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Thank you Chairman Seward, Senator Golden and members of the Committee.

Good afternoon. My name is Robert Hartwig and | am President and Economist for the
Insurance Information Institute, a national property/casualty insurance trade association
based in New York City.! | appreciate the opportunity to once again testify before this
Committee on the important issue of New York’s burgeoning no-fault fraud problem.
During my 18 years in the property/casualty insurance and reinsurance industries | have
worked on a wide variety of insurance issues—including New York’s first no-fault

automobile insurance crisis a decade ago.

In my testimony today | will address the problem of rapidly escalating no-fault auto
insurance claim costs in New York State. In the context of this discussion | will focus on

the following three issues:

(i) The magnitude of New York’s State’s no-fault problem;
(ii) Drivers of claim costs in New York’s no-fault system; and

(iif)History of no-fault fraud and abuse in New York

Scale and Scope of New York’s No-Fault Fraud and Abuse Problem

My fellow panelists have had and will continue to have much more to say regarding the
precise nature of the fraud and abuse that is occurring in New York’s no-fault system as
well as about what can and should be done about it. But the bottom line is that no-fault
fraud is the major driver of cost in New York’s private passenger auto insurance system
today. Indeed, New York may once again be on track to recapturing the dubious
distinction as the nation’s auto insurance fraud capital. Attacking the state’s rampant no-
fault fraud and abuse is the only way to meaningfully contain costs and reduce future

pressure on auto insurance rates.

New York State’s automobile insurance system—the fourth largest in the United States—
is currently under siege. The attack originates with certain dishonest and unscrupulous
medical service providers who file inflated, and often, bogus medical claims with the
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state’s auto insurers. These medical providers partner with equally unscrupulous lawyers

who sue insurers that dare to challenge these bogus claims—choking New York’s court

system in the process. But there is no better way to describe the damage that the current

epidemic of fraud and abuse is causing than by letting the numbers speak for themselves.

The scale of fraud and abuse in New York State’s no-fault auto insurance system today is

truly breathtaking. Consider the following:

No-fault fraud and abuse in New York cost consumers and insurers approximately
$204 million in 2010, the second consecutive in which costs exceeded $200
million (Figure 1).

The cumulative cost of no-fault fraud and abuse in New York State since 2005 is
(at least) $813 million. (Figure 2).

Cumulative no-fraud costs will almost certainly exceed $1 billion by year-end
2011 in the absence of meaningful reforms.

New York’s no-fault “Fraud Tax” totaled an estimated $1,311 or 15% of every
no-fault claim in 2010 (i.e., the per claim cost of no-fault fraud and abuse)
(Figure 3).

The average cost of a no-fault auto insurance claim in New York State was
$8,664 in 2010, up $2,791 or 47.5% from $5,873 in 2004 (Figure 4).

The average no-fault claim cost in 2010—at $8,664—was near the highest in New
York’s history, just 0.3% short of its all-time record high of $8,692 in 2009
(Figure 4). Costs in 2010 were even above the 2001 peak of $8,578 set during
New York’s last no-fault crisis a decade ago.

New York’s no-fault average claim costs—at $8,664 per claim—are the third
highest in the US (as of the four quarters ending in Q4 2010), behind only two
other deeply troubled no-fault states, Michigan and New Jersey (Figure 6) and
are 57% higher than the US median of $5,529.

New York no-fault claim frequency jumped 21.7% between Q3 2008 to Q4 2010,

potentially adding to overall system cost pressures in 2011 (Figure 7).

These sobering statistics leave little doubt that New York’s no-fault fraud and abuse

problem is serious. Crooked medical providers and their accomplices in the state are
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literally picking the pockets of drivers and their insurers to the tune of hundreds of
thousands of dollars each and every day—nearly $558,000 per day, on average, in 2010,

despite the best efforts of insurers and law enforcement agencies to thwart their activities.

An Analysis of Costs Drivers in New York’s No-Fault Auto Insurance System

While the cost drivers influencing the price of auto insurance in New York are similar to
those in other states in most respects, there is one glaring exception—its $50,000
threshold for no-fault auto insurance claims is the highest dollar threshold in the United
States. It should come as no surprise that the richest benefits in the country come with
some of the highest costs. Consider the following facts about costs:

e Between 2004 and 2010, prices for all goods and services as measured by the
Consumer Price Index rose by 15.5 percent;

e Medical costs in the U.S. rose by 25.3 percent between 2004 and 2010;

e The costs of the average No-Fault claim in New York State rose by 47.5 percent

during the same period of time.

Moreover, New York’s no-fault system operates without several checks or balances
found in other states. Consider, for example, that that in New York there are no medical
treatment guidelines. Such safeguards against fraud and abuse exist in most other states

and in other lines of insurance like workers compensation.

The inescapable conclusion: if nothing is done to contain runaway no-fault claim costs it
is a virtual certainty that costs and premiums will continue to rise indefinitely and that
someday New York could once again hold the dubious distinction as the state with the
most expensive auto insurance in America. This is because New York’s highest-in-the-
country $50,000 threshold, absent certain standard cost control measures commonly used
elsewhere, exposes the state’s drivers to the full force and fury of runaway healthcare
costs. Quite literally, New York’s no-fault system is one of the last and greatest blank
checks in the US healthcare system. As shown in Figure 8, medical costs have been

rising at a much faster pace than overall inflation for 25 years with no end in sight. This
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fact makes high threshold states vulnerable to medical cost inflation and more susceptible
to medical fraud and abuse.

History of No-Fault Fraud in New York: Past Reforms Saved Money

The recent rapid escalation in no-fault claim costs is not the first in New York’s history.
Between 1998 and early 2002, no-fault claim severity rose by 63 percent, peaking at
$9,235—still the current record but which could soon be eclipsed if present trends
continue. The explosion in costs that began in the late 1990s precipitated a crisis in New
York’s auto insurance markets and contributed to sharp increases in auto insurance
premiums—Dbecoming front page news in the process (see Figures 9-11). The average
expenditure on automobile insurance in New York State rose from $930 in 1999 to

$1,172 in 2004—an increase of 26 percent.

New York’s no fault crisis of a decade ago bears many similarities to the situation today.
Only a vigorous and concerted effort by New York’s auto insurers, the New York
Insurance Department and its frauds bureau and district attorneys throughout the state

helped bring the situation under control a decade ago.

New York drivers benefited tremendously as perpetrators of fraud and abuse were driven
from the system. The average expenditure on auto insurance in the state fell from $1,172
in 2004 to $1,044 in 2008 (latest available)—a decline of 10.9 percent—much larger than
the 6.4 percent decline experienced nationally over the same period (Figure 12).

Summary

New York’s large and competitive auto insurance market is threatened, as it was a decade
ago, by rampant fraud and abuse. To date, no-fault fraud and abuse has cost New York’s
drivers and their insurers at least $813 million since 2005.

Solutions for containing New York’s emerging crisis must necessarily focus on cost
drivers and you will hear about many of these solutions from the other panelists speaking
here today. But because the state has the highest no-fault dollar threshold in the country,



it remains attractive to those who perpetrate fraud based on the perception that the

insurers who pay the bills are a “deep pocket.”

Thank you for you for the opportunity to testify before the Committee today. | would be

happy to respond to any gquestions you may have.
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Figure 1.

New York’s No-Fault Fraud Tax: EStimatedlilﬁmﬁgsa’:#o"
Aggregate Annual Cost, 2005-2010 ($ Millions)

The total fraud tax levied on
New York vehicle owners

exceeded more than $200
million in 2010 for the
second straight year.
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Figure 2.

New York’'s No-Fault Fraud Tax: rwms suraNce
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Figure 3.

Estimated Per Claim Cost of No-Fault e pee
Fraud in New York State, 2005-2010
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Figure 4.

NY No-Fault (PIP) Claim Severity Has e pee
Trended Up Sharply Upward, 2005-2010*
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Figure 5.
New York State No-Fault Claim Severity, e,
1997-2010:04
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Figure 6.

Average No-Fault Claim Severity, T s
2010*
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Figure 7.

New York No-Fault (PIP) Claim Frequency T
Is Trending Sharply Upward*
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Figure 8.
Medical Cost Inflation Has Outpaced e et
Overall Inflation Over 50 Years
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Figure 9.

No-Fault Fraud Was Front Page News e,
a Decade Ago in 2001
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Figure 10.
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Figure 11.
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Figure 12.

Average Expenditure on Auto T necnincn
Insurance, NY State vs. US: 199/7-2008*
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In the wake of NY’s first no-fault crisis, the average expenditure on auto
insurance in NY state fell by $128 or 10.9% between 2004 and 2008, much more

than the 6.4% drop in the US overall.
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Thank you for your time
and your attention!
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