THE ISSUE OF FRAUD IN MOTOR
INSURANCE

In the last decade, the number of personal vehicles in European
Union has risen substantially; almost every second European
now owns a car. The increase of vehicles also causes an
increase in accidents, which claim over 30 billion Eurosyearly.
The eminent World Risk and Insurance Economics Congress
introduced shocking statistics. Between 17% and 27% of
claims are build ups. 13% to 23% are false. The number of
stolen vehicles is also on the rise; almost 1.2 million vehicles
were stolen in 2002, and less than third were retrieved.

. The British Insurance Fraud Bureau, established in 2006 to
fight fraud, placed the problem of motor vehicle fraud among

its top priorities. The American National Insurance Crime
Bureau reports that active fight against fraud saved them more
than 173 million Euros in 2006.
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THE MOST COMMON MOTOR INSURANCE FRAUD

Fraud in the field of motor insurance is very versatile, and can come in the form of clients building up claims from real accidents,
entirely false claims, or even false accidents and vehicle thefts, carefully planned by criminal associations

Insured persons often build up
claims, try to avoid responsibility for
accidents, falsely report pain that re-
sulted from an accident, and mani-
pulate the circumstances of the acc-
idents in a way to receive compen-
sation even when they are not
entitledto it.

Fake or staged accidents are a

carefully planned form of fraud,

usually conducted by a group of

people and vehicles. The fraudster

overtakes the insured and hits the

brakes, causing the victim to crash *

the car in front of him. In some cases, | = :
another vehicle drives parallel with the V|ct|m to prevent h|m to
avoid the accident by changing the lane. In the drive down
scheme, the victim merges his vehicle into traffic after being
motioned in by the criminal. As the innocent driver begins to
merge, the criminal speeds up and causes a collision. Fraudsters
often cause additional damageto their vehicles, involved both
in real and staged accidents.

Vehicle owners sometimes make a
false statement that their vehicle was
stolen. Some vehicles are burned, du-

mped, or simply sold abroad, while ot-
hers are sold for parts. Thefts represent

¢ a major expense for insurance compa-

nies, as most cars are never retrieved.

The famous investigation
in the city of Lawrence

In 2002, insurance investigators detected an unusual increase
in the number of filed claims, and decided to conduct an
extensive investigation.

They uncovered an extensive criminal association that
included lawyers, chiropractics, insurance agents and public
officials.

By 2004, 121 persons, involved in staged accidents were
indicted. The amount on an average damage claim dropped
from $2000 to $952. The number of bodily injures per 100
accidents dropped from 141 to 60. The total expenses for
damage claims decreased for $28.7 million or shocking 60%.




FIGHTING FRAUD

THE ECONOMICS OF FIGHTING FRAUD

The economics of detecting and managing fraud are fairly simple. The intention is to cut lossesthat occur because of fraud. The
process can be done ®nanually where a certain amount of randomly selected claims is thoroughly examined every month.
However, fraud detection is much more successful with the use of a fraud detection system. A system, which automatically
examines all damage claims is more successful and more efficient. It also offers guidance to system analysts, thus speeding up
their work and makingit easier. The savings depend on the successof fraud detection and the efficiency of resolving fraud.

Savings = Success of detection | Efficiency of resolution

savings per examined case the number of examined cases

The use of computer systems dramatically

increases savings. Fraud detection is more

successful, due to the fact that only the most

suspiciouscases are examined. Computer

systems also support the resolution process, and

Ff@ Md thereby contribute to more efficient and

therefore faster fraud resolution .
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examines random cases,
among which only about
20% are fraudulent.
Resolving fraud is very
inefficient without proper
computer support.

Detection
System

Automatic learning and adaptation
enable increasingly successful
fraud detection .

The number of examined cases
Efficient resolution

Successful fraud detection
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COMPUTER SOLUTIONS BOOST SUCCESS IN FRAUD DETECTION

Due to large number of different institutions involved, and due to
the fact that enormous amounts of data must be processed, it is
impossible to fight fraud without the use of appropriate compu-
ter support. Computer systems enable far more successful fraud
detection than manual investigation, as we can automatically G artner
examine all transactions and further investigate only the most
suspicious ones. Systems also enable easier and faster fraud resolution. The world renowned consultancy group Gartner also
confirmed positive effects of computer solutionsfor fraud detection.
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ADMIRAL

Admiral is an intelligent computer system that helps prevent, detect and
resolve fraud. It is based on analyses of damage claims that insurance
companies receive from the insured and car repair shops. It uses the most
advanced approaches to find both known fraud types, and suspicious
anomaliesthat might be connected to new types of fraud.

S _— : Admiral is a priceless tool for insurance claim supervisors. It examines every
E?E%?fﬂiﬂfi m | : _single_ claim, a_nd alerts the supe_rvisor in case _of suspic_ion. The use of
FLES - intelligent sorting mechanisms guides the supervisors to first examine the
1&“‘\7 most suspicious cases and the ones with the highest damage claims.
T Admiral also provides explanations, reports, documents and advanced
visualizations for each case, and thereby makes it easier for the supervisor to
understand the case. These documents enable the supervisor a credible
stance against the violators. Admiral is constantly automatically improving,
since it is designed in a way that enablesit to learn from supervisors and
experts who take part in fraud resolution.
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FIGHTING FRAUD

l7] Detecting known fraud types and inconsistencies.
Deterrence

I

. " : Prevention
[¥] Detection of suspicious anomalies. -

|

[/l Automatic learning and adaptation.

Investigation

l71 Resolving inconsistencies.
Redress

[¥] Explanation of inference.
Fraud deterrence is a very important component

of fighting fraud. It is based on notifying the
public and creating a general awareness that
fraud is unacceptable and a criminal offence. In
case fraud still occurs, Admiral helps to
successfully prevent it. It also enables timely
: - detection of fraud that cannot be prevented.
kg Review of key performance indicators. Once the system detects fraud, it gives the
analyst an insight into reports, documents and
visualization of data, which enable effective and
professional investigation of the cases. Once the
l#] Deployment methodology. analyst is certain that he is dealing with a
fraudulent case, Admiral helps with guidance
through court and out-of-court procedures that
help him seek redress,

l¥1 Performance.
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