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Frqudulent Intentions in Insurqnce
- A Molter of Humon PsYche?

Froud,  os  o  fosh lonob e-oo  o{  economic  soph is t ry ,  i s  perhops  the  mosf  dongerous  mol ivo lo r  in  the

modern  cor ;ex t  op  nes  Armon Ozo He fu r ther  emphos izes ' i t  does  no l

nerely justi{y o wrongdoing; it occords virlue to it

"Nothing is easier than self-deceit. For

what  each man w ishes ,  tha t  he  a lso

believes to be true."
-  Demosthenes

/ ' tT raud and decer t  have Pernaos
J' been the oldest vrces man has

possessed.  The lv lahabhara ta  i s  a

c lass ic  por t raya l  o f  how these v ices

entang le  even the  fundamenta l lY

virtuous people and thereby destroy the

society. lt also vividly depicts the super-

human power and commitment requlred

to conquer these vices. Battles belween

dishonesty and traud; deceit and fair-

play have accompan ed manlind since

ages and one has never been quite sure

as to who has been the clear wlnner - or

loser .  The f igh t  never the less  has

continued.

ln the modern sense, the demographrc

a n d  g e o g r a P h i c  c o n v e r g e n c e  o f

businesses - more popularly known as

globalization - has while on one hand,

increased the global wealth manifold,

has also allowed the vice of t inancial

f raud to  Pervade SoPh is t i ca ted

t e c h n o l o g y  c o u p l e d  w i t n  l e g  i s l a  l ' v e

fortitude has strived to cope wlth rising

cha l lenges  bu t  as  n  the  ln fo rmat ion

l e c h n o l o g y  { l T )  w o r l d .  w h e r e  v i r u s

technology always remains a step ahead

of  an t i -v i rus  techno logy ,  wh i te -co l la r

crime has been expanding undeterred.

What is Insurance Fraud?

Diclionaries have delined fraud as (a)

h a  r m i n g  s o m e o n e  ( b Y  o b t a i n i n g

proper ty  o r  money f rom h im)  a f te r

making him believe something which is

no t  t rue .  (b )  the  ac t  o f  dece lv rng

someone in  o rder  to  make money '

Whi le  the  insurance lex icon does  no t

prov ide  a  de f in i t ion  o f  the  te rm

lnsurance FraJd,  a  l raudu len t  c la im '

whrch  is  p rac t ica l l y  cons idered to  be

synonymous w i th  insurance f raud in

genera l .  has  been de f ined as  a  c la im

where the insured has

o Made false statement of tact

o lvlade statements knowing them to be

false or not believing them to be true

or that he has made them recklessly

without caring whether they were true'?'

Although no Indian law sDecii ically deals

with insurance fraud. va'ious crovrslons

of the Indian Penal Code do deal \ ' / i th

crimes like cheating which covers within

i t s  a m b i t  i n s u r a n c e  f r a u d  a s  w e l l '

Cheating has been detined as
'Whoever ,  bY dece iv ing  any  Person,
fraudulently o' dishonestly induces lhe

person so  dece ived,  to  de l i ver  anY

propertyto any person' orto consentihat

any person shall retain any property, or

in ten t iona l l y  induces  the  person so

dece ived to  do  or  omi t  to  do  any th ing

which he would not do or omit if he were

not  so  dece ived,  and wh ich  ac t  o r

omission causes or is l ikely to cause

damage or harm to that person in body'

mind, reputation or property' is said to

"cheat ' .

Explanation- A dishonest concealment

o t  f a c t s  i s  a  d e c e P t l o n  w i l h i n  t h e

meaning of this section.'3

The term 'fraudulently for this purpose

has been defined as 'A 
Person is sald

to do a thing fraudulently if he does that

th ing  w i th  in ten t  to  de f raud bu t  no t

o therw ise . 'a

ln the US where ihe issue of insurance

fraud is apprised overtly, almost every

s ta te  code has  an  enac tment  dea l ing

with insurance traud. Insurance fraud

is exhaustively defined to include not

only false representation on matenal

fac ls  pena in  ng  to  c la ims bu t  a lso  iF

r e l a t i o l  t o  o b t a r n i n g  o r  r e n e w i n g

Insurance coverage. Another intr;guing

aspect of US legislation on insurance

f raud is  tha t  i t  a lso  encompasses

fraudulent acts on the part of insurers

and in te  rmed iar ies .  F  u  r the  rmo re  '

abeiment of frauduleni acts has also

been made an offence

Thds i ro rn  the  fo rego ing  i l  can  be

summarized that any act on the part of

anyone - the insured, the intermediary

or the insurer - done with a mala fide

intention to deceive or defraud the other

pany, with a view to obtain a wrongful

f inanc ia l  ga in  wou ld  techn ica l l y  fa l l

within the premise of insurance fraud

ln India however, whatever l i tt le has

been debated on insurance fraud, tends

to  revo lve  around t raudu len i  c la ims

ra ther  than anYth ing  e lse  Common

ins tances  o f  l raud re la t ing  to  c la ims

include the following in the ascendlng

order of gravity.
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impor tan t  to  co l lec t  p roper  ev idence
before arriving at a decision. In addition
to  thorough inves t iga t ion ,  mutua l  co-
operation amongst the insurers, sharing
of databases, exchange ot information.
etc. is also crucial. Insurers wil l have to
understand that while they can continue
to  compete  fo r  bus iness ,  insurance
fraud is an area where all competitors
must co-operate with each other. In the
US, insurers suppod separate entit ies
like National Insurance Crime Bureau
(NICB). Now entering its 90th year, it is
suppor ted  by  app rox imate ly  1 ,000
propedy/casualty insurance companies
and se l f - insured  organ iza t ions . l0
Robert N/. Bryant, who worked with the
Federal Bureau of Investigation (FBl) for
3'1 years, is presently the President of
NICB. Professional organizations in l ine
wi th  NICB can ass is t  insurers  in
deve lop ing  s t ra teg ies  fo r  combat ing
fraud and can also work on research
and po l i cy  advocacy  regard ing
insurance fraud.

Regulation is another aspect relevant to
combating fraud. The insurer has to be
equipped with sufficient legal recourses.
for collection of evidence from extemal
par t ies  l i ke  hosp i ta ls ,  govern  ment
departments, revenue authorit ies, etc.
in  o rder  to  make i t  poss ib le  fo r  an
insurer  to  p rove  f raud 'beyond

reasonab le  doubt '  in  a  cour t  o f  law.
U n l e s s  s o m e  s t a t u t o r y  m u s c l e  i s
provided to the insurers, they will keep
fighting the battle against fraud with a
wooden sword. Wider public interest
demands finesse as well as fortitude in
this battle against fraud.

Similarly, proper regulation of sectors
touch ing  insurance is  a lso  s t rong ly
required. For example the healthcare
sec tor  wh ich  is  today  a  Rs.1500 bn .
industry in India does not have a formal
regulation at all. This is why insurers
se ldom get  p roper  t rea tment  case
papers or medical history documents
that are so essential in combating lraud.
Lack of regulation allows unscrupulous
hea l thcare  prov iders  to  co l lude w i th
delinquent policyholders in defrauding
the insurers.

C r i m i n a l  j u s t i c e  s y s l e m  i n  I n d i a  i s
known to be tardy and cumbersome.

Criminal cases take years to conclude.
By the time a case comes up for f inal
hearing, vital evidence is destroyed and
witnesses turn hosti le. While there is a
case o f  su i tab le  amendments  in  the
Criminal Procedure Code (CrPC) and
the Indian Evidence Act to take care of
such instances, judiciary also needs to
exercise firmness on issues l ike perjury.
T h e  s o c i a l i s t  p h i l o s o p h y  u n d e r l y i n g
jud ic ia l  a t t i tudes  in  c iv i l  l i t i ga t ion  l i ke
motor third-party claims is promoting
f raud and is  resu l t ing  in  un jus t
enrichment of vesled interests. Judiciary
shou ld  ensure  tha t  benevo len t
provisions of l\.4otor Vehicles Act like the
No-Fault Liabil ity (S. 140), structured
compensation (S. 163A) are not abused.
Wherever detected, f raudulent cases
should be handled most sternly.

On the  o ther  hand,  the  insurers  a lso
need to show determination in bringing
f rauds ters  to  book .  Present ly ,  the
insurers' interest in detecting a fraud is
limited to repudiation of l iabil i ty and no

further. lf this menace has lo be checked,
insures have to look beyond their books
and f i le  c r im ina l  compla in ts  aga ins t
fraudsters wherever sufficienl evidence
is available. Unless there are some
examples ol conviction for insurance
fraud, deterrence of this silent crime ',,,/ill

remain far-letched.

Last but not the least; insurers also have
to bridge the credibil i ty gap which leads
an average insured to  be l ieve  tha t
insurers  un fa i r l y  t rea t  hones t
policyholders. Transparency and tair-
play in underwril ing and claim practices.
consumer education, ethical marketing
policies, and better engagement with

customers are some of the things sti l l
to be done. In order to be reciprocated,
honesty has to be first practiced in the
right earnest. The common perception
that insurers make money at the cost of
po l i cyho lders  and tha t  p remiums w i l l
increase regardless of claims, needs
to be broken; through transparent and
consistent business practices.

T h i s  i s  a n  o n g o i n g  t u s s l e  a n d  a s
indicated earlier, one is never quite sure
as to who is winning and who is losing.
The ba t t le  never the less  has  to  be
fought; and fought tooth and nail. In India,
insurance fraud may not be among the
top financial crimes. But this is probably
because of the l imited penetration of
insurance i t se l f ,  more  than any th ing
else. As the market expands. fraud is
bound to become a major concern. This
is therefore the right t ime to organize
the  indus t ry  aga ins t  f raud.  Be th ine
enemy an ant, see in him an elephant.
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