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W Survey of No-Fault Claim Costs in the U.S.

B New York State: The Return of a Crisis in No-Fault Fraud & Abuse?
+ Costs are up 58% since 2004

+ Average no-fault claim severity is at its second highest level ever

B The Costs of No-Fault Fraud and Abuse in NY State

+ No-Fault fraud and abuse is costing insurers and drivers more than $200
million per year

+ About 20% of the costs every no-fault claim in NY is attributable to fraud and
abuse

® Benefits of Reducing No-Fault Fraud and Abuse

+ Drivers can save hundreds of millions of dollars

® What Happened During New York’s First No-Fault Crisis?
¢+ Great success story

® Q&A




YWW'E INSURANCE

d 4
111 INFORMATION
INSTITUTE

Survey of No-Fault Claim

Costs Across the U.S.

Skyrocketing No-Fault (PIP) Claim
Costs Are a Major Concern in
Several States
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Several States Have Severe and Growing Problems With Rampant Fraud

an

d Abuse in their No-Fault Systems. Claim Severities Are Up Sharply.

Source: ISO/PCI Fast Track data; Insurance Information Institute.




Increase in No-Fault Claim Severity: o
2004-2009*
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The no-fault systems in MI, NJ, NY and FL are under stress due to rising

fraud and abuse which will ultimately lead to higher premiums for drivers

*2009 figure is for the 4 quarters ending 2009:Q4.
**Since 2006 the increase in Florida was 17.3% (average severity that year was $6,344).
Sources: Insurance Information Institute research from ISO/PCI Fast Track data.
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NY State No-Fault Costs &

Evidence of Fraud

Skyrocketing No-Fault (PIP) Claim
Costs Are a Major Concern in
Several States



New York State No-Fault Claim Severity, s
1997-2009:Q4
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About 20% of No-Fault Claim Costs Are Attributable to Fraud and Abuse

Sources: ISO/PCI Fast Track data; Insurance Information Institute.




Suspected No-Fault Fraud Reports vs. s
All Insurance Fraud Reports, 2005-2009 ™"
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No-fault fraud reports are up
32.8% since 2006 compared to
8.9% for all types of fraud in NY

state
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The Total Number of Insurance Fraud Reports in NY State
Would Have Plunged Nearly 15% Since 2006 Were It Not for the
Return of No-Fault Fraud

Source: New York State Insurance Department, Insurance Frauds Bureau 2009 Annual Report; Insurance
Information Institute.




New York Auto Insurance Fraud
Reports, 1995 — 2008
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No-fault fraud reports fell 35% between

2003 and 2006, but are rising once
again—up 33% since 2006. Other types
of auto insurance fraud are flat.

18,000 1 =~ Auto Theft

16,000 —— No-Fault Auto
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Source: New York State Insurance Department, Insurance Frauds Bureau 2009 Annual Report; Insurance
Information Institute.
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The Cost of No-Fault

Fraud in NY State

No-Fault (PIP) Fraud is Costing
Insurers and Drivers Billions



Estimated Cost of No-Fault Fraud in cp—
New York State, 2005-2009* I
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($ Millions)
No-fault fraud cost NY drivers
and their insurers an
$300 - estimated $229 million in
2009, up 17.3% from 2008 and
90.3% from 2007
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*No-fault severity reached a post-reform low in 2004 before, hence selection of 2005 as the first year

of analysis. Actual no-fault losses in 2005 and beyond are higher than estimates indicate due to base

level of fraud imbedded in 2004 data.

**20009 figure is estimated based on 4 quarters ending 2009:Q3 (latest available).

Source: Insurance Information Institute analysis and research. 11



Estimated Cumulative Cost of No-Fault o
Fraud in New York State, 2005-2010F*

($ Millions)
and more than $1 billion by early
$1,000 - 2011 if no reforms are enacted
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$800 1 No-fault fraud cost NY drivers
$700 - and their insurers totaled an
$600 - estimated $617 million from
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*No-fault severity reached a post-reform low in 2004 before, hence selection of 2005 as the first year

of analysis. Actual no-fault losses in 2005 and beyond are higher than estimates indicate due to base

level of fraud imbedded in 2004 data.

**20009 figure is estimated based on 4 quarters ending 2009:Q3 (latest available).

Source: Insurance Information Institute analysis and research. 12



Estimated Per-Claim Cost of No-Fault o e
Fraud _in New York State, 2005-2010F*

The estimated per claim cost
of no-fault fraud (a.k.a. Fraud

Tax) in NY state was $1,561 in
2009, up 12.3% from 2008 and

$1,800 1 78.4% from 2007 $1.644
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*No-fault severity reached a post-reform low in 2004 before, hence selection of 2005 as the first year

of analysis. Actual no-fault losses in 2005 and beyond are higher than estimates indicate due to base

level of fraud imbedded in 2004 data.

**20009 figure is estimated based on 4 quarters ending 2009:Q3 (latest available).

Source: Insurance Information Institute analysis and research. 13



YWW'E INSURANCE

d 4
111 INFORMATION
INSTITUTE

Benefits of Reducing

Fraud and Abuse

NY’s Drivers Will Save a Great Deal
of Money If the Battle Against
Fraud and Abuse is Won



Average Expenditure on Auto INSurance -ssmsmm:
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expenditure on auto insurance fell by $125 or 10.7% between
2004 and 2007, twice the 5.4% drop in the US overall

*Latest available.
Sources: NAIC; Insurance Information Institute.
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cost of auto insurance up sharply
in the early 2000s

Auto insurance premiums paid by NY drivers dropped
by nearly 7% or $762 million from the end of the last

no-fault crisis in 2004 to 2008, but the system is once
again under siege from fraud and abuse

Resurgent No-Fault Fraud in NY State Could Ultimately Cost

Drivers Billions of Dollars

Source: U.S. Department of Commerce; Blue Chip Economic Indicators (3/10); Insurance Information Institute.
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Today’s PIP Problem in New York

State i1s Not Its First




No-Fault Fraud T e
Was Front-Page News in 2001-2002
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The Publicity Sparked

Calls for Action
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DAILY NEWS
FRIDAY, MARCH 30, 2001
PAGE 46

Slam brakes
on auto scams

s reported yesterday in the Daily News’ front-page story, “High-

way Robbery,” auto insurance scams are adding $1 billion a

year to drivers’ premiums in New York. That’s an extra $75 to
$115 on every auto policy in the state — no matter how good, and
honest, a motorist you are. Unless there is legislative reform, these
bogus claims will drive rates even higher. The state Senate has acted.
Now it’s up to the Assembly. )

Last year, New York’s claim costs jumped by 32%. In New Jersey —
long the butt of bad-driver jokes — they dropped by 12%, pnmarlj,y
because Trenton passed auto insurance reforms in 1998. }?Vho s
laughing now? While Jersey limits claims for certain exotic medi-
cal” treatments, claimants in New York can milk insurance compa-
nies for such suspect treatments as aromatherapy and plofeedback.
Because of this, the average bodily injury accident claim in New York
is an astonishing 64% higher than in any other state.

The Brooklyn district attorney’s office says Russian mobsters are
behind many of the scams, setting up phony accidents and medical
mills that rip off insurers. The gangs employ “runners” who recruit

L elotiona P Tindar o hill cnancarad hyr otate

NEW YORK POST
THURSDAY, MARCH 29, 2001
PAGE 30

Driving NYers Mad

Yorkers crazy.

Or, maybe, out of state.

As The Post's Kenneth Lovett re-
ported this week, New Yorkers are about
to get socked with rate hikes as high as 26
percent,

Already, the Empire State boasts the sec-
ond-highest rates in the nation. But Al-
bany, it seems, won't be happy until New
York is No. 1.

Why? Because lawmakers refuse to
clamp down on the abuses that drive up
rates in the first place.

As Manhattan Institute Senior Fellow
Steve Malanga outlines in detail on the
previous page, an entire industry of scam
artists — con men, disreputable doctors,
unscrupulous lawyers — thrives in New
York, bilking insurance carriers with
fraudulent claims.

Insurers who pay those claims pass their
costs right back to — you guessed it —
New York motorists.

Which sends premiums soaring.

And this kind of fraud is higher here

Auto insurance is about to drive New

than in other states, thanks largely to New
York's no-fault insurance laws.

And, of course, to lawmakers who prefer
not to fix those laws, which would risk the
loss of political donations from the doc-
tors and lawyers who milk the system and
would be put out of business were it fixed.

Indeed, reform would be a cinch, were

lawmakers inclined to act.
For example:

H They could reduce the number of days
claimants have to file claims, which now
rs A il . N L0 ¥ ]

THE ECONOMIST
JANUARY 27th, 2001
PAGE 73

The scent of a scam

NEW YORK

RIVING in New York is war, casual-

ties frequent. What better recovery
for a car accident’s unfortunate victim
than to lie in a darkened room, inhaling
the sweet smells of pungent lotions? And
what better still than to get somebody else
to pay forit?

In recent months, the claims depart-
ment at a large property-casualty com-
pany has been getting a growing stream of
claims for these services, known as
aromatherapy. “It is a new, creative out-

1 L.l 1 1

larly those around the neck, are notori-
ously hard to diagnose and repair with
any precision. With great gaps in knowl-
edge still remaining, medicine remains
part-art. Do insurance companies really
know where to draw the line between
scam and need?

Suffice to say that they would like to
try. What angers the insurers about the le-
gal status of treatment in New York is that
many claims must be paid, no questions
asked. Far from being pre-approved, bills




More Editorials
Urging Albany to Act
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TOPINION

Coming To N.Y.: America’s
Costliest Car Insurance

ike in insurance premiums because
of so. fraud and a surge in pay-
ments in accident cases. With other
states enacting reforms to restrain the
growth of lawsuits and cut down on in-
surance scams, New York drivers will al-
most certainly soon be paying the highest
premiums in the country. And they've got
lawyers, rip-off artists and legislators to
thank for that.

Here’s why.

The state’s no-fault law requires a driv-
er's msurance company to pay the first
$50,000 in medical bills for an accident,
regardless of v'ho's at fault. But it's virtu-
ally impossible for insurers to investigate
fraudulent claims — because the law lets
drivers wait up to six months after an ac-
cident to file medical claims

Scam artists are having a field day with
fake accidents, and payments from acei-
dent claims are going through the roof in
the state. Fake auto-insurance claims un-
covered by regulators nearly tripled in
New York to 12,372 last year, from 4,393

N#W York car owners are facing a stiff

tute recently warned that New York is on
the verge of surpassmg New Jersey as the
state with the nation's highest average
auto-insurance premium. In 1998, the Gar-
den State passed reforms that studies es-
timate have cut the average annual cost
a premium by more than $200, to bel
$1,000. New York's average rate, med
while, was about $1.110

in 1999, the last full year

for which data are avail-

able, but is now clearly

heading upward.

_In the Empire State,

insurers can raise rates

up to 7 percent without asking permissi
from the state Insurance Department,

that could mean increases of more tl
$100 on premiums this year, especially|
New York City, where the average pl

mium is already close to $2,000 a year.
The Insurance Department has tried to
put the breaks on fraud by adopting regu-
lations to shorten the time required to file
a medical claim, but trial lawyers success-
fully defeated the measure in court. They
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NEW YORK POST
THURSDAY, MARCH 29, 2001
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New York’s no-fault

NEW YORK POST

THURSDAY, MARCH 29, 2001
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Albany’s War
on Drivers

Fraud’s making car insurance soar —
but the Leglslature won'’t crack down

STEVEN
_ MALANGA

i II.’\N}\‘: to an opmvmn of
fraud, auto-ins
arc soaring
ceutors, F
rance investigators s

¢ they

know how to stop this fraud —
but they need the help of Albany
legislator:

tomohar lawe Ane

form of

Allhany ienm't

in the

is probably responsible for a
tidal wave of personal-injury
claims — especially in the five
boroughs of New York City.

Nationally, personal-injury
costs have risen 33 percent in
five years but in the Empire
State costs rose by nearly double
that rate.

When they have to pay out
more in claims, insurers mast
raise premiums (o andon the
New York market altogether).
Rates have been climbing for
several years now, and will soar
this year.

within 45 days of an accident
that they have begun medical
treatments and intend to seck
reimbursement for the care.
Present law lets those making
a claim wait 180 days, and many
scam artists use the law to dump
months of bills all at once on an
insurer. Since the company must
pay up within 30 days, that gives
it little time to sort I!hnuz\h and
investigate a mountain of bills
received all at once.
“If an insurance company can
ma redible case that a claim
is suspicious, then it should be

ce system — consid-
ctor behind the state’s
saw payments for ac-
hs jump a nation-lead-
nt last year, the Post

companies paid out
p-fault medical claim,
F19 in 1999, according
lata set to be released
nce tomorrow by the
nformation Institute,
froup.

bercent above the av-
ent nationally, said
twig, the institute’s
hist.

No-fault drives up rates

By KENNETH LOVETT
Post Correspondent
ALBANY —

The state’s no-fault system pays
up to $50,000 for medical bills and
lost wages due to automobile acci-
dents, regardless of who is at fault.

The frequency of claims and the
number of no-fault fraud reports
received by the state also were on
the rise last year, according to the
ncw numbers.

State officials and industry ex-
perts blame widespread and orga-
nized no-fault fraud and abuse as a
major reason New York's overall
auto insurance rates are the sec-
ond highest in the nation, after
New Jersey, and rising.

The Post reported earlier this
week that rates for the 500,000 in
the state assigned risk program
are about to jump 18 percent.

20




The Campaign Was a Success: Tes meunance

PIP Average Claim Severity Plunged

I I INSTITUTE

NY PIP claim severity, once the 2"d

highest in the US, fell well below the
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*ISO Fast Track PIP data as of 2004:Q4 include the following states: FL, HI, KY, KS, MA, MIl, MN, NY, ND, SC and UT.

Source: Insurance Information Institute calculations based on ISO/PCI Fast Track Data.
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But No-Fault Auto
IN New York Is
Out of Control—Again!
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NY’s No-Fault Fraud Problem

Has Returned

Average PIP
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NY’s No-Fault Fraud Problem T e
Has Returned

INSTITUTE
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New York State’s Resurgent
No-Fault Auto Insurance Problem I nsrrore™

 The average no-fault (PIP) claim in New York soared
56% from $5,615 at the end of 2004 to $8,748 in the
second guarter of 2009

e This is a 48% growth rate

* |In that time span, the cost of medical care rose by 21%

o At the start of 2004, NY’s average PIP claim was
about equal to that of the rest of the U.S. Now, 5%
years later, the average cost per no-fault claim in New

York is more than double (111%) that of the US
median ($4,152)

Sources: PCI Fast Track Monitoring data; I.1.1.
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First-Party “Bad Faith” Liability Laws:

How to Make
a Tough Environment Tougher




The Courts & States Have Adopted
3 Procedures for Alleging “Bad Faith”

INSTITUTE

W Tort Action Based Solely on Bad Faith (a majority of
states)

¢ Can recover costs beyond policy benefits including
punitive damages

+ 10 states use “negligence” standard; 15 states have
“Intentional tort” standard

® Contract Action (9 states)

+ Broad definition of damages, but not punitive
damages

B Private Cause of Action Statute

¢ Can recover costs beyond policy benefits including
punitive damages

Source: Tennyson and Warfel, “First-Party Insurance Bad Faith Liability: Law, Theory, and Economic Consequences,”
National Association of Mutual Insurance Companies, September 2008.

I I I INFORMATION
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Objective & Costs of “Bad Faith” Laws ffjame

® Objective: to deter insurers from denying or
delaying payment on a valid claim

B Costs

¢ Can deter insurers from screening claims for
fraud and from challenging questionable
claims, to avoid possibly greater costs under
“bad faith” allegations

+ Can raise total claims payments (including
LAE) and, ultimately, premiums—in effect,
taxing honest policyholders to pay dishonest
ones

Source: Tennyson and Warfel, “First-Party Insurance Bad Faith Liability: Law, Theory, and Economic Consequences,”
National Association of Mutual Insurance Companies, September 2008.
28



Use of IMES™* In States o sumancs.
with Different “Bad Faith” Laws [T nsrore"
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O any tort action [ no tort action “‘Because an IME
requires the
15% T notification and
14.8% cooperation of the
13.8% insured, insurers
may be
10% -+ particularly
reluctant to
undertake this
type of
Investigation
% T when bad faith
4.1% ) suits are decided
3.5% under tort law.”

% of Claims

0% I |
IME requested IME performed

*Independent Medical Exam
Source: Tennyson and Warfel, “First-Party Insurance Bad Faith Liability: Law, Theory, and Economic Consequences,” National

Assaociation of Mutual Insurance Companies, September 2008.




Use of Medical Audits In States
with Different “Bad Faith” Laws LLEE

INSTITUTE

In states in which a Bad Faith tort is
allowed, insurers were significantly

% of Claims more likely to use internal medical
35% T audits in claims evaluation. This adds [ any tort action
to LAE in those states. _
33.2% [ no tort action
30% +
25% + . i
N oal All else being
0 t tatist :
20% + 22.9% e equal, claim
difference. payments are
15% 12.4% higher In
states that allow
0/ —
10% tort-based
actions.”
5% 6.205 | -0%
0% I |
internal medical audit external medical audit

Source: Tennyson and Warfel, “First-Party Insurance Bad Faith Liability: Law, Theory, and Economic Consequences,” National
Assaociation of Mutual Insurance Companies, September 2008.




Fraud “ Suspicion Indicators”
at Scene of Auto Accidents

WW'H INSURANCE
I I INFORMATION
INSTITUTE

[0 any tort action

[ no tort action

In states in which a Bad
Faith tort is allowed,
insurers paid claims

significantly less often

when there was no police
report at the scene. Were
some of these claims
fraudulent?

0 )
& O.f Paid In states in which a Bad Faith
Claérgg/ B tort is allowed, insurers paid
0 claims significantly more 0
often when there was no 84.8%
visible injury (NVI) at the
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Source: Tennyson and Warfel, “First-Party Insurance Bad Faith Liability: Law, Theory, and Economic Consequences,” National

Assaociation of Mutual Insurance Companies, September 2008.




In “Bad Faith” States, Insurers
Face/Pay More Questionable Claims
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In states in which a Bad

Faith tort is allowed,
insurers paid claims
significantly more often
when the injury was
harder to challenge

Source: Tennyson and Warfel, “First-Party Insurance Bad Faith Liability: Law, Theory, and Economic Consequences,” National

Assaociation of Mutual Insurance Companies, September 2008.
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