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The article is devoted to the formation of a systiemapproach to identification of sources and pbigsfraudulent
practices of insurers in motor insurance, whichdea the decrease of the level of financial seguaitd financial stability.
The research conducted indicates an increase itrusisof policyholders towards insurers’ activitgedause of improper
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Copmosano cucmemnuii nioxio 00 8UHAUEHHS Odcepel Ma HANPAMKIE UMOSIPHUX WAXPAUCLKUX Oill CIpPAxXoeuxis y
aABMOMPAHCNOPIMHOMY CIPAXYBAHHKI, SIKI NPU36005IMb 00 3HUJICEHHS PIGHs (DIHAHCO80I be3neku | empamu GiHancogoi cmiti-
xocmi. Ilposedene 0ocniodcenHs ceiouums npo 30iIbUWEHHS PIBHA Hed08IpU CMpaxy8anbHuKie 00 Oill CMpaxosukie uepes
HesKICHe 30TlICHEeHHs CMPAaX08ux GUNAAM.

Knwuogi cnosa: cmpaxyeants, cmpaxosux, Cmpaxy6aibHuK, Waxpaicmeo, agmompaHCcnoOpmue CmpaxyeaHHs, Cmpaxo-
6Ull noJlic, aymcopcute, pusux, 6esnexa.

Cepopmuposan cucmemmviii NOOX00 K ONPeoeseHur0 UCMOYHUKOS U HANPAGICHUL 6EPOSIMHbIX MOUEHHUYECKUX OetCmEutl
CMPAXOBUUKO8 8 ABMOMPAHCNOPIMHOM CIMPAXO8AHUU, KOMOPble NPUBOOAM K CHUNCEHUIO YPOBHS PUHAHCOB0U be3onacHocmu u
@unancosoui ycmouiuusocmu. Ilposedennoe uccredosanue caudemenbcmsyen 00 yeenuteHuu yposHs Hed08epusi Cmpaxosame-
Jell K 0eticmeusim Cmpaxo8uiukos u3-3a HeKauecmeeHHO20 0CyWeCmaneHUs. CHpaxogulx 6bINaam.

Knrwuesvie cnosa: cmpaxoeanue, cmpaxogujux, cmpaxosamenv, MOUEHHUYECME0, A8MOMPAHCNOPMHOE CMPAX08aHue,
CMpaxoeoti nonuc, aymcopcute, puck, 6e30nacHocme.

Introduction. In terms of financial and economic instabilitypwl process of all the con-
stituent elements of financial system, insurancenis of the strategic economic activities of
the state. Despite its functioning even under awdlavourable conditions, Ukrainian insur-
ance market has preserved the ability to accumwdate redistribute financial resources
among market participants.

Motor insurance in Ukraine is one of the most comniypes of insurance among the
population and it prevails in activity base of mosurers. Therefore, problems of motor in-
surance market are the quintessential of the pmublef the insurance market in general. The
necessity to study the problems of fraud on therrsrsce market is due to the increasing
number of cases where fraud is committed by insuresurance agents, claims adjusters and
law enforcement officials. Conseuently, this causesneed for systematization of possible
areas of insurance fraud and assessment of itgcettiphs for the security of the insurer.

The studies of theoretical and practical issuesgirance fraud have been concucted by
the following researchers as S. Osadets, H. KozdtiPlastun, A. Zaycha, A. Pervushkina,
O. Zhabynets, T. Voytsenkovych, V. Bazylevych, Ar@ovskyy, N. Vnukova, J. Shumelda.
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The article is a synthesis of existing types otimsice fraud and it determines the level of
its impact on the financial security of insurers.

The main material research.Exploring the algorithm of motor insurance inigl multi-
phase implementation, two most important and dangephases of the probability of fraud
implementation can be singled out. The first phagke process of concluding insurance con-
tract that recognizes the basic relationship ofittsairer and the insured. Second phase is
connected with insurance payments. The qualityotifvare control for these phases depends
on the level of the insurer's financial securitgdngse violations that may occur in these phas-
es, lead to excessive costs or even losses farinsu

Thus, a significant issue while concluding insugmontracts, in addition to the infor-
mation concept, is the control of the use of foohssurance contracts. The issues concern-
ing inventory and usage of insurance forms areeextty important in motor insurance mar-
ket. According to Motor (Transport) Insurance Bureaf Ukraine (MTIBU), about 160
thousand of forms of insurance policies of Compuiddotor Third Party Liability Insurance
(CMTPL) had been lost in the years of 2005-2010imuthe first half of 2012 7194 forms of
CMTPL insurance policies have been lost, includiB88 forms of insurance policies of 18
analyzed insuretghat equal to 18,6 % of insurance policies lostrail. These lost forms of
insurance policies costitute 0,07 % of the conau@&TPL insurance contracts in the ana-
lized insurance companies in the first half of 20dst of the lost forms of insurance poli-
cies belong to PJSC Insurance Group “TAS” in theamh of 555, PJSC "Ukrainian insur-
ance company “Garant-Auto” in the amount of 5006®JJkrainian Joint Stock Insurance
Company “ASKA” in the amount of 153, representiegpectively 0,21 %, 0,8 %, 0,15 % of
concluded insurance contracts. Overall, this ispfiedlem of total auto insurance market, not
just the consequence of gaps in the internal cbaysiem of a single insurer. For example, 8
out of 17 insurers that lost membership at MTIBLRG12 did not return forms of insurance
policies of CMTPL to MTIBU. This means that the ipgholder can purchase insurance
product, concluding void insurance contract.

The relevance of this issue is that there is thfaransurance consumers of being not regis-
tered in insurer’s database even having purchasetarance policy. Insurance agent may either
provide an invalid form of insurance policy thahist registered in insurer’'s database, or do not
transfer data concerning purchase of insuranceuptdd insurer. Accordingly, the insurance
premiums received for the insurance policy arertdigean insurance agent. Since the responsibil-
ity for the activities of insurance agents is hgjdthe insurer, it is the insurer who actually take
insurance liabilities before himself. This redufidancial load not only on insurer, but additional-
ly on MTIBU, because insurance reserves for thasiiance contract have not been formed. Ac-
cording to the League of Insurance Organizationglkagine, insurance companies incur losses
from the actions of fraudsters in 10-15 % of caéldansurance premiums in motor insurance and
for some types of insurance up to 25 %. That is thleyalgorithm of “inventory of forms of in-
surance policies — registration of insurance cotgrathe formation and preservation of the integ-
rity of the clients’ database” is necessary foolinfation security of insurer.

The problem of falsification of insurance contragtsnotor insurance is an ongoing issue.
However, most expert practitioners in insurancesater it as one of the options of insurance
fraud, committed by either insured or insured imeaghent with insurance agent. This is a
unilateral vision, because it does not take intwoant the possibility of insured becoming a
victim of purchase of fraudulent insurance proddicis insurer and its agents.

1 PJSC “NSIC Oranta”, PIST “Providna”, PJSC “Insurance GrolipS”, PJSC Knyazha Vienna Insurance Group”, PJSC “Garant-AuRISC
“Ingo Ukraine”, PJSC “Prosto-Insurance”, PJSC “InsteaCompany “Ukrainian Insurance Group”, PISC"UhilJISC “Universalna”, PJSC
“ASKA", PJSC “PZU Ukraine”, PJSC “AXA Insurance”, PJSlichivske”, PISC “Globus”, PJISC “UPSK”, PJSC ‘&lihsurance”, PJSQAtfa-
Garant”.
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The total number of insurance claims by Ukrainiasurance product “Green Card” is in-
creasing annually. In 2013 5149 insurance claimse wegistered which exceeds the amount
registered in year 2004 by three times. At thaetmost reports on road traffic accidents on the
territory of member countries of the system “Gr&ard”, in which false Ukrainian insurance
contracts were presented, were recorded in ye@s-2009, including 156 false insurance pol-
icies in 2008. According to MTIBU, the number oadaccidents with falsified insurance con-
tracts of "Green Card" increased almost four timne2008 compared to 2004, while the total
number of inurants contracts for the same periatedsed by 16 %. The amount of forgone
insurance premiums for insurance contracts of matgsnal CMTPL “Green Card” due to fraud
agreements was 13 million UAH in 2008 or 8,4 %aial gross premiums, collected for this
type of insurance. There were positive trends doice this phenomenon on the market in years
2009-2010. In 2010-2011 the number of lost forménsfirance policies “Green Card” in-
creased by 10 times from 4,3 thousand in 2010 @ #®usand in 2011.

The main factors that predetermined the fraud E®e® of insurance contracts and forms
were improper control of insurers over the accumaitgoncluded insurance contracts and the
activities of insurance agents. The solution to ghablem depends on internal and external
factors. External factors include the presence sihgle centralized database of contracts, co-
operation of insurance companies with traffic ppland MTIBU. Internal control of insurer
at this stage lies in inventory of insurance pebciFor this purpose the following control pro-
cedures should be applied:

1. Accounting of forms of insurance policies detae to insurance agents, concluded in-
surance agreements and formsheets that remairent ager a certain reference period.

2. Periodic sampling audit of the actual availapibf forms of insurance policies in in-
surance agent coparing to data of insurer’s armalytecords.

3. Timely delivery of concluded insurance contraotsnsurer and evaluation of compli-
ance with their execution in accordance with indémles and regulations of insurer.

4. The correct application of insurance rate aisdalints on insurance agreements.

5. Timely data entry about concluded insuranceagent to the information base of in-
surer and centralized database of MTIBU for CMTE@ntracts.

6. The number of lost or damaged forms of insuraoceracts by certain insurance agent,
their frequency and appeal of the victim with tleguirement of insurance payments under
such insurance contract.

According to the study of audit company “Ernst &wg”, quarter of Ukrainian compa-
nies faced with the facts of corporate fraud in2€@tat increased during the crisis in Ukraine.
This number is bigger than in Russia, where thecatdr equaled 10 %, and Central and
Eastern Europe, where level of fraud equaled 14&tvever, it is estimatated that internal
audit and control reduce the risk of fraud by 64n%Jkraine and 74 % worldwide. To reduce
the risk of fraud on the stage of concluding aruiaace contract, the following measures
should be adhered to:

1) to disclose registration series and number ofatged, lost or invalid insurance con-
tracts on insurer’ official website;

2) to provide for an insurant access to the infdaromasystem of insurer and centralized
database of MTIBU in order to check the statuefihsurance contract on a certain date;

3) maintain a register of insurance agents by grsureely accessible to the consumer of
Insurance services;

4) provide access mode of insurance consumersfaamation systems of MTIBU, in-
cluding the register of insurance agents deprietieright to agency work in CMTPL.

The purpose of fraudulent practices in distributidnnsurance products is to obtain ille-
gal income from policyholders in the form of insoca payment by using damaged, invalid or
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forged forms of insurance policies. Internal cohmmcedures of insurer should aim to ensure
the receipts of premiums by all concluded insuraagreements on behalf of insurer. For this
purpose the insurance payment under the conclutRdance contract outside the isurer’s
office should be accomplished only within the papingystem. The receipt confirming pay-
ment of the insurance premium along with the cojpsigned insurance contract shoud deliv-
ered to the insured. This document must contaiegsstered series and number of the con-
cluded insurance contract, the insurer's name amd df payment. It will confirm the
insurance payment by the insurance contract farr@ts while for insurer the recepits of in-
surance payment to form insurance reserves wouljardgded. The proposed recommenda-
tion should also help to reduce the number of cesased to the activities of pseudo agents
in insurance services market. These agents doava $igned agency agreement with an in-
surance company, hovewer they sell insurance ptsducbehalf of insurer, but do not trans-
fer accumulated insurance premiums. In the evemcotirance of insurance case under the
insurance contract, determined by insurer as &gl the insurance payment is not received
by insurer, it is advisable to take recourse upmuiance agent or staff member who deliv-
ered to insured such a form of insurance policy.

Fraud of insurance intermediary occure in the pgead# concluding of insurance contract,
hovewer the probability of their exposure is durauptract support. If fraud is exposed when
the insurance contract is in force, it is due t@roperly concluded insurance contract or er-
ror. According to certain scientists’ view, the plem is also the fact that the insurance agent
may remain unpunished for misconduct. Even in adspenalty the loss to the insurance
agent or employee of insurance company is no niae the profit from fraudulent behavior
in case of its exposure, while for insurer the liedsigger. It leads to worsening of company’s
image, loss of insurers, losses due to underpayfmamnt operating activity, court cases with
employees, excessive redistribution of funds off stsues by reducing the financing of other
activities of insurer. The consequences of insarffdudulent actions for insurance services
consumer are terminating an insurance contradiluré of payment of insurance indemnities
that means the loss of insurance coverage. Thawystine comparability of information is im-
portant during the insurance contract supply.

It is difficult to define availability and impactf @orporate fraud on efficiency of cross-
checking of claims settlements because of corposet@et of insurer. The activity of
PJSC Insurance Company “Ukrainian Insurance Gro®dSC Insurance Company “AXA
Insurance” and PJSC Insurance Company “Garant-Aiés’ been analyzed. Amount of in-
surance indemnities has been settled in speciahrtiepnt at PJSC Insurance Company
“Ukrainian Insurance Group”, while PJSC Insuran@emPany “AXA Insurance” has cooper-
ated with vehicle service stations in that issug BASC Insurance Company “Garant-Auto”
has involved assisting company. According to ediomnathe number of complaints of poli-
cyholders received by PJSC Insurance Company “Uiamailnsurance Group” in 2013 is
twice as big as ones reported to PJSC Insurancep@ontAXA Insurance”. However, due
to the significant number of complaints reportedPIsC Insurance Company “Garant-Auto”
in 2011-2013, the option of involving an assistcgmpany has more likelyhood of biased
assessment of insurance loss or delay of paymensofance indemnities. Violation of pro-
cedures and terms of settlement of insurance losses the main issues in policyholder’'s
complaints. The problem is in insurer’s control otkee procedures of insurance losses ad-
justment by assisting company.

Insurance claim settelements on the terms of ottspwontains increased risk for ful-
fillment of insurance liabilities due to the lackdirect control of insurer over the procedures
for its implementation. There is a probability affair assessment of amount of indemnity
(operational risk), violation of terms of claim #ement (risk of violation of the law), unqua-
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lified and low-level service provided to insuramdavictim of insured accident (risk of quali-
fied personnel, reputational risk). Firstly, thesks are the source of complaints on insurers
reported by insured. Secondly, dissatisfaction whth results of claims settlement causes the
failure to cooperate with that insurer in future.

According to experts of Russian motor insuranceketarevery fifth insured meets with
such practice. Hence, there is a necessity of nméition access to the loss adjustment proce-
dures of outsourcing company in order to moniteradmpliance with insurer’s policy and
objective estimation of the size of insured losblg 1).

Table 1
Control procedures of the application outsourcing
Internal Control
of insurer of insurer over the company that provides outsourcing ser-

vices

« monitoring compliance meth-+ compliance with the insurer’s policies and demisi
odologies, standards and ethjcsregistration of reported claims;

at the stage of loss adjustment] * compliance with the insurance legislation duratgim settle-
e monitoring the accuracy gfment;

loss adjustment and assessing itdimely claims handling;
level « correct estimation of the value of loss;

« timely delivering of information on insured eveatinsurer

In order to estimate the proper amount of insurandemnity, it is advisable to exersice
control, firstly, over the insurance contracts frevhich it was revealed reduced insurance
payment or fraudulent activities of insurance agehiring distribution of insurance product.
Secondly, the control over insurance contractsviach the amount of insurance indemnity is
higher or lower than average level of insurancesbenfor this type of insurance in insurance
company for a specified period of time. Thirdlyethontrol over insurance contracts gov-
erned by claims adjuster, if the ratio of the numitfesettled insurance claims to the amount
of insurance indemnities set to payment is beybedédvel of insurance indemnities estimat-
ed by other claims adjusters (fig.).

o extra large
E5E
cao @
SES
2o low
very low
very small small middle very high
Number of insurance claims settled by loss adjust

Legend

risk of unadequate insurance indemnities is sikmadl does not contain threats financial

state of insurer

fraud is likely present in adjustment of unadequanount of indemnities. The feasibility jof

selective control over such insurance contracts

High risk of fraud of loss adjuster and incorrestimation of amount of insurance indemn

ties. Continuous monitoring of high-risk categofyrsurance contracts and loss adjusters
Fig. Fraud Risk in Adjustment of Insurance Claims

Such insurance contracts as well as insurance glsattled by loss adjusters require addi-
tional monitoring to verify the accuracy of the alat

Taking into consideration the experience of Poliskurance company “Warta” (TUIR
Warta SA), the main control measures for fraud regskuction in insurance loss adjustment is
based on crossed control of insurer's departmerds reliability of assessment data for claim
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settlements and exchange of information betweeuréns on insurance cases (table 2). As a
result, the insurer can approve payment or refasénisurance indemnity.

Table 2
Internal Control over Fraudulent Actions in Insu@nLoss Adjustment
Methods Analytical basis Procedures
Manual |insurance act; analysis of information in insurance acts;

procedure data (comparison of experts’ opinions on insured event;
insurance loss adevaluation of photographic documentation for inegeaclaims;

justment; analysis of claims of victims or insured to traffiolice and de-
database oftraffic | cisions of traffic police on the claims;
police comparison of witnesses’ testimony on insurancensla

check the submitted documents (invoice on the @mselof ma-
terials and spare parts, repairs)

Automatic |information databaganalysis of insurance history of policyholder oraitable acci
of insurer dents in recent years, their frequency and losgjuincy of
complaints regarding the insured event, the nundfecom-
plaints;

network analysis of linked insurance cases or linkesurance
claims
Automatic | MTIBU database access to the databagdTdBU on the number of insurance
claims towards which there are decisions on insigamdemni
ties

Selective |information databagrequests to other insurers to confirm the absehcéamn of in-
manual |of other insurers jured or policyholder on insured event

The amount of insurance indemnity could be readgugtthe policyholder does not agree
with the result of insurance claim settlement unidher insurance contract and makes com-
plaint against unfair claim practice. Accordingtte data of MTIBU on insurers’ perfor-
mance indicators in 2011, published in accordanitk the Decision of the Presidium of
MTIBU dated 15.03.2012, about one third of insutbet are members of MTIBU have prob-
lems with the settlement of insurance claims. leathe members of MTIBU have satisfacto-
ry and unsatisfactory level of administration amdttlement of complaints of policyholders.
Most of insurers have substantial revenues.

Conclusion. The correct estimation of the adequate level sfiiance indemnities, similar
to its efficiency is an important aspect of thegst@f settlement of insurance losses. If the
amount of insurance reimburrsement is higher orefoeomparing to the set amount of in-
demnities on similar insurance cases of other dadjusters, there is probabability of bias in
estimation. One of the reasons for unfair claimcpeca is corporate fraud in insurance com-
pany. It results in increasing of inadequacy olinasice reserves and insolvency of insurer.
When the amount of insurance indemnities is undeedain comparison to the objective val-
ue of insurance loss, insurers are not interestéhplementation of additional control to en-
sure the accuracy of data because it improvesethdts of their operational activity and has
no risk to fulfilment of insurance liabilities. Kaever, such kind of insurer’s policy is incor-
rect because failure to fulfill insurance liab#si in whole under an insurance contract causes
the complaints of policyholders and injured as waslincrease of court and legal expenses.
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