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• Fraudulent claims account for a significant portion
of all claims submitted to insurers, and cost billions
of dollars annually.

• Insurance fraud takes many forms—no one size fits
all.

• A significant percentage of fraudulent insurance
claims go undetected.

What is 
Insurance Fraud?
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What is 
What are the Effects of
Insurance Fraud?

Since much fraud goes undetected, it is difficult to quantify
the financial cost of insurance fraud.

The FBI estimates that the total cost of insurance fraud in
the U.S. is over $40 billion per year, which affects the
average U.S. family by increased premiums of between $400
and $700 per year.

For the insurance industry, fraud can impose significant 
financial costs and decrease corporate growth, and internal 
fraud can harm a company’s reputation.  



What are the types of
Insurance Fraud?

Insurance fraud can generally be classified into two forms: 
• Hard Fraud and Soft Fraud.

• Hard Fraud consists of claims that are 100% false in nature. It is the
intentional creation of a false scenario in order to collect an insurance
settlement. Fraudulent foreign deaths fall within this category.

• Soft Fraud, also referred to as opportunistic fraud, consists of
policyholders or applicants misrepresenting previous or existing conditions
to obtain a lower premium. Outside of the life insurance context, soft fraud
consists of policyholders’ exaggeration of legitimate claims of loss or injury.

Soft Fraud is far more prevalent than hard fraud, and is much more difficult to
detect.



What are the types of
Insurance Fraud?

Internal Fraud – Fraud by Agent or Insurer
False Policies: Agent or employee issues false policies, certificates, insurance
identification, etc. to improve their writing record. Scammers posing as insurance
agents may also attempt to sell false policies
Premium Fraud: Agent or employee pockets premiums, then issues a false policy, or
no policy at all, leaving the insured with no coverage.
Fictitious Payees: Agent or employee changes beneficiary of record to a fictitious or
nonliving person, and upon the death of the insured submits a claim for the policy
proceeds.

Sliding: Agent includes additional coverages in the insurance policy without the
knowledge of the insured. The extra charges are hidden in the total premium, and since
the insured is unaware of coverage, few claims are filed.

Twisting and Churning: Agent encourages the replacement of an existing policy for a
new policy with no benefit to the insured, often through high pressure sales techniques.
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Former Life Insurance Agents Busted for $1.9 Million Scam
March 21, 2018, Los Angeles, CA

Between May 2013 and July 2017, two former life insurance agents submitted more than 600 fraudulent 
life insurance applications to multiple insurance companies, collecting $1.9 million in advance 
commissions.

To obtain personal identifying information for the fraudulent applications, the former agents set up a 
referral program and paid applicants between $25 to $50 for referring family members or friends for life 
insurance. Some applicants were told they were applying for life insurance policies and the agents would 
contact them with premium payment information. Other applicants never received follow-up phone calls 
and were unaware the life insurance policies they applied for were ever in force. In some cases, multiple 
applications were submitted with forged signatures and without the consumer’s knowledge. 

The applications submitted to the insurance carriers also contained misrepresentations and fabricated 
information pertinent to occupation, income, net worth, and beneficiary information..

Utah Insurance Agent Steals Commissions from Dozens of Life Insurance Policies
February 03, 2020, St. George, UT

A Utah insurance agent admitted to collecting commissions from more than two dozen fraudulent life insurance 
applications, and was sentenced on 11 felony charges.

The agent admitted to writing over 25 applications for life insurance under multiple companies, including Mutual of 
Omaha Life Insurance, Colombian Life Insurance Company, Americo Financial Life and Farm Bureau Insurance by 
obtaining and then using the personal information of multiple individuals to apply for life insurance policies. 

The agent admitted that the applications were submitted using false addresses and fake bank account information 
without the knowledge or permission of the applicants whose identities he used.

The agent would receive commissions up front when the fraudulent applications were filed. The scheme was 
discovered after numerous individuals told insurance companies that they hadn’t requested or applied for life 
insurance policies.



What are the types of 
Insurance Fraud?

External Fraud – Fraud by Insured or Beneficiary
Application Fraud (Material Misrepresentation): Insured knowingly provides
false information, or fails to provide relevant information, to the insurer during the
application process, in order to obtain lower premiums or coverage the Insured
would otherwise not qualify for. This is the most common form of life insurance
fraud.

Death Fraud: Insured attempts to fake their own death, or beneficiary attempts to
fake the death of the insured, in order to collect the policy proceeds.

Beneficiary Fraud: Beneficiary kills the insured in an effort to recover policy
proceeds. State laws prevent beneficiaries from recovering in such instances, and
policy proceeds are paid to the contingent beneficiary or the insured’s estate.

Beneficiary Forgery: Individual forges a beneficiary change on the insured’s
policy, making himself a beneficiary or increasing his share of the proceeds.
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Minnesota Man Found Alive After Allegedly Faking His Death
November 20, 2018, Minneapolis, MN

A Minnesota man was arrested and extradited to the U.S. allegedly faking his death in order for his ex-wife to collect a $2 
million life insurance policy.

He was arrested in the Republic of Moldova and extradited to the United States.  According to the indictment filed by the 
U.S. Attorney's Office, the man obtained a $2 million life insurance policy in 2010 and designated his ex-wife as the primary 
beneficiary.

In 2011, police in Moldova received a phone call reporting a dead body that was found. Items found on the man's body 
identified him, including a passport, hotel cards and contact phone numbers.

His ex-wife traveled to Moldova to identify the body, and positively identified him as her husband.  She received death 
certificate from Moldovan authorities and had the corpse cremated. She then submitted that death claim for the $2 million 
policy through Mutual of Omaha. A funeral was held in Minneapolis.

The wife received the check for $2,048,414.09 in March 2012.  She transferred $1.5 million of that check to an account 
under her son's name.  

In November 2013, the couple’s son was stopped by Customs and Border Protection in Detroit, Michigan after returning 
from Moldova. A computer seized by agents had digital photos of his “very much alive” father, which were taken over a 
year and a half after his purported death.  

Death Fraud: 
Uncommon but Costly
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The Case of Aubrey Lee Price
Aubrey Lee Price was an investment fund manager, bank director, and 
Baptist pastor in Georgia, who, over the course of a few years embezzled 
millions of dollars of his clients’ money.  

In 2012, when Price’s fraud was exposed, he flew to Florida, purchased 
dive weights and a dive belt, and disappeared after boarding the Key West 
express ferry.  He issued several suicide letters to friends and family.

Following his presumptive death, a receiver was appointed to control 
Price’s affairs and distribute assets to his defrauded investors.  These assets 
included four life insurance policies.  Following an extensive investigation, 
the State of Florida issued a presumptive death certificate to Price’s family, 
prompting the life insurance companies to issue the proceeds to the 
receivership estate.

In December 2013, it was discovered that Price was still living and had 
managed to evade detection for eighteen months.
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Upon learning of Price’s deception, the insurers demanded the return of 
the policy proceeds from the receivership estate, arguing that because 
Price was never actually dead, the policies were not payable.

The insurers brought claims against the receiver for conversion, money 
had and received, and declaratory judgment.  The receiver argued that 
the insurers issued the policy proceeds with full knowledge of the 
uncertain nature of Price’s presumed death, such that they should be 
barred from recovery.

The Northern District of Georgia disagreed, finding that by the terms of 
the policies, payment of benefits was conditioned on Price’s actual 
death, not merely the acceptance of proof of death, as the receiver 
argued.

The Case of Aubrey Lee Price
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Material
Misrepresentations 

According to an LA Times analysis, material misrepresentations are responsible
for two-thirds of disputed life insurance claims.

Material misrepresentations are costly for insurers and are risky for
policyholders.

Not only can a material misrepresentation cause an insured’s application to be
rejected or rescinded, but also the misrepresentation can be shared with other
life insurance companies through the Medical Information Bureau (MIB), a
database that tracks life insurance applications. This could prevent an
applicant from obtaining a policy from another life insurer, or obtaining
insurance at an increased cost.



Tobacco or 
Drug History

Medical 
Misrepresentation or 

Omission

Income,
Net Worth, or 

Other Insurance
History of 

Risky Activity

Forms of 
Misrepresentation

Have you ever had an application for life or health 
insurance declined, postponed, modified, rated or offered 

with a reduced face amount? 

Have you in the past 2 years engaged in certain activities such as 
hang gliding, hot-air ballooning, ultra-light flying, heli-skiing, 

mountain, ice or rock climbing, cliff or base jumping, motor vehicle 
racing, motorcycle or any other motorized land or water vehicle 

racing, or sky diving?

Have you ever consulted a member of the medical 
profession regarding or have you been diagnosed or treated 

for cancer, tumor, melanoma, or any other malignant 
disorder?

Have you ever used tobacco or nicotine 
products in any form? 
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Policy Rescission: 
An Underutilized Tool for Insurers

• Rescission is an equitable remedy arising out of a contractual
relationship.

• Rescission is historically based upon a claim that one party to the
contract was fraudulently induced to enter the contract.

• In the insurance context, a successful rescission action unwinds
the insurance transaction and the parties are restored to the
status quo ante—their respective positions prior to the contract.

• The relief obtained is equitable—the insurance policy is
considered void ab initio—as if the contract never existed. The
primary goal is to cancel the contract, not to obtain monetary
damages.
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Policy Rescission
• Although rescission is historically an equitable contract remedy, many

states have created statutes that contemplate rescission in the insurance
context.

• These statutes expand the right to rescission beyond fraud and allow
insurers to rescind policies where an insured makes a material
misrepresentation in the policy application.

• Common Elements of a Rescission Cause of Action:

• Misrepresentation of fact that is material to the decision to underwrite
the risk;

• Reliance by the insurer on the alleged misrepresentation; and
• Damages proximately caused by the misrepresentation.
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• A misrepresentation is typically considered material if it would affect
the acceptance of the risk or the hazard resulting in the loss.

• To determine whether the misrepresentation is material, the majority of
jurisdictions engage in a "but for" analysis, which evaluates whether,
but for the misrepresentation, the insurer would have (a) issued the
policy, (b) provided less coverage or lower limits, or (c) charged a higher
premium.

• Some states, such as New York, define materiality by statute:

• “No misrepresentation shall be deemed material unless knowledge by
the insurer of the facts misrepresented would have led to a refusal by
the insurer to make such contract.” N.Y. Ins. Law § 3105 (b)(1)

• In other jurisdictions, the standard is set by common law.
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• The majority of states recognize rescission where an insured’s
misrepresentation is innocent or negligent; fraud is not required.

• However, a minority of states require an insurer to show an intent to
deceive.

• Connecticut: To void an insurance policy under Connecticut law, [the
insurer] must prove “(1) a misrepresentation (or untrue statement) by the
[insured] which was (2) knowingly made and (3) material to [the insurer]’s
decision whether to insure. Pinette v. Assur. Co. of America, 52 F.3d 407,
409 (2d Cir. 1995).

• Arizona: Smith v. Republic Nat. Life Ins. Co., 107 Ariz. 112, 483 P.2d 527
(1971) (Statute concerning effect of misrepresentation upon a policy did
not prevent insured from recovering even though application form
contained incorrect answers which were material and insurer in good
faith would not have issued policy if true facts had been made known
where insured's incorrect answers were not fraudulent).



PAGE 26

Ala. Code § 27-14-7
(a) … Misrepresentations, omissions, concealment of facts and incorrect 
statements shall not prevent a recovery under the policy or contract unless 
either:
(1) Fraudulent;

(2) Material either to the acceptance of the risk or to the hazard assumed by the 
insurer; or
(3) The insurer in good faith would either not have issued the policy or contract, 
or would not have issued a policy or contract at the premium rate as applied for, 
or would not have issued a policy or contract in as large an amount or would not 
have provided coverage with respect to the hazard resulting in the loss if the 
true facts had been made known to the insurer as required either by the 
application for the policy or contract or otherwise.
(b) No plea of misrepresentation or fraud in connection with the issuance of a life 
insurance policy or annuity contract shall be filed unless accompanied by a 
payment into court of all premiums paid on the policy or contract.
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Materiality Standard
• If a misrepresentation or omission is made in the policy

application, would the underwriter have issued the policy
under the same terms if the correct information had been
provided?

• Would the insurer have taken additional underwriting
measures?

• Before rescinding a policy, confirm with the underwriter
what practices are used in policy underwriting, that they
were followed, and that exceptions are not regularly made
related to the question at issue.

• The underwriter is key to a successful rescission.
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General Considerations for 
Rescission:

1. Language of governing statute or jurisdiction’s
case law.

What elements must be proven?

2. Language of contract at issue.
Timing considerations – is there a time limitation to rescind?

3. Whether misrepresentation was made by the 
insured or through an agent or broker.

Could the actions of the agent be imputed to the insured?
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How to Rescind
1. Voluntary Rescission

• Refund the premium and notify the insured that the policy 
is no longer in force.

• To be successful, the insured must accept the refund and
acknowledge that the policy is considered void. An
insurer should have the Insured execute a release
explicitly stating that the policy is being rescinded, the
premiums have been refunded, and the policy is now void.

2. File a Rescission Action
• Refund the premium and file a declaratory judgment

action seeking rescission of the policy.



PAGE 30

WARNING SIGNS 
OF APPLICATION FRAUD

5

• Information on a life insurance application is vague or ambiguous regarding details of
health history, such as dates, location of treatment, names of physicians or hospitals,
or specific diagnoses.

• The applicant fails to sign and date the application.

• The applicant’s earned income or net worth does not warrant the amount of
insurance being applied for.

• Application questions are unanswered, such as income, other insurance, or hazardous
activities.

• The applicant’s date of birth does not match other insurance applications.

• The applicant has excess insurance, either disclosed in the application or discovered
through underwriting
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WARNING SIGNS 
OF CLAIM FRAUD

5

• A death claim is presented in which the insured’s death occurred outside the 
country.

• An autopsy report discloses different height and/or weight than what was 
disclosed on the application, or other medical records do not match.

• An attorney is immediately involved in a contestable death claim, interfering with 
the claim investigation or withholding information from the insurer.

• A contestable death claim is reported as an accidental death but could possibly 
be a suicide.

• The claimant pushes for a claim to be investigated or processed quickly.
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WARNING SIGNS 
OF AGENT FRAUD

5

• Agent offers insurance premiums at a significantly lower rate than other 
insurers (over 10-15% less is suspect).

• Agent uses aggressive sales tactics, pressuring the consumer to act 
quickly, at the risk of increased premiums due to delay.

• Consumer receives a bill that is higher than initial policy projections or 
illustrations reflected.

• From insurer’s perspective: a representative’s only business is 
replacement contracts.



PAGE 33

Insurance Fraud in the Wake of COVID-19

• The COVID-19 pandemic has led to an increase in fraudulent activity
affecting businesses across sectors. The Association of Certified Fraud
Examiners recently published a report in which, as of August 2020, 77%
of survey respondents had already experienced an increase in fraud
levels, with one-third of respondents saying the observed increase in
fraud was significant.

• The insurance industry is no exception. In the same fraud report, 81% of
survey respondents reported an expected increase in insurance fraud
over the next 12 months, with 41% expecting the increase to be
significant.

• The uptick in insurance fraud post-COVID-19 has manifested in a variety
of ways, including:

• Increased fraudulent disability and worker’s compensation claims;
• Increased fraudulent medical billing schemes;
• Increased fraudulent life insurance claims.
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COVID-19: A Fertile Ground for Life 
Insurance Fraud

INCREASED OPPORTUNITY

• COVID-19 has disrupted many
insurers’ standard business practices, 

with many insurers operating their 
workforces remotely.

• Important safeguards typically utilized
in life insurance underwriting are 
unavailable in the remote-work 
environment—such as advisor 

meetings and paramedical exams.

• Some insurers may feel increased 
pressure to accommodate customers

during the pandemic and its aftermath
by implementing express claims

processing.

INCREASED INCENTIVES

• With many individuals facing 
unemployment, financial 

strain, economic uncertainty, 
and mortality concerns, there 
is increased demand for the 

financial certainty life 
insurance provides.

• Yet, these same factors 
driving demand also create 

incentives for policy applicants 
to deceive insurers in the 

application process.
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GENERAL BEST PRACTICES IN LITIGATING 
FRAUD ACTIONS 

• Following receipt of a new matter alleging fraud, ensure the thorough collection of all
documentation regarding the policy, including policy administration and claims
correspondence. Place a hold on recorded telephone calls, emails, etc.

• Consider filing an early dispositive motion, asserting defenses such as:
• Failure to meet the heightened pleading standard for fraud

• At base, “an allegation of fraud in a pleading must set forth the time, place, and 
substance of the allegedly fraudulent statements.” Keeton v. Lexington Truck Sales, 
Inc., 275 S.W.3d 723, 726 (Ky. Ct. App. 2008).

• Economic loss doctrine
• Plaintiffs may not recover under a tort theory for damages resulting from a breach 

of contract.
• Merger clause in contract

• Prevents plaintiff from later arguing fraudulent representations were made, relying 
on information not within the four corners of the document.

• Statute of Limitations
• A fraud action is subject to a two-year statute of limitations.

Ala. Code § 6–2–38.
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HOW TO COMBAT 
FRAUD

1



INSURERS MUST STRIKE 
A DELICATE BALANCE

Insurers face time and cost pressures that require claims departments to 
balance cautious, thorough review with efficiency.  Companies must implement 
systems that ensure thorough review but allow for efficient claim processing.

Thorough 
Review

Efficient 
Claims 

Processing



STEPS FOR INSURERS
IN COMBATING FRAUD

1. IMPLEMENT A FOUNDATIONAL 
FRAMEWORK

2.  UNDERSTAND AND PRIORITIZE
THE RELATIVE LEVELS OF FRAUD

3. APPLY DATA ANALYTICS

4. CONTINUALLY REVIEW PROCESSES 
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It is critical to implement clear procedures for underwriting
and processing death claims. Employees should have an
understanding of what the company’s procedures are and
why those procedures are in place.

Ensure that employees are familiar with red flags for the 
various forms of fraud.

To the degree possible, create checks and balances. Have
multiple employees review applications and claims,
particularly those that are high value or otherwise
atypical.

EMPLOYEE EDUCATION
AND TRAINING



PAGE 40

A Special Investigations Unit (SIU) is a division within an insurance
company that focuses on detecting, investigating, and reporting
insurance fraud.

On large investigations involving serious fraud, the SIU may work closely
with law enforcement and regulatory authorities to report and prosecute
fraud, in accordance with state fraud reporting requirements.

When building an SIU team, it is important to identify individuals who are
ethical, persistent, and know the law. Former law enforcement officers or
others with a background in investigative services are strong candidates.

BUILDING A STRONG  
SPECIAL INVESTIGATIONS UNIT
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Claims should be continually monitored for fraud potential.
It is important that claims personnel understand the relative
level of fraud potential for every type of claim.

Certain claims, in particular high value claims, should be
reviewed with scrutiny.

Insurers should consistently review past instances of fraud
to analyze and identify common characteristics of fraudulent
claims.

PRIORITIZING CLAIMS
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Insurers should leverage technology to refine fraud detection and
prevention. Insurers should take available historical data and convert it
to actionable intelligence.

Past claim denial records should be recorded in an electronic database,
so that new claims can be analyzed against the historical data, allowing
certain indicators of fraud to be more easily detected through pattern
recognition. Past referrals to special investigative units should also be
recorded.

Insurers should also utilize external databases, such as the Medical
Information Bureau (MIB), which compiles information from previous
insurance applications. The MIB can alert an insurer to an applicant’s
previous applications for insurance that were denied.

UTILIZING ANALYTICS
TO COMBAT FRAUD
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Insurers should implement an annual fraud review meeting
with relevant personnel, including underwriters, claims
analysts, and SIU personnel.

During the annual review, analyze the success of the fraud
prevention strategies your team applied during the year.
What was most successful? Were any processes ineffective?

Consider any novel fraud schemes or red flags that emerged 
since the previous annual review, and encourage relevant 
fraud personnel to be aware of.  

SYSTEMATIC REVIEW
OF PROCESSES
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Combatting Increased Fraud Post-COV
19

• Avoid relaxing safeguards used in the standard claims review
process.

• Validate the death certificate.
• Confirm the cause of death.
• Investigate all contestable claims thoroughly.

• Example: A terminally ill insured who failed to identify a preexisting
condition in the insurance application dies within the contestability
period, and the death is attributed to COVID-19. The medical examiner
may not include the preexisting condition as a cause of death, but
medical records identified in a contestable claim investigation would
reflect the existence of the preexisting condition.
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PRINCIPLES FOR
FIGHTING FRAUD

1.  BE AWARE & PROACTIVE
2.  KNOW THE WARNING SIGNS
3.  REMAIN VIGILANT
4.  REPORT KNOWN FRAUD
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QUESTIONS?
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THANK YOU
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