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Abstract: One of the issues the Romanian insurance market is confronted with in the last 5 years is the continuous increase in the registration of new vehicles, reaching an impressive level of over 4 million vehicles at the end of March 2007. Due to this explosion of the Romanian motor fleet, the motor insurance recorded also a significant development, exceeding 60% of the general insurance in 2006. Unfortunately, together with this development of the protection for vehicles, the claims management services became more important for insurers (as the frequency of motor claims increased up to 65%) and, even though in a reduced number, the  insureds started learning and applying “tricks” in order to deceive the insurance companies and collect the indemnity .The paper will focus on the main types of fraud techniques that the international and mainly the Romanian insurance market is facing from the part of the insureds but also from the part of the insurer's agents.
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1. GENERAL OVERVIEW
During their activity, the insurance companies, as any other commercial entities, are constantly facing various risks that can affect their profitability and their financial results. In general, with the exception of fraud cases, the literature studies and analyzes the risks with which the companies are confronting, offering the possibility to create optimal conditions for the insurers to increase their efficiency in terms of contracting and administering the insurance products.
Due to its amplitude, penetration degree and consequences, fraud may be considered a global risk for the insurance industry, as it can affect the economic performance of a company.

Even though it is still limited at the level of the Romanian market, the situation is the same all over the world. In 2005, 25% of the claims paid out in UK were paid on fraudulent cases, discovered later; the phenomenon increased as compared with 2004 with a staggering 50%. In USA, in the same year, the percentage of fraud cases represented almost 30% (80 billion USD); moreover, 7% of the insureds questioned in a national survey that took place in USA in 2006, admitted to have filed a fraudulent claims, and almost 47% would make out a bogus claim. The level of fraud cases recorded at the level of European Union is around 10%, with small deviations in some member countries.
Specialists in the insurance industry consider that the value of losses registered at the Romanian insurance companies in 2006, due to fraudulent claims, reached approximately 70 million EUR, respectively 10% of the total paid claims in the case of non-life insurance. Unofficially, there are fears that the percentage of the sums annually paid by the insurance companies for fraudulent and induced claims is even larger, almost double from the level known by the authorities. The main part in this phenomenon is caused especially in the sector of motor insurance. 
In the last four years the sales of new cars known a constant increase, such that in 2006, they reached approximately 300000 cars, with 16% more than the previous year; the pace is not about to decrease, as only in the first five months of 2007 the increase in the sales registered a level of 23% more than the same period in 2006. The vehicles that are incurring damages after accidents, which require a reparation degree higher than 75% of the insured amount, are considered total loss. The total loss can be economic total loss (the car can be repaired as its structure was not affected) or technical total loss (the National Association of Motor Recyclers proposes to take the car out of the traffic as it is not safe any longer, even after its reparation).
Yet, the motor garages invaded the Romanian market, as the sale of spare parts and the fraud process against the insurers represents the main objective of those who know some tips in this industry. Quite interesting is the fact that in 2006, out of 1200 garages registered across Romania, only 5% are fulfilling the EU requirements referring to technical and administrative features.


2. FRAUD IN MOTOR INSURANCE
The main methods of frauding the insurance companies are staged accidents, induced theft and damage, arson, inflated claims, based on forged documents, financial situations, failing to disclose information in order to get insurance cover etc.  Recently, a new form of fraud has been recorded on the Romanian market – the internal fraud. The lack of specialists in this area makes it difficult to identify the fraud cases, even though their frequency is relatively high.
In 2006, there were 1266 cases of induced theft, many of them concerning local vehicles. Besides these cases, there are thousands of cases of theft, many of them induced, from the previous years that were categorized as “unknown author”.
The main types of fraud recorded on the Romanian market are the ones regarding the staged theft, either by recycling the spare parts or by selling of cars; induced accidents followed by partial or total arson of the vehicle; inflated claims based on bogus documents or inflated reports of repairing.

For example, an insured from Galati filled a claim of 77000 EUR. The insured provided the documents proving a fire that affected totally a bus, due to, according to its owner, electrical circuit of the vehicle. The follow-up investigations done by specialists discovered and concluded that the fire was intentionally started, with the knowledge of the insured. Moreover, it was discovered that the bus had not been used for several months due to lack of spare parts, being parked on the premises of the company; and in order to prove the so-pretended functioning, several reports were forged.
Another example concerns an accident. Based on the police report and the insurance policy, the owner of an Alfa Romeo vehicle filled a claim for 30000 EUR. According to the report and to the participants’ statements, the owner of a Renault covered by a MTPL policy, did not allow the Alfa Romeo to pass, when turning right and thus it damaged the Alfa Romeo. In reality, it was discovered that the accident did not take place at the date of the police report, but before, when the guilty party did not have a valid MTPL. 
Important compensations are being paid by the insurance companies based on police reports, which are not according to reality, either by changing the accident’s date or by changing the guilty person, related to a previous understanding between the participants to the accident (the party with the MTPL will be the one considered guilty in order to have all the losses covered). Sometimes, the guiltiness of the persons implicated in accidents is established or suggested, contrary to the dynamics of the accidents, even by the police or by the employees of the insurer.
This situation can be inflated as there are proposals of introducing the practice of amiable agreement (fr. “constat amiable”) between the participants to an accident without victims, according to which the extend of the damage will be commonly agreed by the insureds and the employees of the insurers.

Another method of fraud in motor insurance refers to the situation when for the same accident, there are filled several claims to different insurance companies. For example, in 2006, the user of a Hyundai, bought on leasing, filled a claim to an insurance company, as his car was involved in an accident. Estimated damages reached 40000lei. As there were suspicions of fraud, several verifications were made by the insurer. The claim adjusters established that the driver filled claims to other four insurance companies, for the same accident, offering as supporting documents reports issued by the police for different dates, places and circumstances. Moreover, the driver came up with fictive reparation reports and inflated invoices for spare parts. In total, the driver succeeded in filling 11 different claims, out of which, he already cashed in compensation from 6 insurance companies, reaching a total of over 1 billion old lei.
Bogus losses, exaggerated injuries claims and highly organized scams are costing the insurance industry dearly and have served to push up the cost of premiums for everybody.
Internal fraud is taking out new forms in the recent years. Starting with the practice of  predating of policies so that the damaged car would be covered at the moment of an incident, the complicity of the insurance agents or insurance employees is influencing the level of the amounts paid annually by the insurers for false claims. Another practice of the insurance agents is to conclude a CASCO policy for an already damaged car.

Temptation in frauding the insurance companies occurs also in the case of insuring second-hand cars. Due to the disproportion between the acquisition price and the insured amount established based on the catalogue price, the insured becomes interested in earning an amount of money, significantly bigger than the price paid for its purchasing.
An example would be the owner of a second-hand car who acquired it for 35000 EUR and insured it, according to the specialized catalogue, at 100000 EUR. The insured tried, unsuccessfully, to stage a total loss, in order to cash in the insured amount – a sum that was three times bigger than the price of acquisition. 

In many cases, the specialized expertise, correlated with the traces and the place where the damage occurred, would be the one to establish, without any doubt, whether or not the loss was caused in the presumed circumstances, stated by the parties involved.

In the case of staged theft of luxury cars, the representatives of the car producer would give information, stored in the internal memory of the keys presented by the insured, from which the insurers would conclude that the key had been used even after the stated moment of the theft.
The lack of facultative car insurance (CASCO) is also another case which can determine an insured to try to fraud the insurance companies. For example, an insured from Bucharest filled a claim for its VW Golf, found damaged in the parking lot, near its block of flats. The claim of 428 million old lei was proved to be a fraudulent claim as the accident did not take place in the circumstances invoked by the insured. They had been caused by another accident, the insured being the guilty party and not having facultative car insurance. 
Sometimes, when there is the case of an accident between an expensive, imported car and a cheap one, the parties involved might try to fraud the insurers. In these cases, the owner of the cheaper car will be the one considered guilty because, if the owner of the expensive car would be the one considered guilty, the following year, he would be forced to pay higher premiums for CASCO. Based on a common agreement, the owner of the expensive car pays an amount of money to the other that will take care of the reparation expenses, and the insurance company is left to pay the damages for the expensive car.

The most recent type of fraud is the case in which the damaged car is towed away and “out of the sudden”, the cable towing the car is failing and the car is hitting …a tree, a wall etc. Or…the car is being repaired at a local garage and the final invoice of repairing included prices ten times higher than the prices for the original spare parts. Sometimes, there are services executed at the garages for damages that have nothing to do with the accident. 
In the case of imported cars, there were cases when entire networks of individuals were bringing in Romania damaged cars that were then insured (with the help of insurers’ employees) and finally totally damaged in order to cash in the insured amount. Moreover, the cars with defects on the engine or on the floor can be insured without the help of the insurer’s employees, as a detailed risk inspection is not carried out at the moment of contracting the facultative motor policy.
Outrageous is the fact that in these cases, the insureds are refusing the reparation of the cars, using different reasons (even hilarious – psychical traumas!!), and are asking only for the monetary compensation.

Concerning the staged accidents, there are even people that are specialized in creating different types of accidents. Usually, a staged accident has the following features: a luxury car, a high stated value (both the insurable value and the insured amount). The car can be either from Romania or from abroad and usually it was already involved in a car accident. In fact, the car is suffering superficial damages – the accident is taking place outside of the city, without any witnesses and, of course, without any victims. The accident is very simple: on a straight line, the driver is loosing control of the car and hits a tree or an object in the street. In such a case, there are usually three main characters: the owner, the lawyer and the driver. Secondary characters may be: the broker (agent that concludes the insurance) and, very rarely, the policeman. The owner has always a strong personality, whereas the driver is usually a fragile lady, frightened about the accident that took place that admits her guiltiness. If the insurance company is going into details with its investigation, the owner threatens to sue the company, with the help of a lawyer.
The lack of electronic databases inside the insurance companies are making even worse the situation – the proposal of one important player on the Romanian market to create a common Bureau of Claims was well received on the market, but the technical difficulties of creating and finally unifying the databases of the members of such a Bureau are, at least, for the present, undefeatable, due to high costs in IT systems.


3. POSSIBLE SOLUTIONS
There are several possibilities to reduce and even prevent the occurrence of new fraudulent claims – one of which was already put in place – the centralized database (CEDAM), administered by the Insurance Supervisory Commission, concerning the information for the MTPL (Motor Third Party Liability) insurance policies all over Romania. 
Specialists suggested the creation of a new database – common to insurers and police, that would record all the incidents in which a car was involved – such that a “history “ of the car to be created, open to everyone in the insurance industry. At present, the level of continuity of a policy with the same insurer is quite low – the price being the first determinant in choosing a specific insurance product for the car. In this way, the transfer of a car from one insurance company to another, in order to have the cheapest product or to avoid penalties for bad driving from one year to other, could be traced and the appropriate level of premiums could be established and, in the same time, any attempt to fraud an insurer could be more easily identified.

Other proposal in order to reduce fraud in motor insurance is the introduction of bonus-malus system – that will record the “history” of the driver, determining an increase or a decrease in the level of premiums – a system that was postponed to be applied. Related to this system and based on it, the procedure of amiable agreement between the participants to a motor incident would not become a possibility to fraud the insurers – as they are looking for an intensification of fraudulent claims in the case of non-implementation of bonus-malus system. Without the bonus-malus, there will be no restriction (economic or administrative) to obey or to declare the true circumstances in which the damages occurred. 
In order to reduce the frequency of claims based on inflated reparation reports, the insurers are evaluating the opportunity of introducing a unitary system of loss evaluation (AUDATAX) and also the standardization of prices for spare parts and for repairmen, as well as the leveling of the execution times, based on estimates established by car producers.

A solution for reducing the number of frauds can be also the practice of insurance companies to ask the services of special investigators (usually ex-policemen or retired militaries) to study and analyze the real circumstances of a certain incident. The ultimate solution might be the creation of a “Black List” of frauding persons such that insurers would be advised about accepting the exposure of those persons. Moreover, an insurance fraud hotline, supervised by the authority in the field, which allows people to report cases of suspected insurance fraud, would be of real help. For example, such hotline set up in Ireland gathered more than 3,300 cases of fraud over the past four years. Two-thirds of the calls arose from concerns about fraudulent motor insurance claims.
It is hoped that such a move could help to bring down motor insurance premiums for drivers, by helping to reduce the amount of money insurers spend on fraudulent claims. Although there are many factors involved in motor insurance premiums, it is clear from the huge cost of fraud to the sector that tackling it must be a major objective for the industry in the future.
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