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TITLE:

A Local Law to amend the administrative code of the city of New York, in relation to reducing no-fault motor vehicle insurance fraud.

Administrative Code:
Adds a new chapter six to title twenty of the administrative code of the city of New York.

INTRODUCTION

On Tuesday, April 25, 2006, the Consumer Affairs Committee, chaired by Leroy Comrie, will consider Proposed Introductory Bill Number 243-A (“Intro. 243-A”), which would add a new chapter six to title twenty of the administrative code of the City of New York.  Invited to speak on the bill are representatives from the Department of Health and Mental Hygiene, Department of Consumer Affairs (DCA), New York State Insurance Department, the New York Academy of Medicine, the Doctors Council SEIU, Citizen Action, Citizens Union, the New York Public Interest Research Group, the American Insurance Association, State Farm Insurance, Property Casualty Insurers Association of America, Allstate Insurance Company, and the New York State Trial Lawyers Association.

NO-FAULT INSURANCE IN NEW YORK


With the exception of motorcycles, New York state mandates no-fault insurance coverage for all motor vehicles.1  The no-fault system is designed to promptly pay for medical treatment for injuries resulting from an automobile accident, regardless of a driver’s fault or negligence.2  Under the no-fault law, each driver’s automobile insurance provider will reimburse claimants up to $50,000 in medical fees, lost wages, funeral costs and other out-of-pocket expenses frequently incurred by the driver, passenger(s) or pedestrian(s) injured as a result of the use or operation of automobiles.3  Pursuant to the law, an injured person cannot sue for additional compensation unless the actual expenses incurred exceed $50,000, or if such person suffers a “serious injury,” as defined by state law. 4  


In addition to providing automobile accident victims with access to timely medical treatment, the no-fault law was implemented to reduce the cost of automobile insurance.5  Nevertheless, insurance rates increased after the state’s no-fault law went into effect, especially in New York City.  Fraud is considered one of the primary causes attributable to high insurance premiums, resulting in annual payments of nearly one billion dollars by insurance carriers in the United States.6  

Fraud against automobile insurers is committed in a variety of ways; for example, health care providers might inflate claims or insured persons might present false claims.7  The most egregious form of fraud, however, is generally a part of a comprehensive no-fault scheme.8  At the center of the plan is a medical clinic that was established primarily for the purpose of defrauding insurance providers.9  Typically, such medical clinics process high volumes of no-fault insurance medical treatment claims, in part because they offer multiple treatment disciplines, such as internal medicine, acupuncture, massage therapy, psychotherapy, and physical therapy.10  Unlike legitimate multidisciplinary medical practices, however, fraudulent medical clinics often do not have the equipment or personnel to support multiple treatment disciplines.11  Fraud investigations carried out by insurance providers have also revealed that treatment rendered by such fraudulent medical clinics is generally inadequate or incorrect, resulting in prolonged or additional injuries to legitimate automobile accident victims. 12    

Although a physician is generally considered the owner of the medical clinic because his or her medical license is used to establish the professional corporation, the person or persons in control of the defrauding scheme, and the overall management of the medical clinic, is typically the owners of such medical clinic’s management company.13  In some cases, the physician under whose medical license the professional corporation is incorporated is not aware of the defrauding scheme.14  For example, the physician’s signature may be forged onto documents that seek compensation for false treatment claims.   

Owners and/or managers of the medical clinic hire “runners” to recruit actual or fraudulent accident victims to such medical clinic.15  Runners generally recruit people by canvassing hospitals or roadways for legitimate automobile accident victims or by staging automobile accidents.16  A runner will receive a fee of between $3,000 and $3,500 for each person that he or she recruits.17  As a result, runners who stage automobile accidents will often include multiple passengers in the accident, some of whom entered the vehicle after the accident occurred, but before the police arrived on the scene to take a report (also known as “jump-ins”).18 
Efforts are being made to combat no-fault fraud.  For example, the State Insurance Department Frauds Bureau investigates fraud against the no-fault insurance system.19  Additionally, nearly every insurance provider has a Special Investigation Unit (“SIU”) that actively investigates frauds committed against such insurance provider.20
Legislative and regulatory efforts have also been undertaken to combat no-fault fraud.  In 2002, the New York State Insurance Department instituted regulatory reforms to Regulation 68, which reduced the time in which health care providers must submit claims to insurance providers for payment from 180 days to 45 days, and reduced days the timeframe for accident victims to file a notice of accident, as required to receive no-fault benefits, from 90 days to 30 days.21  In the summer of 2005, the State Legislature passed a bill that grants the State Insurance Department authority to create standards and procedures for prohibiting certain health care providers from receiving payment for services rendered under no-fault motor vehicle insurance.22  As a result of these efforts to combat no-fault fraud, insurance premiums in New York City have been reduced by nearly 50% between 2001 and 2003,23 and by an average of an additional 5% for the year 2005.24  However, the medical clinics established to defraud no-fault insurance continue to exist and thrive throughout New York City.25
PROPOSED INTRODUCTORY BILL 243-A

Int. 243-A attempts to further combat no-fault automobile insurance fraud in New York City by prohibiting a person from being or employing a runner.  A “runner” is defined as any person who knows, or is in a situation when a reasonable person would know, that his or her activity is meant by the no-fault motor vehicle insurance medical clinic owner to be false or fraudulent.  Int. 243-A also creates a reporting mechanism to help determine which medical clinics process a high volume of no-fault insurance claims, which is defined as a clinic that generated 50% or more of its income from no-fault billing during the previous twelve months.  Such reporting requirement will likely draw specific attention to those clinics most likely to be involved in fraudulent activity, and the reports generated would be submitted to DCA.  The reports would include contact information for each clinic and each clinic’s owner(s), contact information for any management company hired by each clinic, and, when applicable, the percentage of total medical bills filed within the preceding twelve months representing no-fault motor vehicle insurance medical claims.  

These clinics would also be required to issue sworn statements that, although no-fault motor vehicle insurance claims comprise fifty percent or more of any individual clinic’s total billing, or of all billings of clinics owned by such owner, at no time did such clinic use, solicit, direct, hire, or employ any runners.

If a clinic, meeting the reporting requirements described above, failed to submit a report, such clinic would be subject to a civil penalty ranging from $1,000 and $10,000 for each violation.  The commissioner of DCA would have the option of issuing a written warning instead of a civil penalty if the commissioner finds that violations resulted from a reasonable belief that no-fault motor vehicle insurance claims filed by his or her clinic for the preceding twelve months were not at or above fifty percent of total billing.     

Should any owner of a no-fault insurance medical clinic be determined to have used, solicited, hired, or employed any runner, or should any person be determined to have acted as a runner, that person would be subject to a misdemeanor and a civil penalty of not less than $10,000 for each runner used, solicited, directed, hired, or employed (if the accused violator is a clinic owner) or a civil penalty of not less than $10,000 for each violation (if the accused violator acted as a runner), or in either case a term of imprisonment not to exceed one year, or both such applicable monetary fine and such term of imprisonment.
 
Proceedings to recover monetary penalties authorized under this law would commence with the service of a notice of violation to be returned to DCA’s administrative tribunal.  This notice of violation, when completed and served, would constitute notice of the violation charged.  The administrative tribunal would be empowered to render decisions and impose those penalties authorized by the law.  This local law would take effect ninety days after its enactment into law.
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