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Fraud is one of the constant challenges facing claims professionals around the world, with in
some cases staggering costs to identify, investigate and prevent fraud. Insurers are
contending with the significant investment in time and resources to identify and mitigate
fraudulent practices.

RGA’s 2017 Global Claims Survey findings identified the global fraud picture, including what
types of fraud are most prevalent by region, what steps companies are taking to identify and
prevent fraud, and the challenges they see ahead.

In legal terms, fraud can be many different things and it would not be possible to provide a
definitive definition that would be globally accepted. For the purposes of this survey, we
defined fraud as it relates to life insurance as three related but different actions:

= Organized Fraud — Involves criminal gangs that deliberately attempt to profit from
insurance fraud in order to finance other criminal activity and/or to launder the proceeds
of their crimes.

= Deliberate Fraud — Occurs when a policy is bought with the express intention of making
a future claim for profit. This typically involves circumventing underwriting by a
combination of misrepresentation and multiple applications.

= Opportunistic Fraud — Occurs at the underwriting or claims stages. At the underwriting
stage, an applicant may misrepresent their health status in order to reduce their premium
but it is not with the intent that a claim will arise in the future. At the claim stage, typically
around morbidity claims, a claimant might exaggerate their level of disability in order to
obtain benefits; however, this was not their intention when they first applied for the policy.

This survey was conducted online in September and October 2017. Claims professionals
around the world responded regarding how companies are combating and preventing fraud,
as well as the challenges anticipated in the years ahead. The survey was based on data
from calendar year 2016.

RGA conducts global surveys on several industry topics to provide clients with tools to
increase profitability, efficiency and effectiveness. We would like to thank the 27 life and
health insurers for the time and effort they put into responding to this survey. (Please
find the full list of participants in Appendix A). We hope you will find the analysis and
insights informative, as you continue to refine your approach to the growing and costly
issue of fraud.

Peter Barrett

Global Head of Claims, Underwriting & Medical
RGA

pbarrett@rgare.com
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Executive Summary

Claims fraud has long been one of the most intractable risks for insurers.
As companies strive to mitigate fraud, fraudsters continue to look for ways
to exploit the claims process for maximum gain.

What does our survey tell us about claims fraud globally and what might
we do to improve the detection and mitigation of fraud:

= 3-4% of all claims are fraudulent; or put another way, about 1 in 30
claims is identified as fraudulent

= Where underwriting controls appear strongest - North America - the
incidence of claims fraud is reduced

= 37% of respondents never allege fraud, relying solely on the
misrepresentation to deny the claim

= Of the fraud identified less than 2% resulted in a fraud prosecution

= Fraud investigation can extend the end to end time for consumers by
up to 8 times the normal processing time

= Use of machine learning and in-force analysis as fraud detection tools
are becoming common in regions with high incidence of fraud

= Respondents are split about future prospects for dealing with fraud;
some see an improving picture driven by the use of innovation such as
machine learning and in-force analysis, while others predict a
deteriorating picture with data privacy and regulation limiting insurers’
ability to investigate fraud and criminal fraud

Global Response

The 27 responding insurers represented the following regions: The
Americas — North America and Latin America (19%); EMEA - Europe,
Middle East and Africa (37%); Asia Pacific — Asia including Australia and
New Zealand) (44%):

37% of
respondents
never allege
fraud, relying
solely on the
misrepresentation
to deny the claim.
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Incidence of Fraud

Claims Fraud

Survey results suggests that the global incidence of claims fraud is 3.58%, with high
claims fraud incidence in the Asia Pacific region. The Americas has the lowest
incidence of claims fraud at 1.47%, less than half the global average.

Figure 2
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Underwriting Fraud

It is interesting to note the inversion from claims in terms of percentage, with higher
proportions of underwriting frauds identified in the Americas. The average
underwriting fraud percentage globally is 1.38% as reported by survey respondents.

Figure 3
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RGA noted that the incidence of fraud is stable with little change from prior years. In
the Americas, none of the respondents reported an increase in claims fraud activity

(see Figure 4 below).

Figure 4

Comparison of Claims Fraud from Prior Years Comparison of Underwriting Fraud from Prior Years
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Fraud Assisted by Insurance Professionals

Nearly half of the companies (48%) surveyed have identified incidences of
fraud assisted by agents, but overall the incidence of agent-assisted fraud
is low, at less than 5% of identified fraud cases. Some insurers, however,
reported a significantly different picture, with as much as 50% of their total
fraud being assisted by agents.

Fraud assisted from within the life insurance Figure 5
companies is low, with only 7% of respondents
indicating they have identified any worker-
assisted fraud. Unsurprisingly, this is in the
organized fraud category.

Agent Complicity in Fraud

Spread of Fraud by Benefit Type

Perhaps surprisingly, mortality benefits were
identified as most prone to fraud, with the
highest incidence (60%). This may be related to
the overall volume of mortality benefits written
and the higher sums assured available. Health = Yes =No
benefits were reported as the next most prone

for fraudulent activity at 24%, followed by living benefits comprising just
10% of the overall claims fraud identified. It is important to note that this
relates to all fraud, including underwriting fraud.

Figure 6 fraud, with
Benefits Associated with Fraud Cases .
the highest

u Life / Mortality benefits in C| dence (60%)

Disability benefits

Mortality benefits
were identified as

most prone to

Critical liness (Cl) / Trauma
benefits

® Health / Medical benefits

B50%/50% weighting between
Life and CI

The Americas region has the lowest level of identified claims fraud but the
highest level of identified underwriting fraud. This inversion might suggest
that tighter underwriting fraud controls would give rise to better claims
outcomes globally. This may also explain why the Americas is the only
region not seeing evidence of increasing claims fraud.

Agent-assisted fraud continues to be a problem for some insurers but is in
general a low level problem, with only around 5% of total fraud cases
identified. Survey results revealed no real indication that fraud is assisted
by other insurance professionals.
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|ldentifying and Measuring Fraud

93% of respondents indicated that they have no minimum value for fraud
investigation; meaning that when fraud is suspected, it is fully investigated.

The majority of the responding companies have created separate fraud
investigation units. These tend to be small (one to three people) but some
have dedicated teams as large as 10 people. Companies without dedicated
teams frequently have individuals in their claims teams who specialize in
fraud investigation (i.e., a team within a team). A small number of
companies have no specific reference point for suspected fraud cases.

The approach to fraudulent claims tends to be the same regardless of how
it arises. However, there are one or two countries where organized fraud is
a significant problem. In these countries, attempts are made to identify
organized fraud early in the process so that law enforcement agencies can
be informed.

The majority of respondents have documented fraud indicators embedded
in their claims processes. The most common are:

Early claims
= Inconsistent documents/statement

= Overseas death

Other indicators of interest:
= Application information inconsistent with social media

= Applying for high face value

= Applicant’s name found on a local terrorist list

Machine or expert learning is used by 22% of respondents to identify
potential fraud. This is more common in the Asia Pacific region — particularly
in markets with higher incidences of fraud. In addition, about one-third of
respondents analyze their in-force book to identify fraud prior to a claim
arising. Again, this tends to take place in markets where incidence of fraud

is high.
Figure 7 Figure 8
Using Machine Learning Proactive Fraud Assessment for In-Force

=Yes =No =Yes =No
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40% of participants from Asia Pacific and the Americas analyze the
in-force portfolio. EMEA lags the rest of the world, with only 10% using
machine learning or in-force analysis to mitigate fraud.

For markets that have a contestable period there is little evidence that the
incidence of fraud increases at the point the contestable period ends.
Fourteen percent of survey respondents indicated a slight (7%) or
moderate (7%) increase in fraud.

Figure 9

Fraud at the End of the Contestable Period
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Almost all respondents reported that they would look for other policies held
by the insured if fraud is suspected, with only 4% indicating that this was
never considered.

Figure 10

Policyholder Fraud - Companies that Check for Other Policies from
that Applicant

4% ‘

4%

" Always = Sometimes = Never

The use of machine learning and in-force analysis is limited, and is most
prevalent in countries with high incidence of fraud. There is potential
here for other markets to use these techniques to identify and or remove
fraudulent policies before a claim arises.

' Contestable Period — A period of time from the date the policy went in force during which claims may be contested. Outside of these
contestable periods the claim may not be contested on the grounds of non-disclosure or misrepresentation, in some jurisdictions this
would include on the basis of fraud.




Reporting and Enforcement

37% of survey respondents indicated they would always “decline” a claim
where misrepresentation was a factor rather than allege fraud. Only one
in five indicated they always allege fraud where this is “proven” on the
evidence they hold.

Figure 11

Decline Due to Misrepresentation vs Alleged Fraud

= Always = Sometimes = Never

Only one in three insurers indicated they would always contact law
enforcement in the case of fraud, while 7% indicate they would never
involve law enforcement.

Figure 12

Frequency of Contacting Law Enforcement for Fraud
Cases

= Always = Sometimes = Never

Among the participants that reported successful prosecutions for fraud
cases there were 36 successful prosecutions, which represents just 1.7%
of the fraud cases identified. The majority of successful prosecutions
pertained to health and living benefits, with a total of 23 cases reported.

RGA 2017 Global Claims Fraud Survey



RGA 2017 Global Claims Fraud Survey

The involvement of the reinsurer in claims involving fraud is normally a treaty
requirement. 96% of respondents indicated they “sometimes” or "always”
involve the reinsurer in the final actions required in relation to fraud claims.

Based on the difficulty of proving fraud and the time and effort required to
successfully prosecute, the number of prosecuted cases is low. Are insurers
that decline on the basis of misrepresentation rather than allege fraud taking
the right approach? There seems to be a negative cycle: "We won'’t win so
we won'’t prosecute.”

Impact on Consumers

It is important that we investigate all cases of potential fraud, but what impact
does this have on the consumer? The average end-to-end processing time
for a case of suspected fraud takes up to eight times the normal end-to-end
processing time.

The use of machine/expert learning in Asia, according to the respondents,
reduces end-to-end time for cases involving fraud by 15 days (20%). For
insurers with large fraud teams there is also a reduction in the end-to-end
processing time for fraud of 12 days (15%). However, in general, the end-to-
end time for fraud cases compared to all claims is still a significant multiple.

Figure 13
Average End-to-End Fraud vs. All Claims

Number of Days
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m Average end-to-end time for all claims
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Our survey has identified that a case of suspected fraud can take up to eight
times as long to process as other claims. Although some improvement in
end-to end times can be seen from the use of dedicated fraud teams or
machine learning, the fact remains that in most cases the final decision will
be to decline the claim on the basis of misrepresentation rather than allege
fraud. In these circumstances, might we question whether we are using the
resources available to us in the most effective way?
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Survey respondents cited the following challenges and future expectations by region:

Figure 14

= Lack of resources

= Lack of analytical tools to
detect fraud

= Difficulty obtaining evidence

= Questions/forms for family
members after the death of
aloved one

Time and cost

Lack of support from legal
authorities

Personal data protection
laws

Sales process agency rules

Resistance from agency,
claimant, doctors, etc.
cooperating with the
investigation

Asia (in. Australia/NZ)

Resources and cost

Resistance from agency
claimant, doctors, etc.
cooperating with the
investigation

Difficulty obtaining evidence

Absence of insurance
repository enabling easy
insurance shopping for
smaller insurance amounts

Lack of analytical tools to
detect fraud

There are clear global themes emerging in relation to the challenges facing insurers.
Time and cost are key factors, as well as resistance from third parties to assist the
investigation process. Data protection laws and other regulations are also negatively
impacting insurers’ ability to investigate fraud. In our 2016 survey, looking at the
challenges facing claims management, we identified that a growing asymmetry of
information between the insured and insurer could be a key challenge going forward.

Future Outlook

Predicting the future is always difficult, but it seems predicting the future of fraud is
particularly so. Globally there is a roughly 50/50 split between those who see an
improving picture and those who have a negative view. However, even in these
groups, there was no commonality in terms of the reasons why the view was taken.

Here are some comment highlights, by region:

Figure 15

= As medical testing improves/

grows; we should be able
to have tissue samples/
blood samples that will
definitively prove timing
of non-prescription drugs
being taken.

= The use of machine learning

and fraud indicators will
assist (in detecting and
mitigating fraud).

Negatively because this
(fraud investigation) will be
more regulated in the future.

Positive: The advance in
genetic studies and the

availability of data. Negative:

Laws restricting the use of
personal information.

Asia (in. Australia/NZ)

Data-sharing with related
industries, including finance
and health care, will have a
postivie effect on detecting
insurance fraud.

As an industry, we are losing
billions of dollars annually
due to insurance fraud,
detected and undetected.
With sensitivity about this
issue going up and the
industry coming together to
share data and information,
we foresee a positive
change happening towards
combating this menace in
the coming years.
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Some Final Thoughts

Life insurance fraud could, with some justification, be called the perfect
crime. Itis low in risk and has high reward potential. Even if the fraud is
identified, the results of this survey demonstrate the extremely small
possibility of incurring any form of penalty or punishment. There is also
little appetite to prosecute due to high litigation costs and uncertain
outcomes: less than 2% of fraud cases identified in this survey resulted
in successful prosecutions.

Looking at the results of this survey, readers might conclude that, given
the scale of the issue, fraud should be a cause for concern in the Asian
market in particular. With the scale of the incidence reported in that
region, the action taken by insurers would in some cases appear
inadequate, ranging from even challenging fraud when it is identified to
taking legal action to prevent it in future.

What can insurers do? The answer would appear to be prevention; i.e.,
use our limited resources to identify fraud before a claim arises. This
might mean strengthening our underwriting controls, or involving
machine learning and continuous assessment of in-force books to
identify and investigate high-risk policies. India has to date led the
market in portfolio analysis to identify potentially fraudulent policies. We
would encourage other markets to look closely at what has been done
in India and to adopt similar approaches.

Hopefully, as our industry hones our fraud prevention capabilities and
improves our detection tools with education, fraud scoring analytics
and/or machine learning, we will cause fraudsters to pause and deter
them overall.
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Appendix A: Survey Participants
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RGA would like to thank the following companies for their participation in our 2017 Global Claims Fraud Survey:

Aegon Life
Al Ahli Takaful Co.

Alistate Life Insurance Company

Aviva Life

AXA Egypt

Bankia Mapfre Vida, S.A.
Changcheng Life

Chubb Life

Cigna & CMB Life
Discovery Life

Gibraltar BSN Life Berhad
HDFC Life

Hong Leong Assurance
Katilim Emeklilik

Leidsche Verzekeringen Maatschappij
London Life/Canada Life/Great-West Life
Manulife Claims

OUTsurance

PingAn Health

SBI Life Insurance Company

SCB Life

Seguros Atlas, S.A.

Suncorp NZ

Sun Life

Takaful Emarat Insurance PSC, Dubai
Tata AIA Life Insurance Company

Unum
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Glossary of Terms

Organized Fraud
Involves criminal gangs who deliberately attempt to profit from insurance fraud in order to finance other criminal
activity and or to launder the proceeds of their crimes.

Deliberate Fraud
Occurs when a policy is taken out with the express intention of making a future claim for profit. This typically
involves circumventing underwriting by a combination of misrepresentation and multiple applications.

Opportunistic Fraud

Occurs at the underwriting or claims stages. At the underwriting stage, the applicant may misrepresent their health
status in order to reduce their premium but it is not with the intent that a claim will arise in the future. At the claim
stage, typically around morbidity claims, they might exaggerate their level of disability in order to obtain benefits;
however, this was not their intention when they first applied for the policy.

Claims Fraud
In this context, claims fraud is any fraud identified at claims stage including frauds that relate to the application for
the policy.

Underwriting Fraud
Fraud identified at the underwriting stage, this would normally relate to misrepresentation or non-disclosure during
the application process.

Contestable Period
A period of time from the date the policy went in force during which claims may be contested. Outside of these
contestable periods the claim may not be contested on the grounds of non-disclosure or misrepresentation, in

some jurisdictions this would include on the basis of fraud.

Agent
An individual or company involved in the sales process who may or may not be employed by the insurance
company and acts as an agent of either the insurer or the consumer.

Insurance Professional
An individual employed by the insurance company who has some role in the processing of claims.

Machine Learning
The use of algorithms to analyze and make predictions on data.
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Notice

This report and any opinions and conclusions contained herein have been prepared for the benefit of companies
that participated in the study. Reinsurance Group of America, Incorporated, its subsidiary companies and each of
its directors, officers and employees (“RGA”) expressly disclaim all and any contractual, tortious or other form of
liability to any person in respect of any consequences arising from its use in reliance upon the whole or any part of
this report or any of the information contained herein. By using this report, any such third party hereby releases,
holds harmless and forever discharges RGA from any and all claims, actions or causes of action of any nature
whatsoever arising from its use.

In developing this report, RGA has relied upon the accuracy and completeness of a substantial amount of data
and information supplied by participants in the study without independent verification. Information contained in this
report is not exhaustive and does not cover all issues, topics, or facts that may be relevant to your goals. Nothing
contained in this report should be construed as rendering any form of professional advice.

RGA has made all reasonable efforts to ensure that the information provided in this publication is accurate at the
time of inclusion and accepts no liability for any inaccuracies or omissions. RGA may make changes or
improvements at any time, but does not undertake any obligation to update or correct information if it is not, or is
no longer, accurate or complete.

About RGA

Reinsurance Group of America, Incorporated (NYSE: RGA) is one of the largest global providers of life
reinsurance and the only global reinsurance company focused solely on life and health reinsurance.
Headquartered in St. Louis, Missouri, RGA’s operations in 27 countries deliver expert solutions in individual life
reinsurance, living benefits reinsurance, group reinsurance, health reinsurance, financial solutions, facultative
underwriting and product development.
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