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Foreword

XXXX, UK National Fraud Authority

Fraud is a pernicious crime that affects us all. It is a global crime perpetrated by both ‘home
grown’ fraudsters and international criminals who maliciously deceive their victims, often the
most vulnerable in our society. As with other serious criﬁié the harm from fraud is broad. Not
only can the direct victim be personally devastated, so their families and friends can feel
the impact. Society as a whole loses out to less eff icien services due to public sector losses
and investors can lose confidence in the pr

All these reasons highlight why it is vitally-in
step of this process is to understand the sc" V
Fraud Indicator, produced by:

of magnitude estim ate of the scale of the issue and how it may be affecting different sectors.

We would therefore encourage New Zealand officials not divert their energies from the primary
goals of better understanding the scale of the problem, and responding effectively to it. It has
been the UK experience that debates over specific number, methodologies, and definitions do
not materially change the overriding message that fraud is a significant problem to our economy
and requires a united and coordinated response from all parts of the public, private and
voluntary sectors.
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A better understanding of the problem provides a basis for thinking more systematically about
the following:

- How much resource should be ring-fenced to address this crime, especially in
comparison to other ‘popular’ crime types that have historically attracted more funding,
even though the hard figure is comparable or significantly less?

—  Where are the significant areas of economic crime that r
into? Which individual victims and particular sectors o
addressed and are there any gaps that need to be filled

urces should be deployed
onomy should be

—-  What are the types and balance of interventions th,\ re ‘ost likely to work, cost-
effectively, to reduce losses by the largest extent such as the ‘development of

preventative strategies aimed at eliminating i‘reducmg the lmpact Qf\ldentlﬂed

enablers of economic crime?

What is the level and locatlon of agency and sector resource required to ) crease the

which se out often cross-¢
caused.

ttmg work gonng on across all sectors to reduce the damage

By way of examp!e

- amajor gove’rjjment initiati e to address public sector fraud has already resulted in £72
million of savings;

— private sector spon h:p of an insurance fraud unit within City of London Police has,
in its first quarter of operatlon made 80 arrests, resulting in 1 conviction so far and £12
million of insurance fraud under investigation;

-~ whilst cooperation and information sharing amongst mortgage lenders and Her
Majesty’'s Revenue & Customs in the UK has resulted in £10’s millions of pounds saved
from mortgage fraud.

The role of the NFA’s Annual Fraud Indicator has been pivotal in getting fraud on the agenda,
and bringing stakeholders to the table to collectively take action. The SFO’s National Fraud
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Indicator is an important step in tackling fraud against the New Zealand economy, and we wish
them every success in raising awareness of this serious crime.




The Cost of Economic Crime Report

Introduction

Adam Feeley, Chief Executive and Director, Serious Fraud Office

In March 2012, the UK National Fraud Authority published its Annual Fraud Indicator which
placed the annual cost of fraud in the UK at over NZ$140 billion. The Authority made the
observatron that “It represents money that individuals, busmesses and Government can ill afford
fo lose .. va

It would be alarmist to say that New Zealand faces a problem of the same scale. Equally, it
would be complacent to assume we do not have a srg n° cant problem. Recent events in the
financial services sector reinforce how important it toYhave robust mechamsms in place to
detect and discourage white collar crime, and pres g New Zealand’s reputatron as a safe
place to invest and do business is a key part of the country S contmumg economic development

The SFO has recently reorganised itself 0 better respond t trends in white collar"crime to
restore and increase confidence in capit 1 markets and to pr ,tthe interests of consumers
and investors. We are looking to collaborate more eff tlvely across the public sector to
combine our collective skills, powers and resA urces. We are also lookxng to work with our
partner agencies to devel tter-mformed perspectlve on'th pes and scale of serious
financial crimes that are fb ng com ltted in New Zealand ~

New Zealand has not had the depth kknd breadth of research into the drivers and cost of
financial crime that has occurred in ;'any other countn f ;;Wlthout such research, we can only
assume that the emergmg issues’ and scale 0 raud bemg experienced internationally is
affectmg the New Zealand economy ln a broadly comparable way.

With lmproved data and lntellrgence we can not only fight financial crime more effectively, we
can identify future pollcy options that may reduce the incidences of fraud. The Cost of
Economic Crime Report is our first attempt to estimate the total scale of annual fraud losses that
have been suffered across the Ne Zealand economy -~ impacting individuals, companies and
the government. itis an"lrn\ riz t step in helping us to understand the nature and scale of
fraudulent activities occurrin in‘New Zealand.

Developing the Cost of Economic Crime Report has required information and cooperation from
a number of government departments and private sector businesses and | would like to take
this opportunity to thank those people who have contributed to this report.

I would also like to thank the UK National Fraud Authority for providing guidance and support
throughout our development of the Cost of Economic Crime Report, and for providing the
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forward for this report, and NZIER for providing an independent peer review of the calculation
methodology.

Context

The Serious Fraud Office reports to the Minister of Police with the core purpose of addressing
serious financial crime in New Zealand, including bribery and corruption. This is achieved
through our key activities of:

e investigations
e  prosecutions

¢  contribution to policy development

e advisory work on fraud prevention, awarenéss and educétie'n.

In carrying out our role, we have strong re }atlonshlps with other Justtce Sector agencies
including the Police, Ministry of Justice and: Crown Law Office, as well a other agencies such
as the Office of the Auditor General, Ministry of Econ Development F éncial Markets
Authority and the Commerce ission. The wo| the Serious Fraud Office focuses on
V lic and economy. Other, less serious,

mic per'formé',nce as well as strong performance,
y be different. Overseas experience indicates that

influence
. pressure

e  encourage fraudsters to change their behaviour. For example, as new credit becomes

harder to obtain, fraudsters target existing credit facilities held by legitimate businesses and
individuals.

" SFO (2011), Briefing to Incoming Minister — December 2011
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But, over time an economic upturn will also create new opportunities for fraudsters to exploit,
such as:

o growth in innovative products and services
e increased consumer demands and needs

o false perceptions that fraud decreases as economic conditions improve.

Objectives of the Cost of Economic Crime Report

The ultimate objectives of the project are to:

e reduce the incidence and effects of financial crime in N

e enhance New Zealand’s reputation as a safe place tojinﬂvest.

More specifically, the Cost of Economic Crime Repért as been deve!ope‘d %:{chnform
judgements about: ‘ S

s  Significant areas of fraud and where best {o apply: resources for preventing, mvesttgatlng
and prosecuting fraud

The types and the balance of intervf tions qcombat fraud ,

as a safe place fo invest.

An lmportant note on the calculatlons

This fi rst ost of Economm ;r'me Report is essentla!ly a stock-take of existing information about
the level of- detected and undetected fraud: in New Zealand. We see it as the first ‘stake in the
ground’ in our attempt to gauge the ‘;mpact that economic crime is having across the New
Zealand economy::

Significant data about d ‘ d has been provided by the public and private sector
participants who were approat d to contribute to the Cost of Economic Crime Report.
However, it has been necessary to rely on international benchmarks for most of the undetected
fraud estimates in this report as very little data is currently formally calculated in New Zealand
about this difficult and complex area.

The quality and refiability of the fraud estimates in this first Cost of Economic Crime Report
varies, so the estimates should be considered to be an indication of likely fraud loss only.
Caution must be taken when using and interpreting the figures, particularly when drawing
comparisons between the different sectors that have been reported.

o



Itis also important not to make judgements about the comparative levels of detected and total
fraud at the sector and sub-sector level. The detected fraud figures are presented simply as a
targeted snapshot of available data, specific to the New Zealand economy. Their benefit is that
they primarily show that the overall level of detected fraud is significantly lower than total fraud
(undetected and detected) — and this is common across the public, private and third sectors of
the economy.

Over time we expect the estimates of total and detected fraud to change as more data becomes
available and as the evidence underpinning it i improves. : ‘e also hope that following release of
this, the first Cost of Economic Crime Report for New Zealand organisations will become more

comfortable discussing and estimating undetecte’ ¢

And finally, to reflect the significant difficulties estimating the lével of overall fraud across New
Zealand, the key results have been principally presented as a range However, in the tables
and detailed analysis sections, point esti; tes have also been prowded primarily for
presentational purposes and to allow easier. companson of results across sectors and against
external comparators. .

[av)
C..
c
<
N
o
e
nD
)
o8]
RN |
I
o



Overall findings

The Cost of Economic Crime Report has focused on the measurement of fraud. In developing
the Report, fraud has been defined as any deceptive and unlawful activity that results in
financial loss. The cost of fraud represents the losses suffered by its victims, but it does not
include the cost of prevention or response. On this basis, the total annual cost of fraud to the
New Zealand economy is estimated to be in the range of $6.1 billion to $9.4 billion, with a point
estimate of $7.8 billion. This is a very significant sum, being equal to approximately 3% to 5%
of New Zealand's total GDP. To put this in perspective, the point estimate cost of fraud is:

e Over twice the combined yearly budget as&gned to v

Corrections and the Courts
($3.7 billion)®

e Over half of New Zealand's total health bu"" ($14 billion)*

e More than the total net profit after tax of New Zealand s top 200 compames'and top 30
financial institutions® ($6.6 bllhon)

» The equivalent of more than $2,000, }‘or;éyz\i(,egy}adult living m New Zealand.®

However you look at it, $6.1 billion to $9.4 biﬁlyh‘oq‘, of fréuqf_

, 2 substantial sum and a loss that
New Zealand cannot afford. RN O TR

The point estimate does not fall in the middle of the range. Depending on the nature of the estimates in the sub-
sectors, some point estimate amounts are at the lower end and others are at the higher end of the range.

Based on total 2011/12 Vote Appropriations for: Police ($1,609 m), Corrections ($1,361 m), Courts ($719 m).
Based on total 2011/12 Vote Appropriation for Health.

Net profit after tax from the 2011 Deloitte Management Magazine Top 200 report (sum of all profits and losses).
Based on a Statistics New Zealand population estimate, 2011.
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[Final format of and/or detail shown in the chart to be finalised]

The vast majority (approximately 96%) of the $6.1 billion to $9.4 billion estimate is attributed to
undetected fraud, something that is notoriously difficult to measure’. Although the headline
figure is a substantial amount, the estimate is likely to be conservative in a number of areas.
The standard approach throughout the development of the Cost of Economic Crime Report has
been to use the bottom (or low) end of fraud estimate ranges where they were provided.
Further, because of limitations on available data the total does not include estimates for some
parts of the economy, for example, undetected customs and excise fraud, specific finance
company fraud within the financial services sector, or fraud on i duals other than mass
marketing fraud.

Fraud within the public sector makes up approxima % of the total fraud estimate, with just

ndetected fraud in the
ver benchmark

the indicative amounts provided in the
ution. It is hoped that, as better

reliable’e
nts in met ogy and data collection can have on the
National Fraud Authority in the UK has seen a
tes of the cost of fraud in the private sector,

Fraud losses suffered by ind /iduals through mass marketing and other scams are estimated to
be $260 million to $395 million — equivalent to between $74 and $112 for every adult in New
Zealand. Frauds against and by charitable organisations in the not-for-profit sector are
estimated to be about half that level, at approximately $130 million to $159 million.

Although both detected and undetected fraud has been reported, readers should note that only a small sample of
overall detected fraud has been collected from participants who have contributed to the Cost of Economic Crime
Report. The actual amount of detected fraud would be considerably higher than that shown in this report, particularly
for fraud in the private sector.



Results by sector

The tables below provide fraud estimates for the sub-sectors of the economy where information
was collected for the Cost of Economic Crime Report. The first table provides the estimated
range and point estimates for the total fraud cost for each of the sectors. The second table
presents the point estimates of total fraud losses as well as detected fraud amounts provided by
agencies.

‘scale of fraud in New Zealand, the
land’s fraud losses as a percentage of
r the UK economy.

To provide readers with some context when interpretin
second table also shows a comparison between New
gross domestic product and the equivalent fraud loss

Table 1: Total fraud by sector

Total Fraud Loss ~ Range, al Fraud Loss - Point Estimate
) bil

:From $0.3 billion to $0.4 billion
ilion (0894 bill

Table 2: Detected fraud and total fraud b

Point Estimate : [ - | Total Fraud Loss™ | Equivalent UKAF] -

Sector | Total Fraud Loss Sub-sector.. L . | S %ofNZGDE - % ofUK.GD
$23 milion’
$3 mifion
$1 mifion”” . 0| NZPublicSechr | UK Public Secor
$4miion” 17701 $359 milion 1.5% o 1.3%
$7 milion 5 i
nlo
$6 miion':
nlo
nlo
nlo “$1.2bion- | NZ Private Seckor | UK Privae Secir
no: 41 milio 2.2% 3.0%
nlo ' o
$128 milion : : -
$5 milion 1§32 NZ Otrer Sectors | UK Ofier Sechrs
S15miion. | S154ilon’. 0.2% 0%
Total Fraud - i NZ Tota! S Uk Totl
s7.8billon o | $300milion |, - 37 8bilion 39% | am

nfo = notobtained

As previously described, the largest sub-sector contribution to total fraud is taxation fraud,
representing just over 24% of the total. Details of the methodology and calculations for taxation
and all other sub-sector fraud are included in the Fraud Sub-sector section later in this report.



As shown in the table, amounts for detected fraud were not available for student loans,
insurance and other private sector industry groups. The total detected fraud balance should be
interpreted taking this limitation in the data into account.

Caution should also be exercised when considering the relative levels of detected and total
fraud. As previously noted, the detected fraud figures are presented simply as a targeted
snapshot of available data. Their benefit is that they primarily show that the overall level of
detected fraud is significantly lower than the level of total fraud (undetected and detected) — and
this is consistent across all sectors of the economy. Given the nature of the data available for
this report, no judgements or conclusions should be made abou omparative levels of
detected and total fraud at the sector or sub-sector level.

The second table above shows "Procurement and othéif?',fraud asa p‘é"rt‘ ffPublic Sector fraud.
This is an estimate of internal fraud committed, at.leastin part, by parties’ ,thm the public
sector orgamsatlons it is primarily fraud committ by employees either alone or in conjunction

ing the collection of
round the international

¢ Very few participants'c
a signifi cant,proportlon

tected fraud. Given it represents such
hoped that the Cost of Economic Crime

‘ample, ACC, student loans, and health and benefit systems)
ser opportunities for fraud to be committed. 1t is important

that, over time, New Zea and-specific methodologies can be developed.

e  Existing New Zealand evidence tends to be focused on fraud committed within
organisations, not fraud committed against organisations. As internal fraud only makes up
a small portion of the total fraud figure, more emphasis could be placed on collecting data
on external fraud.

o In some sectors it is very difficult to estimate the value of fraud because there are myriad
ways for it to be committed, and/or it can be committed on a very low scale. Fraud against
local government, in particular, was difficult fo estimate.

2 July 2012 837 arn.



Although there are regular surveys that collect information about private sector fraud in
New Zealand, these rarely attract sufficient respondents to give a true insight into the level
of the problem. Furthermore, information on the total level of private sector fraud is limited
compared with public sector fraud — generally because of the disparate nature and
confidentiality constraints associated with private sector operations. Private sector
components also act in competition with each other, whereas in the public sector there is a
single obligation to safeguard public funds, and reporting on fraud is part of that.

During the interview process for developing the Cost of Economic Crime Report, it was
clear that in some areas of the New Zealand publi -‘éécifor there is a measure of
collaboration and sharing of data across agencies This is certainly to be encouraged and
in some way it is hoped that the Cost of Ecopémic Crime Report will contribute to, or be a
catalyst for, further inter-agency collaboration.
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Methodology

Scope of fraud

The Cost of Economic Crime Report estimates the cost of losses suffered by victims of fraud. It
does not attempt to account for the costs of fraud prevention (such as internal audit or internal
control costs) or response costs (such as the cost of Police, the Serious Fraud Office or the
wider justice system).

For the Cost of Economic Crime Report, the two key compon ffraud are deception and
unlawfulness. For example, this definition of fraud does not i theft (shoplifting, for
example, is excluded where there is no deception) and rt d oes not lnclude poor investment
advice, where such advice was not given unlawfully :

The approach

The broad approach has been to interview key stakeholders regardxng their current methods of
identifying, preventing and measuring fr d. The methodo as to seek any information
collected by these stakeholders on the value etected fraud for the most
recent year that data was available. As ythts f rst Cost of Economx Crime Report is essentially a
stock-take of existing information, no new data collection actlvmes: surveys were undertaken.

There was a very good response\ regardmg the le C d and most a'gencies and
private sector organlsations were helpful positiv yandkforthcomln th available data.
However, apart from estrmates from ACC and the Insurance Council, no other agencies or
groups were able to provnde an estrmate of the value or proportron of undetected fraud in their
sector or rndustry as thls fi gure ha not been lc cuklated

Where a f igure for detected or undetected fraud was provxded by a participating organisation, it
has been used without adjustment In areas where no information was currently available the
gap was filled usmg the best mtematrona"y—based fraud ratios/benchmarks that could be found.

Total fraud (detected and undetected) is therefore almost entirely based on international
benchmarks, primarily usmg? the r"' A’/’ ults of the UK's 2012 Annual Fraud Indicator and its
underlying data sources, but also using other international benchmarks in a number of areas.

In filtering and selecting the benchmarks to be applied to create the New Zealand fraud
estimates for each sub-sector, data was sourced from the UK, Australia and, to a lesser extent,
from the US. This was because data was available from these countries, but also because they
have similar political and legal systems, tax practices, public sectors organisations, charitable
activities, internet usage and language to New Zealand. These three countries are alsc in the

2 July 2012 3.37 a.m.



top 25 of 178 countries, along with New Zealand, on Transparency Internaticnal’s Corruption
Perceptions Index®.

itis acknowledged that there will be differences between countries in the way that fraud is
captured and that different systems will present different opportunities for fraud to occur.
However, wherever possible, data was checked against more than one benchmark in order to
gain greater comfort over the estimate.

Whenever judgement needed to be exercised about the respective reliability of conflicting
estimates, a conservative approach was adopted. Th 'yvé‘s in part to recognise that New
Zealand is rated as having the least corrupt public - in the 2011 Corruption Perceptions
Index. The Corruption Perceptions Index ranks countries accordmg to their perceived levels of
public-sector corruption. I :

The surveys and assessments used to corr pxle the index include questrons relating to the
bribery of public officials, kickbacks in pubhc procurement embezzlement of public funds, and
questrons that probe the strength and effectrveness of pubhc—sector antr corruptlon efforts

Transparency lnternatronal (2011) Corruptron Perceptions Index 2011. Available at:
http:/;www.transparency.org/publications/publications/other/corruption_perceptions_index_2011.

o
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Fraud sub-sectors — description and
calculation methodologies
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Taxation fraud

Point estrmate total fraud e o %2.0b
’Detected fraud $109m
Detected fraud percentage of total 5%
Tax fraud percentage of all NZ fraud 26%

Tax fraud percentage of public sector fraud

he purposes of the Cost of
ew Zealand tax base of tax evasion,
onomy”. It does not include the

sfﬁonest evasion of ta
des the estimated cost o t
vaded through the “hidd

Description =

Detected Fraud

nor endorse the academic studies published in various media on the ‘potential size of
en economy” or "cash economy"."¢

~0n developmg the Cost of Economic Crime Report, it was observed that all pames attemptmg to
" 'measure the tax gap appear to have fully recognised the potennal inaccuracies inherent in their
measurements but they also believe the exercise is worthwhile and that it can prowde an
: apprOXImate indicator of the magmtude of the issue. - :

° IRD response to SFO Cost of Economic Crime Report questionnaire, December 2011.

17
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The estimate of total tax fraud developed for the Cost of Economic Crime Report is no exception. 1f
is based on using an international benchmark to determine the New Zealand tax gap, and a further
benchmark to estimate how much of that tax gap is related to fraudulent actlvmes Although there
are several studies and reports that provide a level of corroboration to the estlmate of the total tax
gap, there is little evidence around how much of that tax gap is fraud. For this, only one source (the
UK’s HM Revenue and Customs) was available.

For these reasons, great care should be taken in interpreting and using these results.

The point estimate total cost of taxation fraud is $2 billion.

This is based on the- fo!lowmg methodology: :

e Using data pubhshed by the UK's HM Custo
percentage of tax paid was calculated for V.
were, respectively, 16%, 6%, 13% and 79

"o These percentages were apphed t

for 2009110, the tax gap as a

r.the same categories:
S provideda fotal tax

New Zealands tota! tax gapasap cent , DP andas a perckentage of total tax paid were
' 9 and 2009/1 0)*anda 1 999 study

ed the Cost of Tax-Abuse report!”, a briefing
snmated result for New Zealand was a total tax
timate is 5|gn|ftcantly higher than the $5. bllhon

1 mlc Crime Report which mdlcates that the latter is kaely to be

www.hmre.gov. uk/stats/mtg-z pdf
www.treasury.govt.nz/government/financialstatements/yearend/juni1/25.htm
Update on Reducing the Federal Tax Gap and Improving Voluntary Compliance, U.S. Department of the Treasury,
July 8, 2009.
Swedish National Tax Agency, Feb 2008:
www.skatteverket.se/otherlanguages/inenglish/other.4.70ac421612e2a99785800096 36 3.htmi
UK National Fraud Authority Annual Fraud Indicator 2010 and 2011.
Modelling the hidden economy and the tax-gap in New Zealand, David E. A. Giles, Revised, February 1999,
Department of Economics, University of Victoria, B.C. Canada.
eJournal of Tax Research 2006, Volume 4 No. 1. (pg 70). Atax, Faculty of Law, University of New South Wales.
The Cost of Tax Abuse, November 2011: www.taxjustice.net/



Corruption Perception's Index; overlaid with the estimated size of each country s shadow economy,
measured as a percentage of GDP, as reported by the Tax Justice Network

The chart shows that New Zealand is one of the least corrupt countles in the wor!d and has one of
the smallest shadow economies as a percentage of GDP. It also provides some comfort (together
with the other benchmark data) that the estimate of total taxatlon fraud for the Cost of Economic
Crime Report is not unrealistic. :

25 least corrupt countries from Transparency lnternatibvnal Corruption Perceptions Index

50.0%

40.0%

30.0%

L 20.0%

10.0%

- 0.0%

nd and Singapore, scoring 9.3 out of a maximum
zountry is Somalia, with a score of 1.1, followed by Afghanistan



Social Welfare fraud

Point estimate total fraud $80m
Detected fraud $23m
Detected fraud percentage of total 29%
Welfare fraud percentage of all NZ fraud 1%

Welfare fraud percentage of public sector fraud

Description Benefit payments represent a 3|gmf|ca

or beneficiary prowdes fa
obtammg a beneﬂt payme

of fraud as pad of its annual Statistical Report, This

Detected fraud
: td estabhshed only when a client has been

aud of $16 mllhon A New Zealand Herald report of
Iso includes a total for 2010/11 fraud of $23 million
rmation Act request) ln addmon to beneflt fraud staff fraud of just

Total fraud

including
undetected : or-General’® ., In this report the measurernent of benefit fraud included cases of
fraud "substantiated overpayments”. Normally this refers to cases of benefit overpayment where a

decision has been made to take some form of enforcement action other than prosecution.
However, the Auditor-General's report used the term "benefit fraud" more widely, to include cases

® MSD Annual Report 2011, www. msd govt.nz/documents/about-msd-and-our-work/publications-
resources/corporate/annual-report/2011/annual-report-2010-11.pdf (Page 111).

Ministry of Social Development: Preventing, detecting, and investigating benefit fraud. A report by the Controller
and Auditor-General, June 2008.

9



of substantiated overpayments, regardless of whether criminal prosecution resulted from
investigation. -

Total social welfare fraud for the Cost of Economic Crime Report of $80 million is based on
calculating fraud identified by the Auditor-General in 2008 as a percentage of total benefits in the
2007/08 year (0.48% of total benefits) then applying this percentage to the level of total benefits
reported by MSD in the 2010/11 year ($16.7 billion). : ;

The estimated fraud of 0.48% of fotal benefits is lower than the equivalent percentage derived from
the UK Annual Fraud Indicator of 0.7%. This could be because only detected substantiated
overpayments have been included in the Ne nd Auditor-General's report, although to some
extent this 'Wou!d be offset by any substa erpayments that were errors rather than
deliberate frauds.

-were considered to provide a reasonable
estimate of total fraud; but o ure editions of the Cost of Economic

Crime Report.
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ACC fraud

Point estimate total fraud $207m
Detected fraud $3m
Detected fraud percentage of total 1.5%
ACC fraud percentage of all NZ fraud 3%

ACC fraud percentage of public sector fraud

3

Description Fraud in the Accident Compensation Co Jetrated by two different

(ACC) system is p
groups of offenders: ‘

o Fraud by providers — which includes ervicing and’phantom billing
o Fraud by clients - which includes home help.z care) claims, over-cl

g, false

Detected fraud ~ ntai o cte itted by providers and clients. For the year to

Total fraud _ between 8-11% of total entitlements paid. This

‘savings made by ACC from ceased future

Crime Report. An estimate of 8% is within the range of
Jates of between 3% and 10% provided:in an international study of fraud in

billion of cla ‘provides the total fraud point estimate for ACC of $207 million.

®  The Financial Cost of Healthcare Fraud: www.macintyrehudson.co.uk/publications/490/9091
2 ACC Annual Report 2011.
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Customs fraud

Estimated tofal fraud n/a

Detected fraud $im

Description
e &t and not declarmg goods
, and/or GST ‘

Detected fraud - |

din New Zealand22 Itis expected that further work will be
Cost of Economic Crime Report.

2 gome fraud data was made available relating to the cost of illicit tobacco growing, manufacture and distribution in
the New Zealand market. However, there was some doubt as to the reliability of this data and it has not been
included in the Cost of Economic Crime Report.
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Health fraud

Point estimate total fraud $359m
Detected fraud $4m
Detected fraud percentage of total 1%
Health fraud percentage of all NZ fraud 5%
Health fraud percentage of public sector fraud 12%

Description

Detected fraud

~ (approx1mately 20 %) is

The Ministry of Health manages $14 billicr
funding. More than three-quaﬁers of
to plan purchase and provide health
majonty of public health servnces Most of

gh govemment health
ds that use this funding

public funds_recelv‘e t

specific screening progr

ment funding of $14 billion, approximately $6 billion is

d Compliance section of the National Health Board. For the Cost of

the National Health Board provided an amount for detected fraud of $4
raud for the most recent 12 month period and most of this amount is, or is

For this edition’of the Cost of Economic Crime Report, no data has been collected for detected
fraud refating to the remaining $8 billion of healthcare spending. Methods for collecting and
collating this information will be investigated for the next version of the report.

23
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www.health.govt.nz/new-zealand-health-system/funding
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Total fraud The Audit and Compliance section of the National Health Board also provrded an estimate for fraud

inchxdin’g of 2% of the national healthcare costs of $6b. This estimate is based on the wider civil standard of
undetected fraud, in contrast to the criminal standard of fraud that was reponed for detected fraud
fraud

The 2009 Ministerial Rewew Group (Health) stated “On the basis of international evidence, the
expected cost of error and fraud is estimated to be about 5% of payments, which wouid translate
into about $285 million per annum. The Ministry cites this 5% fic igure but also indicates that ongoing
samphng and data matchmg exercises suggest error rates under 1% by volume“24

ncrease in health provnder prosecutions The
were claimed to have been paid non compliantly.

oint estlmate apphcable to the enhre health sector spend of $14 billion, the
Report has used the National Health Board estimate of 2%, applied
thcare costs of $6 bilhon and the Umversxty of Portsmouth estxmate of 3%,

ed” calcufatlon approach recogmses the estsmate prowded by t the Natronal Health

part of the sector. However, it also recogmses that, based on the Umversﬁy of

, th mternahonal benchmark, the National Health Board estimate appears to quite
conservatlve and for the remainder of the sector a higher percentage estimate could be more
appropnate

24
25

www.beehive.govt.nz/sites/all/files/Annex4%20Value%20for%20Money.pdf (Annex 4, Page 10)
www.medicareaustralia.gov.au/about/media/media-releases/archived/2004/040906_dealing_with _fraud jsp
#  The Financial Cost of Healthcare Fraud: www. macintyrehudson.co.uk/publications/490/9091



Housing tenancy fraud®’

Point estimate total fraud $25m
Detected fraud $7m
Detected fraud percentage of total 26%
Housing fraud percentage of all NZ fraud 0.3%

Housing fraud percentage of public sector fraud

Description Housing New Zealand Corporat\on (HI
renta! homes to people m New Zealan

for providing subsidised
7 homes?®. HNZC sets

Detecte

+

Total fraud -
including
undetected
fraud

2 Tenants of Housing New Zealand Corporation (HNZC) properties receive a rental subsidy from HNZC and are not

eligible for an Accommodation Supplement (delivered through MSD). Accommodation Supplement fraud is
captured in the Social Welfare fraud section.

Housing New Zealand Corporation (2011), Housing New Zealand Corporation Annual Report 2010/11.
CHRANZ (2007), Affordable Housing: The Community Housing Sector in New Zealand.

Housing New Zealand Corporation (2011), Housing New Zealand Corporation Annual Report 2010/11.
Investigations’ Outcomes 2010/11 - PowerPoint presentation provided by Housing New Zealand Corporation.

28
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It is estimated that 50,000 of the 3.8 million social housing properties in England are unlawfully
occupied — 1.3% of the social housing stock.. As at 30 June 2011, HNZC managed 69,717
houses.® Assuming that the same proportion of HNZC's housing stock is unlawfully occupied, this
equates to 917 houses i in New Zealand.

Based on 2010/11 HNZC figures for the number of cases of providing false or misleading
information that were uncovered, and the value of Crown debts established over the $ame period,
the average overpayment per case was $27, 386.

Cupied properties (917) by the average
‘Cost of Economic Crime Report of

Multtplymg the estimated number of unlawfu ;
overpayment results in a total fraud estimate
approximately $25 million.

¥ Housing New Zealand Corporation (2011), Housing New Zealand Corporation Annual Report 2010/11.
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Student Loan fraud

Point estimate total fraud $8m
Detected fraud nfa
Detected fraud percentage of total nla
Student loan fraud percentage of all NZ fraud 0.1%

Student loan fraud percentage of public sector fraud

s - compulsory fe
Social Development, is

Description Student loans are made up of three ¢
costs. Studylink, a service of the Min

se-related costs and living
sible for the

de false or misleading information when applying
identity) or where they deliberately fail to report
the person is no fonger studying, has a change of

Detected fraud ) ‘ prevalence of fraud in relation to student loans.

Total fraud , Zealand student loan fraud is based on benchmark data obtained from the
including ent Loans Company is responsible for administering government-funded
undetected dying NHS courses then funding is administered by the NHS Business
fraud

have developed a fraud measurement methodology to take account of the
tected fraud and they estimate that total student finance-related fraud costs
approximately £31 million a year. This represents 0.5% of the total value of new student loans in
the UK for the 2010/11 year (£6,278 million).

% UK estimate based on Student Loans Company data for England, Wales, Scotland and Northern Ireland
http//www.slc.co.uk/statistics/national-statistics/newnationalstatistics2.aspx
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The total amount borrowed under the New Zealand student loan scheme in the 2010/11 year was
$1,564 million.3 Using a fraud estimate of 0.5% of new borrowings provides total fraud point
gstimate of $8 million for the Cost of Economic Crime Report.

* Ministry of Education (2011), Student Loan Scheme Annual Report — October 2011,

N
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Procurement and other public sector fraud

Point estimate total fraud ' $289m
Detected fraud $6m
Detected fraud percentage of total 2%
Procurement & other fraud percentage of all NZ fraud 4%

Procurement & other fraud percentage of public sector 10%
fraud

Description The estimated total fraud balances repo ‘the other public seb ategones of this report do
total level of procurement and other in

occurs in both central and local governm

mé of goods and services; including the
commissioning of constru may be driven by an employee or an

outside party, or it may in

Detected fraud

cking the tax, welfare or health systems, but it did include theft
and fraudulent expense claims. Such frauds were committed by

hasbeen necessary to make some assumptions about the level of fraud within the reported cost
bands. This approach ¢an only provide an mdlcatlve estimate because the average costs within
bands may not accurately reflect the actual cost incurred.

On this basis, the total detected internal fraud cost in the public sector was approximately $6

¥ www.oag. govt nz/201 1/publtc-sector fraud/docs/overview-report.pdf

2 July 2012827 am.



Total fraud
including
undetected
fraud

36

37

point estimate for total procure

million.

The Ministry of Economic Development's Government Procurement Development Group estimates
the size of state sector procurement to be approximately $30 bilfion each year, including spending
on infrastructure®. The New Zealand Business Council for Sustainable Development estimates
local government procurement to be $5.6 billion¥” per year. Therefors, total public sector spending
on goods and services each year is close to $36 billion.

Internationally, there is limited information on the
sector. The best indicativé estimate that is,ay
uses a benchmark of 1% to be applied a
Crime Report; this percentage has beé
cost estimates (excluding the hea

valence of procurement fraud in the public

le is from the UK’s Annual Fraud Indicator, which
| procurement spend. For the Cost of Economic
oth central and local government procurement

rement fraud committed by emplo

The 1% estimate reflects i ,
‘ mitted by employees. It s

www.business.govt.nz/procurement/pdf-library/suppliers/How%20t0%20S upply%20NZ%20Government.pdf
www.nzbesd.org.nz/_attachments/Procurement-guide.pdf

2 July 2012 8.37 2.m.



Insurance fraud

Point estimate total fraud $382m
Detected fraud | nfa
Detected fraud percentage of total - nla
Insurance fraud percentage of all NZ fraud 5%

Insurance fraud percentage of private sector fraud -

Description lnsurance fraud is often seenasa vrctlm Where‘nobody p ally suffers a loss.

hlgher premlums |

Most msurance fraud 0Ce
exaggerated insurance
In'some cases it may in

e pfayduté fo which they are not entitled.
items or property in order to make a

includingk
undetected
fraud

Economic Crime-Report used either: the estimated propomon of fraud occurring in a snmllar

% http:/ficnz.org.nz/fraud/
* hitp:/ficnz.org.nz/fraud/

2 July 2012 8.37 a.m.



insurance sub-class; or the average proportion of fraud across the 2003 sub-classes.

The total insurance fraud point estimate using this approach is $382 million, representing 10.2% of
total gross written premiums. This is consistent with international studies that suggest that
insurance fraud is likely to equate to approximately 10% of gross written premiums,%

“ hitp:/fwww.icnz.org.nz/fraud/news/
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Banking/Finance fraud

Point estimate total fraud , ‘ $167m
Detected fraud $128m
Detected fraud percentage of total 7%
Banking fraud percentage of all NZ fraud 2%

Banking fraud percentage of private sector fraud 4%

Description Types of fraudulent banking activity are a
are available. Common examples in
card scams, phoney requests for bank

Detected fraud

external parties of $128 m
of data from seven of New

Total fraud on a benchmark sourced from the
including rily based on data from Financial Fraud Action UK#!.
undetected ortgage, plastic card, online banking, cheques, motor

fraud A V egories. Total fraud for these categories represented 0.09% of

A :. Financial Fraud Action UK is the organisation through which the UK financial services industry co-ordinates its
activity on fraud prevention http://www.financialfraudaction.org.uk/consumer-about-ffa.asp
2 gtatistics New Zealand: www.stats.govt.nz/browse_for_stats/economic_indicators/GDP.aspx
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Other private sector fraud

Point estrmate total fraud B ' $3.7b
Detected fraud | nfa
Detected fraud percent:’age'Of total nfa
Orher private ’secktor’ fratrd kpercentage of all NZ fraud 48%

Other fraud percentage of private sector fraud

lude theft of cash and other
ol and expenses fraud.

in the private sector

Description ~ Fraud against companies of ;
ud; conflicts of interest

phys'i,cal '~a’s’sets; proCurem

Defected fraud

in order to preserve individual firm
1 disclosed.

were reviewed for the Cost of Economic Crime Report, but the
d results were not structured ina way that could provrde a rellable

| fected fraud for other prrvate sector companies has been included
omic Crime Report.

ries have been calculated using an approach similar to that reported in the UK Annual Fraud
Indicator. This approach estimates fraud losses based on a percentage of private sector revenues.

The calculation for telecommunications fraud was based on benchmark data from the
Communications Fraud Control Association, 2011 Global Fraud Loss Survey. That survey

“ Kroll (2012), Global Fraud Report 2011/12.
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estimates that 1.88% of global industry revenues are lost through fraud.

New Zealand telecommunications industry revenues were provided in the Annual
Telecommunications Monutonng Report.# Total revenue for 2009/10 for retall and wholesale
operations was $5.9 billion. - Applying the Global Fraud Loss Survey proportion of fraud to New
Zealand telecommunications industry revenues provides an estlmate of total fraud of $110 million.

As noted above, the approach for calculating the remammg total pnvate sector fraud is based on
using an estimated fraud loss percentage applied.to company revenues: The:UK's Annual Fraud
Indicator has recently updated their calculations for pnvate fraud and applies a loss estimate
of 1.4% of revenues. This estimate was based on research d'out by the National Fraud
Authority in 2011, also taking into account the results | Global Fraud Report 2011/12.

Rental, hiring; ;
Professional, $320m

$132m

ankmg/Fmance and lnsurance s tors has been included separately in

% Commerce Commission (2011), Annual Telecommunications Monitoring Report.

4 Statistics New Zealand. www.stats.govt.nz/browse_for_stats/businesses/business_finance/Annual-Enterprise-
Survey_HOTP10.aspx



Individual (mass marketing) fraud

Pointestimate tofal fraud -~~~ $321m
Est’i’matédk detéétéd f‘raku;d' - $5m
Detected fraud percentage of total : 1.4%
Fraud on individuals pe;centage of all NZ fraud 4%

Description S Fraudon mdlwduals or ma ing fraud, is ide.ranging category that captures a variety of

are asked for.a deposit or down-payment in order to
ey. Fraudsters often produce realistic documentation to build the

g members of bona fide sntes

e vnctlms are oﬁered the chance fo mvest in high value or rare items with a
, ms Either the ltem does not exist; or its actual value is significantly lower

Due o a significant number of victims feeling highly embarrassed or shamed as a result of their
experience, mass marketing fraud often goes unreported, making it a difficult task to estimate the
total economic impact across the country.



Detected Fraud

Estimates of mass marketing fraud for the Cost of Economic Crime Report were provided by the
Ministry of Consumer Affairs (through analysis of the ScamWatch web-site), NetSafe (through
analysis of their mcrdent reports) the Commerce Commrssron (farrtradmg rather than Commerce
Act cases) and one commercial operator. Due to the self -reporting structure of the ScamWatch
and NetSafe web-sites, it is likely that some incidents were reported in more than one place.
However, as the detected fraud data collected from the organisations listed above provides only a
small sample of total fraud in this area, no adjustment has been made for any potential double
counting.

On this basis, total detected fraud from the above sources amounts to $5 miliion.

Total mass marketing fraud was based on an ,A u of Statistics (ABS) 2007 Personal
Fraud Survey*. The Personal Fraud Survey wa

Household Survey and achieved an 89% response rz , 320 people.

-estimated to have
suffered losses from fraud over the pr per person of

A$2 156.

Convertmg this result to aNe
15 years and over) and
results in a point estrmat'

www.abs.gov.au/AUSSTATS/abs@.nsf/Lookup/4528.0Main+Features 12007 ?OpenDocument
www.oft.gov.uk/shared_oft/reports/consumer_protection/oft883.pdf
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