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Abstract 

Claims leakage refers to the loss of money or value during the insurance claims process, resulting 

in higher costs for insurers and inefficiencies in claims handling. This phenomenon can manifest in 

various forms, such as overpayments, fraudulent claims, administrative errors, or failure to 

recover subrogation claims. This paper explores the causes of claims leakage, its impact on the 

insurance industry, and provides solutions to reduce leakage and improve claims management 

processes. By identifying key factors contributing to leakage, insurers can implement strategies to 

enhance operational efficiency, reduce financial losses, and improve customer satisfaction. 

1.0 Introduction 

Claims leakage is a significant concern for insurance companies, impacting profitability and the 

efficiency of claims processing. It occurs when insurers fail to manage claims accurately, leading to the 

overpayment or misallocation of funds, or when potential recoveries (such as subrogation or salvage) are 

not realized. Leakage can arise from a variety of factors, including human error, lack of oversight, fraud, 

and systemic inefficiencies within claims management. Insurers operate on thin margins, and all non -

recorded expenses can quickly lead to a substantial budget. According to a study by LAM and MA 

(2019), the cumulative impact of complaint leaks can equip millions of dollars per year, not only 

affecting the beneficiary margins of insurance companies but also their operational viability. For 

example, a common scenario occurs when the claims are settled without in -depth investigation; This 

can lead to overpayments that stakeholders can judge later excessive, encouraging skepticism 

concerning the insurer's ability to manage policies with integrity. 

In the context of rising competition and growing regulatory scrutiny, insurance companies must find 

ways to minimize leakage while ensuring that they provide fair and timely payouts to policyholders. 

This paper examines the causes of claims leakage, the impact it has on the financial stability of insurers, 

and the potential solutions to reduce leakage in claims management processes. 

2.0 Literature Review 

Previous studies and industry reports have highlighted claims leakage as a common challenge for 

insurers, particularly in property and casualty (P&C) insurance and health insurance. Claims leakage is 

generally categorized into two broad areas: 

1. Overpayment Leakage: This occurs when claims payments exceed the actual loss or are made 

for claims that are not valid. Examples include paying for unapproved medical treatments or for 

repair work that exceeds the actual damage incurred. 
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2. Missed Recovery Leakage: This refers to situations where the insurer misses opportunities to 

recover funds from subrogation, salvage, or other recovery processes. Failure to pursue recovery 

can result in lost revenue for the insurer. 

The literature emphasizes that claims leakage not only increases operational costs but also affects the 

pricing models for insurers. Leakage can distort the accuracy of claims reserves and influence 

underwriting decisions, leading to higher premiums for policyholders. 

The statistical reality of complaint leaks further emphasizes its detrimental impact. The reports indicate 

that insurance companies can lose around 10 to 20% of their dollar due to ineffectiveness and 

irregularities within the complaint process (LAM and MA, 2019). As the complaints, the flight 

disproportionately affects profitability, it draws urgent attention from senior management in insurance 

companies. The difference in operational procedures which allows leaks often indicates a broader 

underlying problem in organizational practices which must be diagnosed and corrected. 

3.0 Causes of Claims Leakage 

Claims leakage can be attributed to several factors that span across organizational processes, employee 

behavior, and external influences. Some of the primary causes include: 

1. Human Error and Lack of Training: Claims adjusters and examiners may make mistakes due 

to fatigue, lack of proper training, or insufficient knowledge about claim types and policies. 

These errors can lead to overestimating the cost of claims, misinterpreting policy terms, or 

approving fraudulent claims.Eling and Schnell (2016) point out that the leakage of claims usually 

arises from a poor understanding of political nuances. This bad understanding is particularly 

pronounced with complex products where subtle resources can have substantial implications for 

coverage and responsibility. Consequently, adequately trained adjusters can ignore critical 

aspects of policies, leading to inadequate agreements that do not align with the financial interests 

of the organization or the principles of fair treatment of the client. The branches of such 

interpretations are serious; They result not only in financial losses, but also in reducing customer 

satisfaction and confidence. 

2. Fraudulent Claims: Fraud is one of the most prominent contributors to claims leakage. The 

insurance sector is not immune to the impacts of fraud, as police holders can exaggerate, 

manufacture or otherwise declaration allegations to obtain an unprecedented compensation. A 

lack of robust verification process allows such fraudulent behavior to flourish, which costs 

insurers of the billions per year. Like Schwaitzberg et al. (2014) underline, the correlation 

between the quality of the service and fraudulent complaints is often manifested in a growing 

leakage cycle of complaints. When insurers fail to effectively manage their complaint process or 

invest in complete fraud detection systems, costs associated with fraudulent complaints can 

increase considerably. 

3. Inefficient Claims Processing Systems: Outdated or inefficient claims management systems can 

result in missed opportunities for recovery, delays in settlement, and errors in claims 

adjudication. Manual processing and lack of automation can further exacerbate the risk of 

https://www.ijaidr.com/


 

Journal of Advances in Developmental Research (IJAIDR) 

E-ISSN: 0976-4844   ●   Website: www.ijaidr.com   ●   Email: editor@ijaidr.com 

 

IJAIDR20021229 Volume 11, Issue 2, July-December 2020 3 

 

leakage.A deficiency in data analysis and adoption of technologies exacerbates these problems. 

Insurers who do not take advantage of advanced analyzes to assess the complaint models may 

lack crucial information that could alert it to potential leaks. Predictive analysis can serve as a 

powerful tool to identify complaints that require a more in -depth examination; However, many 

organizations still operate on a reactive basis rather than managing risks proactively. Thus, they 

remain vulnerable to financial losses resulting from allegations that are both legitimate and 

illegitimate. 

4. Poor Claims Reserving Practices: Insurers may fail to accurately estimate the reserve required 

for a particular claim, leading to overpayment. Insufficient reserves can also prevent insurers 

from identifying and rectifying claims leakage at an early stage. 

5. Subrogation Failures: Subrogation refers to the process of recovering the cost of a claim from a 

third party who is responsible for the loss. Inadequate tracking of subrogation claims or lack of 

follow-through in recovery efforts can result in missed revenue opportunities. 

6. Lack of Effective Claims Audits: Without regular audits of the claims process, insurers may fail 

to detect inconsistencies, fraud, or errors. A lack of oversight in claims handling and settlement 

practices allows leakage to occur unnoticed. 

7. Claims Settlement Delays: In some cases, claims may be delayed, causing the insurer to 

overpay or make unnecessary interim payments. These delays can lead to leakage if the final 

settlement amount is higher than necessary.Schwaitzberg et al. (2014) indicate that the variations 

in the quality of services generate dissatisfaction between police holders, but also lead to an 

increase in allegations, which can then contribute to the flight. When the complaint management 

processes are spoiled by delays and inconsistencies, a snowball effect can occur: unresolved 

complaints can cause relaunch complaints, ultimately amplifying the risk of inappropriate 

payments and increasing the probability of leakage. 

4.0 Impact of Claims Leakage on Insurers 

Claims leakage has a direct and significant impact on the financial health of insurance companies. The 

following are key areas where leakage affects insurers: 

1. Increased Operational Costs: Claims leakage leads to higher claims payouts, which in turn 

increases the operational costs for insurers. This can erode profit margins and increase the overall 

cost of doing business. 

2. Distorted Pricing Models: Leakage can distort an insurer’s pricing models by skewing claims 

data and increasing the cost of claims reserves. This often results in higher premiums for 

policyholders, which can affect customer retention and competitiveness in the market. 

3. Loss of Trust and Reputation: If claims leakage is widespread or goes undetected, insurers risk 

losing the trust of their customers. This can damage their reputation and lead to customer churn, 

as policyholders may feel that the insurer is not transparent or efficient in managing 

claims.Complaints leak decreases customer confidence - an essential component of the insurance 

relationship. In an environment where consumers seek transparency and reliability, the 

perception that an insurer does not effectively manage its complaints can lead to dissatisfaction 

and loss of loyalty to customers. Insurers who are not below the management of complaints may 
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create a cycle of dissatisfaction, where customers can express grievances through social networks 

or opt to migrate to competitors who promise more complaint processing processes rigorous. 

4. Regulatory and Legal Repercussions: Excessive claims leakage can attract regulatory scrutiny 

and potentially result in legal consequences. Insurers may face penalties for failing to meet 

regulatory requirements or for mishandling claims processes.Collaboration between insurers and 

regulatory agencies can lead to the establishment of stronger supervision mechanisms that cover 

the best practices throughout the sector. By sharing insights and data, both parties may develop a 

deeper understanding of systemic vulnerabilities within the process of claims. For example, 

enhanced data analysis features can be promoted through joint efforts, allowing insurers and 

regulators to better identify leakage patterns. 

5. Impact on Claims Reserves: Claims leakage can lead to inaccurate claims reserving, which 

affects the insurer's ability to forecast future liabilities accurately. This misalignment can create 

financial instability and reduce the insurer's ability to cover future claims. 

5.0 Solutions to Mitigate Claims Leakage 

There are several strategies that insurers can implement to reduce or eliminate claims leakage. These 

solutions focus on improving efficiency, increasing oversight, and leveraging technology to enhance the 

claims process. 

1. Advanced Fraud Detection and Prevention: Insurers should invest in sophisticated fraud 

detection systems that use AI and machine learning to identify suspicious claims patterns. By 

analyzing historical claims data and utilizing predictive analytics, insurers can detect and prevent 

fraudulent activities early in the claims process. 

2. Claims Automation and AI: Implementing automated claims management systems can reduce 

human error, speed up the adjudication process, and enhance the consistency of claims decisions. 

AI-powered tools can also help insurers predict claims outcomes and reduce overpayment 

risks.Automated systems backed by AI can minimize these risks consistently applying the same 

criteria to all claims, improving equity while improving speed and precision in processing. This 

automation not only reduces the possibilities of leaks, but also improves the general experience 

of the client, which reinforces the confidence in the insurer's operations. 

3. Improved Claims Training and Development: Continuous training for claims adjusters and 

examiners is essential to reduce human errors. Training should focus on understanding complex 

claims, identifying fraudulent behavior, and staying updated with the latest industry trends. the 

growing complexity and sophistication of statements requires a workforce that is properly trained 

to use technological advances effectively. Insurers must invest in training their claims and fraud 

analysts in the latest analytical tools and methodologies. Otherwise, it not only hinders the 

identification of fraudulent claims, but it can also lead to an erroneous interpretation of legitimate 

claims such as fraudulent, promoting an environment of distrust between customers. Wu et al. 

(2017) underline that training personnel with the necessary skills in data analysis not only 

improves the detection of claims leaks, but also promotes a culture of surveillance within the 

organization. 
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4. Regular Claims Audits: Conducting regular internal and external audits of the claims process 

can help identify inefficiencies and discrepancies. Auditors should review claims decisions, 

reserves, and subrogation efforts to ensure that leakage is minimized. 

5. Enhanced Subrogation Processes: Insurers should develop comprehensive subrogation 

programs that track recovery opportunities from third parties. Efficient subrogation management 

can significantly reduce leakage by recovering funds from liable parties. 

6. Investing in Claims Management Technology: Implementing modern claims management 

platforms can improve claims processing efficiency. These platforms can integrate various 

departments, enhance data sharing, and automate many aspects of the claims lifecycle. 

7. Improved Data Analytics and Reporting: Insurers can use data analytics to monitor claims 

performance and identify patterns indicative of leakage. By having access to accurate, real-time 

data, insurers can take corrective action before leakage becomes a significant issue. 

The interaction between inappropriate training, organizational pressure and technological disabilities 

creates a fertile ground for the leakage of insurance claims. Addressing these structural issues through 

targeted training initiatives, cultural changes and technological advances is not only prudent, but 

essential to preserving financial performance and customer confidence., The dynamics surrounding the 

leakage of complaints in the insurance sector is not only the product of internal ineffectiveness; 

Significant external factors also contribute to this omnipresent problem. In particular, market volatility 

and regulatory changes play a crucial role, complicating the complaint process and offering more and 

more possibilities of fraudulent opportunist behavior. Thamo and Pannell (2016) argue that external 

pressures are a catalyst for leakage of complaints; Their analysis underlines how fluctuations in market 

conditions can amplify the uncertainty that insurers and applicants experience during the complaint 

arbitration process. 

Market volatility, characterized by unstable economic conditions and unpredictable fluctuations in asset 

values, can affect the financial stability of insurers and insurers. For insurers, during periods of 

economic disorders, the pressure to quickly settle complaints can lead to a reduction in rigor during the 

complaint assessment process. Insurers can prioritize the opportunity on rigor, which leads to a slatter of 

complaints without adequate verification. The urgency of maintaining cash flow in the midst of volatility 

can create an environment subject to leaks, in which affirmations which should perhaps be disputed or 

limited to fair conditions are rather approved in haste. 

In addition, market instability can promote an environment where opportunistic behavior flourishes. 

Financial difficulties may lead certain police holders to receive insurance complaints as a potential 

avenue for personal purposes, even if it implies fraudulent exaggerations or false declarations. When 

customers witness systemic failures within the industry, such as generalized layoffs in complaints 

processing services or the main insurers who find it difficult to maintain reserves, they can promote 

cynicism as to insurers' reasons and Justify dishonest behavior as a form of remuneration. Thus, the 

context of the market serves a farm for fraudulent activities, increasing the cases of leakage of 

complaints. 
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The addition of another layer of complexity is regulatory changes which often require rapid adaptations 

within insurance companies. These changes can often lead to confusion concerning complaint processes 

and eligibility, as insurers can rush to implement new protocols to comply with revised regulations. The 

complexity introduced by the evolution of legislative landscapes can lead to an inconsistent 

communication with the insured, causing misunderstandings on their rights and the complaint process. 

When police holders are erroneous or inadequately informed, the leak potential for complaints increases. 

Insurance companies can inadvertently allow gaps in their procedures for processing complaints, 

offering handling possibilities and opportunistic complaints. 

In this context, it is essential to identify and classify the inherent risks associated with external factors 

contributing to the flight of complaints. A complete analysis must take into account the reactive nature 

of insurers adapting to market pressures and regulatory requirements. The implementation of strategic 

measures that promote resilience in the midst of external pressures is imperative to mitigate the impact 

on financial performance and customer confidence.  

Insurance stakeholders must invest in technology that improves data analysis capacities, allowing 

detailed monitoring of complaints in real time. Predictive analyzes, for example, can proactively identify 

the aberrant models and values that may indicate potential fraudulent behavior. In addition, continuing 

education for complaints to adapt to regulatory changes is crucial; Not only does this strengthen internal 

controls, but it also helps to maintain the communication channels consistent with the insured, which has 

clarified the complaint processes that can mitigate misunderstandings. 

6.0 Conclusion 

In summary, the multifaceted causes of the claims escape require a comprehensive approach that extends 

beyond the mere rectification of the existing processes. Insurance companies must prioritize 

technological advances, employee training and collaboration practices with regulatory bodies. These 

investments are not simply operational needs, but strategic imperatives that reinforce financial 

performance and rebuild customer confidence. As demonstrated by the findings of Sörensen and 

Emilsson (2019), proactive measures in these domains will significantly improve operational resistance 

against claims. The interaction of technology, qualified personnel and regulatory collaboration form the 

basis on which insurance companies can effectively mitigate the impacts of claims leaks, positioning 

themselves favorably for sustainable growth and customer loyalty. 

Claims leakage is a persistent challenge in the insurance industry that can significantly affect insurers' 

profitability, operational efficiency, and customer satisfaction. The causes of claims leakage are varied, 

ranging from human error to fraud and inefficiencies in claims processing systems. However, by 

implementing targeted solutions—such as advanced fraud detection, claims automation, and improved 

training—insurers can reduce leakage and protect their bottom line. Reducing claims leakage not only 

enhances operational performance but also fosters trust and confidence among policyholders. 
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