-fraud plan to generate £9.4 billion
of additional savings over the next five years. In May 2022 DWP set out its high-
level plan to tackle fraud and error following the pandemic in Fighting Fraud in the
Welfare System. This includes £895 million of additional investment over the three
years to March 2025 in counter-fraud staffing, advanced data analytics, and a project
to review millions of Universal Credit claims. DWP estimates that this investment
will lead to £9.4 billion of savings over five years by reducing fraud and error.
Following a recommendation from this Committee, DWP has published a detailed
estimate of the amounts saved through its counter-fraud work, which it estimates
was £1.1 billion for 2023-23. It has also set a target to save £1.3 billion through
counter-fraud work in 2023-24. This will need to increase each year to achieve its
forecast reduction in overpayments if DWP’s other assumptions are correct. Taken
together, the forecast, new savings estimate and target improve accountability by
providing greater clarity on the cost-effectiveness of DWP’s counter-fraud activities.
However, DWP has acknowledged that the savings estimate is experimental and
requires refinement.

Recommendation 2: DWP should report annually on its savings from detecting
and preventing overpayments and its forecast of future overpayment levels, to at
least the level of detail set out in Figure 9 of the Comptroller and Auditor General’s
report, while continuing to refine and improve the underlying methodology.
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The success of DWP’s plan to reduce fraud and error in Universal Credit is
dependent on its ability to review 8 million live claims by 2027-28. The biggest
element of DWP’s counter-fraud plan is a project to cleanse the benefit system of
incorrect payments by reviewing millions of Universal Credit claims - which it
calls Targeted Case Reviews (TCR). DWP is investing £443 million in TCR over the
current Spending Review period up to March 2025 and expects TCR to produce £6.4
billion of savings by 2027-28. To achieve this, it expects that staff will need to review
around 8 million live claims, which will involve interviewing and chasing evidence
from millions of people. TCR appears to be working as expected at a small scale
(with 25,000 claims in 2022-23), but DWP faces a significant challenge in scaling
up the project. It plans to increase the number of its TCR staff from 2,000 to around
6,000 and to more than triple the average number of claims each agent reviews each
day. DWP acknowledged these challenges but says it is on track. However, it plans
to outsource around 40% of TCR reviews to private contractors, which brings with
it further risks to maintaining effectiveness, quality and customer service in reviews
that are outsourced.

Recommendation 3: As part of its Treasury Minute response to this report, DWP
should set out how it will report on the efficacy, quality and customer service
of Targeted Case Reviews, including separate disclosure where this has been
outsourced to contractors. This is to provide public confidence that the review of
Universal Credit cases is working, is not overly burdensome, and is not leading to
legitimate claims being disrupted.

DWP and HMRC face a significant challenge in making back payments to people
who have been underpaid State Pension due to missing Home Responsibilities
Protection. In 2021-22, DWP identified underpayments of State Pension due to
gaps in the National Insurance records of people who were historically entitled to
a benefit called Home Responsibilities Protection (HRP). DWP now estimates that
210,000 people may have been underpaid some £1.3 billion, going back decades. This
is in addition to the underpayment of £1.2 billion affecting 165,000 pensioners due
to historical errors by DWP that we reported on last year. We are very concerned
that DWP has found another systemic underpayment, potentially leaving hundreds
of thousands of pensioners out of pocket by an average of £5,000. HM Revenue &
Customs (HMRC) administers National Insurance records and told us it will be
very difficult to identify people who have been impacted because it no longer holds
the relevant records. It plans to contact people it thinks may be affected and invite
them to make a claim for HRP. It will then correct the National Insurance record
so DWP can pay back any missing State Pension. HMRC confirmed that any back
payments may be subject to a tax charge, but it has not decided how it will deal
with this. Neither DWP nor HMRC were able to tell us when this issue will be fully
corrected.

Recommendation 4:

a) DWP should work with HMRC within the next six months to set out a clear
plan and timetable for correcting underpayments of State Pension relating to
Home Responsibilities Protection and provide clarity on how any tax issues
will be dealt with.
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b) DWP and HMRC should regularly publish updates on their progress correcting
this issue. This should include key numbers such as the volume of cases
identified as at risk, the number of people asking for a review of their case,
and the value of payments made.

DWP is not doing enough to assure itself or Parliament that it can rely on National
Insurance records to pay State Pension accurately and that it will not find further
historic underpayments. The £1.3 billion underpayment of State Pension relating
to missing HRP is one of three ongoing historical issues reported by DWP. It is
in addition to the previous underpayment of £1.2 billion affecting some 165,000
pensioners. DWP now also reports that people who claimed Universal Credit over
the period 2017-18 to 2022-23 are missing National Insurance credits due to an IT
issue, and that it is working to update records. These underpayments raise serious
doubts about the accuracy and completeness of the NI records. There is a risk that
similar errors may occur with other benefits, as DWP does not routinely check that
claimants are receiving the National Insurance credits they are entitled to. DWP
and HMRC told us that their internal audit teams are collaborating on a joint review
to provide some assurance over the integrity of the National Insurance records. But
is concerning that these issues were able to build up over many years before DWP
was alerted to them. DWP also told us it was working towards responding to our
previous recommendation that it does more to detect systemic underpayments early
before they can have a serious impact on pensioners.

Recommendation 5:

a) DWP should work with HMRC to provide assurance to the Committee within
the next twelve months over the integrity of the National Insurance records
and how they interact with DWP’s benefit system.

b) DWP should report as part of the Treasury Minute what is done to set up
an ‘early warning system’ to detect issues before they grow into significant
underpayments. This could involve performing more frequent and in-depth
analysis of underpayments identified by frontline staff.

DWP has not yet done enough to understand the impact of machine learning
on customers and provide them with confidence that it will not result in unfair
treatment. DWP is expanding its use of advanced data analytics to tackle fraud. This
includes machine learning algorithms to flag potentially fraudulent benefit claims,
so the system learns and adapts without following explicit instructions. DWP says
it is in an early stage of implementing these tools, but has already piloted them to
tackle fraud in Universal Credit advances. There are legitimate concerns about the
level of transparency around DWP’s use of these tools and the potential impact on
claimants who are vulnerable or from protected groups. DWP has not made it clear
to the public how many of the millions of Universal Credit advances claims have
been subject to review by an algorithm. Nor has it yet made any assessment of the
impact of data analytics on protected groups and vulnerable claimants; though we
acknowledge it has recently committed to provide such an assessment in next year’s
annual report. Although DWP has internal governance arrangements over its use
of machine learning and performs some ongoing analysis of bias, the results so far
have been largely inconclusive.
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Recommendation 6: DWP should, as part of the assessment in its annual report,
consider explicitly the impact of data analytics and machine learning on legitimate
claims being delayed or reduced, the number of people affected, and whether this
is affecting specific groups of people.
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1 The scale of fraud and error in the

benefit system

1.  On the basis of a Report by the Comptroller & Auditor General (C&AG), we took
evidence from the Department for Work & Pensions (DWP) on its 2022-23 Annual Report
& Accounts and the level of fraud and error in the benefits it administers.> We also took
evidence from HM Revenue & Customs (HMRC) due to its role in administering National
Insurance records.

2. DWPisresponsible for the delivery of work, welfare, pensions and child maintenance
policy. It administers the State Pension and a range of working age, disability, and ill health
benefits to around 20 million claimants and customers. As part of this, it is responsible for
paying benefits to claimants on time, and in full, in accordance with legislation and the
related regulations. In 2022-23, DWP spent £234.8 billion on benefits and State Pension
payments. Of this, it spent £109.6 billion on State Pension, £109.1 billion on other benefits
it paid directly, and £16.1 billion on Housing Benefit paid on its behalf by local authorities.?

3. Benefit payments are susceptible both to deliberate fraud, either by individuals or by
organised crime groups, and to unintended error by claimants or by DWP itself. The C&AG
has qualified DWP’s accounts every year since 1988-89 due to material levels of fraud
and error in benefit expenditure. The C&AG qualified DWP’s 2022-23 accounts because
of the level of fraud and error in all benefits except State Pension. The State Pension has
relatively simple conditions of entitlement and a lower level of fraud and error. Excluding
State Pension, DWP estimates that it overpaid 6.6% (£8.2 billion) and underpaid 2.1%
(£2.6 billion) of benefit payments in 2022-23. The level of overpayment across all benefits,
including State Pension, was 3.6%."

4. DWP has produced an annual estimate of fraud and error in benefit expenditure
since 2005, which it publishes as National Statistics. The most recent statistics for fraud
and error in the financial year 2022-23 were released in May 2023. These statistics were
based on sampling of claims for a range of benefits, undertaken between September 2021
and October 2022.°

Levels of fraud and error in the benefit system

5. Fraud and error in the benefit system has yet to fall significantly since the COVID-19
pandemic. DWP estimates that it overpaid 6.6% of benefit payments in 2022-23, which is
£8.2 billion of taxpayer money. This is slightly lower than in 2021-22 when DWP overpaid
arecord 7.7% (£8.6 billion), but much higher than the 4.7% (£4.4 billion) that it overpaid in
2019-20 before the pandemic. Most of the fraud and error in 2022-23 related to Universal
Credit, which DWP estimates it overpaid by 12.8% (£5.5 billion). DWP estimates that
18% of Universal Credit claims contain an element of fraud, which is equivalent to over
800,000 people.®

2 Department for Work & Pensions, Annual Report & Accounts 2022-23, HC 1455, 6 July 2023 (Abbreviated in
subsequent footnotes to ‘DWP ARA 2022-23’); and C&AG's Certificate and Report on pages 253-310 of the same
DWP ARA 2022-23, pages 22, 271

DWP ARA 2022-23, pages 55, 272, 279, 281

DWP ARA 2022-23, pages 94, 298, 388

DWP ARA 2022-23, page 272

o Ul bW


https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1167946/annual-report-accounts-2022-23-web-ready.pdf
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6. We asked DWP how this level of fraud and error compared to its expectations. DWP
referred us to its forecast of benefit overpayments, published by the NAO, which shows that
while DWP expected to overpay Universal Credit by 12.1%, the actual level was 12.8%. It
acknowledged that while overpayment levels have come down slightly across all cohorts of
Universal Credit claimants, they are not yet back to pre-pandemic levels.” It explained that
in 2021-22 it reintroduced controls over self-employment earnings that were suspended
during the pandemic. Although DWP reports that most of the fall in overpayments in
2022-23 related to self-employment, it told us that the full effect of reintroducing these
controls would not emerge until 2025. It added that there is a further lag in the fraud
and error statistics because the sample for 2022-23 was performed between September
2021 and October 2022.°* DWP also cautioned that there is considerable uncertainty about
baseline levels of fraud and error and noted that it had met its expectation to save £1.1
billion through its counter-fraud activities in 2022-23.°

Overpayment of Universal Credit

7.  DWP estimates that it overpaid 12.8% (£5.5 billion) of all Universal Credit payments
in 2022-23, which is much higher than any other benefit.'* We challenged DWP to explain
why the fall in fraud and error promised in the Universal Credit business case has failed to
materialise. DWP told us that where legacy benefit claimants have migrated to Universal
Credit, specific types of fraud—including earnings from employment and childcare—
have fallen significantly.'* But it acknowledged that there has been a large build-up in
what it calls the ‘stock’ of overpaid Universal Credit claims, which it says relate mostly to
the pandemic. It added that it expects to address this primarily through Targeted Case
Reviews.'? DWP estimates that the overpayment rate is particularly high for claims that
started at the beginning of the pandemic - March 2020 to June 2020 - which during 2022-
23 were overpaid by 21.0%."

8.  Weasked DWP to what extent the fact that 1 in 3 Universal Credit claims is incorrect
is a result of the complexity of the system. DWP told us it is trying to make it easier for
claimants to declare changes of circumstances through continuous improvements of the
Universal Credit system. It gave as an example where it has made changes to simplify the
process for claimants to declare their level of savings. DWP added that Universal Credit
underpayments are relatively low, which it believes is a result of bringing together legacy
benefits.™*

9. Wechallenged DWP to explain whether it still expects Universal Credit overpayments
to fall to 6.5% as it had previously committed to. DWP explained that 6.5% was the level
implied in the business case as a result of the expected reduction in fraud and error from
merging legacy benefits into Universal Credit. It added that there is no reason to think that
it cannot still achieve the expected reduction, but that this would now result in a higher
rate than 6.5% because the baseline level of fraud and error has increased. It concluded

7  Qq13-14
8 Qi5
9 Q13
10  DWP ARA 2022-23, page 272
11 Q16
2 Q16

13 DWP ARA 2022-23, page 111
14 Q17
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that it might be that DWP is doing everything it possibly can but still does not achieve
6.5%, and that the key is doing that all it reasonably can and clearly demonstrating that its
control activities are cost-effective.'®

Forecasting future levels of overpayment

10. We questioned DWP on whether it expects the impact of the pandemic on fraud and
error to gradually fade or to remain elevated for some time. DWP told us that although
it expects the impact of the pandemic to fall away over time, it now believes that there
is a general increase in the propensity to commit fraud in society, and as a result it may
be “difficult to get back to where we were pre-pandemic”.'® This assumption is built into
DWP’s forecast, which suggests that benefit overpayments will not return to pre-pandemic
levels until 2027-28."7 However, DWP cautioned that there is “considerable uncertainty”
about the baseline level of fraud and error.'®

11. We asked DWP to clarify why it assumes in its forecast that there is an ongoing
increase in the general propensity to commit fraud in society. DWP explained that this is
a judgement based on estimates produced by a range of other bodies. These include Cifas
which has reported an 11% increase in fraud against organisations, the Public Sector Fraud
Authority which identifies a 7% increase in fraud outside tax and welfare, and the Office
for National Statistics that reports in its crime survey that 41% of all crimes are related to
fraud. DWP told us it believes that, on the basis of these comparators, it is appropriate to
assume that there will be a general increase in fraud of 5% per year. It also observed that
the Office for Budget Responsibility was comfortable with building this assumption into
its spring 2023 outlook."

12. Wealso asked HMRC if it is also seeing an increase to commit fraud among taxpayers
as a whole. HMRC told us it does not forecast a propensity to fraud but that the tax gap,
which might be considered an equivalent figure, has been holding steady.” In written
evidence submitted after our session HMRC clarified that the tax gap has fallen over time
from 7.5% in 2005-06 to 4.8% in 2021-22, the same level as the preceding year. It also
stated that HMRC does not make a separate estimate of the amount of the tax gap due
to fraud, but set out that the tax gap due to ‘criminal attacks’ fell from 15% in 2020-21 to
11% in 2021-22.*

13. We have previously found that the DWP lacks the ability to demonstrate that its
counter-fraud activities are having the intended impact and are cost-effective.”* Alongside
its forecast that benefit overpayments will not return to pre-pandemic levels until 2027-
28, DWP has set a target to achieve £1.3 billion of fraud and error savings in 2023-24. It
has also published a new estimate of the amounts saved by its counter-fraud activities*”.

15 Q100

16 Q14

17 DWP ARA 2022-23, page 300
18 Q13

19 Q98

20 Q99

21 Correspondence from HMRC dated 28 September 2023

22 Committee of Public Accounts, The Department for Work and Pensions’ Accounts 2021-22 — Fraud and error in
the benefit system, Twenty-Sixth Report of Session 2022-23, HC 44, 9 November 2022

23 DWP ARA 2022-23, pages 302, 303



https://committees.parliament.uk/publications/41667/documents/206472/default/
https://committees.parliament.uk/publications/31513/documents/176815/default/
https://committees.parliament.uk/publications/31513/documents/176815/default/

12 The Department for Work & Pensions Annual Report and Accounts 2022-23

The NAO has reported that, taken together, DWP’s forecast, target and savings estimate
should improve accountability by providing transparency on its performance in tackling
fraud and error.**

24 DWP ARA 2022-23, page 274
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2 Systemic underpayments of State
Pension

Progress correcting underpayments relating to historical error by
DWP staff

14. We have reported previously on the historical underpayment of State Pension due
to errors by DWP affecting some pensioners who are married, widowed or over-80, most
recently when we examined DWP’s 2021-22 Annual Report & Accounts. During that
inquiry DWP told us it estimated that 237,000 pensioners had been underpaid around
£1.46 billion due to human error going back decades.? DWP’s best estimate is now that
165,000 people have been underpaid a total of £1.2 billion.*® This remans in line with the
range of uncertainty that DWP previously set out.”’

15. InJanuary 2021 DWP launched an exercise to identify affected pensioners and make
any back payments. We asked DWP to provide an update on its progress in correcting
these underpayments. DWP told us that it is on track to complete the married and over-80
groups by the end of 2023 as it previously committed to. DWP has reported that it cleared
108,000 cases in Q1 of 2023, compared with around 47,000 in the previous quarter.*®

Underpayments relating to Home Responsibilities Protection

16. When we examined DWP’s 2021-22 accounts, it told us about another category of
historical State Pension underpayment caused by gaps in the National Insurance records
of women who had previously claimed Child benefit.*> DWP and HMRC explained to
us that between 1978 and 2000, people claiming Child Benefit should have automatically
received Home Responsibilities Protection (HRP), which lowered the National Insurance
contributions needed to receive a full State Pension.>* Up until 2000, the body responsible
for Child Benefit did not record a National Insurance number as part of a claim. This
led to missing periods of HRP on the National Insurance records of some women and
thus an underpayment of State Pension, which is calculated based on National Insurance
contributions.* This is not the first time that DWP has encountered an issue with missing
periods of HRP. In 2010-11 DWP worked with HMRC to pay £84 million in arrears to
pensioners for the same issue.”> DWP admitted that it was “assumed that the situation had
been addressed and solved”.*?

17. We asked HMRC what it is doing to correct the National Insurance record so that
DWP can in turn make any back payments of State Pension. HMRC explained that it
no longer holds the relevant records and that identifying all of the people who may be

25 Committee of Public Accounts, The Department for Work and Pensions’ Accounts 2021-22 — Fraud and error in
the benefit system, Twenty-Sixth Report of Session 2022-23, HC 44, 9 November 2022

26 DWP ARA 2022-23, page 273

27 Department for Work & Pensions, Annual Report & Accounts 2021-22, HC193, 7 July 2022, pages 234, 291

28 Qq 36-37; DWP ARA 2022-23, pages 122-124

29 Committee of Public Accounts, The Department for Work and Pensions’ Accounts 2021-22 — Fraud and error in
the benefit system, Twenty-Sixth Report of Session 2022-23, HC 44, 9 November 2022

30 Q50

31 DWP ARA 2022-23, page 292

32 DWP ARA 2022-23, page 292

33 Q22
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impacted is “a big problem, and quite a challenging one”. It told us it is performing various
scans of its IT systems to find a potential cohort of affected people.’* HMRC intends to
write to this group, which numbers in the hundreds of thousands, saying it believes they
may have been eligible for HRP and invite them to make a claim.>* Where HMRC believes
there is a legitimate claim, it will correct the NI record and notify DWP so any back
payments of State Pension can be made.>*

18. We asked HMRC how it can be sure that it will reach the right people and also
avoid paying out any illegitimate claims. It told us that it would apply due diligence to all
claims. HMRC also told us that alongside targeted letters it is planning a communication
campaign to encourage people who think they may have missed out to apply. HMRC
added that in August 2023 it launched an online checker that customers can use to
understand if they have enough National Insurance contributions for a full State Pension
— where this is already full, HRP would not make any difference.’” We challenged DWP
to justify its assumption, set out in the 2022-23 accounts, that 75% of the next-of-kin of
deceased customers will come forward to make a claim for HRP. DWP explained that this
is the based on the take-up rates it observes for the ongoing State Pension underpayment
exercise. It told us it has set up a next-of-kin portal that people can register with if they
think a deceased relative may have been underpaid.’® However, HMRC acknowledged
that it is “incredibly difficult” to find and pay back the right next-of-kin. HMRC added
that where there are competing claims from multiple next-of-kin it will have to make a
judgement, but it has not yet decided how to handle this.*

19. We asked DWP how much people could receive in back payments of State Pension.
DWP told us it assumes an average back payment of £5,000 for people above State Pension
age and £3,000 for the next-of-kin of those who are deceased. DWP’s accounts report
that overall 210,000 pensioners may have been underpaid some £1.3 billion. Adjusting
for take-up, DWP currently expects to pay £1.0 billion to around 187,000 people. DWP
warned us that there was a significant amount of uncertainty around these estimates. The
possible range of underpayment that DWP will need to pay out was estimated by DWP
in its 2022-23 accounts is between £310 million and £1.5 billion.*® We asked DWP what
proportion of the affected pensioners will be women and what level of overlap there might
be between the HRP issue and previous State Pension underpayments. DWP admitted it
did not know because this is an “incredibly complicated” exercise but that it will have to
take that into account, along with any interactions with other benefits.*'

20. We asked HMRC and DWP when they expect to have a firmer idea of the scale
of the issue and the timeframe for making back payments. HMRC told us it intends to
send out the letters to potentially affected people over the next 18 months. It added it
expects to turn around 80% of responses within 15 working days, correcting the National
Insurance record and notifying DWP.*> DWP told us it does not have a clear, formal
delivery plan for completing back payments. The provision in DWP’s 2022-23 accounts

34 Qq 51,61
35 Q52
36 Q56

37  Qq53, 54, 62
38 Qg 59-60; DWP ARA 2022-23, pages 293, 376
39  Qq61, 63-64

40  Q58; DWP ARA 22-23, pages 274, 293, 374

41 Qq68-71

42 Qq55, 65-67
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assumes a completion date in 2027-28, but DWP told us it hopes to do it quicker than
this.** It suggested that caseworkers with experience remediating previous State Pension
underpayments have the right skillset to roll forward onto HRP, which may help speed
the process.**

21. We asked HMRC to confirm whether pensioners receiving lump sum back payments
would be liable for a tax charge and whether it would take a sympathetic approach to
handling any issues. HMRC confirmed that the tax charge could apply. It told us that
“Generally, we will be as generous as we can be”, but that discussions were still ongoing
within HMRC to understand the level of discretion that can be applied.*®

Integrity of the National Insurance records

22. DWP now reports multiple underpayments relating to issues in the National
Insurance record. In addition to the HRP underpayment, DWP has also identified that
the National Insurance records for 10 million people claiming Universal Credit have not
been updated properly. DWP estimates that 137,000 of these people have already reached
State Pension age, and a smaller proportion may have been underpaid.*® We challenged
DWP to explain what it is doing to make sure that underpayments relating to inaccurate
or incomplete benefit records do not happen again. DWP explained that both the National
Insurance and Child Benefit records are the responsibility of HMRC, but that DWP has
an interest in making sure it has an accurate National Insurance record to pay the correct
State Pension.”” It told us that it has commissioned a joint internal audit review with
HMRC to look at how the National Insurance record is produced and whether there are
any issues in terms of quality and assurance. It expects this to be complete by the end of
2023, and told us it will say more on this work in its next Annual Report & Accounts.*®

23. DWP noted that the government has recently announced a new National Insurance
credit for people subject to the High Income Child Benefit Charge.* It explained that the
charge applies when one parent in a household earns more than £50,000, and means that
they must complete a self-assessment tax return to pay back some or all of any Child Benefit
they have claimed. We observed that some parents will choose to opt out of Child Benefit
entirely rather than complete a tax return, which means they miss out on the associated
National Insurance credits.** DWP told us the newly announced credit is designed to
fill this gap. It also acknowledged there is a risk that people miss out on this credit and
stressed that it wants to avoid a problem similar to HRP occurring again in future due
to incomplete Child Benefit or National Insurance records. It told us it is working with
HMRC to decide how to hold onto the relevant information long-term, because may need
it over 30 or 40 years as people reach State Pension age.”’ We asked HMRC whether this
new credit would be awarded automatically as a way to avoid incomplete or inaccurate

43 Q 67, DWP ARA 2022-23, page 376
44 Q37

45 Qq 73-76

46 DWP ARA 2022-23, page 294

47 Qq 3, 48-49

48 Qq5,93

49 Q12

50 Qq 38-39, 47
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records in future. HMRC told us it is working through the legislation and aims to make it
as simple and easy as possible for customers to claim the new credit, but could not commit
to the process being automatic.*?

Detecting and preventing further systemic underpayments

24. During our examination of DWP’s 2021-22 Accounts, we were unconvinced that
its control processes were adequate to detect underpayments before they build up into
major issues.”> DWP has previously acknowledged “an inability to pick up patterns of
underpayment, which had been going on for many years”.>* We asked DWP to explain
its current approach to detecting systemic underpayments. DWP explained that it relies
predominantly on manual sampling, including the annual exercise to produce its fraud
and error statistics. Where issues are identified they are passed on to its wider counter-
fraud teams who will investigate the underlying causes. It further explained that 2021-22
was the first year it had used an enhanced sampling methodology that involved contacting
pensioners directly to discuss their claim, which is what enabled it to detect the HRP
issue.”® We asked DWP what it is doing to make sure it is able to detect issues early in
future. DWP acknowledged that while its manual sampling has been helpful, there
is more that it can do to avoid systemic underpayments. It explained that, in response
to recommendations by the NAO, it is working on bringing together a wider range of
intelligence about underpayments. It added there is a lot of work to do in this space and
that it would report back to us on this point.>®

52  Qq42-47
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3 Specific activities to reduce fraud and
error

25. DWP set out its plan to tackle benefit fraud following the pandemic in May 2022 in
Fighting Fraud in the Welfare System.>” This includes £895 million of additional investment
in counter-fraud activities over the Spending Review period covering the three years to
March 2025. Details of the plan now published by the NAO show that DWP expects this
investment to generate savings of £9.4 billion by 2027-28 by reducing benefit fraud and
error.>® We focused our questioning on two elements of DWP’s counter-fraud plan:

« A project to review millions of Universal Credit claims; and

o  Using machine learning to detect fraudulent benefit claims.

Reviewing millions of live Universal Credit claims

26. The most significant element of DWP’s counter-fraud plan is a project to cleanse the
benefit system of incorrect payments by reviewing some 8 million live Universal Credit
claims over five years. DWP expects this project—which it calls “Targeted Case Reviews’
(TCR)—to generate £6.4 billion of savings by 2027-28. DWP is investing £443 million in
TCR over the spending review period to March 2025.> DWP told us that it considers TCR
to be the best way to bring fraud and error back down to pre-pandemic levels, describing
it as a “huge, huge intervention”.*°

27. 'The NAO has reported that in 2027-28 alone DWP expects 2.5 million Universal
Credit cases to be reviewed by some 5,900 staff. For comparison, in 2022-23 DWP
reviewed around 3,600 Universal Credit claims to produce its fraud and error statistics.®*
We challenged DWP to explain whether it has enough people to deliver the project and
how it will achieve this ambitious scaling up. DWP told us that it has recruited around
1,700 people since launching TCR in January 2022 and is currently running a “massive”
recruitment process. It stressed that it is on track and that it knows how long it takes to
recruit the people it needs. It also told us that instead of delivering TCR entirely through
civil servants as initially planned, it instead aims to recruit around 3,600 people from the
public sector and to outsource the remainder, some 40% of the 5,900 people it needs, to
private sector contractors.®?

28. DWP told us it will take two years for TCR to have a measurable effect.”> We
observed that TCR is an expensive intervention and questioned DWP on whether it has
been under pressure to deliver the project faster in order to demonstrate a credible return
on investment.®* DWP acknowledged that it needs to increase productivity significantly
to achieve the expected £6.4 billion of savings by 2027-28, and there is therefore some

57 DWP ARA 2022-23, page 96; Department for Work & Pensions, Fighting Fraud in the Welfare System, CP 679,
May 2022

58  DWP ARA 2022-23, pages 296, 297, 304

59 Q 82, DWP ARA 2022-23, pages 107, 305-308
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pressure to speed up the pace of reviews. It explained that it does not expect the hit rate of
incorrect claims to rise much higher than 30%, and so it expects savings will need to be
driven by the volume of cases cleared.®® The NAO has reported that DWP expects newly
trained TCR agents to review 0.5 cases per day, ramping up to 2.0 cases per day across
all agents by 2027-28.°° DWP noted that it intends to ensure that the quality of reviews
is not sacrificed to maximise productivity, so that that learning can be captured from the
reviews and fed back into continually improving Universal Credit.®’”

Using machine learning to flag potentially fraudulent benefit claims

29. DWP is investing some £70 million to March 2025 in expanding its use of advanced
analytics to tackle fraud. This includes using machine learning algorithms to flag
potentially fraudulent benefit claims. DWP has already piloted an algorithm to detect
fraudulent Universal Credit advances claims.®® The NAO reports that DWP is now actively
developing similar tools for the four main risk areas of Universal Credit. We have reported
previously that DWP could be more transparent in its use of machine learning in order to
support public trust in the fairness of the benefit system.*

30. We received written evidence from the Child Poverty Action Group and from
the Public Law Project expressing concern about the potential unfairness of machine
learning, particularly with regard to vulnerable claimants and people with protected
characteristics.”” We asked DWP whether it understood the concerns of people who have
warned of unintentional bias in its use of machine learning. DWP assured us it shared
these concerns and that is why a human always makes the final decision on whether to
make a benefit payment.”*

31. We challenged DWP to explain how it would address the risk that legitimate benefit
claims are unfairly delayed or reduced as a result of an algorithms targeting innocent
behaviour, such as frequent changes of circumstances. DWP acknowledged that some
level of algorithmic bias is to be expected because of how benefit payments work, for
example Universal Credit payments are higher for people aged over 25, so older claimants
are more likely to be flagged because fraudsters will tend to claim to be older. It asserted
that while there “clearly is a hypothetical risk” of unfair impacts on claimants, that there
is no evidence of that risk manifesting now. It explained that it is performing analysis
regularly to identify bias in the outputs of its algorithms.”> But the NAO has reported that
so far this analysis has been largely inconclusive because of limitations in the available
data about claimants.”> DWP told us it did not want to provide any further detail on how
it will prevent unfair impacts to avoid tipping off potential fraudsters.”

32. DWP also told us it did not want to reveal when it planned to go live with machine
learning on a large scale to avoid informing potential fraudsters, but added it was
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working closely with the relevant authorities and that Ministers would be aware of its
plans.”> However, DWP claimed that it is “taking it very slowly” with regards to rolling out
machine learning. It explained that its pilot algorithm to detect fraud in Universal Credit
advances did not work very well at first and needed to be tested and iterated using a small
number of cases before being released for wider use. It added that it intends to follow this
approach going forward and will not roll out new algorithms more widely until they have
reached a level of accuracy that avoids unnecessarily holding up legitimate payments.”®

33. In our November 2022 report on DWP’s 2021-22 accounts we recommended that
DWP should report annually to Parliament on its assessment of the impact of data
analytics on protected groups and vulnerable claimants.”” DWP told us it thought the
right way to do this would be to report annually in its annual report and accounts.”® In
correspondence after our evidence session it confirmed that would be the case, and that its
first such assessment would be included in its 2023-24 report and accounts. DWP stated
that its first assessment would provide a view on any bias detected, and whether this is in
line with its expectation. DWP also stated that the assessment would provide indications
of the type of mitigations put in place to reduce the risk of unfairness within the overall
system, or actions taken to address issues.”
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Formal minutes

Thursday 16 November 2023

Members present

Dame Meg Hillier, in the Chair
Sir Geoftrey Clifton-Brown
Ashley Dalton

Mr Mark Francois

Peter Grant

Sarah Olney

The Department for Work & Pensions Annual Report and Accounts
2022-23

Draft Report (The Department for Work &> Pensions Annual Report and Accounts 2022-23),
proposed by the Chair, brought up and read.

Ordered, That the draft Report be read a second time, paragraph by paragraph.
Paragraphs 1 to 33 read and agreed to.

Summary agreed to.

Introduction agreed to.

Conclusions and recommendations agreed to.

Resolved, That the Report be the Fourth Report of the Committee to the House.

Ordered, That the Chair make the Report to the House.

Ordered, That embargoed copies of the Report be made available (Standing Order No.
134).

Adjournment

Adjourned till Thursday 23 November at 9.30 a.m.
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Witnhesses

The following witnesses gave evidence. Transcripts can be viewed on the inquiry publications

page of the Committee’s website.

Monday 18 September 2023

Bozena Hillyer, Director for Counter Fraud Compliance and Debt, Department
for Work and Pensions; Peter Schofield CB, Permanent Secretary, Department
for Work and Pensions; Neil Couling, Director General Change and Resilience,
and Universal Credit SRO, Department for Work and Pensions; Catherine
Vaughan, Finance Director General, Department for Work and Pensions;
Richard Hawthorn, Director, Operational Excellence, Customer Services Group,
His Majesty Revenue and Customs
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Published written evidence

The following written evidence was received and can be viewed on the inquiry publications
page of the Committee’s website.

DWP numbers are generated by the evidence processing system and so may not be complete.
1 Carers UK (DWP0005)

Hall, Ms Claire (Head of Strategic Litigation, Child Poverty Action Group) (DWP0007)
Hill, Mr Andrew (DWP0003)

Privacy International (DWP0002)

Public Law Project (DWP0008)

Webb, Sir Steve (Partner, LCP) (DWP0001)
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List of Reports from the Committee
during the current Parliament

All publications from the Committee are available on the publications page of the
Committee’s website.

Session 2023-24

Number Title Reference
1st The New Hospital Programme HC 77
2nd The condition of school buildings HC 78

3rd Revising health assessments for disability benefits HC 79

5th Government's programme of waste reforms HC 333

Session 2022-23

Number Title Reference
1st Department for Business, Energy & Industrial Strategy HC 59
Annual Report and Accounts 2020-21
2nd Lessons from implementing IR35 reforms HC 60
3rd The future of the Advanced Gas-cooled Reactors HC 118
4th Use of evaluation and modelling in government HC 254
5th Local economic growth HC 252
6th Department of Health and Social Care 2020-21 Annual HC 253
Report and Accounts
7th Armoured Vehicles: the Ajax programme HC 259
8th Financial sustainability of the higher education sector in HC 257
England
9th Child Maintenance HC 255
10th Restoration and Renewal of Parliament HC 49
11th The rollout of the COVID-19 vaccine programme in England HC 258
12th Management of PPE contracts HC 260
13th Secure training centres and secure schools HC 30
14th Investigation into the British Steel Pension Scheme HC 251
15th The Police Uplift Programme HC 261
16th Managing cross-border travel during the COVID-19 pandemic HC 29
17th Government’s contracts with Randox Laboratories Ltd HC 28
18th Government actions to combat waste crime HC 33
19th Regulating after EU Exit HC 32

20th Whole of Government Accounts 2019-20 HC 31
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Number
21st
22nd
23rd

24th
25th
26th

27th
28th
29th
30th
31st

32nd
33rd
34th
35th
36th
37th
38th
39th
40th
41st

42nd
43rd
44th
45th

46th
47th
48th
49th
50th
51st

52nd

53rd
54th

Title
Transforming electronic monitoring services
Tackling local air quality breaches

Measuring and reporting public sector greenhouse gas
emissions

Redevelopment of Defra’s animal health infrastructure

Regulation of energy suppliers

The Department for Work and Pensions’ Accounts 2021-22 -

Fraud and error in the benefits system

Evaluating innovation projects in children’s social care
Improving the Accounting Officer Assessment process
The Affordable Homes Programme since 2015
Developing workforce skills for a strong economy
Managing central government property

Grassroots participation in sport and physical activity
HMRC performance in 2021-22

The Creation of the UK Infrastructure Bank
Introducing Integrated Care Systems

The Defence digital strategy

Support for vulnerable adolescents

Managing NHS backlogs and waiting times in England
Excess Votes 2021-22

COVID employment support schemes

Driving licence backlogs at the DVLA

The Restart Scheme for long-term unemployed people
Progress combatting fraud

The Digital Services Tax

Department for Business, Energy & Industrial Strategy
Annual Report and Accounts 2021-22

BBC Digital

Investigation into the UK Passport Office

MoD Equipment Plan 2022-2032

Managing tax compliance following the pandemic
Government Shared Services

Tackling Defra’s ageing digital services

Restoration & Renewal of the Palace of Westminster — 2023
Recall

The performance of UK Security Vetting

Alcohol treatment services

Reference
HC 34
HC 37
HC 39

HC 42
HC 41
HC 44

HC 38
HC 43
HC 684
HC 685
HC 48
HC 46
HC 686
HC 45
HC 47
HC 727
HC 730
HC 729
HC 1132
HC 810
HC 735
HC 733
HC 40
HC 732
HC 1254

HC 736
HC 738
HC 731
HC 739
HC 734
HC 737
HC 1021

HC 994
HC 1001
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Number Title Reference
55th Education recovery in schools in England HC 998
56th Supporting investment into the UK HC 996
57th AEA Technology Pension Case HC 1005
58th Energy bills support HC 1074
59th Decarbonising the power sector HC 1003
60th Timeliness of local auditor reporting HC 995
61st Progress on the courts and tribunals reform programme HC 1002
62nd Department of Health and Social Care 2021-22 Annual HC 997
Report and Accounts
63rd HS2 Euston HC 1004
64th The Emergency Services Network HC 1006
65th Progress in improving NHS mental health services HC 1000
66th PPE Medpro: awarding of contracts during the pandemic HC 1590
67th Child Trust Funds HC 1231
68th Local authority administered COVID support schemes in HC 1234
England
69th Tackling fraud and corruption against government HC 1230
70th Digital transformation in government: addressing the HC 1229
barriers to efficiency
71st Resetting government programmes HC 1231
72nd Update on the rollout of smart meters HC 1332
73rd Access to urgent and emergency care HC 1336
74th Bulb Energy HC 1232
75th Active travel in England HC 1335
76th The Asylum Transformation Programme HC 1334
77th Supported housing HC 1330
78th Resettlement support for prison leavers HC 1329
79th Support for innovation to deliver net zero HC 1331
80th Progress with Making Tax Digital HC 1333

1st Special  Sixth Annual Report of the Chair of the Committee of Public ~ HC 50
Report Accounts

2nd Seventh Annual Report of the Chair of the Committee of HC 1055
Special Public Accounts
Report

Session 2021-22

Number Title Reference

1st Low emission cars HC 186
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Number
2nd
3rd
4th
5th
6th
7th
8th
9th
10th
11th
12th
13th

14th
15th
16th
17th
18th
19th
20th
21st
22nd

23rd
24th
25th

26th

27th
28th
29th
30th
31st

32nd
33rd
34th

Title

BBC strategic financial management
COVID-19: Support for children’s education
COVID-19: Local government finance
COVID-19: Government Support for Charities
Public Sector Pensions

Adult Social Care Markets

COVID 19: Culture Recovery Fund

Fraud and Error

Overview of the English rail system

Local auditor reporting on local government in England
COVID 19: Cost Tracker Update

Initial lessons from the government’s response to the
COVID-19 pandemic

Windrush Compensation Scheme

DWP Employment support

Principles of effective regulation

High Speed 2: Progress at Summer 2021
Government’s delivery through arm’s-length bodies
Protecting consumers from unsafe products
Optimising the defence estate

School Funding

Improving the performance of major defence equipment
contracts

Test and Trace update
Crossrail: A progress update

The Department for Work and Pensions’ Accounts 2020-21 -
Fraud and error in the benefits system

Lessons from Greensill Capital: accreditation to business
support schemes

Green Homes Grant Voucher Scheme

Efficiency in government

The National Law Enforcement Data Programme
Challenges in implementing digital change
Environmental Land Management Scheme
Delivering gigabitcapable broadband
Underpayments of the State Pension

Local Government Finance System: Overview and Challenges

Reference
HC 187
HC 240
HC 239
HC 250
HC 289
HC 252
HC 340
HC 253
HC 170
HC 171
HC 173
HC 175

HC 174
HC 177
HC 176
HC 329
HC 181
HC 180
HC 179
HC 183
HC 185

HC 182
HC 184
HC 633

HC 169

HC 635
HC 636
HC 638
HC 637
HC 639
HC 743
HC 654
HC 646
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Number Title Reference
35th The pharmacy early payment and salary advance schemes in HC 745
the NHS
36th EU Exit: UK Border post transition HC 746
37th HMRC Performance in 2020-21 HC 641
38th COVID-19 cost tracker update HC 640
39th DWP Employment Support: Kickstart Scheme HC 655
40th Excess votes 2020-21: Serious Fraud Office HC 1099
41st Achieving Net Zero: Follow up HC 642
42nd Financial sustainability of schools in England HC 650
43rd Reducing the backlog in criminal courts HC 643
44th NHS backlogs and waiting times in England HC 747
45th Progress with trade negotiations HC 993
46th Government preparedness for the COVID-19 pandemic: HC 952
lessons for government on risk
47th Academies Sector Annual Report and Accounts 2019/20 HC 994
48th HMRC's management of tax debt HC 953
49th Regulation of private renting HC 996
50th Bounce Back Loans Scheme: Follow-up HC 951
51st Improving outcomes for women in the criminal justice HC 997
system
52nd Ministry of Defence Equipment Plan 2021-31 HC 1164

1st Special  Fifth Annual Report of the Chair of the Committee of Public HC 222
Report Accounts

Session 2019-21

Number Title Reference
1st Support for children with special educational needs and HC 85
disabilities
2nd Defence Nuclear Infrastructure HC 86
3rd High Speed 2: Spring 2020 Update HC 84
4th EU Exit: Get ready for Brexit Campaign HC 131
5th University technical colleges HC 87
6th Excess votes 2018-19 HC 243
7th Gambling regulation: problem gambling and protecting HC 134
vulnerable people
8th NHS capital expenditure and financial management HC 344
9th Water supply and demand management HC 378

10th Defence capability and the Equipment Plan HC 247
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Number
11th
12th
13th
14th
15th
16th
17th
18th
19th
20th
21st
22nd
23rd
24th
25th

26th
27th
28th

29th
30th
31st

32nd
33rd
34th
35th
36th
37th
38th
39th
40th
41st

42nd

43rd
44th

Title

Local authority investment in commercial property
Management of tax reliefs

Whole of Government Response to COVID-19
Readying the NHS and social care for the COVID-19 peak
Improving the prison estate

Progress in remediating dangerous cladding
Immigration enforcement

NHS nursing workforce

Restoration and renewal of the Palace of Westminster
Tackling the tax gap

Government support for UK exporters

Digital transformation in the NHS

Delivering carrier strike

Selecting towns for the Towns Fund

Asylum accommodation and support transformation
programme

Department of Work and Pensions Accounts 2019-20
Covid-19: Supply of ventilators

The Nuclear Decommissioning Authority’s management of
the Magnox contract

Whitehall preparations for EU Exit

The production and distribution of cash

Starter Homes

Specialist Skills in the civil service

Covid-19: Bounce Back Loan Scheme

Covid-19: Support for jobs

Improving Broadband

HMRC performance 2019-20

Whole of Government Accounts 2018-19
Managing colleges’ financial sustainability
Lessons from major projects and programmes
Achieving government'’s long-term environmental goals
COVID 19: the free school meals voucher scheme

COVID-19: Government procurement and supply of Personal
Protective EqQuipment

COVID-19: Planning for a vaccine Part 1
Excess Votes 2019-20

Reference
HC 312
HC 379
HC 404
HC 405
HC 244
HC 406
HC 407
HC 408
HC 549
HC 650
HC 679
HC 680
HC 684
HC 651
HC 683

HC 681
HC 685
HC 653

HC 682
HC 654
HC 88

HC 686
HC 687
HC 920
HC 688
HC 690
HC 655
HC 692
HC 694
HC 927
HC 689
HC 928

HC 930
HC 1205
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Number Title Reference
45th Managing flood risk HC 931
46th Achieving Net Zero HC 935
47th COVID-19: Test, track and trace (part 1) HC 932
48th Digital Services at the Border HC 936
49th COVID-19: housing people sleeping rough HC 934
50th Defence Equipment Plan 2020-2030 HC 693
51st Managing the expiry of PFl contracts HC 1114
52nd Key challenges facing the Ministry of Justice HC 1190
53rd Covid 19: supporting the vulnerable during lockdown HC 938
54th Improving single living accommodation for service personnel  HC 940
55th Environmental tax measures HC 937

56th Industrial Strategy Challenge Fund HC 941
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